* K %
* *
* *

* *
LS

European
Commission
|

VAT Aspects of cross-border
e-commerce - Options for
modernisation

Final report — Lot 2

Analysis of costs, benefits, opportunities and risks
in respect of the options for the modernisation of
the VAT aspects of cross-border e-Commerce

March 2016

Deloitte



EUROPEAN COMMISSION

Directorate-General for Taxation and Customs Union
Directorate C— Indirect Taxation and Tax Administration
Unit C.1— Value Added Tax

Contact: David O’Sullivan

E-mail: TAXUD-C1-SECTOR-A@ec.europa.eu

European Commission

B-1049 Brussels



2016

EUROPEAN COMMISSION

VAT Aspects of cross-border
e-commerce - Options for
modernisation

Final report — Lot 2

Analysis of costs, benefits, opportunities and risks
in respect of the options for the modernisation of
the VAT aspects of cross-border e-Commerce

March 2016

Directorate-General for Taxation and Customs Union



EUROPE DIRECT is a service to help you find answers
to your questions about the European Union

Freephone number (*):
0080067891011

(*) The information given is free, as are most calls (though some operators, phone boxes or hotels may charge you)

LEGAL NOTICE

This document has been prepared for the European Commission however it reflects the views only of the
authors, and the Commission cannot be held responsible for any use which may be made of the information
contained therein.

More information on the European Union is available on the Internet (http://www.europa.eu).

Luxembourg: Publications Office of the European Union, 2016

PDF ISBN 978-92-79-63795-7 doi:10.2778/56145 KP-07-16-051-EN-N

© European Union, 2016
Reproduction is authorised provided the source is acknowledged.




Table of Contents

Important Notice from DelOitte ............uueveeeeiiiiiiiie e Error! Bookmark not defined.
EXECULIVE SUIMIMAIY ......itiieiiiitite ettt e ettt e et e e e sa bt e e e sa ket e e s 4a ket e e e 4a ket e a2 4a ket e a2 4ak et e e e 4a b be e e e aabbeeeesabbneeeanbneeeaa 2
(©0] 01121 (Ht= Ut [0 =T o] o] {0 F- Lod o 1S 2
PrODIEM ASSESSIMENT. ... .eieiiiieeee ettt ettt ettt s e st e s ekttt e e aas et e e e st et e e e s bne e e e nbne e e enbneeeennee 3
Policy Objectives and Options for Policy INterVeNtioN .............eeeieeiiiiiiiiiieeee e e e e s e e e e e e 4
AssessMeNt Of the POLICY OPLIONS ........uuiiiiiiiiii ittt e st e e s s e e e s anbneeesannnneesannneeas 6
BN L= L 0= T A0 TS Y 15
Policy Options VS. POIICY ODJECLIVES ........coiiiiiieiiiiiie ettt ettt e bt e e e st e e e abneeeennnee 17
(@70 o Tox (011 o] PRSPPSO PPN 18

N [ 11 700 11T 1o o P PO PP PP 20
1.1 0] 1103 o0 ] (= 20
1.2 Objective and scope of the aSSIGNMENT ........coouiiiiiiiiii e 20
1.3 SEIUCTUrE Of the FEPOIT ... . 21

Y/ (11 oo (o] (oo [Tt 2N o] o] {0 = Lol o I PP PP 23
2.1 Impact ASSESSMENT APPIOGCKH .......uuuuruiereteieieteteiereteteuerarerarerarererarereenrnreresnsnsnsssnsnsnsnsnnnsnnnsnnns 23
2.1.1  General APPrOACKH. .......uuiii ittt e e e e eanee 23
2.1.2  IMPAactS INVESHGALEA .......coeoeeiie e 25

2.2 =i aTo o (o] (o0 Y PP PP PP 27
2.2.1 Approach to analysing the IMpPactS .........cccoeieiiiiiiie i 27
2.2.2  TOOIS fOr the ANAIYSIS ....eeeieiiiiiieiiit ittt a e e et e e e e e anbee e e e eaeee 29
2.2.3 Quantification of the IMPACES.........cocoiiiiiii e 29
2.2.4  Data gathering t00IS ........coiiiuiiiiiiiiiii ittt e e e s e e e e e e 31

3 REASONS fOF INTEIVENTION ......eiiiutiieeeiite ettt ettt s et s et e s et e s aasn et e e e s et e e e s et e e e annneeeeannes 33
3.1 Problem @SSESSMENT........ciiiiiiiei ittt et e bbb anneeas 33
0 0 B 1172 B =L 1= Lo = PP PRSPPSO 33

T I {1 0] oo £ PP PP PP PP PPPPPPRPPPR 34
3.1.3  EXIEINAI FACTOIS ...ttt et e et e e e e e 36

R O S o (0] o] =T o 1 (= PRSP 36

3.2 0] 103 VA @ o] [T ox 1)Y= PRSPPI 39

4 Assessment Of the PONICY OPLIONS .......oeiiiiiiiie it sbbe e st e e e sbeeeeeaneee 41
4.1 OVEIVIBW ...ttt etttk 4 ket 4 ket 4 et e 4t e 44444 e 44 2ot 422 e e a2 et e e e e e e e nn e 41
4.1.1 Identification Of POICY OPLIONS .......uviiiiiiiiee ittt e e et e e e snba e e e nneee 41



5

I o L= T UK o (== 1 (= o S 45

4.2 (@] o] 1T0] o I S3 r= 1 (1 LS O 11 o T PP PP PPPPO 46
4.2.1  Structure Of the OPLION ... ..uveiieiie e e e e e s e e e e e e e e e e s snanaeeeaaeeesaansnnaneeaaeaaannns 46
4.2.2 Analysis of the impacts of POlICY OPLON L .......cccoiiiiieiiiiiieeiiiiie et 46

4.3 Policy Option 2: Removal of the distance sales thresholds and the small consignment

exemption (NO SIMPLfICALION) .......uveiieeee e e e e e e e e e e et e e e e e e e e snnraaeeeeeeeaannnnnees 49
4.3.1 Removal of distance selling thresholds............c.uuevriiiiiiiiiee e 50
4.3.2 Removal of small consignment eXEMPLION ..........ocuiieiiiiieiiiiiie e e e e e e e 52
4.3.3 Analysis of the impacts of Policy Option 2 ...........ooooiiiiiiiiiiiiieeee e e e e 55
e B S =Y 1100 [ 0o PP P PP 63

4.4 Policy Option 3: Option 2 but with the introduction of a common VAT threshold for EU sales
of both goods and services (EUR 5000 or EUR 10 000) — which would come in addition to the

existing domestic thresholds (Up t0 EUR 114 000) .......coeiiureeeiiiumeeeiiiineeesniineeesainneeessmnneeesannneeesssnees 66
O RS 1 (0 [ (0 (3= 1 o = PP PP 66
4.4.2 Roles and responsibilities of the stakeholders.............cccovvvviiiiiieeeee 71
4.4.3 Analysis of the impacts of PoliCy OPtioN 3 .........coiiiiiiiiiiieeiiiiee e 72
o (= A 1o 11T P 83

4.5 Policy Option 4: Option 3 plus Single Electronic Mechanism applying to intra-EU supplies of

goods and services and to the import of all goods under the Customs threshold of EUR 150......... 88
451 Intra-EU VAT SIMPIIfICALIONS ....eeiiiiiiiiiiiiiee it e e 88
4.5.2 VAT on Import SIMpPlifiCatiONS.........ccooviiiiiiiiiiieeeeee e 92
4.5.3 Analysis of the impacts of POIICY OPLIONA .........cooiiiiiiiiiiiee e 100
Y A (= VA 1o 11T P 112

4.6 Policy Option 5: Option 4 plus amendments to the Single Electronic Mechanism (home
country legislation and home country control, subject to applying rate/exemptions of the Member

State Of CONSUMIPLION) ... .coei it e e e e e e e e e e e e e aaaaaeaas 117
4.6.1 Amendments tothe SEM in OptioN 5......cccovviiiiiiiiiiiiiiiieeeeeeeeeeeeeeeee e 117
4.6.2 Analysis of the impacts of PoliCYy OPtioN 5 ........cooiiiiiiiiiiiieie et 118
4.6.3 KeY fINUINGS...cociiiiiiiiiiiiieeeeeeeeeee e 124

4.7 Policy Option 6 Option 4 plus fully harmonised EU rules for Single Electronic Mechanism,

subject to applying the rates/exemption of the Member State of Consumption...........cccccccveeeeenns 127
4.7.1 Harmonised EU RUIES fOr SEM........ccoiiiiiiiiiiiieiiiiiiee it et sbeee e snbaeeessnnaeeeeans 127
4.7.2 Analysis of the impacts of Policy OPtion 6 ............eeiiiiiiiiiiiiiiiiiiee e 128
e T = A 1T 11T L PRSPPI 134

SCENATIO ANAIYSIS ...ttt ettt e e oo ettt et e e e e a4 s bbbttt e e e e e e e nbabee et e e e e e aanbnbbeeeaeeeeaanns 139



5.1 0o 1103 1o o 139

5.2 Policy Option 2: Removal of the distance sales thresholds and the small consignment

exemption (NO SIMPHFICALION) .......eiiiiiiiii ettt eb e s e e e e e ee e e e eneee 140
5.2.1 Scenario analysis for VAT revenues for Member States .........ccoeviiiiiiiiieeieei s, 140
5.2.2 Scenario analysis for the market for e-Commerce inthe EU...........ccccovveeeeiiiiiiineeennnn. 141

5.3 Policy Option 3: Option 2 but with the introduction of a common VAT threshold for EU sales
of both goods and services (EUR 5000 or EUR 10 000) — which would come in addition to the

existing domestic thresholds (up to EUR 114 000) .........uuuiiieeeiiiiiiiiieeieeeeeiiiinreeeeeeesessnrnnseeeeeeesannns 142
5.3.1 Scenario analysis for VAT revenues for Member States .........cccceeveviiiiiieeeeeeieiicciiieeeenn, 142
5.3.2 Scenario analysis for the market for e-Commerce in the European Union..................... 143
5.3.3 Compliance on application of VAT exemption for sales below the threshold ................. 144

5.4 Policy Option 4: Option 3 plus Single Electronic Mechanism applying to intra-EU supplies of

goods and services and to the import of all goods under the Customs threshold of EUR 150....... 145
5.4.1 Scenario analysis for VAT revenues for Member States .........coeevviiiiiiiiieeeeeiiiiiiiieeeenn. 145
5.4.2 Scenario analysis for impacts 0N BUSINESSES .........ccovvvvieiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeee 149
5.4.3 Scenario analysis for the market for e-Commerce in the European Union..................... 152

55 Policy Option 5: Option 4 plus amendments to the Single Electronic Mechanism (home
country legislation and home country control, subject to applying rate/exemptions of the Member

State Of CONSUMIPLION) ......ueiei ittt ettt ettt e e s bb e e e e sbbe et e sbbe et e s bbbt e e sbbne e e e annnneeeannneees 154
5.5.1 Scenario analysis for VAT revenues for Member States .........cooeevviiiiieieeieeeiiiiiiiieeeenn. 154
5.5.2 Scenario analysis for impacts 0N BUSINESSES .........ccevvvvieiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeeeeeeeee e 157
5.5.3 Scenario analysis for the market for e-Commerce in the European Union..................... 159

5.6 Policy Option 6: Option 4 plus fully harmonised EU rules for Single Electronic Mechanism,

subject to applying the rates/exemption of the Member State of Consumption............cccccceveveeeeee.. 161
5.6.1 Scenario analysis for VAT revenues for Member States............cccoeeeeeieieieieeee e, 161
5.6.2 Scenario analysis for impacts 0N DUSINESSES .......cuueeiiiiiiieeiiiiiee et 164
5.6.3 Scenario analysis for the market for e-Commerce in the European Union..................... 166

5.7 AAItIONA] BNAIYSIS .ttt s et bbbt e et e e aba et abb e e nnnee s 168
5.7.1 Common VAT threshold of EUR 100 000 ...........ccceeeiiiiieeaiiiieeeaiiieesaineeessnneeesanneeessanns 168
L A = =T o [To] g F= LT 4] o F= Lol £ PP PPPPRP PP 169

LS O o] T 11151 o o P PRSPPI 172

6.1 Relevant problems related to the VAT aspects of e-COMMErCe...........cccvveviiiiieeiiiieeeennnnn 172

6.2 Key findings from the analysis of the Policy OpLioNS ...........c..eeeeiiiiiiiiiiiiieeeeeeiiieeee e 173
6.2.1 Policy Option 1: StatUS QUO ...cceeiuviieeiiiiieeeiiieeeaitiee e e sttt e e e sibeeeeesibeeeessbaeeesanbaeeeeanbaeeeennnes 175

Directorate-General for Taxation and Customs Union
2016



6.2.2 Policy Option 2: Removal of the distance sales thresholds and the small consignment
exemption (NO SIMPHfICALION)........ccuieiiieie e e s e s e e e e e e e et e e e e e e e e e annnnnneeeaeas 177

6.2.3 Policy Option 3: Option 2 but with the introduction of a common VAT threshold for EU
sales of both goods and services (EUR 5000 or EUR 10 000) ........cceveeeeeeieiiuiieeeeeeeesessnenneeeeens 180

6.2.4 Policy Option 4: Option 3 plus Single Electronic Mechanism ............ccccccoeviiiiiiineeeennnns 185

6.2.5 Policy Option 5: Option 4 plus amendments to the Single Electronic Mechanism (home
country legislation and home country CONTrol) ...........cuveeiiiiiiiiiiiiee e 189

6.2.6 Policy Option 6: Option 4 plus fully harmonised EU rules for Single Electronic Mechanism

193

6.3 Impacts of the Policy Options with respect to the Status QUO ..........cc.vueeveeeeiiiiiiiieiieeeeeens 198
6.3.1 IMpacts 0N MEMDBEI StALES ........cccviiiiiiee e e e e e s e e e e e e e e sannraeeeaeeeaaanns 198
6.3.2  IMPACES ON DUSINESSES ... iiiiieeiiitiie ettt e ettt e e ettt e e e st e e e aabe e e e e aabae e e e sabne e e e anbreeeeanbneeeennnee 200
6.3.3 Impacts on the market for e-Commerce in the European Union ..................cceeeeeeeeeennn. 204
6.3.4  IMPAactS ON COMPIIANCE .....ouveieeiiiiiee ettt e b e e e sba e e e aabr e e e e anbneeeennnes 207
6.3.5  AddItioNal IMPACES ......ccooiei e 209

6.4 Policy Options and poliCy ODJECHIVES .........ciiiiiiiiiiiiiie e 213
ANNEX L2 REFEIENCES. ....eeeiiitiieei ittt sttt ettt s ket e sk et e s s et e s st e e s asnn et e s annne e e s nnnnne s 215
U] ][0T 0] o PP PP PPPRPPPPPPP 215
D= 1= ] ] PP 219
ANNEX 2: FISCAIIS SEMUNAI ... .eeiiittieieitttee ittt ettt e sttt e e s bt e e abe et e e sbab e e e sbbn et e ssbb et e sbnneeeeannneeesannnneas 220
ANNEX 3: BUSINESS SUINVEY ....eeteteiereteeeteeeesuesesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnsnsssnsnsnnns 224
Profile Of RESPONUENTS .....coiiiiiiii ittt e e et e e e sbb e e e e snbbeeeeaabbeeeeabbeeeean 224
0] 1103 = 1 0 = 225
ONlNE SUIVEY t0 DUSINESSES .....eeiiiiiiiiie ittt ettt e s bbbt e s abb e e e s abbe e e e s aabne e e e annneeas 237
] (o o (1o 0] Y/ o) (= 237
Profile Of FESPONUENTS ... ..eiiiiiiii ittt e e e e ettt e e et e e e et e e e e anbneeeeeneee 238

0] 1103 = T 0 = 239
ANNeX 4: MethOdOIOGICAI NOTE .........eiiiiiiii ittt ettt bbe e e s abn e e e annneees 249
1106 18 T] 1o o PP PP PP PUPRP P PPPRP 249
GENETAl ASSUMIPLIONS ... itttet ettt ittt ettt e sttt e e st bttt e s bbe et e e bttt e e 4 bttt e e s abb e e e e s bbbt e e s mbee e e e annneeeesnnneeas 250
Assumption 1 — Number of businesses and micro-businesses..........cccccceviiiiiiiiiii e, 250
Assumption 2 — Standard COStS MOGEI ..........eeiiiiiiiiiiiiiii e 258
ASSUMPLION 3 = TIMEINME ....eeieiiiieiie ittt e e e e sttt e e e e e e s aba b e e e e e e e e e annbbnneeeaeas 259

ASSUMPLION 4 — GrOWEN FALES ...ttt e e e e s snb e e s snneees 259



Assumption 6 — Volume and value of PArCelS ..........ccooiiiiiieiiieei e 260

(@] o] 1T0] o I RS = 11U £SO U o PP PRSP RPPP 261
ASSUMPLION 7 — COMPIANCE ..eeeiieiieiiiiiie et e e e e e et e e e e e sa et eeaaeaeaaansnnaeeaeeeeeaannnnnnneeaens 261
Assumption 8 — MOSS running costs for Member States ..o, 262
Assumption 9 — Processing costs for couriers and postal Operators............ccccvvvveeeeeeeeiicivneeennnn. 263

Option 2 — Removal of the distance sales threshold and the small consignment exemption (no

1] o] L1 ilo=1i o] o) PP PP PP 264
Assumption 10 — Member States’ VAT revenues from imports...........cccceeiiiiieiiiiieeiiiiiee e, 264
Assumption 11 — Processing costs for couriers and postal operators.............ccccceeeeeeieiicvineeennnn. 265
Assumption 12 — Impact on prices of NON-EU IMPOIS .........c.coveiiiiiiiiiiiiieiiiee e 265

Option 3 — Option 2 but with the introduction of a common VAT threshold for EU sales of both

goods and services (EUR 5000 and EUR 10000).........cccoeiiiiiiiiiiiiieiiieieieieieieceieieeeieeeeeeeae e e e neaeeeaees 266
Assumption 13 — Member States’ VAT revenues from imports..........cccccceeeeviiiiiieeeeeeeeecccivneeeennn. 266
Assumption 14 — Number of busSiNneSSes IMPACIEd ...........coivuiiiiiiiiiieiiiiiie e 266

Option 4 — Option 3 plus Single Electronic Mechanism applying to intra-EU supplies of goods and

services and to the import of all goods under the Customs threshold of EUR 150......................... 267
Assumption 15 - Take-up Of the SEM...........uuuiuiiieieiiieieieieieieieieieieieiereererseereeeee.ee————————————. 267
Assumption 16 — Processing costs for couriers and postal operators...........cccceveveeeeiiiieeeniineen. 270
Assumption 17 — Member States’ VAT revenues from imports and Intra-EU Trade................... 271
Assumption 18 — Impact on prices of NON-EU IMPOIS .........ceeviiiiiiiiiiiiiieiiieee e 272

Option 5 — Option 4 plus amendments to SEM (home country legislation and home country control)

......................................................................................................................................................... 272
Assumption 19 — IMpPact 0N releVant [OS...........oiciiiiiiiiie e 273
Assumption 20 — Take-Up Of the SEM .....cooiiuiiiiiiiiiie e 274

Option 6 — Option 4 plus fully harmonised rules for the SEM, subject to applying the

rates/exemption of the Member State of Consumption..............ccooeoeieii e, 274
Assumption 21 — Impact 0N rele@Vant IOS..........uuuuuuuuiereieieieieieieieiererererereeereree.ee——————————————————. 275
Assumption 22 — Take-Up Of the SEM .....cooiiuiiiiiiiiiie et 275

Annex 5: Standard COSt MOUEI ........coiuiiiiiiiiiii ittt s e s es 277

L1100 [U T 1o PP PPPPP 277

Objectives, scope and Sources for the SCIM .........cocuiiiiiiie i 277
Summary of the SCM aPPrOACK .........coiiiiiiii e e 277
(D= 1= W= T (o B TS U ] ] 0] £ PR 278
Information Obligations (10s) used for the analysSiS...........ccooiuiiiiiiiieii e 279

Directorate-General for Taxation and Customs Union
2016



Calculation of the adminiStrative DUIGEN..........coiiiiiiiieiie et e e e e e e s e e e s eeeeabanes 281

Administrative burden facing ‘typical’ EU businesses engaged in cross-border e-Commerce....... 283
(@] o] 1To] 0 IS = 11U Lo PSP PPR PR 283
Option 2: Removal of the distance sales thresholds and the small consignment exemption (No
1] o] L1 ilo=1i o] o) PP PP PPPPPPPPPPRN 287
Option 3: Option 2 but with the introduction of a common VAT threshold for EU sales of both
goods and services (EUR 5000 OF EUR 210 000) ........uueeeeitrreesitnieesiineeesiineeessrseeessnnneeessnsseeessn 288
Option 4: Option 3 plus Single Electronic MeChaniSM............cciuiiiiiiiieeiiiiie e 291
Option 5: Option 4 plus amendments to the Single Electronic Mechanism (home country
legislation and home country CONIOI) ...........uviiiiiiii i e e e e e e e e e e e aaans 295
Option 6: Option 4 plus fully harmonised EU rules for Single Electronic Mechanism.................. 300

ANNEX 6: CGE MOUEI ...ttt ettt ettt s ket e e sk et e s bbbt e e 4 bttt e e s kb e et e e asnn et e e annneeeeannnneas 305

L1106 13T 1o o PP PP PP PRSP PPRR 305

ScOPEe Of the CGE MOUEN ...ttt st e s et e e s bbn e e e s anbneeesannneeas 306
Scenarios for the modernisation of VAT treatMent............coooiiiiieiiiiiie e 306
OUtputs Of the CGE MOEL.........oeeiiiiiiieeiiiee et e b e b e e e e 307

D Fo Y= ] = 1= 0 PP PR 309
Y F= Yol fo Rt =Toto] o (o] o[l F= L= NP PP PP PP 310
Data 0N €-COMMIEICE..........ciiuriiiiiiee ettt ettt e s s e et e s st e a e e e e e e s s sa b e b e seeeee s e s s abnneees 314
Data on administrative costs and VAT PayMENTS ........coiuuiieiiuriieiaiiiieeaiiieeeanieeesasineesesnneesenanes 314

oo =Y T T =T ] o 0 >V 315
Overview Of the CGE MOEL ........ccoiiiiiiiiiiie et aba e e e 315
Equilibrium Of the MOEN ... 318
Dynamics Of the CGE MO ...........uiiiiiiiiiiei et 319
Modelling of the proposed PoliCY OPLIONS ......cccciiieiiie e 319

List of Figures

Figure 1 — Policy Objectives Of the INtErVENTION.............uuuuuuieiiiiiiieieteteieieererererererareer .. 4
Figure 2 — APProach t0 the STUAY ......coeiuueei ittt e et e s sbbe e e e snnbeeeeanneeeas 24
FIQUIrE 3 — PrODIBIM TrEE ...ttt ettt e e e e e s e b et bt e e e e e e e e e nbbbbeeeaaeeeann 38
FIGUIE 4 — ODJECHIVES T ... uteeii ettt ettt ettt e ettt e skttt e e e bttt e skttt e e e bbe e e e s nnne e e e annbeeesannnneas 40
Figure 5 - Process flow for Option 2, removal of distance sales threshold..............cc.ccccoiiiie. 51

Figure 6 - Process flow for Option 2, removal of small consignment exemption...........ccccccovcveeeinineen. 54



Figure 7 - Process flow for Option 3, common VAT threshold, alternative (i).......ccccccceeeeiiiiiiiieeeeennnnns 68

Figure 8 - Process flow for Option 3, common VAT threshold, alternative (ii) .........ccccocoeeeiiiieeerninnen. 70
Figure 9 - Process flow for Option 4, intra-EU VAT simplification ..........cccccceeiiiiiiiiiie e 90
Figure 10 - Process flow for Option 4, VAT on import simplification, alternative (i)..........cccccccceeevnuneen. 94
Figure 11 - Process flow for Option 4, VAT on import simplification, alternative (ii)..........cccccccvveeeennnnns 96
Figure 12 - Process flow for Option 4, VAT on import simplification, alternative (jii) .........c..ccccevvuneen. 98
Figure 13 — Proportion of EU businesses selling online to other EU Member States, 2013 .............. 252

Figure 14 — Cumulative distribution of the number of microbusinesses, by cross-border e-Commerce

LY 7=] 10 PO PP 257
Figure 15 — Cumulative distribution of cross-border e-Commerce revenues ............cccoccveeeeniieeeenn 257
Figure 16: Process for measuring the administrative BUrden ..................ueueueieieieiermieieinienennrnnenenn.. 278
Figure 17 - BasSiC SCM CAICUIALION ..........ueeieiiiiiieiiiiii ettt s et e e et e e e sabn e e e annbneeeeannee 281
Figure 18: Basic structure of the Social ACCOUNtING MALIIX ...........uuuururururernrnrninrernrnrnnnnnnnnnnnrnnnrnrnnn.. 312
Figure 19 — Circular FIOW Of INCOME .........iiiiiiiiiiiiiii ettt e et e et e s ennbne e e e aneee 316

List of Tables

Table 1 — Features of the Policy OptioNS ASSESSEA ......uuuiiiiiiiiiiiiiiiiiee et e e e e e e e e e e e ssneeeeeeeee s 6
Table 2 — Overview of the assessment of the Policy OptioNS...........ccovvvvieiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeee 7

Table 3 — Overview of volumes and processing costs for postal operators and couriers under the

Lo (=Y (=T 1 0o {03 Y0 o)1 0] 0 1= 12
Table 4 - Qualitative assessment of the Options vs. the Status QUO...........eeeeiiiiieiiiiiie e 15
Table 5 — Effects of VAT thresholds in businesses engaged in EU Trade (Option 4) .........ccccoevvveeeee... 17
Table 6 - Policy objectives VS POIICY OPLIONS. ......ccciiiiiiiiiiiiee it ettt esbree e e abeeeeeanene 17
Table 7 — Approach to the analysis Of IMPACES .........coovviiiiiiiiiieeeeeeee e, 28
Table 8 — Average cross-border e-Commerce revenues of firms, DY SiZe ........cccccocveiiiiiiiiiiiiiee e 30
Table 9 — Volume and value of parcels below the Customs threshold ..............ccccoooviiiiiiii, 31
Table 10 - General and Specific POlICY ODJECHIVES.........coiiiiiiiiiiiie e 39
Table 11 — Overview Of the POIICY OPHIONS ......cciiiiiiiiiiiiieeie ettt e e e e bbb e e e e e e e s snbbeaeeeaeas 42
Table 12 — Key features of the POlICY OPLIONS ......ccoiiiiiiiiiiiie e 44
Table 13 — Impact of Option 2 on VAT revenues for Member States..........ccccceeiiiiiiiiiieiee e, 56
Table 14 — Impact of Option 2 on small value consignments processing COSES .......cueeeeviieeeeeiiiieeeennnn 58
Table 15 — Impact of Option 2 on EU e-Commerce volumes, 2020 (millions of transactions, %)........ 60
Table 16 — Impact of Option 2 on EU e-Commerce pPrices, 2020 .........coeicuurrerieeeeeiiiinnieeeeeeeessnnnnneeeees 60

Directorate-General for Taxation and Customs Union
2016



Table 17 — Impact of Option 2 on the value of e-Commerce, 2020 (EUR hillions, %0)............ccccvveee.... 61

Table 18 — Overview of Member States’ VAT revenues for Option 2..........ccceeeeiiiiiiiiiieieeeieiiiiiieeenn 63
Table 19 — Overview of administrative costs for Option 2 .........cc.eeeieeeeiiiiiiiiie e eee s 63
Table 20 — Overview of economic iMPACts fOr OPLION 2 ........ccocuiieeiiiiiieeiiiiie e 64
Table 21 — Impact of Option 3 on VAT revenues for Member States (threshold at EUR 5 000)........... 73
Table 22 - Impact of Option 3 on VAT revenues for Member States (threshold at EUR 10 00)........... 74
Table 23 — Impact of Option 3 on small value consignments processing COStS ........ccccvveeeeevicvenneennnn. 76

Table 24 — Impact of Option 3 (threshold of EUR 5 000) on EU e-Commerce volumes, 2020 (million

L= L IST= o110 o TR 79
Table 25 — Impact of Option 3 (threshold of EUR 5 000) on EU e-Commerce prices, 2020................ 79
Table 26 — Impact of Option 3 (EUR 5 000 threshold) on value of EU e-Commerce, 2020 (EUR
o)1 11T ] 1) PSPPSR 80
Table 27 — Impact of Option 3 (EUR 10000 threshold) on EU e-Commerce volume, 2020 (million
L=V IST= o110 o ES T PSS 81
Table 28 — Impact of Option 3 (EUR 10000 threshold) on EU e-Commerce prices, 2020................... 81
Table 29 - Impact of Option 3 (EUR 10000 threshold) on the value of EU e-Commerce, 2020 (EUR
0] ]| £ 82
Table 30 — Overview of impacts on Member States for Option 3 ..........coociiiiiiiiiieeeriiie e 84
Table 31 — Overview of administrative costs for Option 3 ........cooveviiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeee e 84
Table 32 — Overview of economic iIMPacts for OPLioN 3 .......ccooiuiiiiiiiiiiie e 86

Table 33 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce....... 102
Table 34 - Impact of Option 4 on VAT revenues from imports from third countries .................ccue... 103

Table 35 — Estimated adoption rate of the SEM by EU businesses under Option 4, common EU VAT

exemption threshold at EUR 10 000 ..........ceeiititeeiiiiieeeiiiiieeaaitieeeesteeeeasibeeesssibseeesabseesssnbseesssnbseesssnnes 106
Table 36 — Impact of Option 4 on processing costs for of parcels below EUR 150...........cccccccoo...... 108
Table 37 — Impact of Option 4 (EUR 10000 threshold) on EU e-Commerce volume, 2020 (million
LU= 5Tz (e 1[0 ] 4 ST ) PP 110
Table 38 - Impact of Option 4 (EUR 10000 threshold) on EU e-Commerce prices, 2020.................. 110
Table 39 — Impact of Option 4 (EUR 10 000 threshold) on the value of EU e-Commerce, 2010 (EUR
o110 T SRR 111
Table 40 — Overview of impacts on Member States for Option 4 (threshold of EUR 10 000)............. 113
Table 41 —Overview of impacts on businesses of Option4 (threshold of EUR 10 000)................c..... 114
Table 42 — Overview of economic impacts for Option 4 (threshold of EUR 10 000) .........cccceevviuunnnen. 115

Table 43 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce....... 119



Table 44 — Estimated adoption rate of the SEM by EU businesses under Option 5, common EU VAT

exemption threshold at EUR 10 000 ..........cceiiuiteeiitiieeaiiieeeaiiieeesaibeeesasibseesasssseeesabseesssnneessasseesssnnns 122
Table 45 — Impact of Option 5 (EUR 10000 threshold) on EU e-COMMEICE..........ccceccuvvveeeeeeesiainnnnnn 123
Table 46 — Overview of impacts on Member States for Option 5 (threshold of EUR 10 000)............. 124
Table 47 —Overview of impacts on businesses of Option 5 (threshold of EUR 10 000)..................... 125
Table 48 — Overview of economic impacts for Option 5 (threshold of EUR 10 000) ...........ccccovveennne 126

Table 49 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce....... 129

Table 50 — Estimated adoption rate of the SEM by EU businesses under Option 5, common EU VAT

exemption threshold at EUR 10 000 ..........cuuiieiiiiiiiiiiiieieeeeeiiiinieeeeeeessssntnsseseaeesssannsssssssaeesessnnsssseeeees 132
Table 51 — Impact of Option 6 (EUR 10000 threshold) on EU e-COMMEICE..........cooviurieeeeeeeeiiniennnn 134
Table 52 — Overview of impacts on Member States for Option 6 (threshold of EUR 10 000)............ 134
Table 53 —Overview of impacts on businesses of Option 6 (threshold of EUR 10 000)..................... 135
Table 54 — Overview of economic impacts for Option 6 (threshold of EUR 10 000) ...........ccceveveeeneee. 138
Table 55 - Impact of Option 2 on VAT revenues for Member States (intra-EU trade)...............cec..... 140
Table 56 - Impact of Option 2 on VAT revenues for Member States (Imports) ........cccccveveveveeeveeeeennn. 140

Table 57 — Impact of Option 2 on EU e-Commerce volumes, 2020 (millions of transactions, %)...... 141

Table 58 — Impact of Option 2 on EU e-Commerce prices, 2020 ...........ccovvveveieieieiiieieiiieieeeeeeeeeeeeeeee 141
Table 59 — Impact of Option 2 on the value of e-Commerce, 2020 (EUR billions, %0)..........ccccccueeeenne 142
Table 60 - Impact of Option 3 on VAT revenues for Member States (intra-EU trade)........................ 143
Table 61 - Impact of Option 3 on VAT revenues for Member States (exemption from VAT) ............. 143

Table 62 — Impact of Option 3 on EU e-Commerce volumes, 2020 (millions of transactions, %)...... 143
Table 63 — Impact of Option 3 on EU e-Commerce prices, 2020 .......cceeeiiiiuriemiereeeiaiiiiieeeeeeeesaannnenens 144
Table 64 — Impact of Option 3 on the value of e-Commerce, 2020 (EUR billions, %).........ccccccc........ 144
Table 65 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce....... 145

Table 66 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce

(common VAT threshold of EUR 10 000) ........uetiiiuutiieiiititeiiiiieessiteeesaiteeesasseeesassseesssssseessnnsseessnnnes 146
Table 67 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce
(common VAT threshold of EUR 5 000) ........uuutiiiiuutiieiiiiieeiiiiieessiieeesaiieeesaibeeesassbseesasibseesasnsneesssnnes 147
Table 68 - Impact of Option 4 on VAT revenues for Member States (threshold EUR 10 000), (EUR
011 1T ) P TP 148
Table 69 - Impact of Option 4 on VAT revenues for Member States threshold EUR 5 000), (EUR
011 1T ) P TP 148
Table 70 - Impact of Option4 on VAT revenues for Member States (exemption from VAT) .............. 148

Table 71 — Estimated adoption rate of the SEM by EU businesses, common EU VAT exemption
threshold at EUR 5 000..........ccoiiiiiiiieiiieee ettt e et e e e e e e e e e e e e 150

Directorate-General for Taxation and Customs Union
2016



Table 72 —Overview of impacts on businesses of Option 4 (threshold of EUR 5 000)....................... 150
Table 73 — Impact of Option 4 on processing costs for of parcels below EUR 150.................cccuuueee. 151
Table 74 — Impact of Option 4 (EUR 5000 threshold) on EU €-COMMEICE........ccccevevivvvereeeeeesiainnnnn 152
Table 75 — Impact of Option 4 on EU e-Commerce volumes, 2020 (millions of transactions, %)...... 152
Table 76 — Impact of Option 4 on EU e-Commerce priCeS, 2020 .......cceeeiiiiurrrriereeeiaiinireeeeeeeesaannnnnens 153
Table 77 — Impact of Option 4 on the value of e-Commerce, 2020 (EUR billions, %0).........cccccccuveeenne 153
Table 78 - Impact of Option 5 on VAT revenues from intra-EU B2C cross-border e-Commerce....... 154

Table 79 - Impact of Option 5 on VAT revenues from intra-EU B2C cross-border e-Commerce

(common VAT threshold of EUR 10 000) ........ccuvutierieeeieiiiieieeeeeeesasiunteseeesesasassnsesesssesssanssnssssseseeeanns 155
Table 80 - Impact of Option 5 on VAT revenues from intra-EU B2C cross-border e-Commerce
(VAT exemption threshold of EUR 5 000)..........c.uuuiiiieieiiiiiiiiieeieeeiesiniiseeeeeeasasnnsesseseesessnnnnsnssaeeaeaanns 156
Table 81 - Impact of Option 5 on VAT revenues for Member States (threshold EUR 10 000), (EUR
011 1T ) PP 156
Table 82 - Impact of Option 5 on VAT revenues for Member States threshold EUR 5 000), (EUR
011 1T ) I PP 157
Table 83 — Estimated adoption rate of the SEM by EU businesses, common EU VAT exemption
threshold At EUR 5 000 .......c.coiiiiiiitiiieie ettt e sttt e e e e a4 e st e et e e e e e s e s ns ke e et e e e e e saannnbneeeeeaeesaannnnneee 158
Table 84 —Overview of impacts on businesses of Option 5 (threshold of EUR 5 000)..............c..c..... 158
Table 85 — Impact of Option 5 (EUR 5000 threshold) on EU e-COMMErCe........ccccccevvvvveveveeeeeneeenennnn. 159

Table 86 — Impact of Option 5 on EU e-Commerce volumes, 2020 (millions of transactions, %)...... 160
Table 87 — Impact of Option 5 on EU e-Commerce prices, 2020 ...........ccoveveieiiieiiieieieieieieieieeeeeeeeeeen, 160
Table 88 — Impact of Option 5 on the value of e-Commerce, 2020 (EUR billions, %0).........cccccccueeeenne 160
Table 89 - Impact of Option 6 on VAT revenues from intra-EU B2C cross-border e-Commerce....... 161

Table 90 - Impact of Option 6 on VAT revenues from intra-EU B2C cross-border e-Commerce

(common VAT threshold of EUR 10 000) .......uuuuuuuruuuuururnrnrnrnrnsnnnnnsnsnsnsnsnnssnsnsnsnsssssnsnsssnsnsnsnsnsssnsnsnsnnns 162
Table 91 - Impact of Option 6 on VAT revenues from intra-EU B2C cross-border e-Commerce
(common VAT threshold of EUR 5 000) ........uuuuuuuuuuturururerernrnnnsnnnnnsnsnrnsnsnsssnsnsnsnsssssnsnsssnsnsssssnsssnsnsnsnnns 163
Table 92 - Impact of Option 6 on VAT revenues for Member States (threshold EUR 10 000), (EUR
o]1 1o o) PP PP PP P PP 163
Table 93 - Impact of Option 6 on VAT revenues for Member States threshold EUR 5 000), (EUR
o]1 1o o) P PP PP PP PP 164
Table 94 — Estimated adoption rate of the SEM by EU businesses, common EU VAT exemption
threshold At EUR 5 000 .......ccoiiiiiiiiiiiiiie ettt e e e e e e et e et e e e e e e e e abbe e et e e e e e s e annnbbeeeaaeeeeaannnnneee 165
Table 95 —Overview of impacts on businesses of Option 6 (threshold of EUR 5 000)..............c.cc..... 165
Table 96 — Impact of Option 6 (EUR 5000 threshold) on EU €-COMMErCE...........ccoviiuuriiieeeeeeiniiinnnn 166

Table 97 — Impact of Option 6 on EU e-Commerce volumes, 2020 (millions of transactions, %)...... 167



Table 98 — Impact of Option 6 on EU e-Commerce prices, 2020 .......ccceeiiiiurrerieeeeeiaiiiireeeeeeeesannnnnnens 167

Table 99 — Impact of Option 6 on the value of e-Commerce, 2020 (EUR billions, %0).........cccccccvveeenne 167
Table 100 — Overview of the impacts of the EUR 100 000 common VAT threshold.......................... 169
Table 101 — Share of e-Commerce flows by country of OFigin..........cc.eeeeiiiieeiiiiiee e 169
Table 102 — Share of micro-businesses selling cross-border by country ........cccccceeveiiiieieeeeeececcnnne, 170
Table 103 — Share of e-Commerce flows by country of destination ............ccccocvueeeiiiiieeiiiiieee e 170
Table 104 — Key features of the poliCy OPtIONS .........couuiiiiieie e e e e e e e e e e e e nnenees 174
Table 105 — Overview of Member States’ VAT revenues for Option 2...........cccceeeeiiiiiiiiiiiieee i 177
Table 106 — Overview of administrative costs for Option 2 ...........c.eeeveeeieiiiiiiiiieee e 178
Table 107 — Overview of economic iMPacts fOr OPLION 2 .........cuueeiiiiiieiiiiiiieeeiiiiee e e e e sseeee e 179
Table 108 — Overview of impacts on Member States for Option 3...........cooovvvviiiiiiiiiiieeeeeeeeee, 180
Table 109 — Overview of administrative coSts for OPtion 3 .........cooiiiiiiiiiiiiie e 181
Table 110 — Overview of economic impacts for OPtioN 3 .........coovvviviiiiiiiiiieeeeeeeeeeeeeeeeeeeeee e 183
Table 111 — Overview of impacts on Member States for Option 4 (threshold of EUR 10 000).......... 185
Table 112 —Overview of impacts on businesses of Option 4 (threshold of EUR 10 000)................... 186
Table 113 — Overview of economic impacts for Option 4 (threshold of EUR 10 000) ..........c.ccccueeen. 188
Table 114 — Overview of impacts on Member States for Option 5 (threshold of EUR 10 000).......... 189
Table 115 —Overview of impacts on businesses of Option 5 (threshold of EUR 10 000)................... 191
Table 116 — Overview of economic impacts for Option 5 (threshold of EUR 10 000)...........cccceeeeee... 193
Table 117 — Overview of impacts on Member States for Option 6 (threshold of EUR 10 000).......... 194
Table 118 —Overview of impacts on businesses of Option 6 (threshold of EUR 10 000)................... 195
Table 119 — Overview of economic impacts for Option 6 (threshold of EUR 10 000) ..........c.ccccueeen.. 197
Table 120 — Overview of impacts on Member States’ VAT revenues ..........cccccccvvveveviiiieiiiiieieiececeee, 198

Table 121 — Overview of the impacts of the Policy Options on administrative costs for businesses .201

Table 122 - administrative costs for businesses making intra-EU supplies of goods under the different

(o] o110 ISR (=L PSPPSR 203
Table 123 - administrative costs for businesses making intra-EU supplies of goods under the different
options (% change with respect to the StatuS QUO) ......eeveieieiiiiiiiiiiee e 204
Table 124 — Overview of the impacts on competition and growth in the European Union ................. 205
Table 125 — Overview of the impacts of the Policy Options on complianCe .............cccceeviiieeeiiieeeenns 208
Table 126 - Policy objectives VS POIICY OPLIONS.........ouutiiiieieeiiaiiiiiiie et e e 213
Table 127 — Number of EU businesses selling online to other EU Member States, 2013 ................. 253
Table 128 — e-Commerce revenues Of firms, DY SIZe ........oooiiiiiiiiiiiii e 255
Table 129 — Average cross-border e-Commerce revenues of firms, by Size ..........ccoceiviieeiiiieenee 255

Directorate-General for Taxation and Customs Union
2016



Table 130 — Number of businesses affected by changes to the registration threshold....................... 258

Table 131 — Volume and value of parcels below the Customs threshold.............c.cccoceeiiiiieeiiiiienne 261
Table 132 — Overview of processing costs for parcels below EUR 150 (Status QUO) .............cc.ueuee.. 264
Table 133 - Impact of Option2 on VAT revenues from imports (below EUR 150 threshold).............. 264
Table 134 — Overview of businesses below the threshold (Option3).........ccccvvvveeeeiiiiiiiiieeee e, 266
Table 135 — Estimated take-up of SEM among EU DUSINESSES ..........ceiiiiiiiieiiiiiiieeiiiieeesiiieeeessiieeee s 267

Table 136 —Processing costs of parcels below the Customs threshold of EUR 150 under Option4..270

Table 137 - VAT revenues from intra-EU trade under OPtioN4 ...........coooiiiieeeiiiiieeeiiieeeeiiieeeessiieeee s 271
Table 138 - VAT revenues from imports under OPtiON4 ...........cccuveiieeeeeeiiiiiieieeee e e e eaieeeeeeeeesennnnenens 272
Table 139 — Estimated take-up of SEM among EU businesses (Option5) ..........eeeevivveeeeiiieeeeiiieeeens 274
Table 140 — Estimated take-up of SEM among EU businesses (Option5) ........ccceevvvevvveviiiieieieeenenenn. 275
Table 141- Information Obligations used in the Standard Cost Model for each of the Policy Options
............................................................................................................................................................ 279
Table 142 — SCM for a ‘typical’ EU businesses trading goods, OptionT ..........ccccceeiiiieiiiiiieeeiiiieeenns 283
Table 143 — SCM for a ‘typical’ EU businesses trading TBE services and using the MOSS, Option1
............................................................................................................................................................ 284
Table 144 — SCM for a ‘typical’ EU businesses trading TBE services and not using the MOSS,
L@ 0] (0] o 1 O P PP PPP PP 286
Table 145 — SCM for a ‘typical’ EU businesses trading goods, Option2 ..........cccccoiviiiviieeeeeeeccccnnnne, 287

Table 146 — SCM for a ‘typical’ EU businesses trading goods, threshold of EUR 5 000, Option 3....288
Table 147 — SCM for a ‘typical’ EU businesses trading goods, threshold of EUR 5 000, Option3.....289

Table 148 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and
11 TSI =Y I 11 T} o 291

Table 149 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and
outside the SEM, OPLIONZ ... ..o 292

Table 150 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 10 000 and
11 TSI =Y/ 1T o 293

Table 151 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 10 000 and
outside the SEM, OPLIONZ ... ..o 294

Table 152 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and
LIRS = @ o] 1o o S TP 295

Table 153 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and
outside Of the SEM, OPLION 5 ...ttt e e e e e ettt e e e e e e e s abbbeeeae e e e e s annbbeeeeeaens 296

Table 154 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and
TR LIRS = @ o] 1o o S T OO 297



Table 155 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and

outside Of the SEM, OPLION 5 .....cciiiiiiiiiiiiiee ittt e bt e e e st e e e st et e e e aabe e e e aasbe e e e e anbneeeaanbneeeeannee 298
Table 156 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and
IN THE SEM, OPTION B .....ueeiiiiiiiiiiee ittt ettt ettt s it e s ikttt a4 e s bt e a2 aa s et e e aas b et e e aasbe e e e anbneeeanbneeeaannes 300
Table 157 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and
outside Of the SEM, OPLION B ......ccoiuiiieiiiiieeiitiie ettt e e et e e et e e e abe e e e e abeteeaasbneeeaasbeeeeeanbneeeeanbneeeannnee 301
Table 158 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 10 000 and
IN THE SEM, OPTION B .....ueeiiiiiiiiiiee ittt ettt ettt s it e s ikttt a4 e s bt e a2 aa s et e e aas b et e e aasbe e e e anbneeeanbneeeaannes 302
Table 159 — SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 10 000 and
outside Of the SEM, OPLION B ......ccoiuiiieiiiiieeiitiie ettt e e et e e et e e e abe e e e e abeteeaasbneeeaasbeeeeeanbneeeeanbneeeannnee 303
Table 160 - Data reCONCIHIALION ....eeeiivieeeiiiieeeeiitie e iteee e s abeee e s abbeeessbaeeesanbeeeesanbbeeesanbbeeesanbaeeesansbeeesans 313

Directorate-General for Taxation and Customs Union
2016






List of abbreviations

B2B
B2C
caC
CAGR
CGE
DSM
EC
EU
FTE

GDP

MOSS
MSI
MSC
SAD
SCM
SEM
SME
TOR

VAT

Business to business

Business to consumer

Consumer to consumer
Compounded annual growth rate
Computable general equilibrium
Digital Single Market

European Commission

European Union

Full time equivalent

Gross domestic product

Information Obligation

Mini one stop shop

Member State of Identification
Member State of Consumption
Single administrative document for Customs declarations
Standard cost model

Single Electronic Mechanism

Small and medium-sized enterprises
Terms of reference

Value added tax



Executive Summary

In line with the Digital Single Market Strategy* objective of boosting e-Commerce growth within the EU,
the European Commission is considering a number of policy Options aimed at simplifying the VAT and
Customs system. These policy Options build on the recent legislation on telecommunications,
broadcasting and electronic services (‘TBE services’) provided to final consumers (B2C) within the EU
which introduced the destination principle accompanied with the implementation of a Mini One Stop
Shop (i.e. the MOSS).

This report forms part of a broad study providing an in-depth economic analysis of VAT aspects of e-
Commerce. The study considers the widening of the MOSS to other areas of B2C e-Commerce, the
elimination of the VAT exemption for the importation of small consignments, and the elimination of
current registration thresholds for intra-EU B2C supplies of goods. The objective is to reduce the
administrative burden on trade and remove distortion of competition, to support the full achievement of
the Digital Single Market.

The Options assessed in this report were formulated following a design process that took into
consideration inputs from stakeholders, the European Commission and other policy initiatives at EU
level, which allowed forming a view on the problems and deriving the policy objectives and Policy
Options.

The Policy Options were assessed with regard to their financial and economic impacts through a
number of tools devised for quantitative and qualitative analysis. Data gathering tools consisted of
desk research, surveying consumers in 25 Member States, interviewing businesses and tax authorities
in selected Member States, carrying out mock purchases, facilitating and attending stakeholder
workshops and online surveying of businesses.

For the analysis of the data, a Standard Cost Model (SCM) and Computable General Equilibrium
(CGE) Model were applied to measure the administrative burden of businesses and the magnitude of
effects on cross-border e-Commerce arising from the administrative burden, respectively. The
economic analysis of the Policy Options included also a sensitivity analysis, using different e-
Commerce growth scenarios. The main analysis considers the medium growth scenario (e-Commerce
Compounded Annual Growth Rate — CAGR — of 12%), while the sensitivity analysis allows for lower
and higher e-Commerce growth (CAGR of 6% under the low growth scenario and CAGR of 18% under
the high growth scenario). An additional scenario allows for the impact of the Digital Single Market on
cross-border e-Commerce within the EU as well (‘'DSM scenario’).

! http://ec.europa.eu/priorities/digital-single-market/docs/dsm-communication_en.pdf
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The analysis of the current status of e-Commerce in the EU? estimated total online spend on goods
and services at EUR 540 billion across the EU-28 in 2013. Cross-border e-Commerce accounts for
about 18% of this figure, or EUR 96.8 billion. The majority of this spending comes from within the EU,
with non-EU spending accounting for 28% of cross-border e-Commerce.

With regard to the businesses perspective, almost 15% of EU businesses are estimated to engage in
cross-border e-Commerce, with this figure rising to about 35% of large firms (in terms of numbers of
firms the large majority selling online across borders are small enterprises). The administrative burden
associated with the current VAT treatment of e-Commerce represents a major burden for these firms,
estimated to be about EUR 8 000 per Member State in which a business is registered for VAT.
Additional issues include dealing with complex legislation and administrative procedures in different
countries, monitoring distance sales thresholds, differences in distance sales thresholds across
Member States, and distortion of competition with businesses from third countries (due to the small
consignment exemption) and between EU businesses (due to the differences across VAT rates and
distance sales thresholds).

The current complex and fragmented framework is also raising concerns about compliance. Tax
authorities consider non-compliance as a significant issue on both intra-EU distance sales and on B2C
import of goods with a value of up to EUR 150. EU-wide VAT loss associated with non-compliance on
cross-border online transactions was estimated to be between EUR 2.8 billion and EUR 4.2 billion, but
it is very difficult also for Member States to measure the compliance level. Tax authorities have
identified many types of non-compliance (such as under-valuation and mis-labelling on imports and
ignoring distance sales thresholds on intra-EU sales), as well as the use of avoidance schemes. While
efforts are made to improve non-compliance monitoring and enforcing, tax authorities admit that the
use of compliance measures is not sufficiently effective and there is room for improvement, such as
better use of administrative cooperation between EU Member States and with non-EU countries and
further development and use of technological tools.

The analysis suggests that the current administrative burden associated with VAT on cross-border
online transactions represents a barrier to the growth of e-Commerce in the EU. Cross-border e-
Commerce is particularly affected, since the administrative burden may either increase prices or deter
businesses from selling cross-border altogether. This may in turn have ramifications for productivity
and competitiveness in the EU. For instance, the analysis estimated that reducing the administrative
burden on cross-border e-Commerce has the potential to increase the value of e-Commerce in the EU
by between 0.3% and 0.7% which equates to between EUR 3.1 billion and EUR 5.2 billion annually.

When the growth rates of e-Commerce are taken into consideration (CAGR of 12%, up to 18% in the
high growth scenario), it becomes clear that the problems mentioned above (administrative burden,
non-compliance and consequent VAT loss, distortion of competition) will only become more pressing
in the near future.

2 performed under Lot 1 of the study.
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A clear formulation of the general, specific and operational objectives of the policy intervention is
important for setting out the political priorities and aims for action. Policy Options are developed with a
view to addressing the problems in line with the policy objectives. The figure below presents the
general and specific policy objectives of the proposed policy action in relation to the identified
problems.

Figure 1 - Policy Objectives of the intervention

General objectives Specific objectives Problems

Ensuring the
smooth

functioning of
the Digital
Single Market

Delivering a Minimising burdens attached to
simple VAT cross-border e-commercearising
system from different VAT regimes

Delivering an

efficientand

neutral VAT
system

Providing a level playing field for EU
businesses involved in cross-border
e-Commerce

Delivering a
robust and
fraud-proof
VAT system

Facilitating the monitoring of
compliance and the fight against
fraud for Member States’ authorities

1

I Delivering a

I destination- Ensuring that VAT revenues accrue
I based VAT to the Member State of the consumer
: system

The following six Policy Options are assessed.

Option 1: Status Quo

Option 2: Removal of the distance sales thresholds and the small consignment exemption
(with no simplification measure)

Option 3: Option 2 but with the introduction of a common VAT threshold (Common country or
exemption thresholds) for EU sales of both goods and services (5000 EUR or 10 000 EUR) —
which would come in addition to the existing domestic thresholds (up to 114 000 EUR)

Option 4: Option 3 plus Single Electronic Mechanism applying to intra-EU supplies of goods
and services and to the import of all goods under the Customs threshold of EUR 150

Option 5: Option 4 plus amendments to the Single Electronic Mechanism (home country
legislation and home country control, subject to applying rate/exemptions of the Member State
of Consumption)

Option 6: Option 4 plus fully harmonised EU rules for Single Electronic Mechanism, subject to
applying the rates/exemption of the Member State of Consumption

The table below provides an overview of the key features of the different Policy Options.
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Table 1 - Features of the Policy Options assessed

Features

Optionl Option2 Option3 Option4 Option5 Option6

General requirement to

register and account for
tax in the Member
State of Consumption

Distance Selling
thresholds for goods

Simplified registration
for EU and non-EU
supplies of
telecommunications,
broadcasting and e-
services

VAT exemption for the
importation of small
consignments

Intra-EU threshold for
B2C supplies of goods
and services

Simplified  registration
for Intra-EU supplies of
goods and services

Simplified  registration
for non-EU supplies of
goods and services

Fast-track customs
arrangements for VAT
pre-declared goods

(except for safety and
security)

Primary responsibility
for audit with the
Member State of
Consumption.

VAT obligations for the
business dependent on
the Member State of

consumption

Domestic VAT
obligations for business
supplying intra-EU

cross-border.

Harmonised EU rules
for business supplying
cross-border.

The table below provides an overview of the key results of the analysis.
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Table 2 - Overview of the assessment of the Policy Options

VAT revenues

Option 1

VAT foregone due
to non-compliance
estimated between
EUR 2.6 and 3.8
billion

VAT foregone due
to VAT exemption
for importation of
smalll
consignments.

EUR 0.75 — 1 billion

‘ Option 2

EU cross-border
trade: EUR 2.303
billion

VAT revenues from
imports from third
countries®: EUR
0.326

Option 3

EUR 5 000 Threshold

VAT revenue below
threshold: EUR 0.360
billion

VAT revenues from intra-
EU trade: EUR 3.164
billion

VAT revenues from
imports from third
countries EUR: 0.326
billion

EUR 10 000 Threshold

VAT revenue below
threshold: EUR 0.388
billion

EU cross-border trade:
EUR 3.150 billion

VAT revenues from
imports from third
countries: EUR 0.326
billion

Option 4

VAT revenue below
threshold: EUR 0.388 billion

VAT revenues from cross-
border intra-EU trade: EUR
9.128 billion

VAT revenues from imports
from third countries: EUR
0.757 billion

Option 5

VAT revenue below
threshold: EUR
0.388 hillion

VAT revenues from
cross-border intra-
EU trade: EUR
9.183 hillion

VAT revenues from
imports from third
countries: EUR
0.757 billion

Option 6

VAT revenue below
threshold: EUR
0.388 hillion

VAT revenues from
cross-border intra-
EU trade: EUR
9.179 billion

VAT revenues from
imports from third
countries: EUR
0.757 billion

Administrative
burden (EU
businesses)

EUR 4.166 billion

EUR 4.684 billion

EUR 5 000 Threshold
EUR 4.554 billion

EUR 10 000 Threshold
EUR 4.451 billion

EUR 2.418 billion

EUR 1.871 billion

EUR 2.054 billion

Intra-EU e-
Commerce

Value estimated
between EUR 2.1
and EUR 3.7 billion

Decrease in volume
of 59 million
transactions (-1.6%)

Increase in prices:

EUR 5 000 Threshold

Decrease in volume of 16
million transactions (-
0.4%)

Increase in volume of 40.5
million transactions (1.1%)

Decrease in prices of -
0.03%

Increase in volume
of 47.4 million
transactions
(1.29%)

Increase in volume
of 44.1 million
transactions (1.2%)

Decrease in prices

% Under options 2 to 6, VAT revenues from imports from third countries refer only to imports up to EUR 150.

2016

Directorate-General for Taxation and Customs Union




Option 1

Option 2

Option 3

Option 4

Option 5

Option 6

1.1%

Increase in value of
0.5 EUR billion
(0.9%)

Increase in prices: 0.77%

Increase in value of 0.5
EUR billion (0.3 %)

EUR 10 000 Threshold

Decrease in volume of 5.3
million transactions (-
0.1%)

Increase in prices: 0.68%

Increase in value of 0.7
EUR billion (0.5%)

Increase in value of EUR
1.48 billion (1.07%)

Decrease in prices
of -0.15%

Increase in value of
EUR 1.57 billion
(1.13%)

of 0.1%

Increase in value of
EUR 1.52 billion
(1.1%)

Total e-Commerce

Value estimated of
about EUR 540
billion across the
EU-28

Decrease in volume
of EUR 111 million
transactions (-0.4%)

Increase in prices:
0.5%

Increase in value of
3.5 billion (0.3%)

EUR 5 000 Threshold

Decrease in volume of 154
million transactions (-
0.5%)

Increase in prices: 0.84%

Increase in value of 3.5
EUR billion (0.3 %)

EUR 10 000 Threshold

Decrease in volume of 163
million transactions (-
0.6%)

Increase in prices: 0.9%
Increase in value of 3.9
EUR billion (0.3%)

Decrease in volume of EUR
113.9 million transactions (-
0.39%)

Increase in prices: 0.73%

Increase in value of 3.77
billion (0.33%)

Decrease in volume
of EUR 104.7
million transactions
(-0.36%)

Increase in prices:
0.68%

Increase in value of
3.57 billion (0.32%)

Decrease in volume
of EUR 108.4
million transactions
(-0.37%)

Increase in prices:
0.69%

Increase in value of
3.6 billion (0.32%)

Compliance

The actual EU VAT
loss is likely to be
closer to the upper
end of the
estimated range.

The removal of
distance sales
threshold is
expected to
improve the
compliance
control by tax
authorities;

The increase in
the administrative
burden it is likely
to increase the
level of non-

Improvement of intra-EU
compliance, but likely
worsening among
businesses trading
below the distance sales
threshold;

overall limited impact on
compliance and fraud;
Introduction of a
compliance risk of
under-declaration of
cross-border sales in
order to remain below

Further improve both
voluntary compliance and
compliance control on
intra-EU cross border
trade and on the import of
goods with value up to
EUR 150;

supports the fight against
by sustaining the
reduction of
undervaluation and
incorrect labelling of the
goods, or split imports.;

very similar to
Option 4;
expected to
further increase
voluntary
compliance by
providing
additional
simplification to
the SEM (home
country
legislation).
potential to further

very similar to
Option 5;
additional
voluntary
compliance from
the application of
fully harmonised
EU rules;

likely to facilitate
compliance
control.
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Option 2

Option 3

Option 4

Option 5

Option 6

compliance
among
businesses

The removal of
small
consignment
exemption
simplifies the VAT
system and
should reduce
non-compliance
(including fraud)

the threshold(s)

SEM on imports has the
potential to improve
compliance control

improve
compliance
controls and
reduce fraud, in
case of effective
administrative
cooperation
between the MSI
and all the MSCs
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Impacts on VAT revenues

With respect to the Status Quo, Option 2 increases to a limited extent the VAT revenues of
Member States, as an effect of the elimination of the small consignment exemption. It also transfers
the VAT revenue from intra-EU trade to the Member State of Consumption as an effect of the
elimination of the distance selling threshold (for the share below the distance selling threshold in the
Status Quo).

Under Option 3, the VAT revenue corresponding to the cross-border transactions below the common
EU VAT exemption threshold set at EUR 5 000 is estimated of about EUR 0.360 billion, and of EUR
0.380 bhillion with the EUR 10 000 threshold. Overall, the VAT collected is slightly lower than under
alternative 2 (VAT exemption of transactions below threshold), as the VAT below threshold is not
collected by the Member State identification. The differences in VAT revenue between the two
scenarios are small.

Under Option 4, Member States are likely to benefit of a notable increase of VAT revenues arising
from the introduction of the SEM in combination with the elimination of the distance selling threshold
leading to higher compliance and increased trade. VAT revenues from imports are also expected to
increase (expected to more than double) with respect to the Status Quo, as an effect of the use of the
SEM for all parcels below the Customs thresholds of EUR 150 by non-EU traders (either via direct
registration or via third party registration).

Option 5 and Option 6 have similar positive impacts on VAT revenues for Member States, even if
Option 6 is slightly less favorable than Option 5.

The figures estimated for Options 4, 5 and 6 represent a notable increase with respect to the Status
Quo (as well as with respect to Options 2 and 3), which is due to a large extent to an increased
compliance with VAT-related obligations. The largest share of such increase can be attributed to intra-
EU e-Commerce transactions processed via the SEM (which account for 60%-70% of the total VAT
revenues), as well as outside of the SEM (20%-30% of the total VAT revenues). Imports from third
countries represent about 10% of the total, with transactions processed via the SEM representing 8%-
8.5% of the total, whereas imports processed outside the SEM are expected to account for the
remaining 2%-1.5% of the total. The removal of the small consignment exemption (as under options 2
and 3) and an increase in prices (also for imported goods) are additional factors contributing to such
increase.

The overall VAT revenue from (intra-EU) cross-border e-Commerce transactions is estimated to
increase notably under Options 4, 5 and 6, as an effect of higher compliance and of the positive
impacts of such options on intra-EU e-Commerce volume and value. The share of such increased
revenues obtained by Member States however will vary by country, depending on a number of
factors, such as the contribution to cross-border e-Commerce flow by country of destination and of
origin, the change in VAT threshold and the proportion of businesses affected by such change.
Overall, the size of the domestic market may insulate larger European economies (such as Germany
and France) from the potentially adverse effects on cross-border trade deriving from being major
countries of origin. In addition, countries such as the UK and Spain would be expected to capture an
above-average share of additional VAT revenues, given that spending on cross-border e-Commerce
relative to the size of the economy, is higher in these markets. The impact in the UK is likely to be
particularly pronounced since the current threshold for VAT registration for international businesses is
approximately EUR 100 000. Thus the reduction in the threshold may significantly increase the share
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of spending that is subject to VAT. Germany, France, Luxembourg and the Netherlands also have
registration thresholds of EUR 100 000 and may therefore see a greater than average impact on tax
revenues.

Finally, under Options 4 to 6, Member States are also likely to incur in costs for upgrading/adapting
their MOSS systems to the SEM requirements. Such costs are expected to be somewhat lower than
those incurred to set-up the MOSS, as the SEM represent an adaptation of such system.

Impacts on administrative burden

With respect to the Status Quo, Option 2 represents an increase of about 12% of the
administrative costs for EU businesses as a result of the removal of the threshold. In addition, the
large majority (about 90%) of micro-businesses will cease to trade cross-border or be non-compliant
as an effect of the increase of the administrative costs.

Option 3 is likely to increase the administrative costs for EU businesses with respect to the
Status Quo, but to a lower extent than Option 2. If the threshold is set at EUR 5 000, it is estimated
that administrative costs for business would increase by approximately 9% in comparison to the
status quo. If the threshold is set at EUR 10 000 the costs is expected to increase by 7%.

Option 4 is likely to reduce the administrative burden for EU businesses of 42% with respect to
the Status Quo (40% is estimated if the threshold is set at EUR 5 000 instead of EUR 10 000). In both
cases, EU businesses will benefit from a clearer legislative framework applying throughout the EU.
Overall, it is estimated that about 83% of businesses engaged in cross-border e-Commerce and
above the EUR 10 000 threshold will register to the SEM*, representing about 62% of the volume of
cross-border e-Commerce.

Option 5 is expected to further lower the administrative costs for EU businesses using the SEM
with respect to the costs estimated under Option 4 and thus with respect to the Status Quo, leading to
a 55% decrease in the administrative burden.

Finally, Option 6 is expected to further lower the administrative costs for EU businesses using the
SEM (51% decrease) with respect to the costs estimated under Option 4 and under the Status Quo,
but to a lower extent than Option 5 (as businesses will have to be subject to two set of rules). It should
be kept in mind however that this option is difficult to model and depends very much on the level of
requirements which will be agreed upon and which due to the unanimity requirement might be
relatively high in the end.

Under Options 4, 5 and 6 Postal operators and couriers are likely to experience higher processing
costs because of a higher volume of parcels to pass through Customs. Conversely, the simplified
procedures available both via and outside the SEM are expected to counter-balance such increase.
As a result, it is estimated that portal operators and couriers will benefit from a reduction processing
costs of about 24%. In addition, third parties (including postal operators, couriers and large
marketplaces) would have a stronger role and more responsibilities, as they will have the possibility to
register with the SEM and report and pay VAT on behalf of non-EU businesses (becoming agents).

* Representing about 18% of all businesses engaged in cross-border e-Commerce
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The table below provides an overview of the (likely) volume of consignments processed under the
different options, the related costs and VAT losses due to non-compliance. Volumes and costs under
Options 4, 5 and 6 are likely to be very similar, so the results are presented

Table 3 - Overview of volumes and processing costs for postal operators and couriers under the
different policy options.

‘ Status Quo Options 2/3 Options 4/5/6

Minimum 43 million
between EUR 22 and

Number of consignments
EUR 0 — 150 on which
VAT is applied

EUR 150 —

Up to 187 million if all
Member States exercise

187 million

In SEM : 141 million
Outside SEM: 46 million

option to tax mail orders

Between EUR 0 and 22:
Minimum EUR 302 million

Between EUR 22 and
EUR150:

EUR 387 million

Between EUR 0 and EUR
150

EUR 1 678 million

In SEM: EUR 231 million

Outside SEM: EUR 293
million

Processing Costs per
consignment EUR 0 —
150, per category

Total Processing Costs Minimum EUR 689 million EUR 1 678 million EUR 524 million

Non-Compliance EUR Minimum EUR 589 0.625 EUR billion 0.173 EUR billion

Under Options 4 to 6, businesses will be likely to incur in costs for adapting their systems and
procedures to the new rules and to the requirements of the SEM, including IT costs, process re-
engineering, training, etc., and similar to those sustained for the MOSS.

Similarly, postal operators and couriers will need to develop or adapt their information systems in
order for them to make sure that they receive electronic information in advance of customs clearance
in order to correctly channel SEM and non-SEM consignments. Providing a robust estimate of such
one-off costs is difficult as for some operators it may only be a matter of making relatively minor
adjustments to the existing systems for some but others may have to build an entirely new system.

An additional consideration is the forthcoming changes in 2020 to the Union Customs Code which will
put security-related obligations on both postal operators and couriers in respect of the advanced
information they will need to provide anyway to EU customs administrations in advance of clearance
(end of any exemption granted to postal operators in this field by 2020). Further, it is critical in
considering any costs faced by this sector that under the Status Quo Member States currently lose
significant amounts of VAT revenues due to VAT foregone as well as substantial losses due to non-
compliance. EU business are also at a competitive disadvantage to non-EU suppliers that are able to
make supplies VAT free. It is also relevant that Member States apply the current exemption differently
and that some Member States have already introduced restrictions to the exemption notably France
who excluded e-Commerce supplies. It is not infeasible that other Member States will follow this

® Estimate for small consignment only (i.e. consignment between EUR 0 and EUR 10/22), see European Commission (2015)
Assessment of the application and impact of the VAT exemption for importation of small consignments, prepared by EY,
accessed at http://ec.europa.eu/taxation_Customs/resources/documents/common/publications/studies/Ivcr-study.pdf
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trend and remove the exemption due to competitive issues. Therefore, the set-up costs faced by
operators can be seen in the context of an ongoing reduction of 24% in processing costs, increased
VAT revenues for Member States of EUR 8 to 9 hillion, as well as a more stable harmonised regime.
In addition, the postal operators and couriers will be beneficiaries of the increase in e-Commerce
generally whether domestically or intra-EU.

Impacts on compliance

One of the key outputs from the study is the extent of non-compliant activity under the status quo.
This activity is having a profound impact on EU business who as a result are not able to compete on
level terms with suppliers from outside the EU as well as those businesses’ who abuse the current
distance sales thresholds in intra-EU trade particularly where there are VAT rate differentials. Further,
as identified above the non-compliance is also leading to substantial losses in revenues for Member
States.

Within the status quo, the overall VAT foregone due to non-compliance for EU Member States has
been estimated between EUR 2.6 and EUR 3.8 billion. However, based on some relevant information
from some Member States® on systematic non-compliance on import, the EUR 3.8 billion estimate on
overall VAT foregone due to non-compliance can be considered as very conservative.

With respect to the Status Quo, the removal of the distance selling threshold under Option 2 is
expected to facilitate and therefore improve the compliance control by tax authorities. However, the
increase in the administrative burden it is likely to increase the level of non-compliance amongst the
businesses with limited cross border trade. The removal of small consignment exemption is likely to
simply the VAT system and reduce non-compliance (including fraud), as a result of more efficient
compliance controls (e.g. by reviewed risk assessment). Option 3 is expected to generally improve
compliance on intra-EU trade. However, the non-compliance is likely to increase in relation to
businesses currently trading below the distance sales threshold (similarly to Option 2). The Option
would also improve compliance on low value import due to simpler system, which allows more
efficient compliance control. Option 4 is expected to further improve both voluntary compliance and
compliance control on intra EU cross border trade in goods and non-TBE services and on B2C e-
Commerce trade from non-EU businesses. Option 5 takes on the same changes as Option 4 but
allows for the use of home country (MSI) VAT rules while applying the VAT rate of the MSC. This
Option would likely increase voluntary VAT compliance with respect to Option 4 (and to the Status
Quo) as further simplification is brought by the application of domestic rules. Option 6 takes on the
same changes as Option 4 but allows for common EU VAT rules while applying the VAT rate of the
MSC. This Option would likely increase voluntary VAT compliance with respect to Option4 (and to the
Status Quo) as further simplification is brought by the application of the harmonised set of rules.

® See recent information from UK (HMRC (2015), ‘VAT gap estimates)’ and from France (Sénat Commission des finances
(2015), 'Le E-Commerce: proposition pur une TVA payée a la source’
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Impacts on intra-EU and total e-Commerce

With respect to the Status Quo, Option 2 is likely to have a negative impact on both intra-EU and
total e-Commerce because the average price of imports will increase leading to a fall in the volume
of transactions and the removal of thresholds may lead to smaller firms exiting the cross-border
market.

Option 3 (similar to Option 2) is likely to result in a decrease in intra-EU and total e-Commerce sales
because of the burden to register for SMEs exceeding the EUR 5 000 threshold. Increasing the
threshold to EUR 10 000 would have less negative effects than the lower threshold but is still likely to
adversely affect e-Commerce sales. In addition, as in options 2 the increase in import prices (resulting
from the application of VAT to imports below EUR 22) is likely to lead to a fall in the volume of
transactions.

Under Option 4, the introduction of the SEM (with a registration threshold of EUR 10 000) is likely to
have lower negative impacts on total e-Commerce (as transactions are expected to decrease of
0.39% instead of 0.6% in option 3) and on prices (increase of 0.73% instead of 0.9% as in option 3).
More importantly, Option 4 is expected to have a positive impact in intra-EU e-Commerce. Intra-EU e-
Commerce volumes are expected to increase of 1.1% (similar to the high growth scenario and the
DSM scenario), prices to slightly decrease (-0.03%) and value to increase of 1.07% (up to 1.1% in the
high growth scenario and 1.2% in the DSM scenario). This shift towards intra-EU cross-border e-
Commerce is largely driven by the change in prices, which in turn reflects the reduction in the
administrative burden, as well as the removal of the substantial distortions that EU businesses
currently face from high levels of non-compliance and from the small consignment exemption.

Options 5 and 6 are likely to have impacts similar to Option 4, with a general (but limited) decrease in
the volume of total e-Commerce (-0.36% and -0.37% respectively) and an increase in its value
(0.32% for both options). As for Option 4, the larger benefits are expected for intra-EU cross-border e-
Commerce. Option 5 is expected to see a growth of 1.29% in volume (as under high growth and DSM
scenarios) and of 1.13% in value (up to 1.23% under high growth scenario, and of 1.16% under the
DSM scenario). Option 6 is estimate to have similar result, i.e. a growth of 1.20% in volume (stable
under the different scenarios) and 1.10% in value (up to 1.19% under high growth scenario, and of
1.12% under DSM scenario) of intra-EU e-Commerce. Such positive impacts are driven by the
reduction in administrative burden (reflected in prices), as well as from the removal of the distortions
that EU businesses currently face from high levels of non-compliance and from the small consignment
exemption.

Overall, the combined effect of the removal of the current distance sales threshold and VAT
exemption threshold and of the availability of the SEM under options 4, 5 and 6 will level the playing
field for EU business, increase VAT revenues for Member States and also ease the way for complaint
non-EU business to engage in B2C e-commerce to EU customers.
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Qualitative assessment of the Options vs. the status quo

The table below summarises the impacts of the Policy Options with respect to the key dimensions
adopted in the analysis.

Table 4 - Qualitative assessment of the Options vs. the status quo

Key impacts Optionl Option2 Option3 Option4 Option5 Option6

Member States’
revenues from = + + +++ +++ +++
intra-EU trade
Cost for Member
State to = - - - - -- --
implement
Effects on the
volume and value
of imports from
third countries

= - + +++ +++ +++

Administrative

= -- - ++ +++ +++
burden

Effects on intra-
EU e-Commerce
for goods and
services

Effects on intra-
EU e-Commerce = - - + ++ ++
prices

Effects on intra-
EU e-Commerce = + ++ +++ ++ ++
value

Effects on
Compliance

Legend
+++ much better suited ++ better suited + slightly better suited

= no difference

- less suited - - slightly less suited - - - much less suited

Micro-enterprises and SMEs account for more than 99% of businesses in the EU, and are also
engaged in B2C e-Commerce. Small and medium-sized enterprises are already active in cross-border
B2C e-Commerce, and are increasingly interested in this channel to expand their activities.

SMEs and micro-enterprises have to face a complex legislative framework for cross-border
transactions, which generates compliance issues. It also distorts competition between EU businesses
and non-EU businesses (which benefit from the small consignment exemptions), and among EU
businesses (where businesses established in a country with a low VAT rate can apply the VAT rate of
that country up until the threshold set in the EU Member State of destination while businesses
established in a Member State with a high VAT rate cannot benefit from the same advantage). In
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addition, the current framework imposes a high compliance burden on businesses (especially for
businesses selling goods cross-border). In order to determine the correct place of supply businesses
have to monitor for each of the Member States they sell to whether they exceed the distance selling
threshold. Determining the place of supply is difficult as the distance selling thresholds differ between
Member States, distribution chains are complex and different rules apply to B2B and B2C sales. The
compliance burden is aggravated for those businesses that exceed the distance selling threshold in a
Member State and must register and comply with the VAT rules in that Member State. The threshold
is also important as Member States decided not to introduce one for the 2015 place of supply
changes which has being problematic to many SMEs.

A key aspect of this study was to analyse the impact on SMEs of the different options in particular the
inclusion of a threshold under Options 3, 4, 5 and 6. The analysis broadly looked at thresholds of EUR
5 000 and EUR 10 000, with a scenario analysis carried out for a threshold of EUR 100 000. The
former two thresholds were used for Option 3 on the basis of the views expressed by Member States
at the Dublin Fiscalis seminar where many indicated that they are not in favour of such thresholds.
The threshold of EUR 10 000 was carried forward for the analysis in Options 4, 5 and 6 on the basis
that it provided the biggest reduction in administrative burden while ensuring that the principle of
taxation at destination was largely maintained.

The analysis also considered two types of intra-EU thresholds 1) an exemption threshold i.e. no VAT
would apply to intra-EU transaction up to the threshold and 2) a place of origin threshold i.e. domestic
VAT arrangements would apply up to the threshold. These thresholds were analysed with the
conclusion that a place of origin threshold is preferable as it is less costly for Member States, it is the
least distortive in terms of intra-EU trade, it does not have a material effect versus the status quo on
non-EU traders and administratively it is easier to implement for both business and Member States.
Based on these impacts as well as the views expressed by business and Member States at the
Dublin Fiscalis seminar the place of origin threshold was used for the options included in the impact
assessment.

The table below clearly outlines that the thresholds of EUR 5 000 and EUR 10 000 benefit the largest
number of businesses while causing the least distortions. The EUR 100 000 threshold, compared to
the EUR 10 000 threshold, would lead to a 200% increase in potential distortions by taxing at origin
while only increasing the number of businesses eligible under the threshold by 16% and a
corresponding 16% reduction in overall administrative burden.
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Table 5 - Effects of VAT thresholds in businesses engaged in EU Trade (Option 4)

Threshold No. of | % of Potential Intra-EU cross-border | Distortion
business Business reduction in impact effect
Eligible Eligible burden with
the % of e VAT
availability of commerce Revenues
the SEM trade taxed taxed
at the origin origin
EUR 5 000 400 000 72% EUR 822 3.7% EUR 360 Low
million million
EUR 10 000 429 000 77% EUR 887 3.9% EUR 388 | ,\\/Medium
million million
EUR EUR 1054 EUR 1 188 .
0, 0,
100 000 509 000 91% million 9.5% million High

The policy Options respond to the policy objectives in several ways. Table 6 illustrates the extent to
which the policy objectives are met by each Option by allocating a number of tick marks (v) from one
to four. Four ticks indicates the highest positive impact while one indicates that the impact on the
policy Option is positive. No marks have been given to Option 1 as this is the baseline scenario.

Table 6 - Policy objectives vs Policy Options

Specific Objectives Option 1 Option 2 Option 3 Option 4  Option 5 Option 6

Minimising burdens attached
to cross-border e-Commerce
arising from different VAT
regimes.

Providing a level playing field
for EU businesses involved in
cross-border e-Commerce.

Facilitating the monitoring of
compliance and the fight
against fraud for Member
States’ authorities.

Ensuring that VAT revenues
accrue to the Member State of
the consumer

The evaluation in Table 6 takes account of both quantitative and qualitative data collected and
analysed in this study. It is clear from the analysis that the removal of the distance sales thresholds
and the exemption for the importation of small consignments have a positive impact overall. However,
it is also clear that their impact is minimal without the availability of a single electronic mechanism.

The analysis indicates that broadly speaking Options 4, 5 and 6 are the options which can best
address the specific objectives for modernising VAT for cross-order e-Commerce. These options fulfil
in particular the key objectives of ensuring a level playing field for EU business and that tax revenues
accrue to the Member State of the consumer. However, it is also relevant to reflect that there is
generally a positive correlation between a reduced administrative burden for accounting for taxes and
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high compliance rates. In comparing these 3 options, Option 5 is the most positive as a business
established in a Member State can make supplies to a customer in another Member State under
broadly the same rules as a domestic transaction, the VAT rate applicable being the exception. In
contrast, option 4 would require a business to potentially have to deal with 28 different sets of rules
depending on the Member State of consumption while Option 5 would require two sets of rules. While
on paper this is still a significant reduction compared to Option 4, experience from recent negotiations
on the invoicing Directive, the VAT standard VAT return as well as the obligations under the MOSS
indicate that the harmonised intra-EU rules will likely be the case of upwards harmonisation i.e. the
rules for intra-EU transactions will reflect the most complex in EU Member States. Therefore, Option 5
which is the least complicated for business also has further benefits as it will be easier for the Member
State of identification to ensure compliance.

The analysis of the status quo indicated that the current framework for e-Commerce trade presents
several issues. Businesses have to face major administrative costs to comply with VAT-related
obligations (estimated to EUR 8 000 per business per each Member State they are registered).
Additional issues related to the current framework for distance sales include dealing with complex
legislation and administrative procedures in different countries, monitoring distance sales thresholds,
differences in distance sales thresholds across Member States, and distortion of competition with
businesses from third countries (due to the small consignment exemption) and between EU
businesses (due to the differences across VAT rates and distance sales thresholds). The current
complex and fragmented framework also raises concerns about compliance. Tax authorities consider
non-compliance as a significant issue on both intra-EU distance sales and on B2C import of goods
with a value of up to EUR 150. EU-wide VAT loss associated with non-compliance for intra-EU trade
was estimated to be between EUR 2.6 billion and EUR 3.8 billion, but it is very difficult also for
Member States to measure the compliance level. The small consignment exemption leads also to
compliance issues. About 144 million” parcels are currently not taxed (as they are below the
EUR10/22 threshold), while the VAT collected imports is lower than expected, due to under-
evaluation and mis-declarations.

Such framework puts EU businesses (both active online and off-line) at disadvantage with respect to
the competition from third countries, as they have to face an uneven playfield (due to distortions of
competition with businesses from third countries and between Member States) and a significant
administrative burden.

The application of the distance sales thresholds and of the small exemption threshold is at the basis
of many of these issues, therefore their removal responds to the needs of businesses and Member
States (as confirmed also during the Dublin Fiscalis Seminar). The resulting framework however
requires the introduction of simplification measures that support businesses engaged in cross-border
e-Commerce, such as the SEM, which at the same time support compliance (as it is easier for
businesses to comply voluntarily, and for Member States to monitor and ensure compliance).

" Estimated for 2015. This is expected to grow in line with e-Commerce growth.
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Modelled on the MOSS, the SEM is expected to have similar beneficial impacts on administrative
burden and compliance, which easily overcome the set-up and maintenance costs both for
businesses and Member States,

Even in a simplified framework, micro and small enterprises may benefit from targeted simplification
measure that support their cross-border activities. Out of the different possibilities considered under
this study, a common place of origin threshold (i.e. domestic VAT arrangements would apply up to the
threshold) is preferable as it is less costly for Member States, it is the least distortive in terms of intra-
EU trade, it does not have a material effect versus the status quo on non-EU traders and
administratively it is easier to implement for both business and Member States. The threshold of EUR
10 000 was carried forward, as it provides the biggest reduction in administrative burden while
ensuring that the principle of taxation at destination is largely maintained (causing thus least
distortions).

