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EXECUTIVE SUMMARY

This Study examines the E.U. indirect taxation (VAT and Excise Duties) transposition sequence in Romania and suggests ways to: a/ improve the efficiency of revenue collection; and b/ diminish possible negative budgetary effects of the compliance with EU regulations. The main objectives of the study are: 

· To review the current contribution of indirect taxes to the Romanian economy; 

· To identify areas where the legislation and administration is in conflict with the application of EC directives and regulations; 

· To suggest possible pragmatic ways to bridge the gaps without harming the Romanian economy, or the social and economic aspirations.

                                                         *  *  *

This study does not look at overall fiscal policy; its focus is limited to the examination of indirect taxation – the VAT regime and excise duties – in Romania, in the context of the quest to join the EU during this decade. Although its scope was narrowed deliberately the analysis proceeds from the challenges Romania is facing as a transition country: institutional fragility, persistent high inflation, many loss-making companies and a high volume of arrears (including to the budget), endemic corruption, spreading poverty, etc. 

Romania has witnessed a considerable drop in budget revenues. In this respect Romania seems to stand aloof, with fiscal and non-fiscal revenues fluctuating around 30% of GDP, whereas the same revenues hover around 40% in Central European and Baltic transition countries. In general, one can submit that the better off countries (those which are, presumably, more advanced in reforms as well) have better functioning fiscal systems and superior tax collection).  The reasons which underlie this situation are rooted in: the quality of public administration, the enforcement of rules and regulations, the degree of transparency proclivity of firms to avoid taxes and operate in the underground economy, the intensity of the fight against corruption (thence, less tax evasion) and, last but not least, the structure of fiscal burdens. 

Fiscal policy in Romania has gone through many revisions; it has been erratic and, by the uncertainty created (compounded by the big number of exceptions and exemptions), it has been less business friendly – although, ironically, many of the changes undertaken and the exceptions granted were, supposedly, aimed at stimulating business. Fiscal policy has suffered the impact of a highly strained economy. 

A move in the right direction occurred in 2000 when fiscal policy was streamlined and it became less non-transparent (The Government Ordinances of January and March on the VAT regime, and the Ordinance on excises of February 2000). The year 2001, too, has brought some positive changes in the realm of indirect taxation. An important step forward was the consolidation of excise regulations at the end of 2001 (Government Ordinance of November 2001). But a plethora of exceptions and exemptions has continued to function and shows that much remains to be done in order to make the fiscal system efficient. In 2002, another series of measures in the field of VAT and excises were adopted; these measures further simplify the tax system and harmonise it with EU practices.

Available data show that fiscal revenues could be significantly higher in Romania, that tax collection can be improved considerably. Tax rates in Romania, in general are comparable to the average level in other CEECs. The only tax, which has been a distant outlier, is the social security contribution (57% of the wage fund). This state of affairs speaks about what policy should do. On one hand, the streamlining of the fiscal structure has to be pursued firmly; this would broaden the tax base and improve tax collection. On the other hand, a reform of the social security contribution is highly overdue; the steps undertaken, lately, by the Government go in the right direction in this regard. 

This study considers indirect taxation in Romania in the context mentioned above. Its focus is on meliorating tax administration in order to improve tax collection simultaneously with a broadening of the tax base. The analytical approach adopted in this paper goes hand in hand with the need to assimilate fully – but not necessarily immediately – the acquis in this field. 

The analysis proceeds in two steps: the first section deals with the VAT regime; and the second section tackles excises. A note should be made concerning the VAT analysis; in June 2002 a new VAT law passed the Romanian Parliament, followed by a Government Ordinance regulating its implementation. Given that the study was drafted before the new legislation was adopted, the analysis covered mainly the technical provisions of the previous regulatory framework. Even if at present the general legal framework on VAT has been updated, the substance of this study is not impaired. The study focuses mainly on the institutional and behavioural aspects of indirect taxation – more difficult to accomplish and implement, and crucial for the transposition of EU rules – and not necessary on legal technicalities.

Indirect taxation in Romania

In conducting this study it was decided that whilst taxation inevitably had political overtones, accession required certain standards of compliance that, even with transitional derogations, must be regarded as inevitable in the longer run. The stark reality is that efficient collection of taxes is an essential ingredient of accession. 

Romania is taking steps to comply with the requirements demanded by accession. However, it is equally clear that a great deal has to be done. Not least in developing an efficient administration for the collection of taxes. The study concluded that this was the principal requirement to be met whether or not Romania was seeking accession.  The principal matters apply to both regimes and the study concludes that:

                 a/ there is a failure to collect all the revenues known to be due and payable;

                 b/ the administration is poor and appears to lack a cohesive strategy for improvement;

                 c/ there seems to be apathy, confusion and wholesale non-compliance on the part of undertakings many of whom are within the ambit of state control;

                d/ there are ad hoc dispensations and derogations from the national standard requirements to offend against EU competition law;

                e/ there is an appeals procedure that inhibits undertakings seeking a fair and impartial hearing;

                g/ there is, nonetheless, recognition, acceptance and some rectification of these issues which bodes well for the future.

The causes that produce the big shortfall in tax revenues must be dealt with in a determined way. Otherwise, fresh legislation will be little more than a cosmetic exercise. To this end suggestions are made in order to promote a netter performing and accountable tax administration. 

The success in improving tax collection will, supposedly, have an immediate and direct effect upon the recommendations made by:
	Study 9  -
	The E.U. social cohesion policy and its impact upon Romania’s regional economic and social development

	Study 10 -
	Steps to be undertaken in order to ensure compatibility between the Romanian social insurance system and E.U. norms. 


The flow of tax revenues is hindered by a number of factors, principally: 

· a well entrenched and significant underground economy running in parallel with the official economy;

· a large number of legal norms that provide dispensation and derogations for certain specific undertakings to delay or not pay the tax or duty; 

· an administration that does not collect or monitor effectively the true amount of tax to be collected (this reflects also institutionalised corruption).

The study distinguishes between what is described as black economy and grey economy.  The former, admittedly, exists in all member states and comprises of individuals who deliberately evade tax and whose undertakings are totally without the fiscal regime.  The grey economy is that generated by undertakings, which are within the fiscal system, but principally, as a consequence of the competition from “black undertakings”, have part of their output “off record”.

The Study concludes that tax collection can be much improved in Romania. The incidental benefit of such improvement will be to progressively increase compliance by grey undertakings and inhibit the extent of the “black economy”.  In addition foreign inward investment will be encouraged, as investors need to reasonably project what cost they will incur as a consequence of their investments.  Particularly in this context we recommend cross-reference to Study 12, which deals exclusively with matters pertaining to corruption and tax evasion.  This Study commends and concurs with the observations, recommendations and conclusions that Study 12 has made in relation to tax evasion and fiscal probity.  Therefore, this Study should be read as an endorsement of those conclusions in that respect as they apply to this Study.

Compatibility with the European Commission (E.C.) Directives and Regulations

The application of all E.U. Directives and Regulations and the application of corresponding Member States’ statutory legislation is determined based on certain principles that underpin EU Law whether that be fiscal, civil or criminal. It would be incorrect to assume that any member state can stand as a paradigm in terms of ability to collect taxes and fiscal regulations. However, it is an incumbent duty for all member states to recognise certain principles in the application of all its laws, whether they are fiscal or otherwise.

These principles often referred to as “free standing truths” can be summarised as:

· Equal treatment (non-discriminatory); 

· Proportionality; 

· Legal certainty; 

· Protection of legitimate aspirations; 

· The protection of fundamental (human) rights.

These mandatory issues are highlighted because their application will inhibit the flexibility that Romania has previously exercised in adopting ad hoc and specific legislation to promote economic growth of certain industries and undertakings.

Regarding the VAT the study concluded, inter alia, that:

          a/ the standard rate is within the range permitted by the EC (Economic Commission) Sixth Directive;

          b/ the existence of the zero rate offends against that Directive. However, action is planned to comply in certain areas;

          c/ the exemptions from the tax exceed those permitted but there are plans to conform;

          d/ the threshold for an undertaking to become a taxable person is planned to exceed that required;

          e/ a number of administrative requirements are lacking within the system.

As to excises, main conclusions are:

           a/ in addition to the ‘traditional” excisable products of hydrocarbons oils, potable alcohol and tobacco Romania has duties on the home use and consumption of a large number of goods ranging from sporting guns to coffee;

           b/ the rates are far below those permitted within the EU (which is not surprising in view of the huge income differential between the EU average and Romania);

           c/ there is no formal bonded or fiscal warehousing;

The Study provides detail of divergence from the Directives etc.  However, these matters can be the subject of transitional derogations and negotiations, and these matters are summarised below under the heading “Conclusions, Recommendations and Suggestions”. There are areas however where there are contraventions of the basic principles and by way of example we identify:

· certain undertakings being allowed to defer or delay payment of VAT and excise: This could be classed as discriminatory and offending against the E.C Anti-competition Directive especially if it were seen to inhibit inter-community trade by providing an effective State subsidy;

· the penalty applied to the discovery of VAT errors is a mandatory 200%:  This might be judged to be disproportionate;

· ad hoc statutory changes have left many undertakings confused: Whilst this could offend against “legal certainty” it would certainly provide a defence against allegations of tax evasion; 

· currently, VAT repayments can be withheld and, allegedly, this offends against legitimate aspirations; 

· appeals against demands for VAT are subject to non-refundable stamp duty. This, presumably, inhibits the undertakings’ right to a fair and independent hearing and offends against that fundamental right expressed in the European Human Rights Convention.

In short: accession will diminish the flexibility that Romania has traditionally employed; and, arguably, the administration would need to be re-organised to create confidence in its impartial and efficient operation. Perception by member states will have an immediate impact. Therefore, the Study looks at ways of creating a better perception as well as providing what we believe is a sounder basis for improving the indirect tax contribution to the Romanian economy.

First and foremost it has to be accepted that Accession must result in compliance with the EC Directives and Regulations. Transitional arrangements can be negotiated provided they have purely a national effect and do not offend against the free access or movement within the enlarged market or offend against open competition.
Conclusions, recommendations and suggestions

The principal conclusion of the Study is that it is imperative to improve tax collection and to inhibit the growth (and diminish the size) of black economy. Should Romania maximise the achievable revenue from available tax sources it would have the budget resources to meet the costs of considerably higher production of essential public goods such as health care, education, infrastructure etc.

The immediate task facing Romanian public authority is to take steps to establish an administration that is overt and transparent in its probity, efficient and fair in the collection of the taxes and duties and accountable.  It is suggested that this can be achieved by establishing:

· An initial cadre of well trained and reasonably well paid (sufficient to foster honesty) fiscal officers with the aim of establishing an esprit de corps that attracts high calibre recruits; 

· Segregation of inspection and verification from cash collection to inhibit collusion with undertakings; 

· A regime whereby the administration for the collection and verification of indirect taxes is held accountable for the yield achieved.  The targets set through service level agreements and the achievement against those targets should be published and open to public scrutiny;

· A regime where each fiscal officer, through individual service land agreements or contracts, is accountable for not only her own actions but also for those of the subordinates under his/her management for their performance and probity; 

· An electronic data processing (EDP) system that, besides providing an accounting function at a single discrete location, would --through comparisons of revenue yield from like undertakings-- select those whose performance was out of the norm; these undertakings would be verified by the fiscal officers.  Those officers would report the results to the EDP centre that would collect the additional revenue and, over a period of time, improve the “credibility” programmes. The objective would be to use “business” principles in targeting additional tax revenues; 

· A narrower targeting of non-harmonised excisable products. This, together with a more accurate recording of revenues from each product category, would significantly increase tax collection efficiency and save important administrative resources;

· An independent VAT and Duties Appeals Tribunal to provide the counter balance to the administration and to create the confidence in fair administration of the fiscal law; 

· General anti-avoidance law or regulations (GAR) in the belief that if more undertakings comply they will still seek to limit their liability by exploring loopholes or lacuna within the fiscal law. There is a natural progression from evasion to avoidance and if such a GAR were enacted no undertaking could say that its legitimate expectation afforded by such legislative shortcomings were offended.

The effectiveness of the measures highlighted above depends on the political context as well, in the sense of the main political actors being genuinely committed to fight corruption and sever the links between political parties and the corporate world.

Apart from the above set of general recommendations, the study also provides specific suggestions for the two categories of indirect taxes, as follows:

Specific to VAT

There is a need to establish:

· A flat rate scheme for small undertakings to provide an avenue for initial compliance with the formal economy; experience shows that 80% of the achievable revenue is secured from the upper quartile of undertakings, which suggests that such a scheme would release the resources of the fiscal officers to tackle the black economy and exercise control over the more “profitable” undertakings;

· A better definition of:

· The taxable person;

· Time of supply;

· The taxable amount;

· The occasion when VAT can be credited or reduced;

· The place of supply of service;

· The right to deduct input tax etc.

· The provision of a unique VAT registration number for each undertaking;

· A restoration of integrity and confidence by:

· Repaying VAT within an agreed time scale;

· Imposing severe penalties with imprisonment and full restitution as the ultimate sanction – Please refer to Study Number 12;

· The design and implementation of an enforcement system that applies different strategies to differing types of non-compliance.

Specific to Excise Duties

There is a need to establish:

· Wherever possible the adoption of ad valorem rather than specific duty rates. The imposition of specific rates at E.U. minimum levels will make the excise goods “unaffordable” to the general public and promote rather than discourage the “black” economy;

· If possible, an extended transitional period for gradual convergence; A smooth, rather than abrupt, increase of excise duties is preferred due to high income differentials between Romania and EU countries, that makes tax harmonisation with the EU quite painful

· A system of bonded or fiscal warehousing to promote trade and manufacture etc in bond;

It is also worth considering:

· The abolition or reduction of duty on “non-harmonised” products and substituting alternative forms of taxation e.g. the industrial usage of fuel and power;

· Collecting duties as far up the supply chain as possible – to concentrate revenue collection effectively by “centralising” the area of risk.

                                            *   *    *

The implementation of the recommendations made in this study would be enhanced by the consolidation of the fiscal system, whose operation hinges on a forceful fight against institutionalised tax evasion/corruption. In this respect we again refer to and endorse the conclusions within Study 12 particularly Part Two “Tax Evasion” paragraph 5 et seq. This is because, ultimately, legislation is only as good as the people who comply with it or enforce it.

1. Introduction

1. Several venues can be used for looking at fiscal policy in general, and at indirect taxation, in particular. One venue regards the way fiscal policy enhances structural reforms in order to help create a “functional and competitive market economy”. One has to talk here definitely about the ability to impose/enforce hard budget constraints and allow proper resource allocation in the economy. One can also judge fiscal policy in terms of the premises which foster real convergence, namely the achievement of rapid and sustained growth. In this respect, the linkage between fiscal policy and the propensity to save and invest needs to be put under scrutiny. One can be more mundane and ask how fiscal (budget) policy can help alleviate the pains which are felt in the education and the health care systems at a time of deep budget retrenchment; for education and health-care are the kind of public goods which crowd in private goods. Seen in a broader perspective, such public goods condition the formation of private and social capital and underpin long-term growth. One is concerned here with ways and means for increasing budget revenues. 

2. This study does not look at overall fiscal policy; its focus is limited to the examination of indirect taxation --the VAT regime and excise duties-- in Romania, in the context of the quest to join the EU during this decade. Although its scope was narrowed deliberately the analysis proceeds from the challenges Romania is facing as a transition country: institutional fragility, persistent high inflation, many loss-making companies and a high volume of arrears (including to the budget), spreading poverty, etc. 

3. For the sake of the analysis that follows, it is worthwhile summing up a few traits of budget dynamics and fiscal policy in Romania in the last decade. 

4. Thus, similarly to, but more saliently than other Central and Eastern European Countries (CEEC), Romania has witnessed a considerable drop in the revenues of the public budget (Annex I)
. In this respect Romania seems to stand aloof
, with fiscal and non-fiscal revenues fluctuating around 30% of GDP, whereas the same revenues hover around 40% in Central European and Baltic transition countries.
 In general, one can submit that the better off countries (those which are, presumably, more advanced in reforms as well) have better functioning fiscal systems and superior tax collection
. The reasons which underlie this state of affairs are singled out frequently in the media and the professional literature: better public administration, better enforcement of rules and regulations, more transparency and less proclivity of firms to avoid taxes and operate in the underground economy, less corruption, and, last but not least, the structure of fiscal burdens. The significant difference in mobilising public resources, unless corrected, would favour a rise in income per capita differentials (to Romania’s disadvantage) in the years to come.

5. Fiscal policy in Romania has gone through many revisions; it has been erratic and, by the uncertainty created (compounded by the big number of exceptions and exemptions), it has been less business friendly –although, ironically, many of the changes undertaken and the exceptions granted were, supposedly, aimed at stimulating business. Fiscal policy has suffered the impact of a highly strained economy. 

6. The boom and bust cycle of the economy and the structure of taxation have increased the propensity of firms to practice tax evasion; it has stimulated the underground economy as well. Thence a vicious circle has emerged, which has induced policy-makers to adopt ad hoc measures and be oblivious to the longer-term challenges
 confronting the economy. 

A clear move in the right direction occurred in 2000 when fiscal policy was streamlined and it became less non-transparent (The Governmental Ordinances of January and March on the VAT regime, and the Ordinance on excises of February 2000). The year 2001, too, has brought some positive changes in the realm of indirect taxation. But a plethora of exceptions and exemptions has continued to function and shows that much remains to be done in order to make the fiscal system efficient. In the early 2002, a series of measures in the field of VAT and excises were adopted; these measures further simplify the tax system and harmonise with EU practices.

7. Available data show that fiscal revenues could be significantly higher in Romania, that tax collection can be improved considerably. Tax rates in Romania, in general are comparable to the average level in other CEECs. This is indicated by our analysis as well, whether one refers to the VAT regime or excises. The only tax, which is a distant outlier, is the social security contribution, which amounts to over 60% of the wage fund; this rate is far in excess of the standard level in other transition countries.

8. It should be said, also, that the range of taxes and their frequent changes are quite inimical to business. This situation speaks eloquently about what policy should do. On one hand, the streamlining of the fiscal structure has to be pursued firmly; this would broaden the tax base and improve tax collection. On the other hand, a reform of the social security contribution is highly overdue; the steps undertaken, lately, by the Government go in the right direction in this regard. 

9. Our analysis considers indirect taxation in Romania in the context mentioned above. Its focus is on meliorating tax administration in order to improve tax collection simultaneously with a broadening of the tax base. It goes without saying that the analytical approach adopted herein goes hand in hand with the need to assimilate fully –but not necessarily immediately-- the Acquis in this field. 

10. Thus, whilst “compliance for accession” is the basic tenet of this study we have not ignored the fact that Romania’s fiscal situation must improve if the basic and reasonable aspirations of her people are to be realised whether within or without the larger Community.  

11.   Thus whilst our study has its principle objective of promoting compliance for accession we have made suggestions that we believe pertinent if accession is not achieved within the aspired time frame. Our study concludes that Romania is not securing the revenue to meet its budgetary requirements despite the fact that the GDP and fiscal statutory framework would indicate that revenue yield should be forthcoming. Our conclusions are that this shortfall arises from a combination of poor administration coupled with poor compliance by the taxpayers.

12.    If this is accepted, then it will also be accepted that those matters must be tackled, otherwise fresh legislation will be little more than a cosmetic exercise. We see it is possible and make suggestions to promote better accountable administration. 

13.  We further recommend ways in which the non-compliance of taxpayers is tackled efficiently somewhat ruthlessly yet fairly to secure the revenue yield. It is only on this foundation can Romania structure the legislation to meet the requirements for accession. 

14. The analysis proceeds in two steps: the first section deals with the VAT regime; and the second section tackles excises. 

2. Value Added Tax (VAT)

2.1. The Development and the Current Situation of the VAT Regime in Romania

2.1.1. Introduction

15. The EU member states have adopted a system of value added taxes in accordance with the first and second Council Directives of 11 April 1967 on the harmonisation of the laws of the Member States relating to turnover taxes.  Also, the Decision of 21 April 1970 on the replacement of financial contributions from member states by the Communities’ own resources provides that the budget of the Communities shall, irrespective of other revenue, be financed entirely from the Communities’.  These resources are to include those accruing from the value-added tax and obtained by applying a common rate of tax on a basis of assessment determined in a uniform manner according to Community rules.  In order to assure the full compliance with the acquis, Romania has to modify its present VAT legislation according to these EU developments, and the EEC Sixth Council Directive.

16. Romania accepted the entire acquis communautaire regarding the value added tax in force on December 31, 1999 (see Romania’s Position Paper, Chapter 10, Taxation, drafted by the Romanian Government) and is prepared to further examine the development of the acquis on taxation entered into force after December 31,1999.

Through the European Agreement, the Government of Romania committed to continue the approximation of its VAT legislation with the EU rules and to develop an appropriate institutional infrastructure.  Despite its brevity, the Romanian law succeeds in copying the EU Sixth Directive.  However, there are still several issues that should be changed in order to assure the full compliance with EU rules and also to eliminate some of the existing problems in the VAT system. 

A new law regarding the VAT is expected.  Whereas the new law will maintain all the harmonised provisions of the existing legislation, three new characteristics are expected to appear.  First, new definitions and concepts will be introduced in order to approximate the Romanian legislation with EU rules.  Second, several facilities not in compliance with the provisions of the Sixth Council Directive will be cancelled.  Third, several exceptions will be introduced.          

As with most countries in the region, Romania applies a Value Added Tax (VAT) system under which tax is levied at all levels of the supply of goods and services.  Romania applied the VAT system on July 1st, 1993.  The existing general legal frame for VAT system is governed by the Government Ordinance No. 17/14.03.2000 – published in the Official Gazette No. 113/15.03.2000 – and the Government Decision No. 401/29.05.2000. (See Annex II: The Existing Legal Framework of VAT)

2.1.2. History of the VAT Regime in Romania
17. As a result of the stop-and-go approach in reforms, Romania’s fiscal system is not yet well designed to broaden the tax base, to induce voluntary compliance or facilitate efficient checking by the fiscal authorities.  Frequent changes in the legislation, sometimes fuzzy laws, prevalence of discretion and not of rules, and a weak tax administration has obstructed law enforcement.

