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EXPLANATORY MEMORANDUM

The purpose of this proposal is to enable the Council to take a decision on the level of the
minimum rate of the standard rate as it is required under Community VAT legislation!.
The decision is necessary to consolidate the functioning of the single market from a fiscal
standpoint both under the transitional arrangements currently in force and in the light of
the preparation of the definitive arrangements for the common system of value added tax.

At present the transitional arrangements of Community VAT legislation provide for a
harmonisation regarding the number and the level of VAT rates. This is no more than the
very minimum degree of approximation which has been considered by Member States as
essential for the single market to function. In the framework of these transitional
arrangements Member States had to fix a standard VAT rate of at least 15 %. In practice,
standard rates vary from 15 % to 25 %. The rates of 15 % and of 25 % are applied in
respectively two Member States. Article 12(3)(a) of the Sixth VAT Directive lays down
that on the basis of the report on the operation of the transitional arrangements and
proposals on the definitive arrangements to be submitted by the Commission, the Council
shall decide unanimously before 31 December 1995 on the level of the minimum rate to be
applied after 31 December 1996 with regard to the standard rate.

In its report to the Council on the functioning of the VAT rate system following the
abolition of fiscal frontiers on | January 19932, the Commission concluded that with
regard to the application of various types of reduced VAT rates (super-rec ced rates,
zero-rates, "parking" rates etc.) no major distortions of competition had been ascertained
under the transitional arrangements for taxation of intra-Community trade that could be
attributed to the application of various types of reduced VAT rates (super-reduced rates,
zero-rates, "parking" rates etc.). At the same time, however, practical experience has
shown that widening discrepancies between the standard rates of various Member States
can, in principle, always give rise to structural imbalance and distortions of competition in
certain sectors of economic activity. Furthermore, various Member States have recently
undertaken to increase their standard VAT rate.

In view of the findings of the Commission report and of practical experience so far in the
Community, it is important to ensure that at least the level of harmonisation achieved to
date 1s maintairied thereby ensuring that the transitional arrangements continue to function
properly. As far as the standard rate is concerned, the logical conclusion from this is,
therefore, that further divergence in the existing levels of standard rates in Member States
must be avoided by creating a rate band comprising minimum and maximum levels for the
standard rate. Since the standard rates which are at present in force apparently guarantee
the overall functioning of the single market under the existing taxation systeim, there is no
urgent need to set these rates as levels other than the levels of the lowest standard rate
and the highest standard rate which are currently in force community-wide, that is 15 %
and 25 %.

It goes without saying that any change in the transitional arrangements must also serve for
the preparation of the subsequent definitive system of taxation of trade between Member
States. Moreover, it is evident that this definitive system will in any case require a fairly
rigorous approximation of VAT rates. Such an approximation of VAT rates follows
conclusively from the country of origin principle and is, therefore, an intrinsic requirement
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of any taxation system as envisaged for the definitive regime in Article 28 | of the Sixth
VAT Directive, whatever the details of this regime may be. Thus, the system of taxation
shall not conduct taxable persons to choose the location of any commercial activity in first
place with regard to the applicable VAT ratc.

It follows from the foregoing that it would not be appropriate to allow for a turther
widening of the range of standard VAT rates in Member States, major discrepancies in
VAT rates could be an obstacle to further harmonisation and, consequently, to the
introduction of the definitive regime. However, given that a fundamental change of the
number and of the level of VAT rates applicable today will only be feasible and politically
acceptable in the context of the introduction of the definitive system, it is not advisable at
this stage to anticipate this decision by changing the rates currently applied. A standard
VAT rate band between 15 % and 25 % will, thus, ensure that the introduction of the
definitive regime is not made more difficult.

Furthermore, given the transitional character of the present taxation system it is evident
that for the time being there is no sense in taking a final decision at present on the level of
the standard VAT rate. The Commission therefore proposes the creation of a standard
VAT rate band on a transitional basis only. The levels of the minimum rate and of the
maximum rate are subject to revision after a two years-period and will anyway be
examined in the context of the introduction of the definitive system. Thus, 1t will be
possible to monitor the further development of the single market under this VAT rate
band and to adjust it when appropriate. Given this possibility of revision of the proposed
rates and given that under the proposed levels for the minimum rate and for the maximum
rate no Member State will have to adjust its currently applied standard rate, the proposal
interferes as little as possible in the fiscal sovereignty of Member States and ensures, at the
same time, that the introduction of the definitive VAT regime is not jeopardised.

Commentary on the Articles

Article 1

Paragraph 1 proposes that the present range of standard rates of value added tax in the
various Member States is not widened (with the effect that the existing divergence
between standard rates will not be enlarged).

Paragraph 2 suggests that the proposed minimum level and the maximum level of the
standard rate are not intended to be definitive but that they are - on Commission initiative
- subject to revision after a two years-period.

Paragraph 3 regarding the reduced rate(s) does not change the wording of the Directive
77/388/EEC.