Overall, options 4, 5 and 6 would result in the highest increase in VAT revenue, due to the combined
effect of tax base widening, creating a better level playing field and offering a significant reduction of
administrative burden, which in turn should also significantly improve business compliance. Option 5
in particular is the one with the highest positive impacts. These are estimated in a 55% reduction of
the administrative burden for businesses, a growth of 1.29% in volume (as under high growth and
DSM scenarios) and of 1.13% in value (up to 1.23% under high growth scenario, and of 1.16% under
the DSM scenario) of intra-EU cross-border trade and in an increase of 0.32% of total e-Commerce
(up to 0.52% under the high growth scenario and 0.33% under the DSM scenario).

Within such a framework, EU businesses would derive the greatest benefits, due to the reduction of
distortions and of the administrative burden. Compliance is likely to become simpler, both for
businesses (voluntary compliance) and for Member States (monitoring and enforcing compliance, and
increase in VAT revenues). In particular, non-EU compliant businesses will benefit from such a
framework. Finally, ‘traditional’ domestic businesses will benefit from this, as the uniform application
of the destination principle will lead to a better level playing field in the domestic market.
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1 Introduction

This section provides an introduction to the report, by briefly describing the policy context, by
summarising its scope and objectives, and by presenting the structure of the document.

Over the last five years, e-Commerce in Europe has grown by between 17% and 20% per year to
become a key part of the digital economy and an important driver of economic growth. From 2009 to
2014, the contribution of e-Commerce to GDP has almost doubled. Recognising the importance of e-
Commerce, the European Commission is committed to ensuring the free movement of goods and
services and to ensuring that “individuals and businesses can seamlessly access and exercise online
activities under conditions of fair competition” as set out in their Digital Single Market strategy®.

To this end, the European Commission are considering a number of Policy Options aimed at
simplifying the VAT and Customs systems and, ultimately, promoting e-Commerce growth within the
EU. These Policy Options are designed to build on recent legislation: in January 2015, new legislation
pertaining to telecommunications, broadcasting and electronic services (‘TBE services’) provided to
final consumers (B2C) within the EU entered into force. The legislation introduced the destination
principle accompanied with the implementation of a Mini One Stop Shop (MOSS).

The destination principle is seen as fundamental to the delivery of a simple, efficient, neutral and
robust VAT system, fit for the Single Market, and in line with the European Commission’s goals
identified in its 2011 Communication on the Future of VAT®. Moreover, the implementation of the
MOSS is seen as a major milestone. Its smooth functioning should pave the way for a more general
use of this concept.

It has been suggested that the destination principle should be extended to the supply of all goods and
services. Most recently, in its May 2015 Communication on a Digital Single Market Strategy for
Europe®, the European Commission indicated that it will make a proposal in 2016 to extend the single
electronic mechanism to all intra-EU and third country online sales of other services and tangible
goods.

This report forms part of a broad study providing an in-depth economic analysis of VAT aspects of e-
Commerce. The study considers the widening of the Mini One Stop Shop (MOSS) to other areas of

8 http://ec.europa.eu/digital-agenda/en/our-goals, consulted on 28 May 2015.
9 http://ec.europa.eu/taxation_Customs/resources/documents/taxation/vat/key _documents/communications/com_2011_851_en.

?df

O http://ec.europa.eu/priorities/digital-single-market/docs/dsm-communication_en.pdf
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B2C e-Commerce, the elimination of the VAT exemption for the importation of small consignments,
and the elimination of current registration thresholds for intra-EU B2C supplies of goods. The
objective is to reduce the administrative burden on trade and remove distortion of competition, to
support the full achievement of the Digital Single Market. .

The overall study consists of three Lots. This document comprises the final report for Lot 2. It focuses
on the analysis of costs, benefits, opportunities and risks in respect of the Options for the
modernisation of the VAT aspects of cross-border e-Commerce. It concentrates on:

Presenting the relevant problems related to the VAT aspects of e-Commerce and their
drivers;

Analysing the policy objectives;

Providing an overview of the Policy Options;

Assessing the impact of the Policy Options under consideration.

Lot 2 directly links to the other two parts of the study. Lot 1 of this study has already provided an
economic analysis of the VAT aspects of e-Commerce. In addition, Lot 3 provides an evaluation of the
implementation of the destination principle for TBE services and of the Mini One Stop Shop which
came into effect in January 2015. Lot 2 builds upon the results of both Lot 1 and Lot 3 for its analysis.

Concerning the geographical scope, Lot 2 builds upon the data from the Member States directly
covered by the other two Lots (i.e. Austria, Belgium, France, Denmark, Germany, Hungary, Ireland,
Italy, Luxemburg, Poland Sweden and UK). Results for the other Member States have been
extrapolated to the greatest possible extent. The analysis of Lot 2 covers the EU28 Member States at
aggregated level. Redistribution effects among Member States are considered when possible.

This report is structured as follows:

Section 1 provides an overview of the policy context and of the scope and objectives of the
assignment, and describes the structure of the document;

Section 2 outlines the methodology and approach used, and the main models and data
sources used for the analysis;

Section 3 presents the assessment of the problems related to the current VAT rules and the
policy objectives guiding the intervention;

Section 4 examines the characteristics and main impacts of each of the Policy Options
covered by the study;

Section 5 presents additional elements for the analysis of the Policy Options covered by the
study;

Section 6 summarises the key findings from the analysis.

The report also includes a humber of annexes:

Annex 1: References

Annex 2: key elements from the Fiscalis Seminar ;

Annex 3: key results from the online survey to businesses;

Annex 4: methodological note on the assumptions used for the analysis;
Annex 5: the Standard Cost Model (SCM); and

Annex 6: the Computable General Equilibrium (CGE) model.

Directorate-General for Taxation and Customs Union
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2 Methodological Approach

This section provides a description of the approach adopted for this study. Firstly the
approach to the impact assessment is detailed highlighting the main elements of the European
Commission’s guidelines. Secondly, the impacts of the Policy Options that are described and
the way in which they are assessed is explained. Finally, the methodological tools that were
employed for data collection and assessment of the Options are detailed.

The objective of the study is to carry out an impact assessment analysis that will facilitate the
Commission’s work preparing the future policy on VAT aspects of cross-border e-Commerce. This
assignment (Lot 2) focuses first on the problem analysis for the current VAT application rules on
goods and services supplied via e-Commerce across Europe and the implications of the Policy
Options elaborated. Second, it assesses the impacts of the Policy Options aimed at addressing the
problems identified as well as new problems that may emerge. In doing so, we tailored the standard
procedure and steps of the European Commission’s Impact Assessment guidelines (‘Guidelines’) to
the specific objectives and needs of the study, taking into account both the specific needs and
objectives of Lot 2, and the links with the other two Lots of the assignment. Consequently, the
problem assessment derives from the work of Lot 1, which indeed focuses on the analysis of the VAT
aspects of e-Commerce, as well as the stakeholders’ consultation. Similarly, Lot 3 consists of an
evaluation of the implementation of the 2015 Place of Supply rules and the MOSS and thus contains
important insights to the current situation.

2.1.1 General approach

The approach to this study is in line with steps contained in the Guidelines. The standard approach to
the impact assessment is tailored to respond at best to the general and specific aspects of the study.

Directorate-General for Taxation and Customs Union
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Figure 2 - Approach to the study
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The approach comprises of the following tasks (see Figure 2):

Task 1 — Problem assessment: the reason for this task is to identify the problems, their drivers and
effects as well as the causal relationship between these. Establishing causal links is imperative in
order to develop a robust problem assessment on the one hand and to ensure that the Policy Options
are defined in such a way that they address the actual challenges on the other hand.

Task 2 — Definition of policy objectives: the reason for this task is to elaborate a clear formulation
of the general, specific and operational objectives of the policy intervention. A clear definition of the
policy objectives is important, as they set out the political priorities and aims for action in the relevant
field;

Task 3 — Development of Policy Options: this task consists of establishing the relevant Policy
Options that are most likely to achieve the policy objectives and address the problems. This includes
a clear specification (for each of the Policy Option) of the type of Policy Options and mechanisms to
implement them, their content, the scope, etc. As part of the activities carried out so far, the initial set
of six Policy Options included in the ToR has been re-structured and fine-tuned in consultation with
the Commission, stakeholders and experts.

Task 4 - Analysis of impacts of Policy Options: this task focuses on assessing the expected
impacts of the selected Policy Options. The aim of this step is to assess impacts across the main
policy dimensions (financial, economic, social, geographical, legal and environmental) as well as
potential trade-offs and synergies;

Task 5 — Comparison of Policy Options: this task focuses on comparing the Policy Options with the
Status Quo (Optionl) based on their relative strengths and weaknesses. The aim of the comparison is
to provide an overview of the impacts of each Policy Option with respect to the Status Quo based on
a common set of indicators.

2.1.2 Impacts investigated

Impacts covered by the study

The analysis of the impacts of the Policy Options (Task 4) involves an assessment of the financial,
economic, social, geographical and environmental impacts as well as extra-EU impacts. Specifically
the impacts assessed include:

The analysis of the Policy Options is then presented followed by the key findings. As far as the
impacts are concerned, the following impacts are taken into consideration:

Impacts on Member States, including

Effects for Member States’ revenues (taking into account sub-Options where 10, 20 or
30% of VAT receipts would be kept by the Member State of Identification as collection
cost);

Costs for Member States to implement specific Options;

Directorate-General for Taxation and Customs Union
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Effects on the volume and value of imports from third countries, and corresponding VAT
revenues for Member States.

Impacts on businesses engaged in B2C cross-border e-Commerce, including:

Administrative costs they would incur under the different Options, distinguishing
(whenever possible) between large, medium-sized and small businesses);

Additional costs they could incur under the different Options;

Tangible and intangible benefits they would profit for under the different Options.

Impacts on competition and growth in the European Union, including:

Specific impact on e-Commerce for goods and services
Cross-border trade, growth and employment;

Effects on consumers (prices and consumption);
Competitiveness of EU businesses.

Impacts on compliance.

The general approach of assessing the impacts involves assessing each Option against the Status
Quo, which represents the baseline scenario, based on the expected evolution of key external trends
key external trends in the absence of any new policy measures. The impacts in comparison to the
Status Quo are then quantified based on data, scenarios and/or sensitivity analysis.

Other impacts considered

It is possible that e-Commerce is associated with some environmental impacts. In particular, it is
possible that e-Commerce may be associated with increased energy consumption and electronic
waste associated from ICT use. However, the evidence around this is limited™.

In addition, e-Commerce has a transformative effect on economy and society that affects the conduct
of business and general lifestyle. This may have consequences for the environment that may be
positive or negative. Again, there is little evidence around this.

We assume that the overall environmental impact associated with the various Policy Options will be
limited and therefore do not investigate this further.

In addition, according to the Commission’s Impact Assessment Guidelines®, other impacts to be
considered include economic and social cohesion, impacts in developing countries, sustainable
development and fundamental rights.

Within our analysis, impacts on economic and social cohesion are partially included as part of the
analysis on the consumers’ prices and consumption, while impacts on sustainable development are
partially included in the consideration on environmental impacts. Impacts in developing countries,
especially on working conditions in developing countries, and on fundamental rights are relevant for e-

111 gee: Fitcher K. (2008), E-Commerce, Sorting Out the Environmental Consequences, Journal of Industrial Ecology, 6(2),

Berkhout and Hertin (2001), Impacts of information and communication technologies on environmental sustainability:
Speculations and evidence. Report to the Organisation for Economic Cooperation and Development. Brighton. Sussex, UK:
University of Sussex, among others.

12 See: http://ec.europa.eu/smart-requlation/quidelines/tool 16 en.htm
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Commerce as well as for all industrial and commercial activities. However, it is outside the scope of
this study to provide a detailed analysis of such impacts (for which we do not have sufficient
elements). Overall, we assume that the overall impacts of the Policy Options on these aspects will be
very limited.

As mentioned above, the EC guidelines on Impact Assessment methodology® is tailored to meet the
study requirements, which include the analysis of both the business and government perspective
regarding VAT aspects of cross-border e-Commerce. Covering these aspects requires the collection
of both quantitative and qualitative information and the application of a range of methodological tools.
This part of the assignment builds upon the results of both Lot 1 and Lot 3, as well as on the analysis
of a series of secondary data.

Given the large relevance of the quantification of a large number of economic impacts for the analysis
of the Policy Options, a micro-oriented approach is combined with a macro-oriented approach. This
involves using the Standard Cost Model methodology and the Computable General Equilibrium
methodology (described in section 2.2.2 and more in detail in Annex 4 and 5 respectively).

The key models adopted for the analysis required a series of secondary data and assumptions, which
are described in section 2.2.3.

Data collection and analysis relied on a number of sources of evidence, which are outlined in section
2.2.4

2.2.1 Approach to analysing the impacts

The large set of impacts to analyse required the use of different models for analysis, different sets of
assumptions and of data gathering tools.

Table 7 below provides an overview of the approach and tools used to assess each impact, of the key
sets of assumptions and sources used. As mentioned earlier, each of them is explained in more detalil
afterwards.

13 See: http://ec.europa.eu/smart-requlation/quidelines/tool 16 _en.htm
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Table 7 - Approach to the analysis of impacts

Impact Approach used Tools for analysis  Key assumptions Key sources
Impacts for | Quantitative SCM Costs similar to the | Data from Lot 1
Member  States’ | analysis MOSS and Lot 3 (Member
revenues, — COsts | gyalitative analysis Different scenarios | States’ interviews
and benefits for for e-Commerce | @nd questionnaires)
!\/Ierr|1ber Sttatesﬂ:o growth Stakeholder
implemen e .
Oth)ion Compliance workshops

monitoring based | Desk research

on risk profiling Member  States’

interviews

Impacts on | Quantitative SCM Impacts of OSS | Data from Lot 1
administrative analysis similar to those of | and Lot 3
burden for MOSS (businesses
businesses Number of | interviews)

businesses Stakeholder

Number and | Workshops

behaviour of micro- | Business online

businesses survey

engaged in cross-

border e-

Commerce
Impacts on | Quantitative CGE model Different scenarios | Consumer survey
competition and | analysis for  e-Commerce | gcm
rowth rowth
9 9 Desk research

Number of

businesses

Number and

behaviour of micro-

businesses

engaged in cross-

border e-

Commerce
Impacts on | Quantitative Projections Different scenarios | Data from Lot 1
compliance analysis for e-Commerce | and Lot 3 (Member

Qualitative analysis

growth

States’ interviews
and questionnaires)

Stakeholder
workshops

Desk research
Mock purchases

Source: Deloitte analysis
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2.2.2 Tools for the analysis

This sub-section provides a very brief description of the two main models used to conduct the
analysis. For each of them, we indicate where to find more detailed explanations.

Standard Cost Model

The Standard Cost Model (SCM) methodology was applied to estimate the administrative burden for
enterprises in order to comply with legal requirements translated into Information Obligations (10s).

Our objective was to identify and quantify the costs a ‘typical’ business engaged in cross-border B2C
e-Commerce transactions of goods and/or in TBE services has to face to comply with the current
VAT-related requirements (Status Quo), and how such costs are likely to change under the different
Options considered.

The key elements (including 10s, frequency of the obligations, average costs) derive from the analysis
carried out under Lot 1 and Lot 3.

The detailed description of on the SCM approach and the key parameters used are part of Lot 1 and
Lot 3 reports. A more detailed description of the key elements used for Lot 2 and the detailed figures
elaborated are presented in Annex 4.

Computable General Equilibrium (CGE) model

In order to assess the magnitude of the effects on cross-border e-Commerce arising from the
administrative burden, a Computable General Equilibrium (CGE) model has been developed. The
CGE model is a dynamic single-region, multi-sector representation of the EU economy. Through a
series of equations it describes the behaviour of key agents in the economy — households, firms, the
government and the foreign sector — and how their interactions shape the markets for factors of
production, goods and services, and savings and investment. Within the retail sector, the model
distinguishes between online and offline trade and between domestic, intra-EU and non-EU e-
Commerce.

For the purposes of this assignment (Lot 2) the CGE model was used in order to estimate the impact
of the administrative burden by calculating the response of the economy to the removal of this burden,
drawing on the outputs of the Standard Cost Model and the consumer survey. These impacts are
estimated under a number of different scenarios for the growth of e-Commerce (see section 2.2.3 and
Annex 5 for more detalil.)

2.2.3 Quantification of the impacts

Along with the qualitative analysis, this report also aims to quantify the impact of the Policy Options on
businesses, government revenues and the Single Market.

The assessment of the impacts of the options rests on a large number of analysis and assumptions,
which are explained in detail in annex 4.

Here we only provide the key elements for the analysis of the policy options, i.e.

Number of businesses;
Timeline adopted:

Growth rates;

VAT revenues and compliance.
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Number of businesses

The total value of cross-border e-Commerce is estimated to be EUR 96.8 billion (calculated from the
consumer survey and MOSS receipts as part of Lot 1); the revenues of businesses of different sizes
are then estimated based on this total figure and the revenue contributions shown in the table above.
Based on these figures and data on the number of businesses engaged in cross-border trade
collected as part of Lot 1, the average cross-border revenues of firms of different sizes can be
estimated.

Table 8 - Average cross-border e-Commerce revenues of firms, by size

All Micro ST Medium Large

businesses businesses businesses businesses businesses

Number of firms

557 908 442 444 81716 24 594 9154
Share of e-Commerce
revenues by firm size 100% 4.1% 12.6% 21.6% 61.7%
Cross-border e-Commerce
revenues (EUR billions) 96.8 4.0 12.2 20.9 59.7
Average cross-border e-
Commerce revenues 173 505 9041 149 298 849 801 6 521 739

Source: Eurostat, Business Enterprise Statistics, Information Society Statistics, 2013

Timeline

The analysis of the financial impacts (which includes the quantification of the administrative burden for
businesses and of VAT revenues for Member States, as well as of the processing costs for postal
operators and couriers) uses 2015 as baseline.

This assumption implies that all the changes introduced by each Option are implemented
immediately. The same assumption is also taken for the take-up rate (e.g. of the SEM). This
assumption implies that operators (EU and non-EU businesses, postal operators and couriers,
marketplaces, etc.) will be ready to implement the necessary changes and thus achieve the maximum
expected take-up immediately

Growth rates

In order to ensure a consistent like-for-like comparison of the policy options, it is important to assume
the same growth rates across all scenarios including the status quo. The policy options are then
compared relative to this baseline.

These growth rates capture exogenous trends in the e-Commerce market, including underlying trends
in consumers’ propensity to buy online, the expansion of the cross-border online market due to the
DSM strategy and the growth of international online markets. In keeping with the assumptions agreed
for the Lot 1 analysis, three rates are considered: 6%, 12% and 18%. The same rates of growth are
used for EU and non-EU trade. For simplicity and to reduce the number of scenarios presented in
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each chapter of the report, only the medium growth scenario results have been included in the main
body of the report; the additional scenarios are included in section 5.

VAT revenues and compliance

In Optionl and in all the other Options covered by the study, we estimated the volume and value of
parcels imported to the EU from thirds countries due to B2C e-Commerce purchases of EU
consumers for the following groups of parcels:

Small value consignments, i.e. parcels below the 10-22 EUR threshold; and
Parcels above the small value consignment threshold and below the Customs threshold, i.e.
parcels between 10-22 EUR and 150 EUR.
The estimates are based on the data provided by two recent studies on volume and corresponding
value of small value consignments (parcels below 10-22 EUR) in 2013", and on the distribution of
parcels by value®.
The table below provides an overview of the volume and value of parcels below the Customs
threshold estimated for the study under the medium growth scenario (CAGR of 12%).

Table 9 - Volume and value of parcels below the Customs threshold

Volume Value (EUR)
Small value consignments 144 067 840 2 967 797 504
Parcels between EUR 10-22 and
43 220 352 1685593 728
EUR 150
Total parcels below EUR 150 187 288 192 4 653 391 232

Source: Deloitte analysis

The corresponding value was estimated using an average value of EUR 20 per parcel, in line with
available literature, and the corresponding (theoretical maximum) VAT revenue estimated applying a
standard VAT rate of 20%.

Different assumptions on compliance were considered under the different policy options covered by
the study.

2.2.4 Data gathering tools

In this sub-section we briefly recall the several tools used to gather qualitative and quantitative inputs
throughout the entire assignment (thus including Lot 1 and Lot 3). For each of them we provide
references to more detailed explanations.

* European Commission (2015), Assessment of the application and impact of the VAT exemption for importation of small
consignments, prepared by EY, accessed at
http://ec.europa.eu/taxation_Customs/resources/documents/common/publications/studies/Ivcr-study.pdf on June 12th 2015

'® Hintsa J., Mohanty S., Tsikolenko V., lvens B., Leischnig A., Kahéari P., Hameri AP., and Cadot (2014), The import VAT and
duty de-minimis in the European Union — Where should they be and what will be the impact?, accessed at
http://www.euroexpress.org/uploads/ELibrary/CDS-Report-Jan2015-publishing-final-2.pdf on January 26th 2015.
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Consumer survey

The consumer survey, carried out in 25 countries, was used to gather information on the status quo.
In particular, the data gathered from the survey acted as inputs for the CGE model and also formed
part of the analysis of the model's outputs. For information on the range of data collected from the
survey see section 1.2.1 and Annex 2 of Lot 1 report.

Interviews and Questionnaires

Data gathered from the interviews and questionnaires informed the parameters used for the impact
assessment analysis. In particular, insights from business engaged in B2C e-Commerce on the
administrative cost associated with current VAT rules was particularly useful to this assignment.

Mock purchases

In order to assess compliance with the rules for intra-EU B2C supplies of goods through distance
selling and for B2C supplies of goods by non-EU suppliers, Deloitte conducted real and mock online
purchases from EU and non-EU e-Commerce traders. Data was gathered from 150 companies based
inside the EU and outside the EU. A detailed description and analysis of the purchases are included
in Annex 4 of Lot 1 report, while the main findings from the exercise are summarised in section 4 of
Lot 1 report,

Stakeholder workshops

As mentioned earlier, and in accordance with the Commission’s Guidelines on Impact Assessment,
we had a cooperative approach to impact assessment, discussing relevant elements for the analysis
with key stakeholders as well as with the Commission. During the assignment, we organised two
stakeholder workshops to discuss and validate the problem assessment (See Annex 8 of Final report
for Lot 1). In addition, some elements of the Policy Options were discussed with stakeholders during
the Fiscalis Group meeting held in Dublin on September 2015 (the key elements from the discussion
on Options are in Annex 3).

Business online survey

In accordance with the Commission, over the summer we carried out a short online survey among the
businesses already contacted for the study to gather further inputs on some elements of the Policy
Options. An overview of the answers received is in Annex 3

Desk research

In order to collect the qualitative and quantitative data necessary to the analysis, and to validate the
assumptions made, we conducted extensive research among available literature and datasets. The
full list of sources used is in Annex 1
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3 Reasons for intervention

This section presents the results of the problem assessment step. Problems in relation to
intra-EU trade, imports and external factors are detailed followed by a problem tree illustrating
the link between the problems identified, their drivers and their high-level effects. The policy
objectives derived from the Digital Single Market (DSM) Strategy for Europe are then explained
in the current context.

This section presents the relevant problems related to the VAT aspects of e-Commerce and their
drivers. These have been identified on the basis of the following information sources:

Our desk research;

Two stakeholder workshops held on 30 March and 17 April 2015,

Interviews conducted with national tax authorities, national postal operators and businesses
during our fieldwork in eight Member States (as part of Lot 1 activities); and

Interviews with international couriers.

First, the problems and drivers related to intra-EU trade and the problems and drivers related to
imports are presented. This is followed by a description of the external factors that must be taken into
account when analysing the problems. Finally, all of this is visually presented in a problem tree.

3.1.1 Intra-EU trade

With respect to intra-EU trade, three main problems have been identified. Firstly, the compliance
burden for businesses is high: in order to determine the correct place of supply (POS) they have to
monitor for each of the Member States they sell to whether they exceed the distance selling
thresholds. Determining the POS is difficult as the distance selling thresholds differ from Member
State to Member State, distribution chains are complex and different rules apply to B2B and B2C
sales.

The compliance burden is aggravated for those businesses that exceed the distance selling threshold
in a Member State and must register and comply with the VAT rules in that Member State. This
implies complying with the tax legislation and administrative procedures of that Member State as well
as communicating — often in another language — with the tax administration of that Member State. The
complex VAT system also makes pricing more complicated for businesses. The more Member States
a business exceeds the threshold in, the more complex the situation becomes.

18 Minutes of the two stakeholder workshops are included in Lot 1.
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During the fieldwork interviews, some businesses mentioned that they do not consistently monitor the
distance selling thresholds in all Member States in which they are active. It has occurred that a
business was unaware of the fact that it had exceeded the distance selling threshold in a Member
State until it was alerted about this by the tax authority of that Member State. Another way in which
businesses may be alerted about this is when they receive questions from their consumers on the
applied VAT rate. Some smallest businesses were even unaware of the need to monitor their sales
per Member State of destination.

High administrative burden and complexity of rules on intra-EU trade leads to significant level of non-
compliance, which has been covered in more detail in the report of Lot 1.

Secondly, it is difficult for tax authorities to monitor whether a business has exceeded the
distance selling threshold because they do not have access to the necessary data. Tax authorities
from the Member State of destination do not have access to the sales data of businesses established
in another Member State. At the same time, there is no incentive for tax authorities to monitor whether
businesses established in their Member State are exceeding the distance selling thresholds in other
Member States. There is consequently an insufficient exchange of information between tax authorities
from different Member States.

During the fieldwork interviews, some national tax authorities explained how they are trying to
overcome these difficulties. The tax authorities of at least two Member States, for example, analyse
online e-Commerce rankings and price comparing sites in order to identify businesses that may have
exceeded the distance selling threshold in their Member States. While this method can provide them
with useful indications, several challenges remain (e.g. it can be difficult to identify the legal person
behind a website and to match this information with existing tax data). One tax authority also
mentioned that while cooperation between national tax authorities usually functions well, this is less
the case when it comes to monitoring distance sales thresholds. Some Member States also recur to
data from payment providers and large marketplaces, but data protection rules limit this possibility.
Also, web-crawling using web robots is used in some countries.

Finally, the current rules may lead to a distortion of competition between EU businesses where
businesses established in a country with a low VAT rate can apply the VAT rate of that country up
until the threshold set in the EU Member State of destination. Businesses established in a Member
State with a high VAT rate cannot benefit from the same advantage.

During the fieldwork interviews, most businesses acknowledged that this problem indeed exists in
theory, but that it is of lower importance than the compliance burden. One of the interviewed tax
authorities also explained that in their case, they analysed until which point there is a distortion of
competition, and set their distance selling thresholds on this basis — thus mitigating this problem.

The distortion of competition caused by current rules creates also opportunities for tax fraud and
avoidance covered in more detail under Lot 1.

3.1.2 Imports

With respect to imports, five main problems have been identified. Firstly, the compliance burden on
businesses is high due to the complexity of the VAT and Customs rules. The combined effect of the
VAT exemption for small consignments and the Customs threshold results in three different regimes:
depending on the value of the goods, no VAT or Customs duties may be due (goods with a value
below the VAT threshold of 10 EUR up to 22 EUR), or only VAT but no Customs duties (goods with a
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value above the VAT threshold of 10 EUR up to 22 EUR, but below the Customs threshold of 150
EUR), or both VAT and Customs duties (goods with a value above 150 EUR). For goods on which no
VAT or Customs duties are due, simplified procedures may be applicable in some Member States for
the Customs clearance of these goods, while other Member States may not apply such
simplifications. Moreover, some Member States may treat these goods differently when they are
shipped by postal operators (under the Universal Postal Convention) or by others. Similarly, for goods
on which VAT but no Customs duties are due, simplified Customs clearance procedures may be
applicable in some Member States while others do not apply such simplifications. Some Member
States may also have arrangements in place for a “simplified” use of classification codes for these
goods.

Secondly, it is difficult for Customs authorities to monitor compliance with the rules, as the value
of consignments is not always easy to determine. According to a recent study, “there are significant
differences for the frequency of verifications between the Customs offices in the various Member
States. Generally, the level of verifications is considered rather low, most likely due to the fact that
such verifications are time and resource consuming and due to the lack of available resources with
the competent authorities. This leads often to mis-declaration of imported goods, either with lower
values being declared or incorrect classification of goods.”"” The complexity of monitoring compliance
on import was confirmed also by our interviews with tax authorities, which is described under Lot 1.

Thirdly, the small consignment exemption has led to significant amounts of VAT foregone at EU
level, which will continue to grow given the foreseen increase in e-Commerce. The VAT foregone at
EU level as a result of the small consignment exemption has been estimated in a recent study on the
application and impact of the VAT exemption for importation of small consignments.*® This study
estimates that the total VAT foregone has grown from EUR 117.63 million in 1999 to EUR 534.78
million in 2013, an increase of 355%. In addition, Member States may lose revenue because goods
are Customs cleared for free circulation on behalf of the final consumer, the latter being a private
individual who doesn’t have to fulfil any VAT formalities when those goods are transferred to other
Member States.

Fourthly, the current rules may lead to a distortion of competition between EU businesses and
non-EU businesses as the VAT small consignment exemptions apply to import from third countries
but not to intra-EU or domestic sales, so that EU businesses are negatively impacted. Moreover, the
current rules may also lead to a distortion of competition between non-EU businesses as the
thresholds of 10 EUR up to 22 EUR do not equally apply in all Member States and as such the import
conditions are not equal in all Member States.

Regarding the distortion of competition between EU businesses and non-EU businesses, the above-
mentioned study indeed found evidence for competitive distortions resulting from the small
consignment exemption, leading to loss of VAT revenues for Member States as well as reports of
business closures, business relocations and booming fulfiiment industries outside the EU.*

" European Commission (2015), ‘Assessment of the application and impact of the VAT exemption for importation of small

consignments’, p. 23,
'8 |bid., pp. 41-50.
¥ bid., p. 71.
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By contrast, it appears that the distortion of competition between non-EU businesses due to the
different import conditions in different Member States is a less important problem. During the fieldwork
interviews, one of the tax authorities commented that the margin between which Member States can
set their thresholds (10 — 22 EUR) is too small to lead to distortions of competition.

Finally, specific attention must be paid to the situation of national postal operators and international
couriers. As consumers are often not aware of the taxes and duties due on goods purchased
online, they may refuse to accept the parcels delivered to them when they discover that they must pay
an additional amount in order to receive the parcel. In addition, in case of parcel returns or
undelivered items, the process to get VAT refunded is very lengthy and complex.

3.1.3 External factors

When discussing the VAT aspects of e-Commerce, a number of external factors must be taken into
account as well.

Firstly, it is important to take into account the interplay between VAT rules and other legislation at EU
or MS level (especially EU Customs legislation), as well as the VAT and Customs rules of third
countries. Changes introduced under the VAT regime may not have the desired effect due to
requirements imposed by other legislation at EU or MS level, and may lead to changes in the VAT
and Customs rules of third countries that apply to imports from the EU.

Secondly, technological developments play an important role too. For example, the increased security
of the payment process has contributed to the growth of e-Commerce. Increased digitalisation may
also bring about fundamental changes in the old economy, e.g. by eroding the distinction between
goods and services.

Finally, the consumers’ attitude is an important external factor as well, as consumers are increasingly
checking and comparing prices before purchasing goods or services.

3.1.4 Problem tree

Figure 3 presents the problem tree, which illustrates the link between the problems identified, their
drivers and their high-level effects. A problem tree helps establishing a de facto hierarchy between
the causal elements (at the bottom of the tree) and their consequences (on top of the tree). It also
helps representing visually the different elements identified and their casual relationships.

The external factors are represented at the bottom of the figure (in a dotted box). As described in
section 3.1.3, they include the interplay between VAT rules and other legislation at EU or Member
State level (especially EU Customs legislation), as well as the VAT and Customs rules of third
countries, and consumers’ attitude.

Drivers represent issues deriving from the current legislative framework that stakeholders encounter
in their activities causing costs and/or preventing additional trade. They are represented at the basis
of the figure, distinguishing between those more related to intra-EU trade and those more related to
imports from third countries. Drivers related to the intra-EU trade include different rules applying to
goods and services and to B2B and B2C sales, difficulties in identifying the PoS, different rules and
procedures among Member States, lack of monitoring and reliable information for Member States.
Drivers for imports include the interaction between the VAT and Customs rules, generating three
different regimes for goods, different procedures among Member States, consumers’ awareness of
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VAT and Customs rules, complex return process and lack of available resources with competent
authorities.

Problems derive from the drivers identified. Problems for intra-EU trade include high compliance
burden for businesses, difficulty for tax authorities in monitoring the distance selling threshold for
lack of available information, and distortion of competition between EU businesses (where
businesses established in a country with a low VAT rate can apply the VAT rate of that country up
until the threshold set in the EU Member State of destination, while businesses established in a
Member State with a high VAT rate cannot benefit from the same advantage). With regard to imports,
five main problems have been identified, i.e. high compliance burden on businesses, difficulty for
tax authorities in monitoring compliance as the value of consignments is not always easy to
determine, significant amounts of VAT foregone at EU level, distortion of competition between
EU businesses and non-EU businesses as the VAT small consignment exemptions apply to import
from third countries but not to intra-EU or domestic sales and low consumers’ awareness of taxes
and duties due for online purchases.

Finally, effects are the expression of the problems acknowledged. The effects identified include base
erosion and profit sharing, incomplete implementation of the destination principle for taxation,
reduction of consumers’ confidence in e-Commerce, reluctance of businesses to engage in
cross-border e-Commerce and imbalance between the collection costs of VAT and the actual
VAT revenues.

Figure 3 provides a visual representation of these issues and their causal relationships.
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developments; increased security payment process; consumers’ attitude (comparing prices before buying)

External factors: Interplay with other legislation (e.g. consumer protection law, data protection) and with VAT and customs rules of other countries that apply to imports from the EU; technological




The European Commission’s policy objectives in the area of cross-border e-Commerce are set out in
the Digital Single Market (DSM) Strategy for Europe that was released on 6" May 2015.% With
respect to the VAT aspects of cross-border e-Commerce, the DSM Strategy sets the following
objectives: to minimise burdens attached to cross-border e-Commerce arising from different VAT
regimes, to provide a level playing field for EU business and to ensure that VAT revenues accrue to
the Member State of the consumer.” The table below presents the general and specific policy
objectives which we derived from the DSM Strategy.

Table 10 - General and specific policy objectives

General objectives Specific objectives

Delivering a simple VAT Minimising burdens attached to cross-border e-
system Commerce arising from different VAT regimes
Ensuring the_ _ Delivering an efficient and | Providing a level playing field for EU businesses
smooth functioning | neutral VAT system involved in cross-border e-Commerce
of the Digital Single
Market Delivering a robust and Facilitating the monitoring of compliance and the

fraud-proof VAT system fight against fraud for Member States’ authorities

Delivering a destination- Ensuring that VAT revenues accrue to the
based EU VAT system Member State of the consumer

Source: Deloitte analysis

These objectives reflect the problems identified in the previous section, as illustrated in the figure
below.

2‘1’ European Commission, A Digital Single Market Strategy for Europe, 6 May 2015, COM(2015) 192 final.
Ibid., pp. 8-9.
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Figure 4 - Objectives tree
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4 Assessment of the Policy
Options

This section presents the results of the impact assessment. Firstly an overview of the Policy
Options is provided followed by an explanation of how the assessment results are presented.
Following this is a full assessment of the six Policy Options which includes an overview of
their structure, the roles of stakeholders under the Option, the expected impacts and the
assessment results. Finally, for each Policy Options an overview of the key findings is
presented.

4.1.1 Identification of Policy Options

Table 11 below summarises the six Policy Options covered by the assessment, as they were
formulated following a design process that took into consideration inputs coming from a number of
sources, including stakeholders’ views and problems (as discussed during the workshops and
interviews), EC internal debate and other policy initiatives at EU level (such as the Digital Single
Market strategy).

Directorate-General for Taxation and Customs Union
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Table 11 - Overview of the Policy Options

Status Quo

Option 1: Status Quo (no change)

Policy changes

Option 2: Removal of the distance sales thresholds and the small consignment exemption (No
simplification)

Option 3: Option 2 but with the introduction of a common VAT threshold for EU sales of both
goods and services (EUR 5000 or EUR 10 000?%) — which would come in addition to the existing
domestic thresholds (up to EUR 114 000)

Option 4: Option 3 plus Single Electronic Mechanism applying to intra-EU supplies of goods and
services and to the import of all goods under the Customs threshold of EUR 150%

Option 5: Option 4 plus amendments to the Single Electronic Mechanism (home country legislation
and home country control, subject to applying rate/exemptions of the Member State of
Consumption)

Option 6: Option 4 plus fully harmonised EU rules for Single Electronic Mechanism, subject to
applying the rates/exemption of the Member State of Consumption

Source: Deloitte analysis

The six Policy Options listed above start from the current situation and build upon each other,
introducing each incremental change with respect to the previous Option.

Option 1 (Status Quo) represents the basis for the analysis, i.e. the baseline scenario against which
compare the impacts of the other Options. The legislative therefore include the distance selling
threshold for intra-EU sales of tangible goods, the small value consignment for imports below the
EUR10-22 threshold and the 2015 Place of Supply Rules and the MOSS for TBE services. It does not
introduce any new policy measure.

Option 2 removes the distance selling threshold for intra-EU sales of tangible goods, the small value
consignment for imports below the EUR10-22 threshold, de facto imposing to EU businesses to
register for VAT purposes in every Member State they have sales, and imposing the collection of VAT
to small value imports from third countries.

Option 3 builds upon Option 2 and introduces a common VAT threshold for EU sales of both goods
and services to (partially) mitigate the negative effects of the changes introduced by Option2.

Option 4 includes further simplification measure, by introducing a Single Electronic Mechanism
applying to intra-EU supplies of goods and services and to the import of all goods under the Customs
threshold of EUR 150. Under this framework, businesses could mitigate the costs related to VAT
registration in other Member States, but would still be subject to the legislative framework (and audit)

2 This threshold cannot be sector specific but the main beneficiaries will be small e-Commerce start-ups.
2 \ith three Options offered to business on import: supplier registration, intermediary registration or simplified Customs
declaration.

42| Page



of all the Member States they are VAT-registered. This means that businesses would be subject to up
to 28 different set of rules (domestic rules and the other 27 Member States’ rules).

Both Option5 and 6 build upon Option 4, presenting two possibilities to reduce the set of rules
businesses would be subject to, while still applying the destination principle to determine the
appropriate VAT rate. Under Option 5, home country rules would apply to all transactions, including
those cross-border (still applying the VAT rate of the Member State of Consumption). Businesses
would therefore be subject to one set of rules only. Under Option 6, fully harmonised EU rules for the
Single Electronic Mechanism would apply (still applying the VAT rate of the Member State of
Consumption). Businesses would therefore be subject to two set of rules, i.e. home country rules for
domestic transactions, and the common EU rules for cross-border transactions.

The options above reflect the policy decision of moving towards a broader and more uniform
application of the destination principle in indirect taxation, described briefly in section 1.1. The Policy
Options incorporate the propose of the proposal most of the 2014 report by the Commission Expert
Group on Taxation of the Digital Economy* and of the Digital Single Market strategy® to pursue the
destination principle for all supplies of goods and services (all Options since Options 2). Furthermore,
they include the proposal included in the 2011 Communication on the Future of VAT*to broaden the
MOSS to a One Stop Shop (OSS) applying to all intra-EU and third country online sales of tangible
goods (Options 4-6).

The table below provides an overview of the key features of each of the policy options included in the
study.

2 See:

http://ec.europa.eu/taxation Customs/resources/documents/taxation/gen_info/good _governance matters/digital/report digital
economy.pdf, consulted on 27 September 2015.

* Commission Communication of 6 May 2015 on a Digital Single Market Strategy for Europe, COM(2015)192 final,
Qgtp:/lec.europa.eu/priorities/diqital—sinqle—market/docs/dsm—communication en.pdf consulted on 27 September 2015.

See
http://ec.europa.eu/taxation Customs/resources/documents/taxation/vat/key documents/communications/com 2011 851 en.p
df
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Table 12 - Key features of the policy options

B2C e-Commerce
cross-border
transactions of
goods (intra-EU)

Optionl (Status Quo)
Optional application of
distance selling
threshold (EUR 35 000
or EUR 100 000)

Option2

B2C e-Commerce
cross-border
transactions of
TBE services

Application of place of supply rules as from

January 1% 2015

Possibility to register for the MOSS

| Option3

Common VAT
threshold (EUR
5 000/EUR 10 000)

Option4

Common VAT
threshold (EUR
5 000/EUR 10 000)

Option5

Option6

Common VAT threshold (EUR 5 000/EUR 10 000)
Possibility to register for the SEM

Imports of small
value
consignments

No VAT applied
Couriers and postal
operators  responsible
for clearance at
Customs

destination

clearance at Customs

Application of VAT rate of the Member State of

Couriers and postal operators responsible for

rate

Imports of goods
between EUR 10-
22 and EUR 150

VAT applied (rate of the Member State of destination)
Couriers and postal operators responsible for clearance at Customs

Application of VAT rate of the Member State of destination
Possibility to pre-pay VAT and process imports via SEM
Simplified procedures for non-SEM transactions with standardised VAT

VAT rate applied Application of
destination principle | rate of Member State
(unless applying the | of destination/
distance selling | consumption
threshold)

VAT revenues in | Retention fee for

Member States Member State of
Identification for
transactions  declared

via the MOSS (TBE
services™)

Audit and other
administrative
rules (invoicing,
chargeability, bad
debt relief)

Application of rules of
the Member State of
Consumption  (unless
applying the distance
selling threshold)

Application of rules of
the Member State of
Consumption

VAT threshold)

Application of VAT | Application of VAT rate of Member State of destination/ consumption (unless below the common

Retained revenue of 0%, 10%, 20% or 30%
Identification for transactions declared via the SEM

for Member State of

Application of rules of the Member State of
Consumption (unless below the common VAT
threshold).

Application of home
country rules (1 set of
rules)

Application of a fully
harmonised EU rules
for cross-border
transactions (2 sets of
rules)

Source: Deloitte analysis

" Under the current legislative framework, the retention fee for the Member State of Identification is fixed at 30% for 2015 and 2016, at 15% for 2017 and 2018 and is 0% from 2019.
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4.1.2 Results presented

In the following paragraphs, the results of the impact assessment analysis are presented per each
Optionin comparison to the Status Quo. For each Option, we firstly present a detailed description
firstly, which includes the following elements:

Structure and aim of the Policy Option;
Process flow;
Roles and responsibilities of the stakeholders, i.e.

Member States (distinguishing between Member States of Consumption and Member
States of Identification),

Businesses (distinguishing between EU and non-EU businesses and, for EU-businesses,
among large, medium-sized and small enterprises, as well as on those providing goods,
or services, or a combination of both), and

Postal operators and couriers.

The analysis of the Policy Options is then presented followed by the key findings. As far as the
impacts are concerned, the following impacts are taken into consideration:

Impacts on Member States, including

Effects for Member States’ revenues (taking into account sub-Options where 10, 20 or
30% of VAT receipts would be kept by the Member State of Identification as collection
cost);

Costs for Member States to implement specific Options;

Effects on the volume and value of imports from third countries, and corresponding VAT
revenues for Member States.

Impacts on businesses engaged in B2C cross-border e-Commerce, including:

Administrative costs they would incur under the different Options, distinguishing
(whenever possible) between large, medium-sized and small businesses);

Additional costs they could incur under the different Options;

Tangible and intangible benefits they would profit for under the different Options.

Impacts on competition and growth in the European Union, including:

Specific impact on e-Commerce for goods and services
Cross-border trade, growth and employment;

Effects on consumers (prices and consumption);
Competitiveness of EU businesses.

Impacts on compliance.

As mentioned earlier, relevant social impacts are analysed as part of the Impacts on competition and
growth in the European Union (such as the impacts on employment and on income distribution).
Other types of impacts are considered to be minimal (such as environmental impacts).

Directorate-General for Taxation and Customs Union
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As already mentioned in section 2, the analysis of the policy options presented in this section is based
on a number of data and assumptions including medium growth and immediate take-up. For clarity of
the exposition, this section only presents the key sub-Option for Options 4, 5 and 6, i.e. the
application of place of supply rules with the common VAT threshold of EUR 10 000. The other sub-
options (i.e. VAT exemption with the common VAT threshold of EUR 5 000 are discussed in section
5), together with a sensitivity analysis of the results.

4.2.1 Structure of the Option
The Status Quo does not introduce any change with respect to the current framework. Therefore it
includes different frameworks:

Distance selling thresholds of 35 000 or 100 000 EUR for B2C cross-border sales of goods;
2015 place of supply rules for TBE services, and related simplification measures;
Small consignment exemption for imported goods below EUR 10-22.

The characteristics and impacts of these frameworks have been analysed in greater details in Lot 1
(distance selling threshold and small consignment exemption) and Lot 3 (2015 place of supply rules
for TBE services and MOSS) respectively.

4.2.2 Analysis of the impacts of Policy Option 1

Below we present the key findings from such analysis, which are discussed in greater detail in Lot 1
and Lot 3.

Impacts on businesses and Member States

Our analysis has suggested that the overall costs that business face when engaging in cross-border
B2C e-Commerce amount to almost EUR 4.166 billion, or about EUR 24 000 per company per
year®, or about (on average) EUR 8 000 for each Member State in which a company is VAT-
registered.

Two information obligations (I0s) emerge as critical for EU businesses engaged in cross-border B2C
e-Commerce, namely:

IO1 VAT registration; and
I06a: VAT declarations/returns.

Together these I0s represent about 85% of the compliance costs for businesses.

When considering only the costs for businesses providing cross-border TBE services, the costs that
businesses face when engaging in cross-border B2C e-Commerce amounts to about EUR 1.414
billion Costs however differ largely between those businesses that use simplification measures
accompanying the 2015 place of supply rules (e.g. the MOSS), and those that do not use them. For

% This is calculated by dividing by the number of companies engaged in cross-border e-Commerce; see section 3.2. of Lot 1
Final Report.
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the first group of businesses (‘in the MOSS’), costs amount to about EUR 2 172 per company per
year, or about (on average) EUR 430 per company for each Member State in which a company sells
TBE services. For the second group of businesses (‘outside the MOSS’), costs amount to amount to
about EUR 41 626 per company per year or about (on average) EUR 5 203 per company for each
Member State in which a company sells TBE services®. The different administrative burden estimated
for businesses engaged in cross-border B2C e-Commerce and for businesses supplying TBE
services (EUR 8 000 per company per Member State vs. EUR 5 203 per company per Member State)
can be explained by the different composition of the samples of businesses used to carry out the
estimates. The sample of businesses used to estimate the administrative burden of businesses
supplying TBE services cross-border included a larger share of small enterprises with respect to the
other sample (SMEs were estimated to sustain an administrative costs per company per Member
State of about EUR 5 000%).

Initial data coming from the MOSS system for the first two quarters of 2015 show that the overall
amount of VAT revenues during 2015 will be of about EUR 3 billion.

The amount of imported parcels below the EUR 10-22 threshold was estimated of 114.85 million in
2013*, corresponding to 144.07 million in 2015, under the medium growth scenario®. Similarly, the
corresponding amount of VAT foregone is estimated of EUR 652.91 million in 2015, under the
medium growth scenario®.

Impacts on competition and growth in the European Union

Our analysis has suggested that the current administrative burden associated with cross-border e-
Commerce constitutes a barrier to the growth of e-Commerce in the EU, with cross-border e-
Commerce especially likely to be adversely affected.

The analysis of the Optionl (Status Quo) points out also to the adverse effects of VAT foregone from
the small consignment exemption and of high level of non-compliance in cross-border distance sales
on competition.

The adverse effect of the small consignment exemption leads to an uneven playing field between EU
businesses and non-EU businesses as the VAT small consignment exemptions apply to import
from third countries, so that businesses from third countries can benefit from lower final prices.
Moreover, the current rules may also lead to a distortion of competition between non-EU
businesses as the thresholds of 10 EUR up to 22 EUR do not equally apply in all Member States and
as such the import conditions are not equal in all Member States. Available studies confirm such
adverse effects on competition, providing evidence for competitive distortions resulting from the small

» See the Final Report for Lot 3.

% See the Final Report for Lot 1.

* European Commission (2015), Assessment of the application and impact of the VAT exemption for importation of small
consignments, prepared by EY, accessed at
http://ec.europa.eu/taxation_Customs/resources/documents/common/publications/studies/Ivcr-study.pdf on June 12th 2015.

* This was estimated applying to the 2013 data the Cumulated Annual Growth Rate (CAGR) estimated under the low growth
gG% CAGR), medium growth (12% CAGR) and high growth (18%) scenarios elaborated under Lot 1.

® This was estimated applying to the data on volume of parcels under the different scenario an average value of EUR 20 plus
30% of transport costs, and applying to the corresponding value the EU VAT average rate of 22%.

Directorate-General for Taxation and Customs Union
2016


http://ec.europa.eu/taxation_customs/resources/documents/common/publications/studies/lvcr-study.pdf%20on%20June%2012th%202015

consignment exemption, leading to loss of VAT revenues for Member States as well as reports of
business closures, business relocations and booming fulfilment industries outside the EU.*

The application of the distance sales threshold leads to difficulty for tax authorities in monitoring the
distance selling threshold for lack of available information as well as to distortion of competition
between EU businesses (where businesses established in a country with a low VAT rate can apply
the VAT rate of that country up until the threshold set in the EU Member State of destination, while
businesses established in a Member State with a high VAT rate cannot benefit from the same
advantage).

The analysis suggests the following:

The current administrative burden may limit the size of the EU e-Commerce market by
between 0.3% and 0.7%; under the medium growth scenario, this represents between EUR
3.1 billion and EUR 5.2 billion of foregone online trade annually;

The current regime affects cross-border trade in particular, constraining the size of the
market by 1.2% - 2.6%; under the medium growth scenario, this represents foregone cross-
border online trade of between EUR 2.5 billion and EUR 4.2 billion annually.

The administrative burden may be associated with a mark-up on overall prices online of about 1.0%;
cross-border e-Commerce prices faced by consumers may be about 4.5% higher than they otherwise
would be.

Compliance

As a result of the assessment of compliance on B2C cross border supplies of goods, the following
conclusions were drawn:

Non-compliance is considered by tax authorities as a significant issue on both intra EU
distance sales and on B2C import of goods with a value of up to EUR 150, proven by active
EU level discussions and increasing attempts to collect more information on B2C cross border
sales and improve controls;

Tax authorities find it challenging to measure the level of compliance, given the administrative
costs involved;

Testing the compliance by mock purchases further confirmed the lack of VAT information
provided by suppliers on cross-border B2C supplies, which made it difficult to check the level
of compliance. However, the results seem to indicate a considerable level of hon-compliance.

Tax authorities have identified many types of non-compliance (including avoidance schemes), such
as:

Under-valuation and mis-labelling on imports and
Ignoring distance sales thresholds, use of ‘split supplies’, ‘parcel motel’ and rate shopping on
distance sales.

3 European Commission (2015), ‘Assessment of the application and impact of the VAT exemption for importation of small
consignments’, p. 71

48| Page



The main compliance measures applied by tax authorities to B2C cross-border supplies are the
general measures used also for other supplies:

Preventive measures;
General auditing and control procedures;
Sampling and risk profiling.

More recently, tax authorities have started to use technological tools, such as web trawling and data
analytics, and the collection of additional information from other businesses (e.g. account holders,
financial institutions or postal operators).

Tax authorities admit that the use of compliance measures is not sufficiently effective and there is
room for improvement, mainly by:

Better use of administrative cooperation between EU Member States and with non-EU
countries; and
Further development and use of technological tools.

The estimated VAT loss due to non-compliance on B2C cross-border sales, based on B2C total
cross-border online spend (as estimated in the study), general VAT gap and data provided by two
Member States, ranges from EUR 2.6 billion to EUR 3.8 billion, whilst the actual respective EU VAT
loss is likely to be closer to the upper end of the estimated range. Moreover, based on some relevant
information from some Member States® on systematic non-compliance on import, the EUR 3.8 billion
estimate on overall VAT foregone due to non-compliance can be considered as very conservative®.

Option 2 introduces two policy changes:

Removal of the distance selling thresholds of EUR 35 000 — 100 000; and
Removal of the VAT exemption for the importation of small consignments under the threshold
of EUR 10-22.

The two changes will be examined separately and the impacts compared with the Status Quo
(Section 4.3.3).

Under Option 2, both the distance selling threshold and the VAT exemption threshold for the
importation of small consignments are removed. Therefore, e-Commerce B2C cross-border
transactions are taxed for VAT purposes applying the destination principle from the first EUR, with
no exceptions or simplification measures. As a consequence, businesses have to register for VAT
purposes in all the Member States where they sell to. Cross-border transactions of TBE services
are taxed in the Member States of consumption and subject to related simplification measures such
as the MOSS.

% See recent information from UK (HMRC (2015), ‘VAT gap estimates)’ and from France (Sénat Commission des finances
52015), ‘Le E-Commerce: proposition pur une TVA payée a la source’
® A more detailed analysis is provided under Lot 1
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4.3.1 Removal of distance selling thresholds

Structure and aim

Under this Policy Option, the existing special distance sales thresholds will be removed i.e. all intra-
EU cross-border B2C sales of goods will be taxed in the MS of destination (at a VAT rate applicable in
that MS) notwithstanding the value of supply or the extent of sales by the supplier in that MS. The
Option does not implement any new simplification measures.

This Policy Option links directly with the following specific objectives:

Providing a level playing field for EU businesses involved in cross-border e-Commerce, as all
businesses selling goods and services in the same Member State of consumption will apply
the same VAT rate, and will not be able to benefit from a lower VAT rate in their home
country;

Facilitating the monitoring of compliance and the fight against fraud for Member States
authorities;

Ensuring that VAT revenues accrue to the Member States of the consumer, as the principle of
taxation at destination is applied with no exceptions.

This Policy Option relates only partially to the objective of minimising the burdens attached to cross-
border e-Commerce arising from different VAT regimes as it simplifies the regimes of selling
thresholds, but creates new administrative obligations for businesses.
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Process flow

The figure below provides an overview of the process flow related to this Policy Option.

Figure 5 - Process flow for Option 2, removal of distance sales threshold
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Roles and responsibilities of the stakeholders

Member States

Both Member States of Identification and Member States of Consumption do not have to maintain and
monitor the distance sales thresholds for businesses selling goods and services cross-border via e-
Commerce.

Businesses

This Option does not modify roles and responsibilities for non-EU businesses. However, it modifies
the process for EU businesses engaged in cross-border e-Commerce. Since these businesses cannot
benefit from distance selling thresholds, they must therefore register for VAT purposes, submit VAT
returns and pay VAT to all Member States they trade with. Specifically, a business selling and
dispatching goods and services to a customer in another MS has to:

Identify the status of the customer (taxable person or non-taxable person);

Charge VAT on the supply at the correct VAT rate of the MS of destination (incl. reduced rate
if applicable);

Register for VAT in the MS of destination;

Declare and pay VAT in MS of destination ;

Apply other relevant rules of the MS of destination — invoicing, chargeability, auditing etc.

There are no substantial differences in the roles and responsibilities depending on the size of the
business (as the same regime applies with no distinctions). However, as the change only applies to
goods, this Option impacts only businesses which trade goods or a combination of goods and
services.

Postal Operators and Couriers

This Option does not introduce any change in the role and responsibilities of postal operators and
couriers.

4.3.2 Removal of small consignment exemption

Structure and aim

Under this Option, the existing exemption of VAT applied for import of low value commercial
consignments under EUR 10-22 threshold would be removed. As a result, VAT would be applied at a
rate of the MS of import to all consignments notwithstanding their value up until EUR 150. The
Customs procedure applied would be the same as the current procedure for imports between small
consignment threshold and the EUR 150 Customs threshold. The Option does not entail new
simplification measures, however the existing Customs Options and simplifications will continue, as
well as any administrative simplifications.

The small consignment threshold would be removed for both B2B and B2C imports. However, for the
purposes of this study we will assess only the impact of the policy change to B2C commercial imports.

This Policy Option links directly with the following specific objectives:
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Providing a level playing field for EU businesses involved in cross-border e-Commerce, as it
removes the potential distortion between the EU and non-EU traders, where today the EU
traders need to apply VAT on intra-EU supplies, but non-EU traders can exempt the imports
of low value supplies;

Facilitating the fight against fraud for Member States’ authorities and ensuring that VAT
revenues accrue for the Member State of consumption, as it has the potential to reduce
avoidance of VAT by undervaluation and incorrect labelling of the goods (used to benefit from
the exemption), or split imports, which may have additional positive impact on Governments’
revenue.
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Process flow

The figure below provides an overview of the process flow related to this Policy Option.

Figure 6 - Process flow for Option 2, removal of small consignment exemption
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Roles and responsibilities of the stakeholders

Member States

The removal of the small consignment exemption leads to an increase in the volume of parcels to be
processed by Member States’ Customs authorities when first entered into the territory of the Customs
Union, as well as to an increase in the VAT revenues.

The responsibility for the Customs controls (and for the collection of import VAT) rests with the
Member State where the parcel is when first entered into the territory of the Customs Union, which
might not be the Member State where the consumer resides. In such cases, the VAT rate to be
applied will be that of the MSC, which will than benefit from an increase in VAT revenues.

This Option does not foresee additional simplification measures.
Businesses

This Option does not modify roles and responsibilities for EU businesses (unless they are involved in
direct B2C imports), as the small consignment exemption only concerns imports, and thus mostly
non-EU businesses engaged in B2C e-Commerce.

This Option has notable implications for non-EU businesses, as a part of their sales will become
subject to Customs procedures. This will lead to an increase in the price of their goods below the
value of the small consignment exemption (EUR 10-22), which will have to include the value of the
VAT.

Many large non-EU businesses have one or (often) more warehouses in the EU, and are registered
for VAT purposes in one or more EU Member States, therefore will not be largely affected by this
Policy Option. In fact, as emerged from our interviews, the business models of those enterprises
foresees the import of goods as B2B transactions, while the B2C transaction is intra-EU. Therefore,
we expect that small and medium-sized non-EU businesses will be the most negatively affected by
this Policy Option.

The Option affects only businesses that trade goods or a combination of goods and services since the
change introduced only applies to goods.

Postal Operators and Couriers

Postal operators and couriers will have to process a larger amount of parcels at Customs, with a
potential increase in the time required for the Customs procedures and thus an increase in delivery
time or resources needed.

4.3.3 Analysis of the impacts of Policy Option 2

Impacts on Member States

Expected impacts

The removal of the distance selling threshold and of the small consignment exemption is expected to
affect Member States in several ways:

VAT revenues: they are expected to increase as an effect of the removal of the small value
exemption (with the removal of the small consignment exemption, more goods are subject to
import VAT).

Directorate-General for Taxation and Customs Union
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Such additional revenues will benefit mostly the Member States of Consumption with respect
to the Status Quo. With the removal of the thresholds, intra-EU B2C cross-border e-
Commerce transactions and imports will be taxed at the VAT rate of the Member State of
Consumption from the first EUR.

VAT revenues from TBE services are not expected to change with respect to the Status Quo,
as Option 2 does not modify the framework for these services.

Volume of audits and Customs controls: As an effect of the removal of the distance selling
threshold, businesses will have VAT-related obligations (including registration, submission of
returns, etc.) with all the Member States where they have B2C cross-border e-Commerce
sales. This could potentially lead to a significant increase in the number of businesses
required to register for VAT.

At present, it is estimated that about one million micro-businesses may be engaged in cross-
border e-Commerce®. Were these businesses to register, the amount of potential audits
would increase by a factor of 5. However, for the vast majority of businesses the costs related
to such obligations would likely exceed the revenues from cross-border sales and/or the costs
of non-compliance, meaning that they are likely to cease trading cross-border or to fail to
register for VAT. Therefore the increase of the potential number of audits of EU businesses
will be limited.

Similarly, removal of the small value consignment exemption would lead to a notable increase
of the number of parcels to be processed at Customs (small value consignments are
estimated to amount to about 60% of the total volume of parcels)®, with need for additional
resources.

Results

VAT revenues from both intra-EU transactions and imports from third countries are likely to increase
with respect to the Status Quo, as an effect of the removal of distance selling threshold and of the
small value exemptions. Such increase is likely to be counterbalanced by the vast majority (about
90%) of micro-businesses either dropping cross-border markets or non being compliant, and an
overall increase of the non-compliance rate (estimated at 65%) due to the largest volumes of parcels
to be processes.

The table below presents the overview of the analysis.
Table 13 - Impact of Option 2 on VAT revenues for Member States

Intra-EU e-Commerce

VAT loss due to non-compliance (EUR billion) 4.278
VAT revenue (EUR billion) 2.303
Total volume of parcels below EUR 150 187 288 192
VAT loss due to non-compliance (EUR billion) 0.605

% See section 2.2
% See 12.European Commission (2015), Assessment of the application and impact of the VAT exemption for importation of
small consignments, Ibid.
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VAT revenue (EUR billion) 0.326

Source: Deloitte analysis

Impacts on businesses

Expected impacts

The removal of the distance selling threshold and of the small consignment exemption are expected
to affect EU and non-EU businesses, mainly increasing their administrative costs.

As an effect of the removal of the distance selling threshold, businesses will have VAT-related
obligations (including registration, submission of returns, etc.) with all the Member States where they
have B2C cross-border e-Commerce sales. This could potentially lead to a significant increase in the
number of businesses required to register for VAT.

While large enterprises are likely to be registered for VAT purposes in many Member States already,
small and medium-sized enterprises will be more affected by these obligations, as they might be
below the distance selling threshold in some of the Member States they have sales in. However
micro-businesses are expected to be the ones mostly affected by this measure, as they are the most
likely to have cross-border sales below the distance selling threshold.

As for many of the micro-businesses currently engaged in cross-border e-Commerce the costs related
to such obligations would likely exceed the revenues from cross-border sales and/or the costs of non-
compliance, they likely to cease trading cross-border or to fail to register for VAT*. Therefore the
increase in administrative costs will likely reduce the number of businesses active cross-border.

Finally, postal operators and couriers will have to pass through Customs a larger share of parcels,
with possible implications on their processing costs and on timing of the delivery.

Businesses active in TBE services are not expected to be affected with respect to the Status Quo, as
Option 2 does not modify the framework for these services.

Results

Our analysis estimates that the overall administrative costs for businesses active on cross-border
e-Commerce will amount to EUR 4.683billion, corresponding to EUR 23 600 (on average) per
company (EUR 23 598) and to about EUR 8 000 (EUR 7 863) per company per each Member State
they have sales in.

This represents an increase of about 12% with respect to the Status Quo, as an effect of the
additional VAT-related obligations deriving from the removal of the distance selling threshold. Such
figure has been estimated considering that only about 5% of micro-businesses currently active in
cross-border e-Commerce will be likely to comply (while the rest will be likely to cease trading cross-
border or to fail to register for VAT)®.

* See section 2.2.3
> See Annex 4, assumption 1 for more details.
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The number of businesses estimated to be engaged in cross-border e-Commerce is estimated to
increase to 137 856 businesses, mostly micro-businesses. However, this figure only includes the
small minority (estimated of about 5%) of micro-enterprises complying with the new VAT-related
obligations, as their turnover from cross-border e-Commerce transactions is higher than EUR 8 000,
i.e. the estimated administrative burden to comply with VAT -related obligations.

Businesses engaged in cross-border e-Commerce (including SMEs currently active in this area), are
likely to incur in costs to modify their internal systems and processes to comply with MSC VAT rules
(e.g. invoicing, chargeability, auditing).

Such additional costs will be (at least partially) compensated by lack of the internal costs related to
monitoring the distance selling threshold. Of course, as VAT related obligations differ greatly across
Member States, the overall legislative framework businesses will have to comply with will be more
complex than in the Status Quo.

The costs for businesses providing cross-border TBE services will not change with respect to the
Status Quo.

The removal of the small consignment exemption is likely to affect mostly small and medium-sized
enterprises from third countries. While large enterprises are more likely to have warehouses/be
registered for VAT purposes in EU Member States already, small and medium-sized enterprises are
more likely to be affected by these obligations (although the small consignment exemption is not
specifically benefitting small businesses).

Non-EU businesses will benefit from a clearer legislative framework legislative code applying
throughout the EU with respect to the Status Quo.

Finally, as mentioned earlier, postal operators and couriers are likely to pass through Customs a
larger share of parcels, with possible implications on processing costs and on timing of the delivery.
Processing costs are likely to increase, and to become closer to those of parcels between EUR 10-22
and EUR 150, that a recent study estimated of EUR 8.96 per parcel*.

The table below provides an overview of the volume of small consignment parcels, their
corresponding values and processing costs for operators.

Table 14 - Impact of Option 2 on small value consignments processing costs

Processing costs

Volume Value (EUR million) (operators) (EUR billion)

Medium growth 144 067 840.00 2 968 1.291

Source: Deloitte analysis

Impacts on the market for e-Commerce in the European Union

Expected impacts

The elimination of the distance selling thresholds and the removal of the small consignment
exemption are expected to affect the wider economy through multiple channels:

> European Commission (2015), Assessment of the application and impact of the VAT exemption for importation of small
consignments, ibid.
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Fixed administrative costs: removing the thresholds and requiring all businesses to register
in every Member State in which they make online states could potentially lead to a significant
increase in the number of businesses required to register for VAT.

In case of micro-businesses engaged in cross-border e-Commerce registered for VAT
purposes, the administrative burden estimated in the SCM would be expected to increase by
almost EUR 25 billion; this would mean that the administrative burden is more than twice the
value of cross-border e-Commerce sales for these micro-businesses. Given the magnitude of
the administrative burden relative to revenues for micro-businesses, it is estimated that only
about 10% of micro-businesses may register. Based on the SCM, this would imply an
increase in fixed administrative costs of 42%. Relative to total costs in the retail sector, this
represents an increase of about 0.2%. If this is passed on to consumers, this would be
expected to reduce demand for e-Commerce.

Variable administrative costs: removing the small consignments exemption on imports to
the EU is expected to increase the costs per transaction associated with VAT compliance.
Previous research indicates that this may increase the administrative costs per non-EU cross-
border transaction from EUR 2.34 to EUR 8.96 for small consignments42. The same study
suggests that about 60% of non-EU cross-border transactions are exempt under the existing
system. This would imply that the elimination of this exemption increases variable
administrative costs on non-EU online imports of about 170%, from about 5.5% of transaction
value to up to 15% of transaction value.

To the extent that these additional administrative costs are passed on to consumers, this will
raise prices and reduce demand for non-EU online imports. At the same time, online goods
from EU suppliers may become relatively cheaper, leading to consumers substituting towards
EU suppliers.

Average VAT rate on online imports: the removal of the small consignments exemption
means that the average VAT rate paid on imports will increase. While high levels of non-
compliance will tend to mitigate this effect, the average VAT rate may nonetheless increase
by up to 4.6%.

Supply of cross-border e-Commerce: as mentioned above, the increase in the
administrative burden facing micro-businesses may mean that some of them cease to trade
online cross-border, this would reduce the total size of the market.

Data from Eurostat indicates that micro-businesses contribute about 4.1% of total e-
Commerce sales in the EU. While it is not expected that all micro-businesses would cease
trading cross-border with the elimination of the thresholds, there may be significant market
exit. For instance, were 90% of micro-businesses to leave the market, the direct supply of
online goods to other EU markets may fall by 3.1%. However, this effect may be mitigated by
the fact that other businesses increase their sales in response; domestic online markets may
also benefit from increased supply.

2 European Commission, Assessment of the application and impact of the VAT exemption for importation of small
consignments, May 2015.
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This effect is inversely related to the effect of the fixed administrative costs: if more micro-
businesses leave the market or are non-compliant this reduces the administrative burden
(with a positive effect on the wider economy) but also reduces the volume of cross-border
trade and reduces tax revenues (leading to a negative impact).

The interactions between these channels and between the direct and indirect impacts will determine
the overall effects on prices and sales volumes in the EU e-Commerce market. These impacts are
estimated using a CGE model of the European Union. The results reported here are based on an
assumed growth rate of e-Commerce of 12%. Additional growth scenarios are reported in Section XX.

Results

The table below shows the resulting estimated impacts on the volume of e-Commerce in the EU, both
in percentage terms and absolute terms (millions of transactions). As can be seen from Table 15, the
elimination of the small consignments exemption and the VAT registration thresholds is expected to
negatively affect e-Commerce volumes in the EU. This effect is driven by the decrease in cross-
border transactions, while an increase in domestic e-Commerce may partially offset these effects.

Table 15 - Impact of Option 2 on EU e-Commerce volumes, 2020 (millions of transactions, %)

Estimated impact

Total e-Commerce -111
-0.4%
Cross-border e-Commerce -271
-4.6%
EU Cross-border e-Commerce -59
-1.6%
Non-EU Cross-border e-Commerce -212
-9.9%

Source: Deloitte analysis

This change in the total volumes of e-Commerce in the EU is accompanied by a change in prices, in
particular prices for goods and services purchased cross-border. This increase in prices is due to a
combination of increased administrative costs, which are expected to be directly reflected in prices,
and a reduction in the international supply of goods that will in turn reduce competitive pressure and
further increase prices.

Table 16 - Impact of Option 2 on EU e-Commerce prices, 2020

Estimated impact

Total e-Commerce 0.5%
Cross-border e-Commerce 2.6%
EU Cross-border e-Commerce 1.1%
Non-EU Cross-border e-Commerce 5.7%

Source: Deloitte analysis

The predicted impacts on different types of transaction are described in more detail below:

The removal of the small consignments exemption is expected to increase the
administrative costs associated with non-EU imports from about 5.5% of the transaction value
to up to 13%. At the same time, the fact that more imports will be subject to VAT will increase

60| Page



average prices by a further 4.6%. While competitive pressures mean that not all of this
increase in administrative costs is passed on to consumers, prices are nonetheless expected
to increase by up to 5.7%. This in turn drives a fall in the volume of non-EU online imports of
about 10% as consumers substitute towards domestic or EU suppliers, or to offline
purchases.

The removal of the exemption thresholds has a negative impact on EU cross-border e-
Commerce through two channels: it increases the number of businesses incurring
administrative costs, increasing the overall burden, and may cause some micro-businesses to
cease trading cross-border. The former channel may lead to a direct increase in prices, with
an increase in the administrative burden of 60% being associated with an increase in overall
labour costs of 0.6%. The increase in the administrative burden facing EU businesses is
therefore estimated to increase EU cross-border e-Commerce prices by up to 2.1%.

The second effect has a direct impact on cross-border e-Commerce volumes, with the market
expected to contract by up to 1.5% as a direct result of some smaller businesses leaving the
market. Combined with the impact of increased administrative costs, the EU cross-border e-
Commerce market is estimated to contract by about 1.6%

The negative impacts on cross-border e-Commerce are patrtially offset by increased demand
for domestic online goods. This occurs because domestic online purchases become relatively
less expensive than cross-border purchases (particularly from outside the EU) and because
businesses deterred from selling cross-border may instead increase their supply to their
domestic market. Nonetheless, the net effect on e-Commerce in the EU is estimated to be
negative.

As a consequence of these changes in the volumes and prices of e-Commerce, the value of cross-
border online trade is also expected to decrease, as shown below. These figures show that the impact
on the value of e-Commerce trade is generally less negative than the impact on e-Commerce
volumes. However, this is largely due to an increase in the prices faced by consumers, so should not
be interpreted as a mitigating factor.

Table 17 - Impact of Option 2 on the value of e-Commerce, 2020 (EUR billions, %)

Estimated impact

3.5
Total e-Commerce
0.3%
-1.7
Cross-border e-Commerce
-0.9%
0.5
EU Cross-border e-Commerce
0.3%
-2.2
Non-EU Cross-border e-Commerce
-4.2%

Source: Deloitte analysis

Along with these impacts on the e-Commerce market, the removal of the small consignment

exemption and the elimination of registration thresholds are also expected to have wider economic
impacts:
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Labour productivity is expected to decrease by up to 0.1% as the increased compliance
burden means that more workers are assigned to unproductive administrative tasks.
Employment in the retail sector is expected to fall slightly overall: while the increased
compliance burden means that more workers will be assigned to administrative tasks the
overall fall in e-Commerce values may decrease hiring for other tasks.

The removal of the small consignment exemption will increase the prices of online imports
and reduce demand for these goods and services, suggesting a competitive advantage for
EU businesses. However, it is expected to be domestic firms rather than businesses in other
Member States that benefit most from this.

Impacts on compliance

Removal of distance sales threshold

The removal of distance sales threshold simplifies the VAT system by removing the specific rules,
which according to the insights from tax authorities is expected to facilitate and therefore improve the
compliance control by tax authorities. This is specifically expected to reduce the large scale organised
avoidance and fraud on distance sales.

However, as the change increases significantly the compliance burden for businesses currently
trading below the threshold (although partly mitigated by the decreased burden from removal of the
need to monitor thresholds), it is likely to increase the level of non-compliance amongst the
businesses with limited cross border trade, who may decide to take a risk and continue declaring the
sales as part of domestic supplies. The risk of non-compliance may be bigger amongst the group of
traders currently not registered for domestic VAT. As above, such an increase may be partly mitigated
by more efficient compliance controls, including cross-border administrative cooperation on controls.

Removal of small consignment exemption

The removal of small consignment exemption simplifies the VAT system and should reduce non-
compliance (including fraud), as a result of more efficient compliance controls (e.g. by reviewed risk
assessment).

The change may also improve compliance due to a ‘forced’ change in trading practices of non-
compliant non-EU traders. If they have currently used false declaration to avoid paying any VAT, now
they would need to start paying (at least some) VAT (or arrange the VAT to be paid) in order to
continue trading.

An evidence on the high level of non-compliance where small consignment exemption cannot be
applied can be found from a recent French Senate report (France does not apply small consignment
exemption to mail orders).” Therefore the level of non-compliance is expected to increase in this
Option and in calculations 65% of VAT foregone due to non-compliance is used (compared to 50% in
Option 1).

“ gsénat Commission des finances (2015), Le E-Commerce: propositon pur une TVA payée a la source.
http://lwww.senat.fr/fileadmin/Fichiers/Images/redaction_multimedia/2015/2015-Documents_pdf/20150917_e_commerce.pdf
consulted on 18 December 2015
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4.3.4 Key findings

Option 2 removes both the distance selling thresholds of EUR 35 000 — 100 000 and the VAT
exemption for the importation of small consignments under the threshold of EUR 10-22. This Option
adversely affects Member States of Identification and Member States of Consumption, as well as EU
and non-EU businesses.

Impacts on Member States

The table below summarises the key impacts on Member States’ VAT revenues.

Table 18 - Overview of Member States’ VAT revenues for Option 2

Member States VAT revenues (EUR billion)

VAT revenues (EU cross-border trade) 2.303

VAT revenues (imports from third countries) 0.325

Source: Deloitte analysis

VAT revenue for Member States are expected to increase as an effect of the removal of the small
value consignment exemption, with a redistribution of the (relatively small amount of) VAT deriving
from the removal of the distance selling threshold. The increase is estimated to be of about 18% with
respect to the (estimated) VAT loss from the small value consignment exemption in 2013.

Impacts on businesses

The table below summarises the key impacts on the administrative burden on businesses.

Table 19 - Overview of administrative costs for Option 2

Businesses

Total (EUR billion) 3.246 1.437 4.683
2172 (MOSS | 2 172 (MOSS-registered)

per company (EU 23 589 registered) 23 589 (goods)
businesses) (EUR) 41 626 (non registered 41 626 (non registered
for MOSS) for MOSS

434 (MOSS 434 (MOSS-registered)

per company per Member 7 863 registered) 7 863 (goods)
State (EUR) 5203 (non registered | 5 203 (non registered for
for MOSS) MOSS)

10 604 (MOSS

. registered)
No of companies 137 586 . 137 586
33 969 (non registered

for MOSS)

Source: Deloitte analysis

In comparison with the Status Quo, this Option represents an increase of about 12% of the burden on
businesses with respect to the administrative costs to businesses, as a result of the removal of the
threshold. Only a small minority of micro-enterprises (estimated of about 5%) will be likely to comply
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with the new obligations, while the rest will be likely to cease trading cross-border or to fail to register
for VAT.

VAT revenue for Member States are expected to increase as an effect of the removal of the small
value consignment exemption, with a redistribution of the (relatively small amount of) VAT deriving
from the removal of the distance selling threshold.

Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the key economic impacts assessed for this Option

Table 20 - Overview of economic impacts for Option 2

Cross-border e- EU cross-border e- Non-EU cross-
Total e-Commerce
Commerce Commerce
Millions of 111 271 .59 212
transactions
% -0.4% -4.6% -1.6% -9.9%
% 0.5% 2.6% 1.1% 5.7%
EUR billions 3.5 -1.7 0.5 -0.3
% 0.3% -0.9% 0.3% -4.2%

Source: Deloitte analysis

At a broader economic level, there is likely to be a negative impact on cross-border e-Commerce
because the average price of imports will increase leading to a fall in the volume of transactions and
the removal of thresholds may lead to smaller firms exiting the market.

Impacts on compliance

With regard to compliance, the removal of distance sales threshold simplifies the VAT system is
expected to facilitate the compliance control by tax authorities and reduce the VAT fraud on distance
sales. However, the increase in the administrative burden is still likely to increase the level of non-
compliance amongst the businesses currently benefitting from the threshold, who may decide to take
a risk and continue declaring the sales as part of domestic supplies. The risk of non-compliance may
be even bigger amongst the group of traders currently not registered for domestic VAT.

The removal of small consignment exemption simplifies the VAT system and should enable slightly
more efficient compliance controls (e.g. by reviewed risk assessment). However, as the volume of
parcels subject to VAT increases, there is higher motivation for non-EU suppliers to undervalue and
mislabel the parcels to reduce their VAT cost. An evidence on the high level of non-compliance where
small consignment exemption cannot be applied can be found from a recent French Senate report
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(France does not apply small consignment exemption to mail orders).* Therefore the level of non-
compliance is expected to increase in this Option and in calculations 65% of VAT foregone due to
non-compliance is used (compared to 50% in Option 1)

* sénat Commission des finances (2015), Le E-Commerce: propositon pur une TVA payée a la source.

http://lwww.senat.fr/fileadmin/Fichiers/Images/redaction_multimedia/2015/2015-Documents_pdf/20150917_e_commerce.pdf
consulted on 18 December 2015
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Option 3 builds on Option 2, it removes the existing small consignment exemption and distance selling
thresholds, but introduces a new type of cross-border threshold, aimed to provide a simplification to
businesses having incidental or low value cross border sales (mainly smallest businesses).

Under Option 3, both the distance selling threshold and the VAT exemption for the importation of
small consignments are removed and the supplies of goods are generally taxed in the Member
State of destination. To simplify the legislative framework for businesses, this Option introduces a
common VAT threshold for the cross border supplies of goods and services of business (set at
EUR 5 000 and 10 000). Supplies below the threshold can either be treated under domestic rules
(alternative 1) or being exempt from VAT (alternative 2). Cross-border transactions of TBE services
are taxed in the Member States of consumption and subject to related simplification measures such
as the MOSS. This Option does not introduce any additional changes related to imports.

In this section, we only present the results of the qualitative analysis with the use of domestic rules or
VAT exemption for supplies below the common VAT threshold. The sub-Option introducing a VAT
exemption is analysed in more detail in section 5. Both values of the thresholds (EUR 5 000 and EUR
10 000) are considered.

4.4.1 Structure and aim

Under this Option, the existing small consignment thresholds and distance selling thresholds are
removed. A new threshold is introduced, applicable to businesses established in the EU. The
application of this threshold is Optional for businesses.

The optional threshold is based on the businesses total amount of annual B2C cross-border sales of
goods and services, and it provides an exemption to the cross-border supplies below threshold to
suppliers who are not registered for VAT in the MS of establishment. The threshold applies in parallel
to the domestic VAT registration threshold, but it does not apply to imports and exports or B2B sales.

Two levels of the cross-border B2C threshold are assessed in the study: EUR 5000 and EUR 10 000.

As this Policy Option directly aims to reducing the administrative burden for smallest businesses,
which could discourage them to extend their business beyond the country of establishment, it is
directly linked with the following specific objective:

Minimising burdens attached to cross-border e-Commerce arising from different VAT
regimes.

“® This threshold cannot be sector specific but the main beneficiaries will be small e-Commerce start-ups
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This Option and its related specific objective directly link to the Digital Single Market Strategy, and its
objective of reducing VAT related burdens and obstacles when selling across borders®.

Two alternatives are considered for the common VAT threshold, with different implications in terms of
VAT treatment of cross-border e-Commerce B2C sales below the value of EUR 5000 and EUR 10
000, namely:

Application of domestic VAT rules for cross-border B2C sales below the value of the
threshold;
Exemption from VAT for cross-border B2C sales below the value of the threshold.

The first alternative (application of domestic rules) is relatively simple to implement, as cross-border
supplies can be declared for VAT purposes together with domestic supplies, and businesses can
deduct inputs VAT directly (provided the business is domestically registered for VAT). On the other
hand, under this alternative VAT rate is changed on supplies, which may influence pricing. However,
this effect is reduced by the right for businesses to deduct input VAT. If business is not liable for VAT
on their domestic supplies (as they trade below the domestic threshold), they can extend that
domestic exemption also to their cross-border supplies.

The second alternative (exemption from VAT of cross-border supplies below the common VAT
exemption threshold) is more complex to implement, as cross-border supplies need to be declared
separately (if business is domestically VAT registered), and businesses cannot deduct input VAT.
Conversely, the absence of VAT on outputs may lead to lower consumers’ prices, even though this
benefit is reduced by non-deductible VAT costs.

First alternative: application of domestic VAT for sales below the threshold.

Under this alternative, businesses will apply domestic rules to B2C cross-border e-Commerce
transactions below the threshold (which is set at EUR 5 000 and EUR 10 000 respectively for the
purpose of this study). As a consequence, the businesses below the domestic VAT registration
threshold will continue to be exempt from VAT, however VAT registered businesses will declare and
tax the cross-border supplies together with their domestic supplies applying the domestic VAT rate.

This mechanism will introduce an entirely new threshold for cross-border B2C services. Within the
current framework for TBE services (i.e. place of supply rules and MOSS as an accompanying
simplification measures, with no exemption threshold), this Option introduces a possibility to revert
back to domestic rules (without the use of MOSS) in case of limited cross-border sales, however it
introduces an additional burden for those businesses, as they have to monitor the threshold.

This alternative is relatively simple to implement, as cross-border supplies can be declared for VAT
purposes together with domestic supplies, and businesses can deduct inputs VAT directly. On the
other hand, under this alternative VAT rate is changed on supplies, which may influence pricing.
However, this effect is reduced by the right for businesses to deduct input VAT.

