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Executi ve 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 (OTBE ser
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 i CAGR i 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

vicesd)

cross-bordere-Commerc e wi t hin the EU as well (6DSM scenariob).

! 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 J 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) i
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 d 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 d Overview of the assessment of the Policy

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 0.757 1 billion

Options

‘ 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
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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 d Overview of volumes and processing costs for postal operators and couriers under the
differen t policy options.

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

Minimum 43 million
between EUR 22 and

Number of consignments EUR 150 i In SEM : 141 million
EUR 07 150 on which 187 million
VAT is applied Up to 187 million if all Outside SEM: 46 million

Member States exercise
option to tax mail orders

Between EUR 0 and 22:
Minimum EUR 302 million | Between EUR 0 and EUR In SEM: EUR 231 million

Processing Costs per

consignment EUR O i Between EUR 22 and B0 utside SEM: EUR 293

150, per category EUR150: EUR 1 678 million million
EUR 387 million

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

Non-Compliance EUR Minimum EUR 0.189 0.625 EUR billion 0.173 EUR billion

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

12|Page




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

l evel terms with suppliers from outside the EU

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.

as

W €

°See recent information from UK )faddMP@ Fran2ze0($éndt Commissian degyfiagmcese st i mat e s

(2015), 6 L eCoiamerce: proposition pur une TVA payée a la source 6
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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
Me mber S

revenues from = + + +++ +++ +++
intra-EU trade

Cost for Member

State to = - - - - -- --

implement

Effects on the

volu_me and value - . + +++ St St
of imports from

third countries

Administrative _ . ) + -t -t
burden

Effects on intra-

EU e-Commerce - L ) + — —

for goods and

services

Effects on intra-

EU e-Commerce = - - + ++ ++
prices

Effects on intra-

EU e-Commerce = + ++ +++ ++ ++
value

Effects_ on - L . + + + 4+ + +
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 J 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
Statesd authori

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
framewor k. Finally, 6traditional 6 domestic businesse:
of the destination principle will lead to a better level playing field in the domestic market.
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1l ntroducti on

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 #fAindividuals and busi
activities under conditions ofitaIfShngIerMarkeostnen@ys.i tiondo as

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
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 Commi ssi onbs
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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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

Commi ssionbés guidelines. S e Rotiay ©ptipns thiathaee desoniped@atds o f t h
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

Commi ssionbs work preparing ts bfecrossk-botderre«€ommerdei Thig on VAT
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 Europeguni dolmmsss)ifom®@wsi d anp
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 wel |l as the stakehol d2cosstsafannsul t at i
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 J Approach to the study
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The approach comprises of the following tasks (see Figure 2):

Task 11 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 i 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 7 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 51 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

Ef fects for Member Statesd r ©ptienswhee 10, 200ki ng i nt
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.

I n addition, according to the Comn¥ cthel impadts to bemp act
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 consumersé prices and consumption,
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 d 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 S| analysis MOSS and Lot 3 (Member
revenues, costs Different scenarios | St at es 0 i

and benefits for

Qualitative analysis

for e-Commerce

and questionnaires)

!\/Ierr|1ber Sttatesﬂ:o growth Stakeholder
implemen e .
Oth)ion Compliance workshops
monitoring based | Desk research
on risk profiling Me mb e r g
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

Statesbd i
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 quant i-boxderBaCe cost s
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 i households, firms, the
government and the foreign sector i 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.

Directorate -General for Taxation and Customs Union
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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 d 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
i n consumer s 6bupaning the expanhsion df 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 d 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 i 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 anal ysi s rarfformatioreon the crege @ satacalléctediftorn the F o
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 Commissi oné6s Gui del i nes on | mpac
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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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 1 often in another language i 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.