2.1.2.1. The Development of Overall Tax Policy

18. The development of the VAT regime in Romania cannot be separated from the overall tax system.  One of the ways to assess the solidity of the tax policy is to establish to what extent the funding of the budget deficit takes into account other macroeconomic conditions.  The starting point of such an assessment is to verify the identity according to which all investment in an economy should equal the savings of the residents and non-residents.  According to this identity, the budget deficit has to be balanced by a non-governmental domestic sector that saves more than it invest and/or by a deficit of the external current account.  Figures show that in Romania, both the governmental sector and the governmental one have been running deficits
. (See Annex III: Correlation between saving and investment in Romania) Accordingly, Romania needs external financing to offset the discrepancy between investment and national saving. 

19. A natural question arises: why the non-governmental saving is so low?  The answer could be found by analysing the development of the overall tax policy in the last years.  Relevant studies show that Romania’s economy has been kept in several vicious circles
.  The first vicious circle regards the budget policy.  The second is the vicious circle of saving and investment and the third vicious circle concerns the informal economy. 

In order to hold the budget deficit under control, the government used to resort to ad-hoc tax increases during the fiscal year.  Due to higher taxes, the adjustments made at enterprise level did not reflect positively in their financial situation.  The arbitrary changes on voted appropriations decreased the effectiveness of the budget expenditure.  The induced contraction of the formal economy triggered the narrowing of the tax basis, which usually generated more ad-hoc tax increases.

The increases of taxes and the reduction in budget appropriations became the basic mark of the budget cycle.  The increases of taxes as governments’ answer to the lower tax revenues consolidated the relative expansion of the informal economy, undermining macroeconomic stabilisation.  The generalised reduction in all budget appropriations affected all governmental programmes and became a major source of arrears in the economy.

The unsustainable budget cycle has undermined the credibility of the governance.  The horizontal fiscal decentralisation was the natural consequence of the unsustainable budget cycle. Three main forms of the horizontal tax decentralisation were outlined.  Firstly, the number of special funds increased.  Secondly, extra-budget funds consolidated. Thirdly, financing of public institutions from their own sources expanded.

The vicious circle of budgetary policy has determined a significant decrease in non-governmental saving and investment.  The decline of saving entailed the contraction of investment.  As a result of low investment, the competitiveness of domestic industries decreased with a negative impact on saving. Due to the vicious circle of saving, the sustainable size of the budget deficit has decreased.  A relatively high budget deficit may not endanger the macroeconomic stability in an economy where the domestic rate of saving is high. This is not the situation in Romania, where because of the lower rate of domestic saving even a low budget deficit may prove destabilising.

The expansion of the informal economy undermined efforts to improve tax collection.  Since the beginning of the transformation process, the tax-collecting rate stayed relatively low, which generated the accumulation of an important volume of debts unpaid to the budget. Given the excessive tax burden as against adjustment, many enterprises failed to meet their tax obligations.  Finally, a larger number of businesses ceased paying their fiscal obligations and joined the informal economy.

2.1.2.2. Tax Reform in recent years (2000-2002)

20. The need for a tax reform has become evident at the end of 1999.  The structure of taxation was considered counter-productive as against the objective of economic growth.  The general objectives of the fiscal reform in 2000 relied on general lessons learned worldwide and the Romanian experience.  These objectives resulted from the following four lessons of the tax reform: 

· Tax reform must take into consideration the existing tax administration capacity.  Higher taxation rates applied to a narrow base are in breach of the requirements of an efficient and equitable tax system, induces tax evasion, trigger pressures for preferential tax treatment and reduce the tax paying willingness of taxpayers;

· The taxation system, as well as the budget system, should avoid excessive fiscal deficits.  Inflation tax, is the worse tax ever invented.  At the same time, if high inflation rates cannot be avoided then taxes on goods and services as well as taxes on capital and labour must be indexed. 

· Tax instruments must be aligned to adequate targets and fiscal incentives shall be reduced as much as possible.  Wrong-targeted fiscal measures always have undesired results.  For example, postponement of VAT obligation reduces budget revenue from the VAT, distorts competition and becomes a major source of corruption.  Most fiscal incentives are difficult to target, waste budget revenues and support inefficient allocation of resources. 

· The three basic objectives of the tax reform – simplicity, neutrality and horizontal equity – are not in competition but complementary.  Usually, these three objectives are in contradiction with the objective of vertical equity.  But, modern tax reforms in the world emphasise the need to avoid taxing severely the poor strata of the population. The fiscal policy operates the best if its role is as limited as possible to avoiding fiscal deficits, reducing tax burden and diminishing the distortions engendered by taxes in allocation of resources.  Taxes with uniform level rates applied to wider bases represent the means to reach the simplicity, neutrality and horizontal equity.

21. The basic idea of the fiscal reform in 2000 was to design a system to ensure the strengthening of the macroeconomic environment, to encourage saving and investment and to speed up structural changes in the economy.  The tax reform focused on four direction: (1) to eliminate the complex, hard to administer and corruption-generating system of granting facilities and exemptions from the payment of tax obligations; (2) to cut down the tax on profit; (3) to apply a single VAT rate; and (4) to reconsider excise duties. 

Tax reform has continued in 2002 continued along the lines of simplification of the VAT system by cancelling a range of exemptions and adopting measures aimed at removing one of the major causes of the poor functioning of the system – delays in VAT repayments.  

2.1.2.3. The Development of the VAT Regime
22. Since the VAT has been introduced in Romania, it made no exception from the modest performance of the overall tax policy.  Between 1993-1998, three VAT rates applied – 18% as standard rate, 9% as reduced rate and the zero-rate.  Between 1998-2000, the standard rate increased to 22% and there were also a reduced rate (11%) and the zero rate.  In that period, many special laws emerged and also the number and structure of the exemptions and exceptions has changed.

Starting with January 1, 2000, the standard rate is 19%, the lower rate has been cancelled and the zero rate was maintained. This change in the VAT system has a part of the fiscal reform initiated at the beginning of 2000.

23. The VAT revenues had a positive tendency, even if in 1996 and 1997 they decreased.  (See Annex IV: Revenues from VAT collection in Romania) Noticeable is that pursuant to the increase of the standard rate in 1998 (from 18% to 22%) budget revenues have grown by almost 1.5% of the GDP, compared to 1996, even in the context of a 5% decrease of the VAT collection rate between 1996-1998. (See Annex IV)  The increasing number of the businesses that failed to meet their tax obligations explains this development.  The VAT rate itself cannot explain the increased number of businesses that ceased paying their tax obligations. The aggravation of the VAT collection resulted from the increase of the overall tax burden.  This outcome involved inadequate law enforcement. 

24. Two other characteristics of the VAT collection are described in a recent study on fiscal policy in Romania between 1996-1998
.  First, available data for period between 1996-1998 shows that any direct tax collection was, to a large extent, better than the VAT one.  Second, the VAT collection – as well as the collection of all other taxes – is better in the private sector than in the state sector.  

25. Another useful instrument of analysis related to VAT collection is the calculation of effective versus statutory taxation. A comparative analysis for CEE countries is presented in Annex V: Statutory and Effective Taxation. 

The data for Romania is quite striking. According to the described methodology, in 1997 Romania had the lowest effective/statutory tax rate in the region
. This shortfall in revenue may be accounted for by tax breaks, tax arrears and tax avoidance measures. Moreover, giving the fact that the normalized tax yield was also the lowest in the region in the case of Romania, we submit that poor collection and tax breaks are critical in the explanation of the weak fiscal performance.

26. As there was an obvious need for reform, significant changes in the VAT system have occurred at the beginning of 2000. The following four elements defined this new VAT system and also dissented it from the previous systems: 

· A standard rate of 19%; 

· Elimination of the reduced rate; 

· Restriction of facilities related to VAT payment; 

·  Revision the product categories for which VAT payment facilities are granted.

The operations covered by the VAT system were classified as follows: 

·  Operations to which the standard VAT rate is compulsorily applied; 

·  Operations to which a zero VAT rate is applied; 

·  Operations exempted of VAT.

The restriction of facilities related to VAT payment was meant to act in two directions.  The first referred to the transition from VAT exemption to the basic rate for several products and services.  The second direction was the transition from the reduced rate to the basic rate for certain products and services.  

The revision of the product categories for which VAT payment facilities are granted was focused on two directions.  The first direction was the transition from the reduced rate to VAT exemption for several products – aimed at supporting families with children and certain disadvantaged groups (disabled persons).  The second direction allowed applying the zero VAT rate for a number of services (building, extending, consolidating and rehabilitating of houses, also including buildings of churches).

Some goods or services were left outside the scope of VAT – goods and services supplied by non-profit making social or philanthropic organizations, religious bodies, political parties, welfare societies, trade unions, public institutions, educational activities, public defence activities, public order and state security activities, cultural and sporting activities.

2.1.2. The Characteristics of the VAT Regime

27. The VAT standard rate in Romania (19%) is lower that the standard rate applied in EU countries, but above the minimum rate requested by EU rules – 15%.  Romania has also a lower VAT rate compared to the Czech Republic, Poland, Hungary or Slovakia.  The budget revenues from VAT are slightly lower than in the mentioned eastern European countries.  A more detailed presentation of the VAT regimes in the European countries is presented in Annex VI: VAT system in EU and Central and Eastern Europe.  

28. With the same standard rate, Romania’s budget revenues from VAT are comparable with that of the Czech Republic, but these are below those in Poland.  Romania seems to be worse off than Slovakia, but this country applied a relatively higher VAT standard rate.  The same is true comparing Romania’s budget revenues from VAT with Hungary – this country applies a higher VAT standard rate. 

29. According to FIAS
 and the World Bank, a significant difference between Romania and other countries from EU and Central and Eastern Europe is the VAT base.  Thus, in 1999, the VAT base in Romania was only 62% of the EU average, and only 77% of the average for transition countries in Central and Eastern Europe.  Also the value of the VAT revenue yield would have been 0.25% of GDP per percentage point of VAT tax rate
.   Even if data for year 2000 are suggesting that the VAT revenue yield – determined as percent of GDP per percentage point of VAT tax rate—increased to 0.33, it is still lower compared to EU countries.  The equivalent yield for the EU was about 0.40% in 1999.  On the surface, the VAT revenue yield is not very far behind from that existing in the EU.  But, assuming that Romania’s GDP is much more understated than in the EU, then, certainly the Romanian administration of the VAT could be significantly improved. 

30. The development of the Romania’s VAT regime shows that further clarification of the scope of the VAT is needed. (For a detailed description of VAT regime in Romania see Annex VII: The characteristics of the Romanian VAT system) 

Firstly, the aim of the VAT has not been sufficiently defined as part of the overall tax policy and fiscal policy.  VAT has been used both for removing tax pressure from the producer to the consumer and also as fiscal incentive.  Or, the objective of the VAT was to assure budget revenues, and also to help some businesses through the postponement of VAT obligation. Thus, one instrument was used to achieve not one, but two objectives.  This inconsistency together with the much too often changes in the system caused the public’s confidence in the system to decrease.  

Postponements of VAT obligations in Romanian environment are a give-away to the beneficiary company, because of the double-digit inflation.  This practice not only endangered the system and became virtually impossible to administer because of the large number of companies that received these benefits, but also is a major source of corruption in the fiscal administration.  

Secondly, although the weak administrative capacity and inefficient law enforcement has been contoured as obstacles for increasing the efficiency of the system, decisive action on them had not been taken.  Instead of implementing measures addressing directly the causes of the weak administrative capacity – for example the capacity to meet the government’s reimbursement obligations – the governments preferred to grant exemptions from VAT on imported capital goods. The exemptions create holes in the string of records and payments that the VAT system depends upon. Such practice distorts the market against possible Romanian suppliers and is rather the opposite of the form of protection policy governments try to employ.  If the government could meet its reimbursement obligations promptly, the needs of businesses could be satisfied and these exemptions could be abolished. (Measures adopted by the Government in 2002 eliminate such exemptions)

Case studies – presented both by more or less comprehensive studies and by the media – shows that the main weaknesses of the present VAT regime results from VAT-free imports and rebates.

Legislation favours companies with exemptions from VAT or postponements to VAT payment – on the import of goods contributed in kind to the share capital of the company and the imports of capital plant and equipment.  This creates two forms of capital goods imports, those that do not pay VAT and those that do.  If this distinction may easily exist for identical goods, it is more difficult for customs to distinguish between the two according to which law the importer is operating under.  VAT inspectors need to ensure that fraudulent claims are not made on plant imported tax-free but then used for a VAT rebate.  The practice in most countries is to collect VAT on all imports, including both current and capital good inputs to production.  When goods are produced by those inputs and sold, the VAT is in effect refunded.  Thus, the collection agents are in a stronger position if the VAT is collected at the border and then refunded.  

According to the law, any surplus of VAT liable on imports, over VAT levied on output, is carried forward up to three months and then is refundable.  For exporters this is reduced to one month.  Because of the high inflation, the cost on the enterprises is high.  If a company is in a VAT reimbursable position and applies for a refund it has to prove first that it has no unpaid other tax obligation to the state.  Giving such is time costly and allows government to delay the payment.

Often, VAT rebates offer loophole for fraud and evasion through using false invoices – for fictitious exports or capital goods that were never ordered.

The governments tried to compensate some favoured companies for the negative effects of the inefficient VAT administration by exempting those companies for it.  If the VAT reimbursement would be prompt the VAT should not be an important problem to any business. 

The preceding situations reveal five important weaknesses of the current VAT regime in Romania: 

· Reimbursements of VAT are not paid promptly.

· Reimbursements are not paid with interest.

· VAT reimbursements are held hostage against the payment of other taxes.

· There is little law enforcement.

· The VAT system discriminates between different investors (foreign or domestic, big or small investors, investors that use imported capital goods and those are not).

2.1.3. Expected changes in the present legislation

31. Several changes are expected in the Romanian VAT legislation in the near future.  The main changes refer to re-introduction of the reduced VAT rate and to exemptions.

The re-introduction of the reduced VAT rate was expected for 2002 – 9% VAT rate for preparation of food served in restaurants, bistros and hotels. It may be that the Government will postpone this measure in 2003 for the sake of securing higher budget revenues. Changes regarding exemptions are expected in three directions: giving up the exceptions for certain activities and institutions; implementing several exemptions and zero rate will be eliminated; and the transactions will be exempt with the right to deduction.  A detailed presentation and the timetable of expected changes are presented in Annex VIII: Expected changes in the present legislation.

2.1.4. Requests for transition period in implementing the provisions of the Sixth Council Directive

32. The Government of Romania requested a five-year transition period, until December 31, 2011, as regards the reduced VAT rate applied to the preparation of food in undertakings selling cooked food. 

This request results from the Government’s intention to promote the tourist industry.  The Government argues this requests for derogation from the EU rules as the application of the standard rate for VAT for these products would place Romania in a disadvantaged position with respect to the Member States and the neighbouring candidate countries with important tourism potential that charge reduced VAT rates (see Romania’s Position Paper, Chapter 10 – Taxation).   

The Government’s intention to re-introduce a reduced rate for VAT is not itself incongruent with the EU rules and practices, but from a broader perspective this change raises a couple of issues. 

Firstly, this step clashes with the changes in the VAT regime undertaken in previous years
.

Secondly, the argument used for applying a reduced VAT rate for tourism is not undisputable (from the competitive point of view, with respect to other countries with important tourism potential). It is hard to assume that the Romanian tourism is in a bad position relative to its competitors only because the VAT rate applied in Romania for tourist services is higher. If a reduced VAT rate for tourist services will be applied, it is likely that more businesses to be attracted in this industry. Probably, more resources will be assigned to tourism industry because of the reduced VAT rate, but certainty other groups of interest will increase their pressure for similar fiscal incentives.

33. The Government of Romania requested a five-year transition period, until December 31, 2011, as regards the VAT exemption without the right to deduction for the activities of research & development and innovation carried out only by undertakings that draw up programmes, sub programmes, issues and projects as well as activities which are part of the National Programme for Scientific Research and Technological Development or the National Research, Development and Innovation Plan and for the activity of research and development financed through international partnership with the European Union or through regional and bilateral partnership.  Only the goods and services resulted from the request from R&D and innovation activities will be exempted.  The input of goods and services are subject to the standard VAT rate. 

The Government argues that request through that in the transformation process a sustainable growth depends on the development of R&D and innovation.  Accordingly, it would be absolutely necessary to support R&D, including measures of fiscal relaxation, because the scientific potential of a country is defined by the financing level, the level of qualification and the numbers of qualified human resources, the state of the infrastructure, as well as the international cooperation etc.  All theses justifications seem plausible, but a natural question arises: The unquestionable good effects of R&D appear only if these undertakings are performed in the state sector?  Obviously the answer is no.  In fact, such an approach would discriminate between R&D performed in the state sector and R&D performed in the private sector. 

34. A five-year transition period, until December 31, 2011, regarding the special regime applicable to small entrepreneurs as regards the maintaining of the taxable level at EUR 20,000 annual turnover for VAT payers, instead of EUR 5,000 taxable level as provided for in the Directive. 

The Government of Romania argues that statistical data show that revenues collected from the VAT payers having a turnover less than EUR 20,000 does not justify the necessary administration costs for bookkeeping and control.  On the other hand, the expenditure of the small businesses subject to this special regime would be considerably increased by the VAT accounting and statement requirements.

Indeed, this seems to be a common sense argument. If the costs of the administration of a tax outweigh the revenues from that tax, it should be cancelled.  However, a question arises: if the taxable level of EUR 20,000 annual turnover for VAT payers will be implemented, this will not trigger a significant increase in the number of such small businesses? On the one hand, it is hard to believe that thousands of businesses will split in order to be situated under the level that excludes them from being subject of VAT, because the annual profit possible to be obtained from such a small businesses would not be higher than EUR 1000 to a 5% profit rate or EUR 2000 if the profit rate would be 10%.  On the other hand, if in some small businesses the profit rate would be at least 10%, these could became very attractive for very small businesses given the potential high revenues relative to the average salaries.

2.2. A Strategy for implementing the EU standard

2.2.1. Introduction
35. Compliance with the EC Directives on indirect taxation is a mandatory condition for accession.  Even if Romania’s accession in the EU is not imminent, it is obvious that its VAT system has to be improved in order to become more efficient.  The EU standard is helpful for changing Romania’s VAT system, both from the short-term and medium and long-term approach.  Romania’s VAT system was originally based on the European model.  That is why a comparison between Romania’s present VAT system and EU norms could be useful to build a short-term strategy aimed at increasing the efficiency of its system.  Romania want also join the EU as soon is possible, so it must align its VAT system to that of the EU.  From this perspective, three questions arise: (1) what standards for the VAT system are required for accession, (2) what deficiencies of the Romania’s present VAT system need to be corrected to achieve those standards and (3) to which extent does the Romanian legislation comply with the European Convention on Human Rights to taxation?  

2.2.2. The EU Standard on VAT

36. Pursuant to removal of restrictions on the movement of persons, goods, services and capital and the integration of national economies, Member States must ensure that their systems of value added tax are non-discriminatory as regards the origin of goods and services, so the common market permitting fair competition and resembling real internal market should ultimately be achieved.  From this perspective, the VAT system is defined by several characteristics: non-discriminatory, clear definition of concepts and stability. 
37. In the EU approach the essence of a tax system is tax collection.  Accordingly, the mission of the VAT administration is focused on the tax collection.  Clear and transparent formal procedures are considered essentially for the efficiency of the VAT system.  They are also crucial for equitable administration and an important way or restricting corruption.  Streamlining and simplification of procedures are characteristics of the recent developments in VAT administration concerned with compliance costs of taxpayers and administration costs.
38. It is recognised that complicate procedures may induce the emergence of informal procedures, which are agreed by the taxpayers and tax inspectors without a legal basis.  In order to avoid such practices, the EU countries have strong internal audit systems.  Many countries have adopted Codes of Conduct to set out the behaviour and standards expected of employees.  Apart from administrative procedures defining the work processes of the VAT administration, in the EU countries a special attention is conferred to taxpayer grievance and appeals procedures that clarify taxpayers’ rights in the VAT process.  Also, the information system related to procedures is considered an important field for the VAT administration. 

39. At present, at the EU level a great variety of VAT regimes exist from the perspective of VAT rates applied.  In spite of this diversification, the common denominator for VAT systems is the Sixth Council Directive, that settles down the frame for harmonization of the laws of the Member States relating to common system of VAT. 
	The Definition of Concepts

In order to enhance the non-discriminatory nature of the VAT, the term “taxable person” also includes persons who occasionally carry out certain transactions.  The place where a supply of services is effected is in principle defined as the place where the person supplying the services has his principal place of business, that place is defined as being in the country of the person to whom the services are supplied, in particular in the case of certain services supplied between taxable persons where the cost of the services is included in the price of goods. 

According to the Sixth Council Directive, the taxable base must be the same in all Member States so that the application of the Community rate to taxable transactions should lead to comparable results in all the Member States.  Member States have a common list of exemptions so that the Communities’ own resources should be collected in a uniform manner in all countries.

The rules governing deductions are harmonized for the Member States to the extent that they affect the annual amounts collected and the deductible proportion should be calculated in a similar manner.  Therefore, national legislations must specify which persons are liable to pay tax, in particular as regards services supplied by a person established in another country.

The obligations of taxpayers must be harmonized as far as possible so as to ensure the necessary safeguards for the collection of taxes in a uniform manner in all the Member States.  The taxpayers should make a periodic aggregate return of their transactions, relating to both inputs and outputs where this appears necessary for establishing and monitoring the basis of assessment of own resources.

Member states can retain their special schemes for small undertakings.   Also, countries are free to apply a special scheme involving flat rate rebates of input VAT to farmers not covered by normal schemes.  The basic principles of this scheme must be established and a common method should be adopted for calculating the value added of these farmers for the purposes of collecting own resources.

