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Every member state within the European Union (EU) collects 
Value Added Tax (VAT) on sales. These receipts are one of the 
most significant sources of tax revenue, accounting for more 
than 28% of the total tax take in the EU. The Institute for 
Fiscal Studies estimates that in 2014/15, VAT revenues in the 
UK alone were £110bn.

A regional and local system
Europe operates a system for intra-EU trade that allows 
individual member states to set their own VAT rates, subject 
to certain parameters and limits, including a minimum 
standard rate of 15%, for instance. They can also introduce 
exceptions to the EU VAT Directives, and make derogations, 
which means they can make certain classes of goods exempt, 
as long as they keep within the overall framework of EU VAT 
regulations. One of the biggest objectives for legislators, then, 
is moving towards a consensus on various VAT issues in order 
to create a more consistent approach across Europe.

For businesses, the larger challenge is keeping abreast 
of the huge amount of legislative change around VAT, 
nationally, at the EU and on a global level. Indirect taxes 
have to be constantly adapted to meet shifting economic 
realities. Globalisation, the increase of e-commerce and 
new technologies are changing the way companies operate, 
resulting in pressure on systems such as VAT.

VAT rules change for digital goods
That pressure is now compelling. In a study published in 2015, 
Boston Consulting Group has argued that e-commerce, or the 
“internet economy”, will account for 5.3% of GDP among the 
G20 nations by 2016. In the UK, it will account for 12.4%, and 
in South Korea 8%. But the old VAT rules are ill-suited to this 
borderless, frictionless commercial activity.

One recent VAT evolution that demonstrates the European 
Commission’s (EC’s) desire and ability to modernise the 
prevailing taxation system is the change to the place 
of supply rules for electronic goods that came in at the 
beginning of 2015. “Place of supply” for a high street shop 
is simple: the customer walks in, buys something and VAT 
is included in the price. But for online goods it’s not so 
straightforward.

From 1 January, VAT charged on telecoms, broadcasting and 
electronically delivered services companies (TBES) changed 
from an origin system to a destination system. This means 
that every digital business, whether based in the EU or not, 
will have to charge VAT in the country where the customer 
is. Previously, VAT was charged based on the country that the 
supplier was based in. 

The origin system had come under criticism. For example, 
online retailer Amazon.com located its European HQ in 
Luxembourg, which had a special low rate for e-books 
making it an attractive location for some online retailers. 
This allowed Amazon to charge a VAT rate of 3% on its 
products and undercut competition. However, the incentive 
for companies to make these types of decisions in order to 
take advantage of this kind of discrepancy has been much 
diminished by the introduction of the place of supply rules.

The past decade of VAT in Europe

But although their indirect taxation laws are national, states operate within the parameters of 
the EU VAT Directive. Europe’s current system - which came into being with the introduction of 
the single market in 1993 - abolished customs-based sales taxes enforced at borders. In doing 
so, the EU eliminated vast amounts of administration - around six million customs documents 
each year - and helped to simplify the process. However, there are more reforms being planned. 

This briefing paper looks at the past decade of VAT reforms in Europe and looks forward to how 
this area will evolve over the next ten years.

Executive Summary
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Difficulties in determining  
place of supply  
Inevitably, the new rules have added some complexity. Every 
digital business now has to work out exactly where each of 
its customers is located and collect VAT depending on which 
rates apply in any of 28 different territories. What’s more, this 
affects businesses both inside and outside the EU. 

First, there has to be an understanding of whether the rule 
changes apply to the company. Products and services ranging 
from distance learning products, web hosting, software, 
subscription services and apps (when delivered over a mobile 
device), are included in the regulations. But the new rules only 
apply for business-to-consumer (B2C) goods. Sales of business-
to-business (B2B) digital products will not be affected.

Second, determining place of supply is not always easy. 
Businesses need two non-contradictory pieces of evidence 
to determine a customer’s origin. They are allowed to make 
presumptions based on bank details, customer address, fixed 
landline location, the IP address of devices, or the mobile 
country code on a SIM card. Collecting the data and ensuring 
it flows from an order system to back-office financial systems 
is a technological challenge. It can also cause problems with 
data protection laws, which are especially stringent in the EU.

Changing the place of supply rules to create a tax charge 
where the goods or services are consumed was first 
suggested a long time ago – it derives from the Ottawa 
principles for taxation of e-services agreed among OECD 
countries in 1998. And while those principles have taken a 
while to gain ground, governments are increasingly realising 
that delaying their implementation impedes their ability to 
collect revenue. 