Directorate -General for Taxation and Customs Union
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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 i 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 al so have arrangements in place for
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. Accor di ng to a recent st
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

a fAsi mp
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values being declared or i hThecompegity of mdnitosng complianeet i on o f

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 doesnd6t have to fulfil any VAT
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.*
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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 7 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 consumersod6 attitude is an important ext
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 consumersd 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, differentpr ocedur es among Member States, con

3b6|Page



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 salesand| ow consumer s b6oftaxesar enes s
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 Cc 0 n s u ime-Caminerae,oreldctiarce aofcbasinesses 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 6 s p ol i cigtheoabep ef cross-hoaler 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

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 J Objectives tree
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4AssessmenPtoloifc yt he
Opt son

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 stakehol dissussed dunng ¢her svorkshopd andr ob | e ms
interviews), EC internal debate and other policy initiatives at EU level (such as the Digital Single

Market strategy).
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Table 11 0 Overview of the Policy Option s

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?%) i 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.
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of all the Member States they are VAT-registered. This means that businesses would be subject to up
to 28 differe nt set of rules (domestic rules and the

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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http://ec.europa.eu/taxation_customs/resources/documents/taxation/vat/key_documents/communications/com_2011_851_en.pdf
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Table 12 J 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

Ef fects for Me mber Statesd r ©Optiens whee 10, 200k i ng i nt
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).
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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 (6in the MOSSH) , cCost s
year, or about (on average) EUR 430 per company for each Member State in which a company sells

TBE services. For the secondgroupof busi nesses ( 6out samodntto anfoenttdOSSo)
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%.
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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

lgnoring distance sales threshol ds, use of O6split
distance sales.
®European Commission (2015), 6Assessment of the application and

consi gnmélnt so
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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 i 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.

#®sSee recent information from UK )faHMRE Frdn2eO(36Bal CommaidsidnTdesgfimapcese st i mat e s
52015), 6 L eCofamerce: proposition pur une TVA payée a la source 6
® 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 i 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 States6 aut hori ti es and ensur
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, whichmay have additional positive i m

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 consignme  nt 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 Musdmne auth®itiea whensfitst 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 d Impact of Option 2 on VAT revenues f or 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 d 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.

58| Page



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 0 Impact of Option 2on 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 d 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
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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 d 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 t-o a oOf
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 i 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 summari ses the key impacts on

Table 18 60Over vi ew of Member St atGpwh 2VAT revenues for

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 o 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

Directorate -General for Taxation and Customs Union
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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 d 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

64|Page



(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 leadtolower consumersé prices, eve
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

EU business
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
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 (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

EU business

Register for VAT in
MS of arrival

>
>

Postal operator / Shipment
courier ’

Tax authority MS
of destination

Tax authority MS Controls and
of dispatch audits

Source: Deloitte analysis
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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 i 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 T 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 d Impact of Option 3 on VAT revenues f or Member States (threshold at EUR5 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 f or 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.
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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 d Impact of Option 3 on small value cons [gnments 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.
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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 d 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 d 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 d 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 d 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 d Impactof 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
2016



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.

Directorate -General for Taxation and Customs Union
2016



Impacts on Member States

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

Table 30 d 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 J Overview of administrative costs for Option 3

Threshold at EUR 5 000

Total (EUR billion) 3.117 1.437 4.554
B 07 (below the threshold)
07 (below the 21r2 .(MOSS 23 590 (above the threshold

per company (EU threshold) registered) )
businesses) (EUR) 23590 (above the | 23 601 (non registered 2172 (MOSS rgglstered)
threshold for MOSS) 23 601 (non registered for
MOSS
B 07 (below the threshold)
07 (below the 434 (MOSS registered) 7 863 (above the threshold
pET company pet threshold) 5203 istered 434 (MOSS istered
Member State (EUR) 7 863 (above the (nonf:)ergl\l/foesr(;) ( r§g|s ered)
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
B 071 (below the threshold)

0T (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

B 071 (below the threshold)

07 (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.

Directorate -General for Taxation and Customs Union
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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 |l ead to | ower consumer sd pr i dedgctbleeven th
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 0 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-
Commercesal es because of the burden to r e@O0threshold. f or S M|
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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