Countries can, within certain limits and subject to certain conditions, take or retain special measures derogating from the Sixth Council Directive in order to simplify the levying of tax or to avoid fraud or tax avoidance.  Also, when it might appear appropriate, countries could be authorized to conclude with non-member countries or international organizations agreements containing derogations from the Sixth Council Directive.




2.2.3. The General Directions for Lining up Romania’s VAT system to the EU Standard

40. The general objective of changing Romania’s present VAT system is to increase its efficiency and to achieve the EU standards on VAT
.  Starting from the characteristics of the present VAT system, three general directions – facilitate revenue collection, improve the administration of the VAT and achieve, more or less, a level playing field – should be followed in order to line up the Romania’s system to the EU standards.
41. Following these directions, two sets of objectives can be determined: short-term objectives and medium and long-term objectives.   The achievement of short-term objectives should not have significant negative consequences on the economic environment (entrepreneurs and final consumers).  They should consist in the harmonization of definitions of terms from Romanian legislation to the Sixth Council Directive.  


The medium and long-term objectives – consisting in implementing new instrument and practices and institutions – would have a more significant consequences on the business environment, but the negative effects would be significantly reduced if the timetable for expected changes will be published in advance so entrepreneurs should not be taken aback by those changes.  Also, the negative effects on consumers determined by some measures – such as eliminating the exemptions from VAT payment for certain goods and services – would be offset if these will be accompanied by other fiscal measures – such as a relaxation in terms of the global income tax – or by significant improvements in the general economic conditions, that would allow real revenues of the consumers to increase as far as inflation decreases.   

2.2.2.1. The First Direction: Facilitate Revenue Collection 

Short-term

42. In the short term the strategy should aim to make easier for undertakings to comply with the law and to create an environment for effective collection and official verification.  The VAT system must be more automatic and closer to the Sixth Council Directive.  

43. For the VAT authorities it is extremely important to undertake as their mission “to collect due revenue – not more, not less – and in time”
.  Such a general statement would define the organisation fundamental purpose and would unequivocally answer the question “why does this organisation exist?”  Also, it would communicate the vision of what the organisation wants to be like.  The lack of clear definitions of the public administration organisations’ missions seems to be a chronic disease in Romania.  Evasive missions which among others include also “to contribute to the achievement of the Government objectives” would not be useful to a prompt change of the current situation mainly because it will perpetuate the prevalence of political discretion in front of rules.   

On the short-term, in order to achieve this objective the following measures are necessary to adopt:

· To undertake as the mission for the VAT tax administration “to collect due revenue – not more, not less – and in time”.

· To introduce in the legislation the definition of the taxable person.

· To introduce in the legislation a provision according to which the VAT becomes chargeable for certain transactions or for certain categories of taxable persons later than the date when the transaction takes place.

· To introduce in the legislation a provision according to the subsidies directly linked to the prices that are included in the taxable amount.

· To introduce in the legislation a provision according to which in the case of cancellation, refusal or total and partial non-payment, or where the price is reduced after the supply takes place, the taxable amount should be reduced accordingly. 

· To reconsider the zero VAT rate so only transactions related to export could benefit from it.  Instead of the zero VAT rate for transactions non-related to exports, a reduced VAT rate would be introduced. If there are clear signs that the VAT administration has significantly increased, Romania could get back to a system with multiple VAT rates and could renounce the zero rate.
 
· To introduce in the legislation provisions regarding the intra-Community deliveries.  This measure will be applied on Romania’s accession to the EU.

· To introduce in the legislation provisions regarding the adjustment of the right to deduction.

According to Romania’s Position Paper – Chapter 10, Taxation, issued by the government in July 2001, most of the measures mentioned above will be taken in the next years. (See Annex VIII: Expected changes in the present legislation)     

Medium and Long-Term

44. On the medium and long-term, the strategy in this direction should aim to achieve efficient control of revenue traders and to form individual responsibility for performance throughout the administration. 

To Achieve Efficient Control of Revenue Traders

45. Because the administration of the collection of taxes is weak there needs to be a complete change in the structure and attitudes.  How can this be achieved?  The international experience has shown that modern developments are oriented to a system that allows a reduction in the number of officers dealing directly with the undertakings coupled with the use of technology to identify targets and to control their activities. 

46. The Romanian fiscal authorities should change their present approach on the tax administration  – a causeless management of a given situation – and should treat the tax collection as a business.  The fiscal authority should identify the relation between the cost of control and the revenue yield.  In other European countries, e.g. Great Britain, the fiscal authorities are assessed similar to commercial enterprises.  The activities of Romania’s fiscal authority on VAT should be cost and reported annually.  The fiscal authority on VAT should identify their costs of administration for each undertaking for which they are responsible.  Thus, the future planning and control should be based on this information.  The advantage of such an approach is obvious: the fiscal authority on VAT would focus its resources on those actions that will show a profit against the costs. 

If the fiscal authority will assume a clear mission statement it should be possible to have targets.  Thus, it should be possible to verify its achievement by an external body and the officials to be held accountable.
  The audit process is an essential factor in raising accountability and credibility.
  It also helps to develop the strategy as persons involved can stand too close to a problem to be wholly objective.

In the operation of a market economy open competition will result in:

· undertakings conducting the same business; 

· on roughly the same gross profit margin for similar undertakings.

Thus, the rate that input tax bears to output tax will be broadly similar for each undertaking within that sector.  Therefore, it is possible to compare the tax performance of similar businesses.  Such credibility indicators can be built in to the accounting system of the revenue collection.  

Introducing credibility indicators will be also useful for restoring the credibility of the VAT system.  For instance, credibility checking on claims to VAT refund based on a system of risk assessment would enable to claims considered as being with lower risk to be paid immediately. 

All the returns for similar businesses throughout Romania can be compared and then the “outliers” i.e. those whose performance is markedly below or above the norm, are selected by the system to be visited by the fiscal officers.

In order to achieve this objective, the following measures must be adopted:

· To use technology to identify targets for control activities.

· To change the present approach on the tax administration by treating the tax collection as a business. 

· To build and implement a set of credibility indicators in the accounting system of the revenue collection.

· To focus the attention of the fiscal officers on the companies of which performances are markedly below or above the norm determined by the credibility indicators. 

· To identify the costs of administration for each undertaking for which the fiscal authority on VAT is responsible.  Thus, the fiscal authority would focus its resources on those actions that will show a profit against the costs.  

To Form Individual Responsibility for Performance Throughout the Administration

47. The concept of individual responsibility for performance is needful for any institution of the public administration.  It is well know known that in present Romania’s organisational culture the so called “l’esprit de corps” is missing.  The civil servants are underpaid and often have the feeling that they are not protected by their organisations in performing their activity.  

48. A clear definition of vision and mission of the VAT tax administration is essential.  Undertakings by the VAT tax administration of the mission suggested above (“To collect taxes due – not more, not less – and in time”) would be a first step to an effective VAT system.  Such a mission statement would be clear and understandable to all the personnel of the organisation and also for the public.  It is brief enough for most people to keep it in mind, it clear specifies what business the organisation is doing, it spells out who are the organisation’s primary customers or clients, how the organisation plans to go about its business.  Such mission statement has a primary focus on a single strategic objective (to collect revenue in time) and reflect the distinctive competence of the organisation.  The mission would serve as template and would provide a guide to the managers and others in the organisation to make decisions.  It would also be useful in modelling the values, beliefs and philosophy of the organisation so as to reflect the organisational culture.  Starting from this mission it will be possible to formulate the attainable goals of the VAT tax administration and the mission itself would be a source of energy and rallying point for the organisation. 

If the fiscal officers would focus on businesses designated by the credibility indicators, the results of the visits from the “outliers” can be analysed to provide additional data to refine the credibility process and the effectiveness of the visiting programme in general, locally and individually by comparing the additional yield of tax.  Poor performers can then be identified and dealt with as appropriate.  The service level agreements or contracts lay the responsibility for an individual’s performance successively throughout the hierarchy of the administration.  Thus, a superior officer is held accountable for the subordinates under his authority.

49. It is necessary to create an accounting and credibility section as a central stand-alone agency where the majority of the staff will be employed inputting data into the system and into the banking function.  The basic input function can be employed by less well-paid staff.  The high calibre staff would be employed on verification duties.  With modern communications there is no requirement to have it established within Bucharest or any area where commercial property values are high.  The creation of a large semi-skilled centre of employment could be used to stimulate the economy within a suitable regional area.  There is also the advantage of physically separating the collection from the verification process as this makes collusion much more difficult. 

A centralised operation creates economies in terms of staff.  Thus, the available administrative budget has the flexibility to insure the salary levels of these in the way of temptation, which are sufficient to provide a disincentive to corruption.

This system should allow comparisons to be made between individual administrative areas and individual fiscal officers to help monitor their respective performance.  This performance would then be measured individually, locally and nationally against specific annual targets or objectives set out in the service level agreements or contracts that cascade down throughout the administration.

50. High calibre candidates should be recruited.  With adequate training they would provide a very credible force.  It is necessary to raise the status of such officers in the eyes of the public.  They must be seen belong to an overtly fair, honest but tough organisation.  Routine appearance breeds familiarity. It is much more effective in terms of prevention if they develop a reputation that creates respect tinged with anxiety. 

Short, sharp well-publicised action by an unfamiliar very competent official has a salutary effect not only upon the individual but all undertakings in the vicinity.  Reputation is a very powerful preventative weapon, but equally, a poor one has the opposite effect.  The effect upon the trading community can relatively easily be monitored within the credibility suite by monitoring the before and after tax yield from businesses within the same locality.  Significant increases will then trigger visits to collect apparent arrears.

For those who have not been involved, it must be explained that fiscal officers tend to be motivated by success in collecting additional revenue. Not only does finding arrears of tax create a sense of achievement, but to compete with fellow officers to bring in the most, through new self developed and shared techniques helps develop a team camaraderie that strives to improve the individual and collective performances.

51. The supervision of a visiting revenue official is largely remote and the effective officer must be motivated.   Accepting this is a requirement, it follows that motivation must be created by the working environment.  In reality the whole administration should be viewed as a business seeking the maximum yield for the least cost.

Thus, the principal resources and costs relate to the staff.  Therefore, the business should be organised to use the available resources in the most effective manner.  If the current performance is poor, employing further staff of the same level and calibre within the same environment are unlikely to create the qualitative improvements that are bring sought.  If that is accepted, then radical steps have to be undertaken to improve the calibre and environment to acceptable level.

In order to achieve this objective, the following measures are necessary to be adopted:

· To formalise contractual delivery targets to be achieved individually at each level of responsibility in the departments of the fiscal bodies involved in VAT collection so that these act as divisions of a commercial enterprise.

· To apply the principle according to which the responsibility of achievement becomes incremental in the line with the status of the individual.

· To apply the principle according to which the superior officer must be accountable for the activities and performance of its subordinates.     

· To create an accounting and credibility section as a central stand-alone agency where the majority of the staff will be employed inputting data into the system.

· To establish an administrative budget flexible enough to insure that the salary levels are sufficient to provide a disincentive to corruption. 

· To measure the performance or fiscal officers individually locally and nationally against specific annual targets or objectives set out in the service level agreements or contracts. 

· To recruit high calibre candidates so as to raise the status of such officers in the eyes of the public.

· To publish the good results of the fiscal officers.

2.2.3.2. The Second Direction: Improve the Administration of the VAT 

Short-Term

52. On the short-term, the strategy in this direction should aim to achieve two objectives.  First, to restore the integrity of the VAT by designing a clear and complete trail of invoices through the whole economic process – from the importation and production to the final sale.  Second, to ensure the stability of the legislation by avoiding the issuing of the so-called “special laws” – suddenly issued in the past.
  The effort should focus on fixing currently deficient administration of the VAT.
To Restore the Integrity of the VAT

In order to achieve this objective the following measures are necessary to be adopted:

·  To promptly pay the reimbursements of VAT. An absolute time limit must be set, by which repayment must be made including interest for a period between the time limit and the number of days of the original filing.

·  To pay the reimbursements with interest accruing automatically from the filing date following the submission showing a VAT rebate claimed.  The interest must fully compensate for inflation plus some penalty for delay.

·  To renounce the current provision according which VAT reimbursement is held hostage against the payment of other taxes.

·  To impose severe penalties for fraudulent claims.

·  To eliminate multiple inspections and to concentrate on extending the scope of the tax.

·  To seek expert advice for improving tax administration.

·  To adopt and publish a plan for harmonisation the exemptions with the EU standards.

·  To introduce in the legislation provisions regarding exemptions of exports from the Community and like transactions and international transport and special exemptions linked to international goods traffic  (Article 15 and Article 16 of the Sixth Council Directive).  This measure will be applied on Romania’s accession to the EU. 

To Ensure the Stability of the Legislation
53. In order to ensure the stability of the legislation a strategic plan should be developed.  This plan must reflect the most recent trends in the tax systems such as the new market approach, the changes in the institutional environment, the segmentation of clients.  A clear strategy articulates a comprehensive set of targets of the administration in a foreseeable future and communicates it to all stakeholders – i.e. the political level (different Ministries), the staff represented through the unions and the relevant users or clients.  In the strategic plan main stakeholders will find answers on how the tax administration will develop and how the plan will become a framework for a continuous dialogue between the political level, the staff and the trade, on how the tax administration intends to handle future challenges.

The Ministries expects high revenues at low costs, taxpayers expect protection and fair and equal service, the staff has other expectations.  In an ideal strategy process all main stakeholders are involved in the drafting of the product (the strategic plan) and are able to recognise their issues in the final product.  The stakeholders should not only be involved in the main content of the strategy but also when it should be reviewed.  An Agreement is also needed on the implementation-plan and measures.    

Medium and Long-Term

54. On the medium and long-term, the strategy in the direction of improving the VAT administration should aim to determine most of the informal undertakings to comply the VAT legislation.  The most important shortcomings of the present VAT system are linked to the administration of the VAT and to the compliance of a high proportion of the commercial undertakings.  The inefficiency in the VAT administration arises because the fiscal authorities seem to not have sufficient collective will to implement legislation.   The failure in collect revenues raises the issue of inducing the informal undertakings to comply.  

55. Each entity registered for the VAT should have a registration number separating that entity from all other suppliers.  Ordinarily, the registration number is the same number as the taxpayer identification number assigned for income tax and other purposes.  However, the tax authority should keep a separate list of all entities registered, or required to be registered, for domestic VAT purposes.  Each domestic supplier should be required to post a copy of the VAT registration at the principal place of business and at each branch, so that purchasers of the supplies can ascertain whether they will be eligible for credits on their purchases. 

At present, a VAT registered trade must attach a copy of the VAT registration certificate to all invoices issued.  If each VAT registered entity has a unique VAT registration number (as required by the EU) there can be no reason why that number cannot be shown on the face of the invoice.  Certificates can just as easily be forged as can registered number appropriated so there is no real control in this requirement, merely inconvenience.

56. A simple VAT return that does not request information that cannot be processed in a timely fashion should be implemented.  Some developed countries are looking into procedures for electronic filing for VAT. 

57. An effective taxpayer assistance program would help many entrepreneurs to abide the rules.  Adequate publicity by notices, free booklets and television advertisements would reduce the cost of informing for small businesses.  Also, trained staff in tax administration should explain to persons in business the VAT system and their legal obligations.  Educational visits to newly registered taxpayers should be included in the fiscal officers’ attribution. 

58. A reliable electronic data processing system (EDP) that provides accurate and timely information should be developed.  EDP processing should begin with all data included in the VAT process and all batches containing tax returns.  The EDP should be followed by the generation of the master file for which generation a strict validation system is crucial. 

59. Data for year 2000 shows that companies with turnover more than ROL 1000 millions (which represent 26% form the total number of companies registered as VAT payers) are providing 96% of VAT collections.  That is why a flat rate scheme would be appropriate for small undertakings. The essence of such a scheme is that each trade category is evaluated to determine the net amount of “VAT” they would ordinarily pay in broad terms.  Thus, labour intensive undertakings have little input tax to set off by way of credit, whilst a manufacturer assembling from components might incur a significantly higher amount of input tax.  Thus, a flat rate percentage is calculated as a deduction from the standard rate of 19% say 17% for labour intensive industry and say 11% at the other end of the spectrum with intervening rates for other particular undertakings. 

Once registered as a flat rate undertaking then the previous year’s annual turnover is taken as the base and the “flat rate VAT” is then calculated as an addition to that turnover and paid in instalments for the next year.  The undertaking then raises invoices in the normal way and shows the flat rate percentage.
 

If the customer is a VAT registered entity and would ordinarily be entitled to claim input tax on the supply, they can credit for input tax calculated at the standard rate on the net value of the goods or services provided.  At the end of that year’s trading an annual adjustment is made applying the flat rate percentage to the actual turnover.  Any adjustment is added to or deducted from the total to be paid in the following year.

The direct tax authorities would act as agents for the indirect tax administration.  This system should be simple to administer and reasonably “attractive” to the smaller undertakings.  It would then at least provide an avenue for the informal undertaking to comply.  If such a scheme would apply, probably many businesses that are now operating in underground economy would wish to join the “official” economy, as the costs of hiding their activities would became greater than the cost of doing business and paying taxes.

Implementing of a flat-rate scheme for small undertakings would enable to VAT authority to focus on large taxpayers
.  

60. The general opinion in Romania’s business environment is that the current 100%-200% penalties are severe, particularly where presumably they can be levied on “genuine” mistakes.  The charges for belated rendering of VAT returns are also considered high because the interest charge at face value is much above the inflation.  In this perspective, a question arises: are such penalties to promote or deter compliance in what businesses can actually afford to pay their imposition?  That is why an enforcement system should be developed so as to apply different strategies to different kinds of non-compliance.  Also, a system for cross-checking information VAT returns with information from other sources to detect underreporting should be developed. 

61. Given the prevalent large-scale evasion it is questionable if the state would ever hope to collect past revenues.  The experience shows that more and more undertakings leave from the official economy and join the underground economy.  The government seems to have two options.  The first option is to take a once and for all moratorium for the past for those who immediately register and comply within a specific time frame and combine this with the introduction of the flat rate scheme.  On the one hand, this option seems to make sense if that tax is considered irretrievably lost.  On the other hand, this option could have a great political cost for a government that would apply it, and not only this cost.  In the past, governments tried several times to solve the problems of unpaid debts by forgiving debts.  Each time, the effect was only the increase of inflation and the spread of irrational behaviours among the business community.  In Romania’s present business culture such a measure will raise expectations that it will be repeated. In other words, “why should I worry for my debts when sooner or later the government will cancel all the unpaid debts to the budget?”  Even if a government would be enough credible to take such a measure, why should the government discriminate between VAT debts and other kind of debts from taxes due to the budget? 

The second option for the government is to constrain all debtors to pay VAT obligations by using specific methods for recover debts.  Such a measure seems to be more realistic and could be included in a broad plan for transforming the state from a weak creditor in a hard creditor.   If such a plan would be adopted, those who continue in the informal economy could then reasonably expect to suffer very severe penalties.  

62. The punishment for VAT evasion should be considered a crime and should imply imprisonment.  Also, false claims to input tax should be treated as common theft under the criminal statutes.   If the undertaking has failed to record all the transactions and there are no records available to reconstruct them the fiscal officers should have the power to assess and demand VAT based on calculations where they have used their "best judgement".  To do this they should look at the purchases and extrapolate the probable sales these would have achieved to establish a turnover level from which they develop the tax that could be due.  The undertakings can appeal but they should be able only displace the assessment if they can show the assessment was not based on the officer's best judgement. They should have to show and prove on the balance of probabilities the assessment was capricious or ignored a relevant fact and where they can show the officer was aware of that relevant fact at the time the assessment was raised or soon afterwards.

63. Two different models for administration of VAT apply in the practice of the developed countries: VAT is administered jointly with income tax and other taxes by the national administration (the model is applied in most OECD countries) or its administration is combined with the administration of custom duties and excise taxes (the model is applied in Belgium, Luxembourg and the United Kingdom).  A third model that can be found in few developing countries is characterised by the total separation of the VAT administration by the administration of other taxes and duties.  

	· Basic arguments in favour of a separate VAT organization
	Basic arguments for an integration of VAT and direct tax administration

	· It allows officers to identify closely with particular function;

· There is better specialisation (auditors can specialise on VAT audit and income tax audit);

· It allows for the integration of officers into the VAT who might not be accepted by the income tax personnel – who frequently consider their area as a more technically and financially sophisticated);

· The methods of operation of VAT and income tax are too different to be combined efficient;

· Different interests may be different to reconcile.  For instance, VAT inspectors are typically interested in the current fiscal year, whereas income tax inspectors tend to concentrate on earlier years.
	· A more flexible use of manpower;

· A less divided staff;

· Better appreciation of mutual problems in VAT and income tax, both on the offices and on the part of the traders;

· Better internal communications of ideas and solutions;

· Joint controls and audit check fraud that help identify undeclared activities;

· Probably less duplication resources;

· No separate career path to create jealous and elite groups;

· Reduced compliance costs to taxpayers, fewer inspections, and fewer communications with traders.




On the one hand, practice in OECD countries shows that the model of a joint administration of VAT and direct tax is far more common than a separation of administrative responsibilities.  – see Annex XI: Joint or separate administrative responsibility for VAT and income tax – practice in OECD countries.  

On the other hand, in Romania’s context the arguments for having a separate VAT organisation coming from the simplicity side are very convincing.  Firstly, it is easy to organise and to manage a small organisation (focused exclusively on indirect taxes and custom duties) than a big one (focused on all taxes).  Secondly, a better specialisation on VAT of the fiscal officers would allow them to focus on particular functions and also to be effective involved in taxpayer assistance programs.  This can have a decisive contribution to the change of mentality in respect of taxes, i.e. taxpayers and fiscal authorities should regard each other as being partners.  Thirdly, assessment of the tax administration costs would be more relevant if the VAT administration is separated from the direct tax administration.  