MOSS designed to  
smooth the process
The EU has introduced rule changes in an effort to try and 
turn the tide of ‘rate shopping’, whereby companies set up 
in low VAT destinations and arbitrage the rate differentials. 
But it also recognises that this creates problems for many 
companies.

One important administrative easement that came in with 
the recent legislation was MOSS - the Mini One Stop Shop. 
Under this arrangement, companies that opt for MOSS can 
register in one member state and submit a VAT return solely 
to that country. MOSS then averages out the requirements 
of individual member states - so a digital business does not 
have to register with every EU country it sells its products in.

Impact on small and  
medium-sized businesses
However, there are still a number of concerns, especially 
from small and medium-sized businesses. Whereas larger 
companies generally prepared for the changes well in 
advance, a number of smaller and less well-resourced players 
faced difficulties. Sometimes these companies only had a few 
transactions in certain markets and lacked knowledge on how 
cross-border VAT would work in the EU. 

As stated by Dr Robert Nagy, VAT Technical Manager at TMF 
Group, the new regulations can also impact a company’s 
business model. According to Dr Nagy: “Businesses need to 
adapt their pricing strategies. Differing VAT rates have an 
impact on the margins unless an adequate pricing structure 
is developed in advance. Universal pricing could lead to 
the erosion of the profit margin in case of a higher VAT rate 
and the application of the differential pricing increases the 
administration costs.”
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With the EC’s Single VAT Return 
initiative being nearly a thing of the 
past, due to Member States’ inability to 
agree, the EC needs to start looking at 
alternatives in respect of simplification 
and unification of VAT. The EC has 
already opened consultation on 
standardising rates and abolishing tiers 
of reduced rates. Fully standardised 
rates across the 28 states, however, 
will be hard to achieve.

Member States currently set their own standard rate, which 
must be at least 15%, and they may operate one or two 
reduced rates of VAT, for certain goods or services. Some 
argue that the reduced rates add complexity to the system, 
distorting competition across the EU. Arguably, they also 
tie up EC resources in legal challenges to countries that 
use VAT as a policy mechanism. For instance, the EC took 
the UK to the European Court of Justice (ECJ) in 2012 over 
the introduction of a reduced rate regime for the supply 
and installation of energy-saving materials, which it said 
contravened EC legislation. In June 2015, the ECJ ruled 
in favour of the EC. The UK government is bound by the 
directive and by the court’s ruling. As a result, the reduced 
rate for products such as solar panels and insulation is to be 
abolished. The case provides a strong example of the conflict 
that exists between member states using VAT to reinforce 
their own policy moves and the EC’s motivation to make the 
application of VAT as consistent as possible. 

Abolishing reduced rates
The EC opened a debate on abolishing reduced rates with a 
consultation paper in 2013. Reduced and zero rates are usually 
levied on specific items, which can include essentials such 
as food and heating, or activities such as tourism. The fact 
that the proposal is still very much in the debate stage is a 
mark of how slowly such proposals are typically negotiated 
and how difficult it can be to reach consensus. France and 
Germany, for example, both argue that one standardised low 
rate of VAT would vastly simplify administration and make the 
EU’s VAT system more robust, as well as resulting in less fraud 
and reduced costs for businesses. 

Standardised rates were also supposed to assist with 
introducing the Single VAT return. Unfortunately, a consensus 
in respect of components of the form could not be reached 
amongst EU member states. Despite the projected €15bn 
estimated saving the EU Commission is now turning its 
attention away from the single VAT return prospect towards 
other possibilities of reducing bureaucracy and simplifying 
cross-border trade. Abolishing reduced rates also helps to 

reinforce the principle of VAT as a growth-friendly tax, one that 
does not discourage saving and investment. 

As a result, there are sound arguments against removing 
reduced rates, particularly from new member states with 
lower-income populations that are less able to bear the 
burden of consumption taxes. Telling citizens their cost of 
living is about to jump thanks to EU membership is a burden 
few politicians would invite. 

“There are a lot of cons if we remove the lower VAT rates,” 
says Patryk Karczewski, VAT Account Manager at TMF Group. 
“There will be huge debate on this, particularly between new 
and older member states. I can predict that consensus will be 
really hard to achieve,” he says. 

Among lower-income states there is a concern that this 
particular VAT reform will be pushed through by more 
advanced economies that will not be as adversely affected. 
But whether this will happen is yet to be seen. Even for high-
income EU member states, reducing to a lower standardised 
level would entail a significant reduction in overall tax take, 
in a period when revenues are suffering from the ongoing 
economic stagnation in the region. 