6 See: http://ec.europa.eu/priorities/digital-single-market/docs/dsm-communication_en.pdf
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Process flow

The figure below provides an overview of the process flow related to the alternative (i) for this Policy Option.

Figure 7 - Process flow for Option 3, common VAT threshold, alternative (i)

EU consumer

Cross-border Registered for VAT
threshold exceeded? in MS of arrival?

Identify the type of

client (be sure that Identify the MS of
itisaB2C arrival
transaction)

Identify the
appropriate VAT
rate of MS of arrival

Report and pay the
appropriate VAT
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Register for VAT in

MS of arrival

Apply VAT rate MS
of dispatch of the
goods

Postgl operator / Shipment
courier

Tax authority MS Charge and Controls and
of destination collect VAT audits

Tax authority MS Charge and Controls and
of dispatch collect VAT audits

Source: Deloitte analysis
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Second alternative: application of exemption for cross-border sales below the
threshold.

Under this alternative, businesses are exempt from VAT for B2C e-Commerce cross-border sales
below the exemption threshold (which is set at EUR 5000 and EUR 10 000 respectively for the
purpose of this study). This exemption applies notwithstanding whether the business is VAT
registered for their domestic supplies or not.

This mechanism will introduce an entirely new exemption threshold for cross-border B2C services.
Within the current framework for TBE services (i.e. place of supply rules and MOSS as an
accompanying simplification measures, with no exemption threshold), this Option introduces a
simplification to businesses with limited cross-border sales as they are not required to register and
declare VAT in other Member States, however the impact of this simplification is reduced by the new
burden of having to monitor the threshold.

This alternative is more complex to implement, as when VAT registered, the cross-border supplies
need to be declared separately, and businesses cannot deduct input VAT directly linked to these
supplies. Conversely, the absence of VAT on outputs may lead to lower consumers’ prices, even
though this benefit is reduced by non-deductible input VAT costs.
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Process flow

The figure below provides an overview of the process flow related to the alternative (ii) for this Policy Option.

Figure 8 - Process flow for Option 3, common VAT threshold, alternative (ii)
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4.4.2 Roles and responsibilities of the stakeholders

Member States

Monitoring the new threshold is the responsibility of businesses. However, Member States are
responsible for controlling and auditing the compliance with the threshold as part of their general
control procedures.

Businesses

This Option is not mandatory and so businesses may still apply the general rules to sales below the
threshold. However, the changes have the ability to particularly impact micro-businesses and e-
Commerce start-ups since they are likely to have limited cross-border sales and could benefit from
the exemption. If applying this Option, EU businesses need to:

Monitor and keep records on their cross-border B2C sales of goods and services;
Closely monitor the threshold, which requires:

Checking whether the supply is a cross border supply of goods or services for the
purposes of the threshold (e.g. goods dispatched to a customer in another MS or
services supplied remotely to a customer residing in another MS), using customer
declared residence as a basis (a simplification);

Identifying the status of the customer (taxable person or non-taxable person), based on
customer declaration;

Declare cross- border sales together with their domestic taxable supplies in the local VAT
return (no additional burden), if VAT registered.

Essentially, this new threshold acts as an exemption from VAT to these businesses that are not
registered and do not pay VAT and in case of first alternative also to those businesses that are
registered and pay VAT domestically. In case of second alternative, they can declare and pay this
amount as domestic VAT, although it refers to cross-border sales). As mentioned above, cross-border
supplies below the threshold (for monitoring the threshold) will be identified in a simplified way, based
on the residence declared by the customer.

Businesses exceeding the threshold (or opting out) need to:

Identify the status of the customer (taxable person or non-taxable person);

Identify the residence of the customer, based on two pieces of evidence®;

Charge VAT on the supply at the correct VAT rate of the MS of destination (incl. reduced rate
if applicable);

Register for VAT in the MS of destination;

Declare and pay VAT in MS of destination;

Apply other relevant rules of the MS of destination — invoicing, chargeability, auditing etc.

Medium-sized and large businesses (especially active in e-Commerce) should not be affected by this
Option, as they are generally expected to be above the threshold.

“" This being an extension of the current requirements for e-services.
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There are no differences in the roles and responsibilities depending on whether businesses trade
goods, services or a combination of the two, as the threshold applies to all cross-border supplies.

This Option does not modify roles and responsibilities for non-EU businesses.
Postal Operators and Couriers

This Option does not introduce any change in the role and responsibilities of postal operators and
couriers.

4.4.3 Analysis of the impacts of Policy Option 3

Impacts on Member States

Impacts on VAT revenues

Introducing a common VAT threshold of either EUR 5 000 or EUR 10 000 of EU cross-border sales
below which businesses engaging in cross-border online trade are not required to register for VAT-
related obligations in other Member States would partially reduce the effects of Option 2.

The introduction of a common VAT threshold for B2C cross-border e-commerce sales is expected to
affect Member States in several ways:

VAT revenue: revenue is in overall terms expected to increase as an effect of the
combination of the removal of the distance selling threshold and of the small value exemption,
partially counter-balanced by the new common VAT threshold.

Such additional revenues will benefit mostly the Member States of Consumption with respect
to the Status Quo, as the volume of e-Commerce cross-border transactions to be taxed at the
VAT rate of the Member State of Consumption will increase (though the size of such increase
will likely depend on the level of the threshold — EUR 5 000 or EUR 10 000).

The distribution of the VAT revenues from cross-border e-Commerce transactions between
Member States of Consumption and Member States of Identification will depend on the level
of the threshold, as well as on the rules to be applied for transactions below the thresholds. If
domestic rules apply (under alternative 1), Member States of Identification will benefit from
the VAT revenues from intra-EU cross-border sales. Under alternative 2, cross-border sales
under the common EU VAT threshold are exempt from VAT, therefore resulting in a loss of
revenue, which may be even bigger if the exemption is applied with the right of input VAT
deduction (however, the technical details of how the exemption could work have not been
defined yet).

Under this Option, B2C cross-border e-Commerce imports from third countries will be taxed at
the VAT rate of the Member State of Consumption from the first EUR.

VAT revenues from TBE services are not expected to change significantly with respect to the
Status Quo, as Option 3 is not expected to impact much the use of the MOSS systems for
those businesses already registered to it. These businesses could have a right to opt out from
MOSS, but considering the low level of threshold, it would be a practical choice only for the
smallest businesses with no significant growth perspective (at least in short term). Therefore,
such threshold is mostly likely to support new businesses such as start-ups, which will be able
to test the potential of cross-border markets without incurring in costs for VAT-related
obligations before having to register.
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Volume of audits and Customs controls: As an effect of the removal of existing thresholds
on import and distance sales, counterbalanced by the introduction of the common VAT
threshold, businesses will have VAT-related obligations (including registration, submission of
returns, etc.) with all the Member States where they have B2C cross-border e-Commerce
sales above the new cumulative threshold. This would still potentially lead to an increase in
the number of businesses required to register for VAT.

At present, it is estimated that about one million micro-businesses may be engaged in cross-
border e-Commerce. Micro-businesses are estimated to obtain about 2% of their revenues
from e-Commerce in general, and an even smaller fraction from cross-border e-Commerce.
Therefore, the overwhelming majority of micro-businesses engaged in cross-border B2C e-
Commerce will likely to be below the common EU VAT exemption threshold. Therefore the
increase of the potential number of audits of EU businesses will be limited.

As for Option 2, the removal of the small value consignment exemption would lead to a
notable increase of the number of parcels to be processed at Customs (small value
consignments are estimated to amount to about 70% of the total volume of parcels®), with
need for additional resources.

Results: common VAT threshold of EUR 5 000

VAT revenues from intra-EU transactions are likely to increase with respect to the Status Quo, as an
effect of the removal of distance selling threshold and of the small value exemptions., even if a large
share of micro-businesses (about 90%) is likely to be below the threshold, and a notable share of
micro-businesses with turnover from cross-border e-Commerce between the common VAT threshold
(EUR 5 000) and the compliance cost per Member State (EUR 800) is also estimated to be non-
compliant or cease cross-border trade With regard to the VAT revenues from imports, Option 3 does
not introduce any change with respect to Option 2. Even in this case, the non-compliance rate is
estimated higher than under the status quo, at 65% (same as under Option 2).

Table 21 - Impact of Option 3 on VAT revenues for Member States (threshold at EUR 5 000)

Intra-EU e-Commerce

VAT revenue below the threshold (EUR billion) (MSI revenue) 0.360
VAT loss due to non-compliance (EUR billion) 5.877
VAT revenue (EUR billion) 3.164
Total volume of parcels below EUR 150 187 288 192
VAT loss due to non-compliance (EUR billion) 0.605
VAT revenue (EUR billion) 0.326

Source: Deloitte analysis

8 See European Commission (2015), ibid.
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Results: common VAT threshold of EUR 10 000

When the common VAT threshold is set at EUR 10 000, the impacts on the overall VAT revenues for
Member States are minimal, even if a larger share of micro-businesses (estimated of about 97%) is
likely to be below the threshold. With regard to the VAT revenues from imports, Option 3 does not
introduce any change with respect to Option 2. Even in this case, the non-compliance rate is
estimated higher than under the status quo, at 65% (same as under Option 2).

Table 22 - Impact of Option 3 on VAT revenues for Member States (threshold at EUR 10 00)

Intra-EU e-Commerce

VAT revenue below the threshold (EUR billion) (MSI revenue) 0.380
VAT loss due to non-compliance (EUR billion) 5.851
VAT revenue (EUR billion) 3.150
Total volume of parcels below EUR 150 187 288 192
VAT loss due to non-compliance (EUR billion) 0.605
VAT revenue (EUR billion) 0.326

Source: Deloitte analysis

Impacts on businesses

Expected impacts

Introducing a common VAT threshold of either EUR 5 000 or EUR 10 000 of EU cross-border sales
below which businesses engaging in cross-border online trade are not required to register for VAT-
related obligations in other Member States would partially reduce the effects of Option 2.

The introduction of the common VAT threshold is expected to affect the administrative costs for EU
businesses.

As an effect of the removal of the distance selling threshold, businesses will have VAT-related
obligations (including registration, submission of returns, etc.) with all the Member States where they
have B2C cross-border e-Commerce sales, which are likely to increase their administrative costs. The
common VAT threshold mitigates such adverse effects.

While large enterprises are likely to be registered for VAT purposes in many Member States already,
small and medium-sized enterprises will be more affected by these obligations. As discussed
previously, micro-businesses are expected to be the ones most likely to be affected by this measure,
as they are the most likely to have cross-border sales below the distance selling threshold, that would
then benefit mostly from the common VAT threshold.

At present, it is estimated that about one million micro-businesses may be engaged in cross-border e-
Commerce. Micro-businesses are estimated to obtain about 2% of their revenues from e-Commerce
in general, and an even smaller fraction from cross-border e-Commerce. Therefore, the overwhelming
majority of micro-businesses engaged in cross-border B2C e-Commerce will likely to be below the
common EU VAT exemption threshold. Depending on the value of the common VAT threshold, the
percentage of micro-businesses below its value (and thus benefiting from the common VAT threshold)
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are estimated at about 90% of the total (with the threshold set at EUR 5 000) and of 97% of the total
(with the threshold set at EUR 10 000) respectively.

For those businesses above the common VAT threshold, the costs deriving from VAT-related
obligations are estimated similar to those estimated under Lot 1, and thus to the costs incurred by
those businesses above the distance selling threshold under the Status Quo.

Businesses active in TBE services are not expected to be significantly affected with respect to the
Status Quo, although Option 3 common VAT threshold does apply also to these services. These
businesses could have a right to opt out from MOSS, but considering the low level of threshold, it
would be a practical choice only for the smallest businesses with no significant growth perspective (at
least in short term).

As in Option 2, the removal of the small consignment exemption (which is also part of Option 3) is
likely to affect mostly small and medium-sized enterprises from third countries. While large enterprises
are more likely to have warehouses/be registered for VAT purposes in EU Member States already,
small and medium-sized enterprises are more likely to be affected by these obligations (although the
small consignment exemption is not specifically benefitting small businesses).

Finally, Postal operators and couriers will have to pass through Customs a larger share of parcels,
with possible implications on their processing costs and on timing of the delivery with respect to the
status quo (same as under Option 2).

Results: common VAT exemption threshold of EUR 5 000

Our analysis estimates that with a common EU VAT exemption threshold of EUR 5 000 the overall
administrative costs for businesses active on cross-border e-Commerce of goods will amount to
about EUR 4.554 billion. This figure represents an increase of 9%% with respect to the Status Quo.

Costs however will likely differ largely between those businesses that benefit from the common VAT
threshold, and those whose EU cross-border sales are above the common VAT exemption threshold.

When the common VAT threshold is set at EUR 5 000, businesses benefiting from it (in our estimates,
90% of micro-businesses active in B2C cross-border e-Commerce, or about 398 200 businesses) are
not likely to encounter additional administrative costs for VAT -related obligations, as the cross-border
sales will be subject to domestic rules (alternative 1) or exempt (alternative?).

With the common VAT threshold set at EUR 5 000, administrative costs for businesses with cross-
border sales above the threshold are estimated to amount to about EUR 23 600 per company per
year or about (on average) EUR 8 000 per company for each Member State they sell cross-border.

Such figure has been estimated considering that all micro-businesses above the common VAT
threshold will comply with the VAT-related obligations and thus incur in the related costs. However,
data on the distribution of micro-businesses by turnover suggests that almost 7% of micro-businesses
that trade cross-border online may have sales to a particular Member State of between EUR 5 000
and EUR 8 000, meaning that they are liable to register for VAT but the costs of doing so exceed their
sales in the market. On the assumption that about 50% of these businesses leave the market (or not
comply), about 5% of micro-businesses, or 4% of total businesses, would cease to trade online cross-
border, representing almost 1% of cross-border e-Commerce turnover.

Directorate-General for Taxation and Customs Union
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Therefore such Option leads still to a worsening of the situation with respect to the Status Quo with
regard to the administrative burden businesses engaged in cross-border e-Commerce have to
sustain, the share of such businesses that will remain in cross-border online trading, as well as on the
overall turnover deriving from cross-border e-Commerce.

The number of businesses engaged in cross-border e-Commerce is estimated to increase to about
557 908, mostly micro-businesses. Micro-enterprises below the common VAT threshold of EUR 5 000
are estimated to be about 398 200. Under the assumption that only half of the micro-businesses
between EUR 5 000 and 8 000 will be compliant, companies above the common VAT threshold are
estimated to be about 131 525 (of which 16 061 micro-enterprises above the common VAT threshold
and compliant with the VAT-related provisions).

Businesses engaged in cross-border e-Commerce (including SMEs currently active in this area), are
likely to incur in costs to modify their internal systems and processes to comply with Member State of
consumption VAT rules (e.g. invoicing, chargeability, auditing).

In addition, businesses below the threshold would incur in costs related to monitoring the common
VAT threshold.

The costs for businesses providing cross-border TBE services will not change with respect to the
Status Quo.

As for Option 2, the removal of the small consignment exemption is likely to affect mostly small and
medium-sized enterprises from third countries. While large enterprises are more likely to have
warehouses/be registered for VAT purposes in EU Member States already, small and medium-sized
enterprises are more likely to be affected by these obligations (although the small consignment
exemption is not specifically benefitting small businesses).

Non-EU businesses will benefit from a clearer legislative framework legislative code applying
throughout the EU with respect to the Status Quo.

Finally, as mentioned earlier, postal operators and couriers are likely to pass through Customs a
larger share of parcels, with possible implications on processing costs and on timing of the delivery.
Processing costs are likely to increase, and to become closer to those of parcels between EUR 10-22
and EUR 150, that a recent study estimated of EUR 8.96 per parcel®.

The table below provides an overview of the volume of small consignment parcels, their
corresponding values and processing costs for operators under the different e-Commerce growth
scenarios.

Table 23 - Impact of Option 3 on small value consignments processing costs

Processing costs

Volume Value (EUR million) (operators) (EUR billion)

Medium growth 144 067 840.00 2 968 1.291

Source: Deloitte analysis

“ European Commission (2015), Assessment of the application and impact of the VAT exemption for importation of small
consignments, ibid.

76|Page



Results: common VAT threshold of EUR 10 000

Our analysis estimates that with a common EU VAT exemption threshold of EUR 10 000 overall
administrative costs for businesses active on cross-border e-Commerce with will amount to EUR
4.451. This figure represents an increase of 7% with respect to the Status Quo for goods.

Costs however will likely differ largely between those businesses that benefit from the common EU
VAT threshold, and those whose EU cross-border sales are above the common EU VAT exemption
threshold.

When the common EU VAT exemption threshold is set at EUR 10 000, businesses benefiting from it
(in our estimates, 97% of micro-businesses active in B2C cross-border e-Commerce, or about
429 171 businesses) are not likely to encounter additional administrative costs for VAT-related
obligations, as the cross-border sales will be subject to domestic rules.

With the common EU VAT exemption threshold set at EUR 10 000, administrative costs for
businesses with cross-border sales above the threshold are estimated to amount to about EUR
23 600 per company per year or about (on average) 7 863 EUR per company for each Member State
they sell cross-border.

Such figure has been estimated considering that all micro-businesses above the common EU VAT
exemption threshold will comply with the VAT-related obligations and thus incur in the related costs,
as their turnover from cross-border e-Commerce sales exceeds the compliance costs per Member
State..

In this case, the registration threshold of EUR 10 000 exceeds the average administrative cost
associated with registration (which has been estimated of about EUR 7 865). While there will be some
variation in the administrative costs faced by firms and in the profitability of cross-border trade, there
is less likely to be significant exit from the market (although some businesses may aim to reduce their
sales in certain markets or increase sales in others).

The number of businesses engaged in cross-border e-Commerce is estimated to increase to about
557 908, mostly micro-businesses. Micro-enterprises below the common EU VAT exemption
threshold of EUR 10 000 are estimated to be about 429 171. Companies above such threshold are
estimated to be about 129 737 (of which 13 273 micro-enterprises).

As for the common EU VAT exemption threshold of EUR 5 000, businesses engaged in cross-border
e-Commerce (including SMEs currently active in this area), are likely to incur in costs to modify their
internal systems and processes to comply with MSC VAT rules (e.g. invoicing, chargeability, auditing),
with respect to the Status Quo.

In addition, businesses below the threshold would incur in costs related to monitoring the common EU
VAT exemption threshold.

Non-EU businesses will benefit from a clearer legislative framework legislative code applying
throughout the EU with respect to the Status Quo.

Finally, as mentioned earlier, postal operators and couriers are likely to pass through Customs a
larger share of parcels, with possible implications on processing costs and on timing of the delivery.
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Processing costs are likely to increase, and to become closer to those of parcels between EUR 10-22
and EUR 150, that a recent study estimated of EUR 8.96 per parcel™.

Table 23 in the previous sub-section provides an overview of the volume of small consignment
parcels and, their corresponding values and processing costs for operators.

Impacts on the market for e-Commerce in the European Union

Expected impacts

Introducing EU-wide common VAT thresholds of either EUR 5 000 or EUR 10 000 at which
businesses engaging in cross-border online trade are required to register could mitigate the negative
impacts associated with Option 2.

Fixed administrative costs: although the number of businesses required to register for VAT
would increase relative to the status quo, compared to Option 2 the introduction of registration
thresholds may reduce the overall administrative burden. As with Option 2, this would depend
on whether microbusinesses with sales above the registration threshold choose to register or
not (i.e. not comply or exit the market).

As the SCM analysis shows, were all businesses with sales over the registration threshold of
EUR 5 000 to register, the overall administrative burden associated with online trade in goods
would increase by about 15% relative to Option 2, or by 63% relative to the status quo.
However, since the registration threshold remains lower than the estimated administrative
burden, some non-compliance or market exit would be expected in this case.

In contrast, the registration threshold of EUR 10 000 exceeds the estimated cost associated
with VAT compliance and therefore businesses will have less of an incentive not to comply.
Moreover, some businesses that registered under Option 2 would now be exempt, reducing
the overall administrative burden.

To the extent that these administrative costs are passed on to consumers through changes in
prices, a decrease in the administrative burden would be expected to stimulate online trade.

Variable administrative costs: this effect would be the same as under Option 2, with the
removal of the small consignments exemption on imports increasing the variable costs
associated with non-EU cross-border e-Commerce. As in that case, this would be expected to
reduce demand for non-EU exports, but EU businesses may benefit as their goods become
relatively less expensive. Likewise, the effect on average VAT rates is the same as under
Option 2.

Supply of cross-border e-Commerce: the introduction of an EU-wide common VAT
threshold would enable the smallest micro-businesses to continue to engage in cross-border
online trade without incurring large administrative costs. Such firms therefore would no longer
have an incentive to exit the market, mitigating any adverse impacts on the supply of e-
Commerce.

0 European Commission (2015), Assessment of the application and impact of the VAT exemption for importation of small
consignments, ibid.
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However, there may still be businesses for which the costs of compliance exceed the value of
trading cross-border. Of the 15% of micro-businesses that are estimated to be required to
register if the threshold is set at EUR 5 000 (and which contribute about 0.6% of total cross-
border e-Commerce revenues), a significant proportion may be better off leaving the market
or being non-compliant than incurring administrative costs of almost EUR 8 000. Therefore
some market exit or non-compliance is expected. Increasing the threshold to EUR 10 000 will
mitigate this effect.

This reduction in the supply of cross-border e-Commerce would tend to increase prices in this market
and reduce consumption, although the effect may be offset by increases in supply from other firms.
The increase in domestic supply may also support growth in this market

Results: common VAT threshold of EUR 5 000

Figure 12 shows the resulting estimated impacts on the volume of e-Commerce in the EU, both in
percentage terms and absolute terms (millions of transactions). As these figures show, Option 3 (with
a EUR 5,000 threshold) is expected to have a negative impact on e-Commerce volumes relative to
the status quo. However, by reducing the likelihood of smaller businesses being deterred from trading
cross-border due to the administrative burden it substantially mitigates the negative impacts on cross-
border e-Commerce associated with Option 2.

Table 24 - Impact of Option 3 (threshold of EUR 5 000) on EU e-Commerce volumes, 2020 (million
transaction, %)

Estimated impact

-154
Total e-Commerce

-0.5%
Cross-border e-Commerce 216

-3.7%

-16

EU Cross-border e-Commerce

-0.4%

-2
Non-EU Cross-border e-Commerce Ly

-9.3%

Source: Deloitte analysis

This negative impact on the volumes of online trade is associated with an increase in the prices faced
by consumers buying online. In particular, the removal of the small consignments exemption leads to
a significant increase in the prices of non-EU imports, which are also expected to see the greatest fall
in demand.

Table 25 - Impact of Option 3 (threshold of EUR 5 000) on EU e-Commerce prices, 2020

Estimated impact

Total e-Commerce 0.84%
Cross-border e-Commerce 2.39%
EU Cross-border e-Commerce 0.77%
Non-EU Cross-border e-Commerce 5.71%

Source: Deloitte analysis
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The predicted impacts on different e-Commerce markets are discussed in more detail below:

The removal of the small consignments exemption is expected to both increase the
administrative costs associated with non-EU imports and increase the average VAT rate on
these imports. As a result, the price of non-EU imports may increase by about 5.7%. The
estimates suggest that this would lead to a fall in the volume of non-EU online imports of
around 9.3% as consumers substitute towards domestic or EU suppliers, or to offline
purchases.

The application of the common VAT threshold at an EU-wide level of EUR 5 000 is predicted
to have a negative effect on EU cross-border e-Commerce through two channels: it increases
the number of businesses incurring administrative costs, increasing the overall burden, and
may cause some micro-businesses to cease trading cross-border. As a result of the increase
in the administrative burden, prices of EU cross-border goods may increase by 0.8%, with
volumes decreasing by about 0.4%.

The overall effect on cross-border e-Commerce is to decrease volumes by 3.7%, with the vast
majority of this reduction coming from non-EU imports.

The negative impacts on cross-border e-Commerce volumes are expected to be partially
offset by increases in domestic online trade. This occurs because domestic online purchases
become relatively less expensive than cross-border purchases (particularly from outside the
EU) and because businesses deterred from selling cross-border may instead increase their
supply to their domestic market. Nonetheless, the net effect on e-Commerce in the EU is
estimated to be negative.

As a consequence of these changes in the volumes and prices of e-Commerce, the total value of the
market is expected to increase slightly, as shown in the table. These figures show that the impact on
the value of e-Commerce trade is generally less negative than the impact on e-Commerce volumes.
However, this increase in the value of e-Commerce sales is largely due to an increase in the prices
faced by consumers, so should not be interpreted as a mitigating factor.

Table 26 - Impact of Option 3 (EUR 5 000 threshold) on value of EU e-Commerce, 2020 (EUR billions)

Estimated impact

3.5
Total e-Commerce
0.3%
-1.7
Cross-border e-Commerce
-0.9%
0.5
EU Cross-border e-Commerce
0.3%
-2.2
Non-EU Cross-border e-Commerce
-4.2%

Source: Deloitte analysis

Results: common VAT threshold of EUR 10 000

Table 27 shows the resulting impacts on the volume of e-Commerce in the EU, both in percentage
terms and absolute terms (millions of transactions).

As above, this Option mitigates the negative impacts on cross-border e-Commerce seen under Option
2 and raising the threshold from EUR 5 000 to EUR 10 000 also has a positive impact on cross-border
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e-Commerce. However, relative to the status quo this Option is expected to have a negative impact
on the EU e-Commerce market.

Table 27 - Impact of Option 3 (EUR 10000 threshold) on EU e-Commerce volume, 2020 (million
transactions, %)

Estimated impact

-163
Total e-Commerce

-0.6%

-203
Cross-border e-Commerce

-3.5%

-5.3
EU Cross-border e-Commerce

-0.1%

-198
Non-EU Cross-border e-Commerce

-9.2%

Source: Deloitte analysis

The change in transactions volumes is reinforced by a change in the prices of online goods and
services as increased administrative costs are passed on to consumers. As above, it is the removal of
the small consignments exemption that is estimated to have the greatest impact on the prices of non-
EU online imports; this may also have an indirect impact on prices if it reduces competitive pressure
on EU businesses (see Table 28).

Table 28 - Impact of Option 3 (EUR 10000 threshold) on EU e-Commerce prices, 2020

Estimated impact

Total e-Commerce 0.90%
Cross-border e-Commerce 2.33%
EU Cross-border e-Commerce 0.68%
Non-EU Cross-border e-Commerce 5.71%

Source: Deloitte analysis

The impacts on different e-Commerce markets are discussed in more detail below:

Changing the registration threshold does not affect non-EU suppliers, who still face an
increase in administrative costs and in the VAT rate payable. This is expected to lead to a
decrease in non-EU imports of 9.2%.

The EU cross-border e-Commerce market is negatively affected by the policy change as
more businesses are required to incur administrative costs. However, raising the threshold to
EUR 10 000 mitigates this effect and reduces the risk of firms exiting the cross-border market.
As a result, despite an increase in prices of about 0.7% volumes are only expected to fall by
0.1%.

These negative impacts on cross-border trade are partially offset by an increase in domestic
online sales as some businesses divert sales to their domestic market rather than selling

Directorate-General for Taxation and Customs Union
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online. The domestic market also benefits from becoming relatively less expensive compared
to the cross-border market. On balance, however, the overall effect on e-Commerce volumes
is expected to be negative, while prices are estimated to rise.

As a consequence of the increases in the price level, the overall value of e-Commerce sales may
increase under this Policy Option, despite the decrease in volumes. However, this would nonetheless
represent a decrease in consumer surplus.

Table 29 - Impact of Option 3 (EUR 10000 threshold) on the value of EU e-Commerce, 2020 (EUR
billions)

Estimated impact

3.9
Total e-Commerce
0.3%
-1.4
Cross-border e-Commerce
-0.7%
0.7
EU Cross-border e-Commerce
0.5%
-2.1
Non-EU Cross-border e-Commerce
-4.1%

Source: Deloitte analysis

Along with these impacts on the e-Commerce market, the removal of the small consignment
exemption and the elimination of registration thresholds are also expected to have wider economic
impacts:

Labour productivity across the retail sector is expected to decrease by about 0.02% as the
increased compliance burden means that more workers are assigned to unproductive
administrative tasks. However, this effect is lower than under Option 2, and the magnitude
decreases with the increase in the registration threshold.

Employment in the retail sector is expected to fall slightly overall: while the increased
compliance burden means that more workers will be assigned to administrative tasks the
overall fall in e-Commerce values may decrease hiring for other tasks.

The removal of the small consignment exemption will increase the prices of online imports
and reduce demand for these goods and services, suggesting a competitive advantage for
EU businesses. However, it is expected to be domestic firms rather than businesses in other
Member States that benefit most from this.

Impacts on compliance

Option 3 impact on compliance includes the impact of the Option 2. Therefore the Option is expected
to increase the level of non-compliance, especially in relation to businesses currently trading below
the distance sales threshold. As in Option 2, the Option would also increase non-compliance on low
value import due to the increase in the volume of parcels subject to VAT.

Alternative 1 (application of domestic rules to cross-border sales) is likely to have a limited impact on
compliance and fraud in terms of the amount of VAT involved. However, the change is aimed to
support the smallest businesses (or larger businesses with limited cross border sales) to trade
compliantly, when trading below the threshold. Therefore it is expected to significantly improve the
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compliance of the impacted businesses supplying TBE services (currently no threshold). There would
be minimal impact on compliance for businesses trading in goods, as the existing distance sales
thresholds are significantly higher than the new threshold. This alternative would introduce a
compliance risk of under-declaration of cross-border sales in order to remain below the threshold.

4.4.4 Key findings

Option 3 removes the existing small consignment exemption and distance selling thresholds, but
introduces a new type of cross-border common VAT threshold. The Option consists of two
alternatives for the VAT treatment of cross-border supplies below threshold, namely application of
domestic rules of the Member state of identification (alternative 1) or VAT exemption (alternative 2) . It
impacts all stakeholders, particularly micro-businesses and e-Commerce start-ups.
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Impacts on Member States

The table below provides an overview of the impacts on Member States assessed for this Option.

Table 30 - Overview of impacts on Member States for Option 3

Member States VAT revenues

VAT revenues below the threshold (MSI) 0.360 0.380
VAT loss due to non-compliance 5.877 5.851
VAT revenue (MSC) 3.164 3.150
Total volume of parcels below EUR 150 187 288 192
VAT loss due to non-compliance (EUR billion) 0.605
VAT revenue (EUR billion) 0.326

Source: Deloitte analysis

For Member States, the VAT revenue corresponding to the cross-border transactions below the
common EU VAT exemption threshold set at EUR 5 000 is estimated at about EUR 360 million. With
the common VAT threshold at EUR 10 000, the VAT revenue below the threshold is about EUR 380
million. Transactions below the common VAT threshold will be taxed using home country rules,
therefore the Member States of Identification will benefit from such revenues.

Impacts on businesses

The table below provides an overview of the main impacts on businesses assessed for this Option, for

Table 31 - Overview of administrative costs for Option 3

Threshold at EUR 5 000

Total (EUR billion) 3.117 1.437 4.554
0 — (below the threshold)

0 - (below the 2172 (MOSS 23 590 (above the threshold

per company (EU threshold) registered) 5 172 (MOSS reqistered
businesses) (EUR) 23 590 (above the | 23 601 (non registered ( registere )
threshold for MOSS) 23 601 (non registered for

MOSS

0 — (below the threshold)

0 - (below the 434 (MOSS registered) 7 863 (above the threshold

peT ComPeny PR threshold) 5203 istered 434 (MOSS registered
Member State (EUR) 7863 (above the T e MOSS) onretored o
threshold 5 203 (non registered for

MOSS

426 383 (below the
threshold/non

10 604 (MOSS

426 383 (below the
threshold/non compliant)

131 525 (above the threshold

No of companies compliant) | registered) 33 970 (non :
131 525 (above the registered for MOSS) 10 604 (MOSS registered)
threshold) 33 970 (non registered for

MOSS
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Threshold at EUR 10 000

Total (EUR billion) 3.037 1.437 4.451
0 — (below the threshold)

0 — (below the 2172 (MOSS 23 590 (above the threshold

per company (EU threshold) registered) 2 172 (MOSS stered
businesses) (EUR) 23 590 (above the | 23 601 (non registered ( registere )
threshold for MOSS) 23 601 (non registered for

MOSS

0 — (below the threshold)

0 - (below the 434 (MOSS registered) 7 863 (above the threshold)

pET COmpany per threshold) 5203 istered 434 (MOSS registered
Member State (EUR) 7 863 (above the (nonfz)ergl\I/TOeSreS) ( rf:gls ered)
threshold) 5 203 (non registered for

MOSS)

429 171 (below the

10 604 (MOSS

429 171 (below the
threshold)

. threshold) registered)
No of companies . 129 737 (above the threshold)
129 737 (above the 33 969 (non registered .
threshold) for MOSS) 10 604 (MOSS registered)

33 969 (non registered for
MOSS)

Source: Deloitte analysis

If the threshold is set at EUR 5 000, it is estimated that administrative costs for business would
increase by approximately 9% in comparison to the status quo. If the threshold is set at EUR 10 000
the costs is expected to increase by 7%. In both cases, EU businesses will benefit from a clearer
legislative framework legislative applying throughout the EU.

Also in both cases, postal operators and couriers are likely to experience higher processing costs
because of a higher volume of parcels to pass through Customs. It is expected that with an increase
in volume and value, processing costs for operators would amount to approximately EUR 1 291
billion.

In the case of Option 3, we estimated that 90% of micro-businesses (or 398 200 businesses) will be
below the common VAT threshold (set at EUR 5 000). Similarly, businesses with a turnover from
cross-border e-Commerce between EUR 5 000 and EUR 8 000 have little incentive to comply with
VAT-related obligations, as the related costs exceed the turnover. Under the conservative assumption
that half of those businesses will decide to comply, the total number of businesses engaged in cross-
border e-Commerce under Option 3 with the threshold set at EUR 5 000 are estimated to be about
131 525. With the common VAT threshold of EUR 10 000, 97% of micro-businesses are estimated to
be below such threshold; the remaining 3% is estimated to be compliant with VAT-related obligations,
as the related costs are lower than the turnover from cross-border e-Commerce. Under this
alternative, 129 737 businesses are estimated to be engaged in cross-border e-Commerce.

The first alternative (application of domestic rules) is relatively simple to implement, as cross-border
supplies can be declared for VAT purposes together with domestic supplies, and businesses can
deduct inputs VAT directly. On the other hand, under this alternative VAT is changed on supplies,
which may influence pricing. However, this effect is reduced by the right for businesses to deduct
input VAT.
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The second alternative (exemption from VAT of cross-border supplies below the common VAT
exemption threshold) is more complex to implement, as cross-border supplies need to be declared
separately (when business is domestically registered for VAT). Conversely, the absence of VAT on
outputs may lead to lower consumers’ prices, even though this benefit is reduced by non-deductible
VAT costs. This alternative can lead to potential (while limited) distortions of cross-border competition,
more than the first alternative.

Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the key economic impacts assessed for this Option.

Table 32 - Overview of economic impacts for Option 3

Cross-border e- EU cross-border e- Non-EU cross-
Commerce Commerce border

Total e-Commerce

EU e-Commerce volume
Threshold of EUR 5 000

ranilions of 154 216 16 -200
% -0.5% -3.7% -0.4% -9.3%
Threshold of EUR 10 000
MiIIioqs of -163 -203 -5.3 -198
transactions
% -0.6% -3.5% -0.1% -9.2%

EU e-Commerce prices
Threshold of EUR 5 000

0.84% 2.39% 0.77% 5.71%

Threshold of EUR 10 000

e-Commerce value

Threshold of EUR 5 000

EUR billions 3.5 -1.7 0.5 -2.2
% 0.3% -0.9% 0.3% -4.2%
Threshold of EUR 10
EUR billions 3.9 -1.4 0.7 2.1
% 0.3% -0.7% 0.5% -4.1%

Source: Deloitte analysis

Regarding the impacts on competition and growth, this Options likely to result in a decrease in e-
Commerce sales because of the burden to register for SME’s exceeding the EUR 5 000 threshold.
Increasing the threshold to EUR 10 000 would have less negative effects than the lower threshold but
is still likely to adversely affect e-Commerce sales. Such adverse effects concern both e-Commerce in
general and intra-EU e-Commerce, whose volumes are expected to decrease of 0.4% in the case of
the EUR 5 000 threshold and of 0.1% with the EUR 10 000 threshold. Similarly, prices are expected
to increase of 0.77% and 0.68% for intra-EU e-Commerce with the EUR 5000 and EUR 10 000
threshold respectively.
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At a broader economic level, there is likely to be a negative impact on cross-border e-Commerce
because the average price of imports will increase leading to a fall in the volume of transactions and
the removal of thresholds may lead to smaller firms exiting the market.

Impacts on compliance

Option 3 impact on compliance includes the impact of the Option 2. Therefore the Option is expected
to increase the level of non-compliance, especially in relation to businesses currently trading below
the distance sales threshold. As in Option 2, the Option would also increase non-compliance on low
value import due to the increase in the volume of parcels subject to VAT.

The application of domestic rules for cross-border sales below the threshold is likely to have an
overall limited impact on compliance and fraud. The change is aimed to support the smallest
businesses (or larger businesses with limited cross border sales). It would introduce a compliance risk
of under-declaration of cross-border sales in order to remain below the threshold.

Directorate-General for Taxation and Customs Union
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Option 4 builds on Option 3 and therefore contains the removal of existing thresholds for distance
sales and small consignment exemption and the introduction of a new cross-border exemption
threshold. Option4 will introduce an additional simplification measure — a single electronic
registration and payment mechanism (SEM), which would be applicable to:

Importation of low value goods up to the existing Customs threshold of EUR150;

Intra-EU B2C supplies of goods; and

Intra-EU B2C services not currently covered by the MOSS (e.g. locally taxed services
provided by non-resident supplier).

Under Option 4, both the distance selling threshold and the VAT exemption for the importation of
small consignments are removed. This Option has a common VAT threshold for business (set at
EUR 5 000 and 10 000). Supplies below the threshold can either be treated under domestic rules
(alternative 1) or being exempt from VAT (alternative 2). Businesses have the Option to register for
the single electronic registration and payment mechanism, to declare cross-border transactions,
similar to the current functioning of the MOSS. The SEM applies also to imports of goods from third
countries. The Option also introduces simplified procedures for imports not processed via the SEM.
The Option also introduces a collection fee for the Member State of Identification set at 0, 10%,
20% or 30%. With regard to audit, the rules of the Member State of consumption apply, so that
businesses are subject to (potentially) up to 28 sets of rules.

In this section, we only present the results of the analysis with the use of domestic rules for supplies
below the common VAT threshold set at EUR 10 000. The sub-Option introducing a VAT exemption is
analysed in section 5 (for both thresholds). Similarly, the analysis of the VAT revenues for Member
States under the different revenue collection fees is presented in section 5.

We will describe the implication of Option 4 for intra-EU trade and for imports separately, in section
4.5.1 and section 4.5.2 respectively.

4.5.1 Intra-EU VAT simplifications

Structure and aim

Option 4 adds to the general framework elaborated by Option 2 and 3. In addition to the small
consignment exemption, the removal of thresholds distance sales threshold and the introduction of a
new cross-border exemption threshold for EU micro-enterprise, Option4 introduces a single electronic

1 With three Options offered to business on import: supplier registration, intermediary registration or simplified Customs
declaration.
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registration and payment mechanism (SEM) applicable to intra-EU supplies of goods and non-TBE
services (i.e. those services not currently covered by the MOSS, such as locally taxed services
provided by non-resident supplier).

This simplification measure will be Optional (i.e. businesses do not have any obligation to register and
use the SEM).

Under this Option, all intra-EU cross-border B2C sales of goods will be taxed in the MS of destination
(at the VAT rate applicable in that MS — whether it is a standard or reduced VAT rate, or exemption)
notwithstanding the value of supply or the extent of sales by the supplier in that MS (as in Option 2),
with the exception of sales below the threshold for micro-enterprises i.e. cross-border e-Commerce
sales below EUR 5 000 or 10 000 (as in Option 3) for those businesses who opt for this regime.

Under this Option, the SEM is structured as the existing MOSS. This Policy Option directly links with
the following specific objectives:

Minimising burdens attached to cross-border e-Commerce arising from different VAT regimes,
as it supports the simplification of the legislative framework (with the removal of the distance
sales threshold) with accompanying measures that make it easier for businesses to comply
with VAT-related obligations;

Providing a level playing field for EU businesses involved in cross-border e-Commerce, as the
SEM will be implemented uniformly in all Member States;

Facilitating the monitoring of compliance and the fight against fraud for Member States
authorities, as the compliance with the legislative framework and obligations will be easier;
Ensuring that VAT revenues accrue to the Member States of the consumer, as the principle of
taxation at destination is applied, and the support measures introduced make it easier for
Member States to monitor the correct application of the rules.
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Process flow

The figure below provides an overview of the process flow related to this Policy Option.
Figure 9 - Process flow for Option 4, intra-EU VAT simplification

EU consumer

Cross-border Registered for VAT
Sale of a threshold exceeded? in MS of arrival?

good

Report and pay the
appropriate VAT (if

Identify the type of
client (be sure that Identify the MS of
itisaB2C arrival
transaction)

Identify the
appropriate VAT
rate of MS of arrival

applicable: via
SEM Portal)

EU business Register for SEM in
MS of

establishment

Register for VAT in
MS of arrival

Apply VAT rate MS
of dispatch of the
goods

Postgl operator / Shipment
courler

Tax authority MS Charge and Controls and
of destination collect VAT audits

Tax authority MS Charge and Controls and
of dispatch collect VAT audits

Source: Deloitte analysis
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Roles and responsibilities of the stakeholders

Member States

All EU Member States will have to upgrade/adapt their current MOSS system so as to include the
additional transactions to be included in the SEM, maintain and promote the use of the SEM (similar
to what has been done for the MOSS), which includes the IT-related costs, but also (possibly) internal
process re-engineering, promotion and dissemination campaigns, etc.

In addition, Member States of Consumption will have responsibility for controlling and auditing
businesses for the share of their e-Commerce cross-border B2C sales to resident customers. Member
States of Identification will be responsible for controlling and auditing businesses for the share of their
B2C e-Commerce trade to domestic customers.

Member States of Identification will retain a share of the VAT collected through their SEM as
compensation for collection costs (in section the effects of such collection fee being set at 10%, 20%
and 30% of the VAT collected via the SEM is set out).

Businesses

This Option does not modify roles and responsibilities for non-EU businesses. However, it modifies
the process for EU businesses engaged in cross-border e-Commerce should they opt to register and
account for VAT through the SEM in respect of the VAT on their intra EU cross border B2C supplies
of goods and services.

As mentioned before, the SEM will be structured as the existing MOSS, therefore the supplier opting
for using the SEM will have to:

Register for SEM in the MS where they are established (or in the selected MS if not
established in the EU), (MS of identification, MSI);

SEM can be applied only in respect of the supplies to MS where the supplier is not yet
registered for VAT,;

Relevant supplies are declared quarterly via the SEM portal in the MSI;

Single VAT payment is made, based on the quarterly return, to the MSI, which will
distribute the payment to the MS of destination (MSC);

Input VAT deductions are not included in SEM,;

Supplier needs to apply the rules of the MSC to the respective supplies (including
invoicing, chargeability, evidence, auditing, penalties etc.).

There are no substantial differences in the roles and responsibilities depending on the size of the
businesses (as the same regime applies with no distinctions) or whether businesses trade goods,
services or a combination of the two.

However, given the burden of complying with VAT-related obligations for cross-border B2C e-
Commerce under the current regimes (status quo — Option 1), we can expect that the removal of
some obligations (such as VAT registration) will especially benefit small and medium-sized
enterprises, which might not have the resources to deal with such obligations.

In addition, large companies (which are registered for VAT purposes in many Member States already)
will be probably less likely to use the SEM, as the local registration regime presents important
advantages (such as input VAT deductions). Of course, large businesses who are registered in some

Directorate-General for Taxation and Customs Union
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Member States can still register for SEM regarding sales to those countries where they are not
registered.

Postal Operators and Couriers

This Option does not introduce any change in the role and responsibilities of postal operators and
couriers.

4.5.2 VAT on Import simplifications

Structure and aim

Option 4 adds to the general framework elaborated by Option 2 and 3 (i.e. removal of distance sales
threshold and small consignment exemption and the introduction of a new cross-border exemption
threshold for EU micro-enterprises), by introducing a single electronic registration and payment
mechanism (SEM).

The SEM will also provide optional alternative Customs simplifications for B2C imports under the
Customs threshold of EUR 150, under the following three alternatives:

vendor registration and collection with reporting through the SEM (i);

third party collection (postal operator/courier, marketplace) with reporting through the SEM
(ii);

simplified standard Customs procedure without reporting through the SEM when reporting an
import at the standard VAT rate (iii).

The application of the new SEM system to import needs to take into account the existing Customs
and VAT legislation, especially regarding the obligations in the MS of import and in the MS of SEM
identification.

Regardless of the actual alternative applied, this part of Option 4 links directly with the following
general objectives:

Minimising the burdens attached to cross-border e-Commerce arising from different VAT
regimes, as it supports the removal of the small consignment exemption with accompanying
measures that make it easier for businesses to comply with VAT-related obligations;

Providing a level playing field for EU businesses involved in cross-border e-Commerce, as it
removes the potential distortion between the EU and non-EU traders, where today the EU
traders need to apply VAT on intra-EU supplies, but non-EU traders can exempt the imports
of low value supplies;

Facilitating the fight against fraud for Member States’ authorities and ensuring that VAT
revenues accrue for the Member State of consumption, as it has the potential to reduce
avoidance of VAT by undervaluation and incorrect labelling of the goods (used to benefit from
the exemption), or split imports, which may have additional positive impact on Governments’
revenue.

The potentially alternative modalities are further described below. The alternative Customs
simplifications provide businesses with a choice between the procedures to be applied on the B2C
import.
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Note that this Option does not exclude any procedures that may be implemented by Customs
authorities for safety and security reasons.

(i) First alternative - Supplier registration and collection

This method is similar to the e-service suppliers from third countries. It will apply (on a voluntary
basis) to non-EU vendors or EU vendors importing directly to customers where the customer is the
consignee of e-Commerce goods (with a value below EUR 150). All supplies above the threshold will
follow the standard import procedure (including possibility to apply existing simplifications).

The vendor/supplier can use the SEM VAT registration (to a single web-portal in an EU MS of its
choice - Member State of Identification, henceforth MSI) and simplified VAT compliance including
declaring and paying VAT due for a given reporting period. The registered vendor will report and pay
the VAT at the end of the reporting period on the total sales (not per transaction) to the tax authorities
where registered (MSI).

The VAT will be paid at time of sale by the consumer/buyer to the vendor located outside the EU with
the VAT rate applicable in the MS of consumption.

Redistribution of funds to all MS of importation will be made by MS of registration (MSI), which will
withhold a share of the VAT revenue as collection fee (set at 0, 10%, 20% or 30% for the purpose of
the assignment)

The SEM cannot be used for input VAT refunds, if any.
A simplified Customs procedure will be used for the import of goods:

Identification of vendor via a pre-defined system (e.g. barcodes, VAT-prepaid stickers, Q-
scan, account number, VAT registration number etc.)

Allowing a fast track declaration in Customs (CN 22 or equivalent, no other declaration for
VAT and Customs purposes, no payment at Customs).

Directorate-General for Taxation and Customs Union
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Process flow

The figure below provides an overview of the process flow related to this Policy Option.

Figure 10 - Process flow for Option 4, VAT on import simplification, alternative (i)
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Source: Deloitte analysis
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(i) Second alternative - Intermediary registration (postal operator/courier,
marketplace)

This alternative introduces a specific role in the registration process to the SEM for third parties (such
as postal operators, couriers and marketplaces).

Under this alternative, third parties register for VAT under the SEM in their MS of establishment (MSI)
on behalf of vendors (on a voluntary basis). Third parties report and pay the VAT under the SEM at
the end of the reporting period on the total sales, not per transaction.

VAT is charged by the vendor (at a rate of MSC). The vendor will then transfer the amount of the VAT
for each purchase to the third party (similarly as transport costs are now dealt with) for payment of
VAT to tax authority of MSI under the SEM.

Under this Option, simplified Customs procedures will apply, as described under the previous
alternative (e.g. fast track declaration in Customs).

This alternative is intended to benefit mainly non-EU small businesses, but could be taken into
consideration also for larger companies.

Consideration to be given on further details of the registration of a third party: single registration or
multiple registrations on vendors' account, annexes to detail vendors, reporting per vendor, liability for
payment etc.
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Process flow

The figure below provides an overview of the process flow related to this Policy Option.

Figure 11 - Process flow for Option 4, VAT on import simplification, alternative (ii)
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(iii) Third alternative — Simplified standard Customs procedures

The third alternative is a residual Option, i.e. it describes what will happen in case alternatives (i) or
(i) are nor used. In this case, goods will be imported using current Customs procedures for the
consignments between 22 and EUR 150 and not reported through the SEM.

Apart from the methods to use oral declaration or declaration by any other act, two solutions are
envisaged:

a) Simplified Customs procedure — VAT is paid on a general tariff code and standard VAT rate
(of the MS of import), with the use of a very simple Customs declaration (no CN code, only
value/description to be declared);
b) If the importer wants to apply a reduced rate, the current system would be applied, i.e. a
Customs declaration to be filled in, with a proper identification of the goods).
All imports above Customs threshold of EUR 150 would continue to follow the existing Customs &
VAT procedures.

Directorate-General for Taxation and Customs Union
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Process flow

The figure below provides an overview of the process flow related to this Policy Option.

Figure 12 - Process flow for Option 4, VAT on import simplification, alternative (iii)
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Source: Deloitte analysis
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Roles and responsibilities of the stakeholders

Member States

All EU Member States will have to upgrade their current (non-Union) MOSS system so as to include
the additional transactions to be included in the SEM, maintain and promote the use of the SEM
(similar to what has been done for the MOSS), which includes the IT-related costs, but also (possibly)
internal process re-engineering, promotion and dissemination campaigns, etc. In addition, the first two
alternatives for imports (supplier registration and intermediary registration) might require some
additional IT developments to be implemented.

The Option of using the SEM for imports (either by businesses directly of by third parties) will simplify
the Customs procedures and compensate for the increase in the volume of parcels to be processed
by Member States’ Customs authorities (effect of the removal of the small consignment exemption).

The responsibility for the Customs controls (and for the collection of import VAT) rests on the Member
State where the parcel is when first entered into the territory of the Customs Union, which might not
be the Member State where the consumer resides. In such cases, the VAT rate to be applied will be
that of the MSC, which will than benefit from an increase in VAT revenues.

The assumption is that many non-EU businesses will decide to opt for alternatives (i) or (ii). This
should help Tax and Customs authorities to focus their resources on the higher risk cases and thus to
identify frauds more easily.

Businesses

This Option does not modify roles and responsibilities for EU businesses (unless they are involved in
B2C direct import)*, as the small consignment exemption only concerns imports, and thus mostly
non-EU businesses engaged in B2C e-Commerce.

This Option has notable implications for non-EU businesses.

Under the first alternative, non-EU businesses registering for the SEM will benefit from simplified (and
quicker) Customs procedures, as well as from easier procedures for VAT returns and payments.
Reqgistration for the SEM will also imply higher transparency on their activities in EU MS, and thus
potentially lowering the possibility of frauds and low compliance.

Many large non-EU businesses have one or (often) more warehouses in the EU, and are registered
for VAT purposes in one or more EU Member States, therefore will not be largely affected by this
Policy Option. In fact, as emerged from our interviews, the business models of those enterprises
foresees the import of goods as B2B transactions, while the B2C transaction is intra-EU. Therefore,
we expect that small and medium-sized non-EU businesses will be the most affected by this Policy
Option (and potentially opting for alternative (i) or (ii)).

Application of SEM to import has an impact on businesses which trade goods (or both goods and
services). Businesses providing only services are not impacted.

*2 |n fact, the Option also applies to EU businesses. For example, at the moment many EU businesses establish branches in
non-EU countries and send the goods to customers by import, so they can use current existing small consignment exemption
and avoid VAT cost. In the moment the small consignment exemption is removed, there will be less reason to do that, but
businesses may still use existing systems/networks

Directorate-General for Taxation and Customs Union
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Postal Operators and Couriers

Postal operators and couriers will have to process at Customs a larger amount of parcels, with a
potential increase in the time required for the Customs procedures and thus of the delivery time,
compensated by the simplified procedures under alternative (i).

Third parties (including postal operators, couriers and marketplaces) will have a stronger role and
more responsibilities under alternative (i), as they will register with the SEM and report and pay VAT
on behalf of non-EU businesses (becoming agents).

4.5.3 Analysis of the impacts of Policy Option4

Impacts on Member States

Expected impacts

Introducing a Single Electronic Mechanism (SEM) to the framework composed of the elimination of
the distance selling threshold and of the small consignment exemption (mitigated by a common VAT
threshold set at EUR 5 000 or EUR 10 000) is expected to provide simplification for those businesses
engaged in cross-border e-Commerce.

The introduction of the SEM is expected to affect Member States in several ways:

VAT revenues: they are expected to increase as an effect of the combination of the removal
of the distance selling threshold and of the small value exemption, partially counter-balanced
by the new EU-wide registration threshold.

Such additional revenues will benefit mostly the Member States of Consumption with respect
to the Status Quo, as the volume of e-Commerce cross-border transactions to be taxed at the
VAT rate of the Member State of Consumption will increase (though the dimension of such
increase will likely depend on the level of the threshold — EUR 5 000 or EUR 10 000).

The distribution of the VAT revenues from cross-border e-Commerce transactions between
Member States of Consumption and Member States of Identification will depend on the level
of the threshold, as well as on the rules to be applied for transactions below the thresholds. If
domestic rules apply, Member States of Identification will benefit from the VAT revenues from
intra-EU cross-border sales below the threshold. Under alternative 2, cross-border sales
under the common EU VAT exemption threshold are exempt from VAT, therefore resulting in
a loss of revenue, which may be even bigger if the exemption is applied with the right of input
VAT deduction®.

Under this Option, B2C cross-border e-Commerce imports from third countries will be taxed at
the VAT rate of the Member State of Consumption from the first EUR.

VAT revenues from TBE services are not expected to change with respect to the Status Quo,
as Option 4 is not expected to modify the use of the MOSS systems for those businesses
already registered to it. Such threshold is likely to support new businesses such as start-ups,

%3 See section 5.4.1 for more details
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which will be able to test the potential of cross-border markets without incurring in costs for
VAT-related obligations before having to register.

Furthermore, the set of rules introduced with the SEM will bring to Member States certainty
about the timing of the submission of VAT returns by businesses, and related payment (better
cash-flow management).

With regard to VAT revenues from imports, the amount of parcels that will be processed via
the SEM (both under alternative 1 — direct business registration, and under alternative 2 —
third party registration) is likely to impact to a large extent the amount of VAT collected by
Member States. It is possible to derive assumptions on the likely adoption of the SEM from
the current adoption of the MOSS. The analysis of the functioning of the 2015 place of supply
rules and of the MOSS during the first two quarters of 2015 indicates that about 70% of the
volume of non-EU trade of cross-border services is submitted via the MOSS*. In the sector of
goods, characterised by higher return rates (up to 50% in some cases) the adoption of the
SEM is likely to be lower. We have assumed that about 75% of imports will pass via the
SEM.*

Costs for setting up and maintaining the SEM: Member States will incur in costs for the
update/adaptation of the MOSS system to the SEM and for the maintenance of the SEM
(including IT costs, process re-engineering, training, etc.) as well as for the promotion and
dissemination of the SEM.

The SEM is an extension and an evolution of the MOSS in terms of requirements and
functionalities. It is therefore likely to assume that Member States costs for updating the
MOSS to the SEM will be lower than for setting up the MOSS. Costs for maintaining the SEM
are expected to be similar as for the MOSS, as confirmed by expert assessment.

Volume of audits and Customs controls: As an effect of the introduction of the common EU
VAT exemption, businesses will have VAT-related obligations (including registration,
submission of returns, etc.) with all the Member States where they have B2C cross-border e-
Commerce sales above such cumulative threshold. This could potentially lead to a notable
increase in the number of businesses required to register for VAT.

As for Option 2 and Option 3, the removal of the small value consignment exemption would
lead to a notable increase of the number of parcels to be processed at Customs (small value
consignments are estimated to amount to about 60% of the total volume of parcels)*®, with
need for additional resources.

The introduction of the SEM is expected to introduce simplified procedures to counter-balance
such adverse effects. The SEM is expected to provide a simpler channels for businesses
engaged in cross-border e-Commerce to comply with VAT-related obligations, both for EU
and non-EU businesses.

* See the Final Report for Lot 3
*® See annex 4 for more details on the estimated take-up of the SEM under Option 4
% See European Commission (2015), ibid.
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Results: common VAT threshold of EUR 10 000, domestic rules

With regard to VAT revenues from intra-EU cross-border e-Commerce transactions, they are
estimated to amount to about 9.128 EUR billion, following the removal of the distance selling
threshold. Such revenues represent the VAT revenue (using a 20% EU average rage) of the
additional revenue of intra-EU cross-border e-Commerce sales originated from the minority of micro-
businesses above the common EU VAT exemption threshold complying with VAT -related obligations,
and above the common EU VAT exemption threshold. In addition, VAT revenues from TBE services
are estimated to remain stable around EUR 3 billion (the VAT exemption threshold is not expected to
influence notably the VAT revenues of Member States, as SMEs supplying TBE services below such
threshold represent a minimal part of cross-border sales®).

The VAT revenue corresponding to the cross-border transactions below the common EU VAT
exemption threshold set at EUR 10 000 is estimated of about EUR 0.388 billion.

The table below provides an overview of the VAT revenues for Member States in the case of the
common VAT threshold of EUR 10 000 and domestic rules for cross-border transactions below the
threshold.

Table 33 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce

Member States VAT revenues

VAT revenues below the threshold(EUR billion) 0.388
VAT loss due to non-compliance (EUR billion) 0.633
VAT revenue (EUR billion) 9.128

Source: Deloitte analysis

Such figure represents a notable change with respect to the Status Quo, with a notable decrease of
the VAT foregone, which is expected to fall from EUR 2.2/3.8 billion (estimated), to about EUR 630
million. Such a decrease can be explained to a large extent with the expected improvement in
businesses’ compliance to VAT-related obligations. Non-compliance is expected to dramatically
decrease for transactions processed via the SEM (representing about 60% of the total VAT revenues
for Member States), but also for those transactions processes outside of the SEM (representing about
30% of the VAT revenues).

With regard to VAT revenues from imports, the amount of parcels that will be processed via the SEM
(both direct business registration, third party registration) is likely to impact to a large extent the
amount of VAT collected by Member States.

The table below provides an overview of the volume of parcels below the Customs threshold of EUR
150, their corresponding values and VAT revenues under the assumption that about 75% will be
processed via the SEM. Similarly to cross-border e-Commerce, the increased VAT-compliance of
online transactions via the SEM is expected to account for large part of the VAT revenues from
imports (about 8% of total VAT revenues), while transactions processed outside of the SEM are likely
impact VAT revenues only marginally (about 2% of the VAT revenues).

*7 See Lot 3 analysis for more details.
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Table 34 - Impact of Option 4 on VAT revenues from imports from third countries

Volume of consignment below EUR 150 187 288 192
Volume of consignment processed via the SEM 140 840 720
VAT loss due to non-compliance (EUR billion) 0.035
VAT revenue (EUR billion) 0.665
Compliance 5% non-compliance

Volume of consignment processed outside the SEM 46 447 472
VAT loss due to non-compliance (EUR billion) 0.138
Corresponding VAT revenue (EUR billion) 0.092
Compliance 60% non-compliance

Source: Deloitte analysis

Member States will incur in IT and overhead costs for the upgrading the MOSS to the SEM and for
the maintenance of the SEM portals, similar to those incurred for the MOSS®. The analysis of the
MOSS functioning carried out under Lot 3 provides some figures on the MOSS set-up and
maintenance costs for Member States, that we report to provide the order of magnitude of the likely
costs for the SEM.

The costs for setting-up the IT systems for the MOSS were provided by Member States as part of Lot
3 analysis. The average cost for setting-up the IT systems amount to about EUR 2.5 million, with
extremely large variations across Member States, as the costs identified vary from EUR 2 544 to EUR
13 300 000. Such large variations can depend on several factors, including the size of the country. In
addition, Member States had different approaches to the development of national MOSS portals.
Some of them implemented portals with minimal functionalities, while others prepared their IT systems
already to a possible enlargement of the MOSS applications (for instance to goods), allowing for a
large processing capacity. In addition, in some Member States the implementation of the MOSS portal
required (or provided the opportunity for) the adjustment of other IT systems. However, as the SEM is
an evolution of the current MOSS system, costs for upgrading the MOSS to the SEM are expected to
be lower than for setting up the MOSS.

Maintenance costs are expected to be lower than the development and setting-up costs. Maintenance
costs for the current MOSS system are estimated to EUR 250 000 per year (on average), ranging
from EUR 7 400 to EUR 1 366 103. Such large variations can be explained by several factors,
including different size of Member States (and different budget availability) and the magnitude of the
IT changes implemented. In addition, some Member States might have under- or over-estimated the
maintenance IT costs, as they are only during the first year of the MOSS. Maintenance costs are likely
to decrease over time. Maintenance costs for the SEM are expected to be similar to those of the
MOSS.

%8 See the Final Report of Lot 3
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As for the related overhead costs, they include organisational costs, business process re-engineering,
training, etc. Literature on IT transformation® suggests to apply a 1:3 ‘rule-of-thumb’ while quantifying
the overhead costs for transformative IT project, i.e. for every EUR spent on IT, 3 EUR are spent on
overhead. Literature on e-Government projects® suggests that such proportion could increase up to
1:5 in large e-Government projects. Therefore, the average overhead costs for the implementation of
the national MOSS portals (expected to be somehow lower for the SEM) can be estimated as ranging
from EUR 7.630 million to EUR 12.7 million on average, depending on which ‘rule-of-thumb’ is
applied.

Impacts on businesses

Expected impacts

Introducing a Single Electronic Mechanism (SEM) to the framework composed of the elimination of
the distance selling threshold and of the small consignment exemption (mitigated by a common VAT
threshold set at EUR 10 000, or EUR 5 000) is expected to provide simplification for those businesses
engaged in cross-border e-Commerce.

The introduction of the SEM is expected to affect businesses in several ways:

Administrative costs for EU businesses: as an effect of the removal of the distance selling
threshold, businesses will have VAT-related obligations (including registration, submission of
returns, etc.) with all the Member States where they have B2C cross-border e-Commerce
sales, which will be likely to increase their administrative costs. The common EU VAT
exemption threshold mitigates such adverse effects. Similarly, the introduction of the SEM is
expected to provide further simplification, counter-balancing at least partially the increase in
VAT-related obligations.

The functioning of the SEM is likely to be similar to that of the MOSS under the current 2015
place of supply rules for TBE services. It is possible to derive assumptions on the likely
adoption of the SEM from the current adoption of the MOSS. The analysis of the impact of the
SEM under Option 4 is bed on the assumption of immediate take-up®. It is our estimate that
only a limited number of businesses above the common VAT threshold of EUR 10 000 will
register for the SEM, i.e. about 18%, representing however more than 60% of the cross-
border e-Commerce volume®. In fact, most of the micro-enterprises will be likely to be below
the common VAT threshold (97% of micro-businesses are below the threshold in our
estimate). The adoption rate is estimated to be lower among large businesses as they are
more likely to be VAT-registered in a large number of Member States already, and therefore
less likely to switch to the new system (although, this may depend on the business model of a
large business, e.g. largely online-business would not be widely established and may still
benefit). The estimates above take into account that in many cases businesses above the
threshold will be in both categories (i.e. in and outside of the SEM). For instance, large

% Rand Overhead, General and Administrative costs, available at:
https://www.rand.org/content/dam/rand/pubs/monograph_reports/MR1325/MR1325.ch9.pdf

€ Kettani D., Moulin B. (2015), e-Government for Good Governancen Developing Countries, International Development
Research Centre

¢ See assumption 3 in annex 4.

%2 See assumption 15 in annex 4 for more details on the expected take-up of the SEM.
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businesses are likely to have hubs in some other Member States (with related VAT
registrations), while might decide to use the SEM for the remaining Member States.

Costs for registering and using the SEM: businesses will be likely to incur in costs for
adapting their systems and procedures to the new rules and to the requirements of the SEM,
including (e.g. IT costs, process re-engineering, training, etc.).

The SEM is likely to be similar to the MOSS in terms of requirements and functionalities. It is
therefore likely to assume that businesses will face similar costs for using the SEM as they
incur for the MOSS.

Non-EU businesses and third parties (e.g. couriers, postal operators and marketplaces)
registering directly for the SEM will also incur in the same costs.

For those businesses above the common EU VAT exemption threshold, the costs deriving
from VAT-related obligations are estimated similar to those estimated under Lot 1, and thus to
the costs incurred by those businesses above the distance selling threshold under the Status
Quo.

Businesses active in TBE services are not expected to be affected with respect to the Status
Quo, as Option 4 does not modify the framework for these services. As for Option 3, Option 4
is not expected to modify the use of the MOSS systems for those businesses already
registered to it. Such threshold is likely to support new businesses such as start-ups, which
will be able to test the potential of cross-border markets without incurring in costs for VAT-
related obligations before having to register.

As in Option 2 and in Option 3, the removal of the small consignment exemption (which is
also part of Option 4) is likely to affect mostly small and medium-sized enterprises from third
countries. While large enterprises are more likely to have warehouses/be registered for VAT
purposes in EU Member States already, small and medium-sized enterprises are more likely
to be affected by these obligations (although the small consignment exemption is not
specifically benefitting small businesses). Non-EU small and medium-sized enterprises from
third countries will be more likely to use third-party registrations.

Finally, postal operators and couriers will have to pass through Customs a larger share of
parcels, with possible implications on their processing costs and on timing of the delivery with
respect to the Status Quo (same as under Option 2 and under Option 3). However, the
introduction of the SEM is also expected to provide a preferential channel for B2C e-
Commerce imports from third countries. Imports coming via the SEM will benefit from pre-paid
VAT, which is likely to reduce the rate of return of goods refused by consumers because the
final price (paid at the moment of the delivery) is higher than expected. Imports processed via
the SEM shall also benefit from simpler and quicker Customs procedures, reducing thus the
processing costs for postal operators and couriers. In addition, the reduction of the return rate
of goods for VAT-related issues is likely to lower the processing costs for postal operators and
couriers to process such returns, and the transport costs for businesses that cover them for
their customers. Therefore, processing costs for postal operators and couriers are expected
to lower with respect to the Status Quo.

Furthermore, the effects of this Option could lead to a transfer of market shares from postal
operators to couriers. Couriers are likely to have a competitive advantage on postal operators
in becoming agents on behalf of the non-EU sellers, as they have a more direct control over
all the steps of the shipping process, and are not bound by the universal postal service
obligations.

Directorate-General for Taxation and Customs Union



Results common VAT threshold of EUR 10 000

Our analysis estimates that with a common EU VAT exemption threshold of EUR 10 000 the overall
administrative costs for businesses active on cross-border e-Commerce of goods under Option 4
are estimated of about EUR 2.418 billion. This figure represents a decrease of 42% with respect to
the Status Quo.

Costs however will likely differ largely between those businesses that benefit from the common EU
VAT threshold, and those whose EU cross-border sales are above the common EU VAT exemption
threshold.

When the common EU VAT exemption threshold is set at EUR 10 000, businesses benefiting from it
(according to our estimates, 97% of micro-businesses active in B2C cross-border e-Commerce) are
not likely to encounter additional administrative costs for VAT -related obligations, as the cross-border
sales will be subject to domestic rules.

With the common EU VAT exemption threshold set at EUR 10 000, administrative costs for
businesses with cross-border sales above the threshold and adopting the SEM are estimated to
amount to about EUR 2 071 per company per year or about (on average) EUR 690 per company for
each Member State they sell cross-border (up to two, on average).

Finally, administrative costs for businesses with cross-border sales above the threshold and outside
of the SEM are estimated to amount to about EUR 28 000 (EUR 28 163) per company per year or
about (on average) EUR 4 700 (EUR 4 694) per company for each Member State they sell cross-
border (four VAT registrations, on average).

Such figure has been estimated considering that all micro-businesses above the common EU VAT
exemption threshold will comply with the VAT-related obligations and thus incur in the related costs
via the SEM.

With regard to the number of businesses engaged in cross-border e-Commerce, micro-enterprises
below the common EU VAT exemption threshold of EUR 10 000 are estimated to be about 429 171.
About 122 137 businesses are expected to be above common EU VAT exemption threshold and in
the SEM (of which 44 244 micro-enterprises), while 27 383 are estimated to be above the threshold
and outside of the SEM.

The table below provides an overview of the number of businesses above the common EU VAT
exemption threshold and in/outside of the SEM, per size of businesses, and per volume of cross-
border e-Commerce.

Table 35 - Estimated adoption rate of the SEM by EU businesses under Option 4, common EU VAT
exemption threshold at EUR 10 000

Businesses below the
common VAT threshold

Businesses above the
common VAT threshold

Businesses above the
common VAT threshold

10 000) and in the SEM (EUR and outside the SEM
10 000)
Micro businesses 429 171 44 244 -
Small businesses 65 373 16 343
Medium businesses 17 216 7 378
Large businesses 5492 3662
Total number of 132 326 27 383
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Businesses below the
common VAT threshold
10 000)

Businesses above the
common VAT threshold
and in the SEM (EUR

Businesses above the
common VAT threshold
and outside the SEM

10 000)
businesses
(% of businesses) 76.9% 18.2% 4.9%
(% of cross-border e- 3.9% 62.3% 33.7%

Commerce volume)

Source: Deloitte analysis

Overall, it is estimated that about 18% of businesses engaged in cross-border e-Commerce will
register to the SEM, representing about 62% of the volume of cross-border e-Commerce.

Businesses engaged in cross-border e-Commerce (including SMEs currently active in this area), are
likely to incur in costs to modify their internal systems and processes to comply with MSC VAT rules
(e.g. invoicing, chargeability, auditing).

In addition, businesses below the threshold would incur in costs related to monitoring the common EU
VAT exemption threshold.

The costs for businesses providing cross-border TBE services will not change with respect to the
Status Quo.

Businesses will be likely to incur in costs for adapting their IT systems and procedures to the new
rules and to the requirements of the SEM, including (e.g. IT costs, process re-engineering, training,
etc.). As for Member States, the costs related to the adaptation of IT systems to the 2015 PoS rules
and the MOSS provide an indication of the likely costs for businesses with the SEM. The analysis
from Lot 3 shows that the average cost for setting-up the IT systems amount to about EUR 1.172
million, with very large variations across businesses, as the costs identified vary from EUR 8 000 to
EUR 10 000 000. Businesses quantified the external costs related to accompanying trainings in EUR
3000 — EUR 5000 on average, without including the internal selection process for the training
providers. As for the internal costs, they were also quantified in approximately 20 FTE personnel
days, including both design and delivery®.

Non-EU businesses will benefit from a clearer legislative framework legislative code applying
throughout the EU with respect to the Status Quo.

Finally, as mentioned earlier, postal operators and couriers are likely to pass through Customs a
larger share of parcels, with possible implications on processing costs and on timing of the delivery.
The use of the SEM and of the related simplified and quicker Customs procedures is likely to reduce
the processing costs for postal operators and couriers®.

For parcels below the EUR 150 Customs threshold processed under the SEM, we assume a cost per
parcel 30% lower than the one estimated in 2013, i.e. EUR 1.6, as under the SEM arrangements,
those parcels will benefit from a fast-track at Customs as well as a simplified VAT compliance (moving
from transactional basis to turnover basis), reducing thus the time and costs related to their
processing.

3 See Final report of Lot 3 for more details.
® See assumption 16 in annex 4 for more details.
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For parcels below the EUR 150 Customs threshold processed outside the SEM we assume a cost per
parcel of EUR 6.3 (i.e. a 30% reduction of the cost estimated in 2013), taking into account that under
Option 4 such parcels will still need to be declared at Customs (even is via a simplified procedures)
and VAT paid.

The table below provides an overview of the volume of parcels below the Customs value of EUR 150,
their corresponding values and processing costs for couriers and postal operators.

Table 36 - Impact of Option 4 on processing costs for of parcels below EUR 150

Volume Value (EUR billion) Processing costs (EUR million)
Inside SEM 140 840 720 3.499 230.697
Outside SEM 46 447 472 1.154 291.318
Total 187 288 192 4.653 522.015

Source: Deloitte analysis

The total estimated corresponds to a reduction of about 24% with respect to the costs calculated
under Option 1 (status quo). Processing costs are estimated to amount to approximately EUR 522
million, corresponding to a reduction of about 24% with respect to the costs calculated under Option 1
(status quo)®. In addition, as described in the previous sub-section, the implementation of this Option
(and especially of a simplification tool such as the SEM) is expected to lead to a notable decrease in
non-compliance with VAT-related obligations, which in turn translates into a notable increase in the
expected VAT revenues for Member States (about EUR 9 billion, with VAT foregone estimated to
about EUR 634 million).

Set-up costs for postal operators and couriers

It is relevant also to consider that postal operators and couriers will need to develop/adapt information
systems in order for them to make sure that they receive, in advance of Customs clearance,
electronic information indicating whether VAT on consignments up to EUR 150 has been pre-declared
or not through the SEM. Such a system is essential in order for postal operators and couriers to
automatically distinguish parcels for which a declaration and payment is required and therefore to
avail of the reduced processing costs which the SEM will offer. The final design of such advance
information system is not yet decided: it could in practice be based on the SEM registration number
that may either be included in the Customs Early Notification System (compulsory on all
consignments, including postal ones, as of 2020) or implemented outside the Customs process by
postal operators and couriers,.

Providing a robust estimate of such one-off costs is difficult as for some operators it may only be a
matter of making adjustments to the existing systems which are very well developed due to the full
integration of the process from the exporting country until the place of final destination. However, it
should also be recognised that other operators, particularly postal operators, may need to build new
systems — e.g. based on agreements with foreign stakeholders.

In considering the costs that postal operators and couriers will face in either developing new
information systems or adapting existing systems it is important to recognise that the forthcoming

% Ibid.
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2020 changes® will in any event put additional obligations on both postal operators and couriers in
respect of the advanced information they will need to provide to EU Customs administrations. This
presents an excellent opportunity to consider aligning the requirements for information in respect of
VAT with the Customs information. Such a development should reduce development costs for
couriers and postal operators. This would also bring benefits to Customs administrations as the
necessity to ensure that VAT has been pre-declared can be integrated into the general clearance
process rather than having a separate process only for VAT.

Indeed, the preparatory work for the new Union Customs Code (UCC) provided some estimates of the
investments needed by the stakeholders concerned to implement the changes envisaged. Such
estimates refer to the entire group of stakeholders concerned (Member States, the Commission and
postal operators and couriers), as well as to much wider obligations than the ones considered by this
study, However, the provisions examined under this study (and especially the implementation of a
simplification tool like the SEM) should help economic operators (including postal operators and
couriers) to achieve and even surpass such benefits, which were estimated to reach up to 50%
reduction in transaction costs, reaching EUR 2.5 million per year once the new regime is fully
implemented®Finally, one has also to remember that the ongoing security threats will unavoidably
lead to more requirements for proper identification of all types of packages and letters sent either on
the postal or courier environments. The envisaged EU VAT changes should aim to link as much as
possible to such changes needed for security purposes.

Impacts on the market for e-Commerce in the European Union

Expected impacts

The SCM analysis shows that the extension of the SEM to goods as well as services is estimated to
significantly reduce administrative costs for those firms opting into the system. This can in turn
support growth in the EU e-Commerce market, through the following channels.

Fixed administrative costs: the extension of the SEM is expected to reduce the
administrative burden for those businesses that opt into the system. By reducing the
administrative burden — especially for smaller businesses that are not registered outside their
home country under the current system — this is expected to encourage compliance and lead
to more businesses registering. The SEM can also reduce costs for firms that would
otherwise incur the greater costs associated with the current system.

To the extent that competition between firms means that these reductions in costs are passed
on to consumers, the extension of the SEM has the potential to reduce e-Commerce prices
and lead to an increase in demand.

Variable administrative costs: the SEM would also be used for the importation of low value
goods up to the current Customs threshold of EUR 150. This would be expected to reduce the

% The Union Customs Code (Regulation (EU) No 952/2013) provisions will start to apply as from 1 May 2016, once the UCC-
related Commission acts (Delegated and Implementing Acts) are adopted and in force

7 European Commission (2005) Annex to the Proposal for a regulation of the European Parliament and of the Council laying
down the Community Customs Code and to the Proposal for a decision of the European Parliament and of the Council
implementing a paperless environment for Customs and trade, SEC(2005) 1543, p. 28, available at:
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variable costs associated with e-Commerce imports, which can in turn lead to lower prices
and increased demand for non-EU imports.

Average VAT rates on imports: While the SEM is expected to reduce the administrative
costs for non-EU suppliers that register for the system, it will also enable better monitoring
and is therefore expected to increase VAT compliance and hence the average VAT rate. This
increase in the VAT paid is expected to offset the reduction in administrative costs.

Supply of cross-border e-Commerce: as discussed, the reduction of the VAT registration
threshold may lead some businesses to cease trading cross-border rather than incur
additional administrative costs. The extent to which this occurs will depend on the magnitude
of the administrative burden relative to businesses’ profits from cross-border online trade. By
reducing the administrative costs associated with cross-border VAT registration the
introduction of the SEM can facilitate more businesses to register and reduce the likelihood of
firms exiting the market.

The analysis from the SCM indicates that the compliance cost is about EUR 690 per company
per Member State. For businesses whose sales exceed the registration threshold of EUR 10
000 (or even of EUR 5 000) these costs are small relative to the revenues from cross-border
e-Commerce; it is therefore assumed that exit from the cross-border e-Commerce market is
negligible in this case. It is therefore assumed that the Policy Option does not lead to a direct
impact on the supply of e-Commerce; however, the CGE model allows for the fact that the
reduction in the administrative burden may induce businesses’ to trade cross-border, while
the reduction in prices will increase demand.

Results

The table below shows the resulting impacts on the volume of e-Commerce in the EU, both in
percentage terms and absolute terms (millions of transactions). The introduction of the SEM (with a
registration threshold of EUR 10 000) is expected to have a positive impact on EU cross-border e-
Commerce volumes; however, the effect on non-EU imports is estimated to be negative due to the
increase in compliance and VAT paid.

Table 37 - Impact of Option 4 (EUR 10000 threshold) on EU e-Commerce volume, 2020 (million
transactions, %)

Estimated impact

-113.9
Total e-Commerce

-0.39%

-158.7
Cross-border e-Commerce

-2.72%

40.5

EU Cross-border e-Commerce

1.10%

-199.2
Non-EU Cross-border e-Commerce 0.1

Source: Deloitte analysis

The change in e-Commerce volumes is largely driven by the change in prices, which reflect the
administrative burden.

Table 38 - Impact of Option 4 (EUR 10000 threshold) on EU e-Commerce prices, 2020

Estimated impact

Total e-Commerce 0.73%
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Cross-border e-Commerce 1.84%

EU Cross-border e-Commerce -0.03%

Non-EU Cross-border e-Commerce 5.66%

Source: Deloitte analysis

The effects on different types of e-Commerce are described in more detail below:

The extension of the SEM to the import of consignments under EUR 150 is estimated to
decrease administrative costs compared to Option 3, but increase the VAT payable. These
effects are expected to approximately cancel each other out, leading to an increase in prices
of non-EU imports of about 5.7%

The introduction of the SEM is expected to reduce the overall administrative burden facing EU
businesses by between 9% and 30%; this can correspond to a reduction in overall labour
costs of almost 0.3%. However, the eventual price of goods purchased online within the EU
will also be affected by other factors, including competitive pressures from businesses outside
the EU, which are reduced as VAT compliance on imports improves. As a result, prices of EU
goods are only expected to decrease slightly. However, with the price of EU online
purchases falling relative to non-EU imports there is still estimated to be substitution towards
EU products over imports and volumes may increase by up to

Due to the large decrease in non-EU sales volumes, the aggregate impact on e-Commerce
volumes is expected to be negative, despite increases in domestic and within-EU sales.
Moreover, the overall price level is estimated to increase relative to the status quo due to the
reduction in competitive pressure from outside the EU.

As a consequence of these changes in the volumes and prices of e-Commerce, the total value of the
market is generally expected to increase; however, much of this increase in overall values is driven by
an increase in prices.

Table 39 - Impact of Option 4 (EUR 10 000 threshold) on the value of EU e-Commerce, 2010 (EUR
billions, %)

Estimated impacts

3.77
Total e-Commerce
0.33%
-0.69
Cross-border e-Commerce
-0.36%
1.48
EU Cross-border e-Commerce
1.07%
-2.17
Non-EU Cross-border e-Commerce
-0.04

Source: Deloitte analysis

Along with these impacts on the e-Commerce market, the reduction in the total administrative burden
may have wider economic impacts.

2016

Under the status quo, about 0.5% of labour costs are associated with unproductive

administrative tasks. By reducing these costs by as much as 30% the reduction in the
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administrative burden is estimated to increase labour productivity by up to 0.1% as workers
are able to devote more time to productive tasks rather than administration and compliance.
As the market grows and labour becomes more productive, employment in the retail sector is
estimated to increase slightly.

The reduction in the administrative burden largely benefits EU businesses, while non-EU
firms are slightly worse-off relative to the status quo due to the removal of the small
consignments exemption. This may increase the competitiveness of EU businesses.

Impacts on compliance

Intra EU simplification

The compliance impact of Option 4 includes the impact of Option 3. However, Option 4 is expected to
further improve both voluntary compliance and compliance control on intra EU cross border trade in
goods and non-TBE services. The voluntary compliance would improve due to significant
simplification to the VAT system (when business trades above the distance sales thresholds). The
SEM would facilitate the monitoring of compliance and the fight against fraud for Member States
authorities due to increased exchange of information and closer administrative cooperation, similarly
to the current MOSS system for TBE services.

Import VAT simplification

The compliance impact of Option 4 includes the impact of Option 3. However, Option 4 is expected to
further improve both voluntary compliance and compliance control on the import of goods with value
up to EUR 150. The voluntary compliance would improve due to the increased flexibility for the trader
to choose between three Options for fulfilling their import VAT obligations. The Option would also
support the fight against fraud for Member States’ authorities, as it has the potential to reduce
avoidance of VAT by undervaluation and incorrect labelling of the goods (used to benefit from the
exemption), or split imports. The use of SEM on import has a potential to improve also compliance
control, as the non-EU trader would become VAT registered in the EU, having therefore closer
connection with the EU tax authorities.