Creating a separate VAT organisation also incurs risks such as conflicts of interest among fiscal officers and unfair competition among the different collecting bodies.

Concerning dissociation the administration of direct taxes from indirect taxes there is one particular area of commonality in that each demands controls to establish the true value of turnover for each undertaking.  Thus an exchange of information in respect of this basic requirement is necessary.  Indirect taxes have immediacy as they refer to the liability attached to individual transactions.  In comparison direct taxes look at the legitimacy of costs and allowances to reduce turnover to result in the tax base quantum.  These two functions require subtlety differing skills.  

In order to achieve this objective, the following measures are necessary to be adopted:

· To give a registration number separating that entity from all other suppliers to each person registered for VAT.

· To implement an effective taxpayer assistance program.

· To develop a reliable electronic data processing (EDP) system, which provide accurate and timely information.

· To develop a system for cross-checking information in VAT returns with information from other sources to detect underreporting.

· To design and implement an enforcement system that applies different strategies to different kinds of non-compliance.

· To introduce a flat rate scheme for small undertakings.  

· To impel all debtors to pay VAT obligations by using specific methods for recovering debts.

· To strengthen the punishment for VAT evasion by considering it a crime that implies imprisonment.  Also, false claims to input tax should be treated as common theft under the criminal statutes.

2.2.3.3. The Third Direction: Achieve a Level Playing Field

64. The strategy in this direction should aim – both on the short-term and on the medium and long-term to avoid discrimination among investors (large investors or small investors, foreign or domestic, etc).  Experience shows that unequal treatment of similar investors has moved the Romanian system far from the EU standards, eroded the VAT tax base, threatened revenue, increased administrative difficulties and eroded public’s confidence in the system.   

On the short-term, in order to achieve this objective, the following measures are necessary to be adopted:

· To treat domestic suppliers of raw material and capital goods on the same basis for the same goods that are imported.

· To tax all importers of a particular good equally.

· To apply zero-rating custom duties for certain raw materials and capital goods for all importers.

· To levy the VAT at the border.

· Not to grant “VAT holidays” for imports and domestic sales of raw materials and capital goods to small and medium sized businesses.

2.2.4. The Appeals Procedure and Human Rights Issues
65. Whilst not specifically covered within the Sixth Directive the EC Treaty articles 177 and 234, they also allude to the right of appeal in Excise Duty and VAT matters.  By way of contrast Article 243 to EC Regulation 2912/92 does confer the right of appeal for Customs Duty purposes and further directs to 243 the procedure to be adopted, i.e.: 

· Lodged initially within the Customs authority, then subsequently 

· “Before an independent body, which may be a judicial authority or an equivalent specialised body…..”

66. The analysis so far has highlighted the need for open and transported fairness in the administration of the VAT and Excise duties system.  As compliance with Article 243 it is logically demanded to extend the provision to VAT and Excise Duties.  It is necessary to ensure an independent non-judicial Tribunal to ensure these appeals can be heard reasonably quickly in order to facilitate the solving of litigations related to VAT and excise duties between companies and fiscal authorities.

67. Such an independent non-juridical Tribunal would create an obvious advantage.  It would ensure that the existing judicial system is not over-loaded.  However, further appeals by either party against the Tribunal decisions could then be routed through the judicial system with the final court of appeal being the European Court of Justice.  The use of a Tribunal system will filter out all but the most contentious issues. 

68. Quite obviously, appeals should, on principle, be based on a tax paid basis with perhaps abatement for proven hardship cases.  However, if the Appellant is successful they should be entitled to restriction of not only the tax, but also interest equivalent to that charged by the fiscal authority.

Costs of conducting the Appeal are a contentious matter, but reasonable costs incurred by the Appellant of employing advocates etc should be reimbursed if the Appellant is successful. 

As the state always has more resources available than the individual undertaking to award costs against the unsuccessful appellant could be viewed as oppressive and contrary to Article 1 of the First Protocol of the Convention of Human Rights -  “Protection of Property”.  That is why that costs should be awarded against appellants for frivolous or vexation cases and this is allowed by Article 17 of the Convention and Article 1 of the Protocol. 

Currently, appeals are reviewed by the fiscal authority and hence by the Ministry of Finance, before entering the judicial system.  In addition stamp duty of 2% is payable on the value of the disputed sum.  This could be construed to be a means of blocking the appellant’s access to “justice”.

Also, appeals to the Court of Appeal are very expensive and as this is the first stage of the “independent review” it could be construed that the system is designed to effectively deny the appeals process to the majority of undertakings.

It could be alleged that this factor creates the environment for corruption to thrive.  It gives the dishonest fiscal officer the ability to threaten levying tax, and this leaves the honest undertaking with little or no alternative but to come to an accommodation with that officer.

That is why it would be advisable to easier access to independent adjudication at an earlier stage of the appeal procedure.

3. Excise Duties

3.1. Introduction
69. Excise duties, well spread in market economies, are taxes included in the selling price of products sold inside a country. Excise duties are usually focused on products that are meant for mass consumption, and for which the demand is rather inelastic. Therefore, excise duties should have a high fiscal efficiency and represent a considerable income source for the state budget. The producers or the buyers owe excise duties to the budget in only one phase of the economic cycle. The duties are calculated either ad-valorem, representing proportional percentiles applied to the selling price or specific, in the form of a defined amount of money per measure unit. 

70. As part of the indirect taxation system, excise duties are a significant source of income for the Romanian budget. For instance, for the year 2001, excise duties accounted for 18,4% of the state budget revenues
. 

71. There are three main strategic directions suggested by the present study in order to improve the current Excise Duty system in Romania. 

72. Firstly, given Romania’s determination to become a member of the European Union as soon as possible, its taxation system needs to be harmonised with the acquis communautaire. In the particular field of excise duties, the complexity of the acquis is significantly high, and the differences between EU legislation and the Romanian one are still considerable. 

73. Secondly, besides the products subject to excise that need to be harmonised, Romania applies duties on several other products, which are not subject to any EU Directive. These non-harmonised excise duties need to be reconsidered as regards their efficiency in terms of budgetary revenues. 

74. Thirdly, a critical issue not only for the excise regime but also for the entire Romanian taxation system is the improvement of tax collection. Without improved tax collection Romania will not be able to achieve in due time the painstaking reforms needed in order to complete the strenuous process of transition and European integration. 

75. In addition, the right to appeal to a tax decision is a fundamental human right, which has to be respected. This applies to excise taxes as well, and the appeal procedure needs to be improved. 

3.2. Legislative framework for Excise Duties in Romania

3.2.1. History of Excise Duties regime in Romania

76. In Romania the first comprehensive legislative act setting the framework for excise duties after December 1989 was Law 42/1993. As a result the duties were determined according to an ad-valorem system, by defining percentage rates on the tax base. For cigarettes duties were calculated by using specific rates per measure unit. 

77. Given several negative aspects derived from the calculation through ad-valorem rates, such as fiscal evasion by undervaluing the tax base for alcoholic beverages, in 1997, through Government Ordinance 82/1997, excise duties were determined mainly as specific rates per measure unit, denominated in ECU.

78. Even if the use of ECU was welcomed in the view of EU enlargement, the excise system passed several problems in its implementation. The main problem still remained fiscal evasion, which caused a significant decrease in budgetary revenues collected from excise duties.

As a result, a new Emergency Ordinance was issued (50/1998), providing that excise duties will be denominated back in ROL starting from January 1999. The same piece of legislation stipulated that the level of duties would be actualised every three months according to the level of inflation and by taking into account the exchange rate depreciation.

79. This regulation did not last very long, and also due to the pressures of the EU, a new Government Ordinance emerged (143/1999) providing that excise duties would be expressed in EURO. 

80. This positive evolution was supplemented in 2000 with a comprehensive Law on excise duties (Law 27/2000), which attempted to consolidate the existing legislation on excise duties at that time. Moreover, the structure of duties was brought close in line with the EU one. 

81. One observation that needs to be made is the high inconsistency of the legislation in the field of excise duties. Over the last eleven years there were more than 60 pieces of legislation related to excise duties, out of which at least 30 with major impact (see Annex XVII). Such inconsistence badly affected both the business environment and the collection process, providing incentives for the development of the underground economy. 

3.2.2. Current legislative framework

82. At the end of last year, the Government issued another piece of legislation, Emergency Ordinance 158 / November 27, 2001 which entered into force starting from January 1, 2002. 

The purpose of the new Ordinance was to consolidate most of the previous legislation in one comprehensive text, which would clarify the majority of aspects related to excise duties. At the same time, the Ordinance aimed at closing the gap between the Romanian legislation and the acquis communautaire, in the view of EU accession. 

83. Thus, the new Ordinance contributes to the required harmonisation with the EU directives not only by complying from a structural viewpoint, but also by providing a significant overall rise in the level of excise duties, towards meeting EU standards. 

84. Unfortunately, the Government could not resist the temptation to change again the legislation. In December, another Emergency Ordinance
 was issued providing in Article 10 a reduction of excise duties in the case of cigarette manufacturers who use more than 5000 tons tobacco from domestic production. 

85. The negative impact of this last legislative act was twofold. Firstly, it showed that the Government had not kept its commitment for providing a consistent and consolidated regulatory framework. Secondly, the Ordinance was openly against the so-called aquis soft of the EU, represented by a set of good practices, which stipulate non-discriminatory treatment of producers. Moreover, the article in discussion breaches the provisions of the Association Agreement signed between Romania and the EU.  The immediate consequence of Ordinance 186 is that the manufacturers who import tobacco are discouraged and discriminated through the duty regime. 

86. But the effect of the Ordinance was even more Machiavellian; only one tobacco producer currently uses more than 5000 tons tobacco from the domestic production – S.N. Tutunul Romanesc. In other words, one company, formerly state-owned, was the net beneficiary of the recent Government regulation. 

87. The consequences of such a regulation can only be negative. On one hand one may suspect that the Government is indeed very weak in front of lobby pressure. On the other hand, and most important, the Government continues with its detrimental “one step forward, two steps back” strategy in the EU accession process, which is weakening even more the Romanian position in the negotiations. In fact, the EU has already severely criticized the aforementioned legislative initiative of the Government.

88. Eventually, when debated for approval in the Parliament, and due to the firm and strong pressures from the EU Commission, Ordinance 186 was adopted but only without the highly controversial Article 10. Nevertheless, the shadows casted by the initial Government proposal still dim the light in which the EU perceives Romania in the integration process.

89. Last but not least, given the commitment expressed by Romania in the negotiations for accession to the EU (position paper on Taxation), that the level of excise duties will reach the mandatory minimum level by the end of 2009, the Government elaborated a tentative schedule for gradually increasing the level of excise. The first step envisaged by this schedule has already been taken by Government Emergency Ordinance 48/ 24.04.2002 amending EGO 158/2001 on the level of excise for alcohol, beer, petrol and coffee, which entered into force on May 1, 2002.

90. The current, up-to-date level and structure of the duties, as set by Ordinance 158/2001 and amended by Ordinance 48/2002 can be found in Annex XI.

3.3. First Direction: Harmonising the structure and level of excise duties with the EU acquis

3.3.1. Overview of the EU acquis

3.3.1.1. Current legislative framework

91. The EU legislation is based on a group of main directives. Firstly, the system directive is Directive 92/12/EEC, which provides the general arrangements for, and the holding and movement of, products subject to excise duty. The objective is to harmonise at the Community level the general arrangements for products subject to excise duty in order to ensure that they are able to move freely. 

92. Secondly, there are three structure directives, corresponding to the three main categories of products subject to excise duties. As such, Directive 95/59/EC has as objective to harmonise throughout the Community the structures of excise duty to which manufactured tobacco is subject. Directive 92/83/EEC has as objective to introduce harmonized structures for excise duties on alcoholic beverages and alcohol contained in other products in order to ensure the establishment of the internal market. Directive 92/81/EEC has as objective to harmonise at the Community level the structures of excise duties on mineral oils as well as the exemptions and rate reductions applicable. 

93. Thirdly, there are several corresponding directives, which set the rates of the excise duties for each of the three categories of products. Directive 92/79/EEC, subsequently amended by Directive 99/81/EC, relate to the approximation of taxes on cigarettes. In the same product category, Directive 92/80/EEC provides the approximation of taxes on manufactured tobacco other than cigarettes. Directive 92/84/EEC draws on the approximation of the rates of excise duty on alcohol and alcoholic beverages. Last but not least, Directive 92/82/EEC provides the approximation of the rates of excise duty on mineral oils.

94. Recently, on February 12, 2002, a new legislative act was issued by the EU Council, namely Directive 2002/10/EC, amending Directives 92/79/EEC, 92/80/EEC and 95/59/EC as regards to structure and rates of excise duties applied on manufactured tobacco.

3.3.1.2. Preparatory acts initiated by the EU Commission 

95. In addition to the currently enforced EU Directives, one should take into account the importance of the legislation proposals initiated by the EU Commission for amending present legislation. In the area of excise duties, there is one important proposal, which, if adopted, will have a significant impact on the EU acquis, and subsequently in the negotiation process between the EU and the candidate countries.

96. Commission Proposal COM(97)0030
 - Proposal for a Council Directive restructuring the Community framework for the taxation of energy products – will replace Directives 92/81/EEC and 92/82/EEC, by consolidating legislation regarding energy products which include mineral oils. One direct effect of the proposal will be a considerable increase of duties on energy products such as leaded and unleaded petrol, gas oil or kerosene. The proposal will change the conceptual framework on how to apply excise duties on energy products used either as heating or fuel resources.

97. Such EC preparatory acts should be taken into account when calculating the impact of harmonization with the EU acquis on Romania’s economy. 

3.3.2 Current status of excise structure & level in Romania

98. Currently
 in Romania there are four main categories of products subject to excise duties:

a. Alcohol, distillates, alcoholic beverages, wines and beer;

b. Tobacco products;

c. Mineral oils; 

d. Other products.

99. In the fourth category, products are quite diverse, varying from coffee, furs or crystal to cars, microwave ovens or hunting guns. The current structure is much in line with the EU Directives. The new legislative framework, set by Ordinance 158/2001, narrows the gap between Romania and the EU in the field of indirect taxation. Following the recommendations issued by the EU Commission in the 2001 Regular Report on Romania’s Progress Towards Accession, the new Ordinance aligns the taxable scope of mineral oils with the acquis, and operates important adjustments as regards the structure of other categories, such as alcohol and alcoholic beverages. For this category, two new groups of products were brought in line with the Directive 92/83/EEC – intermediate products and fermented beverages other than wine and beer. 

100. There is one additional structural change that Romania needs to address in the future. As set out in Romania’s Position Paper on Chapter 10 of the acquis – Taxation, in the field of mineral oils, methane should also be introduced as subject to excise duties. 

101. The level of the duties is one of the most important issues of our analysis. Giving the accession negotiations, there are considerable pressures from the EU to increase the rates of the duties in order to converge to the minimum required level in the EU. This pressure is understandable giving the existence of a European internal market, which is threatened by potential tax distortions from the part of candidate countries. 

102. A large part of Romania’s Position Paper on Taxation is addressing the issue of increasing excise duties in order to reach the minimum level set by EU Directives. Romania has initially asked for a 5-year transition period for each of the three main categories of products subject to excise duties.

It is true though that EU has granted previously transition periods to new member states. It must be said though, that the chances for Romania to obtain a transition period of even less than 5 years are quite slim. The European Union has a very adamant position in the accession negotiations and so far does not seem to be willing to make any concessions.

Given the fact that the Chapter is still in open negotiation, it is not known if the EU will grant or not the transition period required. Moreover, it seems
 that Romania will be happy even with a 3-year transition period, implying that, if allowed, Romania will need to fully implement the Directives concerning the minimum levels for excise duties on mineral oils, tobacco and alcohol only starting with January 1, 2010. 

103. Meanwhile, Romania committed to progressively narrow the gap between the domestic duties and the EU minimum level. By adopting the Ordinance 158/2001, the Government showed that is ready to respect the commitments expressed in the position document. Moreover, by adopting Ordinance 48/2002, the Government started already the implementation of a pre-designed schedule for harmonising the level of duties with the EU minimum requirements by 2010.

104. Another external constraint is the stand-by agreement signed with the IMF, which provides that the Romanian Government will “codify excise taxation, and will gradually increase the rates to EU standards”. Again, the Government respected this commitment by initiating and adopting a new legislative framework in the field of excise duties which will enter into force starting with January 1, 2002, as agreed with the IMF. 

105. At this point a comparative overview of the levels of excise duties for some of the main categories of products subject to such taxes would be useful. But such analysis is quite difficult, mainly due to the fact that most countries use a combination of both specific and ad valorem taxes. 

106. For cigarettes especially, it is difficult to compare excise levels because the specific rates need to be weighted by using the average price of cigarettes on the different markets. 

107. For alcohol products again the calculation methodology differs from one country to the other. But even in such conditions it is easy to notice that while the EU does not impose excise duties on wine, Romania does.  

108. For mineral oils the comparison is easy to make. One can clearly notice that even with the new, increased excise levels adopted through Ordinance 158/2001, Romania still lags far behind the levels of the EU and of the other CEE countries (Annex XIII).

3.3.3. Impact of excise level harmonisation on the Romanian Economy

109. The significant gap between the current level of excise duties in Romania and the minimum required level of the European Union is the most difficult issue that needs to be solved related to the harmonisation process in the field of excise duties.

110. As said before, the Common Position expressed by the EU in the negotiations on the Taxation chapter is not likely to accept a five year transition period as initially asked by the Romanian Government. It seems that the Government has already anticipated a negative answer, so the transition period required would be changed to three years
. In other words, the Government agrees volens-nolens to reach the minimum level required by the EU by 1 January 2010
. It is neither the purpose nor the scope of the paper to analyse how good or bad would such a negotiation move be from the part of the Government. 

111. Therefore, the following analysis will start from the above mentioned premises, will take into account the intentions manifested by the Government for harmonising duties in the case of a three-year transition period, and will explore the possible consequences of such a process.

112. Among the consequences, the most obvious effect will be the likely raise of inflation .

113. Let us introduce an instrument
 by which we will be able to calculate the effect on retail prices of a change in excise duties.

Xa+[Pb-Xb-RbPb/(1+Rb)-AbPb]

Pa=----------------------------------------------







        1/(1+Ra) - Aa

where

Pa 

= new retail price per unit

Pb 

=
 old retail price per unit

Xa
 
= new flat rate excise duty

Xb 

= old flat rate excise duty

Aa
   = new ad valorem duty rate

Ab
   = old ad valorem duty rate

Ra
   = new VAT rate

Rb
   = old VAT rate

Using this formula, and by making a set of clear assumptions, we may discover the impact of the required increase in excise on inflation.

3.3.3.1. Tobacco

114. The products with the largest impact on the population from the tobacco category are cigarettes. 

According to the recently issued Directive 2002/10/EC, all EU member states “shall apply an overall minimum excise duty (specific duty plus ad valorem duty excluding VAT) the incidence of which shall be set at 57 %of the retail selling price (inclusive of all taxes) and which shall not be less than EUR 60 per 1 000 cigarettes for cigarettes of the price category most in demand.”
115. The consequences of the adoption of such an act differ according to the retail price of the cigarettes producers. Even for the cheapest brand, there is a need for increasing the excise up with no less than 78%, ceteris paribus.

116. It is worth mentioning that in May the cigarettes market had a stormy evolutions mainly caused by the sharp decrease in the prices of luxury cigarettes announced by two of the main producers
. Although the reasons for such a price shift are not clear enough, the consequences in terms of excise collection on the short run may be negative. 

117. By the end of 2002, it may be expected that the Government will increase the excise level for cigarettes with another 3% - up to 52%, or introduce an equivalent flat rate increase. This would be a first step of a possible harmonising schedule
, which is presented in Annex XIV. 

118. As regards the impact of such increase on the population, it may be said that given the strong moral considerations behind taxing tobacco products and the general tendency of restricting smoking due to its harmful effect on health, there will not be major unrest from a social point of view. 

119. The weight of cigarettes and tobacco in the average consumption basket is only 2,86%
. Therefore, even as a result of a sharp increase in excise on tobacco products, the CPI will not be influenced significantly.

120. It is true though that the industry will probably be hurt, and the investment plans of the main producers may be redesigned to find a way to market their products in the new conditions. Nevertheless, the already mentioned evolutions of the cigarettes market prove that there still are resources at the producer level to have a more competitive pricing.

3.3.3.2. Alcohol
121. In this category the most significant impact on the market is given by the required increase of excise duties on Ethyl Alcohol. 

According to the schedule for harmonising excise duties, the excise on ethyl alcohol needed to be increased dramatically from EUR70/hl pure alcohol in January 2002 to EUR550/hl pure alcohol in January 2010. 

122. Until 2007 the annual increase initially envisaged was 38,4%, so that by the time of accession Romania would have covered 40% of the current gap. The rest of the 60% difference will be met during the transition period, i.e. until 2010. The schedule for this increase of more than 585% is presented in Annex XIV.

123. As mentioned before, the first step for increasing this particular duty has already been taken through EGO 48/2002, which provided an increase from EUR70/hl to EUR 108,4/hl pure alcohol. This increase of 38,4% entered into force from May 1, 2002, and corresponds perfectly with the envisaged plan for harmonising the duties (Annex XIV).

124. The impact of an excise increase on alcohol is probably one of the most painful for the collection process. The producers are complaining that the envisaged level of excise will literally kill their businesses.
It seems that there is a precedent in the years 1999-2000, when as a result of an excise increase to ECU200-220, the legal production of alcohol went down to approximate ¼ of the previous levels
. Given that alcohol is not very elastic, it is clear that the underground market took over the unseen production.

125. Moreover it seems that the development of a large underground economy as a result of an excise increase is dangerous for the health of consumers. Given the poverty levels in Romania, it is likely that cheep alcohol will be consumed from the black market, which may lead to intoxication with heavy metals from the illegal distillation process.