What’s more, the proposal is also seen by some 
commentators as running counter to the basic principle of 
allowing member states a degree of control over VAT rates. 
For a permanent mechanism of reduced rates to work 
effectively, however, it should be noted that it would also 
require member states to harmonise the goods covered. 
Otherwise, companies may look to exploit differentials in VAT 
by locating in certain countries.

Implementing a reverse  
charge mechanism
The EU’s initiative on the “reverse charge” rule is another 
example of moving VAT from an origin to a destination 
principle, this one in relation to goods that are not only 
supplied electronically. The reverse charge rule shifts the 
liability to account for VAT from the supplier to the customer, 
meaning the supplier doesn’t have to register and account 
for VAT in every location where they have sales. The rule is 
intended to deter “missing trader” frauds, whereby goods 
are transported from other member states, then sold on to 
consumers who are charged VAT. In fraudulent trades, the 
seller or sellers disappear without paying VAT to their tax 
authority. The reverse charge mechanism would eliminate this 
as the customer would be liable for paying and deducting VAT. 
 
 
 
 
 

The Future of VAT in Europe

5



The reverse charge rule should have a positive impact. As 
well as reducing the possibility of fraud, it also simplifies 
the VAT system. As Dr Nagy says: “If all the transactions are 
covered by the reverse charge mechanism, the registration 
liability in different EU countries is reduced. Also, companies 
do not face cash flow issues and it creates certainty in the 
interpretation of the VAT rules.”

VAT outside the EU and  
the switch from GST to VAT
VAT is evolving outside of the EU, too. The indirect taxation 
landscape both inside and outside of the EU shows a clear 
trend towards both the adoption of VAT as well as increased 
VAT rates. In 2015, we’ve seen countries like the Bahamas 
introducing VAT. In Malaysia, General Sales Tax (GST) was 
implemented to replace a sales and services tax; and 
legislation to replace an existing GST system with VAT is in 
progress in Egypt. 

We are likely to see more developments on this front. The 
government of Puerto Rico, for instance, has enacted a law 
that increases the existing rate of its Sales and Use Tax (SUT) 
and also introduces VAT to replace the SUT regime early in 
2016. And the UAE has draft legislation in place to bring in 
both VAT and corporation tax. The member states of the Gulf 
Co-operation Council (GCC) have also been working towards 
the introduction of a common VAT system.

Governments looking  
to bolster revenues
These moves towards wider use of VAT - whether in the EU, 
the Americas or the Gulf - are being driven by government 
need for reliable sources of tax revenue. VAT and GST rates 
have both increased in recent years. According to EY, the 
average standard VAT rate within the EU has increased 
from 19.5% prior to 2008 to around 21.5%; and across OECD 
countries, the average rate has increased from 17.5% to 19.2%. 

VAT is becoming the taxation vehicle of choice because it has 
been found to have a less detrimental impact on economic 
growth, particularly when compared to corporate income 
tax. As Jacek Szufan, Service Delivery Manager at TMF Group 
says: “The financial crisis has taught us a lot in terms of why 
VAT is helpful. IMF, OECD and EU research has all found that 
corporation income tax [CIT] is least growth-friendly, whereas 
VAT is most growth-friendly. VAT accounts for 20% of the total 
tax take globally, a 70% greater share than in the 1980s. The 
primary drivers are the macro-economic climate and the 
desire to generate more investment into wider economies. 
Direct tax has a tendency to deter investment.”

Further evolution is needed
A number of countries outside the EU - such as Australia, 
South Korea, New Zealand and Japan - are well advanced in 
terms of developing their own place of supply rules so that 
they more closely reflect the EU model. 

South Korea’s reforms to the VAT treatment of electronically 
supplied goods and services came into force on 1 January 
2015 – the same date as the EU place of supply reforms. The 
new rules require overseas suppliers of electronic goods into 
the country to register with the South Korean tax authorities 
through a simplified business registration system. As in the 
EU, the reforms are designed to avoid a situation where South 
Korea’s tax authorities might lose out on VAT due to the lack 
of a taxable charge based on where the customer is based.

“In South Korea, transactions on electronically supplied goods 
were previously subject to a 10% tax,” says Mr Karczewski. 
“However, if the service was supplied from outside the 
country, it was not caught by local VAT rules.” 