Regarding TBE services, there would be minimal impact on compliance as the Option 4 is very similar
to the current system.

4.5.4 Key findings

Policy Option 4 entails a removal of the current distance sales threshold, the small consignment
exemption and the introduction of a new cross-border exemption threshold for EU micro enterprises of
EUR 10 000 (the impacts on the threshold of EUR 5 000 are described in section 5.4). In addition, the
Option introduces a Single Electronic Registration (SEM) for intra-EU supplies of goods and non-TBE
services. The Option is expected to affect the roles and responsibilities of Member States, EU and
non-EU businesses and couriers and postal operators.

Impacts on Member States

The table below provides an overview of the impacts on Member States assessed for this Option.
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Table 40 - Overview of impacts on Member States for Option 4 (threshold of EUR 10 000)

Member States ‘ VAT revenues

VAT revenues below the threshold(EUR billion) (MSI) 0.388
VAT loss due to non-compliance (EUR billion) 0.633
VAT revenue (EUR billion) 9.128
Volume of consignment below EUR 150 187 288 192

VAT revenue via the SEM

Volume of consignment processed via the SEM 140 840 720
VAT loss due to non-compliance (EUR billion) 0.035
VAT revenue (EUR billion) 0.665
Compliance 5% non-compliance

VAT revenue outside of the SEM

Volume of consignment processed outside the SEM 46 447 472
VAT loss due to non-compliance (EUR billion) 0.138
Corresponding VAT revenue (EUR billion) 0.092
Compliance 60% non-compliance

Source: Deloitte analysis

For Member States, the VAT revenue corresponding to the intra-EU cross-border transactions below
the common EU VAT exemption threshold set at EUR 10 000 (with domestic rules applying below
such threshold) is estimated at about EUR 9.128 billion. VAT revenues from TBE services are
considered to remain stable at about EUR 3 billion. VAT revenues from imports are also expected to
increase with respect to the Status Quo, as an effect of the use of the SEM for all parcels below the
Customs thresholds of EUR 150 by non-EU traders (either via direct registration or via third party
registration). The figures presented above represent a notable increase in VAT revenues with respect
to the status quo (as well as with respect to Options 2 and 3), which is explained to a large extent to
an increase in compliance with VAT-related obligations.

Based on data provided by Member States as part of Lot 3 analysis, the average cost for setting-up
the IT systems can be estimated somewhat lower than those sustained to set-up the MOSS, as the
SEM represents to a large extent an upgrade/adaptation of the MOSS. Costs for the set-up of the
MOSS have been estimated to about EUR 2.543 million (costs for setting-up the MOSS, which are
likely to be comparable to those necessary to set-up the SEM). Maintenance costs are expected to
be lower than the development and setting-up costs, and have been quantified to about EUR 250 00
per year (on average), similar to those currently sustained for the MOSS.

As for the related overhead costs, they include organisational costs, business process re-
engineering, training, etc. The average overhead costs for the implementation of the national MOSS
portals (estimated to be somewhat lower for the SEM) can be estimated as ranging from EUR 7.630
million to EUR 12.7 million on average.
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Impacts on businesses

The table below provides an overview of the main impacts on businesses assessed for this Option.

Table 41 -Overview of impacts on businesses of Option4 (threshold of EUR 10 000)

e old a R 10 000
Total (EUR billion) 0.981 1.437 2.418
0 — (below the threshold)
0 — (below the 2 071 (above the threshold
threshold) 0 (below threshold) and in SEM)

per company (EU
businesses) (EUR)

2 071 (above the
threshold and in SEM)

28 163 (above the
threshold and outside

2172 (MOSS/SEM
registered)

23 601 (non registered
for MOSS/SEM)

28 163 (above the threshold
and outside SEM)

2172 (MOSS/SEM
registered)

per company per Member
State (EUR)

SEM) 23 601 (non registered for

MOSS)

0~ (bel h 0 — (below the threshold)
— (below the

threshold) | 0 (below threshold) | 688 (above the threshold and

688 (above the
threshold and in SEM)

4 694 (above the
threshold and outside
SEM)

434 (MOSS/SEM
registered)

5 203 (non registered
for MOSS/SEM)

in SEM)

4 694 (above the threshold
and outside SEM)

434 (MOSS/SEM registered)

5 203 (non registered for
MOSS/SEM)

429 171 (below the
threshold)

429 171 (below the threshold)

101 354 (above the threshold
and in SEM)

10 604 (MOSS/SEM
registered)

33 969 (non registered
for MOSS/SEM)

101 354 (above the
threshold and in SEM)

27 383 (above the
threshold and outside
SEM)

27 383 (above the threshold
and outside SEM)

10 604 (MOSS/SEM
registered)

33 969 (non registered for
MOSS/SEM)

No of companies

Source: Deloitte analysis

If the threshold is set at EUR 10 000 the overall administrative burden for businesses is expected to
decrease by 42%. EU businesses will benefit from a clearer legislative framework applying throughout
the EU. Overall, it is estimated that about 18% of businesses engaged in cross-border e-Commerce
will register to the SEM, representing about 62% of the volume of cross-border e-Commerce.

Furthermore, postal operators and couriers are likely to experience an increase in the volume of
parcels to be processed, more than compensated by a reduction in the processing costs, estimated of
about 24% with respect to the Status Quo. In addition, third parties (including postal operators,
couriers and large marketplaces) would have a stronger role and more responsibilities under
alternative (ii), as they will register with the SEM and report and pay VAT on behalf of non-EU
businesses (becoming agents).

Businesses will be likely to incur in costs for adapting their systems and procedures to the new rules
and to the requirements of the SEM, including IT costs, process re-engineering, training, etc. The
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SEM is likely to be similar to the MOSS in terms of requirements and functionalities. It is therefore
likely to assume that businesses will face similar costs for using the SEM the SEM as they incur for
the MOSS. Non-EU businesses and third parties (e.g. couriers, postal operators and marketplaces)
registering directly for the SEM will also incur in the same costs.

With regard to the costs for postal operators and couriers to adapt their current systems to the
requirements of the SEM, it has to be noted that they will incur in some costs to comply with the
upcoming provisions of the Union Customs Code (Regulation (EU) No 952/2013). The UCC will in any
event put additional obligations on both postal operators and couriers in respect of the advanced
information they will need to provide to EU Customs administrations. This presents an excellent
opportunity to consider aligning the requirements for information in respect of VAT with the Customs
information. Such a development should reduce development costs for couriers and postal operators.
This would also bring benefits to Customs administrations as the necessity to ensure that VAT has
been pre-declared can be integrated into the general clearance process rather than having a separate
process only for VAT.

Businesses interviewed as part of Lot 3 activities quantified the IT-related costs for adapting their IT
systems to the 2015 place of supply rules and the MOSS amount to about EUR 1.172 million, with
very large variations across businesses, as the costs identified vary from EUR 8 000 to EUR
10 000 000 (depending on the size of the business, on the amount of changes required, etc.).
Businesses quantified the external costs related to accompanying trainings in EUR 3 000 — EUR
5 000 on average, without including the internal selection process for the training providers. As for the
internal costs, they were also quantified in approximately 20 FTE personnel days, including both
design and delivery.

Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the key economic impacts assessed for this Option.
Table 42 - Overview of economic impacts for Option 4 (threshold of EUR 10 000)

Total e- Cross-border e- EU cross-border Non-EU cross-
Commerce Commerce e-Commerce border

Threshold of EUR 10 000
Millions of transactions -113.9 -158.7 40.5 -199.2

% -0.39 -2.72 1.10 -9.3

Threshold of EUR 10 000

% 0.73 1.84 -0.03 5.66

Threshold of EUR 10 000
EUR billions 3.77 -0.69 1.48 -2.17
% 0.33 -0.36 1.07 -4.2

Source: Deloitte analysis

The introduction of the SEM (with a registration threshold of EUR 10 000) is expected to have a
positive impact on EU cross-border e-Commerce volumes (increase of 1.1%, and 1.07% increase in
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value); however, the effect on non-EU imports is estimated to be negative due to the increase in
compliance and VAT paid. The change in e-Commerce volumes is largely driven by the change in
prices, which reflect the administrative burden.

Impacts on compliance

Intra EU simplification

Option 4 is expected to further improve both voluntary compliance and compliance control on intra EU
cross border trade in goods and non-TBE services. The SEM would facilitate the monitoring of
compliance and the fight against fraud for Member States due to increased exchange of information
and closer administrative cooperation, similarly to the current MOSS system for TBE services.

Import VAT simplification

Option 4 is expected to further improve both voluntary compliance and compliance control on the
import of goods with value up to EUR 150. The Option would also support the fight against by
sustaining the reduction of undervaluation and incorrect labelling of the goods, or split imports. The
use of SEM on import has a potential to improve also compliance control, as the non-EU trader would
become VAT registered in the EU, having therefore closer connection with the EU tax authorities.
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Under Option 5, both the distance selling threshold and the VAT exemption for the importation of
small consignments are removed. This Option has a common VAT threshold for business (set at
EUR 5 000 and 10 000). Supplies below the threshold can either be treated under domestic rules
(alternative 1) or being exempt from VAT (alternative 2). Businesses have the Option to register for
the single electronic registration and payment mechanism, to declare cross-border transactions,
similar to the current functioning of the MOSS. The SEM applies also to imports of goods from third
countries. The Optional so introduces simplified procedures for imports not processed via the SEM.
The Option also introduces a collection fee for the Member State of Identification set at 0, 10%,
20% or 30%. With regard to audit, the rules of the Member State of Identification apply, so that
businesses are subject to only one set of (domestic) rules.

4.6.1 Amendments to the SEM in Option 5

Structure and aim

Option 5 introduces an alternative to the way the SEM operates (as described under Option 4) by
allowing the application of some home country (MS of identification/country of SEM registration) rules
and legislation instead of the rules of the MS of consumption (as is currently the case in MOSS).

This Option applies to both EU suppliers (that can use the SEM for all their its intra-EU cross-border -
B2C supplies, as in Option 4) and to non-EU suppliers/third parties, which can use SEM for B2C
imports under Customs threshold of EUR 150, as in Option 4, including the three alternative Customs
simplifications.

This Option directly links to the specific objectives of minimising burdens attached to cross-border e-
Commerce arising from different VAT regimes and of facilitating the monitoring of compliance and the
fight against fraud of Member States’ authorities. It provides additional simplification to the suppliers
and reduces their administrative burden by allowing the suppliers to apply the legislation they are
familiar with instead of the burden from monitoring and applying up to 27 sets of legislation of the MSs
of destination. Of course, those businesses registered in countries that already have simpler VAT-
related obligations will benefit from the Option in comparison to businesses registered in MSs with
heavier VAT-related obligations.

In addition, it can be expected that in order to attract businesses to register for their SEM, Member
States will tend to offer favourable conditions to businesses. In the medium to long term, this could
lead to a convergence and de facto harmonisation of VAT-related obligations across Member States.

Process flow

Same as in Option 4.
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Roles and responsibilities of the stakeholders

Member States

All EU Member States will have to upgrade/adapt their current MOSS system so as to include the
additional transactions to be included in the SEM, maintain and promote the use of the SEM (similar
to what has been done for the MOSS), which includes the IT-related costs, but also (possibly) internal
process re-engineering, promotion and dissemination campaigns, etc. In addition, the first two
alternatives for imports (supplier registration and intermediary registration) might require some
additional IT developments to be implemented (as under Option 4).

Member States of Identification will keep the responsibility for controlling and auditing businesses
registered for all their e-Commerce trade (apart from the application of the VAT rate of the MSC).

Businesses

Both EU and non-EU supplier/third party can apply some rules of MSI (rather than MSC) regarding
the supplies declared in SEM. The rules may include invoicing, chargeability, evidence, cash
accounting, bad debt relief, audit and penalties.

The VAT rates and exemptions of the MSC continue to apply.

The ‘home country’ rules can be applied only on the supplies declared in SEM, all other supplies (e.qg.
B2B or B2C if supplier is established in the MSC) will continue to follow the current rules (mostly the
rules of MSC).

Postal Operators and Couriers

This Option introduces small change in the role and responsibilities of postal operators and couriers
with respect to Option 4 in cases where they use SEM on behalf of non-EU businesses (alternative

(iD)).

4.6.2 Analysis of the impacts of Policy Option 5

As Option 5 is a variation of Option 4, the impacts of both Options are broadly the same in terms of
guantifiable data available.

Impacts on Member States

Expected impacts

The expected impacts on Member States for introducing the SEM, the abolishment of the distance
selling threshold and of the small consignment exemption and the introduction of a new threshold of
either EUR 5000 or EUR 10 000 is explained in detail in Option 4. In short, these changes are
expected to:

Increase VAT revenues, benefitting mostly the MSCs with respect to the Status Quo as the
volume of e-Commerce cross-border transactions to be taxed at the VAT rate of the Member
State of Consumption will increase.

The distribution of the VAT revenues from cross-border e-Commerce transactions between
MSCs and MSis will depend on the level of the threshold, as well as on the rules to be applied
for transactions below the thresholds (i.e. home country rules or VAT exemption, and level of
the revenue collection fee for MSI).
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VAT revenues from TBE services are not expected to change with respect to the Status Quo,
as the changes are not expected to modify the use of the MOSS systems for those
businesses already registered to it.

Under this Option, B2C cross-border e-Commerce imports from third countries will be taxed at
the VAT rate of MSC from the first EUR.

Member States will incur costs for the upgrade/adaptation of the MOSS to the SEM (including
IT costs, process re-engineering, training, etc.) as well as for the promotion of the SEM (same
as under Option 4).

Results: common VAT threshold of EUR 10 000, domestic rules

With regard to VAT revenues from intra-EU cross-border e-Commerce transactions, they are
estimated to amount to about 9.183 EUR billion, following the removal of the distance selling
threshold. Such revenues represent the VAT revenue (using a 20% EU average rage) of the
additional revenue of intra-EU cross-border e-Commerce sales originated from the minority of micro-
businesses above the common EU VAT exemption threshold complying with VAT -related obligations,
and above the common EU VAT exemption threshold. The VAT revenue corresponding to the cross-
border transactions below the common EU VAT exemption threshold set at EUR 10 000 is estimated
of about EUR 0.388 bhillion. VAT revenues from cross-border supply of TBE services is considered to
remain stable around 3 EUR billion.

The table below provides an overview of the VAT revenues for Member States in the case of the
common VAT threshold of EUR 10 000 and domestic rules for cross-border transactions below the
threshold.

Table 43 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce

Member States VAT revenues

VAT revenues below the threshold(EUR billion) 0.388
VAT loss due to non-compliance (EUR billion) 0.578
VAT revenue (EUR billion) 9.183

Source: Deloitte analysis

With regard to VAT revenues from imports, the share of parcels processed via the SEM and the
related VAT revenue (as well as the VAT revenue from parcels processed outside of the SEM and
VAT loss) is likely to be the same as under Option 4, as the provisions of Option 5 do not modify the
framework for exports.

Such figure is similar to the result for Option 4, and represents a notable change with respect to the
Status Quo, with a notable decrease of the VAT foregone, which is expected to fall from EUR 2.2/3.8
billion (estimated), to about EUR 578 million. Such a decrease can be explained to a large extent with
the expected improvement in businesses’ compliance to VAT -related obligations. Non-compliance is
expected to dramatically decrease for transactions processed via the SEM (representing about 70%
of the total VAT revenues for Member States), but also for those transactions processes outside of
the SEM (representing about 20% of the VAT revenues).

With regard to VAT revenues from imports, the amount of parcels that will be processed via the SEM
(both direct business registration, third party registration) is likely to impact to a large extent the
amount of VAT collected by Member States. Similarly to cross-border e-Commerce, the increased
VAT-compliance of online transactions via the SEM is expected to account for large part of the VAT
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revenues from imports (about 8.5% of total VAT revenues), while transactions processed outside of
the SEM are likely impact VAT revenues only marginally (about 1.5% of the VAT revenues).

Member States will incur in IT and overhead costs for the upgrading the MOSS to the SEM and for
the maintenance of the SEM portals, which are expected to be lower than those incurred for the
MOSS set-up®. The analysis of the MOSS functioning carried out under Lot 3 provides some figures
on the MOSS set-up and maintenance costs for Member States, that we report to provide the order of
magnitude of the likely costs for the SEM. Maintenance costs for the SEM are expected to be similar
to those of the MOSS.

As for the related overhead costs, they include organisational costs, business process re-engineering,
training, etc. Literature on IT transformation® suggests to apply a 1:3 ‘rule-of-thumb’ while quantifying
the overhead costs for transformative IT project, i.e. for every EUR spent on IT, 3 EUR are spent on
overhead. Literature on e-Government projects™ suggests that such proportion could increase up to
1:5 in large e-Government projects. Therefore, the average overhead costs for the implementation of
the national MOSS portals (and likely for the SEM) can be estimated as ranging from EUR 7.630
million to EUR 12.7 million on average, depending on which ‘rule-of-thumb’ is applied.

Impacts on businesses

Expected impacts

The expected impacts on businesses for introducing the SEM, the abolishment of the distance selling
threshold and of the small consignment exemption and the introduction of a new threshold of either
EUR 5 000 or EUR 10 000 is explained in detail in Option 4. In short, the impacts expected are the
following:

Increased administrative costs for EU businesses exceeding the threshold that choose to
register in each Member State where they have B2C cross-border e-Commerce, rather than
use the SEM;

The application of a fully harmonised set of EU rules for cross-border transactions processed
via the SEM. These rules are likely to impact the same costs as under Option 5, e.g. the rules
for currency conversion, the rules on record-keeping, invoicing and for inputting corrections in
VAT declarations. As the new rules for the SEM will modify and simplify the current MOSS,
the corresponding costs for submission and payment of VAT returns will decrease (for
instance, returns will become simpler)™. Such reduction is likely to be lower than under Option
5, however, due to the upward harmonisation of the common set of EU rules.

This Option is likely to reduce the one-off costs businesses incur to adapt their IT systems
(including websites and ERP systems), as they will be subject to domestic obligations only.
Therefore, they only major changes they will have to incorporate will consist in the inclusion
(and automatic application) of the correct VAT rate of the Member States of Consumption for

% See the Final Report of Lot 3

6 Rand Overhead, General and Administrative costs, available at:
https://www.rand.org/content/dam/rand/pubs/monograph_reports/MR1325/MR1325.ch9.pdf

" Kettani D., Moulin B. (2015), e-Government for Good Governancen Developing Countries, International Development
Research Centre

™ See assumption 21 under annex 4 for more details.
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each transaction. Similarly, the maintenance costs and the costs incurred to monitor relevant
changes in the legislation are likely to be lower than under Option 4;

The application of ‘home rules’ for transactions processed via the SEM is likely to increase
the take-up of the system by businesses with respect to Option4.

The removal of the small value consignment exemption would lead to a notable increase of
the number of parcels to be processed at Customs (same as under Option 4).

The simplification in audit procedures is likely to have a major impact on businesses.
Unfortunately, there are no data at this stage to assess the impact of such changes on the
costs of audits for businesses.

Businesses active in TBE services are not expected to be affected with respect to the Status
Quo, as the Option does not modify the framework for these services.

Postal operators and couriers will have to pass through Customs a larger share of parcels,
with possible implications on their processing costs and on timing of the delivery with respect
to the Status Quo (same as under Option4).

Results common VAT threshold of EUR 10 000, domestic rules

In addition to the changes proposed in Option 4, Option 5 allows businesses using the SEM to follow
the VAT rules of the MSI while simply applying the rate of VAT in the MSC. This feature is expected to
further lower the administrative costs for businesses using the MOSS with respect to the costs
estimated under Option 4. Stakeholders (especially businesses) commented favourably this Option
both via the online business survey and during the different workshops, considering it a notable
improvement with respect to Option 4, which in turn was considered as a notable improvement with
respect to the Status Quo.

Our analysis estimates that with a common EU VAT exemption threshold of EUR 10 000 the overall
administrative costs for businesses active on cross-border e-Commerce of goods under Option 4
are estimated of about EUR 1.871 billion. This figure represents a decrease of 55% with respect to
the Status Quo.

Costs however will likely differ largely between those businesses that benefit from the common EU
VAT threshold, and those whose EU cross-border sales are above the common EU VAT exemption
threshold.

When the common EU VAT exemption threshold is set at EUR 10 000, businesses benefiting from it
(according to our estimates, 97% of micro-businesses active in B2C cross-border e-Commerce) are
not likely to encounter additional administrative costs for VAT -related obligations, as the cross-border
sales will be subject to domestic rules.

Administrative costs for businesses with cross-border sales above the threshold and adopting the
SEM are estimated to amount to about EUR 1 212 per company per year or about (on average) EUR
404 per company for each Member State they sell cross-border (up to two, on average).

Finally, administrative costs for businesses with cross-border sales above the threshold and outside
of the SEM are estimated to amount to about EUR 28 000 (EUR 28 163) per company per year or
about (on average) EUR 4 700 (EUR 4 694) per company for each Member State they sell cross-
border (four VAT registrations, on average).

With regard to the number of businesses engaged in cross-border e-Commerce, about 20% of
businesses engaged in cross-border e-Commerce are expected to register to the SEM, representing
about 74% of the volume of cross-border e-Commerce.

Directorate-General for Taxation and Customs Union
2016



The table below provides an overview of the number of businesses above the common EU VAT
exemption threshold and in/outside of the SEM, per size of businesses, and per volume of cross-
border e-Commerce. Overall, it is estimated that about 20% of businesses will register to SEM under
Option 5, representing about 74% of the volume of cross-border e-Commerce.

Table 44 - Estimated adoption rate of the SEM by EU businesses under Option 5, common EU VAT
exemption threshold at EUR 10 000

Businesses below the
common VAT threshold
(EUR 5000 — 10 000)

Businesses above the
common VAT threshold
and in the SEM (EUR

Businesses above the
common VAT threshold
and outside the SEM

5000 — 10 000)

Micro businesses 429 171 13 273
Small businesses 77 630 4 086
Medium businesses 20 905 3 689
Large businesses 6 408 2746
Total number of 429 171 118 218 10 521
businesses
(% of businesses) 76.9% 20.1% 1.9%
(% of cross-border e- 3.2% 73.9% 22.4%
Commerce volume)

Source: Deloitte analysis

Businesses will be likely to incur in costs for adapting their IT systems and procedures to the new
rules and to the requirements of the SEM, including (e.g. IT costs, process re-engineering, training,
etc.). Such costs are likely to be lower than those estimated under Option 4, as the changes to be
implemented are lower than those required under Option 4.

Finally, as mentioned earlier, postal operators and couriers are likely to pass through Customs a
larger share of parcels, balanced by a reduction in processing costs due to the simplified procedures
introduced with the SEM. Option 5 does not introduce further changes with respect to Option 4.
Therefore, the reduction in processing costs for couriers and postal operators is estimated of about
24% with respect to the Status Quo.

In addition, as for Option 4, the implementation of this Option (and especially of a simplification tool
such as the SEM) is expected to lead to a notable decrease in non-compliance with VAT-related
obligations, which in turn translates into a notable increase in the expected VAT revenues for Member
States (about EUR 9 billion, with VAT foregone estimated to about EUR 634 million). The same
considerations on the possibility to aligning the requirements for information in respect of VAT with the
Customs information provided under Option 4 apply here. Such provisions should reduce
development costs for couriers and postal operators. This would also bring benefits to Customs
administrations as the necessity to ensure that VAT has been pre-declared can be integrated into the
general clearance process rather than having a separate process only for VAT.
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Impacts on the market for e-Commerce in the European Union

Expected impacts

The expected impacts on the wider economy from the removal of the distance sales thresholds and
the small consignment exemption and the introduction of the SEM are described in detail under
Option 4. In short, these impacts can be summarised as follows:

The domestic rule for SEM transactions is expected to further reduce the administrative
burden for those businesses that opt into the system;

The variable costs associated with e-Commerce imports is expected to be reduced;

The reduction of the VAT registration threshold may lead some businesses to cease trading
cross-border rather than incur additional administrative costs.

The analysis from the SCM indicates that the compliance cost is about EUR 400. For
businesses whose sales exceed the registration threshold of EUR 5 000 or EUR 10 000 these
costs are small relative to the revenues from cross-border e-Commerce; it is therefore
assumed that exit from the cross-border e-Commerce market is negligible in this case.

Results: common VAT threshold of EUR 10 000

The mechanisms through which Option 5 may affect the e-Commerce market in the EU are similar to
those described for Option 4. However, the administrative burden is expected to be further reduced by
the use of domestic rules for the SEM. These additional reductions in costs are reflected in lower
prices and therefore an increase in demand for EU cross-border e-Commerce relative to Option 4.

The table below summarises the impacts on volumes, prices and the overall value of the market.

Table 45 - Impact of Option 5 (EUR 10000 threshold) on EU e-Commerce

Volumes (millions of Prices Value (EUR billions)
transactions)
-104.7 3.57
Total e-C 0.68%
otal e-Commerce 20.36% o 0.32%
-153.0 -0.63
C -bord -C 1.75%
ross-border e-Commerce 2 620 o 20.33%
47.4 1.57
EU Cross-border e-Commerce -0.15%
1.29% > 1.13%
Non-EU Cross-border e-Commerce -200.4 5.66% -2:20
-9.35% -4.22%

Source: Deloitte analysis

Impacts on compliance

Compliance impact of Option 5 would be very similar to Option 4. However, Option 5 is expected to
further increase voluntary compliance by providing additional simplification to the SEM in the form of
application of home country legislation. Option 5 has also a potential to further improve compliance
controls and reduce fraud, provided there is an effective administrative cooperation between the MSI
and all the MSCs.
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4.6.3 Key findings

Policy Option 5 entails a removal of the current distance sales threshold, the small consignment
exemption and the introduction of a new cross-border exemption threshold for EU micro enterprises of
EUR 10 000, with domestic rules applying to transactions above the threshold (the impacts on the
threshold of EUR 5000 and of transactions above the threshold being exempt from VAT are
described in section 0). In addition, the Option introduces a Single Electronic Registration (SEM) for
intra-EU supplies of goods and non-TBE services. The Option is expected to affect the roles and
responsibilities of Member States, EU and non-EU businesses and couriers and postal operators.
Cross-border transactions will be subject to home country rules (while still be taxed at the VAT rate of
the MSC).

Impacts on Member States

The table below provides an overview of the impacts on Member States assessed for this Option.

Table 46 - Overview of impacts on Member States for Option 5 (threshold of EUR 10 000)

embe ate A\ ayve a

VAT revenues below the threshold(EUR billion) 0.388
VAT loss due to non-compliance (EUR billion) 0.578
VAT revenue (EUR billion) 9.183
Volume of consignment below EUR 150 187 288 192

VAT revenue via the SEM

Volume of consignment processed via the SEM 140 840 720
VAT loss due to non-compliance (EUR billion) 0.035
VAT revenue (EUR billion) 0.665
Compliance 5% non-compliance

VAT revenue outside of the SEM

Volume of consignment processed outside the

SEM 46 447 472
VAT loss due to non-compliance (EUR billion) 0.138
Corresponding VAT revenue (EUR billion) 0.092
Compliance 60% non-compliance

Source: Deloitte analysis

For Member States, the VAT revenue corresponding to the intra-EU cross-border transactions below
the common EU VAT exemption threshold set at EUR 10 000 threshold is estimated at about EUR
9.183 billion. VAT revenues from TBE services are considered to remain stable at about EUR 3
billion. VAT revenues from imports are also expected to increase with respect to the Status Quo, as
an effect of the use of the SEM for all parcels below the Customs thresholds of EUR 150 by non-EU
traders (either via direct registration or via third party registration). The figures presented above
represent a notable increase in VAT revenues with respect to the status quo (as well as with respect
to Options 2 and 3), and similar to those estimated under Option 4. Such an improvement in VAT
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revenues for Member States is explained to a large extent to an increase in compliance with VAT-
related obligations.

Overall, it is estimated that about 20% of businesses will register to SEM under Option 5, representing
about 74% of the volume of cross-border e-Commerce.

IT costs for the upgrade/adaptation of MOSS systems to the SEM requirements are expected to be to
a certain extent lower than those incurred by Member States for setting up the MOSS. Set-up costs
for the MOSS have been estimated to about EUR 2.500 million per Member State. Maintenance
costs are expected to be similar to those currently sustained for the MOSS, which have been

guantified to EUR 251 604 per year (on average) for the MOSS (same as under Option 4).

With regard to imports, Option 5 is not expected to have different impacts than Option 4.

Impacts on businesses

The table below provides an overview of the main impacts on businesses assessed for this Option.

Table 47 -Overview of impacts on businesses of Option 5 (threshold of EUR 10 000)

per company (EU
businesses) (EUR)

1 212 (above the
threshold and in SEM)

28 163 (above the
threshold and outside

2 020 (MOSS/SEM
registered)

23 601 (non registered
for MOSS/SEM)

e old a R 10 000
Total (EUR billion) 0.439 1.437 1.871
0 — (below the threshold)
0 — (below the 1 212 (above the threshold
threshold) and in SEM)

28 163 (above the threshold
and outside SEM

2 020 (MOSS/SEM
registered)

per company per Member
State (EUR)

SEM) 23 601 (non registered for

MOSS

0~ (bel h 0 — (below the threshold)
— (below the

threshold) 404 (above the threshold and

404 (above the
threshold and in SEM)

4 694 (above the
threshold and outside

404 (MOSS/SEM
registered)

5 203 (non registered
for MOSS/SEM)

in SEM)

4 694 (above the threshold
and outside SEM)

404 (MOSS/SEM registered)

No of companies

SEM) 5 203 (non registered for

MOSS/SEM)

429 171 (below the

threshold)

429 171 (below the 118 216 (above the threshold
threshold) din SEM

10 604 (MOSS and in )

118 216 (above the
threshold and in SEM)

10 521 (above the
threshold and outside
SEM)

registered)

33 969 (non registered
for MOSS)

10 521 (above the threshold
and outside SEM)

10 604 (MOSS/SEM
registered)

33 969 (non registered for
MOSS/SEM)

Source: Deloitte analysis
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If the threshold is set at EUR 10 000 the overall administrative burden for businesses is expected to
decrease by 55% with respect to the status quo (the reduction is estimated of 42% under Option 4).
EU businesses will benefit from a clearer legislative framework applying throughout the EU.

The impacts of Option 5 for processing costs of postal operators and couriers are not likely to differ
from those of Option 4, i.e. a 24% reduction with respect to the Status Quo. In addition, third parties
(including postal operators, couriers and large marketplaces) would have a stronger role and more
responsibilities under alternative (ii), as they will register with the SEM and report and pay VAT on
behalf of non-EU businesses (becoming agents).

Businesses will be likely to incur in costs for adapting their systems and procedures to the new rules
and to the requirements of the SEM, including IT costs, process re-engineering, training, etc., lower
than those estimated under Option 4 (as well as those incurred under the current MOSS system).

In consideration of the upcoming implementation of the Union Customs Code, which imposes specific
information requirement to Customs procedures, the possibility to align the requirements for
information in respect of VAT with those for Customs could be considered (as for Option 4). Such
provisions should reduce development costs for couriers and postal operators. This would also bring
benefits to Customs administrations as the necessity to ensure that VAT has been pre-declared can
be integrated into the general clearance process rather than having a separate process only for VAT.

Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the key economic impacts assessed for this Option.

Table 48 - Overview of economic impacts for Option 5 (threshold of EUR 10 000)

Total e- Cross-border e- EU cross-border Non-EU cross-
Commerce Commerce e-Commerce border

Threshold of EUR 10 000
Millions of transactions -104.7 -153.0 47.4 -200.4
% -0.36% -2.62% 1.29% -9.35%

Threshold of EUR 10 000

% 0.68% 1.75% -0.15% 5.66%

Threshold of EUR 10 000
EUR billions 3.57 -0.63 1.57 -2.20
% 0.32% -0.33% 1.13% -4.22%

Source: Deloitte analysis

The introduction of the SEM (with a registration threshold of EUR 10 000) is expected to have a
positive impact on EU cross-border e-Commerce volumes (increase of 1.29%, and 1.13% increase in
value); however, the effect on non-EU imports is estimated to be negative due to the increase in
compliance and VAT paid. The change in e-Commerce volumes is largely driven by the change in
prices, which reflect the administrative burden.
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Impacts on compliance

Compliance impact of Option 5 would be very similar to Option 4. However, Option 5 is expected to
further increase voluntary compliance by providing additional simplification to the SEM in the form of
application of home country legislation. Option 5 has also a potential to further improve compliance
controls and reduce fraud, provided there is an effective administrative cooperation between the MSI
and all the MSCs.

Under Option 6, both the distance selling threshold and the VAT exemption for the importation of
small consignments are removed. This Option has a common VAT threshold for business (set at
EUR 5 000 and 10 000). Supplies below the threshold can either be treated under domestic rules
(alternative 1) or being exempt from VAT (alternative 2). Businesses have the Option to register for
the single electronic registration and payment mechanism, to declare cross-border transactions,
similar to the current functioning of the MOSS. The SEM applies also to imports of goods from third
countries. The option also introduces simplified procedures for imports not processed via the SEM.
The option also introduces a collection fee for the Member State of Identification set at 0, 10%,
20% or 30%. With regard to audit, a two sets of rules apply, i.e. home country rules for domestic
transactions, and fully harmonised EU rules for cross-border transactions under the SEM.

4.7.1 Harmonised EU Rules for SEM

Structure and aim

Option 6 provides another alternative to the way the SEM operates (as in Option 4) by introducing a
common set of EU rules and legislation instead of the rules of the MS of destination (as in MOSS) or
the ‘home country’ rules (as in the Option 5).

This Option applies to both EU suppliers (that can use the SEM for all their its intra-EU cross-border -
B2C supplies, as in Option 4) and to non-EU suppliers/third parties, which can use SEM for B2C
imports under Customs threshold of 150 EUR, as in Option 4, including the three alternative Customs
simplifications.

While the exact provisions established under the harmonised EU rules are not entirely defined, an
upward harmonisation of national rules can be assumed, i.e. that the set of harmonised rules will set
the obligations at the highest level. For instance, the requirements of storage of invoicing is assumed
to be set at 10 years, i.e. the highest requirement currently foreseen by Member States’ legislation.

This Option directly links to the specific objectives of minimising burdens attached to cross-border e-
Commerce arising from different VAT regimes and of facilitating the monitoring of compliance and the
fight against fraud of Member States’ authorities. It provides additional simplification to the suppliers.

Directorate-General for Taxation and Customs Union
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With respect to Option 5, it does not create potentially distortive competition between the businesses
registered for SEM in different MSs although it also reduces the motivation of a MS to offer simpler
rules in order to attract businesses to register for SEM in their MS.

Process flow

Same as in Option 4.

Roles and responsibilities of the stakeholders

Member States

All EU Member States will have to upgrade/adapt their current MOSS system so as to include the
additional transactions to be included in the SEM, maintain and promote the use of the SEM (similar
to what has been done for the MOSS). This includes the IT-related costs, but also (possibly) internal
process re-engineering, promotion and dissemination campaigns, etc. In addition, the first two
alternatives for imports (supplier registration and intermediary registration) might require some
additional IT developments to be implemented (as under Option 4 and Option 5).

Member States will be responsible for agreeing upon (together with the Commission) on a common
set of rules, and to apply it uniformly across the European Union (apart from the application of the
VAT rate of the MSC).

Businesses

Both EU and non-EU supplier/third party will apply the same set of EU rules. The rules may include
invoicing, chargeability, evidence, cash accounting, bad debt relief, audit and penalties.

The VAT rates and exemptions of the MSC continue to apply.

The actual burden on businesses will depend to a large extent on the content of the set of EU rules
and on the obligations they impose (‘where will the bar be set?’). As mentioned earlier, upward
harmonisation of rules is assumed for the analysis.

Postal Operators and Couriers

This Option does not introduces major changes in the role and responsibilities of postal operators and
couriers with respect to Option 4 in cases where they use SEM on behalf of non-EU businesses
(alternative (ii)).

4.7.2 Analysis of the impacts of Policy Option 6

As Option 6 is a variation of Option 4, the impacts of both Options are broadly the same in terms of
guantifiable data available.

Impacts on Member States

Expected impacts

The expected impacts on Member States for introducing the SEM, the eliminating the distance selling
threshold and of the small consignment exemption and the introduction of a new threshold is
explained in detail in Option4. In short, these changes are expected to:
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Increase VAT revenues, benefitting mostly the MSCs with respect to the Status Quo as the
volume of e-Commerce cross-border transactions to be taxed at the VAT rate of the Member
State of Consumption will increase;

The distribution of the VAT revenues from cross-border e-Commerce transactions between
MSCs and MSiIs will depend on the level of the threshold, as well as on the rules to be applied
for transactions below the thresholds (i.e. home country rules or VAT exemption, and level of
the revenue collection fee for MSI);

VAT revenues from TBE services are not expected to change with respect to the Status Quo,
as the changes are not expected to modify the use of the MOSS/SEM systems for those
businesses already registered to it;

With regard to VAT revenues from imports, the amount of parcels that will be processed via
the SEM (both under alternative 1 — direct business registration, and under alternative 2 —
third party registration) is likely to impact to a large extent the amount of VAT collected by
Member States (same as under Option 4);

Under this Option, B2C cross-border e-Commerce imports from third countries will be taxed at
the VAT rate of MSC from the first EUR;

Member States will incur costs for the upgrade/adaptation of the MOSS to the SEM (including
IT costs, process re-engineering, training, etc.) as well as for the promotion of the SEM (same
as under Option 4);

The removal of the small value consignment exemption would lead to a notable increase of
the number of parcels to be processed at Customs (same as under Option 4).

In addition to these abovementioned impacts, as detailed under Option 4, the volume of audits and
Customs controls is not expected to be highly impacted by this Option. Since the majority of audits
are currently carried out by the MSI authorities, the volume would not increase, provided that MSI will
have audit rights under the harmonised framework. However, as the framework for audit under the
harmonised set of rules is not clear, it is not possible to have clear predictions.

The introduction of the SEM is expected to introduce simplified procedures to counter-balance such
adverse effects. The SEM is expected to provide a simpler channels for businesses engaged in cross-
border e-Commerce to comply with VAT-related obligations, both for EU and non-EU businesses.

Results: common VAT threshold of EUR 10 000, domestic rules

With regard to VAT revenues from intra-EU cross-border e-Commerce transactions, they are
estimated to amount to about 9.179 EUR billion, following the removal of the distance selling
threshold. Such revenues represent the VAT revenue (using a 20% EU average rage) of the
additional revenue of intra-EU cross-border e-Commerce sales originated from the minority of micro-
businesses above the common EU VAT exemption threshold complying with VAT -related obligations,
and above the common EU VAT exemption threshold. The VAT revenue corresponding to the cross-
border transactions below the common EU VAT exemption threshold set at EUR 10 000 is estimated
of about EUR 0.388 billion.

The table below provides an overview of the VAT revenues for Member States in the case of the
common VAT threshold of EUR 10 000 and domestic rules for cross-border transactions below the
threshold.

Table 49 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce

Member States VAT revenues
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VAT revenues below the threshold(EUR billion) 0.388
VAT loss due to non-compliance (EUR billion) 0.581
VAT revenue (EUR billion) 9.179

Source: Deloitte analysis

With regard to VAT revenues from imports, the share of parcels processed via the SEM and the
related VAT revenue (as well as the VAT revenue from parcels processed outside of the SEM and
VAT loss) is likely to be the same as under Option 4, as the provisions of Option 5 do not modify the
framework for exports.

Such figure is similar to the result for Options 4 and 5, and represents a notable change with respect
to the Status Quo, with a notable decrease of the VAT foregone, which is expected to fall from EUR
2.2/3.8 bhillion (estimated), to about EUR 581 million. Such a decrease can be explained to a large
extent with the expected improvement in businesses’ compliance to VAT-related obligations. Non-
compliance is expected to dramatically decrease for transactions processed via the SEM
(representing about 70% of the total VAT revenues for Member States), but also for those
transactions processes outside of the SEM (representing about 21% of the VAT revenues).

With regard to VAT revenues from imports, the amount of parcels that will be processed via the SEM
(both direct business registration, third party registration) is likely to impact to a large extent the
amount of VAT collected by Member States. Similarly to cross-border e-Commerce, the increased
VAT-compliance of online transactions via the SEM is expected to account for large part of the VAT
revenues from imports (about 7.5% of total VAT revenues), while transactions processed outside of
the SEM are likely impact VAT revenues only marginally (about 1.5% of the VAT revenues).

Member States will incur in IT and overhead costs for the upgrading the MOSS to the SEM and for
the maintenance of the SEM portals, which are expected to be lower than those incurred for the
MOSS set-up™. The analysis of the MOSS functioning carried out under Lot 3 provides some figures
on the MOSS set-up and maintenance costs for Member States, that we report to provide the order of
magnitude of the likely costs for the SEM. Maintenance costs for the SEM are expected to be similar
to those of the MOSS.

As for the related overhead costs, they include organisational costs, business process re-engineering,
training, etc. Literature on IT transformation™ suggests to apply a 1:3 ‘rule-of-thumb’ while quantifying
the overhead costs for transformative IT project, i.e. for every EUR spent on IT, 3 EUR are spent on
overhead. Literature on e-Government projects™ suggests that such proportion could increase up to
1:5 in large e-Government projects. Therefore, the average overhead costs for the implementation of
the national MOSS portals (and likely for the SEM) can be estimated as ranging from EUR 7.630
million to EUR 12.7 million on average, depending on which ‘rule-of-thumb’ is applied.

2 See the Final Report of Lot 3

& Rand Overhead, General and Administrative costs, available at:
https://www.rand.org/content/dam/rand/pubs/monograph_reports/MR1325/MR1325.ch9.pdf

* Kettani D., Moulin B. (2015), e-Government for Good Governancen Developing Countries, International Development
Research Centre
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Impacts on businesses

Expected impacts

The expected impacts on businesses for introducing the SEM, the eliminating the distance selling
threshold and of the small consignment exemption and the introduction of a new threshold of either
EUR 5 000 or EUR 10 000 is explained in detail in Option 4. In short, the impacts expected are the
following:

Increased administrative costs for EU businesses exceeding the threshold that choose to
register in each Member State where they have B2C cross-border e-Commerce, rather than
use the SEM;

The SEM is therefore more likely to impact new and/or smaller businesses, and businesses
entering new cross-border markets (where they are likely to be below the common EU VAT
exemption threshold) as it will provide a relief to the additional administrative burden caused
by the elimination of the distance selling thresholds;

EU Businesses, non-EU businesses and third parties will be likely to incur in costs for
adapting their systems and procedures to the new rules and to the requirements of the SEM,
including (e.g. IT costs, process re-engineering, training, etc.);

Businesses active in TBE services are not expected to be affected with respect to the Status
Quo, as the Option does not modify the framework for these services;

As with Options 2, 3 and 4, the removal of the small consignment exemption is likely to affect
mostly small and medium-sized enterprises from third countries;

Postal operators and couriers will have to pass through Customs a larger share of parcels,
with possible implications on their processing costs and on timing of the delivery with respect
to the Status Quo (same as under Options 2, 3 and 4 and under Option 3);

Businesses will be subject to the set of harmonised rules only for cross-border transactions
(while applying still the VAT rate of the Member State of Consumption). This should reduce
the costs businesses incur to comply with VAT legislation on issues such as invoicing and
(mostly) audit, as they are subject only to two set of rules, rather than up to (potentially) 28
(home country rules for domestic transactions and the rule of each Member States
businesses have sales), but to a lesser extent as under Option 5.

It has to be pointed out that the set of harmonised EU rules will apply to cross-border
transactions only for businesses registered to the SEM, but not for those above the common
VAT threshold but not registered to the SEM. These businesses will thus be subject to the
same framework as the businesses above the distance selling threshold in the Status Quo.

Results: common VAT threshold of EUR 10 000, domestic rules

In addition to the changes proposed in Option 4, Option 6 allows businesses using the SEM to follow
the VAT rules of the set of harmonised rules while applying the rate of VAT in the MSC. This feature
is expected to further lower the administrative costs for businesses using the MOSS with respect to
the costs estimated under Option 4 (and thus with respect to the Status Quo). However, this reduction
of the administrative costs is likely to be than with the application of home country rules (Option 5), as
businesses will have to comply with two set of rules instead of only one.

Our analysis estimates that with a common EU VAT exemption threshold of EUR 10 000 the overall
administrative costs for businesses active on cross-border e-Commerce of goods under Option 4
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are estimated of about EUR 2.054 billion. This figure represents a decrease of 51% with respect to
the Status Quo.

Costs however will likely differ largely between those businesses that benefit from the common EU
VAT threshold, and those whose EU cross-border sales are above the common EU VAT exemption
threshold.

When the common EU VAT exemption threshold is set at EUR 10 000, businesses benefiting from it
(according to our estimates, 97% of micro-businesses active in B2C cross-border e-Commerce) are
not likely to encounter additional administrative costs for VAT -related obligations, as the cross-border
sales will be subject to domestic rules.

Administrative costs for businesses with cross-border sales above the threshold and adopting the
SEM are estimated to amount to about EUR 1 558 per company per year or about (on average) EUR
519 per company for each Member State they sell cross-border (up to two, on average).

Finally, administrative costs for businesses with cross-border sales above the threshold and outside
of the SEM are estimated to amount to about EUR 28 000 (EUR 28 163) per company per year or
about (on average) EUR 4 700 (EUR 4 694) per company for each Member State they sell cross-
border (four VAT registrations, on average).

With regard to the number of businesses engaged in cross-border e-Commerce, about 20% of
businesses engaged in cross-border e-Commerce are expected to register to the SEM, representing
close to 74% of the volume of cross-border e-Commerce™.

The table below provides an overview of the number of businesses above the common EU VAT
exemption threshold and in/outside of the SEM, per size of businesses, and per volume of cross-
border e-Commerce.

Table 50 - Estimated adoption rate of the SEM by EU businesses under Option 5, common EU VAT
exemption threshold at EUR 10 000

Businesses below the
common VAT threshold
(EUR 10 000)

Businesses above the
common VAT threshold
and in the SEM (EUR
10 000)

Businesses above the
common VAT threshold
and outside the SEM

Micro businesses 429 171 13 273
Small businesses 73544 81r2
Medium businesses 19 183 5411
Large businesses 5950 2289
Total number of 429 171 118 218 15 871
businesses
(% of businesses) 76.9% 20.1% 1.9%
(% of cross-border e- 3.2% 73.9% 23.2%
Commerce volume)

® See assumption 22 in annex 4 for more details.
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Source: Deloitte analysis

Businesses will be likely to incur in costs for adapting their IT systems and procedures to the new
rules and to the requirements of the SEM, including (e.g. IT costs, process re-engineering, training,
etc.). Such costs are likely to be lower than those estimated under Option 4 but higher than under
Option 5, as the changes to be implemented are lower than those required under Option 4 (but more
complex than under Option 5).

Finally, as mentioned earlier, postal operators and couriers are likely to pass through Customs a
larger share of parcels, balanced by a reduction in processing costs due to the simplified procedures
introduced with the SEM. Option 6 does not introduce further changes with respect to Option 4.
Therefore, the reduction in processing costs for couriers and postal operators is estimated of about
24% with respect to the Status Quo.

In addition, as for Option 4, the implementation of this Option (and especially of a simplification tool
such as the SEM) is expected to lead to a notable decrease in non-compliance with VAT-related
obligations, which in turn translates into a notable increase in the expected VAT revenues for Member
States (about EUR 9 billion, with VAT foregone estimated to about EUR 581 million). The same
considerations on the possibility to aligning the requirements for information in respect of VAT with the
Customs information provided under Options 4 and 5 apply here. Such provisions should reduce
development costs for couriers and postal operators. This would also bring benefits to Customs
administrations as the necessity to ensure that VAT has been pre-declared can be integrated into the
general clearance process rather than having a separate process only for VAT.

Impacts on the market for e-Commerce in the European Union

Expected impacts

The expected impacts on the wider economy from the removal of the distance sales thresholds and
the small consignment exemption and the introduction of the SEM are described in detail under
Option 4. In short, these impacts can be summarised as follows:

The domestic rule for SEM transactions is expected to further reduce the administrative
burden for those businesses that opt into the system;

The variable costs associated with e-Commerce imports is expected to be reduced;

The reduction of the VAT registration threshold may lead some businesses to cease trading
cross-border rather than incur additional administrative costs;

The analysis from the SCM indicates that the compliance cost is about EUR 400. For
businesses whose sales exceed the registration threshold of EUR 5 000 or EUR 10 000 these
costs are small relative to the revenues from cross-border e-Commerce; it is therefore
assumed that exit from the cross-border e-Commerce market is negligible in this case.

Results: common VAT threshold of EUR 10 000

The mechanisms through which Option 5 may affect the e-Commerce market in the EU are similar to
those described for Option 4. However, the administrative burden is expected to be further reduced by
the use of harmonised rules for the SEM. These additional reductions in costs are reflected in lower
prices and therefore an increase in demand for EU cross-border e-Commerce relative to Option 4, but
a slight increase relative to Option 6.
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The table below summarises the impacts on volumes, prices and the overall value of the market.

Table 51 - Impact of Option 6 (EUR 10000 threshold) on EU e-Commerce

Volumes (millions of Prices Value (EUR billions)
transactions)

-108.4 L

Total e-C -69%
otal e-Commerce -037% 0.69% 0.32%
-156.0 -0.68

Cross-border e-C et
ross-border e-Commerce 2 68% 1.79% -0.35%
44.1 222

EU Cross-border e-C -0.109
ross-border e-Commerce 1.20% 0.10% 1.10%
Non-EU Cross-border e-Commerce 2001 5.66% 210
-9.34% -4.20%

Source: Deloitte analysis

Impacts on compliance

Compliance impact of Option 6 would be very similar to Option 5, although the additional voluntary
compliance would come from the application of fully harmonised EU rules, rather than home country
rules. As in Option 5, the Option has a potential to improve compliance control provided there is an
effective administrative cooperation between the MSI and all the MSC. Option 6 may further facilitate
the compliance control by providing a single set of harmonised rules for taxpayer compliance which
could facilitate the administrative cooperation on controls and simplify the compliance control of non-
resident taxpayer activities.

4.7.3 Key Findings

Option 6 takes on the same changes as Option 4 but allows for common EU VAT rules while applying
the VAT rate of the MSC.

Option 6 is expected to further lower the administrative costs for businesses using the SEM with
respect to the costs estimated under Option 4 and under the Status Quo, but to a lower extent than
Option 5. This Option would likely increase voluntary VAT compliance with respect to Option 4 (and to
the Status Quo) as further simplification is brought by the application of harmonised EU rules.

Impacts on Member States

The table below provides an overview of the impacts on Member States assessed for this Option.
Table 52 - Overview of impacts on Member States for Option 6 (threshold of EUR 10 000)

embe ate A\ ayve a

VAT revenues below the threshold(EUR billion) 0.388
VAT loss due to non-compliance (EUR billion) 0.581
VAT revenue (EUR billion) 9.179
Volume of consignment below EUR 150 187 288 192
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Member States VAT revenues

VAT revenue via the SEM

Volume of consignment processed via the SEM 140 840 720

VAT loss due to non-compliance (EUR billion) 0.035
VAT revenue (EUR billion) 0.665
Compliance 5% non-compliance

VAT revenue outside of the SEM

Volume of consignment processed outside the

SEM 46 447 472
VAT loss due to non-compliance (EUR billion) 0.138
Corresponding VAT revenue (EUR billion) 0.092
Compliance 60% non-compliance

Source: Deloitte analysis

For Member States, the VAT revenue corresponding to the intra-EU cross-border transactions below
the common EU VAT exemption threshold set at EUR 10 000 threshold is estimated at about EUR
9.179 billion. VAT revenues from TBE services are considered to remain stable at about EUR 3
billion. VAT revenues from imports are also expected to increase with respect to the Status Quo, as
an effect of the use of the SEM for all parcels below the Customs thresholds of EUR 150 by non-EU
traders (either via direct registration or via third party registration). The figures presented above
represent a notable increase in VAT revenues with respect to the status quo (as well as with respect
to Options 2 and 3), and similar to those estimated under Options 4 and 5. Such an improvement in
VAT revenues for Member States is explained to a large extent to an increase in compliance with
VAT-related obligations.

Overall, it is estimated that about 20% of businesses will register to SEM under Option 5, representing
about 74% of the volume of cross-border e-Commerce.

IT costs for the upgrade/adaptation of MOSS systems to the SEM requirements are expected to be to
a certain extent lower than those incurred by Member States for setting up the MOSS. Set-up costs
for the MOSS have been estimated to about EUR 2.500 million per Member State. Maintenance
costs are expected to be similar to those currently sustained for the MOSS, which have been
quantified to EUR 251 604 per year (on average) for the MOSS (same as under Option 4).

With regard to imports, Option 6 is not expected to have different impacts than Option 4.

Impacts on businesses

The table below provides an overview of the main impacts on businesses assessed for this Option.

Table 53 -Overview of impacts on businesses of Option 6 (threshold of EUR 10 000)

e old a R 10 000
Total (EUR billion) 0.617 1.437 2.054
per company (EU 0 — (below the 2 595 (MOSS/SEM 0 — (below the threshold)
businesses) (EUR) threshold) registered) 1 558 (above the threshold
1 558 (above the | 23 601 (non registered and in SEM)
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threshold and in SEM)

28 163 (above the
threshold and outside

for MOSS/SEM)

28 163 (above the threshold
and outside SEM

2 295 (MOSS/SEM

per company per Member
State (EUR)

SEM) registered)

23 601 (non registered for

MOSS/SEM)

0~ (bel H 0 — (below the threshold)
— (below the

threshold) 519 (above the threshold and

519 (above the
threshold and in SEM)

4 694 (above the
threshold and outside

519 (MOSS/SEM
registered)

5 203 (non registered
for MOSS/SEM)

in SEM)

4 694 (above the threshold
and outside SEM)

519 (MOSS/SEM registered)

No of companies

SEM) 5 203 (non registered for

MOSS/SEM)

429 171 (below the

threshold)

429171 (below the 111 951 (above the threshold
threshold) din SEM

10 604 (MOSS/SEM and in )

111 951 (above the
threshold and in SEM)

15 8711 (above the
threshold and outside
SEM)

registered)

33 969 (non registered
for MOSS/SEM)

15 8711 (above the threshold
and outside SEM)

10 604 (MOSS/SEM
registered)

33969 (non registered for
MOSS/SEM)

Source: Deloitte analysis

If the threshold is set at EUR 10 000 the overall administrative burden for businesses is expected to
decrease by 51% with respect to the status quo (the reduction is estimated of 42% under Option 4).
EU businesses will benefit from a clearer legislative framework applying throughout the EU.

Overall, it is estimated that under Option 6 about 20% of businesses engaged in cross-border e-
Commerce will register to the SEM, representing close to 74% of the volume of cross-border e-
Commerce.

The impacts of Option 6 for processing costs of postal operators and couriers are not likely to differ
from those of Option 4 and Option 5, i.e. a 24% reduction with respect to the Status Quo. In addition,
third parties (including postal operators, couriers and large marketplaces) would have a stronger role
and more responsibilities under alternative (ii), as they will register with the SEM and report and pay
VAT on behalf of non-EU businesses (becoming agents).

Businesses will be likely to incur in costs for adapting their systems and procedures to the new rules
and to the requirements of the SEM, including IT costs, process re-engineering, training, etc., lower
than those estimated under Option 4 (as well as those incurred under the current MOSS system).

In consideration of the upcoming implementation of the Union Customs Code, which imposes specific
information requirement to Customs procedures, the possibility to align the requirements for
information in respect of VAT with those for Customs could be considered (as for Option 4 and Option
5). Such provisions should reduce development costs for couriers and postal operators. This would
also bring benefits to Customs administrations as the necessity to ensure that VAT has been pre-
declared can be integrated into the general clearance process rather than having a separate process
only for VAT.
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Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the key economic impacts assessed for this Option.

Table 54 - Overview of economic impacts for Option 6 (threshold of EUR 10 000)

Total e- Cross-border e- EU cross-border Non-EU cross-
Commerce Commerce e-Commerce border

EU e-Commerce volume
Threshold of EUR 10 000
Millions of transactions -108.4 -156.0 441 -200.1
% -0.37% -2.68% 1.20% -9.34%
EU e-Commerce prices
Threshold of EUR 10 000

0.69% 1.79% -0.10% 5.66%

e-Commerce value
Threshold of EUR 10 000
EUR billions 3.60 -0.68 1.52 -2.19

% 0.32% -0.35% 1.10% -4.20%

Source: Deloitte analysis

The introduction of the SEM (with a registration threshold of EUR 10 000) is expected to have a
positive impact on EU cross-border e-Commerce volumes (increase of 1.2%, and 1.1% increase in
value); however, the effect on non-EU imports is estimated to be negative due to the increase in
compliance and VAT paid. The change in e-Commerce volumes is largely driven by the change in
prices, which reflect the administrative burden.

Impacts on compliance

Compliance impact of Option 6 would be very similar to Option 5, although the additional voluntary
compliance would come from the application of fully harmonised EU rules, rather than home country
rules. As in Option 5, the Option has a potential to improve compliance control provided there is an
effective administrative cooperation between the MSI and all the MSC. Option6 may further facilitate
the compliance control by providing a single set of harmonised rules for taxpayer compliance which
could facilitate the administrative cooperation on controls and simplify the compliance control of non-
resident taxpayer activities.
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5 Scenario analysis

This chapter includes additional scenario analysis and sensitivity testing of the results,
covering additional growth scenarios of e-Commerce in Europe, a lower common VAT
threshold and VAT revenue collection fees among Member States.

The results presented in the previous chapter for options 4, 5 and 6 were based on a threshold of
EUR 10 000, with transactions below the threshold treated as domestic. In addition, the results
presented in section 4 were based on an assumed rate of growth of e-Commerce of 12%, across
markets, based on forecasts as described in the Lot 1 report.

This section presents results for the impact assessment based on different assumptions with regard
to the level of the threshold for options 4, 5 and 6 set at EUR 5 000, and with transactions below the
threshold being exempted from VAT. A lower registration threshold increases the number of
businesses required to register by about 30 000. Given that it is micro-businesses affected by the
reduction in the threshold, it is assumed that all of those firms affected register for the SEM.

Furthermore, this section presents results for alternative growth scenarios.

Low growth scenario: growth rate of 6%;

High growth scenario: growth rate of 18%;

DSM scenario: this scenario allows for the impact of the Digital Single Market on cross-border
e-Commerce within the EU. It is assumed that domestic and non-EU markets grow at 12%,
while within-EU cross-border e-Commerce grows at 18%.

For each option, we present the relevant (if any) implications of such changes on the VAT revenues of
Member States, the administrative burden for businesses, on the market for e-Commerce in the
European Union and on compliance.

Directorate-General for Taxation and Customs Union
2016



The scenario analysis for Option 2 includes different growth rates for e-Commerce in the EU, which
have implications for the estimated VAT revenues of Member States as well as for the market for e-
Commerce in the EU.

Under Option 2, both the distance selling threshold and the VAT exemption threshold for the
importation of small consignments are removed. Therefore, e-Commerce B2C cross-border
transactions are taxed for VAT purposes applying the destination principle from the first EUR, with
no exceptions or simplification measures. As a consequence, businesses have to register for VAT
purposes in all the Member States where they sell to. Cross-border transactions of TBE services
are taxed in the Member States of consumption and subject to related simplification measures such
as the MOSS.

5.2.1 Scenario analysis for VAT revenues for Member States

The following tables show the estimated impact of VAT revenues for Member States of different
growth rates of the market for e-Commerce in Europe for both intra-EU trade and imports from third
countries.

There are not noticeable differences, as the low estimated compliance rate due to the overall
legislative framework prevents positive impacts to show.

Table 55 - Impact of Option 2 on VAT revenues for Member States (intra-EU trade)

VAT revenue (35%
compliance) (EUR billion)

VAT loss due to non-compliance (65%
non-compliance) (EUR billion)

High growth 4.507 2.427
Medium growth 4.278 2.303
Low growth 4.048 2.180

Source: Deloitte analysis

Table 56 - Impact of Option 2 on VAT revenues for Member States (imports)

Volume of Value VAT loss due to non- VAT revenue (35%
parcels (EUR compliance (65% non- compliance rate) (EUR
billion) compliance rate) (EUR billion)  billion)
High growth ‘ 207 892 280 5.165 0.362 0.671
Medium growth 187 288 192 4.653 0.326 0.605
Low growth ‘ 167 759 098 4.168 0.292 0.542

Source: Deloitte analysis
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5.2.2 Scenario analysis for the market for e-Commerce in the EU

The following tables show the estimated impact on e-Commerce volumes, prices and overall
spending. A higher rate of growth, especially in the domestic market, can partially mitigate some of
the negative impacts of the policy Option on the cross-border e-Commerce market. The impact of the
increase in the administrative burden is therefore expected to be smaller, in both absolute and
percentage terms, in the higher growth scenarios.

However, under the DSM scenario the increase in the administrative burden affects a larger
proportion of the e-Commerce market and risks a larger number of firms leaving the market.

Table 57 - Impact of Option 2 on EU e-Commerce volumes, 2020 (millions of transactions, %)

Low Medium High DSM

Total e-Commerce -202.0 -110.8 -41.5 -147.7
-0.7% -0.4% -0.1% -0.5%

Cross-border e-Commerce -280.4 -270.8 -259.4 -298.1
-4.8% -4.6% -4.5% -5.1%

EU Cross-border e-Commerce -67.7 -59.1 -42.7 -66.5
-1.8% -1.6% -1.2% -1.6%

Non-EU Cross-border e-Commerce -212.8 -211.7 -216.7 -231.6
-9.9% -9.9% -10.1% -9.9%

Source: Deloitte analysis

In terms of prices, the contraction in cross-border trade increases competition in the domestic market,
which tends to reduce prices in this market. In contrast prices in the e-Commerce market rise due to
the increased administrative burden, although faster growth reduces this effect. Overall, therefore the
price rise is less pronounced in the high growth scenario. As above, however, in the DSM scenario
the faster rate of growth of within-EU e-Commerce means that a larger proportion of the market is
affect, leading to a greater impact on prices.

Table 58 - Impact of Option 2 on EU e-Commerce prices, 2020

Low Medium High DSM
Total e-Commerce 0.59% 0.48% 0.09% 0.55%
Cross-border e-Commerce 2.84% 2.59% 1.90% 2.34%
EU Cross-border e-Commerce 1.17% 1.08% 0.71% 1.11%
Non-EU Cross-border e-Commerce 5.71% 5.71% 5.71% 5.71%

Source: Deloitte analysis

The effect on value is more ambiguous, being a product of the volume and price effects. In this high
growth scenario, the fact that prices do not increase means that the overall effect on spending is
negative; in the low growth scenario volumes fall considerably, and so even though consumers may
more per item, overall spending falls. In the intermediate and DSM scenarios, the increase in prices
cancels out the decline in the number of transactions.

Directorate-General for Taxation and Customs Union
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Table 59 - Impact of Option 2 on the value of e-Commerce, 2020 (EUR billions, %)

Low Medium High DSM
-0.8 1.2 -0.7 1.0
Total e-Commerce
-0.1% 0.1% -0.1% 0.1%
-2.7 -3.2 -3.6 -3.4
Cross-border e-Commerce
-1.9% -1.7% -1.5% -1.3%
-0.7 -0.8 -0.8 -1.1
EU Cross-border e-Commerce
-0.7% -0.5% -0.5% -0.6%
-2.0 -2.5 -2.8 -2.2
Non-EU Cross-border e-Commerce
-4.8% -4.7% -5.0% -4.7%

Source: Deloitte analysis

The scenario analysis for Option 3 includes different growth rates for e-Commerce in the EU, which
have implications for the estimated VAT revenues of Member States as well as for the market for e-
Commerce in the EU. It also includes a more detailed analysis of the second alternative for the option,
i.e. exempting from VAT the cross-border transactions below the common VAT threshold.

Under Option 3, both the distance selling threshold and the VAT exemption for the importation of
small consignments are removed and the supplies of goods are generally taxed in the Member
State of destination. To simplify the legislative framework for businesses, this Option introduces a
common VAT threshold for the cross border supplies of goods and services of business (set at
EUR 5 000 and 10 000). Supplies below the threshold can either be treated under domestic rules
(alternative 1) or being exempt from VAT (alternative 2). Cross-border transactions of TBE services
are taxed in the Member States of consumption and subject to related simplification measures such
as the MOSS. This Option does not introduce any additional changes related to imports.

5.3.1 Scenario analysis for VAT revenues for Member States

The following tables show the estimated impact of VAT revenues for Member States of different
growth rates of the market for e-Commerce in Europe under the first alternative (i.e. domestic rules
applied to cross-border transactions).

" This threshold cannot be sector-specific but the main beneficiaries will be small e-Commerce start-ups
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There are not noticeable differences across the different scenarios on growth rates.

Table 60 - Impact of Option 3 on VAT revenues for Member States (intra-EU trade)

Threshold of EUR 5 000

Threshold of EUR 10 000

VAT loss due to VAT revenue (EUR | VAT loss due to VAT revenue (EUR

non-compliance billion) non-compliance billion)

(EUR billion) (EUR billion)
High growth 6.192 3.713 4.227 3.551
Medium growth 5.877 3.525 5.851 2.685
Low growth 5.562 3.336 3.798 2.045

Source: Deloitte analysis

The following table shows the VAT revenues under the alternative 2 (i.e. exemption from VAT of
cross-border transactions below the common VAT threshold). Overall, the VAT collected is slightly
lower than under alternative 1, as the VAT below threshold is not collected by the Member State of
establishment. The differences in VAT revenue between the two scenarios are minimal.

Table 61 - Impact of Option 3 on VAT revenues for Member States (exemption from VAT)

EUR 5 000 (EUR billion)

EUR 10 000 (EUR billion)

VAT below VAT loss VAT VAT below VAT loss VAT
threshold due to non- | revenue threshold due to non- | revenue
(exemption) | compliance | (MSC) (exemption) | compliance | (MSC)
High growth 0.379 6.192 3.334 0.409 4.227 2.276
Medium growth 0.360 5.877 3.164 0.380 5.851 3.150
Low growth 0.341 5.562 2.995 0.367 3.798 2.045

Source: Deloitte analysis

There are no differences with respect to Option 2 on imports from third countries.

5.3.2 Scenario analysis for the market for e-Commerce in the European Union

The following tables show the estimated impact on e-Commerce volumes, prices and overall
spending. As under Option 2, a higher rate of growth, especially in the domestic market, mitigates
some of the negative impacts of the policy Option on the cross-border e-Commerce market. This is
due to an increase in demand and in competitive pressure, which reduces the impact on prices.
However, under the DSM scenario the increase in the administrative burden affects a larger
proportion of the e-Commerce market and risks a larger number of firms leaving the market.

Table 62 - Impact of Option 3 on EU e-Commerce volumes, 2020 (millions of transactions, %)

Low Medium High DSM
Total e-Commerce -204.0 -162.8 -98.7 -174.4
-0.7% -0.6% -0.3% -0.5%
Cross-border e-Commerce -210.2 -203.5 -199.5 -223.8
-3.6% -3.5% -3.4% -3.8%

EU Cross-border e-Commerce -7.3 -5.3 -2.4 -5.6

2016
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Low Medium High DSM
-0.2% -0.1% -0.1% -0.1%
Non-EU Cross-border e-Commerce -202.9 -198.2 -197.0 -218.1
-9.5% -9.2% -9.2% -9.3%
Source: Deloitte analysis
Table 63 - Impact of Option 3 on EU e-Commerce prices, 2020
Low Medium High DSM
Total e-Commerce 0.9% 0.9% 0.8% 0.9%
Cross-border e-Commerce 2.5% 2.3% 1.9% 2.0%
EU Cross-border e-Commerce 0.7% 0.7% 0.6% 0.7%
Non-EU Cross-border e-Commerce 5.7% 5.7% 5.7% 5.7%
Source: Deloitte analysis
Table 64 - Impact of Option 3 on the value of e-Commerce, 2020 (EUR billions, %)
Low Medium High DSM
1.0 3.9 7.6 3.8
Total e-Commerce
0.1% 0.3% 0.5% 0.3%
-1.4 -1.4 -1.1 -0.9
Cross-border e-Commerce
-1.0% -0.7% -0.5% -0.3%
0.4 0.7 1.1 1.1
EU Cross-border e-Commerce
0.4% 0.5% 0.6% 0.5%
-1.8 -2.1 -2.3 -1.9
Non-EU Cross-border e-Commerce
-4.3% -4.1% -4.0% -4.1%

Source: Deloitte analysis

5.3.3 Compliance on application of VAT exemption for sales below the
threshold

Alternative 2 impact on compliance and fraud is similar to Option 3a. The amount of VAT at risk is
small. The Option would support the smallest businesses (or larger businesses with limited cross
border sales) to trade compliantly, when trading below the threshold (as no obligation to register for
cross-border sales or declare their supplies (other than declaring exempt supplies on their domestic
VAT return, if registered). Therefore it is expected to significantly improve the compliance of the
impacted businesses supplying TBE services (currently no threshold). There would be minimal impact
on compliance for businesses trading in goods, as there is no significant difference between the
current declarations of supplies under the threshold as part of domestic sales and applying the
exemption. This alternative would introduce a compliance risk of under-declaration of cross-border
sales in order to remain below the threshold.
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The scenario analysis for Option 4 includes the threshold of EUR 5 000 for the common VAT
thresholds, as well as a more detailed analysis of the second alternative for the option, i.e. exempting
from VAT the cross-border transactions below the common VAT threshold. It also includes different
growth rates for e-Commerce in the EU, which have implications for the estimated VAT revenues of
Member States as well as for the market for e-Commerce in the EU.

Under Option 4, both the distance selling threshold and the VAT exemption for the importation of
small consignments are removed. This Option has a common VAT threshold for business (set at
EUR 5 000 and 10 000). Supplies below the threshold can either be treated under domestic rules
(alternative 1) or being exempt from VAT (alternative 2). Businesses have the Option to register for
the single electronic registration and payment mechanism, to declare cross-border transactions,
similar to the current functioning of the MOSS. The SEM applies also to imports of goods from third
countries. The Option also introduces simplified procedures for imports not processed via the SEM.
The Option also introduces a collection fee for the Member State of Identification set at 0, 10%,
20% or 30%. With regard to audit, the rules of the Member State of consumption apply, so that
businesses are subject to (potentially) up to 28 sets of rules.

5.4.1 Scenario analysis for VAT revenues for Member States

Common VAT threshold of EUR 5 000 (domestic rules)

With regard to VAT revenues from intra-EU cross-border e-Commerce transactions, they are
estimated of about EUR 9.127 billion, following the removal of the distance selling threshold. Such
additional revenues represent the VAT revenue (using a 20% EU average rage) of the additional
revenue of intra-EU cross-border e-Commerce sales originated from the minority of micro-businesses
above the common VAT threshold complying with VAT -related obligations. VAT revenues from TBE
services are estimated to remain stable around EUR 3 billion.

The VAT revenue corresponding to the cross-border transactions below the common VAT threshold
set at EUR 5 000 is estimated of about EUR 0.360 billion.

Table 65 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce

Member States VAT revenues

VAT revenues below the threshold(EUR billion) 0.360
VAT loss due to non-compliance (EUR billion) 0.634
VAT revenue (EUR billion) 9.127

" With three Options offered to business on import: supplier registration, intermediary registration or simplified Customs
declaration.
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Source: Deloitte analysis

With regard to VAT revenues from imports, the amount of parcels that will be processed via the SEM
(both direct business registration, third party registration) is likely to impact to a large extent the
amount of VAT collected by Member States.

Domestic rules vs. exemption and collection fees

The following table shows the VAT revenues under the alternative 2 (i.e. exemption from VAT of
cross-border transactions below the common VAT threshold). Overall, the VAT collected is slightly
lower than under alternative 1, as the VAT below threshold is not collected by the Member State of
establishment. The differences in VAT revenue between the two scenarios are minimal.

The distribution of the VAT revenues from cross-border e-Commerce transactions between Member
States of Consumption and Member States of Identification will depend on the level of the threshold,
as well as on the rules to be applied for transactions below the thresholds. If domestic rules apply,
Member States of Identification will benefit from the VAT revenues from intra-EU cross-border sales
below the threshold, regarding the businesses domestically registered for VAT. Under alternative 2,
cross-border sales under the common EU VAT exemption threshold are exempt from VAT, therefore
resulting in a loss of revenue, which may be even bigger if the exemption is applied with the right of
input VAT deduction.

The transfer of revenues between Member States of Consumption and Member States of
Identification will depend on the existence of the revenue collection fee for the Member States of
Identification and of its level (for the purpose of this study, set at 0, 10%, 20% or 30%). In addition, the
two alternatives analysed for VAT revenues corresponding to cross-border sales below the common
VAT threshold (i.e. domestic rules and VAT exemption) impact the split of VAT revenues from intra-
EU B2C cross-border e-Commerce.

The tables below provides an overview of the VAT revenues corresponding to the two alternatives
(domestic rules and VAT exemption), under the four different hypothesis of revenue collection fee.

Table 66 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce
(common VAT threshold of EUR 10 000)

Domestic rules VAT exemption

VAT revenue VAT revenue for | VAT revenue VAT revenue for

for MSls MSCs for MSls MSCs
No collection fee for MSI (EUR 0.388 5.781 0 5.781
billion)
Collection fee for MSI at 10% 0.966 4.815 0.578 5.203
(EUR billion)
Collection fee for MSI at 20% 1.544 4,237 1.156 4.625
(EUR billion)
Collection fee for MSI at 30% 2.123 3.659 1.734 4.047
(EUR billion)

Source: Deloitte analysis
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Table 67 - Impact of Option 4 on VAT revenues from intra-EU B2C cross-border e-Commerce
(common VAT threshold of EUR 5 000)

Domestic rules VAT exemption

VAT revenue VAT revenue for | VAT revenue VAT revenue for

for MSls MSCs for MSls MSCs
No collection fee for MSI (EUR 0.360 5.808 0 5.808
billion)
Collection fee for MSI at 10% 0.941 4.867 0.545 4,903
(EUR billion)
Collection fee for MSI at 20% 1.522 4.286 1.089 4,718
(EUR billion)
Collection fee for MSI at 30% 2.103 3.705 1.634 4.173
(EUR billion)

Source: Deloitte analysis

Under both alternatives (i.e. domestic rules and VAT exemption for cross-border transactions below
the common VAT threshold) and with both levels of thresholds (i.e. EUR 5 0000 and EUR 10 000),
the differences in VAT revenues for Member States are relatively small. Clearly, in case of the VAT
exemption, the VAT revenue corresponding to the cross-border transactions below the common VAT
exemption threshold is not collected by either the Member State of identification or the Member State
of consumption.

The first alternative (application of domestic rules) is relatively simple to implement, as cross-border
supplies can be either declared for VAT purposes together with domestic supplies, and businesses
can deduct inputs VAT directly or the supplies can be exempt, if the business is domestically not
registered for VAT. On the other hand, under this alternative VAT rate is changed on supplies, which
may influence pricing. However, this effect is reduced by the right for businesses to deduct input VAT.

The second alternative (exemption from VAT of cross-border supplies below the common VAT
threshold) is more complex to implement and apply, as in case of domestically VAT registered
businesses, the cross-border supplies need to be declared separately, and businesses cannot deduct
input VAT (assuming the exemption is applied without the right of deduction). Regarding input VAT
deductions, businesses would also face additional administrative burden from the need to separate
the deductible and non-deductible input VAT. Conversely, the absence of VAT on outputs may lead to
lower consumers’ prices, even though this benefit is reduced by non-deductible VAT costs. This
alternative can lead to potential (while limited) distortions of cross-border competition, more than the
first alternative.

Regarding businesses which are not domestically registered for VAT, the two alternatives would have
the same impact, as they would be able to extend the existing domestic exemption also to the cross-
border supplies below the common VAT threshold.

Different growth rates

The following tables show the estimated impact of VAT revenues for Member States of different
growth rates of the market for e-Commerce in Europe under the both alternatives (i.e. domestic rules
applied to cross-border transactions, and VAT exemption on cross-border transactions).

Under the alternative 2 (i.e. exemption from VAT of cross-border transactions below the common VAT
threshold) the VAT collected is slightly lower than under alternative 1, as the VAT below threshold is
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not collected by the Member State of establishment. The differences in VAT revenue between the two
scenarios are minimal, as shown by the tables below.

Table 68 - Impact of Option 4 on VAT revenues for Member States (threshold EUR 10 000), (EUR

billion)
Domestic rules VAT exemption
VAT loss due to VAT VAT VAT loss due to VAT VAT
non-compliance revenue for | revenue non-compliance revenue for | revenue
MSC MSI MSC MSI
High 0.667 9.208 0.409 0.667 9.208 0
growth
Medium 0.633 8.740 0.388 0.633 8.740 0
growth
Low 0.599 8.272 0.367 0.599 8.272 0
growth

Source: Deloitte analysis

Table 69 - Impact of Option 4 on VAT revenues for Member States threshold EUR 5 000), (EUR billion)

Domestic rules

VAT exemption

VAT loss due to VAT VAT VAT loss due to VAT VAT
non-compliance revenue for | revenue for | non-compliance revenue for | revenue
MSC MSI MSC MSI
High 0.668 9.236 0.379 0.668 9.236 0
growth
Medium 0.634 8.767 0.360 0.634 8.767 0
growth
Low 0.600 8.297 0.340 0.600 8.297 0
growth

Source: Deloitte analysis

There are not noticeable differences across the different scenarios for the share of VAT revenues
processed via the SEM, which are assumed to represent about 62% of the volume of cross-border e-
Commerce transactions.

With regard to VAT revenues from imports, the amount of parcels that will be processed via the SEM
(both under alternative 1 — direct business registration, and under alternative 2 — third party
registration) is likely to impact to a large extent the amount of VAT collected by Member States.

The table below provides an overview of the volume of parcels below the Customs threshold of EUR
150, their corresponding values and VAT revenues under the different growth scenarios.

Table 70 - Impact of Option4 on VAT revenues for Member States (exemption from VAT)

High growth Medium growth Low growth
Volume of consignment below EUR 150 207 892 282 187 288 192 167 759 098
VAT revenue via the SEM
Volume of consignment processed via the SEM 156 334 996 140 840 720 126 154 842
VAT loss due to non-compliance (EUR billion) 0.039 0.035 0.031
VAT revenue (EUR hillion) 0.738 0.665 0.595
Compliance 5% non-compliance
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High growth Medium growth Low growth

VAT revenue outside of the SEM

Volume of consignment processed outside the 51 557 286 46 447 472 41 604 256
SEM

VAT loss due to non-compliance (EUR billion) 0.154 0.138 0.124
Corresponding VAT revenue (EUR billion) 0.102 0.092 0.083
Compliance 60% non-compliance

Source: Deloitte analysis

5.4.2 Scenario analysis for impacts on businesses

Common VAT threshold of EUR 5 000

Our analysis estimates that with a common EU VAT exemption threshold of EUR 5 000 the overall
administrative costs for businesses active on cross-border e-Commerce of goods are of about EUR
2.481 billion. This figure represents a decrease of 40% with respect to the status quo (while the
threshold of EUR 10 000 leads to an estimated decrease in the administrative burden of 42%).

Costs however will likely differ largely between those businesses that benefit from the common EU
VAT threshold, and those whose EU cross-border sales are above the common EU VAT exemption
threshold.

When the common EU VAT exemption threshold is set at EUR 5 000, businesses benefiting from it
(the (in our estimates, 90% of micro-businesses active in B2C cross-border e-Commerce, or about
398 200 businesses) are not likely to encounter additional administrative costs for VAT-related
obligations, as the cross-border sales will be subject to domestic rules. Administrative costs for
businesses with cross-border sales above the threshold and adopting the SEM are estimated to
amount to about EUR 2 065 per company per year or about (on average) EUR 688 per company for
each Member State they sell cross-border. The administrative burden for businesses with cross-
border sales above the threshold and outside of the SEM are not expected to change with respect to
those estimated for the threshold of EUR 10 000. Similarly, the costs for businesses supplying TBE
services are not expected to change.

With regard to the number of businesses engaged in cross-border e-Commerce, micro-enterprises
below the common EU VAT exemption threshold of EUR 5 000 are estimated to be about 398 200.
About 101 355 businesses are expected to be above common EU VAT exemption threshold and in the
SEM (of which 13 273 micro-enterprises), while 27 383 are estimated to be above the threshold and
outside of the SEM. Overall, about 24% of businesses are estimated to the above the common VAT
threshold and in the SEM, representing about 66% of the volume of cross-border e-Commerce.

The table below provides an overview of the number of businesses above the common EU VAT
exemption threshold and in/outside of the SEM, per size of businesses, and per volume of cross-
border e-Commerce.
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Table 71 - Estimated adoption rate of the SEM by EU businesses, common EU VAT exemption

threshold at EUR 5 000

Businesses below the
common VAT threshold
(EUR 5000 — 10 000)

Businesses above the
common VAT threshold
and in the SEM (EUR

Businesses above the
common VAT threshold
and outside the SEM

5000 — 10 000)

Micro businesses 398 200 13 273 -
Small businesses 65 373 16 343
Medium businesses 17 216 7 378
Large businesses 5492 3662
Total number of 101 355 27 383
businesses
(% of businesses) 71.4% 23.7% 4.9%
(% of cross-border e- 3.7%- 66.6% 33.7%
Commerce volume)

Source: Deloitte analysis

The application of domestic rules to cross-border sales below the common VAT threshold is relatively
simple to implement, as cross-border supplies can be declared for VAT purposes together with
domestic supplies, and businesses can deduct inputs VAT directly. The exemption from VAT of cross-
border supplies below the common VAT threshold is more complex to implement, as cross-border
supplies need to be declared separately, and businesses cannot deduct input VAT. Conversely, the
absence of VAT on outputs may lead to lower consumers’ prices, even though this benefit is reduced
by non-deductible VAT costs. However, such differences are not relevant for the estimation of the
administrative burden for businesses.

The table below provides an overview of the estimated administrative burden for Option 4, with the
common VAT threshold of EUR 5 000.