126. As regards the weighting in the CPI, alcoholic beverages amount up to only 1,71%
, which may not create inflationary pressure in the event of an excise increase.

3.3.3.3. Mineral oils

127. This group has the largest impact on the population from all product groups subject to excise, given the large usage of fuels in the daily life, and their overall economic impact. Three fuels will be subject to our analysis – leaded and unleaded petrol and gas oil. 

128. At the beginning of the year 2002, the excise duty on leaded petrol needed to go up from EUR290/tone to EUR438/tone. This increase was scheduled so that half of it will be covered by the time of accession and the other half will be met during the transition period. Initially the Government planned to increase the level of leaded petrol by EUR14,8/tone each year until 2007 (see Annex XIV). Eventually, through EGO 48/2002, the excise went up with EUR 29,6/tone, which is the equivalent of a two-year increase, according to the initial plan. Such an increase pattern was probably chosen in order to have fewer changes in the excise regulations. Following this principle, the next increase will probably take place in 2004, and will amount up to another EUR 29,6/tone.

129. For unleaded petrol, the situation is similar. At the beginning of 2002 the excise needed to increase from EUR235/tone to EUR373/tone. The scheduling of the increase will follow the same pattern as in the case of leaded petrol – 50% until 2007 and another 50% until 2010. Starting with May 2002, as result of EGO 48/2002, the excise went up with EUR 27,6/tone, which is again the equivalent of a two-year increase in terms of the initial scheduling (see Annex XIV). Similarly, the next increase can be expected to be taken place in 2004, with another EUR27,6/tone.

130. In the case of gas oil, the level of duty is required to increase from EUR115/tone to EUR285/tone. The pattern for covering the gap can be designed in the same way as for petrol (see Annex XIV). It is worth mentioning though that gas oil was not subject to any increase this year, being omitted from the EGO 48/2002. As a result, the imminent increase of EUR 17/tone or even EUR 34/tone (for two-years) has yet to come, probably later on this year. 

131. As regards the impact on the population and businesses, this category weights 7,28%
 in the average consumption basket, which can be considered as significant. The estimated increase in excise will hurt not only fuel consumers, but it will also have an impact on the overall system of prices in the economy due to increases in the transportation cost, heating costs etc.

3.3.4. Policy options and recommendations

132. At present, excise duties are calculated either ad-valorem or based on specific rates, depending on the category of products to which they are subjected. At first sight specific rates may be considered more efficient from the point of view of tax collection. Specific taxes may appear appealing since they require a clear, fixed amount of EURO to be paid per measure unit, regardless of the product’s value. 

133. However, giving the poverty level in Romania, this system is harming more poor people than an ad-valorem one. The ad-valorem system, by determining excise duties as percentages of the product value, would allow proportional taxation with the value of the taxed products. A specific system will impose the same level of excise, regardless of the value of the taxed products. Moreover, in the case of cigarettes, there are no external constraints as how to define excise duties. The EU currently allows margin of manoeuvre by allowing the choice between specific and ad-valorem taxes. 

134. At the same time, there are several arguments for resisting an abrupt increase of the excise duties in Romania. 

135. Firstly, one should take into account the average income per capita differentials between Romania and any of the EU member states. By increasing duties in the present situation, the range of consumption will be severely reduced. 

136. Secondly, such increase may lead to social tensions and a severe cut in the degree of popular support towards the needed economic reforms and towards fulfilling the goal of EU accession. One should think about the products consumed by poor strata of the society such as “Carpati” cigarettes or cheap domestic beer, and about specific consumption habits related to such inelastic products. 

137. Thirdly, the increase of duties would likely lead to new bouts of inflation. Taking into account the impact of the price of mineral oils on the CPI, an increase of duties may lead to inflationary pressures difficult to withstand. 

138. Fourthly, and perhaps most importantly from an implementation viewpoint, the sharp increase of duties would most probably lead to a decrease of budgetary revenues from excise duties as a result of massive tax evasion. The evolution of duties after 1989 and the collection levels show that whenever rates were increased considerably, the collection suffered badly. Vice-versa, when excise rates were lowered, the level of budgetary revenues went up. GARANT, one of the most representative employers association in the alcoholic beverages sector, argued that in the year 2000, budgetary revenues from excise duties went down to under 25% of the total forecasted amount (Jan-Dec 2000), mainly as a result of the high rates of excise duties set by Law 27/2000. 

In view of the above-mentioned arguments, one may be concerned about the fact that the Government anticipated for the year 2002 a 0.1% increase in fiscal revenues due to an increase of excise rates, which is scheduled starting with January 2002. Given that the rates will be significantly increased, one may wonder about the capacity of the tax administration to control tax evasion in such conditions.

3.4.
Second Direction: Increasing the efficiency of non-harmonised excise duties

3.4.1. Current status & weight of the non-harmonised duties in the Romanian excise system

139. A comparative overview of the structure of excise duties in selected CEE countries is presented below. The focus of the figure is on the contribution of the different categories to the total collected excise revenues. 

140. As results form the chart below, the Romanian system has the lowest weight of mineral oils in total excise revenues – only 43.2%. The difference is mainly compensated by the category “other products” which accounts up to 18.4% of the total (out of which 1.4% coffee). This emphasis put on products other than those usually subject to excise duties shows that even if Romania now has all categories required by EU Directives, there is still a structural difference in the weight of categories in total revenues. As one can see, the other selected CEE countries seem to be more advanced from the point of view of structural harmonisation with the EU. 

141. From the non-harmonised products, coffee is the only product recorded distinctively from a taxation viewpoint and only since March 2001. All other products are included altogether under the category “Other products”. It may be  worth mentioning that after the excise on coffee was introduced in 1997, “official” coffee sales dropped from almost 4000 tons to 1500 tons in 2001. It is clear that much of the difference can be found at present in the underground economy.
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3.4.2. Policy options and recommendations

142. Excise duties are more bearable if backed by moral judgements i.e. health (taxes on tobacco and alcohol), environment protection (mineral oils), equity and income redistribution (taxes on luxury products). The existence of duties on coffee for instance does not have a moral judgement behind. Not to mention taxes on VCR, audio systems or air conditioning, which should not be considered luxury items.

143. At the same time, the rationale behind the effectiveness of Excise Duties as a revenue generator is to have the tax collected as far up the supply chain as possible. It is also recommended to have the excise levied on easily identifiable products where physical verification is possible. 

Thus, the undertakings collecting the tax were likely to have a higher degree of financial probity and more transparent accounting. 

144. Moreover, from a collection point of view, it is by far more efficient to diminish the number of taxable products if a small number of products account for more than 80% of the collected revenues. It is sensible to imagine that the revenues obtained from duties on furs or crystal can hardly compensate the resources spent on verifying tax collection on such goods. Even more important duties, like excise on coffee, amounted last year (2001) up to only 1.46% of the total revenues collected form excise duties. Given all the intricate paperwork and special forms which need to be filled in, and also adding the opportunity cost of keeping several fiscal inspectors busy with checking the collection process, it may prove to be better if the resources available will be focused on the product categories from which most of the revenues are coming from. 

145. On the other hand, no concrete recommendations can be given on which products from the “other products” category are good income earners and should be kept and which are just a burden for the tax administration. The reason for the impossibility of any economic calculation of efficiency regarding tax collection of such products resides in the unavailability of any specific data to link individual product categories to the derived volume of excise duty. This flaw of the tax administration, a mere statistical one, is frustrating in the sense that it may suggest a degree of ignorance as regards the efficiency of tax collection.

146. Therefore, we strongly recommend that, starting as soon as possible, all excise duties for the non-harmonised products be recorded individually, in order to allow a transparent calculation of the revenue efficiency of each taxed product.

147. Moreover, given the fact that the EU is putting emphasis mainly on three, well defined, categories of products (mineral oils, alcohol and tobacco), we suggest that the category other products should be significantly reduced in parallel with an increase of the three other categories. 

148. As an alternative revenue source, and only if desperately needed, it may be worth considering the idea of introducing a tax on industrial usage of fuel and power, which may be presented as an anti-pollution measure – an incentive for industrial efficiency and for environment protection. 

3.5. Third Direction: Improving general arrangements and duty collection

3.5.1 Current status of general arrangements regarding excise duties

149. A major point of concern is the general arrangements for holding, movement and monitoring products subject to excise duty. On this particular set of issues Romania lags behind in the convergence process. 

150. For instance, the current excise legislation has no specific provisions regarding the system of bonded warehouses, or the movement under duty-suspension of goods. Such legislative voids need to be replaced as soon as possible, as they would be useful as instruments for tightening the tax administration control and helping the fight against tax evasion. 

151. The bonded warehouses system has many advantages. First it will reduce the administrative effort of excise collection and will simplify the refund procedure of excise duties. If the goods subject to excise are processed in bonded warehouses, the excise duty will be charge only once at the end. 

152. Another advantage for the fiscal collection is the guarantee of excise payment when the goods are delivered. The transport between producers and different bonded warehouses will be also easier (see Annex XV). At the same time due to the enforcement of very strict records, the fiscal control will be easier and more efficient.

153. The manufacturing of excise products in bond and the collection of the duties on delivery from bond lead also to an increase of the efficiency of taxation as losses arising after delivery from bond are duty paid and at the trader’s risk. Such function helps significantly the effectiveness of the excise control. 

3.5.2. Excise Collection and Tax evasion

154. The World Bank identifies in the Country Assistance Strategy that one of the main problems of the Government is the current fragile fiscal position. The collection of fiscal revenues is essential for fulfilling the objectives assumed by the Government for 2002-2004. A sound fiscal management is needed in order to increase tax collection and stop fiscal evasion. 

155. The Government is committed to increase the efficiency of collection in the years to come, as expressed in the Pre-accession Economic Programme. 
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156. In both scenarios submitted to the European Union, the Government plans to increase the weight of the excise duties, along with the forecasted consistent GDP growth. What needs to be highlighted is that the increase in the efficiency of taxation, and of the Government revenues in general, is a precondition for reaching the high levels of GDP growth, so needed for re-launching a structurally strained economy. This is why indirect taxation, and excise duties in particular must be well administered. 

157. At present there still is an important gap between the nominal taxation and the effective one. The two charts below try to show how such a gap evolved in the last two years.
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158. We calculated the monthly estimated average collection (MEAC) by using the initial budget collection target for excise duties (BCT) and its subsequent budgetary revisions as follows: 
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For the effective collection we used the data available from the budget execution.

159. The results show at the beginning of all years (2000, 2001 and 2002), the Government was too optimistic as regards the collection of the excise duties. In 2000, the estimate of the Government was not that far from the effective collection until April. Then, the Government relied on the implementation of Law 27/2000, which consolidated the legislation on excise duties and provided the framework for a better tax administration and hoped for more income from excises. Unfortunately, the new levels set for excises were considered too high by traders, as they preferred to take their chances in the underground economy, fostering thereby tax evasion. The dramatic overestimation of revenues made the Government reconsider its estimates for the second month in a row, in June. Then the effects of Law 27/2000 started to be more visible as gradually the collection improved until October, when the Government was happy to increase its collection estimates for the end of the year. Again the estimates were optimistic as the Government needed to readjust in a negative way the estimates in December to converge with the total amount of duties collected. 

160. In 2001 the Government was again too optimistic about the collection levels. In May it was forced to decrease the estimates due to low rates of collection. Then starting from July, as the collection improved, the Government increased the estimates. In October another estimate increase was possible in order to converge with the effective collection. At the beginning of 2002, again in seems that the Government target will need considerable adjustment.

161. The above-presented evolutions give an account on how unpredictable are the revenues derived from excise duties. This unpredictability is explained on one hand by the specific behaviour of the taxpayers, which are constantly trying to avoid the tax burden, and on the other hand by the fragility of the tax administration and tax collection. 

162. As regards the administrative capacity, the European Union provides the Ministry of Finance with the twining instrument. Spain is currently supporting Romania on this particular issue, part of the larger scheme provided by EU under the framework of the Business Change Management Plan, which is a 4-year programme designed to continue the former FISCALIS initiative. 

Moreover, in the Stand-by Agreement recently signed with the IMF, the Romanian Government committed itself to strengthen tax administration by increasing the number of tax inspectors by 500 in 2002. In our opinion such a measure is far away from solving the collection problems alone. The issue at stake is not the lack of personnel but the tax management techniques and know-how, which are not well mastered by the Romanian administration.

3.5.3. Anti-avoidance provisions
163. Another initiative, which contributes to the enforcement of the tax collection process, is the stipulation of anti-avoidance provisions within the regulatory framework related to excise duties. 

164. In Romania, besides the significant tax evasion, one can also notice a propensity for tax avoidance. In the area of excise duties such phenomenon is unfortunately quite well spread. 

165. There are several cases in which manufacturers or beneficiaries of products subject to excise try to obtain benefits by taking advantage of the Excise Duties legislation in circumstances other than that intended by the law. 
For instance, in the case of gas oil, the fuel provided as subsidies for agricultural works is tax exempted. Coupons are distributed to peasants with a set value proportional to the size of their agricultural exploitation. But instead of buying gas oil, the peasants often prefer to sell the coupons to third parties, which will use the fuel for other destinations.

166. Anti-avoidance measures apply precisely to such schemes, which seek to avoid, reduce or delay paying excise duties, or increase or bring forward a refund of excise duties.
3.5.4. Policy options and recommendations

General arrangements
167. The Government committed itself to adopt the legislation on the bonded warehouse system by December 31, 2003. This objective was assumed in the Position Paper on Taxation send to the European Union as part of the accession negotiations process.

168. It may be advisable to anticipate the date agreed in the negotiations, given the critical contribution of the bonded warehouse system. It is not unrealistic to suggest that the implementation of such a system could be accomplished by the end of this year. 

Tax collection

169. The issue of excise collection cannot be taken out form the general context of taxation. Although specific solutions can be provided in order to improve excise collection in particular, one cannot deny that without a comprehensive reform of the entire tax administration, Romania will not be able to reach high levels of collection.

The reform of tax administration is currently under way, and several international organisations
 offer their support for such reform. The process will consume a lot of resources and cannot be accomplished on the short term.

170. The improvement of tax collection is closely related on one hand to the improvement of the overall tax administration infrastructure and human resources, and on the other hand to the improvement of the legislation related to the taxation area.

171. As regards the specificities of excise collection, it can be said that by following the acquis communautaire, and thereby the European regulatory experience, the framework related to excise collection has already improved. There is still room for improvement though, and the domestic particularities play also an important role in designing the right mix between the local and the European know-how. 

172. It is worth mentioning that recently the EU Commission has proposed a decision
 which provides the computerisation of the system under which the excise goods – alcohol, tobacco and mineral oils – are moved between traders in the Community in bond under duty suspension arrangements. Although such a measure is currently not feasible at the level of the Romanian tax administration, it proves on one hand that tax collection in the field of excise is a hard nut to break even for more developed countries, and on the other hand, that collection may be significantly improved by providing a better information infrastructure. 

Tax Avoidance

173. At the same time, the best way to reduce tax avoidance is to design the rules in a way that prevents avoidance possibilities. However, it is not always possible to cover the field using this approach, as many tax avoidance schemes are difficult to foresee at the time of drafting a law. 

174. As an alternative, tax avoidance can either be dealt by using a general anti-avoidance provision within the excise duties legislative framework or by inserting specific anti-avoidance measures to counteract particular schemes as the one previously described. 

The first alternative is already at work in countries such as Canada, New Zealand or South Africa, while the second is currently applied in the UK. Nevertheless, an increase in the range of specific anti-avoidance provisions has prompted the United Kingdom to consider a more general anti-avoidance provision.

3.6. Improving the appeal procedure against tax decisions
3.6.1 Current status of appeal procedure

175. The right to appeal to a decision taken by the tax administration has a significant importance in the view of EU accession.  As suggested in the end of the VAT chapter, The EC Treaty suggests that the right of appeal could and should be given also in the case of fiscal decisions in the field of excise duties.  

176. The Romanian tax administration provides the right to appeal in the field of taxation, as set in the Ministerial Order 934 of June 28, 2000 for approving the methodological norms for applying the unitary procedure for solving objections, contestations and grievances regarding taxes, duties, other budgetary incomes and special funds. The appeal procedure is presented in Annex XVI.

177. According to the existing framework, the appellant has the right to pursue her appeal at multiple levels, starting with the local fiscal authority, and reaching in the end the Supreme Court if necessary. 

178. As mentioned before, before entering the judicial system, the appeals are checked by the fiscal authorities and the Ministry of Public Finance, and require a stamp duty, which has a discouraging effect on the appeal initiative.

179. Despite the fact that the appellant has so many levels of appeal, the procedure is cumbersome and costly, especially when reaching the first independent body – the Court of Appeal.

3.6.2. Policy options and recommendations

180. Firstly, given the process of legislative harmonisation, Romania should be prepared to implement the last stage of Appeal to the European Court of Justice. 

181. Secondly, the appellant should be granted easier access to independent adjudication at an earlier stage of the appeals procedure. One solution for such a policy is to create an Excise and VAT Tribunal; this will filter out all but the most contentious issues. This would ensure that the existing judicial system was not over-loaded.  However, further appeals by either party against the Tribunal decisions could then be routed through the judicial system with the final court of appeal being the European Court of Justice.  

182. Thirdly, the costs incurred by the appeal procedure, should be reimbursed if the Appellant is successful. However, if the Appellant is successful he should be reimbursed not only with the amount paid as tax, but also with the interest applied to the amount in discussion, which will be charged to the fiscal authority.

4. Overall conclusions

This chapter is concerned with pragmatic and practical solutions offered to counter the negative effects identified in the previous chapter of the study.

Indirect tax in all its guises is a component of the whole budgetary arena and its imposition has a direct and immediate impact upon: 

·  The creation of a “functional and competitive market economy”; 

·  Inward investment; 

·  The creation of an environment for rapid and sustained growth; and 

·  Social policy in terms of education, health, and the alleviation of poverty.

Thus, whilst “compliance for accession” is the basic tenet of this study we have not ignored the fact that Romania’s fiscal situation must improve if the basic and reasonable aspirations of her people are to be realised whether within or without the larger Community.  

Our study concludes that Romania is not securing the revenue to met its budgetary requirements despite the fact that the GDP and fiscal statutory framework would indicate that revenue yield should be forthcoming. Our conclusions are that this shortfall arises from a combination of poor administration coupled with poor compliance by the taxpayers.

If this is accepted, then it will also be accepted that those matters must be tackled, otherwise fresh legislation will be little more than a cosmetic exercise. We see it is possible and make suggestions to promote better accountable administration. 

We further recommend ways in which the non-compliance of taxpayers is tackled efficiently somewhat ruthlessly yet fairly to secure the revenue yield. It is only on this foundation can Romania structure the legislation to meet the requirements for accession.


4.1. Specific to VAT

The general objective of changing Romania’s present VAT system is to increase its efficiency and to achieve the EU standards on VAT.  Starting from the characteristics of the present VAT system, three general directions – facilitate revenue collection, improve the administration of the VAT and achieve a level playing field – should be followed in order to line up the Romania’s system to the EU standards.

Following these directions, two sets of objectives can be determined: short-term objectives and medium and long-term objectives.   The achievement of short-term objectives should not have significant negative consequences on the economic environment (state budget, entrepreneurs and final consumers).  They should consist in the harmonization of definitions of terms from Romanian legislation to the Sixth Council Directive.  

The medium and long-term objectives – consisting in implementing new instrument and practices and institutions – would have a more significant consequences on the business environment, but the negative effects would be significantly reduced if the timetable for expected changes will be published in advance so entrepreneurs should not be taken aback by those changes.  Also, the negative effects on consumers determined by some measures – such as eliminating the exemptions from VAT payment for certain goods and services – would be offset if these will be accompanied by other fiscal measures – such as a relaxation in terms of the global income tax – or by significant improvements in the general economic conditions, that would allow real revenues of the consumers to increase as far as inflation decreases.  It is expected that reaching these medium and long-term to be accompanied by higher budget revenue from VAT.   

4.1.1. Possible Economic and Budgetary Effects

The First Direction: Facilitate Revenue Collection (paragraph no. 43)

On the short term the strategy should aim to make easier for undertakings to comply with the law and to create an environment for effective collection and official verification.  The VAT system must be more automatic and closer to the Sixth Council Directive.  

On the short-term, in order to achieve this objective the following measures are necessary to be adopted:

	Measure
	Study Reference (Paragraph. No.)
	Expected Economic and Budgetary Effects

	· To undertake as the mission for the VAT tax administration “to collect due revenue – not more, not less – and in time”.
	44
	No revenue loss or other economic costs. 

	· To introduce in the legislation the definition of the taxable person.
	44
	No revenue loss or other economic costs.

	· To introduce in the legislation a provision according to which the VAT becomes chargeable for certain transactions or for certain categories of taxable persons later than the date when the transaction takes place.
	44
	A temporary decrease in the regularly flow of revenue, but a significant decrease of the compliance cost at the businesses level.

	· To introduce in the legislation a provision according to the subsidies directly linked to the prices that are included in the taxable amount.
	44
	An increase of revenue and gains from the competition improvement at the businesses level.

	· To introduce in the legislation a provision according to which in the case of cancellation, refusal or total and partial non-payment, or where the price is reduced after the supply takes place, the taxable amount should be reduced accordingly. 
	44
	An initial decrease of revenue, but significant gains from the getting well of the business environment.  

	· To reconsider the zero VAT rate so only transactions related to export could benefit from it.  Instead of the zero VAT rate for transactions non-related to exports, a reduced VAT rate would be introduced. 
	44
	An increase of revenue from cancelling exemptions from VAT payment.  Also, if a VAT system with multiple rates will be re-implemented, the costs of its administration must be balanced against the social policy objectives that would justify the reduced rates. 


	· To introduce in the legislation provisions regarding the intra-Community deliveries.  This measure will be applied on Romania’s accession to the EU.
	44
	The budgetary impact of this measure is not imminent and the impact will be direct correlated with the future evolution of the Romania’s economic relations within the EU area.  