EHDOTUS:

NEUVOSTON DIREKTIIVI
yhteistd arvonlisdverojarjestelmad koskevan direktiivin 77/388/ETY muuttamisesta
(yleisen verokannan vahimmadistaso)

EUROOPAN UNIONIN NEUVOSTO, joka

ottaa huomioon Euroopan yhteison perustamissopimuksen ja erityisesti sen 99 artiklan,
ottaa huomioon komission ehdotuksen,

ottaa huomioon Euroopan parlamentin lausunnon,

ottaa huomioon talous- ja sosiaalikomitean lausunnon,

seka katsoo, etta

direktiivin 77/388/ETY ', sellaisena kuin se on viimeksi direktiivilla 95/7/EY" muutettuna,
12 artiklan 3 kohdan a alakohdassa saidetddn, ettd komission 28 | artiklan mukaisesti
siirtyméjarjestelman toiminnasta antaman kertomuksen ja sen lopullista jarjestelmaa
koskevien ehdotusten perusteella neuvosto paattaa yksimielisesti 31 paivaan joulukuuta
1995 mennessd 31 paivasta joulukuuta 1996 soveliettavasta yleisen verokannan vahim-
maistasosta;  arvonlisiveron = yleisen verokannan vahvistaa kukin  jasenvaltio
prosenttiosuutena veron perusteesta, ja sen on oltava sama seka tavaroiden luovutusien
etta palvelujen suoritusten osalta; | paivasta tammikuuta 1993 31 paivaan joulukuuta
1996 tama prosenttiosuus ei saa olla alhaisempi kuin 15 prosenttia, v

kokemus on osoittanut, ettd nykyisessd verotusjarjestelmassa talla hetkella eri
jasenvaltioissa voimassa olevilla arvonlisaveron yleisilla verokannoilla on varmistettu,
etta arvonlisiveron siirtymdjarjestelmd on toiminut tyydyttavasti, eri jasenvaltioissa
sovellettavien arvonlisaveron verokantojen vilisten erojen suurentaminen loisi
rakenteellista epatasapainoa useille litketoiminnan aloille; eri jasenvaltioissa sovellettavien
arvonlisaveron yleisten verokantojen olemassaoleva asteikko antaa jasenvaltioille laajan
valinnanvaran  yleisen  verokannan tason maaraamisessataman  seurauksena
arvonlisaveron mahdollisten yleisten verokantojen vaihteluvalin lisatarkistus  vor olla
myohemmassa vaiheessa suotavaa, ja
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yhteisen arvonlisdverojarjestelmédn siirtymatoimenpiteet eivit saa vaarantaa myohempia
lopullisia jarjestelyja; timan vuoksi jokaisen siirtymatoimenpiteiden muutoksen taytyy
palvella lopullisen jarjestelmdn valmistelua; lopullisen jarjestelman kayttoonotto, jonka
taytyy perustua alkuperdmaassa tapahtuvan verottamisen periaatteeseen, vaatii joka
tapauksessa eri jasenvaltioiden yleisten arvonlisiakantojen ldhentamista,

ON ANTANUT TAMAN DIREKTIIVIN:

1 artikla
Muutetaan direktiivi 77/388/ETY seuraavasti:
Korvataan 12 artiklan 3 kohdan a alakohta seuraavasti:

"Kunkin jasenvaltion on vahvistettava arvonlisaveron yleinen verokanta prosenttiosuutena
veron perusteesta, ja sen on oltava sama tavaroiden luovutusten ja palvelujen suoritusten
osalta. Tamén prosenttiosuuden on 1 paivan tammikuuta 1997 ja 31 paivan joulukuuta
1998 viliseni aikana oltava vihintddn 15 prosenttia ja enintdin 25 prosenttia

Komission ehdotuksen perusteella ja Euroopan parlamenttia kuultuaan neuvosto paittaa
yksimielisesti 31 pdivan joulukuuta 1998 jilkeen sovellettavien yleisten verokantojen
tasosta.

Jasenvaltiot voivat myos soveltaa yhté tai kahta alennettua verokantaa. Nama verokannat
on madrattavd prosenttina veron perusteesta, eivatkd ne saa olla alhaisempia kuin 5
prosenttia ja niitd sovelletaan ainoastaan niiden tavaraluokkien luovutukseen ja
palveluluokkien suoritukseen, jotka on lueteltu liitteessa H."



2 artikla
1. Jasenvaltioiden on saatettava tdmin direktiivin noudattamisen edellyttamat lait,

asetukset ja hallinnolliset miirdykset voimaan viimeistdan | paivana tammikuuta
1997. Niiden on ilmoitettava viipymatta tasta komissiolle.

Naiissa jasenvaltioiden antamissa saadoksissd on viitattava tahan direktiiviin tai
niihin on liitettava téllainen viittaus, kun ne virallisesti julkaistaan. Jasenvaltioiden
on saadettdva siita, miten viittaukset tehdaan.

2. Jasenvaltioiden on toimitettava tassd direktiivissa tarkoitetuista kysymyksista
antamansa kansalliset sadnnokset kirjallisina komissiolle.

3 artikla

Tama direktiivi tulee voimaan piivini, jona se julkaistaan Euroopan yhteisojen virallisessa
lehdessa.

4 artikla

Tama direktiivi on osoitettu kaikille jasenvaltioille.

Tehty Brysselissa Neuvoston puolesta

Puheenjohtaja



Nt e s o o i e

Financial statement

The proposed Directive, when adopted, will have no consequences for the collection of
Community own resources.
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