Table 72 -Overview of impacts on businesses of Option 4 (threshold of EUR 5 000)

Administrative burden Goods Services Goods and services

Total (EUR billion) 1.044 1.437 2.481
per company (EU 0 — (below the 0 (below the 0 — (below the threshold)
businesses) (EUR) threshold) threshold) 2 071 (above the threshold

2 065 (above the
threshold and in SEM)

28 163 (above the
threshold and outside

2172 (MOSS/SEM
registered)

23 601 (non registered
for MOSS/SEM)

and in SEM)

28 163 (above the threshold
and outside SEM

2172 (MOSS/SEM

SEM) registered)

23 601 (non registered for

MOSS/SEM)

per company per Member 0 — (below the 434 (MOSS/SEM 0 — (below the threshold)
State (EUR) threshold) registered) | ggg (above the threshold and

688 (above the
threshold and in SEM)

4 694 (above the
threshold and outside
SEM)

5 203 (non registered
for MOSS/SEM)

in SEM)

4 694 (above the threshold
and outside SEM)

434 (MOSS/SEM registered)

5 203 (non registered for
MOSS/SEM)

No of companies 398 200 (below the 10 604 (MOSS/SEM | 398 200 (below the threshold)
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Administrative burden Goods Services Goods and services

threshold) registered) | 101 355 (above the threshold

101 355 (above the | 33 970 (non registered and in SEM)
threshold and in SEM) for MOSS/SEM) 27 383 (above the threshold
27 383 (above the and outside SEM)
threshold and outside 10 604 (MOSS/SEM
SEM) registered)

33 970 (non registered for

MOSS/SEM)

Source: Deloitte analysis

Different growth scenarios for imports

Finally, as mentioned earlier, postal operators and couriers are likely to pass through Customs a
larger share of parcels, with possible implications on processing costs and on timing of the delivery.
The use of the SEM and of the related simplified and quicker Customs procedures is likely to reduce
the processing costs for postal operators and couriers.

As a result, processing costs for postal operators and couriers are expected to lower with respect to
the Status Quo, reaching a value of about EUR 1.6 per parcel for those parcels processed via the
SEM and of EUR 6.3 for parcels processed outside of the SEM™,

The table below provides an overview of the volume of parcels below the Customs value of EUR 150,
their corresponding values and processing costs for operators under the different e-Commerce growth
scenarios.

Table 73 - Impact of Option 4 on processing costs for of parcels below EUR 150

Volume Value (EUR billion) Processing costs
(EUR million)

Parcels processed via SEM
High growth scenario 156 334 996 3.884 250.135
Medium growth scenario 140 840 720 3.499 225.345
Low growth scenario 126 154 842 3.134 201.848
Parcels processed outside of SEM
High growth scenario 51 557 286 1.281 324.811
Medium growth scenario 46 447 472 1.154 292.619
Low growth scenario 41 604 256 1.034 262.107
Total
High growth scenario 207 892 282 5.165 574.947
Medium growth scenario 187 288 192 4.653 517.964
Low growth scenario 167 759 098 4.168 463.955

Source: Deloitte analysis

8 See assumption 16 in annex 4 for more details.
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5.4.3 Scenario analysis for the market for e-Commerce in the European Union

Common VAT threshold of EUR 5 000

Option 4 includes the Option of setting the common VAT threshold at EUR 5000. This has
implications on the EU e-Commerce market in the European Union, as shown by the table below.

Table 74 - Impact of Option 4 (EUR 5000 threshold) on EU e-Commerce

Volumes (millions of Prices Value (EUR billions)
transactions)

-114.5 3.82

Total e-Commerce 0.39% 0.73% 0.34%
-158.6 -0.67

Cross-border e-Commerce 2.72% 1.84% -0.35%
40.4 )

EU Cross-border e-Commerce 1.10% -0.02% 1.08%
-199.0 -2.16

Non-EU Cross-border e-Commerce -9.29% 5.66% 0.04

Source: Deloitte analysis

Similar to the common VAT threshold of EUR 10 000, the threshold of EUR 5 000 is expected to have
a positive impact on EU cross-border e-Commerce volumes; however, the effect on non-EU imports is
estimated to be negative due to the increase in compliance and VAT paid.

The introduction of the SEM (with a registration threshold of EUR 5 000) is likely to have a positive
impact on EU cross-border e-Commerce volumes (increase of 1.1%, and 1.07% increase in value),
not notably different from that of the EUR 10 000 threshold.

Different growth scenarios and DSM effect

The following tables show the estimated impact on e-Commerce volumes, prices and overall
spending. As in the previous options a faster rate of growth can mitigate the negative impacts on the
market due to the decrease in non-EU imports. In this case, Option 4 is estimated to have a relatively
more positive impact on EU cross-border e-Commerce than non-EU e-Commerce under the DSM
scenario. Since the administrative burden on within-EU cross-border e-Commerce decreases under
Option 4, the fact that EU cross-border e-Commerce grows faster in this scenario means that the
reduction in costs affects more of the market and has a more positive impact.

Table 75 - Impact of Option 4 on EU e-Commerce volumes, 2020 (millions of transactions, %)

Low Medium High DSM
Total e-Commerce -147.7 -113.9 -66.9 -109.4
-0.5% -0.4% -0.2% -0.3%
Cross-border e-Commerce -165.6 -158.7 -155.1 -173.0
-2.8% -2.7% -2.7% -3.0%

EU Cross-border e-Commerce 39.7 40.5 40.9 44.5
1.1% 1.1% 1.1% 1.1%
Non-EU Cross-border e-Commerce -205.3 -199.2 -196.0 -217.5
-9.6% -9.3% -9.1% -9.5%

Source: Deloitte analysis
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In terms of prices, the faster growth scenario is associated with greater downward pressure on prices
thanks to more firms entering the market and more competition.

Table 76 - Impact of Option 4 on EU e-Commerce prices, 2020

Low Medium High DSM
Total e-Commerce 0.7% 0.7% 0.6% 0.7%
Cross-border e-Commerce 2.0% 1.8% 1.4% 1.5%
EU Cross-border e-Commerce 0.1% -0.0% -0.2% -0.1%
Non-EU Cross-border e-Commerce 5 7% 5.7% 5.7% 5.7%

Source: Deloitte analysis

The effect on overall spending is also more positive with faster growth, in both absolute and
percentage terms.

Table 77 - Impact of Option 4 on the value of e-Commerce, 2020 (EUR billions, %)

Low Medium High DSM
0.8 3.8 7.9 4.2
Total e-Commerce
0.1% 0.3% 0.5% 0.3%
-0.9 -0.7 -0.1 0.3
Cross-border e-Commerce
-0.7% -0.4% 0.0% 0.1%
0.9 1.5 2.1 2.3
EU Cross-border e-Commerce
0.9% 1.1% 1.1% 1.2%
-1.8 -2.2 -2.2 -1.9
Non-EU Cross-border e-Commerce
-4.5% -4.2% -4.0% -4.1%

Source: Deloitte analysis
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The scenario analysis for Option 5 includes the threshold of EUR 5 000 for the common VAT
thresholds, as well as a more detailed analysis of the second alternative for the option, i.e. exempting
from VAT the cross-border transactions below the common VAT threshold. It also includes different
growth rates for e-Commerce in the EU, which have implications for the estimated VAT revenues of
Member States as well as for the market for e-Commerce in the EU.

Under Option 5, both the distance selling threshold and the VAT exemption for the importation of
small consignments are removed. This Option has a common VAT threshold for business (set at
EUR 5 000 and 10 000). Supplies below the threshold can either be treated under domestic rules
(alternative 1) or being exempt from VAT (alternative 2). Businesses have the Option to register for
the single electronic registration and payment mechanism, to declare cross-border transactions,
similar to the current functioning of the MOSS. The SEM applies also to imports of goods from third
countries. The Option also introduces simplified procedures for imports not processed via the SEM.
The Option also introduces a collection fee for the Member State of Identification set at 0, 10%,
20% or 30%. With regard to audit, the rules of the Member State of Identification apply, so that
businesses are subject to only one set of (domestic) rules.

5.5.1 Scenario analysis for VAT revenues for Member States

Common VAT threshold of EUR 5 000

With regard to VAT revenues from intra-EU cross-border e-Commerce transactions, they are
estimated of about EUR 9.182 billion, following the removal of the distance selling threshold. Such
additional revenues represent the VAT revenue (using a 20% EU average rage) of the additional
revenue of intra-EU cross-border e-Commerce sales originated from the minority of micro-businesses
above the common EU VAT exemption threshold complying with VAT-related obligations. VAT
revenues from TBE services are estimated to be stable at about EUR 3 billion.

The VAT revenue corresponding to the cross-border transactions below the common EU VAT
exemption threshold set at EUR 5 000 is estimated of about EUR 0.360 billion.

Table 78 - Impact of Option 5 on VAT revenues from intra-EU B2C cross-border e-Commerce

Member States VAT revenues

VAT revenues below the threshold(EUR billion) 0.360
VAT loss due to non-compliance (EUR billion) 0.579
VAT revenue (EUR billion) 9.182

Source: Deloitte analysis
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With regard to VAT revenues from imports, the amount of parcels that will be processed via the SEM
(both direct business registration, third party registration) is likely to impact to a large extent the
amount of VAT collected by Member States.

Option 5 does not introduce any major change on the framework for imports set under Option 4.
Therefore the volume of parcels below the Customs threshold of EUR 150, their corresponding values
and VAT revenues for Option 5 are the same presented under Option 4.

Domestic rules vs. exemption and collection fees

The following table shows the VAT revenues under the alternative 2 (i.e. exemption from VAT of
cross-border transactions below the common VAT threshold). Overall, the VAT collected is slightly
lower than under alternative 1, as the VAT below threshold is not collected by the Member State
identification. The differences in VAT revenue between the two scenarios are minimal.

The distribution of the VAT revenues from cross-border e-Commerce transactions between Member
States of Consumption and Member States of Identification will depend on the level of the threshold,
as well as on the rules to be applied for transactions below the thresholds. If domestic rules apply,
Member States of Identification will benefit from the VAT revenues from intra-EU cross-border sales
below the threshold. Under alternative 2, cross-border sales under the common EU VAT exemption
threshold are exempt from VAT, therefore resulting in a loss of revenue, which may be even bigger if
the exemption is applied with the right of input VAT deduction.

The transfer of revenues between Member States of Consumption and Member States of
Identification will depend on the existence of the revenue collection fee for the Member States of
Identification and of its level (for the purpose of this study, set at 0, 10%, 20% or 30%). In addition, the
two alternatives analysed for VAT revenues corresponding to cross-border sales below the common
EU VAT exemption threshold (i.e. domestic rules and VAT exemption) impact the split of VAT
revenues from intra-EU B2C cross-border e-Commerce.

The tables below provides an overview of the VAT revenues corresponding to the two alternatives
(domestic rules and VAT exemption), under the four different hypothesis of revenue collection fee (i.e.
transactions processed under the SEM).

Table 79 - Impact of Option 5 on VAT revenues from intra-EU B2C cross-border e-Commerce
(common VAT threshold of EUR 10 000)

Domestic rules VAT exemption

VAT revenue VAT revenue for | VAT revenue VAT revenue for

for MSls MSCs for MSls MSCs
No collection fee for MSI (EUR 0.360 6.856 0 6.856
billion)
Collection fee for MSI at 10% 1.046 5.810 0.686 6.170
(EUR billion)
Collection fee for MSI at 20% 1.731 5.124 1.371 5.485
(EUR billion)
Collection fee for MSI at 30% 2.417 4.439 2.057 4.799
(EUR billion)

Source: Deloitte analysis
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Table 80 - Impact of Option 5 on VAT revenues from intra-EU B2C cross-border e-Commerce
(VAT exemption threshold of EUR 5 000)

Domestic rules VAT exemption

VAT revenue VAT revenue for | VAT revenue VAT revenue for

for MSls MSCs for MSls MSCs
No collection fee for MSI (EUR 0.388 6.829 0 6.829
billion)
Collection fee for MSI at 10% 1.071 5.758 0.683 6.146
(EUR billion)
Collection fee for MSI at 20% 1.754 5.075 1.366 5.463
(EUR billion)
Collection fee for MSI at 30% 2.437 4.392 2.049 4.780
(EUR billion)

Source: Deloitte analysis

Under both alternatives (i.e. domestic rules and VAT exemption for cross-border transactions below
the common VAT threshold) and with both levels of thresholds (i.e. EUR 5 0000 and EUR 10 000),
the differences in VAT revenues for Member States are relatively small. Clearly, in case of the VAT
exemption, the VAT revenue corresponding to the cross-border transactions below the common VAT
threshold is not collected by either the MSI or the MSC.

The application of domestic rules is relatively simple to implement, as cross-border supplies can be
declared for VAT purposes together with domestic supplies, and businesses can deduct inputs VAT
directly. Exemption from VAT cross-border supplies below the common VAT threshold is likely to be
more complex to implement, as cross-border supplies need to be declared separately, and
businesses cannot deduct input VAT. In addition, the absence of VAT on outputs may lead to lower
consumers’ price, and thus of (potential) distortions of cross-border competition.

Different growth rates

The following tables show the estimated impact of VAT revenues for Member States of different
growth rates of the market for e-Commerce in Europe under the both alternatives (i.e. domestic rules
applied to cross-border transactions, and VAT exemption on cross-border transactions).

Under the alternative 2 (i.e. exemption from VAT of cross-border transactions below the common VAT
threshold) the VAT collected is slightly lower than under alternative 1, as the VAT below threshold is
not collected by the Member State of establishment. The differences in VAT revenue between the two
scenarios are minimal, as shown by the tables below.

Table 81 - Impact of Option 5 on VAT revenues for Member States (threshold EUR 10 000), (EUR
billion)

Domestic rules VAT exemption
VAT loss VAT VAT VAT loss VAT VAT
due to non- | revenue for | revenue for | dueto non- | revenue for | revenue
compliance | MSC MSI compliance | MSC MSI
High growth 0.610 9.295 0.379 0.610 9.674
Medium growth 0.579 8.822 0.360 0.579 9.182
Low growth 0.548 8.349 0.341 0.548 8.690

Source: Deloitte analysis
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Table 82 - Impact of Option 5 on VAT revenues for Member States threshold EUR 5 000), (EUR billion)

Domestic rules VAT exemption
VAT loss VAT VAT VAT loss VAT VAT
due to non- | revenue for | revenue due to non- | revenue for | revenue
compliance | MSC MSI compliance | MSC MSI
High growth 0.609 9.266 0.409 0.609 9.675
Medium growth 0.578 8.795 0.388 70.578 9.184
Low growth 0.547 8.324 0.367 0.54 8.692

Source: Deloitte analysis

There are not noticeable differences across the different scenarios for the share of VAT revenues
processed via the SEM, which are assumed to represent about 62% of the volume of cross-border e-
Commerce transactions.

With regard to imports, Option 5 does not introduce provisions influencing Member States’ VAT
revenues from imports. Therefore the scenario analysis for Option 5 is the same presented under
Option 4.

5.5.2 Scenario analysis for impacts on businesses

Common VAT threshold of EUR 5 000

Our analysis estimates that under Option 5 with a common EU VAT exemption threshold of EUR
5 000 the overall administrative costs for businesses active on cross-border e-Commerce of goods
are of about EUR 1.908 billion. This figure represents a decrease of 55% with respect to the status
qguo (while the threshold of EUR 10 000 leads to an estimated decrease in the administrative burden
of 54%).

Costs however will likely differ largely between those businesses that benefit from the common EU
VAT threshold, and those whose EU cross-border sales are above the common EU VAT exemption
threshold.

When the common EU VAT exemption threshold is set at EUR 5 000, businesses benefiting from it
(the (in our estimates, 90% of micro-businesses active in B2C cross-border e-Commerce, or about
398 200 businesses) are not likely to encounter additional administrative costs for VAT-related
obligations, as the cross-border sales will be subject to domestic rules. Administrative costs for
businesses with cross-border sales above the threshold and adopting the SEM are estimated to
amount to about EUR 1 207 per company per year or about (on average) EUR 402 per company for
each Member State they sell cross-border. The administrative burden for businesses with cross-
border sales above the threshold and outside of the SEM are not expected to change with respect to
those estimated for the threshold of EUR 10 000. Similarly, the costs for businesses supplying TBE
services are not expected to change significantly (the new provisions under Option 5 apply also to
TBE services, but their impact on administrative burden is expected to be limited).

With regard to the number of businesses engaged in cross-border e-Commerce, micro-enterprises
below the common EU VAT exemption threshold of EUR 5 000 are estimated to be about 398 200.
About 149 1839businesses are expected to be above common EU VAT exemption threshold and in the
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SEM (of which 13 273 micro-enterprises), while 10 521 are estimated to be above the threshold and
outside of the SEM. Overall, about 27% of businesses are estimated to the above the common VAT
threshold and in the SEM, representing about 74% of the volume of cross-border e-Commerce.

The table below provides an overview of the number of businesses above the common EU VAT
exemption threshold and in/outside of the SEM, per size of businesses, and per volume of cross-
border e-Commerce.

Table 83 - Estimated adoption rate of the SEM by EU businesses, common EU VAT exemption
threshold at EUR 5 000

Businesses below the
common VAT threshold
(EUR 5000 - 10 000)

Businesses above the
common VAT threshold
and in the SEM (EUR

Businesses above the
common VAT threshold
and outside the SEM

5000 — 10 000)

Micro businesses 398 200 13 273 =
Small businesses 77 630 4 086
Medium businesses 20 906 3 698
Large businesses 6 408 2746
Total number of 398 200 149 189 10 521
businesses
(% of businesses) 71.4% 26.7% 1.9%
(% of cross-border e- 2.9% 73,9% 22.4%
Commerce volume)

Source: Deloitte analysis

The application of domestic rules to cross-border sales below the common VAT threshold is relatively
simple to implement, as cross-border supplies can be declared for VAT purposes together with
domestic supplies, and businesses can deduct inputs VAT directly. The exemption from VAT of cross-
border supplies below the common VAT threshold is more complex to implement, as cross-border
supplies need to be declared separately, and businesses cannot deduct input VAT. Conversely, the
absence of VAT on outputs may lead to lower consumers’ prices, even though this benefit is reduced
by non-deductible VAT costs. However, such differences are not relevant for the estimation of the
administrative burden for businesses (same as under Option 4).

The table below provides an overview of the estimated administrative burden for Option 4, with the
common VAT threshold of EUR 5 000.

Table 84 -Overview of impacts on businesses of Option 5 (threshold of EUR 5 000)

Administrative burden Goods Services Goods and services

Total (EUR billion) 0.476 1.391 1.908
per company (EU 0 — (below the 0 — (below the 0 — (below the threshold)
businesses) (EUR) threshold) threshold) 1207 (above the threshold

1 207 (above the
threshold and in SEM)

28 163 (above the
threshold and outside
SEM)

2 020 (MOSS/SEM
registered)

23 601 (non registered
for MOSS/SEM)

and in SEM)

28 163 (above the threshold
and outside SEM

2 020 (MOSS/SEM
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Administrative burden

Goods

Services

Goods and services

registered)

23 601 (non registered for
MOSS

per company per Member
State (EUR)

0 — (below the
threshold)

402 (above the
threshold and in SEM)

4 694 (above the
threshold and outside
SEM)

402 (MOSS/SEM
registered)

5 203 (non registered
for MOSS/SEM)

402 (above the threshold and

402 (MOSS/SEM registered)

0 — (below the threshold)

in SEM)

4 694 (above the threshold
and outside SEM)

5 203 (non registered for
MOSS/SEM)

No of companies

398 200 (below the
threshold)

101 355 (above the
threshold and in SEM)

27 383 (above the
threshold and outside
SEM)

10 604 (MOSS/SEM
registered)

33 970 (non registered
for MOSS/SEM)

398 200 (below the threshold)
101 355 (above the threshold

and in SEM)

27 383 (above the threshold
and outside SEM)

10 604 (MOSS/SEM
registered)

33970 (non registered for
MOSS/SEM)

Source: Deloitte analysis

Different growth scenarios for imports

Finally, as mentioned earlier, postal operators and couriers are likely to pass through Customs a
larger share of parcels, with possible implications on processing costs and on timing of the delivery.
The use of the SEM and of the related simplified and quicker Customs procedures is likely to reduce
the processing costs for postal operators and couriers.

The results are the same presented for Option 4, as Option 5 does not introduce provisions likely to
impact further the processing costs of postal operators and couriers for imports.

5.5.3 Scenario analysis for the market for e-Commerce in the European Union

Common VAT threshold of EUR 5 000

The impacts on the EU e-Commerce market of the common VAT threshold of EUR 5 000 under
Option5 are shown in the table below.

Table 85 - Impact of Option 5 (EUR 5000 threshold) on EU e-Commerce

Volumes (millions of Prices Value (EUR billions)
transactions)
-105.0 3.6
Total e-Commerce 0.68%
-0.36% 0.32%
-152.9 -0.6
Cross-border e-Commerce 1.76%
-2.62% -0.33%
47.4 1.6
EU Cross-border e-Commerce -0.15%
1.28% 1.13%
-200.3 -2.2
Non-EU Cross-border e-Commerce 5.66%
-9.35% -4.21%

Source: Deloitte analysis
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In terms of economic impact, the Option with the threshold of EUR 5 000 is likely to result in an
increase of intra-EU e-Commerce (of 1.28% in volume and of 1.13% in value). This is counter-
balanced by a reduction of non-EU cross-border e-Commerce. While the volume shall increase at an
EU level, prices may decrease resulting in a decrease in overall e-Commerce spending.

Different growth scenarios and DSM effect

The following tables show the estimated impact on e-Commerce volumes, prices and overall
spending. As in the previous options a faster rate of growth can mitigate the negative impacts on the
market, thanks to an increase in demand, more firms entering the market and greater competition. As
with Option 4, the DSM scenario has a relatively more positive impact on EU-commerce, whereas a

more negative impact on non-EU imports.

Table 86 - Impact of Option 5 on EU e-Commerce volumes, 2020 (millions of transactions, %)

Low Medium High DSM
Total e-Commerce -137.8 -104.7 -59.6 -97.7
-0.47% -0.36% -0.20% -0.30%
Cross-border e-Commerce -160.0 -153.0 -149.3 -166.6
-2.74% -2.62% -2.56% -2.86%
EU Cross-border e-Commerce 46.8 47.4 47.5 52.1
1.27% 1.29% 1.29% 1.29%
Non-EU Cross-border e-Commerce -206.7 -200.4 -196.8 -218.7
-9.65% -9.35% -9.18% -9.41%
Source: Deloitte analysis
Table 87 - Impact of Option 5 on EU e-Commerce prices, 2020
Low Medium High DSM
Total e-Commerce 0.7% 0.7% 0.6% 0.6%
Cross-border e-Commerce 1.9% 1.8% 1.3% 1.4%
EU Cross-border e-Commerce 0.1% 0.2% 0.3% 20.2%
Non-EU Cross-border e-Commerce 5.7% 5.7% 5.7% 5.7%
Source: Deloitte analysis
Table 88 - Impact of Option 5 on the value of e-Commerce, 2020 (EUR billions, %)
Low Medium High DSM
0.6 3.6 7.8 4.0
Total e-Commerce
0.07% 0.32% 0.52% 0.33%
-0.9 -0.6 0.0 0.4
Cross-border e-Commerce
-0.65% -0.33% 0.00% 0.17%
1.0 1.6 2.3 2.4
EU Cross-border e-Commerce
0.95% 1.13% 1.23% 1.16%
-1.9 -2.2 -2.3 -2.0
Non-EU Cross-border e-Commerce
-4.53% -4.22% -4.04% -4.17%

Source: Deloitte analysis
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The scenario analysis for Option 6 includes the threshold of EUR 5 000 for the common VAT
thresholds, as well as a more detailed analysis of the second alternative for the option, i.e. exempting
from VAT the cross-border transactions below the common VAT threshold. It also includes different
growth rates for e-Commerce in the EU, which have implications for the estimated VAT revenues of
Member States as well as for the market for e-Commerce in the EU.

Under Option 6, both the distance selling threshold and the VAT exemption for the importation of
small consignments are removed. This Option has a common VAT threshold for business (set at
EUR 5 000 and 10 000). Supplies below the threshold can either be treated under domestic rules
(alternative 1) or being exempt from VAT (alternative 2). Businesses have the option to register for
the single electronic registration and payment mechanism, to declare cross-border transactions,
similar to the current functioning of the MOSS. The SEM applies also to imports of goods from third
countries. The Option also introduces simplified procedures for imports not processed via the SEM.
The Option also introduces a collection fee for the Member State of Identification set at 0, 10%,
20% or 30%. With regard to audit, a two sets of rules apply, i.e. home country rules for domestic
transactions, and fully harmonised EU rules for cross-border transactions under the SEM.

5.6.1 Scenario analysis for VAT revenues for Member States

Common VAT threshold of EUR 5 000

With regard to VAT revenues from intra-EU cross-border e-Commerce transactions, they are
estimated of about EUR 9.178 billion, following the removal of the distance selling threshold. Such
additional revenues represent the VAT revenue (using a 20% EU average rage) of the additional
revenue of intra-EU cross-border e-Commerce sales originated from the minority of micro-businesses
above the common EU VAT exemption threshold complying with VAT -related obligations.

The VAT revenue corresponding to the cross-border transactions below the common EU VAT
exemption threshold set at EUR 5 000 is estimated of about EUR 0.360 billion.

Table 89 - Impact of Option 6 on VAT revenues from intra-EU B2C cross-border e-Commerce

Member States VAT revenues

VAT revenues below the threshold(EUR billion) 0.360
VAT loss due to non-compliance (EUR billion) 0.583
VAT revenue (EUR billion) 9.178

Source: Deloitte analysis
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With regard to VAT revenues from imports, the amount of parcels that will be processed via the SEM
(both direct business registration, third party registration) is likely to impact to a large extent the
amount of VAT collected by Member States.

Option6 does not introduce any major change on the framework for imports set under Option 4.
Therefore the volume of parcels below the Customs threshold of EUR 150, their corresponding values
and VAT revenues for Option 5 are the same presented under Option 4.

Domestic rules vs. exemption and collection fees

The following table shows the VAT revenues under the alternative 2 (i.e. exemption from VAT of
cross-border transactions below the common VAT threshold). Overall, the VAT collected is slightly
lower than under alternative 1, as the VAT below threshold is not collected by the Member State of
establishment. The differences in VAT revenue between the two scenarios are minimal.

The distribution of the VAT revenues from cross-border e-Commerce transactions between Member
States of Consumption and Member States of Identification will depend on the level of the threshold,
as well as on the rules to be applied for transactions below the thresholds. If domestic rules apply,
Member States of Identification will benefit from the VAT revenues from intra-EU cross-border sales
below the threshold. Under alternative 2, cross-border sales under the common EU VAT exemption
threshold are exempt from VAT, therefore resulting in a loss of revenue, which may be even bigger if
the exemption is applied with the right of input VAT deduction.

The transfer of revenues between Member States of Consumption and Member States of
Identification will depend on the existence of the revenue collection fee for the Member States of
Identification and of its level (for the purpose of this study, set at 0, 10%, 20% or 30%). In addition, the
two alternatives analysed for VAT revenues corresponding to cross-border sales below the common
EU VAT exemption threshold (i.e. domestic rules and VAT exemption) impact the split of VAT
revenues from intra-EU B2C cross-border e-Commerce.

The tables below provides an overview of the VAT revenues corresponding to the two alternatives
(domestic rules and VAT exemption), under the four different hypothesis of revenue collection fee.

Table 90 - Impact of Option 6 on VAT revenues from intra-EU B2C cross-border e-Commerce
(common VAT threshold of EUR 10 000)

Domestic rules VAT exemption

VAT revenue VAT revenue for | VAT revenue VAT revenue for

for MSls MSCs for MSls MSCs
No collection fee for MSI (EUR 0.388 6.758 0 6.758
billion)
Collection fee for MSI at 10% 1.064 5.694 0.676 6.082
(EUR billion)
Collection fee for MSI at 20% 1.740 5.018 1.352 5.406
(EUR billion)
Collection fee for MSI at 30% 2.416 4,342 2.027 4,730
(EUR billion)

Source: Deloitte analysis
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Table 91 - Impact of Option 6 on VAT revenues from intra-EU B2C cross-border e-Commerce
(common VAT threshold of EUR 5 000)

Domestic rules VAT exemption

VAT revenue VAT revenue for | VAT revenue VAT revenue for

for MSls MSCs for MSls MSCs
No collection fee for MSI (EUR 0.360 6.784 0 6.784
billion)
Collection fee for MSI at 10% 1.039 5.746 0.678 6.106
(EUR billion)
Collection fee for MSI at 20% 1.717 5.067 1.357 5.427
(EUR billion)
Collection fee for MSI at 30% 2.395 4.389 2.035 4.749
(EUR billion)

Source: Deloitte analysis

Under both alternatives (i.e. domestic rules and VAT exemption for cross-border transactions below
the common VAT threshold) and with both levels of thresholds (i.e. EUR 5 0000 and EUR 10 000),
the differences in VAT revenues for Member States are relatively small. Clearly, in case of the VAT
exemption, the VAT revenue corresponding to the cross-border transactions below the common VAT
threshold is not collected by either the MSI or the MSC.

The application of domestic rules is relatively simple to implement, as cross-border supplies can be
declared for VAT purposes together with domestic supplies, and businesses can deduct inputs VAT
directly. Exemption from VAT cross-border supplies below the common VAT threshold is likely to be
more complex to implement, as cross-border supplies need to be declared separately, and
businesses cannot deduct input VAT. In addition, the absence of VAT on outputs may lead to lower
consumers’ price, and thus of (potential) distortions of cross-border competition (same as under
Options 4 and 5).

Different growth rates

The following tables show the estimated impact of VAT revenues for Member States of different
growth rates of the market for e-Commerce in Europe under the both alternatives (i.e. domestic rules
applied to cross-border transactions, and VAT exemption on cross-border transactions).

Under the alternative 2 (i.e. exemption from VAT of cross-border transactions below the common VAT
threshold) the VAT collected is slightly lower than under alternative 1, as the VAT below threshold is
not collected by the Member State of establishment. The differences in VAT revenue between the two
scenarios are minimal, as shown by the tables below.

Table 92 - Impact of Option 6 on VAT revenues for Member States (threshold EUR 10 000), (EUR
billion)

Domestic rules VAT exemption
VAT loss VAT VAT VAT loss VAT VAT
due to non- | revenue for | revenue due to non- | revenue for revenue
compliance | MSC MSI compliance | MSC MSI
High growth 0.613 9.263 0.409 0.613 9.262
Medium growth 0.582 8.792 0.388 0.582 8.792
Low growth 0.550 8.321 0.367 0.550 8321

Source: Deloitte analysis
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Table 93 - Impact of Option 6 on VAT revenues for Member States threshold EUR 5 000), (EUR billion)

Domestic rules VAT exemption
VAT loss VAT VAT VAT loss VAT VAT
due to non- | revenue for | revenue for | dueto non- | revenue for | revenue
compliance | MSC MSI compliance | MSC MSI
High growth 0.614 9.291 0.379 0.614 9.291
Medium growth 0.583 8.818 0.360 0.583 8.818
Low growth 0.552 8.346 0.341 0.552 8 346

Source: Deloitte analysis

There are not noticeable differences across the different scenarios for the share of VAT revenues
processed via the SEM, which are assumed to represent about 62% of the volume of cross-border e-
Commerce transactions.

With regard to imports, Option 6 does not introduce additional provisions influencing Member States’
VAT revenues from imports. Therefore the scenario analysis for Option 5 is the same presented
under Option 4.

5.6.2 Scenario analysis for impacts on businesses

Common VAT threshold of EUR 5 000

Our analysis estimates that under Option 6 with a common EU VAT exemption threshold of EUR
5 000 the overall administrative costs for businesses active on cross-border e-Commerce of goods
are of about EUR 2.100 billion. This figure represents a decrease of 50% with respect to the status
qguo (while the threshold of EUR 10 000 leads to an estimated decrease in the administrative burden
of 51%).

Costs however will likely differ largely between those businesses that benefit from the common EU
VAT threshold, and those whose EU cross-border sales are above the common EU VAT exemption
threshold.

When the common EU VAT exemption threshold is set at EUR 5 000, businesses benefiting from it
(the (in our estimates, 90% of micro-businesses active in B2C cross-border e-Commerce, or about
398 200 businesses) are not likely to encounter additional administrative costs for VAT-related
obligations, as the cross-border sales will be subject to domestic rules. Administrative costs for
businesses with cross-border sales above the threshold and adopting the SEM are estimated to
amount to about EUR 1 533 per company per year or about (on average) EUR 518 per company for
each Member State they sell cross-border. The administrative burden for businesses with cross-
border sales above the threshold and outside of the SEM are not expected to change with respect to
those estimated for the threshold of EUR 10 000. Similarly, the costs for businesses supplying TBE
services are not expected to change significantly (the new provisions under Option 6 apply also to
TBE services, but their impact on administrative burden is expected to be limited).

With regard to the number of businesses engaged in cross-border e-Commerce, micro-enterprises
below the common EU VAT exemption threshold of EUR 5 000 are estimated to be about 398 200.
About 149 189 businesses are expected to be above common EU VAT exemption threshold and in the
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SEM (of which 13 273 micro-enterprises), while 15 871 are estimated to be above the threshold and
outside of the SEM. Overall, about 25.5% of businesses are estimated to the above the common VAT
threshold and in the SEM, representing about 73% of the volume of cross-border e-Commerce.

The table below provides an overview of the number of businesses above the common EU VAT
exemption threshold and in/outside of the SEM, per size of businesses, and per volume of cross-
border e-Commerce.

Table 94 - Estimated adoption rate of the SEM by EU businesses, common EU VAT exemption
threshold at EUR 5 000

Businesses below the
common VAT threshold
(EUR 5000 - 10 000)

Businesses above the
common VAT threshold
and in the SEM (EUR

Businesses above the
common VAT threshold
and outside the SEM

5000 — 10 000)

Micro businesses 398 200 - 44 244-
Small businesses 73544 8172
Medium businesses 19 183 5411
Large businesses 5950 2289
Total number of 398 200 149 189 15871
businesses
(% of businesses) 71.4% 25.6% 1.9%
(% of cross-border e- 2.9% 73.2% 23.2%
Commerce volume)

Source: Deloitte analysis

The application of domestic rules to cross-border sales below the common VAT threshold is relatively
simple to implement, as cross-border supplies can be declared for VAT purposes together with
domestic supplies, and businesses can deduct inputs VAT directly. The exemption from VAT of cross-
border supplies below the common VAT threshold is more complex to implement, as cross-border
supplies need to be declared separately, and businesses cannot deduct input VAT. Conversely, the
absence of VAT on outputs may lead to lower consumers’ prices, even though this benefit is reduced
by non-deductible VAT costs. However, such differences are not relevant for the estimation of the
administrative burden for businesses (same as under Option 4).

The table below provides an overview of the estimated administrative burden for Option4, with the
common VAT threshold of EUR 5 000.

Table 95 -Overview of impacts on businesses of Option 6 (threshold of EUR 5 000)

Administrative burden Goods Services Goods and services

Total (EUR billion) 0.669 1.431 2.100
per company (EU 0 — (below the 0 — (below the 0 — (below the threshold)
businesses) (EUR) threshold) threshold) 1533 (above the threshold

1 533 (above the
threshold and in SEM)

28 163 (above the
threshold and outside
SEM)

2 590 (MOSS/SEM
registered)

23 601 (non registered
for MOSS/SEM)

and in SEM)

28 163 (above the threshold
and outside SEM

2 590 (MOSS/SEM
registered)
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Administrative burden Goods Services Goods and services
23 601 (non registered for
MOSS/SEM)
per company per Member 0 — (below the 518 (MOSS/SEM 0 — (below the threshold)
State (EUR) threshold) registered) | 51g (above the threshold and

518 (above the
threshold and in SEM)

4 694 (above the
threshold and outside
SEM)

5 203 (non registered
for MOSS/SEM)

in SEM)

4 694 (above the threshold
and outside SEM)

518 (MOSS/SEM registered)

5 203 (non registered for
MOSS/SEM)

No of companies

398 200 (below the
threshold)

149 189 (above the
threshold and in SEM)

27 383 (above the
threshold and outside

10 604 (MOSS/SEM
registered)

33 969 (non registered
for MOSS/SEM)

398 200 (below the threshold)

149 189 (above the threshold
and in SEM)

27 383 (above the threshold
and outside SEM)

10 604 (MOSS/SEM
registered)

SEM) 33 969 (non registered for

MOSS/SEM)

Source: Deloitte analysis

Different growth scenarios for imports

Finally, as mentioned earlier, postal operators and couriers are likely to pass through Customs a
larger share of parcels, with possible implications on processing costs and on timing of the delivery.
The use of the SEM and of the related simplified and quicker Customs procedures is likely to reduce
the processing costs for postal operators and couriers.

The results are the same presented for Option 4, as Option 6 does not introduce provisions likely to
impact further the processing costs of postal operators and couriers for imports.

5.6.3 Scenario analysis for the market for e-Commerce in the European Union

Common VAT threshold of EUR 5 000

The impacts on the EU e-Commerce market are shown in the table below.

Table 96 - Impact of Option 6 (EUR 5000 threshold) on EU e-Commerce

Volumes (millions of Prices Value (EUR billions)
transactions)
-108.9 3.6
Total e-Commerce 0.70%
-0.37% 0.32%
-155.9 -0.7
Cross-border e-Commerce 1.79%
-2.68% -0.35%
44.0 1.5
EU Cross-border e-Commerce -0.09%
1.19% 1.10%
-199.9 -2.2
Non-EU Cross-border e-Commerce 5.66%
-9.33% -4.20%

Source: Deloitte analysis
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Similar to the common VAT threshold of EUR 10 000, the threshold of EUR 5 000 is expected to have
a positive impact on EU cross-border e-Commerce volumes; however, the effect on non-EU imports is
estimated to be negative due to the increase in compliance and VAT paid.

The introduction of the SEM (with a registration threshold of EUR 5 000) is likely to have a positive
impact on EU cross-border e-Commerce volumes (increase of 1.19%, and 1.1% increase in value, not
notably different from that of the EUR 10 000 threshold.

Different growth scenarios and DSM effect

The following tables show the estimated impact on e-Commerce volumes, prices and overall
spending. As in the previous options a faster rate of growth can mitigate the negative impacts on the
market due to the decrease in non-EU imports. Similarly to options 4 and 5, Option 6 is estimated to
have a relatively more positive impact on EU cross-border e-Commerce than non-EU e-Commerce
under the DSM scenario.

Table 97 - Impact of Option 6 on EU e-Commerce volumes, 2020 (millions of transactions, %)

Low Medium High DSM
Total e-Commerce -142.0 -108.4 -62.2 -102.6
-0.48% -0.37% -0.21% -0.32%
Cross-border e-Commerce -163.0 -156.0 -152.3 -170.0
-2.80% -2.68% -2.61% -2.92%
EU Cross-border e-Commerce 43.4 44.1 44.3 48.5
1.18% 1.20% 1.20% 1.20%
Non-EU Cross-border e-Commerce -206.3 -200.1 -196.7 -218.5
-9.63% -9.34% -9.18% -9.30%
Source: Deloitte analysis
Table 98 - Impact of Option 6 on EU e-Commerce prices, 2020
Low Medium High DSM
Total e-Commerce 0.7% 0.7% 0.6% 0.6%
Cross-border e-Commerce 1.9% 1.8% 1.3% 1.5%
EU Cross-border e-Commerce 0.0% 20.1% 10.3% 20.2%
Non-EU Cross-border e-Commerce 5.7% 5.7% 5.79% 579
Source: Deloitte analysis
Table 99 - Impact of Option 6 on the value of e-Commerce, 2020 (EUR billions, %)
Low Medium High DSM
0.6 3.6 7.8 4.0
Total e-Commerce
0.08% 0.32% 0.52% 0.33%
-0.9 -0.7 -0.1 0.4
Cross-border e-Commerce
-0.66% -0.35% -0.03% 0.14%
0.9 1.5 2.2 2.3
EU Cross-border e-Commerce
0.92% 1.10% 1.19% 1.12%

2016
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Low Medium High DSM

-1.9 -2.2 -2.3 -2.0

Non-EU Cross-border e-Commerce

-4.51% -4.20% -4.03% -4.16%

Source: Deloitte analysis

5.7.1 Common VAT threshold of EUR 100 000

An additional part of the sensitivity analysis focuses on identifying the key impacts of introducing a
common VAT threshold of EUR 100 000 (all the other conditions remaining the same as in Option 4).
It is assumed that domestic rules apply to transactions below the common VAT threshold. The key
impacts considered include:

The number of businesses impacted by such threshold;
The share of e-Commerce impacted by such threshold;
The corresponding VAT revenue for Member States.

While some Member States already have a distance selling threshold of EUR 100 000, the common
VAT threshold as designed under this study would apply to the combination of all cross-border sales,
affecting thus a relatively large number of businesses. This is likely to include most small enterprises,
of which there are estimated to be over 80 000 currently trading cross-border (as well as micro-
businesses, which are already impacted by much lower common VAT thresholds). Small businesses
are estimated to contribute about 12.6% of current e-Commerce revenues. Based on our estimates,
approximately 45% of these transactions would fall within the application of the common VAT
threshold of EUR 100 000, about 5.7% of total cross-border spending would therefore fall under the
common VAT threshold. The contribution of micro-businesses to cross-border e-Commerce also
needs to be added, as they are already impacted by the common VAT thresholds of EUR 5 000 and
EUR 10000™. Micro-businesses represent the vast majority of businesses in cross-border e-
Commerce (about 442 444 estimated), and account for 4.1% of cross-border e-Commerce value.
Therefore, a common VAT threshold of EUR 100 000 would impact about 9.5% of the total value of
cross-border e-Commerce.

In order to estimate the impact of such threshold on VAT revenues for Member States, two different
estimation methods were used to estimate the average turnover per business in the EUR 10 000 —
EUR 100 000 turnover bracket. In one case, the distribution of businesses by turnover for TBE
services was used as a basis, corrected in consideration of the higher value of average transactions
for goods. In this case, we carried out one estimate for businesses in the EUR 10 000 — EUR 30 000
turnover bracket and another estimate for businesses in the EUR 30 000 — EUR 100 000 turnover
bracket. In the other case, a linear projection of the average turnover per business was carried out,
based on the data already estimated for businesses below the EUR 10 000 threshold. In this case,
only one estimated was done for all businesses in the EUR 10 000-EUR 100 000 turnover bracket. In
both cases, the data available for businesses below the EUR 10 000 threshold were added and
standard VAT rate of 20% was used.

" See sections 5.4.2 and 4.5.3 respectively,
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The table below provides an overview of the results of the two methods.

Table 100 - Overview of the impacts of the EUR 100 000 common VAT threshold

Projection based on TBE services Linear projections

data
No. of businesses 509 000 509 000
Total Turnover EUR 5.940 billion EUR 4.548 billion
VAT revenue EUR 1.188 billion EUR 0.909 billion

Source: Deloitte analysis

In addition to leading to a significant reduction in the VAT revenues collected on cross-border
transactions, this would also reduce the overall administrative burden, thereby creating growth in the
market that could partially offset some of these losses in revenues. In addition, such a threshold is not
likely to guarantee a level playing field for EU businesses, as many of the issues deriving from the
current distance selling thresholds systems would not be addressed. Overall, a common VAT
threshold of EUR 100 000 is estimated to impact both micro- and small businesses engaged in cross-
border e-Commerce, i.e. about 509 000 businesses, which represent about 10% of the value of cross-
border e-Commerce. Such a threshold is also likely to have major impacts on VAT revenues for
Member States, as about EUR 1 billion of VAT revenues (ranging from EUR 0.909 billion to EUR
1.118 billion) are estimated to correspond to the e-Commerce trade impact by the threshold.

5.7.2 Regional impacts

The impact of removing the distance selling threshold and of implementing the destination principle
(as defined under all options) will vary by country, depending on a number of factors:

Contribution to cross-border e-Commerce, by origin: countries that account for a larger share
of cross-border online trade relative to population are expected to see a greater impact from
the policy options since a larger proportion of businesses will be affected;

Proportion of businesses affected by the change in registration thresholds: smaller
businesses, (i.e. businesses that currently fall below the registration thresholds), that will be
most affected by the reduction in the registration thresholds. Therefore countries in which
SMEs make up a greater contribution to e-Commerce would be expected to be
disproportionately impacted.

Among EU Member States, the following countries account for the largest shares of e-Commerce
flows, by country of origin:

Table 101 - Share of e-Commerce flows by country of origin

Country Share of cross-border e-Commerce flows, by origin
Germany 12.7%
United Kingdom 11.8%
Luxembourg 10.8%
Spain 8.8%
Ireland 8.4%

Source: Deloitte analysis

Directorate-General for Taxation and Customs Union
2016



Among these countries, Luxembourg, Spain and Ireland are notable for the fact that their contribution
to EU-wide cross-border e-Commerce flows exceeds their contribution to EU-wide retail sector GDP.
Therefore, in these markets cross-border e-Commerce accounts for a larger than average share of
the retail sector and therefore the change in policy would be expected to have a greater impact in
these countries. In contrast, for Germany and the UK the role of cross-border e-Commerce is
somewhat smaller than one would expect given the size of the economy and so the impacts of the
policy change are likely to be smaller than average (the same is also true of France). More generally,
the size of the domestic market may insulate larger European countries from the potentially adverse
impacts on cross-border trade.

The second factor to consider is the proportion of businesses engaged in cross-border e-Commerce
that will be affected by the policy change. That is, in countries where a large fraction of businesses
engaged in cross-border trade are currently below the threshold, the reduction in the threshold would
be expected to have a greater impact. The table shows those countries in which micro-businesses
make up the highest proportion of businesses trading cross-border.

Table 102 - Share of micro-businesses selling cross-border by country

Country Share of businesses selling cross-border that are
microbusinesses

Slovenia 88.6%

Poland 88.5%

Slovakia 88.2%

Portugal 87.8%

Sweden 85.7%

Source: Deloitte analysis

These countries may therefore experience a greater than average impact. Meanwhile, in countries
such as the UK and Germany the impact of the policy change may be further mitigated by the fact that
micro-businesses contribute a smaller share of online trade in these markets, with larger firms being
more dominant.

The other regional impact to consider is the impact on revenues across different markets. Whereas
the impact on businesses will generally depend on e-Commerce flows by origin, the relative impact on
revenues will largely depend on the destination. As above, there are two factors that may be
considered.

Contribution to e-Commerce flows, by destination: countries that account for a
disproportionately large share of inward e-Commerce flows are estimated to see a greater
revenue impact as a result of a greater share of transactions falling within the scope of VAT,
Change in VAT registration thresholds: countries that experience a greater reduction in the
VAT registration threshold will also see a greater increase in VAT revenues, since the change
in policy will make a larger impact in these markets.

Table 103 - Share of e-Commerce flows by country of destination

Country Share of e-Commerce flows by country destination
United Kingdom 26.19%
Spain 15.12%
France 13.83%
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Germany 13.05%
Italy 7.65%

Source: Deloitte analysis

Countries such as the UK and Spain would be expected to capture an above average share of
additional VAT revenues, given that spending on cross-border e-Commerce in these markets is
higher relative to the size of the economy. The impact in the UK is likely to be particularly pronounced
since the current threshold for VAT registration for international businesses is approximately EUR 100
000 so the reduction in the thresholds may significantly increase the share of spending that is subject
to VAT. Germany, France, Luxembourg and the Netherlands also have registration thresholds of EUR
100 000 and may therefore see a greater than average impact on tax revenues.
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6 Conclusion

This section reports and summarises the key findings from the analysis of the Policy Options
for the future of VAT in cross-border e-Commerce transactions.

This report forms part of a broad study providing an in-depth economic analysis of VAT aspects of e-
Commerce. The study considers the widening of the Mini One Stop Shop (MOSS) to other areas of
B2C e-Commerce, the elimination of the VAT exemption for the importation of small consignments,
and the elimination of current registration thresholds for intra-EU B2C supplies of goods. The
objective is to reduce the administrative burden on trade and remove distortion of competition, to
support the full achievement of the Digital Single Market.

The overall study consists of three Lots. This document comprises of the final report for Lot 2. It
focuses on the analysis of costs, benefits, opportunities and risks in respect of the Options for
the modernisation of the VAT aspects of cross-border e-Commerce. Here we focus on:

Presenting the relevant problems related to the VAT aspects of e-Commerce and their
drivers;

Summarising the impacts of the Policy Options under consideration;

Connecting the Policy Options under consideration to the policy objectives and other relevant
dimensions of the analysis.

The external factors include the interplay between VAT rules and other legislation at EU or Member
State level (especially EU Customs legislation), as well as the VAT and Customs rules of third
countries, and consumers’ attitude.

Problems for intra-EU trade include high compliance burden for businesses, difficulty for tax
authorities in monitoring the distance selling threshold for lack of available information, and
distortion of competition between EU businesses (where businesses established in a country with
a low VAT rate can apply the VAT rate of that country up until the threshold set in the EU Member
State of destination, while businesses established in a Member State with a high VAT rate cannot
benefit from the same advantage). With regard to imports, five main problems have been identified,
i.e. high compliance burden on businesses, difficulty for tax authorities in monitoring compliance
as the value of consignments is not always easy to determine, significant amounts of VAT
foregone at EU level, distortion of competition between EU businesses and non-EU businesses
as the VAT small consignment exemptions apply to import from third countries but not to intra-EU or
domestic sales and low consumers’ awareness of taxes and duties due for online purchases.
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The following table provides an overview of the main features of the Policy Options assessed.
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Table 104 - Key features of the policy options

B2C e-Commerce
cross-border
transactions of
goods (intra-EU)

| Option1 (Status Quo)

Optional application of
distance selling
threshold (EUR 35 000
or EUR 100 000)

Option2

| Option4 Option5
Common VAT | Common VAT threshold (EUR 5 000/EUR 10 000)
threshold (EUR | Possibility to register for the SEM

5 000/EUR 10 000)

B2C e-Commerce
cross-border
transactions of
TBE services

Application of place of supply rules as from

January 1% 2015

Possibility to register for the MOSS

Common VAT
threshold (EUR
5 000/EUR 10 000)

Option6

Imports of small
value
consignments

No VAT applied
Couriers and postal
operators  responsible
for clearance at
Customs

Application of VAT rate of the Member State of

destination

Couriers and postal operators responsible for

clearance at Customs

rate

Imports of goods
between EUR 10-
22 and EUR 150

VAT applied (rate of the Member State of destination)
Couriers and postal operators responsible for clearance at Customs

Application of VAT rate of the Member State of destination
Possibility to pre-pay VAT and process imports via SEM
Simplified procedures for non-SEM transactions with standardised VAT

VAT rate applied Application of | Application of VAT | Application of VAT rate of Member State of destination/ consumption (unless below the common
destination principle | rate of Member State | VAT threshold)
(unless applying the | of destination/
distance selling | consumption
threshold)
VAT revenues in | Retention fee for Retained revenue of 0%, 10%, 20% or 30% for Member State of
Member States Member State of Identification for transactions declared via the SEM
Identification for
transactions  declared

via the MOSS (TBE
services®)

Audit and other | Application of rules of | Application of rules of | Application of rules of the Member State of | Application of home | Application of a fully
administrative the Member State of | the Member State of | Consumption (unless below the common VAT | country rules (1 set of | harmonised EU rules
rules  (invoicing, | Consumption  (unless | Consumption threshold). rules) for cross-border
chargeability, bad | applying the distance transactions (2 sets of
debt relief) selling threshold) rules)

Source: Deloitte analysis

8 Under the current legislative framework, the retention fee for the Member State of Identification is fixed at 30% for 2015 and 2016, at 15% for 2017 and 2018 and is 0% from 2019.
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6.2.1 Policy Option 1: Status Quo

Impacts on businesses and Member States

Our analysis has suggested that the overall costs that businesses face when engaging in cross-
border B2C e-Commerce amount to almost EUR 4.166 billion, or about EUR 24 000 per company
per year®, or about (on average) EUR 8 000 for each Member State in which a company is VAT-
registered.

When considering only the costs for businesses providing cross-border TBE services, the costs that
businesses face when engaging in cross-border B2C e-Commerce amounts to about EUR 1.414
billion. Costs however differ largely between those businesses that use simplification measures
accompanying the 2015 PoS rules (e.g. the MOSS), and those that do not use them. For the first
group of businesses (‘in the MOSS’), costs amount to about EUR 2 172 per company per year or
about (on average) EUR 430 per company for each Member State in which a company sells TBE
services. For the second group of businesses (‘outside the MOSS’), costs amount to about EUR 41
626 per company per year or about (on average) EUR 5 203 per company for each Member State in
which a company sells TBE services®.

The administrative burden estimated for businesses engaged in cross-border B2C e-Commerce and
for businesses supplying TBE services (EUR 8 000 per company per Member States vs. EUR 5 203
per company per Member State) depends on the different composition of the samples used for the
analysis. The sample of TBE businesses included a larger share of small enterprises, which are
estimated to sustain administrative costs per company per Member State to almost EUR 5 000).

Initial data coming from the MOSS system for the first two quarters of 2015 show that the overall
amount of VAT revenues during 2015 will be about EUR 3 billion.

The amount of imported parcels below the EUR 10-22 threshold was estimated at EUR 114.85 million
in 2013%, corresponding to EUR 144.07 million in 2015, under the medium growth scenario®.
Similarly, under the medium growth scenario, the corresponding amount of VAT foregone is estimated
at EUR 652.91 million in 2015.

Impacts on competition and growth in the European Union

Our analysis has suggested that the current administrative burden associated with cross-border e-
Commerce constitutes a barrier to the growth of e-Commerce in the EU. Cross-border e-Commerce is
especially likely to be adversely affected.

The analysis of the Status Quo points out the adverse effects of VAT foregone from the small
consignment exemption and a high-level of non-compliance in cross-border sales on competition.

8 This is calculated by dividing by the number of companies engaged in cross-border e-Commerce; see section 3.2. of Lot 1
Final Report.

8 See the Final Report for Lot 3.

8 European Commission (2015), Assessment of the application and impact of the VAT exemption for importation of small
consignments, prepared by EY, accessed at
http://ec.europa.eu/taxation_Customs/resources/documents/common/publications/studies/Ivcr-study.pdf on June 12th 2015.

% This was estimated applying to the 2013 data the Cumulated Annual Growth Rate (CAGR) estimated under the low growth
(6% CAGR), medium growth (12% CAGR) and high growth (18%) scenarios elaborated under Lot 1.
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The adverse effects of the small consignment exemption leads to an uneven playing field between
EU and non-EU businesses. Such exemption only applies to imports from third countries, so that
non-EU businesses have a competitive advantage due to lower consumer prices. Moreover, the
current rules may also lead to a distortion of competition among non-EU businesses, as the Customs
thresholds of EUR 10 or EUR 22 do not equally apply in all Member States. Thus the import
conditions are not equal across Member States, as confirmed by available studies®.

The lack of information on the application of the distance sales threshold leads to difficulty for tax
authorities in Member States to monitor the threshold, as well as to distortion of competition among
EU businesses. Businesses established in a country with a low VAT rate can apply the VAT rate of
that country up until the threshold set in the Member State of destination, while businesses
established in a Member State with high VAT rate cannot benefit from the same advantage.

The analysis suggests the following:

The current administrative burden may limit the size of the EU e-Commerce market by
between 0.3% and 0.7%; under the medium growth scenario. This represents between EUR
3.1 billion and EUR 5.2 billion of foregone online trade annually;

The current regime affects cross-border trade in particular, constraining the size of the
market by 1.2% - 2.6%; under the medium growth scenario. This represents foregone cross-
border online trade of between EUR 2.5 billion and EUR 4.2 billion annually.

The administrative burden may be associated with a mark-up of about 1.0% on overall online prices.
Cross-border e-Commerce prices faced by consumers may be about 4.5% higher than they would
otherwise be.

Compliance

As a result of the assessment of compliance on B2C cross-border supplies of goods, the following
conclusions were drawn:

Non-compliance is considered by tax authorities as a significant issue on both intra-EU
distance sales and on B2C import of goods with a value of up to EUR 150, proven by active
EU level discussions and increasing attempts to collect more information on B2C cross-
border sales and improve controls;

Tax authorities find it challenging to measure the level of compliance, given the administrative
costs involved;

Testing the compliance by mock purchases further confirmed the lack of VAT information
provided by suppliers on cross-border B2C supplies, which makes it difficult to check the level
of compliance.

Tax authorities have identified many types of non-compliance (including avoidance schemes), such
as:

Under-valuation and mis-labelling on imports; and

® European Commission (2015), ‘Assessment of the application and impact of the VAT exemption for importation of small
consignments’, ibid.
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Ignoring distance sales thresholds, use of ‘split supplies’, ‘parcel motel’ and rate shopping on
distance sales.

The main compliance measures applied by tax authorities to B2C cross-border supplies are the
general measures used also for other supplies:

Preventive measures;
General auditing and control procedures;
Sampling and risk profiling.

More recently, tax authorities have started to use technological tools, such as web trawling and data
analytics, and the collection of additional information from other businesses (e.g. account holders,
financial institutions or postal operators).

Tax authorities admit that the use of compliance measures is not sufficiently effective and there is
room for improvement, mainly by:

Better use of administrative cooperation between EU Member States and with non-EU
countries; and
Further development and use of technological tools.

The estimated VAT loss due to non-compliance on B2C cross-border sales, based on B2C total
cross-border online expenditure (as estimated in the study), general VAT gap and data provided by
two Member States, ranges from EUR 2.6 billion to EUR 3.8 billion, whilst the actual respective EU
VAT loss is likely to be closer to the upper end of the estimated range. Moreover, based on some
relevant information from some Member States® on systematic non-compliance on import, the EUR
3.8 billion estimate on overall VAT foregone due to non-compliance can be considered as very
conservative®.

6.2.2 Policy Option 2: Removal of the distance sales thresholds and the small
consignment exemption (No simplification)

Option 2 removes both the distance selling thresholds of EUR 35 000 and EUR 100 000 and the VAT
exemption for the importation of small consignments under the threshold of EUR 10-22. This Option
adversely affects Member States of Identification and Member States of Consumption, as well as EU
and non-EU businesses.

Impacts on Member States

The table below summarises the key impacts on Member States’ VAT revenues.

Table 105 - Overview of Member States’ VAT revenues for Option 2

Member States VAT revenues (EUR billion)

VAT revenues (EU cross-border trade) 2.303

% See recent information from UK (HMRC (2015), ibid) and France (Sénat Commission des finances (2015), ibid.)
8 A more detailed analysis is provided under Lot 1
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VAT revenues (imports from third countries) 0.325

Source: Deloitte analysis

VAT revenues for Member States are expected to increase as an effect of the removal of the small
value consignment exemption, with a redistribution of the (relatively small amount of) VAT deriving
from the removal of the distance selling threshold. The increase is estimated to be about 18% with
respect to the (estimated) VAT loss from the small value consignment exemption in 2013.

The estimated impact on Member States’ VAT revenues of different growth rates for both intra-EU
trade and imports from third countries is quite small. The range of VAT revenues from intra-EU e-
Commerce ranges from EUR 2.180 billion to EUR 2.427 billion (low growth scenario and high growth
scenario respectively), while VAT revenues from imports are estimated to range from EUR 671 million
to EUR 542 million under the same scenarios.

Impacts on businesses

The table below summarises the key impacts on the administrative burden on businesses.

Table 106 - Overview of administrative costs for Option 2

Total (EUR billion) 3.247 1.437 4.684

. 2 172 (MOSS-registered)
per company (EU 2 172 (MOSS registered)

. 23 599 (goods)
. 23599 | 41 626 (non registered for
businesses) (EUR) ( 9 MOSS) 41 626 (non registered for

MOSS

434 (MOSS-registered)
7 866 (goods)

434 (MOSS registered)
per company per Member

7863 | 5203 (non registered for

State (EUR) ( g 7 865 (non registered for
MOSS)

MOSS)
10 604 (MOSS registered)

No of companies 137 586 | 33 969 (non registered for 137 586

MOSS)

Source: Deloitte analysis

In comparison with the Status Quo, this Option presents a 12% increase of the administrative burden
about 12% as a result of the removal of the threshold. Only a small minority of micro-enterprises
(estimated at about 5%) will be likely to comply with the new obligations, while the remaining of micro-
enterprises will be likely to cease trading cross-border or will fail to register for VAT (i.e. being non-
compliant).

VAT revenues for Member States are expected to increase as an effect of the removal of the small
value consignment exemption, with a redistribution of the (relatively small amount of) VAT deriving
from the removal of the distance selling threshold.
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Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the key economic impacts assessed for this Option.

Table 107 - Overview of economic impacts for Option 2

Cross-border e- EU cross-border e- Non-EU cross-
Total e-Commerce
Commerce Commerce border
Millions of
transactions 111 -271 -59 -212
% -0.4% -4.6% -1.6% -9.9%
% 0.5% 2.6% 1.1% 5.7%
EUR billions 35 -1.7 0.5 -0.3
% 0.3% -0.9% 0.3% -4.2%

Source: Deloitte analysis

At a broader economic level, there is likely to be a negative impact on cross-border e-Commerce
because the average price of imports will increase, leading to a fall in the volume of transactions. The
removal of thresholds may lead to smaller firms exiting the market.

A higher rate of e-Commerce growth (high growth scenario®), especially in the domestic market,
can partially mitigate some of the negative impacts of Option 2 on the cross-border e-Commerce
market.

In terms of volumes of e-Commerce, the impact of the increase in the administrative burden is
therefore expected to be smaller under the high growth scenario, both in absolute and in relative
terms (-41.5 million transactions vs. -110.8 million transactions, and -0.1% vs. -0.4% respectively).

With regard to e-Commerce prices, the contraction in cross-border trade increases competition in the
domestic market, which tends to reduce prices in this market. In contrast, prices in the e-Commerce
market rise due to the increased administrative burden, although such effects are lower under the
high growth scenario.

Under the DSM scenario®, the negative effects on e-Commerce volumes and prices are stronger.
The increase in the administrative burden affects a larger proportion of the e-Commerce market and
risks a larger number of firms leaving the market. Thus the estimated reduction of overall e-
Commerce volumes is of 147.7 million transactions (-0.5%) with respect to the Status Quo, and of
66.5 million transactions (-1.6%) for EU cross-border e-Commerce. With regard to prices, in the DSM
scenario the faster growth rate of intra-EU e-Commerce means that a larger proportion of the market
is affected, leading to a grated impact on prices (estimated to an increase of 0.55% overall, and of
1.11% for EU cross-border e-Commerce).

8 CAGR of 18%, see Assumption 4 in Annex 4.
% This scenario allows for the impact of the Digital Single Market strategy on cross-border e-Commerce within the EU. It is
assumed that domestic and non-EU markets grow at 12%, while intra-EU cross-border e-Commerce grows at 18%
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The effect on value is more ambiguous, as it is a product of volume and price effects. Under the high
growth scenario, the fact that prices do not increase means that the overall effect on spending is
negative. On the contrary, it is positive in the medium growth and DSM scenarios, as the increase in
prices cancels out the decline in the number of transactions.

Impacts on compliance

With regard to compliance, the removal of distance sales threshold simplifies the VAT system and
is expected to facilitate the compliance control by tax authorities, reducing the VAT fraud on distance
sales. However, the increase in the administrative burden is still likely to increase the level of non-
compliance among the businesses currently benefitting from the threshold, who may decide to take a
risk and continue declaring the sales as part of domestic supplies. The risk of non-compliance may be
even bigger among the group of traders currently not registered for domestic VAT.

The removal of small consignment exemption simplifies the VAT system and should enable slightly
more efficient compliance controls (e.g. by reviewed risk assessment). However, as the volume of
parcels subject to VAT increases, there is higher motivation for non-EU suppliers to undervalue and
mislabel the parcels to reduce their VAT cost. Evidence on the high level of non-compliance where
small consignment exemption cannot be applied can be found from a recent French Senate report®
(France does not apply small consignment exemption to mail orders). Therefore the level of non-
compliance is expected to increase in this Option and in calculations, 65% of VAT foregone due to
non-compliance is used (compared to 50% in Option 1)

6.2.3 Policy Option 3: Option 2 but with the introduction of a common VAT
threshold for EU sales of both goods and services (EUR 5000 or EUR
10 000)

Option 3 removes the existing small consignment exemption and distance selling thresholds, but
introduces a new type of cross-border exemption threshold. The Option consists of two alternatives,
namely a complete VAT exemption when the threshold is not breached or VAT in the MSI when the
threshold is not breached. It impacts all stakeholders, particularly micro-businesses and e-Commerce
start-ups.

Impacts on Member States

The table below provides an overview of the impacts on Member States assessed for this Option.

Table 108 - Overview of impacts on Member States for Option 3

Member States VAT revenues

VAT revenues below the threshold 0.360 0.380

® gsénat Commission des finances (2015), Le E-Commerce: propositon pur une TVA payée a la source.
http://lwww.senat.fr/fileadmin/Fichiers/Images/redaction_multimedia/2015/2015-Documents_pdf/20150917_e_commerce.pdf
consulted on 18 December 2015
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Member States VAT revenues

VAT loss due to non-compliance 5.877 5.851
VAT revenue 3.164 3.150
Total volume of parcels below EUR 150 187 288 192
VAT loss due to non-compliance (EUR billion) 0.605
VAT revenue (EUR billion) 0.326

Source: Deloitte analysis

For Member States, the VAT revenues corresponding to the cross-border transactions below the
common EU VAT exemption threshold set at EUR 5 000 are estimated at about EUR 360 million.
With the common VAT threshold at EUR 10 000, the VAT revenues below the threshold are about
EUR 380 million.

Overall, the VAT collected is slightly lower than under alternative 2 (VAT exemption of transactions
below threshold), as the VAT below the threshold is not collected by the Member State identification.
The differences in VAT revenues between the two scenarios are small.

Similar to Option 2, the estimated impact on Member States’ VAT revenues of different growth rates
for both intra-EU trade and imports from third countries is quite small. The range of VAT revenues
from intra-EU e-Commerce (domestic rules) under the EUR 5 000 threshold goes from EUR 3.336
billion to EUR 3.713 billion (i.e. from low growth scenario to high growth scenario). Under the EUR
10 000 threshold, the same revenues range from EUR 2.045 billion to EUR 3.551 billion (i.e. from low
growth scenario to high growth scenario). In the case of alternative 2 under this Option (VAT
exemption for transactions below the threshold), VAT revenues are estimated to range from EUR
2.995 billion to EUR 3.331 billion with a EUR 5 000 threshold (low growth and high growth scenario
respectively), and from EUR 2.045 billion to EUR 2.276 billion with a EUR 10 000 threshold (under the
same scenarios). Option 3 does not introduce changes with regard to imports, therefore VAT
revenues from imports are estimated to range from EUR 671 million to EUR 542 million under the
same scenarios.

Impacts on businesses

The table below provides an overview of the main impacts on businesses assessed for Option 3.

Table 109 - Overview of administrative costs for Option 3

e old a R 5000
Total (EUR billion) 3.117 1.4378 4.554
0 — (below the threshold)
0 — (below the . 23 590 (above the
per company (EU threshold) 2172 (MOSS r?g'Stered) threshold
businesses) (EUR) 23 590 (above the 23 601 (non reglst?\;%jsfg; 2 172 (MOSS registered)
threshold 23 601 (non registered for
MOSS
per company per Member 0 — (below the 434 (MOSS registered) 0 — (below the threshold)
State (EUR) threshold) | 5203 (non registered for 7 863 (above the
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7 863 (above the
threshold

MOSS)

threshold
434 (MOSS registered)

5 203 (non registered for
MOSS

426 383 (below the
threshold/non

10 604 (MOSS registered)

426 383 (below the
threshold/non compliant)

131 525 (above the

No of companies compliant) | 33 970 (non registered for threshold)
131 525 (above the MOSS) | 10 604 (MOSS registered)
threshold) 33 970 (non registered for
MOSS)
e old a R 10 000
Total (EUR billion) 3.037 1.437 4.451
0 — (below the threshold)
0 — (below the . 23 590 (above the
per company (EU threshold) 223 16221 (MOSS r??'Stec:efd) threshold
businesses) (EUR) 23 590 (above the (non regis ?\;%Sg; 2 172 (MOSS registered)
threshold 23 601 (non registered for
MOSS
0 — (below the threshold)
0 — (below the . 7 863 (above the
434 (MOSS registered
per company per Member threshold) c 203( ) g: e ) threshold)
State (EUR) 7 863 (above the (non regis e,\;leosg; 434 (MOSS registered)
threshold) 5 203 (non registered for
MOSS)
429 171 (below the
threshold)
429 171 (below the .
threshold) 10 604 (MOSS registered) 129 737 (above the
No of companies 33969 (non registered for threshold)
129 737 (above the MOSS) .
threshold) 10 604 (MOSS registered)

33 969 (non registered for
MOSS)

Source: Deloitte analysis

If the threshold is set at EUR 5 000, it is estimated that administrative costs for business would
increase by approximately 9% in comparison to the Status Quo. If the threshold is set at EUR 10 000,
the costs are expected to increase by 7%. In both cases, EU businesses will benefit from a clearer
legislative framework applying throughout the EU.

Also in both cases, postal operators and couriers are likely to experience higher processing costs
because of a higher volume of parcels to pass through Customs (from the removal of the small
consignment exemption). It is expected that with an increase in volume and value, processing costs
for operators would amount to approximately EUR 1 291 billion, i.e. a 55% increase with respect to
the Status Quo.

In the case of Option 3, we estimated that 90% of micro-businesses (or 398 200 businesses) will be
below the common VAT threshold (set at EUR 5 000). It is expected that businesses with a turnover
from cross-border e-Commerce between EUR 5000 and EUR 8 000 will have little incentive to
comply with VAT-related obligations, as the related costs exceed the turnover. Under the conservative
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assumption that half of those businesses will decide to comply, the total number of businesses
engaged in cross-border e-Commerce under Option 3 with the threshold set at EUR 5 000 are
estimated to be about 131 525. With the common VAT threshold at EUR 10 000, 97% of micro-
businesses are estimated to be below such threshold. The remaining 3% is estimated to be compliant
with VAT-related obligations, as the related costs are lower than the turnover from cross-border e-
Commerce. Under this alternative, 129 737 businesses are estimated to be engaged in cross-border
e-Commerce.

The first alternative (application of domestic rules) is relatively simple to implement, as cross-border
supplies can be declared for VAT purposes together with domestic supplies, and businesses can
deduct inputs VAT directly. On the other hand, under this alternative VAT is changed on supplies,
which may influence pricing. However, this effect is reduced by the right for businesses to deduct
input VAT.

The second alternative (exemption from VAT of cross-border supplies below the common VAT
threshold) is more complex to implement, as cross-border supplies need to be declared separately,
and businesses cannot deduct input VAT. Conversely, the absence of VAT on outputs may lead to
lower consumers’ prices, even though this benefit is reduced by non-deductible VAT costs. This
alternative can lead to potential (while limited) distortions of cross-border competition, more than the
first alternative.

Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the key economic impacts assessed for this Option.
Table 110 - Overview of economic impacts for Option 3

Cross-border e- EU cross-border e- Non-EU cross-
Commerce Commerce border

Total e-Commerce

EU e-Commerce volume
Threshold of EUR 5 000

Millions of

transactions

-154

-216

-16

-200

%

-0.5%

-3.7%

-0.4%

-9.3%

Threshold of EUR 10

Millions of
transactions

-163

-203

-198

%

EU e-Commerce prices
Threshold of EUR 5 000

-0.6%

-3.5%

-9.2%

0.84% 2.39% 0.77% 5.71%

Threshold of EUR 10 000
e-Commerce value
Threshold of EUR 5 000
EUR billions 35 -1.7 0.5 2.2
% 0.3% -0.9% 0.3% -4.2%
Threshold of EUR 10 000
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Cross-border e- EU cross-border e- Non-EU cross-

Total e-Commerce
Commerce Commerce border

EUR billions 3.9 -1.4 0.7 -2.1

% 0.3% -0.7% 0.5% -4.1%

Source: Deloitte analysis

Regarding the impacts on competition and growth, this Option (similar to Option 2) is likely to result in
a decrease in e-Commerce sales because of the burden to register for SME’s exceeding the EUR
5 000 threshold. Increasing the threshold to EUR 10 000 would have less negative effects than the
lower threshold but is still likely to adversely affect e-Commerce sales.

At a broader economic level, there is likely to be a negative impact on cross-border e-Commerce
because the average price of imports will increase leading to a fall in the volume of transactions and
the removal of thresholds may lead to smaller firms exiting the market.

A higher rate of e-Commerce growth (high growth scenario™), especially in the domestic market,
can partially mitigate some of the negative impacts of this Option.

In terms of volumes of e-Commerce, the impact of the increase in the administrative burden is
therefore expected to be smaller under the high growth scenario, both in absolute and in relative
terms (-98.7 million transactions vs. -162.8 million transactions, and -0.3% vs. -0.6% respectively).

With regard to e-Commerce prices, the contraction in cross-border trade increases competition in the
domestic market, which tends to reduce prices in this market. In contrast, prices in the e-Commerce
market rise due to the increased administrative burden, although such effects are lower under the
high growth scenario.

Under the DSM scenario®, the negative effects on e-Commerce volumes and prices are stronger.
The increase in administrative burden affects a larger proportion of the e-Commerce market and risks
a larger number of firms leaving the market. The estimated reduction of overall e-Commerce volumes
is of 174.4 million transactions (-0.5%) with respect to the Status Quo, and of 5.6 million transactions
(-0.1%) for EU cross-border e-Commerce. With regard to prices, in the DSM scenario the faster
growth rate of intra-EU e-Commerce means that a larger proportion of the market is affected, leading
to a greater impact on prices (estimated to increase of 0.9% overall, and of 0.7% for EU cross-border
e-Commerce).

The effect on value is more ambiguous, as it is a product of volume and price effects. Under the
different scenarios, the value of e-Commerce is expected to increase overall, with the increase in
intra-EU cross-border e-Commerce outbalancing the decrease in e-Commerce with third countries.

Impacts on compliance

The impact of Option 3 on compliance includes the same impacts under Option 2. Therefore Option 3
is expected to increase the level of non-compliance, especially in relation to businesses currently
trading below the distance sales threshold. As in Option 2, this Option would also increase non-
compliance on low value import due to the increase in the volume of parcels subject to VAT.

L CAGR of 18%, see Assumption 4 in Annex 4.
2 This scenario allows for the impact of the Digital Single Market strategy on cross-border e-Commerce within the EU. It is
assumed that domestic and non-EU markets grow at 12%, while intra-EU cross-border e-Commerce grows at 18%
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The application of domestic rules for cross-border sales below the threshold is likely to have an
overall limited impact on compliance and fraud. The change is aimed to support the smallest
businesses (or larger businesses with limited cross border sales). It would introduce a compliance risk
of under-declaration of cross-border sales in order to remain below the threshold.

6.2.4 Policy Option 4: Option 3 plus Single Electronic Mechanism

Policy Option 4 entails the removal of the current distance sales threshold, the small consignment
exemption and the introduction of a new cross-border exemption threshold for EU micro enterprises of
EUR 10 000 (or at EUR 5 000). In addition, the Option introduces a Single Electronic Registration
(SEM) for intra-EU supplies of goods and non-TBE services. Option 4 is expected to affect the roles
and responsibilities of Member States, EU and non-EU businesses and couriers and postal operators.

Impacts on Member States

The table below provides an overview of the impacts on Member States assessed for this Option.

Table 111 - Overview of impacts on Member States for Option 4 (threshold of EUR 10 000)

embe ate A\ aye '

VAT revenues below the threshold(EUR billion) 0.388
VAT loss due to non-compliance (EUR billion) 0.633
VAT revenue (EUR billion) 9.128
Volume of consignment below EUR 150 187 288 192
Volume of consignment processed via the SEM 140 840 720
VAT loss due to non-compliance (EUR billion) 0.035
VAT revenue (EUR billion) 0.665
Compliance 5% non-compliance

VAT revenue outside of the SEM

Volume of consignment processed outside the

SEM 46 447 472
VAT loss due to non-compliance (EUR billion) 0.138
Corresponding VAT revenue (EUR billion) 0.092
Compliance 60% non-compliance

Source: Deloitte analysis

For Member States, the VAT revenues corresponding to the intra-EU cross-border transactions below
the common EU VAT exemption threshold set at EUR 10 000 is estimated at approximately EUR
9.128 billion (up to EUR 9.208 billion under the high growth scenario), while the VAT revenue
corresponding to the transactions below the threshold are EUR 0.388 billion (up to EUR 0.409 billion
under the high growth scenario). VAT revenues from TBE services are considered to remain stable at
approximately EUR 3 billion. VAT revenues from imports are also expected to increase with respect to
the Status Quo, as an effect of the use of the SEM for all parcels below the Customs thresholds of
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EUR 150 by non-EU traders (either via direct registration or via third party registration). These figures
represent a notable increase with respect to the Status Quo (as well as with respect to Options 2 and
3), which is due to a large extent to an increase in compliance with VAT-related obligations.

If the common VAT threshold is set at EUR 5 000, VAT revenues from intra-EU cross-border e-
Commerce transaction are estimated at approximately EUR 9.127 billion (up to EUR 9.236 billion
under the high growth scenario), while the VAT revenue corresponding to the cross-border
transactions below the common EU VAT exemption threshold is estimated at approximately EUR
0.360 billion (up to EUR 0.379 billion under the high growth scenario).

When alternative 2 is considered (i.e. VAT exemption for transactions below the common VAT
threshold), the overall VAT revenues for Member States are lower, as the revenue below the
threshold is exempt and not collected by the Member State of Identification. With the common VAT
threshold of EUR 10 000, the corresponding VAT revenues are estimated at approximately EUR
8.740, and of EUR 8.766 with the threshold of EUR 5 000.

Under both alternatives (i.e. domestic rules and VAT exemption for cross-border transactions below
the common VAT threshold) and with both levels of thresholds (i.e. EUR 5 0000 and EUR 10 000),
the differences in VAT revenues for Member States are relatively small. Clearly, in the case of the
VAT exemption, the VAT revenue corresponding to the cross-border transactions below the common
VAT threshold is not collected by either the Member State of Identification or the Member State of
Consumption. The share of VAT revenues collected by the Member State of Identification and by the
Member State of Consumption depends on the alternative considered (i.e. application of domestic
rules or application of VAT exemption to transactions below the threshold), as well as on the amount
of the revenue collection fee (0, 10%, 20% or 30%). With a threshold of EUR 10 000, for the Member
State of Identification, VAT revenues range from 0 (in the case of VAT exemption and no collection
fee) to EUR 2.122 billion (in the case of domestic rules and collection fee of 30%). For the Member
State of Consumption, VAT revenues range from 3.658 billion EUR (in the case of VAT exemption
and 30% collection fee) to EUR 5.781 billion (in the case of domestic rules and no collection fee
applied).

Based on data provided by Member States as part of Lot 3 analysis, the average cost for
upgrading/adapting the IT systems to the requirement of the SEM can be considered to some
extent lower than the costs for setting up the MOSS. MOSS costs have been estimated at
approximately EUR 2.5 million. Maintenance costs are expected to be similar to those currently
sustained for the MOSS, which have been quantified to approximately EUR 250 000 per year (on
average) for the MOSS.

The average overhead costs (including organisational costs, business process re-engineering,
training, etc.) for the implementation of the national MOSS portals can be estimated as ranging from
EUR 7.630 million to EUR 12.7 million on average. This is likely to be lower for the SEM.

Impacts on businesses

The table below provides an overview of the main impacts on businesses assessed for this option.

Table 112 -Overview of impacts on businesses of Option 4 (threshold of EUR 10 000)

\ Threshold at EUR 10 000
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Total (EUR billion) 0.981 1.437 2.418
0 — (below the threshold)

0 — (below the 2 071 (above the threshold

threshold) O‘%ﬁiﬂﬁﬁ and in SEM)

per company (EU
businesses) (EUR)

2 071 (above the
threshold and in SEM)

28 163 (above the
threshold and outside

2172 (MOSS/SEM
registered)

23 601 (non registered
for MOSS/SEM)

28 163 (above the threshold
and outside SEM

2172 (MOSS/ISEM
registered)

per company per Member
State (EUR)

SEM) 23 601 (non registered for

MOSS/SEM)

0~ (bel h 0 — (below the threshold)
— (below the

threshold) 688 (above the threshold and

688 (above the
threshold and in SEM)

4 694 (above the
threshold and outside

434 (MOSS/SEM
registered)

5 203 (non registered
for MOSS/SEM)

in SEM)

4 694 (above the threshold
and outside SEM)

434 (MOSS/SEM registered)

No of companies

SEM) 5 203 (non registered for

MOSS/SEM)

429 171 (below the

threshold)

429 171 (below the 101 354 (above the threshold
threshold) din SEM

10 604 (MOSS/SEM and in )

101 354 (above the
threshold and in SEM)

27 383 (above the
threshold and outside
SEM)

registered)

33 969 (non registered
for MOSS/SEM)

27 383 (above the threshold
and outside SEM)

10 604 (MOSS/SEM
registered)

33969 (non registered for
MOSS/SEM)

Source: Deloitte analysis

If the threshold is set at EUR 10 000, the overall administrative burden for businesses is expected to
amount to EUR 2.418 billion, i.e. to decrease by 42%. EU businesses will benefit from a clearer
legislative framework applying throughout the EU. If the common VAT threshold is set at EUR 5 000
the overall administrative burden for businesses is estimated at approximately EUR 2.481 billion.
This figure represents a decrease of 40% with respect to the Status Quo.

Overall, it is estimated that about 18% of businesses engaged in cross-border e-Commerce will
register to the SEM, representing about 62% of the volume of cross-border e-Commerce.

Furthermore, postal operators and couriers are likely to experience an increase in the volume of
parcels to be processed. Further, a reduction in the processing costs is estimated at about 24% with
respect to the Status Quo. In addition, third parties (including postal operators, couriers and large
marketplaces) would have a stronger role and more responsibilities under alternative 2 as they will
register with the SEM and report and pay VAT on behalf of non-EU businesses (i.e. becoming
agents).

Businesses will be likely to incur costs for adapting their systems and procedures to the new rules and
to the requirements of the SEM, including IT costs, process re-engineering, training, etc. The SEM is
likely to be similar to the MOSS in terms of requirements and functionalities. It is therefore likely to
assume that businesses will face similar costs for using the SEM as they incur for the MOSS. Non-EU
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businesses and third parties (e.g. couriers, postal operators and marketplaces) registering directly for
the SEM will also incur in the same costs.

With regard to the costs for postal operators and couriers to adapt their current systems to the
requirements of the SEM, it has to be noted that they will incur in some costs to comply with the
upcoming provisions of the Union Customs Code (UCC) (Regulation (EU) No 952/2013). The UCC
will in any event place additional obligations on both postal operators and couriers in respect of the
advanced information they will need to provide to EU Customs administrations. This presents an
excellent opportunity to consider aligning the requirements for VAT-related information with the
Customs information. Such a development should reduce development costs for couriers and postal
operators. This would also bring benefits to Customs administrations as the necessity to ensure that
VAT has been pre-declared can be integrated into the general clearance process rather than having a
separate process only for VAT.