	· To introduce in the legislation provisions regarding the adjustment of the right to deduction.
	44
	An initial revenue loss, but significant gains from the getting well of the business environment.  


On the medium and long-term, the strategy in this direction should aim to achieve efficient control of revenue traders and to form individual responsibility for performance throughout the administration (Paragraph 45). 

In order to achieve efficient control of revenue traders, the following measures must be adopted:

	Measure
	Study Reference (Paragraph. No.)
	Expected Economic and Budgetary Effects

	· To use technology to identify targets for control activities.
	47
	Significant costs related to implementing and maintaining the necessary informational system.

	· To change the present approach on the tax administration by treating the tax collection as a business.
	46 and 47
	No budgetary costs or other economic costs. 

	· To build and implement a set of credibility indicators in the accounting system of the revenue collection.
	47
	Minor expenditure aimed at building and implementing the necessary set of credibility indicators.

	· To focus the attention of the fiscal officers on the companies of which performances are markedly below or above the norm determined by the credibility indicators. 
	47
	Saving of resources that currently are spent by authorities during controlling companies.


	· To identify the costs of administration for each undertaking for which the fiscal authority on VAT is responsible.  Thus, the fiscal authority would focus its resources on those actions that will show a profit against the costs.  
	47
	Minor expenditure aimed at building and implementing the necessary set of credibility indicators.


On the medium and long-term, in order to form individual responsibility for performance throughout the administration, the following measures are necessary to be adopted:

	Measure
	Study Reference (Paragraph. No.)
	Expected Economic and Budgetary Effects

	· To formalise contractual delivery targets to be achieved individually at each level of responsibility in the departments of the fiscal bodies involved in VAT collection so that these act as divisions of a commercial enterprise.
	49
	Minor expenditure aimed at building and implementing the necessary contractual targets.

	· To apply the principle according to which the responsibility of achievement becomes incremental in the line with the status of the individual.
	49
	Costs increase because of setting the wage level in line with individual responsibility of the personnel.

	· To apply the principle according to which the superior officer must be accountable for the activities and performance of its subordinates.     
	49
	Costs increase because of setting the wage level in line with individual responsibility of the personnel.

	· To create an accounting and credibility section as a central stand-alone agency where the majority of the staff will be employed inputting data into the system. 
	50
	Minor costs requested by creating and maintaining an accounting and credibility section.  The wage of the staff employed for inputting data into system should not be significantly high. 

	· To establish an administrative budget flexible enough to insure that the salary levels are sufficient to provide a disincentive to corruption. 
	49 and 50
	Cost increase mainly due to increased wages of the personnel.  The salaries must be increased so to provide a disincentive to corruption.


	· To measure the performance or fiscal officers individually locally and nationally against specific annual targets or objectives set out in the service level agreements or contracts. 
	50
	No cost increase, but a significantly efficiency increase of the VAT collection became possible.

	· To recruit high caliber candidates so as to raise the status of such officers in the eyes of the public.
	51
	Costs increase in order to create a motivation system for the personnel.

	· To publish the good results of the fiscal officers.
	51
	Minor costs increase related to the Public Relation activities.  



The second direction: Improve the Administration of the VAT (Paragraph 53)

On the short-term, the strategy in this direction should aim to achieve two objectives.  First, to restore the integrity of the VAT by designing a clear and complete trail of invoices through the whole economic process – from the importation and production to the final sale.  Second, to ensure the stability of the legislation by avoiding the issuing of the so-called “special laws” – suddenly issued in the past.  The effort should focus on fixing currently deficient administration of the VAT.
In order to restore the integrity of the VAT the following measures are necessary to be adopted:

	Measure
	Study Reference (Paragraph. No.)
	Expected Economic and Budgetary Effects

	· To promptly pay the reimbursements of VAT.  An absolute time limit must be set, by which repayment must be made including interest for a period between the time limit and the number of days of the original filing.
	53
	A temporary costs increase with a significant cost increase in case of delaying repayment.  A significant compliance cost decrease for businesses that currently are negative affected by delays in reimbursement of VAT.  Also a significant improvement of confidence in the system.


	· To pay the reimbursements with interest accruing automatically from the filing date following the submission showing a VAT rebate claimed.  The interest must fully compensate for inflation plus some penalty for delay.
	53
	Costs increase in case of delaying repayment, but a step to a normal relationship between authorities and business companies.  

	· To renounce the current provision according which VAT reimbursement is held hostage against the payment of other taxes.
	53
	No costs are expected, but a significant improvement of the business conditions. 

	· To impose severe penalties for fraudulent claims.
	53
	Revenue increase.

	· To eliminate multiple inspections and to concentrate on extending the scope of the tax.
	53
	Savings for the VAT administration. 

	· To seek expert advice for improving tax administration.
	53
	Minor costs increase due to hiring experts for consultancy.

	· To adopt and publish a plan for harmonisation the exemptions with the EU standards.
	53
	No significant costs, but a significant improvement in relationship between tax authorities and business environment if the plan is kept.

	· To introduce in the legislation provisions regarding exemptions of exports from the Community and like transactions and international transport and special exemptions linked to international goods traffic  (Article 15 and Article 16 of the Sixth Council Directive).  This measure will be applied on Romania’s accession to the EU.
	53
	No costs are expected in the near future.


In order to ensure the stability of the legislation (Paragraph 54), a strategic plan should be developed.  This plan must reflect the most recent trends in the tax systems such as the new market approach, the changes in the institutional environment, the segmentation of clients.  A clear strategy articulates a comprehensive set of targets of the administration in a foreseeable future and communicates it to all stakeholders – i.e. the political level (different Ministries), the staff represented through the unions and the relevant users or clients.  In the strategic plan main stakeholders will find answers on how the tax administration will develop and how the plan will become a framework for a continuous dialogue between the political level, the staff and the trade, on how the tax administration intends to handle future challenges.  Designing such a strategic plan would not supposed significant costs, but would allow significant gains from improving the relationship between all social actors involved. 

On the medium and long-term, the strategy in the direction of improving the VAT administration should aim to determine most of the informal undertakings to comply the VAT legislation (Paragraph 55)

In order to achieve this objective, the following measures are necessary to be adopted:

	Measure
	Study Reference (Paragraph. No.)
	Expected Economic and Budgetary Effects

	· To give a registration number separating that entity from all other suppliers to each person registered for VAT.
	56
	No significant costs.

	· To implement an effective taxpayer assistance program.
	58
	Expenditures are necessary to organise a taxpayer assistance program.  Also, increase revenues from VAT are expected as a result of improving the degree of compliance.

	· To develop a reliable electronic data processing (EDP) system, which provide accurate and timely information.
	59
	Significant costs increase in the next one or two years after such a program is started, but significant savings are expected after the EDP became available. 

	· To develop a system for cross-checking information in VAT returns with information from other sources to detect underreporting.


	61
	Expenditures associated with designing and implementing of such a system.  Also, significant gains would appear because of increased capacity of the VAT authority to collect the due amount.

	· To design and implement an enforcement system that applies different strategies to different kinds of non-compliance.
	61
	Revenue increase. 

	· To introduce a flat rate scheme for small undertakings.  
	60
	Revenue loss, but significant savings in the operating costs of the VAT authority.  Also, improve the confidence in the system.

	· To impel all debtors to pay VAT obligations by using specific methods for recovering debts.
	62
	Revenue increase from VAT because of the demonstration effect resulted from recovering debts.

	· To strengthen the punishment for VAT evasion by considering it a crime that implies imprisonment.  Also, false claims to input tax should be treated as common theft under the criminal statutes.
	63
	Significant revenue increase. 


The third direction: Achieve a Level Playing Field (Paragraph 65)

The strategy in this direction should aim – both on the short-term and on the medium and long-term to avoid discrimination among investors (large investors or small investors, foreign or domestic, etc).  Experience shows that unequal treatment of similar investors has moved the Romanian system far from the EU standards, eroded the VAT tax base, threatened revenue, increased administrative difficulties and eroded public’s confidence in the system.   

In order to achieve this objective, the following measures are necessary to be adopted:

	Measure
	Study Reference (Paragraph. No.)
	Expected Economic and Budgetary Effects

	· To treat domestic suppliers of raw material and capital goods on the same basis for the same goods that are imported.
	65
	Revenue increase.

	· To tax all importers of a particular good equally.
	65
	Revenue increase.

	· To apply zero-rating custom duties for certain raw materials and capital goods for all importers.


	65
	Revenue decrease, but significant gains from a fair competition in the business environment

	· To levy the VAT at the border.
	65
	Savings in the costs at the VAT administration level. 

	· Not to grant “VAT holidays” for imports and domestic sales of raw materials and capital goods to small and medium sized businesses.
	65
	Revenue increase and gains from a fair competition in the business environment.


4.2. Specific to Excise Duties

First Direction: Harmonising the structure and level of excise duties with the EU acquis
	Measure
	Study Reference (Paragraph. No.)
	Expected Economic and Budgetary Effects

	· To maintain ad-valorem rates
	133
	Benefits:

Allows proportional taxation;

Less harmful for the poor strata of the society.

Costs:

Requires more administrative resources than specific rates.

	· To delay and avoid as much as possible an abrupt increase of excise duties
	135-138
	Benefits:

Avoids a sudden deterioration of the purchasing power

Avoids a massive plunge into the grey economy

Keeps inflation down

Prevents budgetary drain due to tax evasion

Prevents significant losses from the producers’ side – will avoid disinvestments and the attached economic and social consequences

Prevents the consumption of cheap, unhealthy products (see alcohol) from the black market

Costs:

May create tension in the negotiations for accession (Chapter 10)

	· To include methane in the mineral oils category of products subject to excise
	100
	Benefits:

Marginal increase of excise revenues.

More leverage in the negotiations on Chapter 10.

Costs:

Administrative costs for the tax administration. Judicial costs in enacting the necessary changes.


Second Direction: Increasing the efficiency of non-harmonised excise duties
	Measure
	Study Reference (Paragraph. No.)
	Expected Economic and Budgetary Effects

	· To collect excise as far up the supply chain as possible
	143
	Benefits:

Increased effectiveness in collection.

Transparency in the collection process.

	· To select excisable products on moral backgrounds (e.g. luxury, environment)
	142
	Benefits:

Increases the acceptance of the taxpayers and therefore the collection rate.

	· To diminish the number of taxable products within the non-harmonised products
	144
	Benefits:

Increases the overall efficiency of the collection process.

	· To record separately each product category subject to excise duties, and not altogether as in the status quo
	147
	Benefits:

The only possible way to establish which products are efficient taxed. Improves therefore the tax collection.

Costs:

Considerable administrative costs.

	· To introduce a tax on industrial usage of fuel and power (optional)
	149
	Benefits:

Possible revenue source – may be presented as an anti-pollution measure.

Costs:

Procedural and administrative costs.


Third Direction: Improving general arrangements and duty collection
	Measure
	Study Reference (Paragraph. No.)
	Expected Economic and Budgetary Effects

	· Implement specific provisions regarding the system of bonded warehouses, or the movement under duty-suspension of goods, by the end of the year 2002
	167-168
	Benefits:

Tightens the tax administration control and supports the fight against tax evasion.

Reduces the administrative effort of excise collection and will simplify the refund procedure of excise duties.

Complies with the acquis communautaire and fulfils already assumed commitments.

Costs:

Judicial costs for adopting necessary legislation.

Administrative and implementation costs.

	· Include the issue of improving excise collection as part of a broad, strategic process of tax administration reform
	169-170
	Benefits:

Measures targeting only excise collection may not be that effective if the overall administration remains weak and disorganised.

Costs:

Given the scope of the entire tax administration reform, the process will be time-consuming and even unfocused on the short term. HR costs are very important.

	· Reduce tax avoidance either by designing specific prevention rules customized for counteracting particular avoidance schemes or by using a general anti-avoidance provision within the excise duties legislative framework
	173-174
	Benefits:

Increases fiscal discipline.

Improves the effectiveness of tax control.

Costs:

Needs to tap on previous institutional experience. Judicial and administrative costs are significant.


Improving the appeal procedure against tax decision
	Measure
	Study Reference (Paragraph. No.)
	Expected Economic and Budgetary Effects

	· To prepare the implementing of the ECJ as the last stage of the appeal procedure
	180
	Benefits:

The European Court of Justice and its Court of First Instance are two of the most respected institutions of the EU. Their accumulated expertise is a great asset in order to set clear and simple principles as regards excise taxation.

A sense of objectiveness and trust will be gained from adopting such a measure.

Costs:

On the short term, the MJ and the MPF need to prepare for the implementation of the measure. The process will consume resources in terms of funding, time and human capital. On the long run, this process is just a small part of the important mutations, which will follow as a consequence of the direct effect and direct applicability principles coming along with EU integration.

	· To create an Excise and VAT Tribunal
	181
	Benefits:

Grants easier access to independent adjudication at an earlier stage of the appeals procedure

Costs:

Important implementation costs. It is sensible to think that resistance will be manifested from both the Ministry of Public Finance and the Ministry of Justice, as the measure brings considerable administrative and juridical changes.

	· To reimburse the costs if the appellant were successful
	182
	Benefits:

Brings more justice in the system. Increases the trust of people in the legal system. Prevents abuse from civil servants that become accountable if the appellant wins.

Costs:

Administrative costs and reimbursement costs may hinder the implementation of this measure.


ANNEXES

ANNEX I

Table 1:
Comparative Study of Government Revenues (Total Revenue) for Selected Eastern European Countries, 1990-1997
In percent of  GDP

	
	1990
	1991
	1992
	1995
	1997
	1998
	1999                     

	ROMANIA
	39.7
	41.9
	37.4
	32.2
	29.7
	30.2
	33.3

	ALBANIA
	46.8
	31.5
	23.5
	23.3
	16.8
	20.3
	21.3

	BULGARIA
	52.9
	40.4
	40.7
	35.6
	31.4
	36.7
	39.8

	CZECH REPUBLIC
	...
	...
	46.5
	40.1
	39.2
	38.8
	38.7

	HUNGARY
	52.1
	50.9
	52.4
	45.5
	44.3
	43.8
	39.2

	POLAND
	45.4
	42.4
	45.1
	46.1
	44.9
	40.8
	41.4

	SLOVAK REPUBLIC
	...
	...
	42.4
	42.4
	42.1
	43.0
	43.8


Sources: Country authorities; IMF and EBRD estimates. Revenues do not include privatisation receipts
Table 2: Consolidated budget revenues and expenditure (% of GDP)

                            1998
    1999   
2000
    2001+   
2002++

__________________________________________________
Revenues

  
     
 30.2    
33.3    
 31.5     
32.7        31.8

Fiscal              

 28.2    
31.4    
 29.5    
30.5
      30.0

non-fiscal
              1.9      
  1.8
      1.9
        2.1
        1.8

Expenditure  

35.6     
37.1
    35.5     
36.2       
34.8 

___________________________________________________
+ estimated

++ forecast

Table 3: Budget revenues in more detail (% of GDP)

                                         1998
 1999   
2000  
2001+
     2002++

Fiscal revenues                 30.2    33.3    31.5       32.7        
31.8

-direct taxes                               

                     18.7        
18.3

profit taxes                      
3.0     
3.3
      2.6      
2.3
           2.3

income taxes                      4.1    
3.4      
3.4       
3.4
           3.1

social security

contributions                   
9.1     11.1
  10.9
      11.9
      12.1

other direct taxes  
                      


                    1.1
           0.8

-indirect taxes



                                            11.9         11.7

VAT                   
              6.1     
6.2     
 6.3         6.5           6.5

Custom duties    
              1.6       1.5       1.1       
 0.8           0.7

Excises             
                 2.3      
3.3
       2.3
      2.6
           2.7

Other indirect taxes

                     
                    1.9          
1.9

Non-fiscal revenues



                                     2.1          
1.8

+ estimated

++ forecast

ANNEX II: The Existing Legal Framework of Value Added Tax (VAT)

The existing general legal frame for VAT system is governed by the Government Ordinance No. 17/14.03.2000 – published in the Official Gazette No. 113/15.03.2000 – and the Government Decision No. 401/29.05.2000. 

The existing VAT legislation also includes: 

· the Ministry of Finance Decree No. 565/2000 – regarding the documentation needful to the taxpayers registered as VAT payers for VAT refund.

· the Ministry of Finance Decree No.564/2000 – regarding norms for practising the VAT Zero rate for goods and services supplied to diplomatic missions, consulate offices and international intergovernmental offices accredited in Romania.

· the Ministry of Finance Rectification No. 565/2000 – regarding the documentation needful to the taxpayers registered as VAT payers for VAT refund.

· the Ministry of Finance Decree No. 566/2000 – on approval the methodological norms regarding the way to testify the suspension of VAT payment to the Custom Authorities.

· the Ministry of Finance Decree No. 725/2000 – for approval the VAT norms regarding installations, equipment and services purchased by the oil agreements officials, foreign legal entities and also for goods and services financed by relief funds or non-reimburse loans including individuals’ donations.

· Government Decision No. 965/2000 – on modifying and completing the Norms for practising of the G.O. No. 17/2000 approved by the G.D. 401/2000.

· the Ministry of Finance Decree No. 1026/2000 – regarding practising the VAT Zero rate for building, extending, consolidating and rehabilitating of houses, also including buildings of  religious edifices.

· the Ministry of Finance Decree No.2610/1988 – on VAT refund for non-resident buyers.

ANNEX III: Correlation between saving and investment in Romania (1996-1999)

(% of the GDP)

	
	1996
	1997
	1998
	1999

	Total economy
	
	
	
	

	
	Saving
	18.8
	14.6
	14.4
	16.1

	
	Investment
	25.8
	20.6
	21.4
	19.9

	
	Current account deficit
	-7.0
	-6.0
	-7.0
	-3.8

	Non-governmental sector
	
	
	
	

	
	Saving
	17.4
	13.3
	14.4
	16.1

	
	Investment
	20.7
	15.8
	17.8
	17.0

	
	Funding non-governmental deficit
	-3.2
	-2.5
	-3.4
	-0.9

	Governmental sector
	
	
	
	

	
	Saving
	1.4
	1.3
	0.0
	0.0

	
	Investment
	5.2
	4.8
	3.6
	2.9

	
	Budget deficit
	-3.8
	-3.5
	-3.6
	-2.9


Source: Romanian Centre for Economic Policies

ANNEX IV: VAT Collection in Romania

Table 1: Revenues from VAT collection between 1994-2002
	Year
	GDP

(ROL billion)
	Budget revenue from VAT (ROL billion)
	VAT/GDP                   (%)

	1993
	20035.7
	726.0
	3.6

	1994
	49773.2
	2267.7
	4.6

	1995
	72135.5
	3778.3
	5.2

	1996
	108919.6
	5359.4
	4.9

	1997
	252925.7
	11681.3
	4.6

	1998
	368260.7
	22493.1
	6.1

	1999
	521735.5
	32471.2
	6.2

	2000
	778565
	50,438.7
	6.3

	2001
	1154126.4
	77,326.5
	6.7

	2002*
	1543759.5
	100,344.4
	6.5


                  Source: based on data released by the Ministry of Finance


                                                          * Estimated based on 4.5% GDP growth and 128.0 GDP deflator.

Table 2: Tax collection rate (%)*

	
	1996
	1997
	1998

	Formal economy**
	75
	76
	76

	
	State ownership

Mixed ownership (state and private)

Private ownership
	68

69

86
	64

71

89
	68

66

86

	
	Tax on profits

Tax on salaries

VAT

Excise Duties
	87

74

74

79
	95

81

86

86
	85

91

69

69


*Estimates on the  basis of annual obligations, except unpaid obligations for previous years.

ANNEX V: Statutory and effective taxation, 1997(
E/S=Effective/Statutory ratio; NTY=Normalised Tax Yield

	Country
	VAT

	
	E/S
	NTY

	Albania
	0.42
	7

	Bulgaria
	0.34
	5.7

	Czech Republic
	0.4
	6.6

	Estonia
	0.68
	11.4

	Hungary
	0.4
	6.6

	Latvia
	0.58
	9.6

	Lithuania
	0.57
	9.6

	Poland
	0.46
	7.7

	Romania
	0.31
	5.1

	Slovak Republic
	0.45
	7.5

	EU-15 Mean
	0.45
	7.4


Statutory tax rates are the rates that taxpayers are required to pay by law. Effective tax rates are the realized average tax rates and are calculated as follows.

Y
=gross tax base

T
=actual tax payments

t
=statutory tax rate applied to gross income

e
=effective tax rate
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Using the statutory and effective tax rates thus defined, two indicators that measure the effectiveness of tax administration are calculated. The first indicator is the ratio of effective tax to statutory tax. The effective/statutory (E/S) ratio is defined as follows:
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This indicator measures the extent of the wedge between the statutory tax rate and the realised average tax rate. A ratio close to 1 indicates that the effective tax rate is close to the statutory tax rate. A ratio below 1 indicates that the effective tax yield is falling short of what application of the statutory tax rate would yield. Differences across countries in the extent of 

The second indicator is the normalized tax yield, which relates payments adjusted for cross-country differences in statutory rates to GDP, and is defined as follows

NTY
=normalised tax yield

T
=actual tax payments

GDP
=gross domestic product

b
=benchmark rate
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The normalized tax yield tells what the yield (for a particular tax) would be for a specific country if the statutory tax rate were the same for all countries.

ANNEX VI: VAT system in EU and Central and Eastern Europe

ALBANIA

The rate of VAT is 20%. Exported goods are zero-rated.

Exemptions: 
Important exemptions include the lease of land and buildings (subject to certain exceptions), financial services, certain supplies made by non-profit organizations and postal services.  

AUSTRIA

The standard VAT rate is 20%. A reduced rate of 10% applies to basic foodstuffs, books and newspapers, passenger transport and renting of residential immovable property.

In the duty exclusion zones VAT is imposed at a rate of 16%. 