As well as an evolution in place of supply rules, China is in 
the process of more fundamental reform - moving from a 
Business Tax to a VAT system. This change has already had 
some positive impact for companies doing business in the 
country as it has reduced their costs. So far, China has applied 
multiple rates of VAT and is using a staged implementation. 
To date, the reforms are still in their pilot stage and have 
impacted on the transportation sector, as well as TV, radio, 
broadcasting, and the postal and telecommunications sectors. 
Other fiscally significant sectors - real estate, financial 
services and lifestyle services - have yet to transition to 
the VAT system. Meanwhile, in 2015, Japan rolled out new 
“destination-principle” regulations for the cross-border supply 
of digital services.

TTIP and VAT
A further development, also likely to be long in gestation 
and heavily dependent upon policymakers’ ability to reach 
consensus, is the indirect taxation implications of the 
Transatlantic Trade and Investment Partnership (TTIP). 

Essentially a move intended to reduce bureaucracy and open 
up trade between the US and the EU, the TTIP potentially 
could see the removal or reduction of customs duties. It will 
also bring the need for agreement on safety standards for 
certain classes of goods. Producing a unified set of export/
import rules will be challenging, and brings the possibility 
of a loss of income for some member states. Abolishing or 
reducing customs duty rates will cause a decrease in import 
VAT, since customs duty is included within the tax base for 
import VAT. Given the need for consensus, this treaty will also 
likely be a long-time coming.

VAT accounts for 
20% of the total 
tax take globally, a 
70% greater share 
than in the 1980s
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The current VAT system in Europe is complex and characterised by varying 
rates for, and different treatments of, goods and services, depending on 
the country in question. This can be costly in terms of administration, 
while countries can lose out on VAT revenue as companies seek to exploit 
the differential in rates by basing their operations strategically in certain 
locations. 

With the onset of the financial crisis in Europe, governments have been 
under great pressure to shore-up falling tax revenues. As a result, they are 
seeking to simplify the VAT system and eliminate ‘rate shopping’. 

A truly unified VAT system is the European Commission’s ultimate goal, 
but progress remains slow. In fact, the likely abandonment of the much-
anticipated single EU VAT return – as indicated in the EU Commission’s 2016 
strategy document/work programme – means potential changes to the 
MOSS scheme and Place of Supply rules may be the new focus heading 
into the new year. 

Reduced bureaucracy and easier cross-border trade could still be achieved 
by amending these other schemes, as they have previously either not 
been used to their full potential, or have simply not been explored in full 
to date. 
 
It’s not just Europe making fundamental changes at present. VAT is seen 
as a growth-friendly tax, which can also raise vital revenues, and many 
emerging and developed nations are looking to change the structures of 
their indirect taxation regimes.

Conclusions

This briefing paper has been developed to mark 10 years of TMF Group’s 
VAT service line, which has grown exponentially since its inception in 
2005. Beginning as a small team of experts covering the UK, Ireland  and 
Germanic countries the VAT team now consists of a much larger, multi-
lingual group of experts with experience across many different industries. 
TMF Group is now the world’s largest independent provider of  VAT and 
GST registration, returns, recovery and compliance.

The unique service offering for the professional delivery of non-resident 
VAT returns across Europe is strengthened by the global reach of TMF 
Group and its truly local approach.

Celebrating 10 years of VAT services
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Want to talk about what 
you’ve read here?  
 
Contact TMF Group’s  
VAT Services team. 

 
E: contact@tmf-group.com

Whilst we have taken reasonable steps to provide accurate and up to date information in this publication, we do not give 
any warranties or representations, whether express or implied, in this respect. The information is subject to change without 
notice. The information contained in this publication is subject to changes in (tax) laws in different jurisdictions worldwide. 
None of the information contained in this publication constitutes an offer or solicitation for business, a recommendation 
with respect to our services, a recommendation to engage in any transaction or to engage us as a legal, tax, financial, 
investment or accounting advisor. No action should be taken on the basis of this information without first seeking independent 
professional advice. We shall not be liable for any loss or damage whatsoever arising as a result of your use of or reliance on 
the information contained herein. This is a publication of TMF Group B.V., P.O. Box 23393, 1100 DW Amsterdam, the Netherlands 
(contact@tmf-group.com). TMF Group B.V. is part of TMF Group, consisting of a number of companies worldwide. Any group 
company is not a registered agent of another group company. A full list of the names, addresses and details of the regulatory 
status of the companies are available on our website: www.tmf-group.com. 
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