Businesses interviewed as part of Lot 3 activities quantified the IT-related costs for adapting their IT
systems to the 2015 place of supply rules and the MOSS. It was found that costs would amount to
about EUR 1.172 million, with very large variations across businesses, as the costs identified vary
from EUR 8 000 to EUR 10 000 000 (depending on the size of the business, on the amount of
changes required, etc.). Businesses quantified the external costs related to accompanying trainings
at around EUR 3 000 — EUR 5 000 on average, without including the internal selection process for the
training providers. As for the internal costs, they were also quantified in approximately 20 FTE
personnel days, including both design and delivery.

Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the key economic impacts assessed for this Option.
Table 113 - Overview of economic impacts for Option 4 (threshold of EUR 10 000)

Non-EU cross-
border

EU cross-border
e-Commerce

Cross-border e-
Commerce

Total e-
Commerce

Threshold of EUR 10 000

Millions of transactions -113.9 -158.7 40.5 -199.2
% -0.39 -2.72 1.10 -9.3

Threshold of EUR 10 000
% 0.73 1.84 -0.03 5.66

EUR billions

3.77

-0.69

Threshold of EUR 10 000

1.48

-2.17

%

0.33

-0.36

1.07

-4.2

Source: Deloitte analysis

The introduction of the SEM (with a registration threshold of EUR 10 000) is expected to have a
positive impact on EU cross-border e-Commerce volumes (increase of 1.1% in volume, and 1.07%
increase in value). However, the effect on non-EU imports is estimated to be negative due to the
increase in compliance and VAT paid. The change in e-Commerce volumes is largely driven by the
change in prices, which reflect the administrative burden.
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The introduction of the SEM (with a registration threshold of EUR 5 000) is likely to have a positive
impact on EU cross-border e-Commerce volumes (increase of 1.1%, and 1.07% increase in value).

When considering the impact of the DSM scenario on cross-border e-Commerce within the EU,
Option 4 is estimated to have a relatively more positive impact on EU cross-border e-Commerce than
non-EU e-Commerce. Since the administrative burden on within-EU cross-border e-Commerce
decreases, the fact that EU cross-border e-Commerce grows faster in this scenario means that the
reduction in costs affects more of the market and has a more positive impact. This translates into an
overall decrease of overall e-Commerce volumes of 109.4 million transactions (-0.3% with respect to
the Status Quo), but in an increase on intra-EU e-Commerce of 44.5 million transactions (1.1%
increase). In terms of prices, the DSM scenario (similar to the high growth scenario) is associated
with greater downward pressure on prices thanks to more firms entering the market and more
competition. The effect on overall value of e-Commerce is also more positive under the high growth
and DSM scenario, both in absolute and percentage terms (increase of 7.9 EUR billion or 7.9% and of
4.2 EUR billion or 0.3% respectively).

Impacts on compliance

Option 4 is expected to further improve both voluntary compliance and compliance control on intra-
EU cross border trade in goods and non-TBE services. The SEM would facilitate the monitoring of
compliance and the fight against fraud for Member States due to increased exchange of information
and closer administrative cooperation, similarly to the current MOSS system for TBE services.

Option 4 is expected to further improve both voluntary compliance and compliance control on the
import of goods with value up to EUR 150. The Option would also support the fight against by
sustaining the reduction of undervaluation and incorrect labelling of the goods, or split imports. The
use of SEM on imports has a potential to also improve compliance control, as the non-EU trader
would become VAT registered in the EU, therefore having a closer connection with the EU tax
authorities.

6.2.5 Policy Option 5: Option 4 plus amendments to the Single Electronic
Mechanism (home country legislation and home country control)

Policy Option 5 entails a removal of the current distance sales threshold, the small consignment
exemption and the introduction of a new cross-border exemption threshold for EU micro enterprises of
EUR 10 000 (or of EUR 5 000). In addition, the Option introduces a Single Electronic Registration
(SEM) for intra-EU supplies of goods and non-TBE services. The Option is expected to affect the
roles and responsibilities of Member States, EU and non-EU businesses and couriers and postal
operators. Cross-border transactions will be subject to home country rules (while still being taxed at
the VAT rate of the MSC).

Impacts on Member States

The table below provides an overview of the impacts on Member States assessed for this Option.

Table 114 - Overview of impacts on Member States for Option 5 (threshold of EUR 10 000)

Member States VAT revenues
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Member States VAT revenues

VAT revenues below the threshold(EUR bhillion) 0.388
VAT loss due to non-compliance (EUR billion) 0.578
VAT revenue (EUR billion) 9.183
Volume of consignment below EUR 150 187 288 192

VAT revenue via the SEM

Volume of consignment processed via the SEM 140 840 720
VAT loss due to non-compliance (EUR billion) 0.035
VAT revenue (EUR billion) 0.665
Compliance 5% non-compliance

VAT revenue outside of the SEM

Volume of consignment processed outside the

SEM 46 447 472
VAT loss due to non-compliance (EUR billion) 0.138
Corresponding VAT revenue (EUR billion) 0.092
Compliance 60% non-compliance

Source: Deloitte analysis

For Member States, the VAT revenues corresponding to the intra-EU cross-border transactions below
the common EU VAT exemption threshold set at EUR 10 000 is estimated at about EUR 9.183 billion
(up to EUR 9.266 billion under the high growth scenario). VAT revenues from TBE services are
considered to remain stable at about EUR 3 billion. VAT revenues from imports are also expected to
increase with respect to the Status Quo, as an effect of the use of the SEM for all parcels below the
Customs thresholds of EUR 150 by non-EU traders (either via direct registration or via third party
registration). The figures presented above represent a notable increase in VAT revenues with respect
to the status quo (as well as with respect to Options 2 and 3), and similar to those estimated under
Option 4. Such an improvement in VAT revenues for Member States is explained to a large extent to
an increase in compliance with VAT-related obligations.

If the common VAT threshold is set at EUR 5 000, VAT revenues from intra-EU cross-border e-
Commerce transaction are estimated of about EUR 9.182 billion (up to EUR 9.294 billion under the
high growth scenario), while the VAT revenue corresponding to the cross-border transactions below
the common EU VAT exemption threshold is estimated of about EUR 0.360 billion.

When alternative 2 is considered (VAT exemption for transactions below the common VAT threshold),
the overall VAT revenues for Member States are lower, as revenue below the threshold is exempt and
not collected by the Member State of Identification. With the common VAT threshold of EUR 10 000,
the corresponding VAT revenues are estimated at about EUR 8.795, and of EUR 8.822 with threshold
of EUR 5 000.

Under both alternatives (i.e. application of domestic rules and application of VAT exemption for cross-
border transactions below the common VAT threshold) and with both levels of thresholds (i.e. EUR 5
0000 and EUR 10 000), the differences in VAT revenues for Member States are relatively small, as
under Option 4. The share of VAT revenues collected by the Member State of Identification and by
the Member State of Consumption depends on the alternative considered (i.e. application of domestic
rules and application of VAT exemption for cross-border transactions below the common VAT
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threshold), as well as on the amount of the revenue collection fee (0, 10%, 20% or 30%). With a
threshold of EUR 10 000, for the Member State of Identification, VAT revenues range from O (in case
of VAT exemption and no collection fee) to EUR 2.437 billion (in case of domestic rules and collection
fee of 30%). For the Member State of Consumption, VAT revenues range from 4.392 billion EUR (in
case of VAT exemption and 30% collection fee) to EUR 6.829 billion (in case of domestic rules and no
collection fee applied).

Based on data provided by Member States as part of Lot 3 analysis, the average cost for
upgrading/adapting the IT systems to the requirement of the SEM can be considered to some
extent lower than the costs for setting up the MOSS. MOSS costs have been estimated at about EUR
2.5 million. Maintenance costs are expected to be similar to those currently sustained for the
MOSS, which have been quantified at about EUR 250 000 per year (on average) for the MOSS.

The average overhead costs (including organisational costs, business process re-engineering,
training, etc.) can be estimated as ranging from EUR 7.630 million to EUR 12.7 million on average.

This is likely to be lower for

the SEM.

With regard to imports, Option 5 is not expected to have different impacts than Option 4.

Impacts on businesses

The table below provides an overview of the main impacts on businesses assessed for this Option.

Table 115 -Overview of impacts on businesses of Option 5 (threshold of EUR 10 000)

per company (EU
businesses) (EUR)

1212 (above the
threshold and in SEM)

28 163 (above the
threshold and outside

2 020 (MOSS/SEM
registered)

23 601 (non registered
for MOSS/SEM)

e old a R 10 000
Total (EUR billion) 0.439 1.437 1.871
0 — (below the threshold)
0 — (below the 1 212 (above the threshold
threshold) 0‘%$£££$ and in SEM)

28 163 (above the threshold
and outside SEM

2 020 (MOSS/SEM
registered)

per company per Member
State (EUR)

SEM) 23 601 (non registered for

MOSS/SEM)

0~ (bel h 0 — (below the threshold)
— (below the

threshold) 404 (above the threshold and

404 (above the
threshold and in SEM)

4 694 (above the
threshold and outside
SEM)

404 (MOSS/SEM
registered)

5 203 (non registered
for MOSS/SEM)

in SEM)

4 694 (above the threshold
and outside SEM)

404 (MOSS/SEM registered)

5 203 (non registered for
MOSS/SEM)

No of companies

429 171 (below the
threshold)
118 216 (above the
threshold and in SEM)
10 521 (above the
threshold and outside
SEM)

10 604 (MOSS/SEM
registered)

33 969 (non registered
for MOSS/SEM)

429 171 (below the threshold)

118 216 (above the threshold
and in SEM)

10 521 (above the threshold
and outside SEM)

10 604 (MOSS/SEM
registered)
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33 969 (non registered for
MOSS/SEM)

Source: Deloitte analysis

If the threshold is set at EUR 10 000 the overall administrative burden for businesses is estimated at
EUR 1.871 million, i.e. a decrease by 55% with respect to the status quo (the reduction is estimated
of 42% under Option 4). EU businesses will benefit from a clearer legislative framework applying
throughout the EU. Our analysis estimates that under Option 5, with a common EU VAT exemption
threshold of EUR 5 000, the overall administrative costs for businesses active on cross-border e-
Commerce of goods are of about EUR 1.908 billion. This figure represents a decrease of 55% with
respect to the status quo.

Overall, it is estimated that about 20% of businesses will register to SEM under Option 5, representing
about 74% of the volume of cross-border e-Commerce.

The impacts of Option 5 for processing costs of postal operators and couriers are not likely to differ
from those of Option 4, i.e. a 24% reduction with respect to the Status Quo. In addition, third parties
(including postal operators, couriers and large marketplaces) would have a stronger role and more
responsibilities under alternative 2, as they will register with the SEM and report and pay VAT on
behalf of non-EU businesses (i.e. becoming agents).

Businesses will be likely to incur costs for adapting their systems and procedures to the new rules and
to the requirements of the SEM, including IT costs, process re-engineering, training, etc., lower than
those estimated under Option 4 (as well as those incurred under the current MOSS system).

In consideration of the upcoming implementation of the Union Customs Code (UCC), which imposes
specific information requirement to Customs procedures, the possibility to align the requirements for
information in respect of VAT with those for Customs could be considered (as for Option 4). Such
provisions should reduce development costs for couriers and postal operators. This would also bring
benefits to Customs administrations as the necessity to ensure that VAT has been pre-declared can
be integrated into the general clearance process rather than having a separate process only for VAT.

The first alternative (application of domestic rules) is relatively simple to implement, as cross-border
supplies can be declared for VAT purposes together with domestic supplies, and businesses can
deduct inputs VAT directly. On the other hand, under this alternative VAT is changed on supplies,
which may influence pricing. However, this effect is reduced by the right for businesses to deduct
input VAT.

The second alternative (exemption from VAT of cross-border supplies below the common VAT
threshold) is more complex to implement, as cross-border supplies need to be declared separately,
and businesses cannot deduct input VAT. Conversely, the absence of VAT on outputs may lead to
lower consumers’ prices, even though this benefit is reduced by non-deductible VAT costs. This
alternative can lead to potential (while limited) distortions of cross-border competition, more than the
first alternative.

Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the key economic impacts assessed for this Option.
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Table 116 - Overview of economic impacts for Option 5 (threshold of EUR 10 000)

Total e- Cross-border e- EU cross-border Non-EU cross-
Commerce Commerce e-Commerce border

Threshold of EUR 10 000
Millions of transactions -104.7 -153.0 47.4 -200.4

% -0.36% -2.62% 1.29% -9.35%

Threshold of EUR 10 000

% 0.68% 1.75% -0.15% 5.66%

Threshold of EUR 10 000
EUR billions 3.57 -0.63 1.57 -2.20
% 0.32% -0.33% 1.13% -4.22%

Source: Deloitte analysis

The introduction of the SEM (with a registration threshold of EUR 10 000) is expected to have a
positive impact on EU cross-border e-Commerce volumes (increase of 1.29%, and 1.13% increase in
value); however, the effect on non-EU imports is estimated to be negative due to the increase in
compliance and VAT paid. The change in e-Commerce volumes is largely driven by the change in
prices (0.7% increase in the medium growth scenario and in the DSM scenario, 0.6% increase in the
high growth scenario).

As with Option 4, the DSM scenario has a relatively more positive impact on intra-EU e-Commerce
(increase of 52.1 million of transactions vs increase of 47.4 million transactions under the medium
growth scenario), whereas a more negative impact on non-EU imports (9.41% decrease compares to
9.35% decrease under the medium growth and 9.18% decrease under the high growth scenario).

The introduction of the SEM (with a registration threshold of EUR 5 000) is likely to have a positive
impact on EU cross-border e-Commerce volumes (increase of 1.28% in volume, and 1.13% increase
in value), not different from that of the EUR 10 000 threshold.

Impacts on compliance

The compliance impact of Option 5 would be very similar to Option 4. However, Option 5 is expected
to further increase voluntary compliance by providing additional simplification to the SEM in the form
of application of home country legislation. Option 5 also has potential to further improve compliance
controls and reduce fraud, provided there is an effective administrative cooperation between the MSI
and all the MSCs.

6.2.6 Policy Option 6: Option 4 plus fully harmonised EU rules for Single
Electronic Mechanism

Option 6 takes on the same changes as Option 4 but under the SEM, allows for common EU VAT
rules while applying the VAT rate of the MSC.
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Option 6 is expected to further lower the administrative costs for businesses using the SEM with
respect to the costs estimated under Option 4 and under the Status Quo, but to a lower extent than
Option 5. This Option would likely increase voluntary VAT compliance with respect to Option 4 (and to
the Status Quo) as further simplification is brought by the application of harmonised EU rules.

Impacts on Member States

The table below provides an overview of the impacts on Member States assessed for this Option.

Table 117 - Overview of impacts on Member States for Option 6 (threshold of EUR 10 000)

embe ate A\ oy e a

VAT revenues below the threshold(EUR billion) 0.388
VAT loss due to non-compliance (EUR billion) 0.581
VAT revenue (EUR billion) 9.179
Volume of consignment below EUR 150 187 288 192

VAT revenue via the SEM

Volume of consignment processed via the SEM 140 840 720
VAT loss due to non-compliance (EUR billion) 0.035
VAT revenue (EUR billion) 0.665
Compliance 5% non-compliance

VAT revenue outside of the SEM

Volume of consignment processed outside the

SEM 46 447 472
VAT loss due to non-compliance (EUR billion) 0.138
Corresponding VAT revenue (EUR billion) 0.092
Compliance 60% non-compliance

Source: Deloitte analysis

For Member States, the VAT revenues corresponding to the intra-EU cross-border transactions below
the common VAT threshold set at EUR 10 000 is estimated at about EUR 9.179 billion (up to EUR
9.263 bhillion in the high growth scenario). If the common VAT threshold is set at EUR 5 000, VAT
revenues from intra-EU cross-border e-Commerce transactions are estimated at about EUR 9.178
billion (up to EUR 9.291 billion in the high growth scenario). The VAT revenues corresponding to the
cross-border transactions below the common EU VAT exemption threshold set at EUR 5 000 is
estimated of about EUR 0.360 billion.

VAT revenues from TBE services are considered to remain stable at about EUR 3 billion. VAT
revenues from imports are also expected to increase with respect to the Status Quo, as an effect of
the use of the SEM for all parcels below the Customs thresholds of EUR 150 by non-EU traders
(either via direct registration or via third party registration). The figures presented above represent a
notable increase in VAT revenues with respect to the status quo (as well as with respect to Options 2
and 3), and similar to those estimated under Options 4 and Option 5. Such an improvement in VAT
revenues for Member States is explained to a large extent to an increase in compliance with VAT-
related obligations.
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When alternative 2 is considered (VAT exemption for transactions below the common VAT threshold),
the overall VAT revenue for Member States is lower, as the revenue below the threshold is exempt
and not collected by the Member State of Identification. With the common VAT threshold of EUR
10 000, the corresponding VAT revenue is estimated of about EUR 8.792, and of EUR 8.818 with
threshold of EUR 5 000.

Under both alternatives (i.e. application of domestic rules and application of VAT exemption for cross-
border transactions below the common VAT threshold) and with both levels of thresholds (i.e. EUR 5
0000 and EUR 10 000), the differences in VAT revenues for Member States are relatively small, as
under Option 4. The share of VAT revenues collected by the Member State of Identification and by
the Member State of Consumption depends on the alternative considered (i.e. application of domestic
rules and application of VAT exemption for cross-border transactions below the common VAT
threshold), as well as on the amount of the revenue collection fee (0, 10%, 20% or 30%). With a
threshold of EUR 10 000, for the Member State of Identification, VAT revenues range from 0 (in case
of VAT exemption and no collection fee) to EUR 2.416 billion (in case of domestic rules and collection
fee of 30%). For the Member State of Consumption, VAT revenues range from 4.342 billion EUR (in
case of VAT exemption and 30% collection fee) to EUR 6.758 billion (in case of domestic rules and no
collection fee applied).

Overall, it is estimated that about 20% of businesses will register to SEM under Option 5, representing
about 74% of the volume of cross-border e-Commerce.

IT costs for the upgrade/adaptation of MOSS systems to the SEM requirements are expected to be
(to a certain extent) lower than those incurred by Member States for setting up the MOSS. Set-up
costs for the MOSS have been estimated to about EUR 2.5 million per Member State. Maintenance
costs are expected to be similar to those currently sustained for the MOSS, which have been
quantified to about EUR 250 000 per year (on average) the same as under Option 4 and Option 5).

With regard to imports, Option 6 is not expected to have different impacts than Option 4.

Impacts on businesses

The table below provides an overview of the main impacts on businesses assessed for this Option.

Table 118 -Overview of impacts on businesses of Option 6 (threshold of EUR 10 000)

‘ Threshold at EUR 10 000

Total (EUR billion) 0.617 1.437 2.054

0 — (below the threshold)

1 558 (above the threshold
and in SEM)

28 163 (above the threshold
and outside SEM

2 595 (MOSS/SEM
registered)

0 — (below the
threshold)

1 558 (above the
threshold and in SEM)

28 163 (above the
threshold and outside

0 — (below the
threshold)

2 595 (MOSS/SEM
registered)

23 601 (non registered
for MOSS)

per company (EU
businesses) (EUR)

SEM) 23 601 (non registered for
MOSS/SEM)
0 — (below the 519 (MOSS/SEM
per company per Member threshold) registered) 0 — (below the threshold)

State (EUR) 519 (above the threshold

519 (above the | 5 203 (non registered
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threshold and in SEM) for MOSS) and in SEM)
4 694 (above the 4 694 (above the threshold
threshold and outside and outside SEM)
SEM) 519 (MOSS/SEM registered)
5 203 (non registered for
MOSS/SEM)
429 171 (below the
threshold)
429 171 (below the 111 951 (above the
threshold) 10 604 (MOSS/SEM threshold and in SEM)
. 111 951 (above the registered) 15 8711 (above the
No of companies threshold and in SEM) . hreshold and ide S
15 8711 (above the 33 969 (non registered | threshold and outside SEM)
for MOSS/SEM

threshold and outside ) 10604 (Mrgsi;/esrlezgg

SEM) 9

33 969 (non registered for
MOSS/SEM)

Source: Deloitte analysis

If the threshold is set at EUR 10 000 the overall administrative burden for businesses is expected to
decrease by 51% with respect to the Status Quo (the reduction is estimated of 42% under Option 4).
EU businesses will benefit from a clearer legislative framework applying throughout the EU. With the
common VAT threshold set at EUR 5 000, overall administrative costs for businesses active on
cross-border e-Commerce of goods are estimated of about EUR 2.100 billion, which represent a
decrease of 50% with respect to the status quo.

Overall, it is estimated that under Option 6 about 20% of businesses engaged in cross-border e-
Commerce will register to the SEM, representing close to 74% of the volume of cross-border e-
Commerce.

The impacts of Option 6 for processing costs of postal operators and couriers are not likely to differ
from those of Option 4 and Option 5, i.e. a 24% reduction with respect to the Status Quo. In addition,
third parties (including postal operators, couriers and large marketplaces) would have a stronger role
and more responsibilities under alternative 2, as they will register with the SEM and report and pay
VAT on behalf of non-EU businesses (i.e. becoming agents).

Businesses will be likely to incur in costs for adapting their systems and procedures to the new rules
and to the requirements of the SEM, including IT costs, process re-engineering, training, etc., lower
than those estimated under Option 4 (as well as those incurred under the current MOSS system).

In consideration of the upcoming implementation of the Union Customs Code (UCC), which imposes
specific information requirements to Customs procedures, the possibility to align the requirements for
information in respect of VAT with those for Customs could be considered (as for Option 4 and Option
5). Such provisions should reduce development costs for couriers and postal operators. This would
also bring benefits to Customs administrations as the necessity to ensure that VAT has been pre-
declared can be integrated into the general clearance process rather than having a separate process
only for VAT.

Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the key economic impacts assessed for this Option.
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Table 119 - Overview of economic impacts for Option 6 (threshold of EUR 10 000)

Total e-

Commerce

Cross-border e-
Commerce

EU cross-border
e-Commerce

Non-EU cross-
border

Threshold of EUR 10 000

Millions of transactions

-108.4

-156.0

44.1

-200.1

%

-0.37%

-2.68%

1.20%

-9.34%

%

0.69%

1.79%

Threshold of EUR 10 000

-0.10%

5.66%

EUR billions

3.60

-0.68

Threshold of EUR 10 000

1.52

-2.19

%

0.32%

-0.35%

1.10%

-4.20%

Source: Deloitte analysis

The introduction of the SEM (with a registration threshold of EUR 10 000) is expected to have a
positive impact on EU cross-border e-Commerce volumes (increase of 1.2% in volume, and 1.1%
increase in value under the medium growth scenario); however, the effect on non-EU imports is
estimated to be negative due to the increase in compliance and VAT paid. The change in e-
Commerce volumes is largely driven by the change in prices, which reflect the administrative burden.

The effect on non-EU imports is estimated to be negative due to the increase in compliance and VAT
paid. The change in e-Commerce volumes is largely driven by the change in prices (0.7% increase in
the medium growth scenario, 0.6% increase in the high growth and in the DSM scenarios).

The DSM scenario has a relatively more positive impact on intra-EU e-Commerce (increase of 48.5
million of transactions vs increase of 44.1 million transactions under the medium growth scenario),
whereas a more negative impact on non-EU imports (9.3% decrease compared to 9.18% decrease
under the high growth scenario).

Also for Option 6, the impact of changing the registration threshold (EUR 5 000 instead of EUR
10 000) on the e-Commerce market is generally not significant, as the impacts on e-Commerce
volume, prices and value do not differ across the two alternatives.

Impacts on compliance

The compliance impact of Option 6 would be very similar to Option 5, although additional voluntary
compliance would arise from the application of fully harmonised EU rules, rather than home country
rules. As in Option 5, this Option has a potential to improve compliance control provided there is
effective administrative cooperation between the MSI and all the MSC. Option 6 may further facilitate
the compliance control by providing a single set of harmonised rules for taxpayer compliance which
could facilitate the administrative cooperation on controls and simplify the compliance control of non-
resident taxpayer activities.
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This section provides an overview of the main impacts of the Policy Option covered by the
assignment with respect to the Status Quo and in relation to the different types of impacts considered,
namely on Member States (VAT revenues and other costs), administrative costs for businesses,
economic impacts and compliance. For each of them, we provide a summary table with the main
impacts quantified during the analysis.

6.3.1 Impacts on Member States

The table below provides an overview of the impact on Member States’ VAT revenues estimated for
the different Policy Options identified.

Table 120 - Overview of impacts on Member States’ VAT revenues

Impacts on Member States

VAT foregone due to VAT
exemption for importation of small
consighments EUR 0.75 — 1 billion

VAT gap estimated between EUR

Policy Option 1 2.6 and 3.8 billion

Policy Option 2 2.303 0.326
Policy Option 3 —threshold EUR
5 000 3.164 0.326

Policy Option 3 —threshold EUR
10 000 3.150 0.326

Policy Option 4 - threshold EUR
10 000 9.128 0.757

Policy Option 5 - threshold EUR
10 000 9.183 0.757

Policy Option 6 - threshold EUR
10 000 9.179 0.757

Source: Deloitte analysis

VAT revenues from TBE services are considered to remain stable at about EUR 3 billion across the
different Policy Options.

With respect to the Status Quo, Option 2 increases to a limited extent the VAT revenues of
Member States as an effect of the elimination of the small consignment exemption, and transfers the
VAT revenue from intra-EU trade to the Member State of Consumption as an effect of the elimination
of the distance selling threshold (for the share below the distance selling threshold in the Status Quo).
The estimated impact on Member States’ VAT revenues of different growth rates for both intra-EU
trade and imports from third countries is quite small, the low estimated compliance rate due to the
overall legislative framework prevents positive impacts to show. The range of VAT revenues from
intra-EU e-Commerce ranges from EUR 2.180 billion to EUR 2.427 billion (low growth scenario and
high growth scenario respectively), while VAT revenues from imports are estimated to range from
EUR 671 million to EUR 542 million under the same scenarios.

Under Option 3, the VAT revenue corresponding to the cross-border transactions below the common
EU VAT exemption threshold set at EUR 5 000 is estimated at about EUR 360 million. With the
common VAT threshold at EUR 10 000, the VAT revenue below the threshold is about EUR 380
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million. Overall, the VAT collected is slightly lower than under alternative 2 (VAT exemption of
transactions below threshold), as the VAT below threshold is not collected by the Member State
identification. The differences in VAT revenue between the two scenarios are small.

Similar to Option 2, the estimated impact on Member States’ VAT revenues of different growth rates
for both intra-EU trade and imports from third countries is quite small, the low estimated compliance
rate due to the overall legislative framework prevents positive impacts to show. The range of VAT
revenues from intra-EU e-Commerce (domestic rules) goes from EUR 3.336 billion to EUR 3.713
billion (low growth scenario and high growth scenario respectively) with the threshold of EUR 5 000,
and from EUR 2.045 billion to EUR 3.551 billion with the threshold of EUR 10 000 under the same
scenarios.

Under Option 4, Member States are likely to benefit of a notable increase of VAT revenues from the
elimination of the distance selling threshold. The VAT revenue corresponding to the cross-border
\transactions below the common EU VAT exemption threshold set at EUR 10 000 is estimated at
about EUR 380 million, while the VAT revenue above is estimated at EUR 9.218 million (up to EUR
9.208 billion under the high growth scenario), while the VAT revenue corresponding to the
transactions below the threshold are EUR 0.388 billion (up to EUR 0.409 billion under the high growth
scenario). VAT revenues from imports are also expected to increase with respect to the Status Quo,
as an effect of the use of the SEM for all parcels below the Customs thresholds of EUR 150 by non-
EU traders (either via direct registration or via third party registration). If the common VAT threshold is
set at EUR 5 000, VAT revenues from intra-EU cross-border e-Commerce transaction are estimated
of about EUR 9.127 billion (up to EUR 9.236 billion under the high growth scenario), while the VAT
revenue corresponding to the cross-border transactions below the common EU VAT exemption
threshold is estimated of about EUR 0.360 billion (up to EUR 0.379 billion under the high growth
scenario). Under both alternatives (i.e. domestic rules and VAT exemption for cross-border
transactions below the common VAT threshold) and with both levels of thresholds (i.e. EUR 5 0000
and EUR 10 000), the differences in VAT revenues for Member States are relatively small. VAT
revenues from imports are also expected to increase (expected to more than double) with respect to
the Status Quo, as an effect of the use of the SEM for all parcels below the Customs thresholds of
EUR 150 by non-EU traders (either via direct registration or via third party registration).

Option 5 and Option 6 have similar positive impacts on VAT revenues for Member States, even if
Option 6 is slightly less favourable than Option 5.

The figures estimated for options 4, 5 and 6 represent a notable increase with respect to the Status
Quo (as well as with respect to Options 2 and 3), which is due to a large extent to an increased
compliance with VAT-related obligations. More in detail, the largest share of such increase can be
attributed to intra-EU e-Commerce transactions processed via the SEM (which account for 60%-70%
of the total VAT revenues), as well as outside of the SEM (20%-30% of the total VAT revenues).
Imports from third countries represent about 10% of the total, with transactions processed via the
SEM representing 8%-8.5% of the total, whereas imports processed outside the SEM are expected to
account for the remaining 2%-1.5% of the total.

Furthermore, under Options 4 to 6, Member States are also likely to incur in costs for
upgrading/adapting their MOSS systems to the SEM requirements. Such costs are expected to be
somewhat lower than those incurred to set-up the MOSS, as the SEM represent an adaptation of
such system. Based on information provided by Member States on MOSS-related costs, the average
cost for setting-up the IT systems can be estimated to about EUR 2.5 million. Maintenance costs
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are to be lower than the development and setting-up costs, and have been quantified to EUR 250 000
million per year (on average) for the MOSS. Maintenance costs for the SEM are expected to be
similar to those of the MOSS. As for the related overhead costs, they include organisational costs,
business process re-engineering, training, etc. The average overhead costs for the implementation of
the national MOSS portals (and likely lower for the SEM) can be estimated as ranging from EUR
7.630 million to EUR 12.7 million on average.

6.3.2 Impacts on businesses

The table below provides an overview of the main impacts of the six Policy Options covered by the
study with respect to the administrative costs for businesses.
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Table 121 - Overview of the impacts of the Policy Options on administrative costs for businesses

Policy Option . . . .
- EUR 7 866 Compliance with VAT registration and
gl(f);at“s Approx. 557 908 About EUR 4.166 billion | =\yp 434 - 7 865 (TBE services) VAT submission
Businesses likely to incur costs to modify their
. . internal systems and processes to comply with
Policy Option - EUR 7 863 A ”
> 137 586 EUR 4.684 billion EUR 434 - 7 865 (TBE services) MSC _VAT rules (e.g. invoicing, au_dltl_ng)
Less internal costs related to monitoring the
distance selling threshold.
Below the threshold:
i i Below the threshold: EUR O

Policy Option | 456 383 - With the removal of the threshold businesses

3 — threshold EUR 4.554 billion . L ; :

EUR 5 000 Above the threshold: Above the threshold: EUR 7 863 will have VAT-related obligations (including
131 525 ’ registration, submission of returns, etc.) with all

. . Below the threshold: ] the Member States where they sell B2C;

Policy Option | ;50751 N Above the threshold: EUR 0 Postal operators and couriers will have to pass

3 —threshold = e threshold: EUR 4.451 billion through Customs a larger share of parcels;

EUR 10 000 129 737 Below the threshold: EUR 7 863

) Below threshold: EURO Businesses incurring costs for adapting their
Below threshold: 429 171 Above threshold and in SEM: EUR 685 systems and procedures to the new rules and to
Above threshold and in the SEM requirements, including IT costs,

Policy Option | sem: 101 354 process re-engineering, training, etc.;

4 — threshold EUR 2.418 billion . . SEM likely to cost the same as MOSS;

EUR 10 000 Above threshold and outside SEM: Non-EU businesses and third parties (e.g.
Above threshold and EUR 4 694 couriers, postal operators and marketplaces)
outside SEM: 27 383 registering directly for the SEM will incur the

same costs.
Below threshold: 429 171 Below threshold: EUR 0

Policy Option | Above threshold and in . . Same as above;

5 threshold | SEM: 118 216 EUR 1.871 billion Above threshold and in SEM: EUR 404 Applying MSC rate of VAT.

EUR 10 000 | Above threshold and Above threshold and outside SEM: Only one set of (domestic) rules
outside SEM: 10 521 EUR 4 694
Below threshold: )

Below threshold: EURO
. . 429171 S .
Policy Option Above threshold and in Familiarisation with new EU rules;
6 — threshold . EUR 2.054 billion Above threshold and in SEM: EUR 518 Applying MSC rate of VAT,
SEM: 111 951
EUR 10 000 Two sets of rules apply

Above threshold and
outside SEM: 15 8711

Above threshold and outside SEM:
EUR 4 694

Source: Deloitte analysis
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With respect to the Status Quo, Option 2 represents an increase of about 12% of the
administrative costs for businesses as a result of the removal of the threshold. In addition, the
large majority (about 90%) of micro-businesses will cease to trade cross-border or be non-compliant
as an effect of the increase of the administrative costs. Option 3 is likely to increase the
administrative costs for businesses with respect to the Status Quo, but to a lower extent than
Option 2. If the threshold is set at EUR 5 000, it is estimated that administrative costs for business
would increase by approximately 9% in comparison to the status quo. If the threshold is set at
EUR 10 000 the costs is expected to increase by 7%. In both cases, EU businesses will benefit from
a clearer legislative framework applying throughout the EU. Option 4 is likely to reduce the
administrative burden for businesses of 42% with respect to the Status Quo (40% is estimated if
the threshold is set at EUR 5 000). In both cases, EU businesses will benefit from a clearer legislative
framework applying throughout the EU. Overall, it is estimated that about 18% of businesses engaged
in cross-border e-Commerce will register to the SEM, representing about 62% of the volume of cross-
border e-Commerce.

Postal operators and couriers are likely to experience higher processing costs because of a higher
volume of parcels to pass through Customs, but the simplified procedures available both via and
outside the SEM are leading to a reduction of processing costs of about 24% with respect to the
status quo. In addition, third parties (including postal operators, couriers and large marketplaces)
would have a stronger role and more responsibilities under alternative (ii), as they will register with the
SEM and report and pay VAT on behalf of non-EU businesses (becoming agents).

Option 5 is expected to further lower the administrative costs for businesses using the SEM with
respect to the costs estimated under Option 4 and thus with respect to the Status Quo, leading to a
55% decrease in the administrative burden (the estimated decrease with the EUR 5 000 threshold is
similar) Overall, it is estimated that about 20% of businesses will register to the SEM under Option 5,
representing 74% of the volume of cross-border e-Commerce.

Option 6 is expected to further lower the administrative costs for businesses using the SEM with
respect to the costs estimated under Option 4 and under the Status Quo, but to a lower extent than
Option 5 (as businesses will have to be subject to two set of rules). The analysis estimated a 51%
decrease of administrative burden under Option 6 (and a 50% considering a EUR 5 000 common
VAT threshold). As for Option 5, it is estimated that about 20% of businesses will register to the SEM
under Option 5, representing 74% of the volume of cross-border e-Commerce.

Under options 4 to 6, businesses will be likely to incur in costs for adapting their systems and
procedures to the new rules and to the requirements of the SEM, including IT costs, process re-
engineering, training, etc. Data provided by businesses on MOSS-related costs allowed us to quantify
the IT-related costs to about EUR 1.172 million (with very large variations across businesses, as the
costs identified vary from EUR 8 000 to EUR 10 000 000 depending on the size of the business, on
the amount of changes required, etc.). Businesses quantified the external costs related to
accompanying trainings in EUR 3000 — EUR 5000 on average and the internal costs in
approximately 20 FTE personnel days, including both design and delivery.

Finally, the impact of changing the registration threshold on the e-Commerce market is generally not
significant, since the businesses affected by the change in policy account for a very small share of
turnover in the e-Commerce market. Moreover the introduction of the SEM means that the
administrative burden associated with VAT registration is small enough that it is not likely to influence
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the market entry decisions of those businesses with cross-border revenues of between EUR 5 000
and EUR 10 000.

The tables below show the administrative costs for businesses making intra-EU supplies of goods in
three, five, 10 and 27 Member States under the different options, both in absolute numbers and in
percentage change with respect to the status quo.

As shown by the tables below, the use of the SEM entails some economies of scale in the filing and
submission of VAT returns.

Table 122 - administrative costs for businesses making intra-EU supplies of goods under the different
options (EUR)

E-Commerce E-Commerce E-Commerce E-Commerce
business trading | Business trading Business trading  Business trading
in 3 MSs in 5 MS in 10 MS in 27 MS
Optionl 23598 39 330 78 660 212 382
Option2 23598 39 330 78 660 212 382
above threshold 23589 39 315 78 630 212 301
above threshold 23589 39 315 78 630 212 301
above threshold and in 2 055 3288 5994 14 419
SEM
above threshold and 23589 39 315 78 630 212 301
outside SEM
above threshold and in 1212 1939 3535 8 504
SEM
above threshold and 23589 39 315 78 630 212 301
outside SEM
above threshold and in 1557 2491 4541 10 925
SEM
above threshold and 23589 39 315 78 630 212 301
outside SEM

Source: Deloitte analysis
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Table 123 - administrative costs for businesses making intra-EU supplies of goods under the different
options (% change with respect to the status quo)

E-Commerce
business trading in

E-Commerce
Business trading

E-Commerce
Business trading

E-Commerce
Business trading

in 10 MS in 27 MS

Option 1 0 0 0 0
Option 2 0% 0% 0% 0%
above threshold -0.04% -0.04% -0.04% -0.04%
above threshold -0.04% -0.04% -0.04% -0.04%
above threshold -91% -92% -92% -93%
and in SEM

above threshold 0% 0% 0% 0%
and outside SEM

above threshold -95% -95% -96% -96%
and in SEM

above threshold 0% 0% 0% 0%
and outside SEM

above threshold -93% -94% -94% -95%
and in SEM

above threshold 0% 0% 0% 0%

and outside SEM

Source: Deloitte analysis

Finally, it has to be recalled that the implementation of the Union Customs Code (UCC) imposes
Customs procedures, so that the opportunity to align the

specific information requirements to

requirements for information related to VAT with those required for Customs should be carefully
considered® (under Options 4, 5 and 6).

6.3.3 Impacts on the market for e-Commerce in the European Union

The table below provides an overview of the main impacts of the six Policy Options covered by the
study with respect to the economic impacts identified.

 See section 6.3.5
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Table 124 - Overview of the impacts on competition and growth in the European Union

Cross-border e- EU cross-border e- Non-EU cross-border

Total e-Commerce

Policy Option Commerce Commerce
yop Transactions (mill.) Transactions | % Transactio | % Transaction
(mill.) ns (mill.) s (mill.)

Policy Option 2 -111 -0.4% -271 -4.6% -59 -1.6% -212 -9.9%
Policy Option 3 — threshold EUR 5 000 -154 -0.5% -216 -3.7% -16 -0.4% -200 -9.3%
Policy Option 3 — threshold EUR 10 000 -163 -0.6% -203 -3.5% -5.3 -0.1% -198 -9.2%
Policy Option 4 — threshold EUR 10 000 -113.9 -0.39% -158.7 -2.72% 40.5 1.1% -199.2 -9.3%
Policy Option 5- threshold EUR 10 000 -104.7 -0.36% -153.0 -2.62% 474 1.29% -200.4 -9.35%
Policy Option 6 — threshold EUR 10 000 -108.4 -0.37% -156.0 -2.68% 44.1 1.20% 200.1 -9.34%

Policy Option

Total e-Commerce
%

%

Cross-border e-
Commerce

%

EU cross-border e-
Commerce

%

Non-EU cross-border

Policy Option 1 (Status Quo) 539 686 million 96 840 million

Policy Option 2 0.5% 2.6% 1.1% 5.7%
Policy Option 3 — threshold EUR 5 000 0.84% 2.39% 0.77% 5.71%
Policy Option 3 — threshold EUR 10 000 0.9% 2.33% 0.68% 5.71%
Policy Option 4 — threshold EUR 10 000 0.73% 1.84% -0.03% 5.66%
Policy Option 5 — threshold EUR 10 000 0.68% 1.75% -0.15% 5.66%
Policy Option 6— threshold EUR 10 000 0.69% 1.79% -0.10% 5.66%

Policy Option

Total e-Commerce

Cross-border e-

Commerce

EU cross-border e-

Commerce

Non-EU cross-border

EUR bill. % EUR bill. % EUR bill. % EUR bill. %
Policy Option 1 (Status Quo) 31-52 0.3-05 25-42 13-22 21-37 15-26 0.3-0.6 06-1.1
Policy Option 2 3.5 0.3% -1.7 -0.9% 0.5 0.3% -0.3 -4.2%
Policy Option 3 — threshold EUR 5 000 3.5 0.3% -1.7 -0.9% 0.5 0.3% -2.2 -4.2%
Policy Option 3 — threshold EUR 10 000 3.9 0.3% -1.4 -0.7% 0.7 0.5% -2.1 -4.1%
Policy Option 4 — threshold EUR 10 000 3.77 0.33% -0.69 -0.36% 1.48 1.07% -2.17 -4.2%
Policy Option 5 — threshold EUR 10 000 3.57 0.32% -0.63 -0.33% 1.57 1.13% -2.20 -4.22%
Policy Option 6— threshold EUR 10 000 3.60 0.32% -0.68 -0.35% 1.52 1.10% -2.19 -4.20%
Source: Deloitte analysis

2016
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With respect to the Status Quo, Option 2 is likely to have a negative impact on cross-border e-
Commerce because the average price of imports will increase leading to a fall in the volume of
transactions and the removal of thresholds may lead to smaller firms exiting the cross-border market.
A higher rate of e-Commerce growth (high growth scenario®), especially in the domestic market,
can partially mitigate some of the negative impacts of Option 2 on the cross-border e-Commerce
market both in terms of volumes and prices. Under the DSM scenario®, the negative effects on e-
Commerce volumes and prices are stronger. The increase in administrative burden affects a larger
proportion of the e-Commerce market and risks a larger number of firms leaving the market, so that
the estimated reduction of total e-Commerce volumes is of 147.7 million transactions (-0.5%) with
respect to the Status Quo, and of 66.5 million transactions (-1.6%) for EU cross-border e-Commerce.
With regard to prices, in the DSM scenario the faster growth rate of intra-EU e-Commerce means that
a larger proportion of the market is affected, leading to a grated impact on prices (estimated to
increase of 0.55% overall, and of 1.11% for EU cross-border e-Commerce).

Option 3 (similar to Option 2) is likely to result in a decrease in e-Commerce sales because of the
burden to register for SME’s exceeding the EUR 5 000 threshold. Increasing the threshold to EUR
10 000 would have less negative effects than the lower threshold but is still likely to adversely affect
e-Commerce sales. At a broader economic level, there is likely to be a negative impact on cross-
border e-Commerce because the average price of imports will increase leading to a fall in the volume
of transactions and the removal of thresholds may lead to smaller firms exiting the market. A higher
rate of e-Commerce growth (high growth scenario®), especially in the domestic market, can
partially mitigate some of the negative impacts of this Option. Under the DSM scenario”, the negative
effects on e-Commerce volumes and prices are stronger. The increase in administrative burden
affects a larger proportion of the e-Commerce market and risks a larger number of firms leaving the
market. The estimated reduction of total e-Commerce volumes is of 174.4 million transactions (-
0.5%) with respect to the Status Quo, and of 5.6 million transactions (-0.1%) for EU cross-border e-
Commerce. With regard to prices, in the DSM scenario the faster growth rate of intra-EU e-
Commerce means that a larger proportion of the market is affected, leading to a greater impact on
prices (estimated to increase of 0.9% overall, and of 0.7% for EU cross-border e-Commerce).

Under Option 4, introduction of the SEM (with a registration threshold of EUR 10 000) is expected to
have a positive impact on EU cross-border e-Commerce volumes (increase of 1.1% in volume, and
1.07% increase in value); however, the effect on non-EU imports is estimated to be negative due to
the increase in compliance and VAT paid. The change in e-Commerce volumes is largely driven by
the change in prices, which reflect the administrative burden. The introduction of the SEM (with a
registration threshold of EUR 5 000) is likely to have a positive impact on EU cross-border e-
Commerce volumes (increase of 1.1%, and 1.07% increase in value), not different from that of the
EUR 10 000 threshold. When considering the impact of the Digital Single Market Strategy on cross-
border e-Commerce within the EU (‘DSM scenario’), Option 4 is estimated to have a relatively more
positive impact on EU cross-border e-Commerce than non-EU e-Commerce. Since the administrative

% CAGR of 18%, see Assumption 4 in Annex 4.

% This scenario allows for the impact of the Digital Single Market strategy on cross-border e-Commerce within the EU. It is
assumed that domestic and non-EU markets grow at 12%, while intra-EU cross-border e-Commerce grows at 18%

% CAGR of 18%, see Assumption 4 in Annex 4.

" This scenario allows for the impact of the Digital Single Market strategy on cross-border e-Commerce within the EU. It is
assumed that domestic and non-EU markets grow at 12%, while intra-EU cross-border e-Commerce grows at 18%
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burden on within-EU cross-border e-Commerce decreases under Option 4, the fact that EU cross-
border e-Commerce grows faster in this scenario means that the reduction in costs affects more of
the market and has a more positive impact. This translates into an overall decrease of total e-
Commerce volumes of 109.4 million transactions (-0.3% with respect to the Status Quo), but in an
increase on intra-EU e-Commerce of 44.5 million transactions (1.2% increase). In terms of prices, the
DSM scenario (similar to the high growth scenario) is associated with greater downward pressure on
prices thanks to more firms entering the market and more competition. The effect on overall value of
e-Commerce is also more positive under the high growth and DSM scenario, both in absolute and
percentage terms (increase of 7.9 EUR billion or 7.9% and of 4.2 EUR billion or 0.3% respectively).

Within Option 5, the introduction of the SEM (with a threshold of EUR 10 000) is expected to have a
positive impact on EU cross-border e-Commerce volumes (increase of 1.29%, and 1.13% increase in
value). However, the effect on non-EU imports is estimated to be negative due to the increase in
compliance and VAT paid. The change in e-Commerce volumes is largely driven by the change in
prices (0.68% increase in the medium growth scenario and in the DSM scenario, 0.6% increase in the
high growth scenario). As with Option4, the DSM scenario has a relatively more positive impact on
intra-EU e-Commerce (increase of 52.1 million of transactions vs increase of 47.4 million transactions
under the medium growth scenario), whereas a more negative impact on non-EU imports (9.41%
decrease compares to 9.35% decrease under the medium growth and 9.18% decrease under the
high growth scenario). The registration threshold of EUR 5 000 is likely to have a positive impact on
EU cross-border e-Commerce volumes (increase of 1.28% in volume, and 1.13% increase in value),
not different from the EUR 10 000 threshold.

The impacts of Option 6 are not likely to differ notably from those of Option 5 (and of Option 4). The
introduction of the SEM (with a registration threshold of EUR 10 000) is expected to have a positive
impact on EU cross-border e-Commerce volumes (increase of 1.2% in volume, and 1.1% increase in
value under the medium growth scenario). Also in this case, the effect on non-EU imports is estimated
to be negative due to the increase in compliance and VAT paid. The effect on non-EU imports is
estimated to be negative due to the increase in compliance and VAT paid. The change in e-
Commerce volumes is largely driven by the change in prices (0.69% increase in the medium growth
scenario, 0.6% increase in the high growth and in the DSM scenarios). The DSM scenario has a
relatively more positive impact on intra-EU e-Commerce (increase of 48.5 million of transactions vs
increase of 44.1 million transactions under the medium growth scenario), whereas a more negative
impact on non-EU imports (9.3% decrease compared to 9.18% decrease under the high growth
scenario). Also for Option 6, the impact of changing the registration threshold (EUR 5 000 instead of
EUR 10 000) on the e-Commerce market is generally not significant, as the impacts on e-Commerce
volume, prices and value do not differ across the two alternatives.

6.3.4 Impacts on compliance

The table below provides an overview of the main impacts of the six Policy Options covered by the
study with respect to compliance.
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Table 125 - Overview of the impacts of the Policy Options on compliance

Impact on Compliance

Policy Option 1 (Status Quo) The estimated VAT loss due to non-compliance on B2C cross-border sales ranges from EUR 2.6 billion to EUR 3.8 billion
(conservative estimate);

The actual respective EU VAT loss is likely to be closer to the upper end of the estimated range.

Policy Option 2 The removal of distance sales threshold simplifies the VAT system is expected to facilitate and improve the compliance control by
tax authorities;

The increase in the administrative burden it is likely to increase the level of non-compliance among businesses with limited cross
border trade;

The risk of non-compliance may be bigger among those currently not registered for domestic VAT;

The removal of small consignment exemption simplifies the VAT system and should reduce non-compliance (including fraud), as a
result of more efficient compliance controls (e.g. by reviewed risk assessment).

Option will generally improve intra-EU compliance;

non-compliance is likely to increase in relation to businesses currently trading below the distance sales threshold;

Policy Option 3 overall limited impact on compliance and fraud;

expected to significantly improve the compliance of the impacted businesses supplying TBE services;

would introduce a compliance risk of under-declaration of cross-border sales in order to remain below the threshold(s).

expected to further improve both voluntary compliance and compliance control on intra-EU cross border trade in goods and non-TBE
services.

Policy Option 4 expected to improve both voluntary compliance and compliance control on the import of goods with value up to EUR 150.

supports the fight against by sustaining the reduction of undervaluation and incorrect labelling of the goods, or split imports.

SEM on imports has the potential to improve compliance control.

Policy Option 5 very similar to Option 4;

expected to further increase voluntary compliance by providing additional simplification to the SEM in the form of application of home
country legislation.

potential to further improve compliance controls and reduce fraud, provided there is an effective administrative cooperation between
the MSI and all the MSCs

Policy Option 6 very similar to Option 5;

additional voluntary compliance from the application of fully harmonised EU rules;

likely to facilitate compliance control.

Source: Deloitte analysis
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With respect to the Status Quo, the removal of the distance selling threshold under Option 2 is
expected to facilitate and therefore improve the compliance control by tax authorities. However, the
increase in the administrative burden it is likely to increase the level of non-compliance among the
businesses with limited cross border trade. The removal of small consignment exemption is likely to
simply the VAT system and reduce non-compliance (including fraud), as a result of more efficient
compliance controls (e.g. by reviewed risk assessment). This Option is not expected to modify the
framework (and thus the impacts) for TBE services. Option 3 is expected to generally improve
compliance on intra-EU trade. However, the non-compliance is likely to increase in relation to
businesses currently trading below the distance sales threshold (similarly to Option 2). The Option
would also improve compliance on low value import due to simpler system which allows more efficient
compliance control. Option 4 is expected to further improve both voluntary compliance and
compliance control on intra EU cross border trade in goods and non-TBE services and on B2C e-
Commerce trade from non-EU businesses. Option 5 takes on the same changes as Option4 but
allows for the use of home country (MSI) VAT rules while applying the VAT rate of the MSC. This
Option would likely increase voluntary VAT compliance with respect to Option4 (and to the Status
Quo) as further simplification is brought by the application of domestic rules. Option 6 takes on the
same changes as Option4 but allows for common EU VAT rules while applying the VAT rate of the
MSC. This Option would likely increase voluntary VAT compliance with respect to Option 4 (and to the
Status Quo) as further simplification is brought by the application of the harmonised set of rules.

6.3.5 Additional Impacts

This section presents the conclusions on specific impacts identified as relevant during the analysis,
namely:

Impacts on SMEs and microbusinesses;
Regional and Member States’ specific impacts; and
Set-up costs for postal operators and couriers.

Impacts on SMEs and microbusiness

Micro-enterprises and SMEs account for more than 99% of businesses in the EU%, and are also
engaged in B2C e-Commerce. Small and medium-sized enterprises are already active in cross-border
B2C e-Commerce, and are increasingly interested in this channel to expand their activities.

SMEs and micro-enterprises have to face a complex legislative framework for cross-border
transactions, which generates compliance issues. It also distorts competition between EU businesses
and non-EU businesses (which benefit from the small consignment exemptions), and among EU
businesses (where businesses established in a country with a low VAT rate can apply the VAT rate of
that country up until the threshold set in the EU Member State of destination while businesses
established in a Member State with a high VAT rate cannot benefit from the same advantage).

In addition, the current framework imposes a high compliance burden on businesses (especially for
businesses selling goods cross-border). In order to determine the correct place of supply businesses
have to monitor for each of the Member States they sell to whether they exceed the distance selling

% Definitions from http:/ec.europa.eu/growth/smes/business-friendly-environment/sme-definition/index_en.htm
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thresholds. Determining the place of supply is difficult as the distance selling thresholds differ
between Member States, distribution chains are complex and different rules apply to B2B and B2C
sales. The compliance burden is aggravated for those businesses that exceed the distance selling
threshold in a Member State and must register and comply with the VAT rules in that Member State.

With regard to compliance, the assessment of Option 2 clearly identified the need for simplification
measures to ensure voluntary compliance, monitoring and enforcement by Member States. The
results from the assessment of the policy options show how the increase in compliance is higher with
the SEM (i.e. Options 4, 5 and 6), because of the combined effect of a simplified legislative
framework, simplified procedures and more information available for Member States to monitor
compliance.

Ensuring a level playing field for European businesses is crucial for the realisation of the Digital Single
Market and for economic growth. The removal of the distance sales threshold and small consignment
exemption (Option 2) can lead to adverse effects for businesses (especially micro- and small-
businesses). Businesses may ultimately face administrative costs exceeding their revenue from cross-
border trade and are thus likely to cease their cross-border trade or to be non-compliant. The
introduction of a common VAT threshold (Option 3) only partially solves the issue. The combination of
a common VAT threshold and of the SEM is especially important for businesses (and micro and small
businesses in particular), as they can benefit from the threshold when they are very small (e.g. the
cross-border share of their sales is only marginal) and of the SEM, as long as their cross-border
supplies grows. Options 4, 5 and 6 thus reduce the risk of discouraging businesses from developing
cross-border trade due to increased administrative burden and compliance costs.

Options 4, 5 and 6 indeed have similar results in terms of reduction of administrative burden for
businesses (reduction of 42%, 55% and 51% respectively), increased VAT revenues (mostly as an
effect of higher compliance in intra-EU trade), and an increase in volume and value of intra-EU e-
Commerce trade. Such increases are estimated to be slightly higher in the case of Option 5 (increase
of 1.29% in volume and of 1.13% in value), while they are less favourable for Options 4 (increase of
1.1% in volume and 1.07% increase in value) and Option 6 (increase of 1.20% in volume and of
1.10% in value).

The implementation of the common VAT threshold can follow the application of domestic rules or
exempt from VAT for the transactions below the threshold. The application of domestic rules is
simpler to implement for both Member States and businesses (that expressed their preference for this
possibility), as cross-border supplies can be declared for VAT purposes together with domestic
supplies, and businesses can deduct inputs VAT directly. The exemption alternative is more complex
to implement, as cross-border supplies need to be declared separately, and businesses cannot
deduct input VAT, while the absence of VAT on outputs may lead to lower consumer prices
(potentially creating distortion of competition).

The definition of the rules applying to cross-border transactions above the common VAT threshold is
also an important element. The application of home country rules (e.g. for invoicing, reporting, audit,
etc.) exposes businesses to be subject to (potentially) up to 28 different set of rules (including for
domestic trade), and thus to potentially up to 28 different audit procedures on the same transactions,
which clearly poses a higher burden. While administrative cooperation between Member States tax
administrations is needed to ensure some degree of coordination of the audit procedures, Member
States maintain direct control over these. Applying home country rules to cross-border transactions
above the common VAT threshold can lead to a notable simplification of the obligations (e.g. for
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invoicing, reporting, audit, etc.) for businesses as they are subject to only one set of rules they are
already familiar with (VAT rates of the Member State of Consumption still apply). Such a solution
however requires a strong administrative cooperation between Member States, as the Member State
of Consumption will have to require information (or to start an audit procedure) via the Member State
of Identification. The implementation of a harmonised set of EU rules for cross-border transactions
above the common VAT threshold provides a relief for businesses, which are then subject to only two
sets of rules; while still requiring some form of administrative cooperation between Member States.
However, the risk of setting a high standard for the common EU rules (upward harmonisation) can
represent a disincentive for micro- and small businesses.

Regional impacts/specific impact on Member States

As described, the overall VAT revenue from (intra-EU) cross-border e-Commerce transactions is
estimated to increase notably under Options 4, 5 and 6, as an effect of higher compliance and of the
positive impacts of such options on intra-EU e-Commerce volume and value. The share of such
increased revenues obtained by Member States however will vary by country, depending on a
number of factors:

Contribution to cross-border e-Commerce, by origin: countries that account for a larger share
of cross-border online trade relative to population are expected to see a greater impact from
the policy options since a larger proportion of businesses will be affected.

Proportion of businesses affected by the change in registration thresholds: smaller
businesses (i.e. those that currently fall below the registration thresholds) will be most
affected by the reduction in the registration thresholds. Therefore countries in which SMEs
make up a greater contribution to e-Commerce would be expected to be disproportionately
impacted,;

Contribution to e-Commerce flows, by destination: countries that account for a
disproportionately large share of inward e-Commerce flows are estimated to see a greater
revenue impact as a result of a greater share of transactions falling within the scope of VAT.
Change in VAT registration thresholds: countries that experience a greater reduction in the
VAT registration threshold will also see a greater increase in VAT revenues, since the change
in policy will make a larger impact in these markets.

Overall, the size of the domestic market may insulate larger European economies (such as Germany
and France) from the potentially adverse effects on cross-border trade deriving from being major
countries of origin. In addition, countries such as the UK and Spain would be expected to capture an
above-average share of additional VAT revenues, given that spending on cross-border e-Commerce
relative to the size of the economy, is higher in these markets. The impact in the UK is likely to be
particularly pronounced since the current threshold for VAT registration for international businesses is
approximately EUR 100,000. Thus the reduction in the threshold may significantly increase the share
of spending that is subject to VAT. Germany, France, Luxembourg and the Netherlands also have
registration thresholds of EUR 100,000 and may therefore see a greater than average impact on tax
revenues.

Set-up costs for Postal operators/couriers

It is relevant also to consider that postal operators and couriers will need to develop/adapt their
information systems in order for them to make sure that they receive, in advance of Customs
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clearance, electronic information indicating whether VAT on consignments up to EUR 150 has been
pre-declared or not through SEM (under Options 4, 5 and 6). Such a system is essential in order for
postal operators and couriers to automatically distinguish parcels for which a declaration and payment
is required and therefore to avail of the reduced processing costs which the SEM will offer. The final
design of such advance information system is not yet decided. It could be based on the SEM
registration number that may either be included in the Customs Early Notification System (compulsory
on all consignments, including postal ones, as of 2020) or also implemented outside the Customs
process by postal operators and couriers.

Providing a robust estimate of such one-off costs is difficult as for some operators it may only be a
matter of making relatively minor adjustments to the existing systems which are very well developed
due to the full integration of the process from the exporting country until the place of final destination.
However, it should also be recognised that other operators, particularly postal operators, may need to
build new systems — e.g. based on agreements with foreign stakeholders.

In considering the costs that postal operators and couriers will face in either developing new
information systems or developing existing systems it is important to recognise that the forthcoming
changes in 2020 to the Union Customs Code will put security-related obligations on both postal
operators and couriers in respect of the advanced information they will need to provide anyway to EU
customs administrations in advance of clearance (end of any exemption granted to postal operators in
this field by 2020). This presents an excellent opportunity to consider aligning the requirements for
information in respect of VAT with the customs information. Such a development should reduce
development costs for the couriers and postal operators. This would also bring benefits to Customs
administrations as the necessity to ensure that VAT has been pre-declared can be integrated into the
general clearance process rather than having a separate process only for VAT.

One has also to remember that the ongoing security threats will unavoidably lead to more
requirements for proper identification of all types of packages and letters sent either on the postal or
courier environments. The envisaged EU VAT changes should aim to link as much as possible to
such changes needed for security purposes.

Also, it is critical in considering any costs faced by this sector that under the status quo Member
States currently lose significant amounts of VAT revenues due to the VAT foregone under the small
consignments exemption as well as substantial losses due to non-compliance. Further, EU business
are at a competitive disadvantage as many B2C supplies from non-EU suppliers are effectively VAT
free. It is also relevant that Member States apply the current exemption differently and that some
have already introduced restrictions to the exemption notably France who excluded e-Commerce
supplies and it is not infeasible that others will follow. Therefore, the set-up costs faced by operators
can be seen in the context of an ongoing reduction of 24% in processing costs, increased VAT
revenues for Member States of EUR 8 to 9 billion, as well as a more stable harmonised regime. In
addition, the postal operators and couriers will be beneficiaries of the increase in e-Commerce
generally whether domestically or intra-EU.
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The policy objectives for the current intervention were formulated during the study. These objectives
are derived from the Digital Single Market (DSM) Strategy for Europe and are as follows:

To minimise burdens attached to cross-border e-Commerce arising from different VAT
regimes;

To facilitate the monitoring of compliance and the fight against fraud for Member State
authorities;

To provide a level playing field for EU business; and

To ensure that VAT revenues accrue to the Member State of the consumer.

The policy options respond to the policy objectives in several ways. Some policy options have a more
positive impact on the objectives than others. Table 126 illustrates the extent to which the policy
objectives are met by each option by allocating a number of tick marks (v) from one to four. Four ticks
indicates the highest positive impact while one indicates that the impact on the policy option is
positive. There are some options that do not meet certain objectives and may actually have negative
impacts. In this case, no ticks are given. Option 1 has not been marked as it represents the Status

Quo.
Table 126 - Policy objectives vs Policy Options

Specific Objectives Option 1 Option 2 Option 3 Option 4  Option 5 Option 6

Minimising burdens attached
to cross-border e-Commerce
arising from different VAT
regimes.

Providing a level playing field
for EU businesses involved in
cross-border e-Commerce.
Facilitating the monitoring of
compliance and the fight
against fraud for Member
States’ authorities.

Ensuring that VAT revenues
accrue to the Member State of
the consumer

The above table shows that options 4, 5 and 6 meet all of the policy objectives, with Option 5
comparatively better results with respect to the others.

Regarding the minimisation of burdens attached to cross-border e-Commerce, Option 5 has the most
positive impact since it reduces the number of rules to be followed by businesses (only 2 sets of rules
apply) and administrative costs would be reduced by 55%. Option 6 is similarly positive with
administrative costs being reduced by 51%, while Option 4 is estimated to reduce the administrative
burden of 42%. Options 2 and 3 have an adverse effect on the administrative burden businesses
have to face to engage in cross-border e-Commerce, as they are estimated to lead to an increase of
12% and 7% (with the common VAT threshold of EUR 5 000) of and 9% (with the common VAT
threshold of EUR 10 000) respectively.

The objective of providing a level playing field for EU businesses involved in cross-border e-
Commerce is somewhat satisfied by all the Policy Options considered by the study, while to different
degrees. Option 2 removes the distance sales threshold and the small consignment exemption

Directorate-General for Taxation and Customs Union
2016



contributing thus to realising a level playing field (as businesses cannot benefit anymore of
competitive advantages resulting from selecting Member States of establishment based on the VAT
rates applied and from exemption of small value transactions). However, it introduces a serious
disincentives for micro- and small businesses, as they would have to face administrative costs to
comply with the resulting VAT-related obligations exceeding their revenue from cross-border trade.
Therefore, they will be likely to cease their cross-border trade or to be non-compliant. Option 3
partially reduces this adverse effects, by introducing a common VAT threshold applying to all intra-EU
transactions of EUR 5 000 or EUR 10 000. Option 4 introduces a simplification provision (the SEM)
intended to provide a simple and non-expensive tool for businesses (and in particular micro- and
small businesses) to comply with the VAT-related obligations. Options 5 and 6 have similar positive
implications since the application of domestic rules (Option 5) or of common EU rules (Option 6)
would provide a level playing field to all businesses. The risk of setting a high standard for the
common EU rules (upward harmonization) can represent a disincentive for micro- and small
businesses.

For facilitating the monitoring of compliance, Options 5 and 6 are the most positive since harmonised
rules will ensure a consistent approach and European level monitoring of compliance. Option 4 also
satisfies this objective quite politely since the adoption of the SEM can encourage compliance and
assist with monitoring. Options 2 and 3 satisfy this policy objective but only to a limited extent.

Ensuring that VAT revenues accrue to the Member State of the consumer is satisfied by all of the
options however it is most positively impacted by Options 5 and 6 since harmonised rules can ensure
a consistent approach. Overall, Options 4, 5 and 6 all lead to a notable increase in VAT revenues for
Member States, thanks to the implementation of a framework that facilitates compliance with VAT-
related obligations for businesses (especially in intra-EU trade), and on the other hand provides better
provisions for Member States to monitor and enforce compliance.
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Annex 2: Fiscalis Seminar

Here we report the key elements from the discussions on the Policy Options during the
Fiscalis Group Seminar held in Dublin on September 7""-9™ 2015.

Per each of the Policy Options, attendees discussed the advantages, disadvantages and other
relevant elements (if any).

Option Viewpoints
Optionl (Status | Advantages:
uo .
Quo) ¢ No additional costs as process unchanged

Disadvantages:

¢ Not adequate. Problems with Distance-Selling, thresholds...

e Threshold for EU distance selling almost impossible to monitor and enforce
at present. Some traders register in other MS in advance as the threshold is
impractical.

¢ No level playing field in goods supplies i.e. non-EU suppliers do not apply
VAT.

¢ Under-declaration of small consignment values — too resource intensive to
control. No risk to vendor.

¢ If minimum Registration Threshold introduced, it would also be difficult to
monitor/enforce by MS.

¢ Obligation to Register may deter traders from dealing with smaller
markets/countries

¢ Problems on inherent distance sales rules as certain businesses sidestep
their obligations

¢ Import exemption threshold creating distortion

o Different rates for goods in various member states in relation to distance
sales

Other observations:

N/A

Option2 Advantages:

¢ Increase of revenue for tax administrations

¢ Removal of Distance Selling Threshold (level playing field)

Disadvantages:

e Administrative burden and cost of compliance (cost of managing mechanism

220|Page



Option3

Option4
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and reporting cost) will increase

e Small companies will have higher costs and could see their business
affected

e Cross-border selling too burdensome without threshold

Other observations:
e The MS would prefer harmonization or, in some cases, removal of thresholds
¢ Difficult to manage volumes/low value consignment reliefs

e Optionis not practical

Advantages:

e One rule, easy communication, avoids confusion (versus difficult
management if every country has their own)

e Thresholds are good for small businesses (and less work for administrations)

e Cross-border selling too burdensome without threshold

Disadvantages:
¢ How would common exemption threshold be calculated?

e How could value of cross-border sales be monitored by home country of
trader?

e How can tax administration in MSC determine that the threshold is
exceeded?

¢ Increase cost from monitoring the threshold
e Loss of VAT revenues in some countries
e Does not deal with non-EU suppliers which leads to distortion of competition

e Trader may be exempt in home country but input entittements from sales to
other MS.

o Compliance/Audit extremely complex as effectively a dual VAT system
e Business will not do business in other MS anymore

¢ How to audit/control if a company is always beneath a threshold

Other observations:
¢ Mixed feelings from MS on thresholds (mainly on rates):
o Most MS not in favour of threshold if also SEM
o Some MS in favour of low threshold
o Others in favour of something similar to the distance selling
o Create a threshold for all activities inside the same country

e Have MSI rules apply under the level (rather than exemption) and over
threshold MSC rules apply

e Business in favour, MS against

Advantages:

e Expands MOSS to all EU services



Option5

Option6
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e Expands MOSS to Non-EU Goods

e SEM introduces stronger reporting mechanism, transparency & audit trail for
compliance

e Business only has to deal with one set of rules, easier to comply

Disadvantages:
N/A

Other observations:
¢ Alternative: Have a single mechanism without having thresholds
¢ Need more time to evaluate

e MS not in favour, businesses yes

Advantages:

e Easier for business to deal with MSI and to apply rules of MSI

Disadvantages:

¢ Conflicts between procedural law and application of directive could arise for
some sectors e.g. gaming industry

¢ Constitutional problems for one member state to accept that audits on its tax
are conducted by MSI

e MSC point of view: if only MSI rule is applicable danger to register in the
“‘best” MSI

¢ Is the MSI interested in collecting the revenue of the MSC?

e Trader may be exempt in home country but input entittements from sales to
other MS.

e Compliance/Audit extremely complex as effectively a dual VAT system

¢ Does responsibility for payment of VAT on non-EU Goods move to Vendor?
Impractical?

Other observations:
¢ We have to wait and learn lessons from MOSS
e Some MS are not in favour of home country control

e Home country legislation and controls are supported by businesses

More cooperation among MS is needed

More harmonization needed as if harmonized rules exist then home country
legislation is less important

e Chosen as best Optionas nhumber 6 is unfeasible

Advantages:

e Some simplification and clarification of rules and administration for
Businesses

¢ Continue relationships with MSI

e Success of MOSS depends on the harmonisation of EU rules but could be
difficult to achieve and may also be unnecessary



Other issues
raised
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Disadvantages:

o Application of Rules of MS 1 becomes responsibility of MS 2. Politically
untenable.

¢ Interpretation still varies amongst MS

Other observations:

e e-Commerce is part of the economy so there is no need for specific rules for
this kind of activity

e Could SEM be extended to higher value imports (B2C)?

e Could SEM be extended to B2B as well?

e Business would like to see input tax included. Risk for Tax administrations

e Harmonised VAT rates for all cross border supplies (unlikely to be agreed!)

e VAT Rate certainty (TIC/automated retrieval)

¢ Improved/expanded web portal

¢ Allow 1 piece of information (Payment providers — aggregate level?)

e Commission newsflashes? Auto-sign up and VAT rate alerts?

e No VAT invoicing for B2C supplies

¢ Allow corrections to be made in current returns

e All 3rd countries businesses able to use MOSS

¢ Business/administration cooperation in development of policy and law in
future.

e Why not include all Services in all Options — not just eServices?
¢ Place of Supply always at point of consumption

¢ removal of all thresholds but need of a ‘BOSS’ = Big One Stop shop
(another name for Single electronic mechanism) apply to goods and services
(always Optional) with some simplification and some harmonization:

o Simplify the procedure: one piece of evidence to determine the place of
supply (business claim), should allow easy registration/deregistration

o Harmonize the cross-border threshold: zero or very very low - same
threshold for goods and services

o Harmonization on invoicing: no invoice for B2C commerce or standard
electronic statement (transaction details)

o Audit: responsibility of each MS: idea of a specialized audit team
between all MS

o Customs rules have to align with VAT rules



Annex 3: Business survey

This annex presents the results of the online business survey carried out as part of the data
gathering activities for Lot 2. It also includes the text of the online survey.

Profile of Respondents

The survey received a total of 27 responses. The majority of the respondents are large enterprises

and mostly coming from the UK and Ireland.

Of the respondents, the majority are suppliers of services only Micro
enterprise

(48%) with 33% indicating that they supply goods and services 1%
and 19% indicating that they supply goods only.

Small
enterprise
- 0%

____ Medium-
sized
enterprise
1%

Regarding VAT registration, 74.1% of respondents are registered
for VAT in (an)other Member State(s) in addition to their home

country. Additionally, nearly half are registered for MOSS (44%) aroe
with another 26% indicating that they do not supply TBE services S
and are thus not registered. Other reasons for not registering for
MOSS are diverse. Some examples include preferring direct
VAT registration (2 companies) and unsure about the
functioning of the MOSS (1 company).

Respondent Profiles. type of company

Multiple Belgium
Switzerland  countries 7%

27 countries 4% % \

25,9%
) Germany
26 countries 49,

20 countries USA
. 7%
8 countries
6 i Ireland
countries 229,
United
Kingdom
26%

5 countries
4 countries

3 countries

2 countries

Only home country

; i 25,9% Sweden/ LmJembourg
% of respondents 4% 11%

Respondent Profiles: No of VAT registrations

Respondent Profiles.: Country of establishment
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Removal of the distance sales threshold and of the small consignment exemption

When asked about the removal of the distance sales threshold and of the small consignment
exemption, out of 26 respondents, 65.4% think that this would worsen the situation®, while 26.9%
think that it will improve the situation'®. The other 7.7% think that the change would have no impact.

Introduction of a common VAT threshold for EU sales of both goods and services

Respondents were asked to indicate their opinion regarding the proposed changes that form part of
Policy Option 3 i.e. removal of the existing small consignment exemption and distance selling
thresholds, and the introduction of a new type of cross-border exemption threshold. Respondents
were provided with an envisaged structure for the Option which was supplemented by an examples
for both intra-EU sales and imports.

The results show that the majority of the respondents generally believe that the introduction of this
change would have positive impacts when compared with the current situation. The figure below
illustrates the level of agreement respondents have with statements on:

The simplification of compliance to VAT regulations;

The simplification for micro enterprises and start-up e-Commerce businesses;

The support micro enterprises and start-up e-Commerce businesses;

The realisation of a level playing field for EU businesses engaged in cross-border e-
Commerce; and

The reduction of the administrative burden for businesses engaged in cross-border e-
Commerce.

% E g by increasing the complexity, non-compliance or administrative burden.
100 £ 4. by reducing distortion of competition and tax fraud or by simplifying the system.
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Respondent opinion on removing distance sales threshold and the small consignment exemption and
introducing a common VAT threshold for EU sales of goods and services™

It reduces the administrative burden for businesses engaged
in cross-border e-Commerce.

It supports the realisation of a level playing field for EU
businesses engaged in cross-border e-Commerce.

M| strongly disagree
Ol do not agree

It is the most appropriate measure to support micro Ol somewhat agree

enterprises and start-up e-Commerce businesses. ol agree
Ol strongly agree

H| don't know

It introduces a real simplification for micro enterprises and
start-up e-Commerce businesses.

It simplifies the compliance to VAT regulations at EU and
national level.

No. of Respondents

Respondents were also asked their opinion about the impact this change would have on VAT
registration. Out of 21 respondents who answered the question (Q15), the majority of respondents
think that there would be no impact on the internal cost of VAT registration for micro-businesses and
start-ups.

Respondent opinion on the impact of the removal of the distance sales threshold and small
consignment exemption and the introduction of a common VAT threshold on the internal cost of VAT
registration for micro-businesses and start-up companies

increase by 80-100%
increase by 60-80%
increase by 40-60%
increase by 20-40%

increase by 0-20%

no impact

decrease by 0-20%
decrease by 20-40%
decrease by 40-60%
decrease by 60-80%
decrease by 80-100%

91 510, Q11, Q12, Q13.
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Respondents were also asked whether the change would have an impact on the outsourcing costs
that micro-businesses and start-up companies incur for registering for VAT purposes in other EU
countries. Out of the 21 respondents who answered the question (Q16), the majority of them indicated
that they think the outsourcing costs would decrease by 20-40%. In general most respondents believe
that costs would be reduced.

Respondent opinion on the impact of the removal of the distance sales threshold and small
consignment exemption and the introduction of a common VAT threshold on the outsourcing cost of
VAT registration for micro-businesses and start-up companies™®

increase by 80-100%
increase by 60-80% ]
increase by 40-60%
increase by 20-40%

increase by 0-20%

no impact

decrease by 0-20%
decrease by 20-40%
decrease by 40-60%
decrease by 60-80%
decrease by 80-100%

Regarding the submission of VAT declarations/returns, the majority of respondents think that this
change would have no impact or would reduce internal costs for micro-businesses and start-up
companies between 0-20%.

102 Q16
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Respondent opinion on the impact of the removal of the distance sales threshold and small
consignment exemption and the introduction of a common VAT threshold on the internal cost of VAT
declarations/returns for micro-businesses and start-up companies™®

increase by 80-100%
increase by 60-80% 1
increase by 40-60%
increase by 20-40%

increase by 0-20%

no impact

decrease by 0-20%
decrease by 20-40%
decrease by 40-60%
decrease by 60-80%
decrease hy 80-100%

Furthermore, respondents also think that in general, outsourcing costs micro-businesses and start-up
companies incur submitting VAT declarations/returns in other EU countries would be reduced. The
most popular indications here were that the changes would have no impact, and that costs would
decrease by 20-60%.

Respondent opinion on the impact of the removal of the distance sales threshold and small
consignment exemption and the introduction of a common VAT threshold on the internal cost of VAT
declarations/returns for micro-businesses and start-up companies™™

increase by 80-100%

increase by 60-80%
increase by 40-60%
increase by 20-40%

increase by 0-20%

no impact

decrease by 0-20%
decrease by 20-40%
decrease by 40-60%
decrease by 60-80%
decrease by 80-100%

103
104 Q17
Q17
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With regard to the payment of VAT, the majority of respondents think that the changes will reduce
the internal costs micro-businesses and start-up companies incur for registering for VAT purposes in
other EU countries. Mostly, respondents indicated that the changes would have no impact.

Respondent opinion on the impact of the removal of the distance sales threshold and small
consignment exemption and the introduction of a common VAT threshold on the internal cost of VAT
registration for micro-businesses and start-up companies .

increase by 80-100%
increase by 60-80% |
increase by 40-60%
increase by 20-40%

increase by 0-20%

no impact

decrease by 0-20%
decrease by 20-40%
decrease by 40-60%
decrease by 60-80%
decrease by 80-100%

Introduction of a Single Electronic registration and payment Mechanism (SEM)

Respondents were asked to indicate their opinion regarding the proposed changes that form part of
Policy Option 4 i.e. removal of the existing small consignment exemption and distance selling
thresholds, and the introduction of a new type of cross-border exemption threshold plus the
introduction of the Single Electronic registration and payment Mechanism (SEM). Respondents were
provided with an envisaged structure for the Option which was supplemented by an examples for both
intra-EU sales and imports.

The results show that the majority of the respondents generally believe that the introduction of this
change would have positive impacts when compared with the current situation. The figure below
illustrates the level of agreement respondents have with statements on:

The simplification of compliance to VAT regulations;

The simplification for micro enterprises and start-up e-Commerce businesses;

The support micro enterprises and start-up e-Commerce businesses;

The realisation of a level playing field for EU businesses engaged in cross-border e-
Commerce; and

The reduction of the administrative burden for businesses engaged in cross-border e-
Commerce.

Responses were generally positive with regard to the reduction of the administration burden,
promoting level competitions and simplifying compliance with most respondents indicating that they
agree or strongly agree with the statements. Negatively however, the majority of respondents do not
believe that the change simplifies the identification of the correct VAT rate to apply to VAT e-
Commerce.
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Respondent opinion on removing distance sales threshold and the small consignment exemption,
introducing a common VAT threshold for EU sales of goods and services and introducing the SEM*

This change reduces the administrative burden for
businesses engaged in cross-border e-Commerce.

This change supports the realisation of a level
playing field for EU businesses engaged in cross-

border e-Commerce.

This change simplifies the compliance with VAT
regulations at EU and national level.

This change simplifies the identification of the
correct VAT rate to apply to e-Commerce

transactions.

-

Bl strongly disagree
ol do not agree

Ol somewhat agree
@l agree

Ol strongly agree

=

0

2

4
No. of Respondents

Regarding the impact the change would have on the internal costs for all types of businesses
registering for VAT purposes, the survey found that the majority of respondents believe costs would
decrease. The range of the expected decrease varied among respondents however was found to be

most strong at both 0-20% and 40-60%.

Respondent opinion on the impact of the removal of the distance sales threshold and small
consignment exemption, the introduction of a common VAT threshold, and introducing the SEM on the

internal cost of VAT registration for all companies™.

increase by 80-100%
increase by 60-80%
increase by 40-60%
increase by 20-40%

increase by 0-20%
no impact
decrease by 0-20%

decrease by 20-40%

decrease by 40-60%

decrease by 60-80%

decrease by 80-100%

%5 520, Q21, Q22, Q23.
105 924,
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Furthermore, respondents indicated that they expect this change to decrease their outsourcing
costs' incurred on registering for VAT purposes in other EU countries. A significant majority found
that this change would decrease their costs by 0-20%.

Respondent opinion on the impact of the removal of the distance sales threshold and small
consignment exemption, the introduction of a common VAT threshold, and introducing the SEM on the
outsourcing costs of VAT registration for all companies™

increase by 80-100% |
increase by 60-80%
increase by 40-60%
increase by 20-40%
increase by 0-20%
no impact

decrease by 0-20%
decrease by 20-40%
decrease by 40-60%
decrease by 60-80%

decrease by 80-100%

0 1 2 3 4 5 6 7

No. of Respondents

Regarding the submission of VAT declarations and returns, businesses were also asked their opinion
on the expected impacts of this change on the internal costs for submitting VAT declarations/returns
to other EU countries. Overall, the majority of respondents indicated that this Option would decrease
their costs for VAT declarations/returns. The degree of reduction varies significantly among
respondents.

97 & g. external counselling or advisors
108 Q25
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Respondent opinion on the impact of the removal of the distance sales threshold and small
consignment exemption, the introduction of a common VAT threshold, and introducing the SEM on the
internal cost of VAT declarations/returns for all companies™®.

increase by 80-100%
increase by 60-80% |
increase by 40-60%
increase by 20-40%

increase by 0-20%

no impact

decrease by 0-20%
decrease by 20-40%
decrease by 40-60%
decrease by 60-80%
decrease by 80-100%

0 1 2 3 4 5
No. of Respondents

Regarding outsourcing costs for submitting VAT declarations/returns to other EU countries, the
majority of respondents also found that costs would be reduced.

Respondent opinion on the impact of the removal of the distance sales threshold and small
consignment exemption, the introduction of a common VAT threshold, and introducing the SEM on the
external cost of VAT declarations/returns for all companies™®.

increase by 80-100%
increase by 60-80% |
increase by 40-60%
increase by 20-40%

increase by 0-20%
no impact
decrease by 0-20%

decrease by 20-40%

decrease by 40-60%

decrease by 60-80%

decrease by 80-100%

0 1 2 3 4 5 6
No. of Respondents

109
" Q26.
Q27.
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Respondents were also asked to indicate the impact they expect from this change with regard to the
payment of VAT to other EU countries (Q28). Overall, the majority of respondents believe that this
change would decrease their costs. The most popular degree of reduction was 0-20%.

Respondent opinion on the impact of the removal of the distance sales threshold and small
consignment exemption, the introduction of a common VAT threshold, and introducing the SEM on the
cost of payment of VAT to other EU countries™

increase hy 80-100%
increase hy 60-80% |
increase by 40-60%
increase by 20-40%

increase by 0-20%

no impact

decrease by 0-20%
decrease by 20-40%
decrease by 40-60%
decrease by 60-80%
decrease by 80-100%

N L

4 6 8 10

No. of Respondents

Functioning of the SEM

Home country Rules

Respondents were asked to indicate their opinion regarding the proposed changes that form part of
Policy Option 5 i.e. removal of the existing small consignment exemption and distance selling
thresholds, the introduction of a new type of cross-border exemption threshold, the introduction of the
SEM and the Option of particular rules for the functioning of the SEM. One Option includes adopting
the principle of ‘home country’ rules (the introduction of EU rules is considered in the paragraph
below). This would allow EU and non-EU supplier/third party can apply rules of their country of
establishment/registration regarding the supplies declared in SEM (‘home country’ rules). The rules
may include invoicing, chargeability, evidence, cash accounting, bad debt relief, audit and penalties.
The only ‘external’ rule would be the rate of VAT which would be set at the MSC. Respondents were
provided with an envisaged structure for the Option which was supplemented by an examples for both
intra-EU sales and imports.