Exemptions: 
There are two types of exemptions for VAT: exemption without credit for previously paid VAT (e.g. for transactions subject to real estate transfer tax) and exemption with credit for VAT paid (e.g. for export).

BELGIUM

The VAT rates are as follows:

	Type of rate
	Rate (%)

	Standard rate 
	21

	Intermediate rate 
	12

	Reduced rate
	6

	Gold used for investment
	1


The intermediate rate applies, for example, to coal. The reduced rate applies, for example, to food (in general), books, newspapers, pharmaceutical products and water. It also applies to passenger transport, hotel services and copyright royalties, including the sale of copyrights.

Exemptions: 
A great number of exemptions apply.  Exceptions could be classified as follows: 

Those which allow the deduction of input VAT by the person carrying out the exempt transaction, e.g. export and deemed export transactions (supplies to persons effecting a taxable intra-Community acquisition); and 

Those that preclude the deduction of input VAT.

A special exemption is applicable in the case of the transfer of a whole business or a branch of a business to a taxable person who is, partially or totally, entitled to credit input VAT.

BULGARIA

Value added tax was introduced on 1 April 1994, replacing the former turnover tax.  Stating with 1 July 1999, the rate is 20% (previously 22%). 

Exemptions: 

Without credit:
The following transactions are exempt from VAT without credit for input tax on the taxable person’s own purchases:

Transfer of ownership on land and renting of land; 

Financial and insurance services, including reinsurance; 

Educational and health services; 

Transactions of non-profit organizations for free, provided that the goods subject to the transaction have been received by the organizations by way of donation; 

The sale of an enterprise, as part of the privatisation process; 

Legal services; 

Sale of tickets for museums, libraries, art galleries and theatres; and 

Gambling (subject to excise duty).

With credit (zero-rating):

Exports are zero rated with credit for input tax. Export of goods includes exportation abroad or to the customs-free zones, bonded warehouses and duty-free outlets. Processing of imported goods that are re-exported is also zero rated, as well as the supply of goods and services in connection with international transportation of goods or passengers and some other services explicitly listed in the law.

CROATIA

Effective from 1 January 1998, the VAT rate is 22%

Exemptions:
Important exemptions include services of banks, savings and loan institutions, insurance and reinsurance companies, renting of housing premises and medical care.

The zero rate (exemption with credit) applies to bread and milk, certain types of books, scientific journals and medicines.

CYPRUS

From 1 July 2000, the standard rate of VAT is 10% (previously 8%). Certain supplies are zero-rated.

Exemptions: 
Exempt transactions (without credit for input tax) include:

Rents from immovable property; 

Banking and insurance transactions; 

Hospital, medical and dental care; 

Certain cultural, educational and sports activities; 

Sales of immovable property; 

Postal services; 

Lottery tickets and betting coupons for football and horse racing; 

Export of certain specified services such as those rendered by lawyers, accountants, architects, and consultants.

Supplies exempt with credit for input tax (zero-rated) include: export of goods; food (except when supplied in hotels, restaurants, etc.); water not in bottles; medicines; books, newspapers and journals; clothing and footwear for children; gas in cylinders; fertilizers; bus services; transportation of goods and passengers directly to or from a foreign country or from place to place outside Cyprus; sales, import, rental, alteration, repairs and maintenance of aircraft and of ships; management services to ships; processing carried on in Cyprus on behalf of a customer abroad; commissions derived from abroad with relation to the import or export of goods; medical devices.

CZECH REPUBLIC
The standard VAT rate is 22%. Some goods, most notably foodstuffs, pharmaceutical products and most services, are subject to a reduced rate of 5%.

Exemptions: 

Services exempt without credit for input tax include postal, broadcasting, financial, health and social security services, transfer and lease of land and buildings or structures, sale of enterprises, as well as education and insurance businesses. Certain goods related to exempt services are also exempt. Financial services are exempt only if they are provided by financial institutions (e.g. banks, investment companies, pension funds, brokers, insurance companies) whose income from financial activities exceeds 20% of their total turnover or income. Exportation of goods and services (including exportation abroad, to customs-free zones or warehouses) in exempt with credit for input tax (zero-rated).
DENMARK

The VAT rate is 25%.

Exemptions: 
Important exemptions include administration and leasing of real estate, the transfer of real estate, insurance and reinsurance, including the services of agents, a number of financial services and passenger transport. 

ESTONIA

The standard VAT rate is 18%. A reduced rate of 5% applies to certain books, heat and heating materials, certain medicines and medical services, and the disposal of waste.

Exemptions: 
The most important supplies of goods and services not subject to VAT are:

Medicines and other drugstore items and medical services; 

Medical equipment and other devices to assist invalids (including repair parts); 

General, vocational, and higher education and training courses for adults; 

Insurance services and services by banks and other credit institutions; 

Postal services; 

Rental of housing and maintenance services to owners of rental property; and 

Social services.

VAT is not imposed on supplies in the free zones.  Goods exported from Estonia, subscriptions to Estonian periodicals as well as tickets or Estonian registered theatres and concert halls are zero-rated (exempt with credit for input VAT).  Exportation of certain services is also zero-rated, including services rendered abroad to foreign companies and consultation and advertising services rendered to non-resident companies. 

FINLAND

The standard tax rate is 22% on the price excluding the tax itself. A reduced 17% rate applies to basic foods and animal feed. (Food served at restaurants is subject to the standard rate.) a reduced 8% rate applies to medicines, books, cultural events, passenger transportation services, hotel services, etc. Zero rate is applied to exports. 

Exemptions:   
Selling or renting immovable property is generally exempt. Exempted services include health care, social services, basic education, financing and bank services (in general) and insurance services (subject to insurance premium  tax of 22%). Disposal of goods in connection with business reorganizations is exempt. Only goods and services consumed in Finland are taxable and, consequently, export is exempt with credit for input tax (zero rated). 

FRANCE

The standard VAT rate is 19.6% (previously 20.6%). A reduced rate of 5.5% applies to essential goods and certain periodicals. A reduced rate of 2.1% applies to daily newspapers, certain theatre performances and approved medicines. Zero rate is applied to exports. 

Exemptions:   
The main exemptions include financing and bank services, insurance services, health care, education and, subject to certain conditions, services supplied by non-profit organizations. In addition, intra-Community supplies are exempt. The first transfer of a building after 5 years of completion is also exempt.

GERMANY

The standard VAT rate is 16%. A reduced rate of 7% applies to essential goods and services, such as food and beverages (but 16% if consumed on the spot), pharmaceuticals, newspapers, books, the services of theatres, museums and concert halls. The zero rate (exemption with credit) applies mainly to exports and intra-Community supplies. 

Exemptions: 
The VAT law provides for the exemptions of certain transactions. Exempt transactions differ from zero-rated transactions in that the input VAT on costs associated with exempt transactions is not deductible. The most important exemptions without credit include:

Banking activities; 

Insurance activities; and 

The sale and rental of immovable property.

An entrepreneur may opt for the taxation of certain financial transactions and the sale or rental of immovable property if the customer is an entrepreneur who uses the supply for his business. The option for VAT has the advantage that the supplier may recover the input VAT incurred in connection with the transactions.

GREECE

The standard VAT rate is 18%. A reduced rate of 8% applies to goods deemed to be necessities, such as fresh food products, pharmaceuticals, transportation, electricity, as well as to certain professional services, e.g. those supplied by hotels, restaurants, coffee shops, writers, composers, artists, and (non-exempt) services of doctors and dentists. A reduced rate of 4% applies to newspapers, periodicals, books and theatre tickets.

For the region of the Dodecanese and Eastern Aegean islands, the above rates are reduced to 13%, 6% and 3%, respectively.

Exemptions:  
The exemptions provided by the VAT law can be classified into two broad categories, namely exemptions without credit for input tax and exemptions with credit for input tax (zero-rating).

Examples of the former are the supply of services of a social or cultural nature (medical services, educational services, etc.), as well as insurance, financing and most banking activities provided to EU residents. Examples of zero-rated transactions are exportation, the international transit of goods and transactions in relation to shipping. 

HUNGARY

The standard rate is 25%. A reduced rate of 12% applies to certain basic foodstuffs, medicines, medical supplies, certain textile materials, coal and electrical energy, and a wide range of services. The zero rate applies to exports as well as to textbooks, specified medicines and to medical materials and supplies. The zero rate also applies to the development of gas and electricity and to construction works.

Exemptions: 
Important exemptions include transactions relating to financial services, health care services, lease of dwellings, insurance and reinsurance, and education. No credit for purchased goods or services is allowed against exempt transactions.

IRELAND

VAT standard rate of 21%. There are also two reduced rates: 4.2% (livestock, including bloodstock breeders), and 12.5% (buildings, building work, short-term car hire, domestic fuels, gas and electricity, restaurant meals, entertainment, veterinary services).  Zero rate is applied for:  books, exports, food and drink, children’s clothing, etc.

ITALY

The standard rate is 20%. Reduced rates of 10% and 4% apply in certain cases. 

Exemptions: 
The most important exemptions without credit concern financial services, insurance and reinsurance, activities related to shares, bonds and other securities and medical services. 

Zero rate applies to exports of goods, certain supplies made in connection with international air and sea transport and certain services related to transportation of goods and persons.

LATVIA

The standard VAT rate is 18%.

Exemptions: 
A number of transactions are exempt without credit for input tax, most importantly financial services.

A number of transactions are exempt with credit for input tax (zero-rated). The most important transactions are the exportation of goods, including services related to exported goods, and the supplies of goods and maintenance services in respect of vessels operated by international shipping lines or used for emergency and rescue missions. 

LUXEMBOURG

The following rates apply: 

	Type of rate
	Rate (%)

	Standard rate 
	15

	Intermediate rate
	12

	Reduced rate
	6

	Special reduced rate 
	3


The intermediate rate applies to wines, fuels and tobacco, as well as to services provided by professionals, publicity agencies, administration and management of movable property and credit management.

The reduced rate applies to gas, electricity, import of works of art and their supply under certain conditions.

The special reduced rate applies to food products (except alcoholic drinks), books and periodicals, children’s clothes, water, pharmaceutical products, transport of individuals, accommodation, cultural/educational/sporting services and copyrights.

POLAND

The VAT rates are as follows:

	Type of rate
	Rate (%)

	Standard rate
	22%

	Reduced rate for machinery for the agricultural and forestry sector, appliances for healthcare, processed food articles and children’s articles
	7%

	Reduced rate for milk and dairy products, raw meat, poultry, fish and some of their products and folk and artistic handicraft products
	3%

	Exports
	0%


Exemptions: 

Important exemptions include services related to agriculture and forestry, postal services, services connected with science, the development of technology, education, culture, art and sports and health care services.

An exemption with a credit for input tax (zero rate) applies to exports of goods and services. 

SLOVAK REPUBLIC

The standard VAT rate is 23%. Some goods, most notably foodstuffs, pharmaceutical products, fuels and certain oil products, and most services are subject to a reduced rate of 10%. Export of goods and services is zero-rated.

Exemptions:   

Services exempt without credit for input tax include postal, broadcasting, financial and social security services, as well as education and insurance businesses. Certain goods related to exempt services are also exempt. Export of goods and services is exempt with credit for input tax (zero-rated). 

SLOVENIA

The standard rate is 19%. A reduced rate applies to basic foodstuffs, medicines, dwelling construction, hotel accommodation and books.

Exemptions:
There are two types of exemptions: exemption with credit for input VAT (e.g. for import) and exemption without credit for input VAT.  

NETHERLANDS

The standard rate is 19% (previously 17.5%). A reduced rate of 6% applied to basic goods and services. Exports and certain services rendered in connection with exports are zero-rated.

Exemptions:  
The supply of newly constructed immovable property is exempt when it takes place at least 2 years after the first actual use. Further exemptions include the supply of social and cultural goods and services, the supply of insurance services, financial services and health services. Public education is exempt under certain conditions. The transfer of a whole or a part of a business is exempt if the transferee continues the business.

Exports and certain services rendered in connection with exports are exempt with credit for input VAT (zero rated).

NORWAY

The standard rate of VAT is 24%. A reduced rate of 12% applies to foodstuffs. The rate of investment tax is 7%.

Exemptions:  
Goods and services exempt without credit for input tax include: 

Goods: 
Works of art sold by the artist who made them; 

Goods supplied by hospitals, doctors and dentists which are used as part of the medical or dental treatment; and 

Sales of catalogues, prospectuses, calendars, souvenirs, etc. by museums, theatres, cinemas and charitable institutions.

Services: 
Postal services; 

The renting out of safe deposit boxes and safe custody services by banks; 

The renting of rights to films other than for advertising purposes; and 

All services not included in the list of taxable services.

The following goods and services are exempt with credit for input tax (zero-rated):

Goods and services supplied to foreign countries; for use on the continental shelf in connection with exploration for and exploitation of submarine natural resources; for use on board foreign ships and aircraft; and for use in international commercial traffic on board ships more than 15 meters long and on board aircraft; 

Local transport services in connection with direct transport of goods to or from abroad; ferry transport of motor vehicles; 

Inventories, machinery and other assets when sold in connection with the sale of a business (or part of one), a merger or similar procedure; 

Books, certain types of newspapers and periodicals; 

Services on behalf of a principal abroad.

For investment tax purposes, exemptions include assets used in the manufacture of goods, lorries, trailers, quarrying, construction of sewage systems by municipal authorities, and constructions of buildings and installations in northern Norway. 

PORTUGAL

VAT is levied at a standard rate of 17%.  An intermediate rate of 12% and a reduced rate of 5% are applicable to a range of goods and services.  In the Azores and Madeira, the rates are levied at 12%, 8% and 4%, respectively, on the same supplies.

Exemptions: 
Financial and insurance transactions, transactions related to shares, bonds and other securities not being merchandise, and to immovable property are among the transactions exempt without credit for input VAT. Exemption with credit for input VAT applies most notably to exportation of goods and intra-Community supplies of goods. 

SPAIN 

The VAT rates in mainland Spain and the Balearic islands are follows:
	Type of rate
	Rate (%)

	Standard rate
	16

	Reduced rate (food, dwellings, transport, tourism, etc.)
	7

	Super-reduced rate (basic necessities)
	4

	Zero-rate (virtually only export-related goods and services
	0


The VAT rates in the Canary Islands are: 

	Type of rate
	Rate (%)

	Standard rate
	4.5

	Increased rate (luxury goods, passenger motor vehicles, certain pleasure craft, X-rated films)
	13

	Reduced rate (energy, fuel, food, textiles)
	2

	Zero-rate (water, medicines, books, journals, transport within the Canary Islands, export to a foreign country or to mainland Spain, the Balearic islands, Ceuta and Melilla)
	0


Exemptions: 

The following are the most important exempt transactions (without credit for input VAT):

Medical and social services; 

Educational and sport services; 

Financial operations and insurance contracts; and 

Lease of immovable property.

SWEDEN

The standard VAT rate is 25%. A reduced rate of 12% applies to foodstuffs, to services related to tourism, e.g. hotel, camping and ski lift services. A reduced rate of 6% applies to domestic daily and weekly newspapers and periodicals, to domestic transportation of persons, and to cinema, circus, and concert tickets. 

Exemptions: 
Important exemptions include the leasing and transfer of immovable property. Moreover, inventory, equipment and other assets belonging to a business may be exempt from VAT if they are transferred in conjunction with the transfer of the business or part thereof, or in conjunction with a merger or similar transaction.

An exemption with credit allows goods and services to be sold free of VAT and also allows the entrepreneur a credit for input VAT imposed on purchases made by him in connection with qualifying goods and services. Qualifying goods and services include the supply of gold for investment purposes, a number of financial services as well as insurance and reinsurance. 

TURKEY

The rates are currently as follows:

	Type of rate
	Rate (%)

	Standard rate
	17

	Reduced rate for basic food products, cashier machines, cinema, theatre, opera and ballet tickets, financial leasing of land vehicles other than cars, private educational services, books and similar publications
	8

	Reduced rate for particular agricultural products, goods and services subject to financial leasing (exempt vehicles and luxury items), newspapers and magazines, used cars, particular types of leather imported from certain countries, supply of residences up to 150m2
	1

	Increased rate for luxury items, telecommunications services (except cellular phone services), special telephone services such as telefax or pocket telephone, renting out helicopters or airplanes, services of casinos, discotheques, etc., services of gambling or lottery firms, cars (in general) and luxury items subject to financial leasing
	25

	Increased rate for the supply and financial leasing of special cars
	40


Exemptions: 
Exemptions without a credit for input VAT include: 

The transfer of businesses and companies (i.e. takeovers and changes of company forms); 
Pipeline transportation of crude oil, petroleum, gasoline and other similar products; 

The supply of unprocessed gold, foreign currency, bonds and stamps; 

Transactions that are subject to the banking and insurance transactions tax; 

Leasing of immovable property other that property which is a part of a business; 

Until 31 December 2002, the sale by resident companies of their immovable property if the resulting gains are utilized for a capital increase; and 

The supply of goods and services treated under the special regimes on transit transportation and bonded warehouses, as well as those on free zones, temporary storage, and customs areas.
The following transactions are exempt with credit for input VAT:

The exportation of goods;

The supply of services abroad;
The process of goods for exporters;
The supply of ships, aircraft and rail transportation vehicles, and the supply of services related to the manufacture of such vehicles;
The supply of services to ships and aircraft at harbours or airports;
The supply of international transport services;
The supply of goods and services to persons engaged in the exploration for or exploitation of hydrocarbon sources; and 

The supply of machinery and equipment to taxable persons who have an investment document provided that the machinery and equipment forms part of the investment.

UNITED KINGDOM

UNITED KINGDOM

The standard rate of VAT is 17.5%.

There is a lower 5% rate on supplies of 

· domestic and small quantities of fuel and power;

· domestic energy efficiency installations;

· certain alterations to residential properties;

· certain sanitary products.  

Zero-rated supplies of 

· agricultural produce and food (but not meals supplied in a restaurant);

· construction of , sale of and certain leasehold interests in dwellings, residential and charitable buildings;

· books, newspapers and fully printed matter;

· Bank notes;

· Gold;

· Drugs medicines and certain products for the handicapped and chronically ill;

· Children’s and certain safety clothing, and footwear;

· International services imports and exports; 

· Certain works to protected buildings;

· Certain supplies to and by charities;

· Certain caravans, boats and houseboats;

· Public Transport services; 
· Talking Books for the Blind and handicapped and wireless sets for the blind.
Exempt from VAT are:

· Land sales of, interests in and leasehold grants with the option to waive exemption for non-residential buildings;

· Insurance;

· Postal Services;

· Betting gaming and lotteries;

· Finance;

· Education;

· Health and welfare;

· Burial and cremation;

· Subscriptions to Trade Unions, professional and other public interest bodies;

· Sport, sports competitions and physical education;

· Works of Art etc;

· Fund-raising events by charities and other qualifying bodies;

· Cultural services etc;

· Supplies of goods where input tax cannot be recovered;

· Investment gold.

Supplies to non-UK registered EU persons are zero-rated, and supplies to non-registered 

EU persons are subject to VAT. All supplies made outside the European Union are zero-rated. 

The VAT standard rate and revenue from VAT in several

 CEE countries (year 2000)

	Country
	VAT standard rate (%)
	Revenue from VAT (% of GDP)*

	Czech Republic
	22
	7.6

	Hungary
	25
	8.9

	Poland 
	22
	7.6

	Romania
	19
	6.3

	Slovakia
	23
	7.9

	Slovenia
	19
	9.9


Source: OECD Revenue Statistics

ANNEX VII: The characteristics of the Romanian VAT system

A useful way to present the Romania’s VAT system is to describe its main provisions regarding the following issues: 

VAT Registration 

 VAT Recovery 

Partial Exemption 

Anti-Avoidance Provisions 

Cross-Border Transactions (exports and imports of goods and services) 

Times of Supply 

Special Areas 

VAT compliance and Administration 

Penalties and Interest

All businesses, which operate in Romania, must register with the authorities in15 days since they start their activities.  Companies with annual turnover less than ROL 125 million (about USD 4200) may choose to be exempted from VAT.  If a company chooses exemption and its annual turnover exceeds ROL 125 million become subject to VAT from the 15th day of the month following the month in which the threshold was exceed. 

All the VAT registered companies incurs on expenses in the course of its business may be covered either as a credit against output tax or as a repayment, with the exemption of VAT incurred in making most exempt supplies.  There are also certain exempt activities with enjoy a right of recovery, which makes them similar in effect to zero-rating. 

It is possible to request a repayment of input tax surpluses, as well as carrying these forward to future tax periods.  The repayment is granted only after the Ministry of Finance makes a detailed assessment of all taxes.

Foreign legal entities can recover the VAT in Romania through a fiscal representative, but only provided that company has turnover taxable in Romania.  The fiscal representative must be a Romanian legal or natural person, financially able to assume the obligations related to the VAT.

Companies making wholly taxable supplies can recover the VAT of their expenses.  Companies making wholly exempt supplies do not enjoy recovery.  Partly exempt companies who make both taxable and exempt supplies must make a calculation as to what proportion of their input tax they should recover.  Exempt supplies trigger a partial disallowance of input tax. 

	The proportion of recoverable input tax is determined by applying the ratio between taxable turnover – including those exempt supplies with a right to deduction – and total turnover.  A provisional ratio is used during a tax year, this being that realized in the previous year.  An adjustment at the end of the year on the December VAT return is made for the provisional figures.  This final ratio is also used as the provisional one for the following year. 


The present legislation does not provide special anti-avoidance measures.  In the Romanian fiscal legislation there is no hard line between tax avoidance and tax evasion. The general anti-tax evasion rules also apply to the VAT.

Most imports of goods are taxable.  VAT must be paid when the import is made along with custom duties.  The custom import certificate is used as evidence for the VAT deduction.  Imports contribution in kind to the registered capital of a company are VAT exempted.  Also, certain equipment imported can benefit from VAT delayed payment for a period between 60 and 120 days.  Exports are zero-rated, provided that Custom documentation is obtained as proof of the goods having left the country.  