The results show that the majority of the respondents generally believe that the introduction of this
change would have positive impacts when compared with the current situation. The figure below
illustrates the level of agreement respondents have with statements on:

11 528,
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The simplification of compliance to VAT regulations;

The simplification for micro enterprises and start-up e-Commerce businesses;

The support micro enterprises and start-up e-Commerce businesses;

The realisation of a level playing field for EU businesses engaged in cross-border e-
Commerce; and

The reduction of the administrative burden for businesses engaged in cross-border e-
Commerce.

It can be noted from the figure below that no respondent strongly disagreed with any of the
statements. Likewise, only a small minority disagreed with each statement.

Respondent opinion on allowing home country rules for the SEM and applying VAT rate of the MSC***

This change reduces the administrative burden for
businesses engaged in cross-border e-Commerce. ]

This change supports the realisation of a level

playing field for EU businesses engaged in cross- ]

border e-Commerce. F
a

This change introduces a real simplification for

- - Ol do not agree
businesses engaged in cross-border e-Commerce. g
Ol somewhat agree
ol agree

| strongly disagree

This change simplifies the compliance to VAT ol strongly agree
regulations for businesses engaged in cross-border m| don't know
e-Commerce
0 2 4 6 8 10

No. of Respondents

EU common rules

Respondents were asked to indicate their opinion regarding the proposed changes that form part of
Policy Option 6 i.e. removal of the existing small consignment exemption and distance selling
thresholds, the introduction of a new type of cross-border exemption threshold, the introduction of the
SEM and the Option of one set of common EU rules for the functioning of the SEM. This would allow
EU and non-EU supplier/third party can apply a common set of rules regarding invoicing,
chargeability, evidence, cash accounting, bad debt relief, audit and penalties. The only ‘external’ rule
would be the rate of VAT which would be set at the MSC. Respondents were provided with an
envisaged structure for the Option which was supplemented by an examples for both intra-EU sales
and imports.

The results show an overwhelming positive reaction to this policy change. The majority of
respondents generally believe that the introduction of this change would have positive impacts when
compared with the current situation. The figure below illustrates the level of agreement respondents
have with statements on:

12 329, Q30, Q31, Q32.
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The simplification of compliance to VAT regulations;

The simplification for micro enterprises and start-up e-Commerce businesses;
The support micro enterprises and start-up e-Commerce businesses;

The realisation of a level playing field for EU businesses engaged in cross-border e-

Commerce; and

The reduction of the administrative burden for businesses engaged in cross-border e-

Commerce.

It can be noted from the figure below that no respondent strongly disagreed with any of the

statements. Likewise, only a small minority disagreed with each statement.

Respondent opinion on introducing commune EU rules for the SEM and applying VAT rate of the MSC**

This change reduces the administrative
burden for businesses engaged in cross-
border e-Commerce.

This change supports the realisation of a level
playing field for EU businesses engaged in
cross-border e-Commerce.

This change introduces a real simplification
for businesses engaged in cross-border e-
Commerce.

This change simplifies the compliance to VAT
regulations for businesses engaged in cross-
border e-Commerce.

Final questions

—

F

m| strongly disagree
Ol do not agree

Ol somewhat agree
ol agree

ol strongly agree

H| don't know

0 5
No. of Respondents

10

In addition to seeking reactions on the proposed Policy Options, the survey also asked for an
indication on the length of time required by businesses for the preparation and implementation of the
changes (Q37). Out of the 20 respondents who answered this question, just over half indicated that
businesses would need 1-2 years from the approval of the changes to prepare and implement the
changes. 6 respondents indicated that it would take less than 1 year and only 3 indicated that it would

take over 3 years.

112 033, Q34, Q25, Q36.
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Respondent opinion on time needed for preparation and implementation of policy changes™

12

10

No. of Respondents

2 O
0 T T T -

Lessthan1 1-2years 3-4years 5 yearsor
year more

AS a final input, respondents were asked to mention any other key elements they would like to be
taken into account during this study (and that were not mentioned in the survey). The responses
received for this question (Q38) were quite varied. The table below contains the feedback received
from the 7 respondents who answered.

Business survey. other key elements

Responses to Question 38 - Do you think there are some key elements that the changes

discussed earlier do not consider? Which one(s)?

information, support from national tax offices

Two main points to note. Firstly, the possibility of a 'per country’ EU VAT exemption threshold -
while | support the principle of a common EU VAT exemption threshold (at, for argument's sake
EUR 56,000), a per country threshold of EUR 2,000 would achieve a similar aim while being less
prone to abuse. Second, | have some concerns around the practicalities of the proposals for
collection of tax on low value imports - | am not entirely clear on how it is envisaged that this would
work, what the costs of tax collection would be and whether it would be proportionate to the tax
collected.

Input tax recovery

What | didn't see is anything to consider what happens when a business registered for VAT in one

114 Q27.
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Responses to Question 38 - Do you think there are some key elements that the changes

discussed earlier do not consider? Which one(s)?

country chooses to hold stock in other countries - if the destination principle is adopted for
determining the amount of VAT, it should not be necessary to obtain extra VAT registrations just
because some stock is stored physically in the market by a business that otherwise considers itself
a CBT operator.

outsourcing contracts; Education/Training to be provided for updated changes

Its worth pointing out that the existing rules for goods actually motivated me to avoid selling
anything that could be considered a good. e.g. CDs containing my company’s products,
promotional items (T-shirts, mugs etc.). Had the SEM, in particular, existed, | might have
considered doing so. Also, the 28 sets of invoicing rules thing is completely unworkable; | think it
unlikely any business will comply with that — indeed, I'd go as far as to say you’ll end up with a de
facto home country rules situation, with updated invoices issued manually if/iwhen there is a
complaint about a technicality.

Only one unified set of rules can simplify e-business - everything else is juts hot air.

Online survey to businesses

Introductory note

Within the context of our study for the European Commission of VAT and e-Commerce, we have
conducted some preliminary analysis of the current VAT regime for e-Commerce and the burden it
imposes to businesses.

In this survey we present some of the key elements of the policy changes the Commission may
introduce to promote a simple, efficient and robust VAT system, reduce the burden on businesses
and realise the Digital Single Market.

We would appreciate your opinions on the possible policy changes prospected. The results of the
survey will be presented and discussed during the Fiscalis Seminar to be held in Dublin on
September which you have been invited to attend.

Participation in the survey should not take more than 15 minutes.
Please provide us with your feedback by Friday 28" of August.

In case of questions, please do not hesitate to contact us at the following address:
cdekempeneer@deloitte.com.

CONFIDENTIALITY GUARANTEE: In line with common evaluation practices, and in accordance with
the Belgian Law of 11 December 1998 implementing Directive 95/46 on Privacy Protection in relation
to the Processing of Personal Data, the content of your completed questionnaire will remain strictly
confidential and the questionnaire will not be disclosed by Deloitte to third parties. During the survey,
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individual answers to the questionnaires are hosted on the server of the web-survey provider. Final
results will be presented in aggregate form only.

Profile of respondents

Questions marked with * are mandatory
1. Whatis the size of your enterprisells? *

a. Micro enterprise (i.e. less than 10 employees and turnover or balance sheet below or
equal to 2 million EUR)

b. Small enterprise (i.e. less than 50 employees and turnover or balance sheet below or
equal to 50 million EUR)

c. Medium-sized enterprise (i.e. less than 250 employees and turnover below or equal to 50
million EUR and or balance sheet below or equal to 43 million EUR)

d. Large enterprise (i.e. more than 250 employees and turnover above 50 million EUR)
2. What is your country of establishment? *

3. In how many European countries are you registered for VAT purposes? (in addition to your home
country) *

4. Does your company supply via e-Commerce:
a. Goods only
b. Services only

c. Goods and services

5. If providing TBE services (Telecommunication, Broadcasting and Electronic Services), are you
registered with the Mini One-Shop-Shop MOSS? *

a. Yes
b. No

6. If no, why you have decided not to use the MOSS even if you qualify for it?

a. | preferred direct VAT registration

b. I could not register (e.g. registration refused or revoked by tax authorities)

c. | was not sure about the functioning or implications of MOSS (‘wait and see’)
d. Iwas not aware of it
e

Other (please specify)

15 Definitions from
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7. What was the turnover from e-Commerce for your company (including both goods and services)
in the last fiscal year as a percentage of the total turnover? *

8. What is the name of your enterprise?

Policy changes

Introduction to policy changes

Here we present the key elements of the policy changes the Commission may introduce.

The changes are presented in a progressive order, so that each of them builds upon the previous one
(unless specified otherwise).

Key elements of Policy Options

Removal of the distance sales threshold and of the small consignment
exemption

The Commission may propose policy changes, which remove the distance sales thresholds for intra-
EU sales of goods and the small consignment exemption (for imports from third countries of low value
commercial consignments under EUR 10-22). Therefore, all intra-EU cross-border B2C sales of

goods may become taxed in the MS of destination (at a VAT rate applicable in that MS)
notwithstanding the value of supply or the extent of sales by the supplier in that MS.

9. What is your opinion on such a policy change (in absence of any accompanying simplification
measures)? *

a. It will mostly improve the current situation (e.g. by reducing distortion of competition and
tax fraud or by simplifying the system)

b. It will mostly worsen the current situation (e.g. by increasing the complexity, non-
compliance or administrative burden)

c. It will have no impact

Introduction of a common VAT threshold for EU sales of both goods and
services

As part of the changes to the regime of VAT for cross-border e-Commerce, the Commission may
propose a new common VAT threshold for intra-EU sales of both goods and services. This threshold
would come in addition to the existing domestic VAT registration thresholds (currently between EUR 0
and EUR 114 000 depending on the Member State).

This change removes the existing small consignment exemption and distance selling thresholds, but
introduces a new type of cross-border exemption threshold, aimed to provide a simplification to
businesses having incidental or low value cross border sales (mainly micro-businesses).

Envisaged Structure:

The threshold is based on the total amount of annual B2C cross-border sales of goods and
services;

The threshold provides an exemption to the cross-border supplies below threshold to suppliers
who are not registered for VAT in the MS of establishment;

The threshold applies in addition to the domestic VAT registration threshold;
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The cross-border supplies below the threshold (for monitoring the threshold) will be identified in a

simplified way, e.g. based on the residence declared by the customer;
Threshold does not apply to imports and exports or B2B sales;

Threshold is Optional for businesses;

If the supplier is VAT registered regarding their domestic supplies, then sales below the threshold
will be treated for VAT following the VAT treatment in the MS of establishment, i.e. part of

domestic taxable supplies.

Examples:
Intra-EU sales

Companies A, B and C are established in EU country X with a domestic VAT registration threshold
of 100 000 EUR. There is an EU exemption threshold of 10 000 EUR for cross-border B2C supplies

of goods and services.

Imports

Company D supplies goods from a non-EU country to the EU.

Company A has a domestic turnover of 90 000 EUR and a cross-border turnover of 8 000 EUR.

o Company A benefits from the domestic threshold: it is not registered for VAT and does
not charge VAT in country X regarding its domestic supplies.

o Company A also benefits from the EU exemption threshold: it does not have to charge
VAT on its cross-border B2C supplies.

Company B has a domestic turnover of 105 000 EUR and a cross-border turnover of 8 000
EUR.

o Company B does not benefit from the domestic threshold: it is registered for VAT and
pays VAT on its domestic supplies.

o Company B benefits from the EU exemption threshold: it does not have to charge VAT
on its cross-border B2C supplies.

Company C has a domestic turnover of 105 000 EUR and a cross-border turnover of 15 000
EUR.

o Company C does not benefit from the domestic threshold: it is registered for VAT and
pays VAT on its domestic supplies.

o Company C does not benefit from the EU exemption threshold either: it must register
for VAT in the Member State(s) of destination of its cross-border supplies, charge VAT
on its supplies at the correct VAT rate of the Member State(s) of destination, declare
and pay VAT in the Member State(s) of destination, and apply other relevant rules of
the Member State(s) of destination (invoicing, chargeability, auditing etc.).

VAT is applied at the rate of the Member State(s) of import to all consignments notwithstanding
their value

VAT is paid by the postal operator/courier or by the customer (e.g. via a broker)

In the following questions, please answer by comparing the policy change suggested (i.e. the removal
of the distance sales threshold and small consignment exemption and the introduction of common
VAT threshold) with the current situation.

10. This change simplifies the compliance to VAT regulations at EU and national level.

1
I

2 3 4 5 6

strongly | | do not agree | somewhat | | agree | strongly agree | | don’t know
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disagree

agree

11. This change introduces a real simplification for micro enterprises and start-up e-Commerce

businesses.

1

I strongly
disagree

2

| do not agree

3

|
agree

somewhat

| agree

5

| strongly agree

6

| don’t know

12. This threshold is the most appropriate measure to support micro enterprises and start-up e-
Commerce businesses.

1

I strongly
disagree

2

| do not agree

3

|
agree

somewhat

4

| agree

5

| strongly agree

6

| don’t know

13. This change supports the realisation of a level playing field for EU businesses engaged in cross-
border e-Commerce. *

1

I strongly
disagree

2

| do not agree

3

|
agree

somewhat

| agree

5

| strongly agree

6

| don’t know

14. This change reduces the administrative burden for businesses engaged in cross-border e-

Commerce. *

1

I strongly
disagree

2

| do not agree

3

|
agree

somewhat

| agree

5

| strongly agree

6

| don’t know

Impacts on administrative burden

With regard to administrative burden, three tasks have been identified as particularly burdensome for
businesses, namely VAT registration, submission of VAT declarations/returns and payment of VAT.
Here we focus on the (expected) impact of this policy change on these tasks.

In the following questions, please answer by comparing the policy change suggested (i.e. the removal
of the distance sales threshold and small consignment exemption and the introduction of common
VAT threshold) with the current situation.

VAT registration

15. Do you think this change will have an impact on the internal costs micro-businesses and start-up
companies incur for registering for VAT purposes in other EU countries? * (please consider the
costs per one registration of average complexity)

In will decrease internal costs No It will increase internal costs

impact
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16.

80-100% | 60- 40- 20- 0-20% | 0% 0-20% 20- 40- 60- 80-
80% 60% 40% 40% 60% | 80% | 100%

Do you think this change will have an impact on the outsourcing costs (e,g, external counselling
or advisors) micro-businesses and start-up companies incur for registering for VAT purposes in
other EU countries? * (please consider the costs per one registration of average complexity)

In will decrease internal costs No It will increase internal costs
impact
80-100% | 60- 40- 20- 0-20% | 0% 0-20% 20- 40- 60- 80-
80% 60% 40% 40% 60% | 80% | 100%

Submission of VAT declarations/returns

17.

18.

Do you think this change will have an impact on the internal costs micro-businesses and start-up
companies incur for submitting VAT declarations/returns in other EU countries? * (please consider
the costs per one submission of average complexity)

In will decrease internal costs No It will increase internal costs
impact
80-100% | 60- 40- 20- 0-20% | 0% 0-20% 20- 40- 60- 80-
80% 60% 40% 40% 60% | 80% | 100%

Do you think this change will have an impact on the outsourcing costs (e,g, external counselling
or advisors) micro-businesses and start-up companies incur submitting VAT declarations/returns
in other EU countries? * (please consider the costs per one submission of average complexity)

In will decrease outsourcing costs No It will increase outsourcing costs
impact
80-100% | 60- 40- 20- 0-20% | 0% 0-20% 20- 40- 60- 80-
80% 60% 40% 40% 60% | 80% | 100%

Payment of VAT

19.

Do you think this change will have an impact on the internal costs micro-businesses and start-up
companies incur for registering for VAT purposes in other EU countries? * (please consider the
costs per one payment of average complexity)

In will decrease internal costs No It will increase internal costs
impact
80-100% | 60- 40- 20- 0-20% | 0% 0-20% 20- 40- 60- 80-
80% 60% 40% 40% 60% 80% 100%

Introduction of a Single Electronic registration and payment Mechanism (SEM)

As part of the changes to the regime of VAT for cross-border e-Commerce, the Commission may
propose a single electronic registration and payment mechanism (SEM), which would be
applicable to:

Importation of low value goods up to the existing Customs threshold of €150
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Intra-EU B2C supplies of goods; and

Intra-EU B2C services not currently covered by the MOSS (e.g. locally taxed services
provided by non-resident supplier).

If you are already registered for MOSS, intra-EU supplies of goods and other type of services will now
be included. The SEM would not change the applicable VAT rate or the other rules (invoicing, auditing
etc.), which would continue to follow the legislation of the Member State of destination/customer
residence.

The Option will provide also Optional alternative Customs simplifications for B2C imports under the
Customs threshold of €150:

Non-EU vendor registration and collection with VAT reporting and payment through the SEM;

Third party collection (postal operator/courier, marketplace on behalf of non-EU vendor) with
VAT reporting and payment through the SEM;

Simplified standard Customs procedure without reporting through the SEM when reporting an
import at the standard VAT rate

Examples:
Intra-EU sales

e Companies A, B and C are established in EU country X with a domestic VAT registration
threshold of 100 000 EUR. There is an EU exemption threshold of 10 000 EUR for cross-border
B2C supplies of goods and services.

o Company A has a domestic turnover of 90 000 EUR and a cross-border turnover of
8 000 EUR.

= Company A benefits from the domestic threshold: it is not registered for VAT
and does not charge VAT in country X regarding its domestic supplies.

= Company A also benefits from the EU exemption threshold: it does not have to
charge VAT on its cross-border B2C supplies.

o Company B has a domestic turnover of 105 000 EUR and a cross-border turnover of
8 000 EUR.

= Company B does not benefit from the domestic threshold: it is registered for
VAT and pays VAT on its domestic supplies.

= Company B benefits from the EU exemption threshold: it does not have to
charge VAT on its cross-border B2C supplies.

o Company C has a domestic turnover of 105 000 EUR and a cross-border turnover of
15 000 EUR.

= Company C does not benefit from the domestic threshold: it is registered for
VAT and pays VAT on its domestic supplies.

= Company C does not benefit from the EU exemption threshold either: it must
charge VAT on its supplies at the correct VAT rate of the Member State(s) of
destination.

= If company C opts for using the single electronic registration and payment
system (SEM), it can:

o register for SEM in its Member State of establishment;
e declare relevant supplies quarterly via the SEM portal; and
e pay VAT via the SEM portal; but it must still

e apply the relevant rules of the Member State(s) of destination
(invoicing, chargeability, auditing etc.).

= |f company C does not opt for using the SEM, it must:
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e register for VAT in the Member State(s) of destination of its cross-
border supplies;

e declare and pay VAT in the Member State(s) of destination; and

e apply other relevant rules of the Member State(s) of destination
(invoicing, chargeability, auditing etc.).
Imports
e Company D supplies goods from a non-EU country to the EU.

o VAT is applied at the rate of the Member State(s) of import to all consignments
notwithstanding their value

o For imports under the Customs threshold of 150 EUR, three alternative simplifications
are available for company D:

= Company D can register for the SEM itself in an EU Member State of its
choice, and report and pay the VAT through the SEM.

= Company D can request a third party (e.g. postal operator, courier, online
marketplace) to register for the SEM on its behalf. The third party reports and
pays the VAT through the SEM.

= Company D can decide not to opt for reporting through the SEM. In this case,
a simplified Customs declaration is available provided that VAT is paid on a
general tariff code and standard VAT rate.

In the following questions, please answer by comparing the policy change suggested (i.e. the
introduction of a single electronic registration and payment mechanism — the SEM — with the removal
of the distance sales threshold and small consignment exemption and a common VAT threshold for
micro-businesses) with the current situation.

Please state to what extent you agree with the following statement (1=strongly disagree, 5=strongly
agree):

20. This change simplifies the identification of the correct VAT rate to apply to e-Commerce
transactions. *

1 2 3 4 5 6

I strongly | | do not agree | somewhat | | agree | strongly agree | | don’t know
disagree agree

21. This change simplifies the compliance with VAT regulations at EU and national level.

1 2 3 4 5 6

I strongly | | do not agree I somewhat | | agree | strongly agree | | don’t know
disagree agree

22. This change supports the realisation of a level playing field for EU businesses engaged in cross-
border e-Commerce. *

1 2 3 4 5 6

I strongly | | do not agree | somewhat | | agree | strongly agree | | don’t know
disagree agree
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23. This change reduces the administrative burden for businesses engaged in cross-border e-
Commerce. *

1 2 3 4 5 6

I strongly | | do not agree | somewhat | | agree | strongly agree | | don’t know
disagree agree

Impacts on administrative burden

With regard to administrative burden, three tasks have been identified as particularly burdensome for
businesses, namely VAT registration, submission of VAT declarations/returns and payment of VAT.
Here we focus on the (expected) impact of this policy change on these tasks.

In the following questions, please answer by comparing the policy change suggested (i.e. the
introduction of a single electronic registration and payment mechanism — the SEM — with the removal
of the distance sales threshold and small consignment exemption and a common VAT threshold for
micro-businesses) with the current situation.

VAT reqistration

24. Do you think this change will have an impact on the internal costs businesses like yours incur on
registering for VAT purposes regarding their cross-border sales to other EU countries? * (please
consider the costs per one registration of average complexity)

In will decrease internal costs No It will increase internal costs
impact
80-100% | 60- 40- 20- 0-20% | 0% 0-20% 20- 40- 60- 80-
80% 60% 40% 40% 60% | 80% | 100%

25. Do you think this change will have an impact on the outsourcing costs (e,g. external counselling
or advisors) businesses like yours incur on registering for VAT purposes in other EU countries? *
(please consider the costs per one registration of average complexity

In will decrease outsourcing costs No It will increase outsourcing costs
impact
80-100% | 60- 40- 20- 0-20% | 0% 0-20% 20- 40- 60- 80-
80% 60% 40% 40% 60% | 80% | 100%

Submission of VAT declarations/returns

26. Do you think this change will have an impact on the internal costs businesses like yours incur on
submitting VAT declarations/returns to other EU countries? * (please consider the costs per one
submission of average complexity)

In will decrease internal costs No It will increase internal costs
impact
80-100% | 60- 40- 20- 0-20% | 0% 0-20% 20- 40- 60- 80-
80% 60% 40% 40% 60% | 80% | 100%
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27. Do you think this change will have an impact on the outsourcing costs (e.g. external counselling
or advisors businesses like yours incur submitting VAT declarations/returns to other EU
countries? * (please consider the costs per one submission) of average complexity)

In will decrease outsourcing costs No It will increase outsourcing costs
impact
80-100% | 60- 40- 20- 0-20% | 0% 0-20% 20- 40- 60- 80-
80% 60% 40% 40% 60% | 80% | 100%

Payment of VAT

28. Do you think this change will have an impact on the internal costs businesses like yours incur on
payment of VAT to other EU countries? * (please consider the costs per one payment of average

complexity)
In will decrease internal costs No It will increase internal costs
impact
80-100% | 60- 40- 20- 0-20% | 0% 0-20% 20- 40- 60- 80-
80% 60% 40% 40% 60% | 80% | 100%

Functioning of the SEM

As part of the changes to the regime of VAT for cross-border e-Commerce, the Commission could opt
for having businesses subject to a single set of principles and rules for the SEM, instead of the rules
of all the 27 (potential) MS of destination.

Envisaged Structure:
EU supplier can use SEM for all its intra-EU cross-border B2C supplies;
Non-EU supplier/third party can use SEM for B2C imports under Customs threshold of 150 EUR;

Both EU and non-EU supplier/third party can apply a single set of principles and rules regarding
the supplies declared in SEM. The rules may include invoicing, chargeability, evidence, cash
accounting, bad debt relief, audit and penalties;

The VAT rates and exemptions of the MSC continue to apply;

The single set of principles and rules can be applied only on the supplies declared in SEM, all
other supplies (e.g. B2B or B2C if supplier is established in the MSC) will continue to follow the
current rules (mostly the rules of MSC).

Home country rules

In this context (the SEM with the removal of the distance sales threshold and small consignment
exemption and a common VAT threshold for micro-businesses), the Commission may decide to adopt
the principle of ‘home country’ rules. In this way, EU and non-EU supplier/third party can apply rules
of their country of establishment/registration regarding the supplies declared in SEM (‘home country’
rules). The rules may include invoicing, chargeability, evidence, cash accounting, bad debt relief,
audit and penalties.

Please state to what extent you agree with the following statement (1=strongly disagree, 5=strongly
agree):

29. This change simplifies the compliance to VAT regulations for businesses engaged in cross-border
e-Commerce
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1 2 3 4 5 6

I strongly | | do not agree | somewhat | | agree | strongly agree | | don’t know
disagree agree

30. This change introduces a real simplification for businesses engaged in cross-border e-Commerce.
*

1 2 3 4 5 6

I strongly | | do not agree | somewhat | | agree | strongly agree | | don’t know
disagree agree

31. This change supports the realisation of a level playing field for EU businesses engaged in cross-
border e-Commerce. *

1 2 3 4 5 6

I strongly | | do not agree | somewhat | | agree | strongly agree | | don’t know
disagree agree

32. This change reduces the administrative burden for businesses engaged in cross-border e-
Commerce. *

1 2 3 4 5 6

I strongly | | do not agree | somewhat | | agree | strongly agree | | don’t know
disagree agree

EU common rules

In this context (the SEM with the removal of the distance sales threshold and small consignment
exemption and a common VAT threshold for micro-businesses), the Commission may decide to adopt
a common European set of rules, that would apply across all Member States. In this way, EU and
non-EU supplier/third party can apply common European set of rules for the supplies declared in
SEM. The rules may include invoicing, chargeability, evidence, cash accounting, bad debt relief, audit
and penalties

Please state to what extent you agree with the following statement (1=strongly disagree, 5=strongly
agree):

33. This change simplifies the compliance to VAT regulations for businesses engaged in cross-border
e-Commerce

1 2 3 4 5 6

I strongly | | do not agree | somewhat | | agree | strongly agree | | don’t know
disagree agree

34. This change introduces a real simplification for businesses engaged in cross-border e-Commerce.
*
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I strongly
disagree

| do not agree

|
agree

somewhat

| agree

| strongly agree

| don’t know

35. This change supports the realisation of a level playing field for EU businesses engaged in cross-
border e-Commerce. *

1

I strongly
disagree

2

| do not agree

3

|
agree

somewhat

4

| agree

5

| strongly agree

6

| don’t know

36. This change reduces the administrative burden for businesses engaged in cross-border e-

Commerce. *

1

I strongly
disagree

2

| do not agree

3

|
agree

somewhat

| agree

5

| strongly agree

6

| don’t know

Final questions

37., How long do you think businesses will need (from the approval of the changes) for the
preparation and implementation of the changes?

a. Lessthan 1 years
b. 1-2years
c. 3-4years
d

5 years or more

38. Do you think there are some key elements that the changes discussed earlier do not consider?
Which one(s)?

Open text response
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Annex 4: Methodological note

This annex presents the key assumptions and data used to assess the impacts of the policy

options to modernise the VAT framework for B2C e-Commerce transactions. It provides

detailed explanations of the sources used, the assumptions made and their basis.

This annex presents the general and option-specific assumptions that we adopted to assess the
impacts of the policy options to modernise the VAT framework for B2C e-Commerce transactions.

The general assumptions_include the following:

1.

2.
3.
4,

Number of businesses and micro-businesses, and their share of e-Commerce
revenues/turnover;

Standard Cost Model;

Timeline used for the assessment;

Growth rates used in the model.

The assumptions for Option1 include the following:

5.
6.
7.

Compliance;
MOSS running costs for Member States;
Processing costs for couriers and postal operators;

The assumptions for Option2 include the following:

8.
9.

Member States’ VAT revenues from imports;
Processing costs for couriers and postal operators;

10. Impact on prices due to the removal of the small-consignments exemption.

The assumptions for Option3 include the following:

11. Impacts of thresholds on businesses:

o Number of businesses/volume of trade below the threshold;
o Number of businesses/volume of trade below the threshold;

12. Member States’ VAT revenues from imports;

The assumptions for Option4 include the following:

13. Take-up of SEM:

o Number of businesses/volume of trade below the threshold;
o Number of businesses/volume of trade above the threshold and in the SEM;
o Number of businesses/volume of trade above the threshold and outside the SEM;

14. Processing costs for couriers and postal operators: processing costs in and outside the SEM;
15. Member States’ VAT revenues from imports;
16. Impact on prices due to the removal of the small consignments VAT exemption.
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The assumptions for Option5 and 6 include the following:

17. Reduction of administrative costs for businesses

For each of the assumption, we provide short description and the indication of where it is used (e.g. in
which option(s) and for which element(s) of the option(s). We also list the main data sources and the
key hypotheses and scenarios adopted. Finally, we present the implications of the assumption,
include the key figures of the options’ assessment descending from the assumption.

Assumption 1 — Number of businesses and micro-businesses

Along with the qualitative analysis, this report also aims to quantify the impact of the Policy Options on
businesses, government revenues and the single market.

The Policy Options under consideration will affect businesses, and in turn the e-Commerce market
and the wider economy, in a number of ways:

Fixed administrative costs: the proposed Policy Options will have a direct impact on the
overall administrative burden associated with the fixed costs of VAT compliance. This change
in the overall burden is due to both changes in the number of businesses required to register
and to changes in the costs associated with VAT registration and compliance. In turn,
changes in the administrative burden facing firms may be passed on to consumers through
changes in prices. This effect could work in both directions: businesses currently incurring
administrative costs associated with VAT registration may see these costs decrease with the
simplification of the system; smaller firms that are not required to register for VAT cross-
border may experience an increase in administrative costs. The overall effect on
administrative costs, prices, and hence consumer demand, is therefore ambiguous.

Variable administrative costs: other aspects of the Policy Options, notably the removal of
the small consignments exemption, may affect the variable administrative costs associated
with non-EU cross-border e-Commerce. Research suggests that these costs are currently
lower for sales that fall below the EUR 10-22 threshold. Eliminating this exemption would
therefore increase administrative costs on these transactions and this may be passed on to
consumers in the form of higher prices; these effects may be mitigated by allowing these
transactions to be processed through the SEM. However, by creating a level playing field
between EU and non-EU businesses this policy change could also enable EU businesses to
compete more effectively against non-EU imports, potentially leading to an increase in
demand for domestic and EU online purchases.

Average VAT rate on e-Commerce imports: the other effect of the removal of the small
consignments exemption is to increase the proportion of online imports that are subject to
VAT. This in turn will increase the average VAT rate paid on imports and thereby ensure that
non-EU suppliers do not have a tax advantage over EU businesses. This would tend to
reduce demand for non-EU imports with consumers instead buying from domestic or EU
suppliers. The extent to which this change is reflected in the prices facing consumers and
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leads to a change in purchasing behaviour will depend on the level of compliance and
whether the increase in VAT is fully passed through to consumers or absorbed by
businesses.

Supply of cross-border e-Commerce: the removal or reduction of the current VAT
exemption thresholds may discourage some micro-businesses from trading cross-border. In
particular, it is assumed that those businesses for which the administrative burden exceeds
their revenues from e-Commerce would either be non-compliant or would cease to trade
cross-border. This would be expected to have a direct impact on supply of cross-border e-
Commerce.

Estimation of the number of businesses engaged in cross-border e-Commerce

In order to estimate the impact of the policy options on the overall administrative burden, it is
important to understand the number of businesses that may be affected by each of the policy options.
This requires data on the number of businesses engaged in B2C cross-border e-Commerce.
Collecting this data presents a number of challenges and therefore additional assumptions have had
to be made in a number of areas. The key issues and proposed solutions are set out below; the
details of the methodology used and the results are described in the subsequent subsections.

Eurostat has some data on the proportion of businesses engaged in cross-border e-
Commerce by size class (based on the number of employees). However, data on micro-
businesses is only available for three countries.

o Data from these three states is extrapolated to other EU Member States, as
described below.

Eurostat data does not distinguish between B2B and B2C trade, neither for the number of
businesses operating in different sectors nor for the proportion of businesses of different sizes
engaged in cross-border trade.

o The former issue is likely to lead to an overstatement of the number of B2C sellers,
since the data does not distinguish them from B2B sellers. However the second issue
is expected to lead to understatement of the number (since sectors such as retalil,
travel and accommodation have higher levels of e-Commerce and are likely to be
dominated by B2C sellers). Given the uncertainty about the net impact of these two
effects and which effect might dominate, the numbers presented cover all
businesses.

Lastly, official data sources such as Eurostat may not account for the fact that a large
proportion of cross-border online sellers may be individuals selling through sites such as Etsy,
eBay and Amazon marketplace who would not be officially registered as businesses.

o Data on the number of sellers in the EU is not made publicly available by marketplace
providers. However indicative figures are available from other sources.

Further reviews of the data available through Eurostat and other sources have been undertaken in
order to address these issues. However, there remains considerable level of uncertainty regarding the
total number of businesses engaged in cross-border e-Commerce, particularly when the contribution
of unregistered sellers trading through marketplace sites is considered.

The methodology and resulting estimates are described in more detail in subsequent sections.
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Eurostat provides data on the proportion of businesses engaged in cross-border e-Commerce, by size
class. These estimates of the proportion of firms trading cross-border are shown in the figure below,
for the EU as a whole.

Figure 13 - Proportion of EU businesses selling online to other EU Member States, 2013

25

20

15

10

All enterprises Micro-enterprises ~ Small enterprises Medium enterprises Large enterprises
(1-9 persons (10-49 persons (50-249 persons (250 persons
employed) employed) employed) employed or more)

Source: Eurostat Information Society Statistics 2013, 2011

Data on the activity of small, medium and large enterprises is available for almost all EU Member
States for 2013; the only exception is Germany, for which 2011 data is used.

However, data on e-Commerce by micro-enterprises — those with fewer than 10 employees — is only
available for three countries: Spain, Portugal and Slovakia. Based on these three markets only, about
2% of micro-businesses are estimated to trade online cross-border. However, these countries have
less developed e-Commerce markets than the EU average and therefore are not expected to be
representative of the EU as a whole. This issue is addressed as follows:

The proportion of micro-businesses trading cross-border is compared to the average share of
enterprises trading cross border: micro-businesses are estimated to be about 35% as likely to
trade cross-border as the reported population average for larger firms in the three Member
States for which data is available;

This figure is then applied to the proportion of businesses trading online cross-border in each
Member State in order to estimate the proportion of micro-businesses trading cross-border.
For example, in Luxembourg 15% of businesses are estimated to trade online cross-border;
this methodology would imply that about 5.3% of micro-businesses in Luxembourg are
estimated to trade cross-border; in contrast, in Greece about 4% of businesses engage in
cross-border e-Commerce, suggesting that about 1.4% of micro-businesses do so.

Using this approach for each Member States and then calculating a weighted average across
the EU as a whole, about 2.1% of EU micro-businesses are estimated to engage in cross-
border e-Commerce.

In order to estimate the number of businesses engaged in cross-border e-Commerce, the percentage
of businesses trading cross-border is multiplied by the number of firms in each size class. This is
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done for each Member State and the results are summed to derive the total EU figure. This is shown
in the table below:

Table 127 - Number of EU businesses selling online to other EU Member States, 2013

All enterprises Micro Small Medium Large
enterprises enterprises enterprises enterprises
(2-9 (50-249 (250 or more
employees
Proportion 2.50% 2.14% 6% 11% 21%
engaged in
cross-border (estimate)
e-Commerce
Total number ;5,6 759 20717 621 1361935 223 585 43590
of businesses
N”][‘i"rg]esr of 557 908 442 444 81 716 24 594 9 154
engaged in
cross-border
e-Commerce

Source: Eurostat Information Society Statistics, Structural Business Statistics 2013; Deloitte analysis

However, these figures are expected to exclude the smallest online cross-border sellers, which are
generally invisible to authorities and not registered for VAT either domestically or cross-border. In
particular, individuals or nano-businesses selling on sites such as Amazon marketplace, eBay or Etsy
are unlikely to be reflected in these figures. In general very little data is available on the number or
activities of these sellers, although some indicative estimates of the number of sellers can be
obtained.

Worldwide, 2 million sellers are estimated to sell through Amazon marketplace and 25 million
through eBay™.

No data is available on the number of sellers in each region, but based on the contribution of
the EU to revenues at each of these companies, EU-based sellers may make-up between 20-
25% of sellers'’. However, a large proportion of these sellers would not qualify as a business
for VAT purposes under current rules (non-commercial, occasional sales).

Similarly, there is little information on the proportion of sales that are cross-border.
Information on leading Amazon marketplace sellers suggests that about 50% of businesses
sell cross-border™® while eBay have claimed that 95% of UK sellers export™.

This suggests that within the EU up to 500,000 sellers may be active on Amazon marketplace and
about 5 million on eBay. Caution should be applied to the estimates of the proportion of these sellers
trading internationally, but if 50% of these sellers have exported to other markets then the total

16 Amazon Annual Report 2014; http://adage.com/article/digital/ebay-merchants-migrating-amazon-search-sales-

9rowth/297935/

" Amazon Annual Reports 2013, 2014; Financial Times http://www.ft.com/cms/s/0/52f3767e-e428-11e3-8565-
00144feabdc0.html#axzz3rprDzeVI; http://www.statista.com/statistics/266198/regional-distribution-of-ebays-annual-net-
revenue/

8 http://www.webretailer.com/lean-commerce/top-amazon-marketplace-sellers/

19 http://www.ebay-mediacentre.co.uk/pressrelease/4091
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number of cross-border sellers may exceed 2.5 million*. Even if this proportion is significantly lower,
for example 20%, there may be in excess of 1 million individuals or businesses engaged in cross-
border e-Commerce, but as said not necessarily qualifying as a business for VAT purposes.

While there is considerable uncertainty about this figure, in practice these businesses are unlikely to
have a significant impact on the policy options. For the majority of the options considered, they would
be mostly expected to fall below the new cross-border threshold and therefore would not be liable for
VAT. Under Option2, they would be expected to register in each Member State in which they trade; in
practice, there is expected to be significant levels of non-compliance and potentially some exit from
the market. However this is not expected to have a significant impact on the value of the cross-border
e-Commerce market.

Estimation of the e-Commerce revenues of EU businesses

In addition to the number of businesses engaged in cross-border e-Commerce, estimation of the
impact of the policy change also requires information on the revenues (equivalently, turnover) of
businesses of different sizes. This information on the distribution of revenues is needed for two
reasons:

To understand how businesses’ revenues from cross-border e-Commerce compare to the
administrative burden associated with VAT compliance. This will affect businesses’
behavioural response to the changes in policy; for example, businesses are more likely to be
non-compliant or to stop trading internationally if their profits from trade are small relative to
the costs of compliance;

To understand the value of trade and VAT revenues at stake under each of the policy options.
Changes to the registration threshold will affect the proportion of cross-border trade that is
exempt from VAT and the volume of trade at risk of being lost if businesses stop trading
cross-border.

The main challenge comes from the fact that Eurostat does not report B2C e-Commerce turnover by
firm size. This has therefore been estimated as follows:

Eurostat provides data on the total revenues of businesses in different size classes, across
the EU. On this basis, the proportion of overall revenue that comes from businesses of
different sizes can be estimated. This is shown in the table below; while micro-businesses
make up over 90% of businesses in the EU, they account for a minority of total turnover;
This Eurostat data refers to total revenues, that is, the sum of e-Commerce revenues and
revenues from other channels. Given that larger businesses are more likely to trade online,
the distribution of e-Commerce revenues is expected to be more skewed towards larger
businesses. This is estimated using Eurostat data on the proportion of revenues that come
from e-Commerce, by business size.
O This data point is not available for micro-enterprises. Given that micro-enterprises are
about 35% as likely as small enterprises to trade online, it is assumed that the share
of revenues from e-Commerce is likewise about 35% that of small businesses:

120 This is in line with Eurostat data that indicates that about 50% of businesses selling online sell cross-border.
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The estimated distribution of e-Commerce revenues is therefore calculated by multiplying the
contribution of e-Commerce to total revenues by the share of total retail sector revenues for
firms of each size. These figures are then rescaled so that they sum to 100% in order to
represent the share of e-Commerce revenues by size class. The results are shown in the
table below.

Table 128 - e-Commerce revenues of firms, by size

All Micro Small Medium Large

businesses businesses businesses businesses businesses

Total retail revenues by size

class (EUR billions) 9732 2090 2250 2100 3300
Share of total retail sector

revenues (by firm size) 100% 21.5% 23.1% 21.6% 33.9%
Contribution of e-Commerce 21%

to total revenues 11% (estimate) 6% 11% 20%

Total e-Commerce revenues

by size class (EUR billions) 1070 44 135 231 660

Share of e-Commerce

revenues (by firm size) 100% 4.1% 12.6% 21.6% 61.7%

Source: Eurostat, Business Enterprise Statistics, Information Society Statistics, 2013

Data on the share of total revenues coming from cross-border e-Commerce is not separately
available. However, Eurostat data indicates that conditional on selling online, the fraction of
businesses that sell online cross-border is similar across business size; specifically, about 50% of
businesses selling online also sell cross-border, across all size classes. On this basis, it is assumed
that the distribution of cross-border e-Commerce revenues is similar to that of overall e-Commerce
revenues.

The total value of cross-border e-Commerce is estimated to be EUR 96.8 billion (calculated from the
consumer survey and MOSS receipts as part of Lot 1); the revenues of businesses of different sizes
are then estimated based on this total figure and the revenue contributions shown in the table above.
Based on these figures and data on the number of businesses engaged in cross-border trade
collected as part of Lot 1, the average cross-border revenues of firms of different sizes can be
estimated.

Table 129 - Average cross-border e-Commerce revenues of firms, by size

All Micro STNE Medium Large

businesses businesses businesses businesses businesses

Number of firms

557 908 442 444 81716 24 594 9 154
Share of e-Commerce
revenues by firm size 100% 4.1% 12.6% 21.6% 61.7%
Cross-border e-Commerce
revenues (EUR billions) 96.8 4.0 12.2 20.9 59.7
Average cross-border e-
Commerce revenues 173 505 9041 149 298 849 801 6 521 739

Source: Eurostat, Business Enterprise Statistics, Information Society Statistics, 2013
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These estimates suggest that the average micro-business may be making about EUR 9 000 in
revenues from cross-border e-Commerce (across all international markets). Under the status quo,
these businesses are therefore unlikely to be registered for VAT in other Member States (unless they
provide e-services), given that the current thresholds for cross-border supply of goods (distance
sales) are EUR 35 000 or EUR 100 000. Moreover, for these businesses the costs of registration —
estimated to be almost EUR 8 000 - are likely to exceed the revenues earned from any single
Member State. However, there may be significant variation among micro-businesses, both in terms of
the administrative costs they face and their profits from cross-border trade. In order to account for this
variation, sensitivity analysis has been conducted in connection to the number of businesses incurring
administrative costs. The next section explains the assumptions made in more detail.

Micro-businesses’ e-Commerce revenues

Among micro-businesses, a further breakdown of the distribution of revenues is needed in order to
estimate the impact of changes to the registration threshold. This is used to estimate the number of
businesses that will be exempt from VAT registration under the different policy options and the
potential behavioural response of those required to register.

Granular data on the e-Commerce revenues among micro-businesses of different sizes is not
available. Moreover, in general there is very little granular data on the activities and revenues of
micro-businesses. UK data from the Department of Business, Innovation and Skills provides some
indication of the distribution of revenues among micro-businesses™. Since this was the most granular
data source identified, this information was used to estimate the shape of the revenue distribution,
which was then extrapolated to the EU level as follows:

The UK data is used to provide evidence on the shape of the revenue distribution. It enables
estimation of the proportion of businesses with revenues below a certain level and the share
of overall micro-business revenues that come from these businesses;

However, this data is not available separately for e-Commerce. It is therefore assumed that
the distribution of e-Commerce revenues follows the same pattern. For example, if the largest
5% of micro-businesses account for 85% of total micro-business revenues, it is assumed that
among those trading cross-border the largest 5% account for 85% of e-Commerce revenues;
The level of the revenue distribution is estimated by calibrating the estimates so as to match
the overall contribution of micro-businesses to cross-border e-Commerce.

The figures below show the resulting distributions of revenues from cross-border e-Commerce. They
suggest a strongly skewed distribution, with very small businesses (with fewer than 5 employees, or
revenues of under EUR 500 000) making up the majority of these firms but a much smaller share of
revenues.

Given the uncertainty about the number of sellers on marketplaces such as Amazon and eBay that
may be selling cross-border, these figures are based on the Eurostat data only. In practice, the
number of sellers affected may be significantly higher.

121 Department for Business, Innovation and Skills, Business Population Estimates for the UK and Regions 2013,

https://lwww.gov.uk/government/uploads/system/uploads/attachment_data/file/254552/13-92-business-population-estimates-
2013-stats-release-4.pdf
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Figure 2 shows the cumulative distribution of the number of micro-businesses, based on their
revenues from cross-border e-Commerce. To give an example, this figure shows that about 420 000
micro-businesses, or about 97% of all micro-businesses, have cross-border e-Commerce revenues of
less than EUR 10 000.

Figure 14 - Cumulative distribution of the number of microbusinesses, by cross-border e-Commerce
revenues
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Source: Analysis based on UK Business Population Estimates (BIS, 2013)
Figure 3 shows the cumulative distribution of the cross-border e-Commerce revenues of micro-
businesses. That is, it shows the cross-border online revenues that come from businesses below a
given revenue threshold (and the share of micro-businesses’ revenues that come from businesses
below the threshold). For example, about EUR 3 500 million in cross-border e-Commerce revenues is
estimated to come from businesses with individual cross-border online revenues of less than EUR 10
000; this represents about 95% of the total cross-border e-Commerce revenues of micro-businesses.

Figure 15 - Cumulative distribution of cross-border e-Commerce revenues
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Based on these distributional estimates the following assumptions are made about the number of
businesses affected by the change in policy.

Table 130 - Number of businesses affected by changes to the registration threshold

Threshold Proportion of Number of Proportion of micro- Proportion of total
businesses with  businesses with businesses’ e- e-Commerce
revenues below revenues below Commerce revenues revenues attributed

threshold threshold attributed to businesses to businesses
below the threshold below threshold

EUR 5 000

90% 398 200 60% 3.69%
EUR 8 000
(Status Quo cost 95% 420 322 75% 3.90%
per registration)
EUR 10 000

97% 429 171 85% 3.98%

Source: Deloitte analysis based on UK Business Population Estimates (BIS, 2013), Eurostat data.

The specific assumptions regarding each of the policy options are described in more detail in
subsequent sections. These assumptions are important in a number of ways:

The number of businesses affected by the policy change will determine the potential total
administrative burden, assuming all businesses are compliant;

The administrative burden will also be affected by the behavioural response of businesses: if
the value of cross-border e-Commerce is less than the cost of registration businesses may be
non-compliant. For example, it is estimated that for 95% of micro-businesses the revenues
from a single cross-border market are less than the cost of VAT compliance. These
businesses therefore have an incentive to leave the market. In practice, this figure may be
higher since the figures above are based on revenues, rather than profits;

The change in policy may also lead some businesses to exit the market. In this case, the
supply of cross-border e-Commerce may fall. The distribution of businesses’ revenues
provides an indication of the magnitude of this impact.

Assumption 2 — Standard Costs Model

The Standard Costs Model analysis adopted to the largest extent possible the same key parameters
used in the analysis for Lot 1 and Lot 3, in order to improve comparability of the results.

A key parameter used consistently throughout the three Lots of the study is the wage rate of the
personnel having to carry out the tasks for businesses to comply with the information obligations
identified as relevant.

We used the hourly wage rates for the category ISCO 2, i.e. for management accounts, were used,
as they make up the personnel responsible for VAT-related procedures in businesses. Management
accountants are classified under the code 2411 in the International Standard Classification of
Occupations elaborated by the ILO.

We used the EU average hourly costs of EUR 32.1, which already includes the 25% overhead costs,
as indicated by the Commission’s Impact Assessment Guidelines.
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These figures date back to 2010, but given the economic crisis, figures are considered still quite
accurate by the Commission’s services consulted on the topic. Updated hourly earnings should be
elaborated by Eurostat by the end of 2015, but are not available yet.

The quantification of the administrative burden for businesses in the three Lots of the study includes
this parameter.

Assumption 3 — Timeline

The analysis of the financial impacts (which includes the quantification of the administrative burden for
businesses and of VAT revenues for Member States, as well as of the processing costs for postal
operators and couriers) uses 2015 as baseline.

We decided to use 2015 as the baseline year for this type of analysis as it allowed to use the key
elements on growth and costs deriving from literature and the other lots of the study without making
additional assumptions and manipulations, enhancing thus comparability of the results.

In the main report, the analysis will use 2015 as baseline year, i.e. assuming that all the changes
introduced by each Option are implemented immediately. The same assumption is also taken for the
take-up rate (e.g. of the SEM). This assumption implies that operators (EU and non-EU businesses,
postal operators and couriers, marketplaces, etc.) will be ready to implement the necessary changes
and thus achieve the maximum expected take-up immediately. Of course, in reality the adoption
process will be progressive, and operators will need time (in cases years) to reach the full take-up.
For instance, in the case of the introduction of the SEM for imports (under Option4), private couriers
will be likely to use this system (almost) immediately, while postal operators might need five or more
years for a full take-up which should coincide with the expected timeframe for application of the
measures.

Assumption 4 — Growth rates

In order to ensure a consistent like-for-like comparison of the policy options, it is important to assume
the same growth rates across all scenarios including the status quo. The policy options are then
compared relative to this baseline.

These growth rates capture exogenous trends in the e-Commerce market, including underlying trends
in consumers’ propensity to buy online, the expansion of the cross-border online market due to the
DSM strategy and the growth of international online markets. In keeping with the assumptions agreed
for the Lot 1 analysis, three rates are considered: 6%, 12%, 18%. The same rates of growth are used
for EU and non-EU trade. For simplicity and to reduce the number of scenarios presented in each
chapter of the report, only the medium growth scenario results have been included in the main body
of the report; the additional scenarios are included in an Annex. The Annexes also include a scenario
in which EU cross-border trade and non-EU cross-border trade grow at different rates, due to the
positive impacts of the DSM. Independent forecasts of these growth rates are not available, but for
the purpose of this sensitivity analysis EU cross-border trade is assumed to grow at 15% and non-EU
cross-border trade at 10%.

Since the same underlying growth rates are assumed across the policy options, these rates do not
affect the relative performance of the options. Moreover, they generally do not have a large impact on
the impact of the Option relative to the status quo (that is, the assumed rate of growth does not
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significantly affect the percentage change relative to the status quo, although the absolute difference
will be affected).

Assumption 6 — Volume and value of parcels

In Optionl and in all the other Options covered by the study, we estimated the volume and value of
parcels imported to the EU from thirds countries due to B2C e-Commerce purchases of EU
consumers for the following groups of parcels:

Small value consignments, i.e. parcels below the 10-22 EUR threshold; and
Parcels above the small value consignment threshold and below the Customs threshold, i.e.
parcels between 10-22 EUR and 150 EUR.

Estimation of value and volume of small value consignments

The starting point for such estimation was the volume and corresponding value of small value
consignments (parcels below 10-22 EUR) of 114.85 million in 2013 Such volume was projected to
2015 using the growth rates estimated for the study (i.e. CAGR of 6%, 12% and 16%). The analysis
presented in the main report includes however only the medium growth scenario (i.e. CAGR of 12%).

The corresponding value was estimated using an average value of EUR 20 per parcel, in line with
available literature, and the corresponding (theoretical maximum) VAT revenue estimated applying a
standard VAT rate of 20%.

Different assumptions on compliance were considered under the different policy options covered by
the study.

Estimation of value and volume of parcels between EUR 10-22 and EUR 150

This estimation combined the data on volume of small consignment mentioned above with additional
available literature'® estimating the distribution of parcels according to their value. The first study
estimated that small value consignment represent about 70% of parcels, while the second study
provided additional data on the distribution of parcels by value, showing a peak for parcels of about
EUR 30 of value. The combination of such data allowed us to quantify the share of parcels between
EUR 10-22 and EUR 150 as 30% of the volume of small value consignment in 2013, and thus to
estimate its volume.

Similarly to what explained above, volume was projected to 2015 using the growth rates estimated for
the study (i.e. CAGR of 6%, 12% and 16%). The analysis presented in the main report includes
however only the medium growth scenario (i.e. CAGR of 12%).

The corresponding value of these parcels was estimated by applying an average value of EUR 30 per
parcel (according to a recent study, the most recurrent one by far*), and adding a 30% transport

122 Eyropean Commission (2015), Assessment of the application and impact of the VAT exemption for importation of small
consignments, prepared by EY, accessed at
http://ec.europa.eu/taxation_Customs/resources/documents/common/publications/studies/Ivcr-study.pdf on June 12th 2015
128 Hintsa J., Mohanty S., Tsikolenko V., Ivens B., Leischnig A., Kahari P., Hameri AP., and Cadot (2014), The import VAT and
duty de-minimis in the European Union — Where should they be and what will be the impact?, accessed at
t\zt}%:/éwww.euroexpress.org/upIoads/ELibrary/CDS-Report-JanZOlS-puinshing-final-z.pdf on January 26th 2015.

Ibid.
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costs. The corresponding (theoretical maximum) VAT revenue estimated applying a standard VAT
rate of 20%.

Different assumptions on compliance were considered under the different policy options covered by
the study.

The table below provides an overview of the volume and value of parcels below the Customs
threshold estimated for the study, under the different growth scenarios.

Table 131 - Volume and value of parcels below the Customs threshold

Low growth (CAGR 6%) Medium growth (CAGR High growth (CAGR 18%)
12%)

Volume Value (EUR) Volume Value (EUR) Volume Value (EUR)
Small 129045460 2658336476 144067 840 2967 797 504 159917 140 3294 293084
value
consign
ments
Parcels 38713638 1509831882 43220352 1685593728 47975142 1871030538
between
EUR 10-
22 and
EUR 150
Total 167 759 098 4168 168358 187288192 4653 391 232 207 892 282 5165 323622
parcels
below
EUR 150

Source: Deloitte study

Assumption 7 — Compliance

As part of the analysis of the Status Quo, we provided a conservative estimation of the VAT loss due
to non-compliance on B2C cross-border sales, as calculated under Lot 1 analysis. This estimate is
based on B2C total cross-border online expenditure (estimated by the study in about EUR 96.8
billions, 72% of which was intra-EU), general VAT gap and data provided by two Member States. The
estimate ranges from EUR 2.6 billion (representing 17.9% VAT loss) to EUR 3.8 billion (25.6% VAT
loss), whilst the actual respective EU VAT loss is likely to be closer to the upper end of the estimated
range. In fact, as discussed with the Member States Steering Committee on compliance, the non-
compliance rate on intra-EU distance sales is considered significant. .

With regard to the current level of non-compliance for imports of goods from third countries, an earlier
EU Commission study™ indicated 25% of total VAT foregone due to non-compliance on the import of
goods with value up to 22 EUR. This indication is based on data from 2001 and the rate of non-
compliance has significantly increased since, as was confirmed by our discussions with various
stakeholders and anecdotal examples from public sources.' A report submitted to French senat on

25 Eyropean Commission (2015), Assessment of the application and impact of the VAT exemption for importation of small
consignments, ibid.

126 For example reports from the UK disadvantages businesses. https://petition.parliament.uk/petitions/105270 consulted on
18 December 2015
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VAT collected in Customs and the volume of parcels processed indicate also significantly higher non-
compliance (based on our conservative calculations at least 75%).'* The main types of non-
compliance are undervaluation (as below exemption threshold or just lower than actual value) and
mis-declaration (as non-commercial parcel).

Therefore, an overall non-compliance rate of 50% of VAT foregone was used on B2C cross-border
sales (both intra-EU and import).

Applying this non-compliance rate to the volume of imports of e-Commerce goods leads to an
estimated VAT foregone due to non-compliance of approximately EUR 569 million below the
threshold of EUR 10-22 and of approximately EUR 2 143 million on imports with value between 10-22
and 150 EUR.

While we acknowledge that this estimate might be quite conservative, in the light of qualitative
information provided by Member States to the Commission, which has been taken into account in the
analysis of the other options. Unfortunately, the mock purchases exercise carried out as part of Lot 1
proved inconclusive for the purpose of supporting estimates of the non-compliance rates for imports
below the Customs threshold of EUR 150.

Assumption 8 — MOSS running costs for Member States

As part of the analysis of the Status Quo, we did not report the costs sustained by Member States to
develop and set-up the current national MOSS portals, nor the maintenance costs provided by the
Member States interviewed.

These information were provided as part of the analysis of the current implementation of the MOSS
under Lot 3. The total average cost per Member State was calculated of EUR 2.4 million.

As mentioned in the report for Lot 3, these are only average costs, as we registered vary large
variations across Member States, due to a humber of factors, such as the choice between the use of
outsourcing or in-house development. Some Member States noted also that they used the opportunity
to carry out more general system updates and changes, they found it therefore difficult to separate the
cost of changes relating specifically to 2015 changes and MOSS.

Member States commented also on the maintenance costs, overall considering them lower
(sometimes notably lower) than the development and setting-up costs. Maintenance costs are
estimated to about EUR 250 000 per year (on average), ranging from EUR 7 400 to EUR 1 366 103.

These costs are also relevant for the assessment of options 4, 5 and 6. The SEM is intended to be
built on the MOSS system, therefore the costs for the set-up and the maintenance of the MOSS be
considered very similar to the implementation and maintenance of the SEM.

27 sénat Commission des finances (2015), Le E-Commerce: proposition pur une TVA payée a la source.

consulted on 18 December 2015
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Assumption 9 — Processing costs for couriers and postal operators

As part of the analysis of Option1, we provided estimates of the processing costs for postal operators
and couriers for parcels below the EUR 10-22 threshold. The costs for postal operators and couriers
were considered for the study because under the current import clearance rules these operators are
responsible for clearance procedures, and therefore they suffer the burden of

The estimates detailed the processing costs for couriers to process parcels below the EUR 10-22
threshold and between the EUR 10-22 threshold and the EUR 150 threshold.

Processing costs were estimated starting from the costs for couriers and postal operators estimated
by the 2015 study on the small consignment exemption'®. While this values refer to 2013, we did not
consider necessary to correct for inflation, as given the economic crisis, figures are considered still
quite accurate.

As agreed during the Steering Committee meeting, we should differentiate the costs for postal
operators and couriers for parcels in the small consignment exemption, as the current Customs
procedures for postal operators are simpler than those for couriers.

For parcels below the EUR 10-22 threshold the following values we suggest using the following
figures:

Processing costs of EUR 2.34 per parcel for couriers (consistently with the 2015 study on
small consignment exemption'®);
Processing costs of EUR 2 per parcel for postal operators, subject to expert assessment.

For parcels above the EUR 10-22 threshold and below the Customs threshold of EUR 150, the
following values we suggest using the following figures:

Processing costs of EUR 8.96 per parcel for both couriers and postal operators subject to
expert assessment.

Based on the assumptions above on processing costs, and on the estimated distribution of small
value consignments between private couriers (estimated to treat 72% of small value consignments)
and postal operators (estimated to treat 28% of small value consignments)'®, the following overall
processing costs are estimated in 2015.

The corresponding values were estimated as follows. For the value of parcels below the EUR 10-22
threshold, we used an average value of EUR 20 plus 30% of transports costs, consistently with the
2015 study on small value consignments™. For the value of parcels between EUR 10-22 and EUR
150, the value was estimated by applying an average value of EUR 30 per parcel (according to a
recent study, the most recurrent one by far**?), and adding a 30% transport costs.

128 European Commission (2015), Assessment of the application and impact of the VAT exemption for importation of small

consignments, prepared by EY, accessed at

Etgp://ec.europa.eu/taxation_Customs/resources/documents/common/publications/studies/lvcr-study.pdf on June 12th 2015.
Ibid.

39 pid,

1 bid.

%2 Hintsa J., Mohanty S., Tsikolenko V., Ivens B., Leischnig A., K&hari P., Hameri AP., and Cadot (2014), The import VAT and

duty de-minimis in the European Union — Where should they be and what will be the impact?, accessed at

http://lwww.euroexpress.org/uploads/ELibrary/CDS-Report-Jan2015-publishing-final-2.pdf on January 26th 2015.
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Table 132 - Overview of processing costs for parcels below EUR 150 (Status Quo)

Volume Value (EUR) Processing costs (EUR)
Parcels below EUR 10-22 144 067 840 3 145 865 354 301 850 938
Parcels between 10-22 EUR and 43 220 352 1685593 728 387 254 354
150 EUR
Total parcels below EUR 150 187 288 192 4 831 459 082 689 105 292

Source: Deloitte study

Option 2 — Removal of the distance sales threshold and the
small consignment exemption (no simplification)

Assumption 10 — Member States’ VAT revenues from imports

As part of the analysis of the impacts of Option2, we provided estimates of the impact of the removal
of the small consignment exemption on Member States’ VAT revenues. As agreed during the Steering
Committee Meeting, the analysis should include the impacts on parcels below the small consignment
exemption (i.e. the EUR 10-22 threshold), the impacts on parcels between the above the small
consignment exemption and below the Customs threshold (i.e. between the EUR 10-22 and the EUR
150 thresholds), and the aggregated view of the parcels below the Customs threshold.

The table below presents the aggregated results. The different elements and related assumptions are
explained afterwards.

Table 133 - Impact of Option2 on VAT revenues from imports (below EUR 150 threshold)

Value (EUR) VAT loss (EUR) VAT revenu (EUR)

(65% non- (35% compliance)
compliance)
604 940 860

Medium growth (CAGR
of 12%)

187 288 192 4653 391 232 325 737 386

We present the three elements in the sub-section below.

Below the EUR 10-22 threshold

As part of the analysis of the impacts of Option2, we provided estimates of the volume and value of
parcels below the EUR 10-22 threshold and between the EUR 10-22 (see Table 132).

To the corresponding values of parcels, we applied an average VAT rate of 20%.

A non-compliance rate of 65% (i.e. a compliance rate of 35%) was assumed, taking into account the
larger amount parcels to be processed under this Option with respect to the status quo (where 50%
non-compliance was used). We asked a limited humber of Member States to provide their inputs on
such estimates.
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Between the EUR 10-22 threshold and EUR 150

As part of the analysis of the impacts of Option2, we provided estimates of the volume and value of
parcels between the EUR 10-22 and EUR 150 threshold (see Table 132).

To the corresponding values of parcels, we applied an average VAT rate of 20%.

A non-compliance rate of 65% (i.e. a compliance rate of 35%) was assumed, taking into account the
larger amount parcels to be processed under this Option with respect to the status quo (where 50%
non-compliance was used). We asked a limited number of Member States to provide their inputs on
such estimates.

Assumption 11 — Processing costs for couriers and postal operators

As part of the analysis of Option2, we provided estimates of the processing costs for postal operators
and couriers for parcels below the EUR 10-22 threshold and between the EUR 10-22 threshold and
the EUR 150 threshold.

As under Option2 the small value consignment exemption is removed, all parcels below the EUR 150
Customs threshold will be processed under the same procedures. Therefore, couriers and postal
operators will be likely to incur in the same costs, which are likely to be the same for parcels between
the value of EUR 10-22 and EUR 150 under the Status Quo. We therefore applied the processing
costs of EUR 8.96 per parcel.

The same costs were applied for Option3, as it does not modify the framework for imports.
Assumption 12 — Impact on prices of non-EU imports

The removal of the small consignments exemption means that a higher proportion of online imports
from outside the EU will become subject to VAT, which may be reflected in the prices facing
consumers. The extent to which this impact affects prices is uncertain and will depend on a number of
factors including the level of compliance and the extent to which the VAT change is passed on to
consumers.

The impact of the removal of the small consignments exemption on the average price level of non-EU
imports is calculated as follows:

Impact on average price = Share of parcels affected x level of compliance x pass-through rate x VAT
rate

The following assumptions are made for this calculation:

Share of parcels affected: In keeping with the assumptions made in connection to VAT
revenues, it is assumed that 60% of parcels currently fall below the small consignments
threshold of either EUR 10 or EUR 22; i.e., the change in policy would apply to 60% of
parcels;

Level of compliance: The same compliance rate of 35% is also assumed,;

Pass-through: This determines the fraction of the VAT increase that is reflected in prices; a
pass-through rate of 100% is assumed

Average VAT rate: the average EU VAT rate of 22% is assumed, as discussed above.

The resulting impacts on price is estimated to be 4.6%.
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The same assumptions are made for Option3.

Assumption 13 — Member States’ VAT revenues from imports

As part of the analysis of the impacts of Option3, we provided estimates of the impact of the removal
of the small consignment exemption on Member States’ VAT revenues. As agreed during the Steering
Committee Meeting, the analysis should include the impacts on parcels below the small consignment
exemption (i.e. the EUR 10-22 threshold), the impacts on parcels between the above the small
consignment exemption and below the Customs threshold (i.e. between the EUR 10-22 and the EUR
150 thresholds), and the aggregated view of the parcels below the Customs threshold.

As Option3 does not modify the framework for imports as set up by Option2, the same assumptions
and estimates presented for Option2 are valid for Option3 as well.

Assumption 14 — Number of businesses impacted

The estimated impacts of the introduction of the common VAT threshold on businesses were based
on the analysis and assumptions on the size and number of businesses engaged in cross-border e-
Commerce, as well as on the estimated share of their revenues deriving from cross-border e-
Commerce (see assumption 1).

The estimates provided in table 4 allowed us to quantify the number and size of businesses falling
below the two threshold, and thus the related impacts on the volume of e-Commerce under this
option. As explained under assumption 1, the micro-businesses represent the majority of businesses,
but only a very limited share of the total e-Commerce turnover. The introduction of such thresholds
will thus impact directly mostly micro-businesses, which derive very limited turnover from cross-border
e-Commerce. For instance, as mentioned before, about 420 000 micro-businesses, or about 97% of
all micro-businesses, have cross-border e-Commerce revenues of less than EUR 10 000.

The table below provides an overview of the number and size of businesses estimated to be below
the thresholds, and of the corresponding cross-border e-Commerce volume.

Table 134 - Overview of businesses below the threshold (Option3)

Number of businesses (% of businesses) (% of cross-border e-
Commerce volume)

Micro-businesses below 398 200 71.4% 3.7%

the common VAT

threshold (EUR 5000)

Micro-businesses below 429171 76.9% 3.9%

the common VAT

threshold (EUR 5000)

Source: Deloitte study

266 |Page



Additional assumptions on processing costs for couriers and postal operators and on impacts on
prices of non-EU imports were not modified with respect to Option2.

Option 4 — Option 3 plus Single Electronic Mechanism
applying to intra-EU supplies of goods and services and to
the import of all goods under the Customs threshold of EUR
150

Assumption 15 - Take-up of the SEM

As part of the analysis of the impacts of Option4, we provided estimates of the impact of the
introduction of the SEM on both intra-EU sales and on imports from third countries, using a number of
assumptions on the take-up or adoption rate of the SEM. These assumptions were different for intra-
EU sales and imports from third countries. We detail the assumptions and their main implications for
intra-EU sales and imports from their countries in the sub-sections below.

Intra-EU sales

Under Option4, the same common VAT threshold (set at EUR 5 000 and EUR 10 000) applies.
Therefore, we made different assumptions on the adoption rate of the SEM by businesses for the
following categories:

Businesses below the common VAT threshold (EUR 5 000 and EUR 10 000);
Businesses above the common VAT threshold and in the SEM;
Businesses above the common VAT threshold and outside the SEM.

Following the Steering Committee meeting, we have revised our estimates, slightly increasing the
adoption rate of the SEM among businesses. The key assumptions are presented below.

The table below provides an overview of the estimated take-up of the SEM among EU businesses
under Option4.

Table 135 - Estimated take-up of SEM among EU businesses

Businesses below the Businesses above the Businesses above the
common VAT threshold common VAT threshold common VAT threshold

(EUR 5000 — 10 000) and in the SEM (EUR and outside the SEM
5000 — 10 000)
Micro businesses 398 200-429 171 13 273-44 244 -
Small businesses 65 373 16 343
Medium businesses 17 216 71378
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Businesses below the Businesses above the Businesses above the
common VAT threshold common VAT threshold common VAT threshold

(EUR 5000 — 10 000) and in the SEM (EUR and outside the SEM
5000 — 10 000)

Large businesses 5492 3662
Total number of 101 355-132 326 27 383
businesses
(% of businesses) 71.4%-76.9% 23.7% - 18.2% 4.9%
(% of cross-border e- 3.7%-3.9% 66.6% - 62.3% 33.7%
Commerce volume)

The estimates above take into account that in many cases businesses above the threshold will be in
both categories (i.e. in and outside of the SEM). For instance, large businesses are likely to have
hubs in some other Member States (with related VAT registrations), while might decide to use the
SEM for the remaining Member States. These considerations are at the basis of our assumptions that
only 60% of large businesses engaged in cross-border are likely to use the SEM. Information
gathered so far from interviews with businesses and representative organisations, as well as our
results on the reduction of administrative burden point to the take-up rate estimated.

Businesses below the common VAT threshold (EUR 5 000 and EUR 10 000)

Businesses with cross-border sales below the common VAT threshold are either exempt from VAT or
report these sales are domestic ones, therefore they are likely to be not using the SEM. The take-up
rate for this group was thus estimated as 0%.

Depending on the value set for the common VAT threshold (EUR 5 000 or EUR 10 000), the number
of businesses estimated to be below the threshold is of 398 200 and 428 171, respectively. These
figures represent 71.4% and 76.9% of the total number of businesses estimated to be engaged in
B2C cross-border e-Commerce, and 90% and 97% of micro-businesses active in cross-border e-
Commerce respectively.

When considering the corresponding volume of cross-border e-Commerce, it has to be noticed that
while this group of businesses is the most numerous, it also represents a limited share of the volume
(and value) of intra-EU B2C cross-border e-Commerce. According to available statistics™**, micro-
businesses represent only 4.1% of the total e-Commerce revenues. Therefore, the businesses below
common VAT threshold and outside the SEM only represent 3.7% and 3.9% of the total volume of
cross-border e-Commerce.

Businesses above the common VAT threshold and in the SEM

The group of businesses with cross-border sales above the common VAT threshold and using the
SEM is estimated to be composed by those micro-businesses above the common VAT threshold, and
by a share of small, medium and large businesses. The adoption rate by size of enterprise is thus
estimated to be 10% or 3% among micro-businesses (depending on whether the common VAT

133 See section 2, General assumptions
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threshold is set at EUR 5 000 or EUR 10 000), 80% among small businesses, 70% among medium-
sized businesses and 65% among large businesses.

In terms of number of businesses, those estimated to be above the common VAT threshold and in
the SEM are 13 273 or 44 244micro-businesses (depending on whether the common VAT threshold is
set at EUR 5000 or 10 000), 65 373 small businesses, 17 216 medium-sized businesses, and 5 492
large businesses, which together represent about 23.7% and 18.2% of the total number of businesses
engaged in cross-border e-Commerce respectively.

With regard to the volume of cross-border e-Commerce, the share of cross-border e-Commerce
estimated to be processed via the SEM represents 66.6% or 62.3% of the total cross-border e-
Commerce spend as estimated under Lot 1 (depending on whether the common VAT threshold is set
at EUR 5 000 or EUR 10 000).

The adoption rate is estimated to be lower among large businesses as they are more likely to be VAT-
registered in a large number of Member States already, and therefore less likely to switch to the new
system (although, this may depend on the business model of a large business, e.g. largely online-
business would not be widely established and may still benefit). Also, these are cross-sector
estimates, as we did not assume different adoption rates among businesses active is different sectors
of economic activities. While we acknowledge that businesses active in some sectors might be more
reluctant to adopt the SEM (for instance, those trading clothing and accessories, which have return
rates of about 50%), we do not have sufficient data to perform an analysis by sector of economic
activity.

Also, it is also likely that the adoption rate will increase over time. However, we do not have reliable
sources to provide an estimate of the adoption path of the SEM over time.

Businesses above the common VAT threshold and outside the SEM

The group of businesses with cross-border sales above the common VAT threshold and using the
SEM is estimated to be composed by those businesses not included in any of the previous two
categories. Therefore, the share of businesses above the common VAT threshold and outside the
SEM is estimated to be composed by 20% of small businesses, 30% among medium-sized
businesses and 35% of large businesses. We assumed that no micro-business would decide to
comply with the VAT-related obligations for cross-border sales outside of the SEM, as the related
costs are likely to overcome their revenues from cross-border e-Commerce sales.

In terms of number of businesses, those estimated to be above the common VAT threshold and
outside the SEM are estimated to be 16 343 small businesses, 7 378 medium-sized businesses, and
3662 large businesses, which together represent about 4.8% of the total number of businesses
engaged in cross-border e-Commerce.

With regard to the volume of cross-border e-Commerce, the share of cross-border e-Commerce
estimated to be stay outside of the SEM represents about 33.7% of the total cross-border e-
Commerce spend as estimated under Lot 1.

Imports from third countries

With regard to the use of the SEM by businesses, postal operators, couriers and marketplaces
(alternatives i and ii) for imports of goods below the value of the Customs threshold of EUR 150, we
used the assumption that about 75% of the imports of such goods (in volume) will be processed via
the SEM. This assumption was elaborated taking into account the current use of the MOSS (70% of
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the volume of transactions is processed via the MOSS), as well as differentiated take-up rates by
postal operators and couriers. Details are provided below:

Private couriers process already about 70% of parcels, and they are to a large extent ready to
implement the changes required by the SEM; a take-up rate of 85% was used for this group;

Postal operators process currently about 30% of parcels, and they are likely to have more
issues than private couriers to operate via the SEM; a take-up rate of 50% was used for this
group since still sellers may choose to register and use SEM and send goods via post.

We also analysed different scenarios, considering a higher and lower use of the SEM for imports
(85% and 60% of volume of imports via the SEM respectively), as a sensitivity analysis.

Therefore, the share of imports of goods with a value lower than the Customs threshold of EUR 150
estimated to be processed outside of the SEM, but with the simplified Customs procedure (alternative
iii) is estimated to be of about 25 % (ranging from 15% to 40% in the sensitivity analysis).

As mentioned earlier, we use the assumption of immediate full take-up for the analysis.

Assumption 16 — Processing costs for couriers and postal operators

As part of the analysis of Option4, we provided estimates of the processing costs for postal operators
and couriers for parcels below the Customs threshold of EUR 150. The estimates detailed the
processing costs for couriers and postal operators to process parcels below the EUR 150 threshold
using the SEM and not using it.

As agreed during the Steering Committee meeting, we should differentiate the costs for postal
operators and couriers to process parcels using and not using the SEM.

For parcels below the EUR 150 Customs threshold processed under the SEM, we assume a cost per
parcel 30% lower than the one estimated in 2013, i.e. EUR 1.6. This cost is lower than the current
cost for processing low value consignment (estimated at EUR 2.34), as under the SEM arrangements,
those parcels will benefit from a fast-track at Customs as well as a simplified VAT compliance (moving
from transactional basis to turnover basis), reducing thus the time and costs related to their
processing.

For parcels below the EUR 150 Customs threshold processed outside the SEM we assume a cost per
parcel of EUR 6.3, subject to expert assessment. This value was estimated as a 30% reduction of the
cost estimated in 2013, taking into account that under Option4 such parcels will still need to be
declared at Customs (even is via a simplified procedures) and VAT paid. We also analysed different
scenarios, considering 20% higher and 20% lower processing costs (EUR 7.56 and EUR 5.04
respectively), as a sensitivity analysis.

We applied the same assumptions and estimates to the analysis of options 5 and 6.

The table below provides an overview of the processing costs of parcels below the Customs threshold
of EUR 150 under Option4, calculated using the assumptions on the adoption rate of the SEM for
imports of goods presented in the previous sub-section.

Table 136 -Processing costs of parcels below the Customs threshold of EUR 150 under Option4.

Volume Value Processing costs
Inside SEM 140 840 720 3499 350 206 230 697 100
Outside SEM 46 447 472 1154 041 026 292 619 071
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Total 187 288 192 4 653 391 232 517 964 224

The total estimated corresponds to a reduction of about 24% with respect to the costs calculated
under Optionl (status quo). This estimate only relates to imports. It is likely that this estimated is
somehow conservative, as current procedures are quite different across Member States and
operators, ranging from clearance at each transaction to periodical VAT compliance. However, it was
not possible to have this detailed level of analysis.

Assumption 17 — Member States’ VAT revenues from imports and Intra-
EU Trade

As part of the analysis of the impacts of Option4, we provided estimates of the impact of the
introduction of the SEM on Member States’ VAT revenues. As agreed during the Steering Committee
Meeting, the analysis should include the impacts on Member States’ VAT revenues from both intra-
EU trade and imports of goods from third countries, and include specific scenarios on compliance.

The impacts of the introduction of the SEM on Member States’ VAT revenues from intra-EU trade and
imports is presented in the sub-section below.

It has to be noticed that we do not present here the analysis of the collection fee for Member States
(set at 0, 10%, 20% and 30% for the purposes of the study).

The key parameter to assess the impact of Option4 on Member States’ VAT revenues from imports is
the compliance rates under the SEM, and the compliance outside of the SEM. Compliance under the
SEM is expected to be higher than in the Status Quo (as the legislative framework and the related 10s
are simpler), while the compliance rate outside the SEM is expected to be lower than with the SEM.
For the purpose of our analysis, and after the discussion with the Steering Committee, we have made
a set of different assumptions about compliance for intra-EU trade and for imports.

With regard to the intra-EU trade, we assume different compliance rates for businesses below the
common VAT threshold, for businesses above the common VAT threshold and in the SEM, and finally
for businesses above the common VAT threshold and outside the SEM. The compliance rates are
estimated as follows, subject to expert assessment:

Below the common VAT threshold (applying either domestic rules or exemption): same as
current domestic compliance, to be assessed using current studies of VAT gaps;

Above the common VAT threshold and in SEM: about 95% compliance rate, which is higher
than the currently estimated 35%;

Above the common VAT threshold and outside SEM: 90% compliance rate, same estimate as
under the Status Quo. As the legislative framework is likely to be simpler, it is also possible to
assume a slightly higher compliance rate. These ranges will be validated by expert
assessment.

The table below provides an overview of the VAT revenues from imports under Option4

Table 137 - VAT revenues from intra-EU trade under Option4

EUR 5 000 threshold EUR 10 000 threshold

VAT revenues below the

threshold (EUR) 360 198 679 388 214 031
VAT loss above the

threshold (EUR) 634 459 006 937 325 797
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VAT exemption (EUR) 360 198 679 388 214 031

Total VAT (domestic

rules) (EUR) 9127 012 994 8 824 146 203

Total VAT (exemption) 8 766 814 316 8 435 932 172

(EUR)

Compliance Non-compliance rate 5% (SEM) -  Non-compliance rate 5% (SEM) -
10% (non SEM) 10% (non SEM)

With regard to the imports of goods from third countries, we assume different compliance rates
transactions processed via the SEM and those processed outside the SEM (with simplified Customs
procedures foreseen under alternative iii). Compliance is likely to be higher for those transactions
processed under the SEM. The compliance rates are estimated as follows, subject to expert
assessment:

Transactions processed under the SEM: about 95% compliance rate, same as for intra-EU
transactions processed via the SEM;

Transactions processed outside the SEM: about 40% compliance rate, same as for intra-EU
transactions processed outside of the SEM.

The table below provides an overview of the VAT revenues from imports under Option4

Table 138 - VAT revenues from imports under Option4

Volume Value (EUR) VAT loss (EUR) VAT revenue (EUR)
Within SEM 140 840 720 3499 350 206 34 993 502 664 876 539
Outside SEM 46 447 472 1154 041 025 138 484 923 92 323 282
total 187 288 192 4653 391 232, 173 478 425 757 199 821

As mentioned earlier, we use the assumption of immediate full take-up for the analysis.

Assumption 18 — Impact on prices of non-EU imports

This is calculated in the same way as for Option 2, taking into account the fact that the introduction of
the SEM is expected to increase compliance among those businesses registered.

Consistent with the assumptions made regarding take-up of the SEM by non-EU businesses it is
assumed that 75% of non-EU imports will come through the SEM, and that compliance among
businesses using the SEM will increase to 95%. Assuming that compliance among non-SEM users
increases to 40% (as reduced volumes make it easier for authorities to monitor compliance) the
average compliance rate will increase to 83%.

Using the same methodology described for Assumption 10 implies an impact on price of 5.5%, 8.2%,
10.9%. Each of these scenarios was tested in the model.

Option 5 and Option 6 should also have a quantitative assessment of their impacts, both on
businesses and on Member States.
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Out of the policy options included in the study, Option5 is likely to have the highest reduction in the
administrative burden for businesses, as they will have to comply only with one set of rules. In fact,
being subject to domestic legislation and controls should reduce the costs businesses incur to comply
with VAT legislation on issues such as invoicing and audit, but also on the requirements of storage of
invoicing, for instance.

We used the following approach to quantify the reduction in administrative burden brought by
Option5:

We first identified the key costs impacted and consequently the 10s that may be affected,;
Based on the contribution of the 10s affected to the total administrative costs, we identified a
range within which the final estimated may fall;

We validated the assumptions on the final costs ranges with expert assessment, with the final
assumptions and key results to be discussed and validated before finalisation.

Assumption 19 — Impact on relevant IOs

As a first assessment, this Option reduces the one-off costs businesses are likely to incur to adapt
their IT systems (including websites and ERP systems), as they will be subject to domestic obligations
only. Therefore, they only major changes they will have to incorporate will consist in the inclusion (and
automatic application) of the correct VAT rate of the Member States of Consumption for each
transaction. Similarly, the maintenance costs and the costs incurred to monitor relevant changes in
the legislation are likely to be lower than under Option4.

From the analysis of the burden of the MOSS on businesses carried out under Lot 3, we know that
VAT returns are by far the most burdensome obligation, representing about 98% of the total
compliance costs. Specific characteristics of the current MOSS system contribute to these costs, such
as the rules for currency conversion, the rules on record-keeping, invoicing and for inputting
corrections in VAT declarations. If we assume that the new rules for the SEM will modify and simplify
the current MOSS, we can assume a reduction in the administrative costs for businesses in the
corresponding 10s.

Consequently, the key changes for the assessment of the administrative burden under Option5
concern 106b (submission of SEM returns) and 108b (payment of SEM VAT returns), which are likely
to be the most impacted by the change in rules (corrections becoming simpler).

The simplification in audit procedures is likely to have a major impact on businesses. Unfortunately,
there are no data at this stage to assess the impact of such changes on the costs of audits for
businesses.

Therefore, we used the following assumptions for Option5:

A reduction of 50% of the time needed for businesses to prepare the data and submit their
VAT returns (both in-house and outsourced), (I06b); and

A reduction of 40% of the outsourcing costs (I06b);

A very large share of businesses of businesses in the SEM will have to make corrections;

A reduction of the time necessary for payment from 7 to 5 minutes for each payment (108b).
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Assumption 20 — Take-up of the SEM

Similar to what explained under assumption 14 for Option4 we made different assumptions on the
adoption rate of the SEM by businesses for the following categories:

Businesses below the common VAT threshold (EUR 5 000 and EUR 10 000);
Businesses above the common VAT threshold and in the SEM;
Businesses above the common VAT threshold and outside the SEM.

The table below provides an overview of the estimated take-up of the SEM among EU businesses
under Option5.

Simpler rules will generate an increase in the take-up of the SEM by EU businesses engaged in
cross-border e-Commerce, representing about 73% of the volume of cross-border e-Commerce (with
respect to 63% under Option4).

Table 139 - Estimated take-up of SEM among EU businesses (Option5)

Businesses below the Businesses above the Businesses above the
common VAT threshold common VAT threshold common VAT threshold

(EUR 5000 — 10 000) and in the SEM (EUR and outside the SEM
5000 — 10 000)

Micro businesses 398 200 -429 171 44 244 -13 273
Small businesses 77 630 4 086
Medium businesses 20 905 3689
Large businesses 6 408 2746
Total number of 398 200 -429 171 149 189 -118 218 10521
businesses
(% of businesses) 71.4%-76.9% 25.6%-20.1% 1.9%
(% of cross-border e- 2.9%-3.2% 73.2%-73.9% 22.4%
Commerce volume)

We did not consider that the provisions under Option5 will lead to any notable change in the volume
of imports processed via the SEM with respect to Option4.

Option 6 — Option 4 plus fully harmonised rules for the SEM,
subject to applying the rates/exemption of the Member State
of Consumption

As discussed with during the Steering Committee meeting, Option 5 and Option 6 should also have a
guantitative assessment of their impacts, both on businesses and on Member States.

Similarly to Option 5, Option 6 should lead to a reduction of the administrative costs for businesses,
as being subject to domestic legislation and controls should reduce the costs businesses incur to
comply with VAT legislation on issues such as invoicing and audit, but also on the requirements of
storage of invoicing, for instance. However, such reduction in the administrative costs is likely to be
lower than under Option4, but higher than under Option5 (as businesses are subject to two sets of
rules instead of up to 28).
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Assumption 21 — Impact on relevant IOs

As for Option 5, key changes for the assessment of the administrative burden under Option5 concern
I06b (submission of SEM returns) and 108b (payment of SEM VAT returns), which are likely to be the
most impacted by the change in rules (corrections becoming simpler).

The simplification in audit procedures is likely to have a major impact on businesses. Unfortunately,
there are no data at this stage to assess the impact of such changes on the costs of audits for
businesses.

Therefore, we used the following assumptions for Option5:

A reduction of 30% of the time needed for businesses to prepare the data and submit their
VAT returns (both in-house and outsourced), (I06b); and

A reduction of 20% of the outsourcing costs (I06b);

A very large share of businesses of businesses in the SEM will have to make corrections;

A reduction of the time necessary for payment from 7 to 6 minutes for each payment (I08b).

Assumption 22 — Take-up of the SEM

Similar to what explained under assumption 14 for Option4 we made different assumptions on the
adoption rate of the SEM by businesses for the following categories:

Businesses below the common VAT threshold (EUR 5 000 and EUR 10 000);
Businesses above the common VAT threshold and in the SEM;
Businesses above the common VAT threshold and outside the SEM.

The table below provides an overview of the estimated take-up of the SEM among EU businesses
under Option6.

Simpler rules will generate an increase in the take-up of the SEM by EU businesses engaged in
cross-border e-Commerce, representing about 73% of the volume of cross-border e-Commerce (with
respect to 63% under Option4).

Table 140 - Estimated take-up of SEM among EU businesses (Option5)

Businesses below the Businesses above the Businesses above the
common VAT threshold common VAT threshold common VAT threshold

(EUR 5000 — 10 000) and in the SEM (EUR and outside the SEM
5000 — 10 000)

Micro businesses 398 200 -429 171 44 244-13 273

Small businesses 73 544 8172

Medium businesses 19 183 5411

Large businesses 5950 2 289

Total number of 398 200 -429 171 149 189 -118 218 15871
businesses

(% of businesses) 71.4%-76.9% 25.6%-20.1% 1.9%

(% of cross-border e- 2.9%-3.2% 73.2%-73.9% 23.2%
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Businesses below the Businesses above the Businesses above the
common VAT threshold common VAT threshold common VAT threshold

(EUR 5000 — 10 000) and in the SEM (EUR and outside the SEM
5000 — 10 000)

Commerce volume)

We did not consider that the provisions under Option5 will lead to any notable change in the volume
of imports processed via the SEM with respect to Option4.

Simpler rules will generate an increase in the take-up of the SEM by EU businesses engaged in
cross-border e-Commerce, representing about 73% of the volume of cross-border e-Commerce (with
respect to 63% under Option4, but slightly lower than under Option5.

We did not consider that the provisions under Option5 will lead to any notable change in the volume
of imports processed via the SEM with respect to Option4.
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Annex 5: Standard Cost Model

This annex describes the approach and data strategy of the Standard Costs Model for the
specific objectives and scope of Lot of the assignment.

The quantification of the burden for European and non-European businesses (as well as for national
postal operators and couriers) is an important component of the study. In keeping with the European
Commission’s Guidelines and Terms of Reference, this study uses the Standard Costs Model (SCM)
methodology.

The SCM was developed by the Dutch ministry of Finance and is used to measure the administrative
burden imposed on businesses and/or citizens through the need to comply with regulation. The SCM
identifies Information Obligations (10s), or tasks associated with regulation which require the delivery
of information to public authorities or third parties. The 10s can be further subdivided into Data
Requirements (DRs). The SCM provides a simplified and consistent method to measure the impact of
regulation. It is used across several Member States and is part of the EU’s tool kit for assessing
administrative costs imposed by EU legislation™.

Standard Cost Model:

Administrative burden = Time*Price*Quantity (amount x frequency)
Time: The time spent by the citizen or the employee in the enterprises to comply with an 10

Price: The standard cost to apply to the time spent according to the level of the employee who
performs the 10 (Information Obligation).

Quantity: The number of IOs to perform per year and their frequency (e.g. monthly, yearly)

Summary of the SCM approach

The SCM first identifies the Information Obligations (IOs) resulting from the EU VAT legislation a
‘typical’ EU business (defined by the European Commission as ideal type and normally efficient'®)

134

. See Impact Assessment Guidelines, annex 10: Assessing administrative costs imposed by EU legislation, p.46

See the European Commission’s SCM guidelines at http://ec.europa.eu/smart-regulation/guidelines/tool_53_en.htm
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engaged in cross-border e-Commerce has to comply with. It then estimates the costs related to these
I0s. Figure 16 below outlines the steps in the analysis.

Figure 16: Process for measuring the administrative burden

Analysis of |dentificati Validation by Collection of A ti Expert Administrative
the VAT Chtncation the time and cost ggregation Xpel burden
. . of thel0s e ) of the results assessment .
Directive Commission in 8 MS calculation

The VAT Directive (2006/112/EC Directive) was consulted to identify the I0s businesses
engaged in cross-border B2C e-Commerce must comply with. A list was compiled and
validated by the European Commission. The list is presented in detail in the following section.
Interviews were conducted with businesses across twelve Member States. A total of 51
businesses were interviewed, including large, medium and small, as well as micro
businesses, engaged in cross-border B2C e-Commerce across a variety of retail sectors
(including TBE services. Businesses were asked how much time they spend on each 10s and
whether there were additional costs incurred (for example outsourcing costs.

The results from the interviews were aggregated to represent a “typical” EU company.

Results were critically assessed by Deloitte VAT experts who have worked across multiple
EU markets. These experts reviewed the information provided and the extent to which the
businesses sampled could be regarded as representative. These experts also provided input
into the assumptions used in the calculations, including the frequency of VAT obligations
(based on the requirements across Member States), the number of states in which firms are
registered and the typical costs associated with outsourcing these obligations.

The burden of a ‘typical’ business engaged in cross-border B2C e-Commerce was estimated.

Data and assumptions

Data for the exercise came from a variety of sources:

Real data from business interviews;

Commission’s official guidelines and standardised data (for hourly costs);
Expert assessments;

Third party sources.

Data from interviews

Data on I0s came from interviews with real businesses engaged in cross-border B2C e-Commerce in
twelve Member States, carried out as part of the activities of Lot 1 and Lot 3. These Member States
were selected among the members of the Fiscalis group on compliance that agreed to participate an
in cooperation with the Commission. Businesses were identified and contacted using a variety of
channels, such as the Deloitte network, business representative organisations (both at EU and
national level), and chambers of commerce. The following countries and enterprises were included:

Austria: 1 business;
Belgium: 3 businesses;
Denmark: 8 businesses;
France: 3 businesses;
Germany: 3 businesses;
Hungary: 2 businesses;
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Ireland: 7 businesses;

Italy: 5 businesses;

Luxembourg: 4 businesses;
Poland:

Sweden: 2 businesses;

United Kingdom: 13 businesses.
Non-EU businesses: 3 businesses

The sample included micro (4), small (2), medium (4) and large (13) businesses, active in 7 business
sectors (with clothing and accessories being the most frequent).

It should be noted that the sample cannot be considered statistically representative of the variety of
businesses engaged in B2C cross-border e-Commerce, nor statistical representativeness is
requested by the SCM methodology.

Secondary sources

Data on hourly earnings is provided by Eurostat***. Specifically, hourly rates for the category ISCO 2,
i.e. for management accounts, were used, as they make up the personnel responsible for VAT -related
procedures in businesses. Management accountants are classified under the code 2411 in the
International Standard Classification of Occupations elaborated by the ILO.

Data on the number of businesses engaged in cross-border B2C e-Commerce was obtained from
Eurostat and Enterprise and Industry 2013 SBA Fact Sheets.

Information Obligations (I0s) used for the analysis

The table below provides the overview of the 10s used in the SCM. The relevant IOs were identified
through the current literature and interviews with Deloitte’s tax practitioners. In addition, the list of 10s
was checked by both national tax and Customs authorities and the businesses interviewed. The table
also indicates which I0s were relevant for each of the Options covered by the assessment.

Table 141- Information Obligations used in the Standard Cost Model for each of the Policy Options

IO# | Type of | Description Comments/notes
obligation

101 VAT IO1 consists of the one-off registration for VAT
registration purposes in another Member State than the

Member State where the business is established.
This includes all tasks necessary to complete the
registration such as communication with the
relevant authorities and the provision of evidence of
taxable activities. By contrast, the waiting time is
not included in the calculation.

102 Identification I02 consists of the identification for each | Part of the ‘business as usual’
of  customer | transaction of the status of the customer, i.e. | operations — no specific costs
status — B2B | whether the customer is a business or a consumer. | attached

1% See: http://ec.europa.eu/eurostat/web/products-datasets/-/earn_ses_hourly . The most recent figures date back to 2010, but
given the economic crisis, figures are considered still quite accurate by the Commission’s services consulted on the topic.
Updated hourly earnings should be elaborated by Eurostat by the end of 2015,
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Type of

obligation

Description

Comments/notes

or B2C

103 Identification
of Member
State of
consumption

IO3 consists of the identification for each
transaction of the Member State of consumption.

Part of the ‘business as usual’
operations — no specific costs
attached

104 Identification
of correct VAT
rate

I04 consists of the identification for each
transaction of the correct VAT rate that applies to
the transaction.

Part of the ‘business as usual’
operations — no specific costs
attached

105 Invoicing (incl.
charging VAT

IO5 consists of the invoicing for each transaction in
accordance with either the business’ home country
rules or the rules of the Member State of
consumption.

Part of the ‘business as usual
operations — no specific costs
attached

I06a | VAT
declaration
/returns

Re domestic

IO6a consists of the periodical submission of the
domestic VAT return.

VAT
I06b | VAT IO6b consists of the quarterly submission of the
declaration MOSS VAT return in the business’ Member State of
Ireturns identification.
Re MOSS
107 Import 07 applies to the import of goods. It consists of the | Does not apply to businesses in
declaration submission for each transaction of the import | our exercise - dropped
(incl. VAT) declaration.

I08a | VAT payment

Re domestic
return

IO8a consists of the periodic (generally monthly)
payment of the VAT related to the business’
domestic VAT return.

I08b | VAT payment
Re MOSS

I08b consists of the quarterly payment of the VAT
related to the business’ MOSS VAT return.

I08c | VAT payment

Re import

I08a consists of the periodic payment of the VAT
related to the business’ imports of goods

Does not apply to businesses in
our exercise — dropped

109 Storage of
invoices

I09 consists of the storage of invoices in
accordance with the obligation to store invoices for
10 years. It also includes the cooperation with
audits and inspection by the relevant public
authorities.

I010 | Storage of
import
declarations

1010 consists of the storage of import declarations
in accordance with the obligation to store them for
10 years. It also includes the cooperation with
audits and inspection by the relevant public
authorities.

Does not apply to businesses in
our exercise — dropped

I011 | Changes or
cancelling of
VAT
registration

1011 consists of the one-off cancellation or change
of registration for VAT purposes in another Member
State than the Member State where the business is
established. This includes all tasks necessary to
complete the cancellation or change such as
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IO# | Type of | Description Comments/notes

obligation

communication with the relevant authorities. By
contrast, the waiting time is not included in the
calculation.

Source: Deloitte analysis based on VAT Directive 2006/112/EC
Calculation of the administrative burden

Information from these interviews was merged to create a ‘typical’ EU business engaged in cross-
border B2C e-Commerce. This was done by averaging the costs of each 10 across businesses
interviewed in each Member State, and then averaging these figures across Member States. The
formula below denotes this process mathematically:

1
Average cost = N Z(Time,v * Wagey )
N

where N is the number of businesses in the sample per each Member State (and then the number of
Member States ).

Figure 17 represents a simplified diagram of how inputs into the SCM are used to calculate total
administrative costs. Information on price per action is obtained from the business interviews, while
information on total number of actions comes from third-party sources and expert assessments.
Similar calculations are performed for each 10 and the results are aggregated together.

Figure 17 - Basic SCM calculation

Frequency x Number of Number of == Total number x Price per

. . - . X = Total administrative costs
(per action) businesses MSs of actions action

Data on the number of companies engaged in cross-border B2C e-Commerce in Europe was
obtained from Eurostat and the Enterprise and Industry 2013 SBA Fact Sheets. The number is
estimated at 248 581". This figure includes large companies and SMEs, but does not include micro-
businesses. Micro-businesses engaged in cross-border e-Commerce have been estimated in
1042 071 (see section 2.2.3 and Annex 5). The distance-selling thresholds mean that these firms are
unlikely to be required to register for VAT; however, even those countries that supply data on the
incidence of micro-businesses selling cross-border do not have data on the share of turnover coming
from cross-border sales, so the probability of these businesses being registered is likely to be quite
low.

The number of Member States in which a ‘typical’ EU business is registered was estimated using a
combination of information from the business interviews and expert assessments. Information from
the business interviews proved quite heterogeneous: the average of 6 registrations per businesses
trading goods seemed excessively high. This was likely a consequence of the sample not being

37 For more details on the number of businesses engaged in e-Commerce in Europe, please see section 3.2.
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representative and skewed towards large enterprises. As secondary data was not available'®, these
numbers were cross-checked using expert assessments. Input was given by Deloitte tax experts
based on their direct experience on supporting businesses with VAT registrations in other Member
States and other VAT obligations, as well as chambers of commerce and the businesses
associations, based on the experiences reported by their members. The experts agreed that the
largest companies are often registered in all 28 Member States. However, the majority of businesses
tend to focus trade on neighbouring countries and thus have a limited number of registrations in other
Member States - three on average. As large businesses form only a minor of businesses engaged in
cross-border e-Commerce, and the purpose of this study is to reflect the cost of a ‘typical’ EU
business, the number of Member States in which businesses register was set at three. Following a
similar process, the average number of Member States a ‘typicall EU business has sales was
estimated in five. This figure was then raised to up 15 for those businesses not using the MOSS, to
reflect the fact that large businesses (with VAT registrations already in place in many countries) are
not likely to use such simplification measure.

A number of additional information points and assumptions were also required for the model.

For those 10s that incur outsourcing costs (such as 101, 106a and 1011), it was assumed that
half of the businesses use advisors, while the remaining half complies with the requirements
in-house. This assumption was made based on results from our business interviews and
expert assessment.

For 1011, it was assumed also that only half of the businesses engaged in cross-border B2C
e-Commerce undergo a change or cancellation of VAT number. These assumptions were
based on inputs from interviews, as well as on expert judgement.

As mentioned above, and consistently with the SCM methodology, we used expert judgement to
support our analysis and inform the assumptions necessary to apply the SCM when data from primary
sources and literature were insufficient or not applicable. We involved VAT experts, e-Commerce
experts and IT experts in order to validate the assumptions of our analysis, based on the
competencies needed to address the different points.

The results from the SCM were cross-checked using expert judgement findings from existing
literature, including recent studies carried out for the European Commission, DG TAXUD, on VAT-
related topics™. It should be noted, however, that figures from existing studies are not necessarily
directly comparable, as other studies may be measuring different things and using different
approaches.

%8 During our fieldwork and interviews, we asked all interlocutors about information on this issue. Apparently, no organisations
collects data on this.
139 The full list of references used is provided in Annex A
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Administrative burden facing ‘typical’ EU businesses engaged in cross-border e-Commerce

In this section we present the detailed SCM tables used to estimate the administrative costs faced by EU businesses under the different Policy Options.

Option 1: Status Quo

Businesses trading goods

Table 142 - SCM for a ‘typical’ EU businesses trading goods, Option]

Annual in- Total annual
External .

house cost per Fees cost per firm

firm per per country

country (EUR)

Annual cost
per firm (3
MSs) (EUR)

Time per Days per
10 (FTE country
per year

No. Frequency (per

companies country)

VAT registration (incl for

1 MOSS) In house 124 290 once in 10 years 2.7 0.3 61 61 184 22 813720
g&‘tsourc 124290 | once in 10 years 0.8 0.1 17 2 000 217 652 81 082 444
Average 139 418 103 896 164
> Identification of customer
status — B2B or B2C
3 Identification of Member
State of consumption
4 Identification of correct
VAT rate
5 Invoicing (incl. charging
VAT)
In house 124 290 8 times per year 1.7 13.8 3091 3091 9272 1152 430 736
VAT declaration/returns - Outsourc .
6a Domestic VAT return ed 124 290 8 times per year 2.1 17.1 3836 800 10 236 30 708 3 816 689 578
Average 6 663 19 990 4969 120 314
VAT declaration/returns - ’
6b MOSS return 10 000 4 times per year 0.1 0.5 112 112 112 1123 500
7 Import declaration (incl
VAT)
VAT payment - Re .
8a domestic return 248 581 8 times per year 0.1 0.6 128 128 385 95 753 289
8b | VAT payment - Re MOSS 10 000 4 times per year 0.0 0.1 21 21 21 214 000
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10#

Administrative tasks

VAT payment - Re import

\[oR
companies

Frequency (per

country)

Time per
10 (FTE

days)

Days per
country
per year

Annual in-
house cost per

firm per

country (EUR)

External
Fees
(EUR)

Total annual

cost per firm
per country

(EUR)

Annual cost

per firm

3

MSs) (EUR)

TOTAL

9 Storage of invoices
Storage of import
10 .
declarations I I —
11 | Changes orcancelling of |y o5 | 62145 | oncein 10 years 1.7 0.2 38 38 115 7151574
VAT registration
eo;tsourc 62145 | once in 10 years 0.1 0.0 2 1,000 102 305 18 942 782
Average 70 210
Total 7 865 23 595 5865 277 734

Source: Deloitte analysis

Businesses trading TBE services

Table 143 - SCM for a ‘typical’ EU businesses trading TBE services and using the MOSS, Option]
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. Annual Annual
Time per : Annual
No of 10 (Full 'Qég?uzf External cost per Cf(iJrsr;p(gr
Administrative tasks . Frequency time ostp fees firm per TOTAL (EUR)
companies employee firm per (EUR) country Member
days) country (EUR) States)
Y =) (EUR)
In house 5302 | Once in 10 years 1.16 0.12 19.80 19.80 19.80 104 953.09
1 VAT registration (MOSS registration) Outsourced 5 302 | Once in 10 years 0.19| 0.02 3.21 300 33.21 33.21 176 079.42
Total 281 032.51
2 Identification of customer status — B2B or
B2C
3 | Identification of MS of consumption
4 | Identification of correct VAT rate
5 | Invoicing (incl. charging VAT)




. Annual Annual
Time per

in-house I cost per
No of 10 (Full cost per External cost per firmFES
Administrative tasks . Frequency time ostp fees firm per TOTAL (EUR)
companies employee firm per (EUR) country Member
days) country (EUR) States)
Y (EUR) (EUR)
VAT declaration/returns - Domestic VAT
return
In house 5 302 | Quarterly 2.05 8.20 | 1404.64 1404.64 | 1404.64 7 447 414.54
6b | VAT declaration/retumns - MOSS return | Outsourced 5 302 | Quarterly 0.38| 050| 256.80 650 | 2856.80 | 2856.80| 15146 753.60
Total 22594 168.14
7 | Import declaration (incl VAT)
gL VAT payment-ReMOSSretun | | 10604 Quartety | 002| 009| 1467] | 1a67] 1467 155 606.13
8c VAT payment - Re Imports

9 | Storage of invoices

10 | Storage of import declarations

11 | Changes or cancelling of VAT registration

Source: Deloitte analysis
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Table 144 - SCM for a ‘typical’ EU businesses trading TBE services and not using the MOSS, Option]

Annual cost Annual cost

No of . Annual in-house . .
. . . Frequen = Time per IO Days per et External fees per firm per per firm (8
[]:3 Administrative tasks con;ganl cy (FTE days) year cocsotu[?ﬁ:‘ fl(rgsjrp{))er (EUR) country i TOTAL (EUR)
y (EUR) States) (EUR)
In-house Once in
16 985 | 10 years 1,63 0,16 27,82 27,82 222,56 3780 214,98
1 VAT registration Once in
9 outsource | 16 g5 | 10 years 0,56 0,06 9,63 1200 129,63 1 037,04 17 614 279,96
Total 21 394 494,94
2 Identification of customer
status — B2B or B2C
3 Identification of MS of
consumption
4 Identification of correct VAT
rate
5 | Invoicing (incl. charging VAT)
In-house 8 times
16 985 | per year 2,56 20,50 3 509,60 3 509,60 28 076,80 476 888 659,52
6a VAT declaration/returns - out 8 times
Domestic VAT return USource | 16 985 | per year 0,75 6,00 1 027,20 700 6 627,20 53 017,60 900 511 888,64
Total 1377 400 548,16
6b VAT declaration/returns - ‘

MOSS return

7 | Import declaration (incl VAT)

8a VAT payment - Re domestic 8 times
return 33 970 | per year 0,03 0,25 42,80 42,80 342,40 11 631 430,72

8b VAT payment - Re MOSS ‘
return

8c VAT payment - Re Imports

9 | Storage of invoices

10 | Storage of import declarations

Once in
11 | Changes or canceling of VAT In-house 8 493 | 10 years 0,13 0,01 2,23 2,23 17,83 151 450,92
registration Outsource Once in
8493 | 10 years 0,06 0,01 1,07 500 180,32 144257 3469 726,44

Source: Deloitte analysis
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Option 2: Removal of the distance sales thresholds and the small consignment exemption (No simplification)

Businesses trading goods

Table 145 - SCM for a ‘typical’ EU businesses trading goods, Option2

No of Annual in-house External Annual cost Annual cost per
Administrative tasks compani cost per firm per fees (EUR) per firm per firm (3 MSs) TOTAL (EUR)
es country (EUR) country (EUR)
In-house Once in
176 394 | 10 years 3.57 0.36 61.14 61.18 183.55 32 377 447.59
1 VAT registration Once in
9 Outsource 176 394 | 10 years 1.02 0.10 17.45 2 000 652.36 652.36 | 115072 973.69
Total 147 450 421.28
> Identification of customer
status — B2B or B2C
3 Identification of MS of
consumption
4 Identification of correct VAT
rate
5 Invoicing (incl. charging VAT)
In-house 8 times
176 394 | per year 2.26 18.05 3 090,70 3090.70 9272.09 | 1635 540 625.09
6a VAT declaration/returns - out 8 times
Domestic VAT return utsource | 176 394 | per year 2.80 22.41 3835,95 800 10 235.95 30707.85 | 5 416 682 028.29
Total 7 052 222 653.39
6b VAT declaration/returns - 4 times
MOSS return per year 0.66 112,35 112.35 112.35 1123 500.00
7 Import declaration (incl VAT)
8a VAT payment - Re domestic 8 times
return 352 788 | per year 0.09 0.75 128,40 128.40 385.20 135 893 976.12
8b VAT payment - Re MOSS 8 times
return 10 000 | per year 0.03 0.13 21,40 21.40 21.40 214 000.00
8c VAT payment - Re Imports
9 Storage of invoices 1 time per
352 788 | year . 0.44 897.20 897.20 2 691.59 949 559 158.14
10 Storage of import
declarations
In-house Once in
1 Changes or cancelling of VAT 88 197 | 10 years 2.24 0.22 38.36 38.36 11.,08 10 149 581.34
registration Outsource Once in
88 197 | 10 years 0.09 0.01 1.61 1000 101.61 304.82 26 883 776.18
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No of Time per Annual in-house Annual cost Annual cost per

External
fees (EUR)

Frequen Days per

Administrative tasks compani 10 (FTE
year

es days)

cost per firm per
country (EUR)

per firm per firm (3 MSs) TOTAL (EUR)
country (EUR) (EUR)

Total 37 033 357.52

Source: Deloitte analysis

Businesses trading TBE services

Same as under Optionl

Option 3: Option 2 but with the introduction of a common VAT threshold for EU sales of both goods and services (EUR
5000 or EUR 10 000)

Businesses trading goods

Common VAT threshold at EUR 5 000

Table 146 - SCM for a ‘typical’ EU businesses trading goods, threshold of EUR 5 000, Option 3

Time per

. Annual cost
Administrative No of IO. (S DEVES GITIDEL !n_-house External Anr\u_al cost per firm (3
10# n Frequency time : cost per firm per per firm per ) TOTAL (€)
tasks companies per year fees (€) Member
employee country (€) country (€)
d SICWCHES)
ays)
In-house Once in 10
65 763 | years 3,57 0,36 61,1839375 61,18 183,55 12 070 826,07
; ; Once in 10
1 VAT registration
g Outsource 65 763 | years 1,02 0,10 17,454375 2 000 540,20 1 620,61 106 575 270,42
Total 118 646 096,49

Identification of

2 customer status —
B2B or B2C
Identification of MS
of consumption
Identification of
correct VAT rate
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Time per
10 (Full Days Annual in-house
Frequency time cost per firm per
employee peryear country (€)
days)

Annual cost
per firm (3
Member
SICICH RS

Annual cost
per firm per
country (€)

Administrative No of
tasks companies

External

focs (6) TOTAL (€)

Invoicing (incl.
charging VAT)

In-house 8 times per
VAT 65 763 | year 2.26| 18.05 3090.70 3090.70 9 272.09 609 755 489.81
6a declaration/returns out 8 times per
- Domestic VAT | Dutsource 65 763 | year 280 | 2241 3835.95 800 25428.27 76 284.82 5 016 680 576.19
return
Total 5 626 436 066.00
VAT

6b declaration/returns
- MOSS return
Import declaration

” | (incl VAT)
8a VAT payment - Re
domestic return
b VAT payment - Re
MOSS return
8c VAT payment - Re

Imports

9 Storage of invoices 1 time per

131 525 | year : 0.44 897.20 0 897.20 2 691.59 354010 717.13
10 Storage of import
declarations
In-house Once in 10
Changes or 65 763 years __ 224| 022 38.36 0 38.36 115.08 7567 849,86
11 cancelling of VAT
ogistration | _ooree 65 763 | years 009| 001 1.61 1000 126.20 378.61 24898 511,13

Total

32 466 360,98

Source: Deloitte analysis

Common VAT threshold at EUR 10 000
Table 147 - SCM for a ‘typical’ EU businesses trading goods, threshold of EUR 5 000, Option3

Days | Annual in-house External Annual cost Annual cost
per cost per firm per fees per firm per per firm (3 TOTAL (EUR)
year country (EUR) (EUR) country (EUR) MSs) (EUR)

No of Time per 10

10# Administrative tasks Frequency (FTE days)

companies
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10# Administrative tasks

1 VAT registration

No of Time per 10 Days | Annual in-house External Annual cost Annual cost
TETES Frequency (FTE ‘c)ia s) per cost per firm per fees per firm per per firm (3 TOTAL (EUR)
P Y year country (EUR) (EUR) country (EUR) MSs) (EUR)
In-house Once in 10
139 922 | years 3.57 0.36 61.18 0 61.18 183.55 25 682 856.86
Outsource Once in 10
139 922 | years 1.02 0.10 17.45 2 000 217.45 652.36 91 279 669.40
Total 116 962 526.26

Identification of customer

2 | status — B2B or B2C
3 Identification of MS of
consumption
4 Identification of correct
VAT rate
5 Invoicing (incl. charging
VAT)
In-house 8 times per
139 922 | year 2.26 18.05 3090.70 0 3090.70 9 272.09 1 297 364 644.01
6a VAT declaration/returns - out 8 times per
Domestic VAT return utsource 139 922 | year 2.80| 22.41 3835.95 800 10 235.95 30 707.85 4 296 690 429.79
Total 5 594 055 073.80
6b | VAT declaration/returns - ‘
MOSS return
7 Import declaration (incl
VAT)
domestic return 279 843 | year 0.75 128.40 128.40 385.20 107 795 573.68
gb | VAT payment-Re MOSS ‘

return

8c | VAT payment - Re Imports

9 Storage of invoices

Storage of import

= declarations
In-house Once in 10
69 961 | years 2.24 0.22 38.36 0 38.36 115.08 8 050 981.91
1 Changes or cancelling of out Once in 10
VAT registration utsource 69 961 | years 0.09| 0.01 1.61 1000 101.61 304.82 21 325 095.92
Total 29 376 077.83

1 time per

279 843 iear 0.44 0.44 897.20 0 897.20 2 691.59 753 221 571.06

Source: Deloitte analysis
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Businesses trading TBE services

Same as under Optionl

Option 4: Option 3 plus Single Electronic Mechanism

Businesses trading goods

Common VAT threshold at EUR 5 000

Table 148 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and in the SEM, Option4

No of Time per Davs per Annual in-house External Annual cost Annual cost
Administrative tasks A J Frequency 10 (FTE yearr) cost per firm per fees (EUR) per firm per per firm TOTAL (EUR)
P days) y country (EUR) country (EUR) (EUR)
In- Once in 10
years
_— house 123 593 1.16 0.12 19.79 0 19.80 19.80 | 2446 524.17
1 VAT registration -
(SEM registration) Qutsour Once in 10
ce 123 593 | years 0.19 0.02 3.21 300 33.21 33.21 4104 524.76
Total 6 551 048.93
2 Identification of customer status
— B2B or B2C
3 Identification of MS of
consumption

4 Identification of correct VAT rate

5 Invoicing (incl. charging VAT)

In- 4 times per
house 123 593 | year 2.05 8.20 125.02 0 125.02 1404.64 | 173 604 032.47

6b VAT declaration/returns - SEM [ Outsour 4 times per
return ce 123 593 | year 0.38 1.50 22.86 800 2622.86 2622.86 | 324 166 696.20
Total 497 770 728.67

7 Import declaration (incl VAT)

VAT payment - Re domestic
return

8a

4 times per
247 186 | year 0.02 0.09 0.65 0 0.65 14.67 3627 279.07

8b VAT payment - Re SEM return

8c VAT payment - Re Imports

9 Storage of invoices
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Time per Davs per Annual in-house External Annual cost Annual cost
Frequency 10 (FTE yea? cost per firm per fees (EUR) per firm per per firm TOTAL (EUR)
country (EUR) country (EUR) (EUR)

Storage of import declarations

Source: Deloitte analysis

No of
companies

Administrative tasks

Table 149 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and outside the SEM, Option4

No of Time per Days per Annual in_—house External Annu_al cost Annu_al cost
Administrative tasks companies Frequency 10 (FTE year cost per firm per fees (EUR) per firm per per firm (4 TOTAL (EUR)
days) country (EUR) country (EUR) MSs) (EUR)
In-house Once in 10
78 853 | years 3.57 0.36 61.18 0 61.18 244.74 19 298 060.72
; ; Once in 10
1 VAT registration Outsource 78 853 | years 1.02 0.10 17.45 2000 217.45 869.82 68 587 408.80
Total 87 885 469.53
2 Identification of customer
status — B2B or B2C
3 Identification of MS of
consumption
4 Identification of correct VAT
rate
5 Invoicing (incl. charging
VAT)
In-house 8 times per
78 853 | year 2.26 18.05 3090.70 0 3090.70 12 362.78 974 837 877.83
6a VAT declqration/returns | outsource 8 times per
Domestic VAT return 78 853 | year 1.02 8.16 3835.95 800 10 235.95 40 943.80 3 228 526 844.46
Total 4 203 364 722.29
6b VAT declaration/returns -
MOSS return
7 Import declaration (incl
VAT)
8a VAT payment - Re domestic 8 times per
return 157 705 | year 0.09 0.75 128.40 0 128.40 513.60 80 997 434.89
8b VAT payment - Re MOSS
return
8c VAT payment - Re Imports
9 | Storage of invoices 157 705 | Yearl 0.44 0.44 74.77 0 74.77 299.07 47 164 131.36
10 Storage of import
declarations
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11

Changes or cancelling of

VAT registration

In-house Once in 10

39 426 | years 2.24 0.22 38.36 0 38.36 153.44 6 049 495.92
Outsource Once in 10

39 426 | years 0.09 0.01 1.61 1000 101.61 406.42 16 023 645.58
Total 22 073 141.50

Source: Deloitte analysis

Common VAT threshold at EUR 10 000

Table 150 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 10 000 and in the SEM, Option4

- ' No of Time per 10 Days per Annual in'—house External Annu_al cost A_nnual cost per
I0# Administrative tasks companies Frequency (FTE days) year cost per firm per fees per firm per firm (1 Member TOTAL (EUR)
country (EUR) (EUR) country (EUR) States) (EUR)
Once in 10
In-house 61 069 | years 1.16 0.12 19.79 0 19.80 19.80 1208 856.44
1 VAT registration (SEM o Once in 10
registration) utsource 61 069 | years 0.19 0.02 3.21 300 33.21 33.21 2 028 094.08
Total 3 236 950.52
Identification of
2 customer status — B2B
or B2C
3 Identification of MS of
consumption
4 Identification of correct
VAT rate
5 Invoicing (incl.
charging VAT)
VAT In-house 61 069 | Quarterly 2.05 8.20 253.01 0 253.01 1404.64 85 779 799.60
6b dec'ég Et"vfl’?ggrur:"s - | Outsource 61 069 | Quarterly 0.38 1.50 46.26 650 2 646.26 2 646.26 161 603 620.20
Total 247 383 419.80
7 Import declaration
(incl VAT)
8a VAT payment - Re
domestic return
MOSS return 122 138 | Quarter! 0.02 1.32 1.32 14.67 1792 281.36
8c VAT payment - Re
Imports
9 | Storage of invoices
10 Storage of import
declarations
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Source: Deloitte analysis

Table 151 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 10 000 and outside the SEM, Option4

No of Time per BEVE [ Annual in-house  External Annual cost Annual cost per
[}:3 Administrative tasks compani Frequency 10 (FTE yearr) cost per firm per fees per firm per firm (4 MSs) L (EUR)
es y country (EUR) (EUR) country (EUR) (EUR)

In-house Once in 10

78 853 | years 3.57 0.36 61.18 0 61.18 244.74 19 298 060.72
1 VAT registration Once in 10

9 Outsourced 78 853 | years 1.02 0.10 17.45 2 000 217.45 869.82 68 587 408.80

Total 87 885 469.53

Identification of customer

z status — B2B or B2C
3 Identification of MS of
consumption
4 Identification of correct
VAT rate
5 Invoicing (incl. charging
VAT)
In-house 8 times per
78 853 | year 2.26 18.05 3.090.70 0 3.090.70 12 362.78 974 837 877.83
6a VAT declaration/returns - o q 8 times per
Domestic VAT return utsource 78 853 | year 2.80 22.41 3835.95 800 10 235.95 40943.80 | 3228526 844.46
Total 4 203 364 722.29
7 Import declaration (incl
VAT)
8a VAT payment - Re 8 times per
domestic return 157 705 | year 0.44 3.49 128.40 0 128.40 513.60 80 997 434.89
8b VAT payment - Re MOSS
return
8c VAT payment - Re
Imports

Storage of import

= declarations
Once in 10
In-house 39 426 | years 2.24 0.22 38.36 0 38.36 153.44 6 049 495.92
1 Changes or cancelling of out d Once in 10
VAT registration utsource 39 426 | years 0.09 0.01 1.61 1,000 101.61 406.42 16 023 645.58
Total 22 073 141.50
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Source: Deloitte analysis

Businesses trading TBE services

Same as under Optionl

Option 5: Option 4 plus amendments to the Single Electronic Mechanism (home country legislation and home country

control)

Businesses trading goods

Common VAT threshold at EUR 5 000

Table 152 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and in the SEM, Option 5

Wage cost
Administrative tasks Frequency e & Ve, UiAElE SETIE el : N TOTAL
company - | costs Fees (€) companies MSs
1 year
1 | VAT registration (domestic registration) )C,’e”acr‘; every 10 | \NSOURCE 321 278 2075 195 74 594 2075 195.34
?e”a‘i‘; every 10 | 5uTSOURCE 32.1 9 718 337 1200 74594 9 669 574.85
1 | VAT registration (SEM registration) )c/)enacri every 10 | \NsOURCE 32.1 198 1476 581 74594 1476 581.30
Oe”;r‘: every 10 | 5uTSOURCE 321 32 239 446 300 74 594 2 477 255.12

2 Identification of customer status — B2B or B2C

3 Identification of MS of consumption

4 Identification of correct VAT rate

5 Invoicing (incl. charging VAT)

6a | VAT declaration/returns - Domestic VAT return Bi-monthly INSOURCE 321 433 193 950 949 74 594 193 950 949.37
Bi-monthly OUTSOURCE 321 64 28 733 474 800 74 594 386 782 993.98

6b | VAT declaration/returns - SEM return Quarterly INSOURCE 321 176 15 451 068 74 594 52 388 705.51
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Wage cost

I0# Administrative tasks Frequency z—g‘;;f (r:)g:]jbany ) '(I:'(c;;.t;/vAGE EZ::?S' cNghpanies I\N/I%s TOTAL

1 year
7 Import declaration (incl VAT) ‘
8a | VAT payment - Re domestic return Bi-annually 321 5 337 407 149 187 1 0,00
8b VAT payment - Re SEM Quarterly 32.1 3 161 417 149 187 1 1596 304.11
9 Storage of invoices

10 Storage of import declarations

11 | Changes or cancelling of VAT registration (domestic) )?e”acr‘; every 10 | \NsOURCE 2.1 22 24521 37 297 1 83 140.84
)?e”a"rz every 10 | 5uTSOURCE 321 0 0 500 37 297 1 1864 841.25

11 Changes or cancelling of VAT registration (domestic)

Source: Deloitte analysis

Table 153 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and outside of the SEM, Option 5

Wage cost
. . per 1 Tot. WAGE External No.
I0# Administrative tasks Frequency company - | costs Fees (€) companies
1 year
1 | VAT registration (domestic registration) )?e”a‘i‘: every 10 | \NsoURCE 321 278 2075 195 74504 | 1 2075 195.34
Se”;r‘: every 10 | 5uTSOURCE 32.1 9 718 337 1200 74 594 1 9 669 574.85
1 | VAT registration (SEM registration) )?e”aﬁ‘: every 10 | \NsOURCE 32.1 198 1476 581 74594 1 1476 581.30
)?e”a‘i‘: every 10 | 5uTsouRce 321 32 239 446 300 74504 | 1 2 477 255.12

2 Identification of customer status — B2B or B2C

Identification of MS of consumption

4 Identification of correct VAT rate
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Wage cost

per 1 Tot. WAGE External No. No.
company - | costs Fees (€) companies MSs
1 year

Administrative tasks Frequency TOTAL

Invoicing (incl. charging VAT)

6a | VAT declaration/returns - Domestic VAT return Bi-monthly INSOURCE 321 433 193 950 949 74 594 1 193 950 949.37
Bi-monthly OUTSOURCE 321 64 28 733 474 800 74594 1 386 782 993.98
6b | VAT declaration/returns - SEM return Quarterly INSOURCE 32.1 176 15 451 068 74 594 1 52 388 705.51
Quarterly OUTSOURCE 321 32 2 824 800 400 74594 1 122 174 640.00
8a | VAT payment - Re domestic return Bi-monthly 32.1 5 337 407 149 187 1 0,00
8b | VAT payment - Re SEM Quarterly 321 3 161 417 149 187 1 1596 304.11
9 Storage of invoices

10 Storage of import declarations

11 | Changes or cancelling of VAT registration (domestic) ?e”a‘i‘; every 10 | \NsoURCE 321 22 24521 37 297 1 83 140.84
)c,’e”acr‘; every 10 | 5uTSOURCE 2.1 0 0 500 37 297 1 1864 841.25

11 | Changes or cancelling of VAT registration (domestic)

Source: Deloitte analysis

Common VAT threshold at EUR 10 000

Table 154 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and in the SEM, Option 5

Wage cost
I0# Administrative tasks Frequency 1et7 £ 1, ALl A Nk . Nk TOTAL
company - | costs Fees (€) companies MSs
1 year
Once every 10
1 VAT registration (domestic registration) years INSOURCE 321 278 201585 74594 1 20 Les
)?e”a‘i‘: every 10 | 5uTSOURCE 32.1 9 718 337 1200 74594 1 9 669 574.85
1 | VAT registration (SEM registration) ?e”a‘i‘: every 10 | \NSOURCE 321 108 1476 581 74504 | 1 1476 581.30
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Wage cost
Tariff per 1 Tot. WAGE External No. No.
(EV) company - | costs Fees (€) companies MSs
1 year

I0# Administrative tasks Frequency TOTAL

Identification of customer status — B2B or B2C

Identification of MS of consumption

2

3

4 Identification of correct VAT rate
5 Invoicing (incl. charging VAT)

Bi-monthly INSOURCE 32.1 433 193 950 949 74 594

193 950 949.37

62 | VAT declaration/returns - Domestic VAT return 1
Bi-monthly OUTSOURCE 32.1 64 28 733 474 800 74 594 1 386 782 993.98
6b | AT declaration/returns - SEM return Quarterly INSOURCE 32.1 176 15 451 068 74 594 1 52 388 705.51
Quarterly OUTSOURCE 32.1 32 2 824 800 400 74 594 1 122 174 640.00
8a | VAT payment - Re domestic return Bi-monthly 32.1 5 337 407 149 187 1 0,00
8b | VAT payment - Re SEM Quarterly 32.1 3 161 417 149 187 1 1596 304.11
9 Storage of invoices

10 | Storage of import declarations

Once every 10
1 Changes or cancelling of VAT registration (domestic) | years INSOURCE 321 2 24521 adl ! a0
)C/’e”acr‘; every 10 | oyrsource 321 0 0 500 37297 1 1864 841.25

Source: Deloitte analysis

Table 155 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and outside of the SEM, Option 5

Wage cost
per 1 Tot. WAGE External No. No.

I0# Administrative tasks Frequency TOTAL

company - | costs Fees (€) companies MSs
1 year
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Wage cost

per 1

Tot. WAGE

External

No.

No.

Administrative tasks Frequency company - | costs Fees (€) companies MSs TOTAL
1 year
1 | VAT registration (domestic registration) )?e”a‘i‘; every 10 | \NsOURCE 2.1 278 2075 195 74504 | 1 2075 195.34
?e”;rz every 10 | 5uTSOURCE 32.1 9 718 337 1200 74594 1 9 669 574.85
1 | VAT registration (SEM registration) ?e”;r‘: every 10 | \NsoURCE 32.1 198 1476 581 74594 1 1476 581.30
)?e”a‘i‘; every 10 | 5uTSOURCE 2.1 32 239 446 300 74 594 1 2 477 255.12

9 Storage of invoices

10 | Storage of import declarations

11 | Changes or cancelling of VAT registration (domestic)

Once every 10
years

INSOURCE

32.1

37 297

2 Identification of customer status — B2B or B2C

3 Identification of MS of consumption

4 Identification of correct VAT rate

5 Invoicing (incl. charging VAT)

6a VAT declaration/returns - Domestic VAT return Bi-monthly INSOURCE 32.1 433 193 950 949 74 594 1 193 950 949.37
Bi-monthly OUTSOURCE 32.1 64 28 733474 800 74 594 1 386 782 993.98

6b | VAT declaration/returns - SEM return Quarterly INSOURCE 32.1 176 15 451 068 74 594 1 52 388 705.51
Quarterly OUTSOURCE 32.1 32 2 824 800 400 74 594 1 122 174 640.00

8a | VAT payment - Re domestic return Bi-monthly 32.1 5 337 407 149 187 1 0,00

8b | VAT payment - Re SEM Quarterly 32.1 3 161 417 149 187 1 1596 304.11

83 140.84

Once every 10
years

11 | Changes or cancelling of VAT registration (domestic)
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Businesses trading TBE services

Same as under Optionl

Option 6: Option 4 plus fully harmonised EU rules for Single Electronic Mechanism

Businesses trading goods

Common VAT threshold at EUR 5 000

Table 156 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and in the SEM, Option 6

Wage cost
I0# Administrative tasks Frequency ISt Vo, EEAEIE DRI N9, :
company - | costs Fees (€) companies
1 | VAT registration (domestic registration) )?e”acr‘; every 10 | \NsOURCE 2.1 278 2075 195 74504 | 1 2075 195.34
)C/’e”acr‘; every 10 | 5uTSouRcE 32.1 % 718 337 1200 74594 1 9 669 574.85
1 | VAT registration (SEM registration) ?e”a‘i‘; every 10 | \NsoURCE 321 198 1476 581 74504 | 1 1476 581.30
)?e”acr‘; every 10 | 5uTSOURCE 32.1 32 239 446 300 74594 1 2 477 255.12

2 Identification of customer status — B2B or B2C

3 Identification of MS of consumption

4 Identification of correct VAT rate

5 Invoicing (incl. charging VAT)

6a | VAT declaration/returns - Domestic VAT return Bi-monthly INSOURCE 321 433 193 950 949 74 594 1 193 950 949.37
Bi-monthly OUTSOURCE 32.1 64 28 733 474 800 74 594 1 386 782 993.98

6b | VAT declaration/returns - SEM return Quarterly INSOURCE 321 176 15 451 068 74 594 1 52 388 705.51
Quarterly OUTSOURCE 321 32 2 824 800 400 74594 1 122 174 640.00

7 Import declaration (incl VAT)
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Administrative tasks

Frequency

Wage cost
per 1

company -

1 year

Tot. WAGE
costs

External
Fees (€)

No.
companies

No.
MSs

TOTAL

8a | VAT payment - Re domestic return Bi-monthly 321 5 337 407 149 187 0,00

8b VAT payment - Re SEM Quarterly 32.1 3 161 417 149 187 1596 304.11

9 Storage of invoices

10 | Storage of import declarations

11 | Changes or cancelling of VAT registration (domestic) )?e”acr‘; every 10 | \NsOURCE 32.1 22 24521 37 297 83 140.84
?e”a‘i‘; every 10 | ouTsource 32.1 0 0 500 37 207 1864841.25

11 Changes or cancelling of VAT registration (domestic)

Source: Deloitte analysis

Table 157 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 5 000 and outside of the SEM, Option 6

10# Administrative tasks

Frequency

Once every 10

Wage cost

per 1

company -

1 year

Tot. WAGE
costs

External
Fees (€)

No.
companies

1 VAT registration (domestic registration) years INSOURCE 32.1 278 2075 195 74 594 2075 195.34
Se”:r‘: every 10 | 5uTSOURCE 32.1 9 718 337 1200 74594 9 669 574.85

1 | VAT registration (SEM registration) )?e”a‘i‘: every 10 | \NsoURCE 321 198 1476 581 74 594 1476 581.30
once every 10| ouTsOURCE 32.1 32 239 446 300 74504 2477 255.12

2 Identification of customer status — B2B or B2C

3 Identification of MS of consumption

4 Identification of correct VAT rate

5 Invoicing (incl. charging VAT)

6a | VAT declaration/returns - Domestic VAT return Bi-monthly INSOURCE 321 433 193 950 949 74 594 193 950 949.37
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Wage cost

per 1

Tot. WAGE

External

No.

No.

Administrative tasks Frequency company - | costs Fees (€) companies MSs TOTAL
1 year
Bi-monthly OUTSOURCE 32.1 64 28 733 474 800 74 594 1 386 782 993.98
6b | VAT declaration/returns - SEM return Quarterly INSOURCE 321 176 15 451 068 74 594 1 52 388 705.51
Quarterly OUTSOURCE 321 32 2 824 800 400 74594 1 122 174 640.00
8a | VAT payment - Re domestic return Bi-monthly 32.1 5 337 407 149 187 1 0,00
8b | VAT payment - Re SEM Quarterly 321 3 161 417 149 187 1 1596 304.11

9 Storage of invoices

10 Storage of import declarations

11 Changes or cancelling of VAT registration (domestic)

Once every 10
years

INSOURCE

32.1

37 297

83 140.84

Once every 10
years

11 Changes or cancelling of VAT registration (domestic)

Source: Deloitte analysis

Common VAT threshold at EUR 10 000

OUTSOURCE

32.1

500

Table 158 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 10 000 and in the SEM, Option 6

37 297

1864 841.25

Wage cost
I0# Administrative tasks Frequency 127 2 Ui, UEEAEIE SETIE e : [k TOTAL
company - | costs Fees (€) companies MSs
1 year
. o Once every 10 | \\sOURCE 32.1 278 2075 195 74594 1 2075 195.34
1 VAT registration (domestic registration) years
?e”a‘i‘: every 10 | 5yTSOURCE 32.1 96 718 337 1200 74 594 1 9 669 574.85
Once every 10
1 | AT registration (SEM registration) Jenrs INSOURCE 32.1 198 1476 581 74 594 1 1476 581.30
)?e”aﬁ‘: every10 | 5yTSOURCE 321 32 239 446 300 74 594 1 2477 255.12
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Administrative tasks

Identification of MS of consumption

Frequency

4 Identification of correct VAT rate

5 Invoicing (incl. charging VAT)

Wage cost

Tot. WAGE
costs

per 1
company -
1 year

External
Fees (€)

No.
companies

No.
MSs

TOTAL

7 Import declaration (incl VAT)

62 | VAT declaration/returns - Domestic VAT return Bi-monthly INSOURCE 321 433| 193950 949 74594 | 1| 193950 949.37
Bi-monthly OUTSOURCE 321 64| 28733474 800 74504 | 1| 386 782993.98
6b | VAT declaration/returns - SEM return Quarterly INSOURCE 321 176 | 15451068 74594 | 1 52 388 705.51
Quarterly OUTSOURCE 321 32 2 824 800 400 74594 | 1| 122174 640.00

years

8a | VAT payment - Re domestic return Bi-monthly 32.1 5 337 407 149 187 1 0,00

8b | VAT payment - Re SEM Quarterly 321 3 161 417 149 187 1 1596 304.11

9 Storage of invoices

10 | Storage of import declarations

1 Changes or cancelling of VAT registration (domestic) )Ze:z{rg ::Z iz INSOURCE 821 22 Cor 87291 L 8 S
OUTSOURCE 321 0 0 500 37 297 1 1864 841.25

Source: Deloitte analysis

Table 159 - SCM for a ‘typical’ EU businesses trading goods, above the threshold of EUR 10 000 and outside of the SEM, Option 6

Wage cost
. . per 1 Tot. WAGE External No. No.
I0# Administrative tasks Frequency company - | costs Fees (€) companies MSs TOTAL
1 year
1 | VAT registration (domestic registration) )?e”a‘i‘: every 10 | \NsoURCE 321 278 2075 195 74504 | 1 2075 195.34
Se”;r‘: every 10 | 5uTSOURCE 32.1 9 718 337 1200 74 594 1 9 669 574.85
1 | VAT registration (SEM registration) ?e”acr‘: every 10 | \NsOURCE 32.1 198 1476 581 74 594 1 1476 581.30
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10#

Administrative tasks

Wage cost

Tariff per 1 Tot. WAGE External No. No.

Frequency TOTAL

(EV) company - | costs Fees (€) companies MSs
1 year
2 Identification of customer status — B2B or B2C ‘
3 Identification of MS of consumption ‘
4 Identification of correct VAT rate
5 Invoicing (incl. charging VAT)
6a VAT declaration/returns - Domestic VAT return Bi-monthly INSOURCE 32.1 433 193 950 949 74 594 193 950 949.37
Bi-monthly OUTSOURCE 32.1 64 28 733 474 800 74 594 1 386 782 993.98
6b VAT declaration/returns - SEM return Quarterly INSOURCE 32.1 176 15 451 068 74 594 1 52 388 705.51
Quarterly OUTSOURCE 32.1 32 2 824 800 400 74 594 1 122 174 640.00
8a | VAT payment - Re domestic return Bi-montly 32.1 5 337 407 149 187 1 0,00
8b | VAT payment - Re SEM Quarterly 32.1 3 161 417 149 187 1 1596 304.11
9 Storage of invoices
10 | Storage of import declarations
11 | Changes or cancelling of VAT registration (domestic) Se”acr‘; every 10 | \NsOURCE 32.1 22 24521 37 297 1 83 140.84
?e”;‘; every 10 | outsource 32.1 0 0 500 37207 1 1864 841.25
11 Changes or cancelling of VAT registration (domestic)
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Annex 6: CGE model

This annex describes the scope, the data strategy and the modelling approach of the CGE
model used for the analysis.

The objective of Lot 2 is to understand the costs, benefits, opportunities and risks in respect of the
Options for the modernisation of the VAT aspects of cross-border e-Commerce. This includes an
analysis of the economic impacts of the proposed Options on the EU. The primary methodological
tool for this analysis will be a Computable General Equilibrium (CGE) model of the economy of the
European Union.

This model is used to accomplish the following objectives, encompassing parts of both Lot 1 and Lot
2:

To estimate the impact of administrative barriers to trade on retail prices, e-Commerce
volumes and cross-border sales volumes. This analysis will also be used to identify the
implications for European competitiveness and productivity (Lot 1, Task 3);

To develop scenarios for the growth of cross-border e-Commerce within the EU (Lot 1, Task
4);

To estimate the impact of the proposed Policy Options on e-Commerce volumes, cross-
border e-Commerce volumes, and the wider economy (Lot 2, task 4).

This appendix describes:

The scope and outputs of the CGE model,
The development of the methodology;
The data strategy used.
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The primary objective of the CGE model is to assess the impacts on e-Commerce, cross-border trade
and the wider economy of the current administrative barriers to e-Commerce and the Policy Options
for modernisation. This model is be used in tandem with the Standard Cost Model designed to assess
the impact of VAT policy on the costs facing firms. Based on the estimated impact on firms’
administrative costs and the costs of cross-border e-Commerce, the CGE model is used to estimate
the resulting impact on e-Commerce volumes and trade and the implications of the policy for the
single market.

This technical note sets out in more detail the scenarios incorporated into the CGE model and the
outputs calculated as part of the model.

Scenarios for the modernisation of VAT treatment

The scenarios analysed in the CGE model focus on the administrative costs associated with cross-
border e-Commerce VAT compliance. The scenarios include:

Optionl): The status quo; the impact of the current administrative burden is discussed in
the Lot 1 report.

Option2): Removal of small consignment exemption and distance selling thresholds;
Option3): Replacement of small consignment and distance selling thresholds with a
cross-border B2C sales threshold (e.g. 5000 EUR, 10 000 EUR);

Option4:) Option2 plus the Single Electronic Mechanism, structured as the existing Mini
One Stop Shop system,;

In order to estimate the impact of these scenarios, the model incorporates three channels through
which the Policy Options may affect businesses and the wider economy.

Impact on firms’ fixed administrative costs: Administrative costs affect both the firm’s
production and the firm’s pricing decision. On the production side, administrative costs can be
viewed as a fixed cost, i.e. an overhead cost the firm faces regardless of the level of output
produced. To model this fixed cost element, a fixed cost can be incorporated into the
production function in order to capture the effect on the production decision of firms. The
assumption behind the fixed cost element, as discussed in the literature review, is that firms
tend to use a proportion of their labour force for administrative tasks, which could have
otherwise been used in the production process. A reduction of these costs as a result of a
policy change means firms no longer require these unproductive workers and so the same
level of output can be produced with less labour, increasing productivity and the value-added
in the sector.

The current level of the administrative burden on firms and the impact of the proposed policy
changes on this burden will be estimated using the Standard Cost Model.

Impact on firms’ variable administrative costs: fixed costs would not be expected to affect
firms’ pricing decisions, which will instead depend on the variable costs of production.
Therefore a variable cost element will also be incorporated into the model, which will reflect
any administrative costs incurred on a per-transaction basis. This includes the costs of
making any VAT or Customs declarations, which are borne by couriers or postal operators but
assumed to be passed on to businesses. This variable cost will introduce a wedge between
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the price paid by consumers for online goods and services and the price received by firms,
effectively acting as an additional charge on online sales. The model will include the flexibility
to set different variable administrative costs facing EU and non-EU firms, reflecting the fact
that the costs associated with intra-EU trade and non-EU trade may vary across the Policy
Options.

Supply of cross-border e-Commerce: Lastly, changes to the policy governing cross-border
e-Commerce in the EU may also affect businesses’ market entry decisions. In particular, the
elimination of the registration thresholds may mean that smaller businesses choose to cease
trading cross-border rather than incur the administrative costs. This is reflected in the CGE
model by a reduction in businesses’ willingness to sell cross-border, with firms instead
preferring to sell their goods domestically.

The impact of the Policy Options are estimated based on the effect that the proposed changes will
have on the fixed and variable costs and on the supply of e-Commerce. These effects are calculated
based on the output of the Standard Cost Model, previous research on the VAT revenues at stake
conducted by the Commission and research on VAT compliance. The inputs and data sources are
discussed in more detail in section 3.

Outputs of the CGE model

There are a number of macroeconomic and e-Commerce specific outputs that come directly from the
model. The EU-wide outputs that the model calculates directly include the following:

Total value of e-Commerce;

Value of intra-EU cross-border e-Commerce;
Value of non-EU cross-border e-Commerce;
GDP by sector;

Output by sector;

Employment by sector;

Wages by sector;

Prices;

Household consumption and incomes;

Due to the complexity surrounding the development of a multi-region CGE model and constraints on
data availability, a number of simplifying assumptions are made in the CGE model. These
assumptions, their impact and the steps taken to mitigate the effects are described below.

Geographic scope: For tractability, the model treats the EU as a single region based on
macroeconomic data aggregated from across the EU-27*°. The direct outputs from the model
are therefore at the EU-level.

Treatment of e-Commerce: The model distinguishes between two sales channels, online
and offline. It is assumed that consumers’ choice of whether to buy online or offline depends

40 bata on Croatia is not currently included in Supply and Use tables for the EU; the impacts calculated for the EU-27 will
therefore be scaled up to take account of this.
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on the relative price of online and offline goods and services and their own innate
preferences'. For firms, it is assumed that the cost of producing goods and services does not
depend on whether they are sold online or offline, but firms may face differential
administrative and/or VAT costs by selling through different channels.

Within the online retail sector, the model distinguishes between goods and services that are
purchased from domestic (same-country) suppliers, cross-border e-Commerce within the EU,
and online imports from non-EU states. The administrative costs associated with each of
these categories may change differentially based on the proposed Policy Options and this will
be captured within the model, for example through a change in the relative costs of intra-EU
and non-EU online purchases.

Sectors: The outputs of the model reflect two sectors: the retail sector (within which goods
and services may be sold either online and offline) and a single aggregate non-retail sector (in
which there is no B2C e-Commerce). The impact on output, employment, wages, prices and
demand for capital goods are calculated for each of these sectors.

The diagram below provides an overview of the scope and outputs of the CGE model and the
additional outputs that will be calculated.

141

Consumer’s preferences for shopping online versus offline will determine how readily they switch between different channels

based on changes in relative prices. This willingness to switch could reflect a number of factors including: the availability of
products online vs offline, the convenience of online vs offline shopping or a preference for choosing goods in person.

308|Page



Macro-economic data for Baseline model of the Policy scenarios
the EU-27 economy

* Output Firms Impact on firms’ fixed
S costs
» Contribution of e- * Households
Commerce C ; * Impact on firms’ variable
nvestors costs

» Employment and wages
Government sector * Impact on the effective

* Savings and investment » Foreign sector VAT rate.

¢ Government revenues

» Foreign trade

.

Elé-éwdedeslnmates from the E-Commerce Macro-economic
mode impacts impacts

* Total EU e-Commerce » Output
» Intra-EU cross-border e- * Prices
Commerce

* Sectoral mix
* Online purchases from q |
outside the EU + Wages and employment
«  Price of intra-EU and * Investment

non-EU online purchases » Productivity

B

More granular outputs
calculated off-model Impact by retail category Impact by country
Data from the EU-wide + Impact on total e- + Impact on total e-
consumer survey Commerce by product Commerce by firms in

- e-Commerce by product category each country
category * Impact on cross-border * Impact on cross-border
« Trade Matrix e-Commerce by product e-Commerce to and from
category each country

The CGE model draws on three main sources of data:

Macro-economic data for the EU-27: The majority of the data required for the baseline CGE
model can be found in a social accounting matrix (SAM); this is a square matrix that
represents the various transactions made between commodities, factors and institutions
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taking place in an economy. This matrix is constructed using supply and use tables and
national accounts data from Eurostat*?, from 2011;

E-Commerce data: In addition to this macroeconomic data, the baseline CGE model requires
data on the split of online and offline trade and on domestic, intra-EU and non-EU e-
Commerce. This data is obtained from Eurostat and from the consumer survey conducted as
part of Lot 1;

Data on the administrative burden: The information required for the scenario analysis
comes from the outputs of the Standard Cost Model. This data includes the administrative
burden associated with the different Policy Options and estimates of the impact of changing
the VAT threshold.

In addition to this data, the model requires some assumptions to be made about consumer
preferences over domestic purchases and imports and over online and offline purchases. These
assumptions are based on a review of the academic literature and on consultation with experts.
Sensitivity analysis is conducted on key variables, such as elasticities**, administrative cost, and
compliance levels (i.e. VAT collection rates), to check the robustness of the results of the model to
changes in these assumptions; where necessary, a range of estimates will be reported so as to
provide an upper and lower bound on the estimated impacts.

Macro-economic data

The primary source of data used for the development of the core CGE model is found in a Social
Accounting Matrix for the EU. This matrix accounts for flows of income expenditure between different
actors in the economy — firms, households, the government and the foreign sector — and is based on
the principle that one agent’s income must be another another’s expenditure. The Social Accounting
Matrix therefore contains the following information:

Production activity by sector;

Demand for intermediate inputs by sector (the Input-Output table);
Payments to capital and labour by sector;

Final consumption expenditure by sector;

Capital formation and inventory investment by sector;

Imports and outputs by sector;

Taxes and subsidies by sector and by revenue base;

Direct taxation and transfers by domestic actors;

Payments made/received by domestic actors to/from the rest of the world;
Domestic actors’ net savings and the net savings from the rest of the world;

Construction of the EU Social Accounting Matrix

At present, a Social Accounting Matrix for the EU is not available and so its construction is a key task
for the development of the CGE model. The information required to construct the matrix can be found
in Supply and Use tables for the EU-27 and in National Accounts data for each of the Member States.

2 Supply and Use data is not available for Croatia; the estimates will therefore be adjusted upwards based on Croatia’s
estimated contribution to EU GDP and its contribution to e-Commerce (from the consumer survey).
143 See equations in the quantity section of Annex 1.
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Both have been made publicly available by Eurostat, albeit with the Supply and Use tables only being
updated to 2011.**

An important characteristic of the Social Accounting Matrix is that it is ‘balanced’ — i.e. for every actor,
institution and activity, total income received must equal to total expenditure made (inclusive of
savings). This requires a certain level of consistency and completeness in the data sources that is not
always possible due to a lack of sufficient detail, measurement accuracy, or differences in data
collection/collation methodology. The following is a general data reconciliation strategy to ensure
consistency of the data sources used to complete the Social Accounting Matrix:

Where possible, data points from the Supply and Use tables are used without further
assumptions or reconciliation™**;

Where the Supply and Use tables have gaps in data points required, National Accounts data
is used;

Where National Accounts data is lacking in sufficient granularity, suitable assumptions are
made to estimate the data points required™*’;

Where for the same data point the Supply and Use tables are significantly different from
National Accounts data, suitable assumptions are made using information from both sources
to estimate a single data pointl‘”. If the differences are small, Supply and Use table data is
used;

As a last resort, if the Social Accounting Matrix is complete but does not balance, an
estimation procedure involving re-weighting of the data in the matrix will be conducted.

Figure 18 illustrates the basic structure of the Social Accounting Matrix as well as the sources for
each data point required.*® Columns represent expenditures/outlays made, while rows represent
incomes received. For example, reading down from the Households column and across to the
Commodities row represents household final consumption expenditure on goods and services. Table
160 describes the primary data inconsistencies encountered and the specific data reconciliation
strategy used to correct for these inconsistencies.

144 Due to the latest Supply and Use tables being updated only to 2011, Croatia is not included in the tables and so only an EU-
27 aggregate can be calculated.

% The tables have been constructed by Eurostat with a high level of consistency (i.e. total supply of a good or service is equal
to total use/demand) and in most cases a significant level of granularity.

148 National Accounts data tables in Eurostat often do not provide data points in sufficiently granular detail.

7 Due to differences in definitions or data collection methodologies, the Supply and Use tables and National Accounts data do
not always report the same value for the same data point.

48 |mplied data points are calculated residually after filling the SAM with all other data points.
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Figure 18: Basic structure of the Social Accounting Matrix

Activities

Social
Accounting
Matrix

Activities

Labour factor

Capital factor

Intermediate
consumption
(Derived
from Input
Output table)

Payments to
capital

Payments to
labour

Net taxes on
production

Net taxes on
production

Net indirect
taxes

Households

Rest of the
World

Savings-

investment

312|Page

Commodities

Output

Net Indirect taxes
on products (i.e.
VAT receipts and
other taxes)

Imports

Labour Capital factor

factor

Total
payments to
capital

Total payments
to labour

Net taxes on Net indirect taxes Households

production

Household
final
consumption
expenditure

Total direct
taxes paid by
households

Taxes less
subsidies on
products (i.e. VAT
receipts and other
taxes on products)

Net taxes on
production

Net
Household
Savings

Rest of the
World

Government Savings-

investment

Gross
Capital
Formation

Exports

consumption
expenditure

National Accounts data

Supply and Use tables

Mix of National accounts data
and Supply and Use tables

Implied data points

Payments from
government to
households
(i.e. Social
Benefits and
other transfers)

Net payments
from ROW to
households

Net payments
ligelul
government to
ROW

Net
Government
Savings

Net foreign
savings



DG TAXUD - VAT Aspects of cross-border e-Commerce — Options for modernisation

Table 160 - Data reconciliation

Data point

Payments to/from
Rest of World

Data inconsistency/challenge

National Accounts data:
Provides payments to/from Rest of World

Supply and Use tables:

Provides no data on payments to/from Rest of
World

Data reconciliation strategy

National Accounts data used.

Final
consumption
expenditure at
market prices by
households,
government and
gross capital
formation

National Accounts data relative to Supply
and Use tables:

Reports slightly higher final consumption
expenditure for households and government.

Reports even higher gross capital formation

Reports slightly higher total final consumption
expenditure.

Supply and Use tables used in
conjunction with an assumed actor
disaggregation of mixed income to
compensate for the differences.

Direct taxation
and transfers

National Accounts data:

Reports total tax on income and wealth;
Reports current transfers;

Reports social contributions;

Reports social benefits.

Supply and Use tables:

Provides no data on direct taxation and
transfers

National Accounts data used.

Indirect taxes:
VAT by sector

National Accounts data:

Reports total VAT but not by sector or by actor.

Supply and Use tables:

Reports taxes less subsidies on products paid
in final consumption by households,
government and gross capital formation.
However, does not report by sector

VAT receipts in National Accounts data
used as total VAT in SAM.

Assumed to be contained completely
within taxes less subsidies on final
consumption products reported in Supply
and Use Tables.

After netting out VAT from taxes less
subsidies, assumed that remainder is
other net taxes on products.

VAT and other net taxes disaggregated by
sector and by agent using suitable
assumptions.

Payments to
capital:

Gross operating
surplus, mixed
income

National Accounts data:

Provides both gross operating surplus and
mixed income but not by sector.

Supply and Use tables:

Provides gross operating surplus by sector but
records no mixed income.

Mixed income calculated by subtracting
Supply and Use tables data from National
Accounts data.

Gross operating surplus reported by
Supply and Use tables used in
conjunction with an assumed sector
disaggregation of mixed income as
payments to capital.
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Data on e-Commerce

In order to account for the specific impacts on e-Commerce, data is required on the following:

The share of consumer expenditure in the retail sector that is online versus offline;

The share of online expenditure that is spent on domestic goods and services, on intra-EU
goods and services and on non-EU goods and services;

The allocation of e-Commerce spending by product category; and

The value of e-Commerce spending by country of origin and country of destination (the trade
matrix).

The majority of this data has been obtained from the consumer survey conducted across 25 EU
Member States as part of the Lot 1 analysis. This survey asked 1,000 consumers in each of the
markets surveyed about the value and volume of e-Commerce purchases of goods and services; the
products purchased; and the country from which the product was purchased. The results of this
survey were used to estimate the total value of e-Commerce purchases in the EU and the split of
these purchases between domestic, intra-EU and non-EU transactions.

To account for the markets that were not surveyed — Luxembourg, Malta and Cyprus — a number of
additional sources were used:

Existing survey estimates from Civic Consulting were used to estimate the total value of e-
Commerce and the value of cross-border e-Commerce in these markets';

Averages from other 25 Member States were used to allocate online spending among product
categories;

Estimates from the JRC trade matrix were used to construct the trade matrix**°.

The estimates of the total value of EU trade will be compared against data from the EU Supply and
Use tables on consumer expenditure on the retail sector in order to estimate the share of expenditure
that is online. Within online trade, the survey provides estimates of the split between domestic, intra-
EU and non-EU trade.

The more granular data required to calculate the impact by retail category and by country is also
sourced from the consumer survey.

Data on administrative costs and VAT payments

The other key input to the CGE model is data on the administrative costs associated with the VAT
treatment of e-Commerce. This will cover three areas:

Fixed administrative costs associated with VAT compliance in regard to cross-border e-
Commerce;

Variable administrative costs associated with VAT compliance in regard to cross-border e-
Commerce;

Potential changes in businesses’ trading and market entry decisions.

%9 Civic Consulting (2011) “Consumer market study on the functioning of e-Commerce”
130 Eyropean Commission Joint Research Centre (JRC) , “The Drivers and Impediments for Cross-border e-Commerce in the
EU”, 2013
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The first two items are obtained from the outputs of the Standard Cost Model, described in the
Inception Report. These estimates are based on fieldwork interviews conducted across 10 Member
States. This is used to estimate both the total fixed administrative costs incurred by EU firms in
connection to cross-border e-Commerce and any variable costs incurred on each transaction. These
costs are then be compared to the total costs of production (from the EU Supply and Use tables) in
order to estimate the burden that these costs represent for firms.

The Standard Cost Model is also used to estimate the impact of the proposed Policy Options on firms
fixed and variable administrative costs. The estimated change in cost is then inputted into the CGE
model in order to assess the impacts on e-Commerce.

The impact on businesses’ supply decision is estimated based on data on administrative costs
relative to revenues for businesses of different sizes, described in Section 2.2.1 of this report. Given
the uncertainty surrounding this effect, sensitivity analysis is included.

Overview of the CGE model

A CGE model is a multi-sector model based on a set of equations describing the behaviour of the key
actors in the economy of the EU — households, firms, the government and the foreign sector — and
how their interactions affect the markets for factors of production, goods and services, and savings
and investment. By considering the reaction of these actors simultaneously, the model evaluates the
aggregate impacts — direct and indirect — of a change in tax policy.

The CGE model is based on the circular flow of income, which describes the various inter-linkages in
the economy and how they determine the equilibrium in key markets. This is shown below.
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Figure 19 - Circular Flow of Income
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The interactions between households, firms, the government and the foreign sector determine
equilibrium demand, supply and prices in each sector. This equilibrium is based on the principle that
one agent’s expenditure is another agent’s income and therefore all spending throughout the
economy is accounted for. Prices are determined by the fact that the markets for goods and services
and for factors of production (labour and capital) must clear.

The behaviour of each segment of the economy and how it will be modelled is described in more
detail below.

Households

Households own the factors of production - skilled labour, unskilled labour, and capital - which they
supply to firms for their use in the production process. Income from these factors, net of any taxes
paid or social benefits received, may either be spent on goods and services or saved. It is assumed
that households save a constant fraction of their net income, determined by their marginal propensity
to save. The remainder is allocated to consumption, with consumption across sectors based on fixed
shares.

Within the retail sectors (i.e., those sectors in which there is some B2C e-Commerce activity),
households are assumed to have preferences over buying online versus offline and over buying
domestic, EU and non-EU goods. These preferences are modelled in the form of a nested CES
consumption function, which takes the form:

o1 o-1
J
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where §; represents the initial allocation of spending across the different types of products D; (where
26, =1, and the product types may be online/offline goods or domestic/EU/non-EU goods) and o
represents consumers’ willingness to substitute between different types of goods or channels of
purchase. Assuming that consumers optimise their consumption given the prices they face, the
demand for domestic, EU and non-EU goods, online and offline, can then be expressed as a function
of relative prices and aggregate household incomes.

Firms

As discussed above, the economy will be split into a single “non e-Commerce sector” that will include
those sectors that do not contribute to B2C e-Commerce and a number of retail sectors that may
engage in B2C e-Commerce.

Within each sector, firm production is assumed to be a Cobb-Douglas function of the factors of
production: labour and capital. The Cobb-Douglas coefficients will be calculated based on data from
Eurostat supply and use tables, which detail payments to capital and labour. It is assumed that firms
face a competitive market and therefore that demand for labour and capital in each sector will be such
that their price is equal to their marginal productivity. Intermediate inputs do not directly enter into the
production function; instead demand for intermediate goods is determined based on Input-Output
coefficients.

In the non-retail sector, goods produced may either be exported or sold domestically accordingly to a
constant elasticity of transformation (CET) function that defines firms’ preferences based on the
differential between domestic price and the world export price.

In the retail sector, firms will additionally be able to sell either online or offline, as well as selling either
domestically or internationally. It is assumed that this does not alter the cost of production, but that
there may be different administrative costs or VAT payments associated with different distributional
channels. The modelling of these costs is discussed in more detail below.

Government

The government receives tax revenues from households and firms which it uses to provide public
goods for the use of households and firms and purchase goods and services for government
consumption. Data on government spending will be aggregated from National Accounts data in
Eurostat. Aggregate data on government revenues by source, i.e. indirect tax payments can also be
used to estimate an actual VAT rate for the retail sector. Alternatively, and as a way of corroborating
these estimates, an actual VAT rate for the retail sector can be calculated based on VAT rates in each
country, weighted by each country’s share of total EU retail trade.

Foreign Sector

The model will treat the EU as a single economy and represent the interactions between the EU and
the rest of the world through a number of channels:

e Consumers may purchase EU goods (whether domestic or intra-EU) or non-EU imports.
These imports may be purchased either online or offline;

¢ Firms may consume EU and non-EU intermediate inputs;

e Firms can either produce goods for EU or non-EU consumption.
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The world price of imports and exports will be treated as an exogenous numeraire in the model and it
will be assumed that the proposed policy changes do not have an impact on world prices faced by
firms.

Modelling the behaviour and production functions of non-EU firms is beyond the scope of the model.
Rather, it will be assumed that imports to the EU through different channels (i.e., online vs offline)
may incur differential tariffs and administrative costs. This will not affect world trade prices, but may
affect the final price faced by EU consumers and the volume of e-Commerce purchases from non-EU
suppliers.

Equilibrium of the model

The interactions between these agents determine equilibrium output, factor demands, consumption
and prices in each sector. This equilibrium is based on the principle that one agent’s expenditure is
another agent’'s income and therefore all spending throughout the economy is accounted for. Prices
are determined by the fact that markets must clear:

Market for goods and services: demand from the government and domestic and foreign
consumers and firms must equal supply from firms and imports in each sector. As noted
above, world import and export prices are assumed to be exogenous and are therefore fixed
in the model; however, domestic prices may adjust relative to their initial numeraire value of 1.
Market for factors of production: In equilibrium, total demand for labour and capital must
equal supply. It is assumed that prices for labour and capital are determined competitively,
and therefore the costs of labour and capital depend on the marginal productivity of these
factors.

In the baseline model, the supply of capital in each sector is given by the capital accumulation
equation, whereby capital in each period is the sum of the previous period’s capital net of
depreciation and new investment in capital goods. To simplify the analysis, unemployment will
not be modelled; it will therefore be assumed that the total demand for labour across sectors
must equal labour demand. This approach will still be able to account for movement of labour
between sectors.

Savings and Investment: The level of domestic investment in the EU must equal the level of
savings, net of any savings that are invested internationally. Within the EU, the total value of
investment is allocated across sectors based on exogenous parameterised shares. This
parameter determines investment in capital by sector of destination; purchases of capital
goods by sector of origin are given by a capital coefficients matrix based on 1-O tables.

The behaviour of firms, households, the government and the foreign sector is fully specified by the
system of equations that make up the CGE model, along with a set of closure rules that ensure that
markets clear. Solving this system of equations simultaneously yields an equilibrium for the economy
of the EU.

The parameters of these equations are calibrated so as to ensure that the baseline solution to this
system of equations matches the current data on the economy. These parameters are either
calculated directly based on EU national accounts and supply and use data or are based on academic
estimates.
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Dynamics of the CGE Model

The CGE model is used to estimate the behaviour of the economy over an eleven-year period. In the
baseline case, in which there is no change in policy, the dynamics enter into the model in two ways:

Exogenous growth: the model incorporates exogenous increases in productivity over time,
represented through an increase in the level of output generated by a fixed amount of inputs
(labour, capital and intermediate goods). These productivity improvements lead to increased
output in each sector and increased earnings from labour and capital, driving further growth in
the economy;

Capital accumulation: in addition to these exogenous productivity gains, the economy of the
EU will also grow as a result of capital accumulation as investment increases the capital stock
available for use in the economy. Within each sector, the capital stock in period t+1 is
assumed to be the capital stock in period t minus depreciation plus purchases of capital
goods.

The model can separately account for trends in e-Commerce in the EU and a potential shift towards a
greater share of trade occurring online. These dynamics are captured through a change in consumer
preferences over online versus online purchases of goods and services, which in turn affects the
parameters & and o described above. An increase in O represents a shift in consumers’ innate
preferences towards e-Commerce; an increase in ¢ represents an increase in the extent to which
consumers will switch between online and offline.

As well as capturing baseline economic growth and changes in preferences, the model will also be
used to estimate the dynamic response of consumer behaviour and the wider economy to a change in
policy governing cross-border e-Commerce. In order to estimate the dynamic impacts resulting from a
change in policy, the model reflects the fact that some variables take longer to adjust to a policy
change than others. For example, demand for labour is widely recognised to adjust more quickly than
demand for capital. This is incorporated in the model via an adjustment cost related to the capital
stock. It is assumed that new investment is subject to an adjustment cost of capital additional to the
initial cost of investment; this enters into the capital adjustment equation and can be interpreted as
installation costs or learning and training costs.

Modelling of the proposed Policy Options

As discussed in section 2 there are three channels through which the proposed Policy Options may
affect the model:

A reduced in fixed administrative costs;
A reduction in variable administrative costs; and
A change in the supply of e-Commerce.

Fixed administrative costs: The fixed cost channel assumes that within the retail sector a fixed
amount of labour LO is required for administrative tasks, over and above the labour used in
productive activities. LO will enter the model through the following production function equation:

X, = K7 (L - 10)}

Where X is output, a is the level of exogenous technological progress, K is the capital stock and L is
the labour force, with the subscript i indicating the sector.
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The production function will determine how each sector allocates capital and labour to be used to
produce output X. A reduction in fixed administrative costs is assumed to reduce the number of man-
hours spent on unproductive administrative tasks, thereby reducing overhead labour LO. This will in
turn increase the average productivity of labour in the economy and increase the value-added for
firms, generating increases in output and cross-border e-Commerce. On the other hand, the fact that
less labour is required for administrative tasks may put downward pressure on wages and
employment in the short term.

Variable administrative costs: A change in variable administrative costs, that is, any administrative
costs incurred on a per-transaction or per-consignment basis will enter the model through a change in
the price received by EU firms from the sale of goods and services online and across borders. This is
represented in the equation below through the parameter c" that represents the costs per unit of
selling online within the EU. This administrative cost will create a wedge between the price P paid
by consumers (for online imports within the EU) and the price PEY* received by firms (a weighted
average of the online and offline prices).

(1 —c™PE. N, + PP F,

EU;

EUx __

A similar representation will be used to capture how changes in policy affect the costs of trade for
non-EU suppliers. The production function and pricing decisions of non-EU firms will not be modelled.
Instead, it will be assumed that non-EU firms sell their product at a world price, which may be subject
to a mark-up within the EU as a result of Customs tariffs or administrative costs that are passed on to
the consumer. The Standard Cost model will estimate the impact of the proposed policy changes on
the administrative costs for non-EU sellers, ¢c™", which will affect the price of online non-EU imports
as shown in the equation below:

P = pw™(1 4+ t™)(1 4+ c™)R

P™is the price of online imports from outside the EU, pw[is the world import price (treated as a
numeraire), R is the world interest rate and t/* and c™"are respectively the effective tariff rate on
online imports and the additional costs associated with online imports relative to offline.

Supply of cross-border e-Commerce: Lastly, changes to the policy governing cross-border e-
Commerce in the EU may also affect businesses’ market entry decisions. In particular, the elimination
of the registration thresholds may mean that smaller businesses choose to cease trading cross-border
rather than incur the administrative costs. This is reflected in the CGE model by a reduction in
businesses’ willingness to sell cross-border, with firms instead preferring to sell their goods
domestically.
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