Regarding to services, if the place of supply is in Romania, the service is deemed taxable here.  If the place of supply is outside Romania, then the service is free of Romanian VAT.

	The normal rule for the place of supply of services is that they are deemed supplied where the supplier has his business establishment most directly related to the supply or, failing this, where the supplier is resident. The following services are exceptions to this rule:

Services related to real estate (real estate agencies and architects’ services)—are deemed to be supplied where the real estate is situated;

 Services supplied where performed (transport services including ancillary services such as freight storage, cultural and artistic services, scientific services, educational services, entertainment services, work on movable goods including expert activities related to the movable goods);

Services supplied where the recipient is established (transfer of rights related to work of authors, inventions, patents, trademarks, trading names and similar rights, promotion and advertising services, engineering, legal, accounting and tax and similar advisory services, processing and provision of data and information, finance and insurance services, supply of staff, agency services in arranging any of the above);


VAT on services taxable in Romania supplied by foreign entities is payable by the Romanian customer within 7 days of the invoice date and shall be mentioned in the VAT return for the month in which the invoice is dated.  This is recoverable as input tax subject to the general VAT recovery rules.   However, if the Romanian company has VAT to recover according to the return drafted for the previous month, they can compensate it with the VAT due for services supplied by foreign companies.

The VAT becomes chargeable at the date of the delivery of the goods or the supply of the services.  Payment for partly delivered goods or services becomes chargeable at the payment date.  Sales made under installment plans became chargeable at the date of the installment.   

Goods as gifts, donations and internal consumption granted through activities such as sponsoring, goods granted to employees etc. are evaluated at their production cost – if produced by the company – or acquisition cost – if acquired from third parties.  For these goods VAT is deductible according to the rules applicable for each such activity.

Free transfer of goods and services are taxable as if sold.

Taxable values of sales are net of discounts, including discounts given retroactively, under the condition that the discounts are clearly mentioned in the invoices or contracts.

Retailers must use cash registers of a type approved by the Office for Legal Metrology.  These produce reports of supplies at each VAT rate. 

Sale of real estate is standard rate. Rental of dwelling houses to private individuals is exempt.

Transfer of companies’ assets is taxable.  Sales of shares are exempt. 

There is no relief on VAT bad debts, unless a Court decision is issued, attesting the insolvency of the client.

Leasing is treated as a supply of services.  There is no distinction between operating and finance leases aside from the distinction applicable only in the relations with the banks.  The VAT is due on each lease installment.

VAT and custom duty free status is afforded to imports of capital assets contributed by a foreign shareholder, irrespective of the amount of the contribution, to the share capital of a Romanian company.

VAT returns are drafted monthly, due with payment by the 25th day of the following month.  VAT registered companies must use standard VAT invoices.  All invoices for supplies with the amount of VAT greater than ROL 20 million (about USD 667) must be accompanied by a copy of the supplier’s VAT registration certificate.  

	Inspectors have the right to review records and assess for amounts of VAT penalties due.  These amounts must be paid within 7 days.  A taxpayer has the right to appeal to the local financial authority within 5 days from the date of the assessment is notified.  Further appeal is possible to the county’s tax administration, the Ministry of Finance, the Court of Appeal and ultimately the Supreme Court.  There is a Stamp Duty on VAT appeals (2% of the contested amount) that is levied regardless of whether the appellant is successful.


A penalty of 100% is charged on under declared tax.  The penalty rises to 200% for second or subsequent under declarations within one year.  A fine ranging between 10%-50% of the tax due can be imposed for returns not rendered on time.  Interest is charged at 0.25% per day, that gives an annual figure of about 91%.


ANNEX VIII: Expected changes in the present legislation

The following exemptions are expected to disappear in 2002:

Exemption from VAT payment for delivery of goods and supply of services for specific authorized activity, by the public utility “The National Administration of the Roads in Romania”;

Exemption from VAT payment for entrance fees for castles, museums, fairs and exhibitions, zoological and botanical gardens, libraries;

Exemption from VAT payment for editing, printing and selling of school courses and books;

Exemption from VAT payment for prostheses of any type, their accessories, as well as orthopedic products (except dental braces);

Exemption from VAT payment for raw materials intended to obtain final products to be exported in 45 days from the date of import;

Exemption from VAT payment for import of goods made by public institutions, directly or through the commissioners, financed through external loans guaranteed by the state;

Exemption from VAT payment of revenues obtained by political parties from their own activities;

Exemption from VAT payment for elements of the public railway infrastructure, including the lands where they are located or the lands designated to such objective;

Exemption from VAT payment for the companies with private capital (Romanian legal persons) and private entrepreneurs of family associations, authorized by the Decree-Law No. 54/1990, for the equipment, installations, transport conveyance, and other depreciable goods, manufactured in Romania with a view to carrying out and developing investments in the area;

Exemption from VAT payment for the Ministry of Youth and Sport, the Romanian Olympic Committee and the national sportive federations for purchasing sports equipment and materials, installations and specific equipment, from the domestic market needed for training and participation of the sportsmen and national and Olympic teams to the official international competitions: Olympic Games, European and World Championships.

The following exceptions are expected to disappear in 2003-2006:

The taxpayers natural or legal persons that conduct a tourist activity benefit of zero VAT rate for services supplied for foreign beneficiaries in the country and abroad, legal or natural persons and the value of the services is cashed in foreign currency (2003);

Exemption from VAT payment for the individual agriculture farms;

Exemption from VAT payment for production of movies for television broadcasting (2006);

Exemption from VAT payment for pre-school and primary schools uniforms (2006);

Exemption from VAT payment for apparel and footwear for children with the age under one year (2006);

Exemption from VAT payment for river transport for the inhabitants of the Danube Delta and on the routes between Orsova-Moldova Noua, Braila-Harsova, Galati-Grindu (2006);

Exemption from VAT payment for import of films and programmes licenses, subscriptions to foreign news agencies and others, intended for radio and television activity (2006);

Exemption from VAT payment for the technical documentation and the materials for construction in the field of state education and private accredited education and for the purchase of equipments, books, publications and other endowments for the teaching stuff (2006);

Exemption from VAT payment for the transactions or transferring ownership right from the debtor to the Assets Resolution Agency (2006);

Exemption from VAT payment for payment for the fuel supply for the fishing vessels (2006).

The following exceptions are expected to be implemented in the Romanian legislation in 2002 and 2006:

The human organs, blood and milk supply (2002);

Private lessons by teachers at secondary school and university level (2006);

The services supply and accessory goods delivery of by the postal public services, excepts for telecommunications (2006);

The supply of buildings or parts thereof, and the land for construction (2006);

The supply of land, which has not been built on (2006);

The supplies of goods used wholly for an activity exempt, when these goods have not given rise to the right of deduction, or of goods on the acquisition or production of which VAT did not become deductible, because they are not designated for professional activities (2006);

The services supplied by independent groups of persons whose activities are exempt from or are not subject to VAT, for the purpose of rendering their members the services directly necessary for the exercise of their activity, where these groups merely claim from their members exact reimbursement of their share of the joint expenses, provided that such exception is not likely to produce distortion of competition (2006).

The following changes relating transactions with zero rate of VAT are expected between 2002-2006:

VAT exemption with the right of deduction for house building, extension, consolidation and rehabilitation of the existing housing (2002);

VAT exemption with the right of deduction from its exploitation of the tariffs chased by the concessionaires of highways and railways (2002);

VAT exemption with the right to deduction for the transactions of equipment delivery and services supply for the investment objective “The development and the modernization of the International Airport Bucharest-Otopeni” (2003);

VAT exemption with the right of deduction for the delivery of equipment and services supply regarding the oil transactions made by signatories of the oil agreements, foreign legal persons, according to the Oil Law No. 134/1995 (2004);

VAT exemption with the right of deduction for the construction of the religious building (2006).

Other expected changes in the present VAT legislations are:

	Characteristic of the VAT system
	Expected change and the timetable

	VAT registration
	The amount of the turnover for VAT payers will be EUR 20,000 and finally EUR 5,000 (2011) 

An explicit definition of taxable person (2002). 

	VAT recovery
	Provision regarding VAT refund for the transactions realized in Romania by persons taxable abroad will be applicable from the moment of accession;

Provisions regarding the adjusting of the right to deduction will be introduced (until December 31, 2006).

	Cross-border transactions
	1. Provisions regarding the intra-Community deliveries will be applied on Romania’s accession to the EU.

	Special Areas
	The subsidies directly linked to the price will be included in the taxable amount (2002);

Goods sold with losses will be charged with VAT for the respective difference (2002);

Telecommunications will be taxed at the beneficiary’s registered office (until December 31, 2005);

Special schemes for farmers, small entrepreneurs and for works of art, collection pieces or antiques will be introduced (until December 31, 2005).

	VAT compliance and administration
	The provision specifying the refund of VAT limited at the level resulted from the paid invoices will be eliminated (until December 31, 2005).


Source: Romania’s Position Paper, Chapter 10—Taxation, July 24, 2001

Annex IX:  Differences Between EU Standards on VAT and Romania’s VAT Present System

	EU standard (The Sixth Council Directive of 17 May 1977)
	Government Ordinance No. 17/2000

	Title VII: Chargeable Event and Chargeability of Tax – Article 10

The chargeable event shall occur and the tax shall become chargeable when the goods are delivered or the services are performed. 

By way of derogation, Member States may provide that the tax shall become chargeable, for certain transactions or for certain categories of taxable person, either:

· No later than the issue of the invoice or of the document serving as invoice, or

· No later than receipt of the price or

· Where an invoice or document serving as invoice is not issued, or is issued late, within a specified period from the date of the chargeable event.   
	Title III: Chargeable Event and Chargeability of VAT – Article 10

The VAT becomes chargeable at the date when the movable goods are supplied or at the date of transfer of the property rights on immovable goods, or at the date when services are performed.

	Comments:

The Romanian legislation should be modified so as to provide that the VAT become chargeable for certain transactions or for certain categories of taxable person later than the date when the transaction takes place.

	Title VIII: Taxable Amount – Article 11, C Miscellaneous Provisions

In the case of cancellation, refusal or total and partial non-payment, or where the price is reduced after the supply takes place, the taxable amount shall be reduced accordingly. 
	Title IV: The Taxable Amount – Article 13

The taxable amount is the counter value of goods supplied or of the services performed exclusive the VAT.

	Comments: The Romanian legislation should be modified so as to provide that in the case of cancellation, refusal or total and partial non-payment, or where the price is reduced after the supply takes place, the taxable amount to be reduced accordingly. Also, the legislation should provide that the subsidies directly linked to the price are included in the taxable amount.

	Title IX: Rates – Article 12 (3)

(a) The standard rate of VAT shall be fixed by each Member State and shall be the same for the supply of goods and for the supply of services.  From 1 January 2001 to 31 December 2005, the VAT standard rate may not be less than 15%.  The Council shall decide unanimously on the level of the standard rate to be applied after 31 December 2005.    

(b) Member States may apply a reduced rate to supplies of natural gas and electricity should provided that no risk of distortion of competition exists.  A Member State intending to apply such a rate must, before doing so, inform the Commission.  
	Title V: Rates – Article 17

In Romania, the following rates apply:

A. 19% for supply of movable goods, transfer of property rights on immovable goods in the country, performing services and imports excepting those mentioned in paragraph B.

B. Zero rate for:

a) Export of goods, transport and services related to export performed by taxpayers seated in Romania;

b) International transport of persons and services related to this;

c) Transport of merchandise and persons, in and from Romanian airports and harbors, with Romanian ships and aircrafts requested by beneficiaries from abroad;

d) Ferry of the cars and passengers between Romania and neighboring countries;

e) Transport and services afferent to import goods provided outside the country and inside the country until Custom and laying down the custom declaration;

f) Fuel and other goods supplies for ships and aircrafts used for international transports of merchandise and passengers;

g) Services on airports performed for aircrafts being in international traffic and services on harbors performed to merchandise ships and invoiced to the freighters or to their offices;

h) Repairs of the means of transport contracted with beneficiaries from abroad;

i) Other services performed by taxpayers seated in Romania contracted with beneficiaries from abroad;

j) Materials, accessories and other goods introduced from the Romania’s custom territory in free zones;




	
	k) Goods and services supplied to diplomatic missions, consulate offices and international intergovernmental offices accredited in Romania;

l) Goods bought from fairs organised in Romania and from shops sent or transported abroad by non-residents;

m) Goods and services financed on relief or from non-reimbursable loans from foreign governments and international organisations and from foreign non-profit organisations and charity organisations, including natural persons;

n) Building, extending, consolidating and rehabilitating of houses;

o) Building of religious edifices.

	Comments: The zero rate should be reconsidered so only transactions related to export could benefit from this.  Instead of the zero VAT rate for transactions non-related to exports, a reduced VAT rate could be introduced.  Starting with 1994, on the basis of a report from the Commission, the Council reviews the scope of the reduced rates every two years.  The Council may decide to alter the list of goods and services.  At present, the list of supplies of goods and services which may be subject to reduced rates of VAT is (Annex H, Sixth Council Directive):

	Category
	Description

	1
	Foodstuffs (including beverages but excluding alcoholic beverages) for human and animal consumption; live animals, seeds, plants and ingredients normally intended for use in preparation of foodstuffs; products normally intended to be used to supplement substitute foodstuffs.

	2
	Water supplies

	3
	Pharmaceutical products of a kind normally used for health care, prevention of diseases and treatment for medical and veterinary purposes, including products used for contraception and sanitary protection.

	4
	Medical equipment, aids and other appliances normally intended to alleviate or treat disability, for the exclusive personal use of the disabled, including the repair of such goods, and children’s car seats.

	5
	Transport of passengers and their accompanying luggage.


	6
	Supply, including on loan by libraries, of books (including brochures, leaflets and similar printed matter, children’s picture, drawing or coloring books, music printed or in manuscript, maps and hydrographic or similar charts), newspapers and periodicals, other than material wholly or substantially devoted to advertising matter.

	7
	Admission to shows, theatres, circuses, fairs, amusement parks, concerts, museums, zoos, cinemas, exhibitions and similar cultural events and facilities. Reception of broadcasting services.

	8
	Services supplied by or royalties due to writers, composers and performing artists.

	9
	Supply, construction, renovation and alteration of housing provided as part of a social policy.

	10
	Supply of goods and services of a kind normally intended for use in agricultural production but excluding capital goods such as machinery or buildings.

	11
	Accommodation provided by hotels and similar establishments including the provision of holiday accommodation and the letting of camping sites and caravan parks. 

	12
	Admission of sporting events.

	13
	Use of sporting facilities.

	14
	Supply of goods and services by organizations recognised as charities and engaged in welfare or social security work, insofar as these supplies are not exempt from VAT.

	15 
	Services supplied by undertakers and cremation services together with the supply of goods related thereto.

	16
	Provision of medical and dental care as well as thermal treatment in so far as these services are not exempt from VAT.

	17
	Services supplied in connection with street cleaning, refuse collection and waste treatment.

	Comments: Romania chose a system with a single VAT rate at the beginning of 2000, given to its weak administrative capacity of a system with multiple tax rates.  From a social policy perspective, applying a reduced rate for certain products (foodstuffs, medication, books, newspapers etc.) makes sense.  From a fiscal policy perspective, the essence of a tax system is tax collecting.  These two perspectives could be reconciled by increasing the efficiency of the VAT administration so as to prevent any possible evasion, avoidance or abuse. If there are clear signs that the VAT administration has significantly improved, Romania could get back to a system with multiple VAT rates and could renounce to zero rate.


	Title X: Exemptions – Article XIII Exemptions Within the Territory of the Country

The Member States shall exempt the following:

A. Exemptions for certain activities in the public interest

a) The supply the public postal services, other than passenger transport and telecommunication services, and the supply of goods incidental thereto;

b) Hospital and medical care and closely related activities undertaken by bodies governed by public law or, under social condition comparable to those applicable to bodies governed by public law, by hospitals, centers for medical treatment or diagnosis and other dully recognized establishments of a similar nature;

c) The provision of medical care in the exercise of the medical and paramedical professions;

d) Supplies of human organs, blood and milk;

e) Services supplied by dental technicians in their professional capacity and dental prostheses supplied by dentists and dental technicians;

f) Services supplied by independent groups of persons whose activities are exempt from or are not subject of VAT, for the purpose of rendering their members the services directly necessary for the exercise of their activity, where these groups merely claim from their members exactly reimbursement of their share of the joint expenses, provided that such exemption is not likely to produce distortion of competition;

g) The supply of services and of goods closely linked to welfare and social security work, including those supplied by old people’s homes, by bodies governed by public law or by other organizations recognized as charitable;


	Title II: Domain of application – Section 4. Exemptions

The following are exempt:

A. The supply of goods and services performed in the country by:

a) Medical units, including veterinary, and welfare units;

b) The educational institutions included in the national education system;

c) Institutions involved in research and development that execute contracts included in the National Program of Scientific Research and Technological Development or in the National Plan for Research, Development and Innovation. The same treatment is also enjoyed by the institutions that perform according to public law such activities financed through international, regional or bi-lateral partnership;

d) Lawyers and notaries – regardless how they profess – and individual farms;

e) Canteens organised by associations, organisations and public institutions that are not included in the domain of application of the VAT;

f) Saving houses, investment funds, mutual funds, credit cooperatives and other credit institutions, exchange offices;

g) Financial investment companies, financial intermediation companies;

h)1 The National Bank of Romania;

h)2 Banks, Romanian legal entities incorporated in commercial companies, bank’s branches in Romania, foreign legal entities, and also other legal entities authorised by law to perform banking activities according to the Banking Law, excluding: 


	h) The supply of services and of goods closely linked to the protection of children and young persons bodies governed by public law or by other organizations recognized as charitable;

i) Children’s or young people’s education, school or university education, vocational training or retraining, including the supply of services and goods closely related thereto, provided by bodies governed by public law having such as their aim or by other organizations defined as having similar objects;

j) Tuition given privately by teachers and covering school or university education;

k) Certain supplies of stuff by religious or philosophical institutions with a view to spiritual welfare;

l) Supply of services and goods closely linked thereto for the benefit of their members in return for a subscription fixed in accordance with their rules by non-profit organisations with aims of a political, trade-union, religious, patriotic, philosophical, philanthropic or civic nature, provided that this exemption is not likely to cause distortion of competition;
	selling immovable to the employees; transactions with movable goods and immovable goods in order to execute a debt; financial leasing; hiring safe boxes; transactions with precious metals, precious stones or with objects made from precious metals or precious stones;

Providing services that are not performed exclusively by banks such: expertise feasibility studies, consultancy, patrimony evaluations, hiring spaces and accommodation;

h)3 The Fund for Deposit Guarantee in the banking system, the Romanian Credits Guarantee Fund for Private Entrepreneurs – corporation and the Rural Credit Guarantee Fund – corporation.

i) insurance and reinsurance companies including insurance brokers and insurance agents;

j) The National Company “The Romanian Lottery” – corporation and the taxpayers authorised by the Commission for coordination, informing and testifying of gambling, for organising and using gambling;



	m) Certain services closely linked to sport or physical education supplied by non-profit organisations to persons taking part in sport or physical education;

n) Certain cultural services and goods closely linked thereto supplied by bodies governed by public law or by other cultural bodies recognised;

o) The supply of services and goods by organisations whose activities are exempt in connection with fund-raising events organised exclusively for their own benefit provided that exemptions are not likely to cause distortion of competition;

p) The supply of transport services for sick or injured persons in vehicles specially designed for the purpose by duly authorised bodies;

q) Activities of public radio and television bodies, other than those of a commercial nature.  

B. Other exemptions

Member States shall exempt the following:

a) Insurance and reinsurance transactions, including related services performed by insurance brokers and insurance agents;

b) The leasing or letting of immovable property excluding:

1. the provision of accommodation in the hotel sector or in sectors with similar function, including the provision of accommodation in holiday camps or on sites developed for use as camping sites;

2. the letting of premises and sites for parking vehicles;

3. lettings of permanently installed equipment and machinery;

4. hires of safes.
	k) The following:

k)1 Building, arranging, repairing and maintenance of monuments;   

k)2 Cashing from entrance taxes in castles, museums, fairs and exhibitions, zoological and botanical gardens, libraries;

k)3  Taxi services performed by authorised natural persons and activities included in the domain of application of the tax for performances;

k4)  Editing, printing and selling of school courses and books excluding materials devoted to advertising matters, production of movies for television broadcasting and production of radio programs, excepting those for advertising;

k)5 Prosthesis of any kind and their accessories, orthopaedic products;

k)6  Pre-school and primary schools uniforms;

k)7 Apparel and footgear for children under the age of 1 year;

k)8 Contribution in kind to the social capital of the commercial companies;

k)9 The river transport for the inhabitants of the Danube Delta and on the routes between Orsova-Moldova Noua, Braila-Harsova, Galati-Grindu;

k)10 Transactions performed in free trade areas by the authorised taxpayers;

k)11 Transactions performed by taxpayers with turnover less than  ROL 125 million.
Other exemptions

· Delivery of goods and supply of services for specific authorized activity, by the public utility “The National Administration of the Roads in Romania”;

· Elements of the public railway infrastructure, including the lands where they are located or the lands designated to such objective;

· The companies with private capital (Romanian legal persons) and private entrepreneurs of family associations, authorized by the Decree-Law No. 54/1990, for the equipment, installations, transport conveyance, and other depreciable goods, manufactured in Romania with a view to carrying out and developing investments in the area;




	c)  Supply of goods used wholly for an activity exempted when this goods have not given rise to the right to deduction, or of goods on the acquisition or production of which VAT did not become deductible;

d) The following transactions:

1. the granting and the negotiation of credit and the management of credit by the person granting it;

2. the negotiation or any dealings in credit guarantees or any other security for money and the management of credit guarantees by he person who is granting the credit;

3. transaction, including negotiation, concerning deposit and current accounts, payments, transfers, debts, cheques and other negotiable instruments, but excluding debt collection and factoring;

4. transactions, including negotiation, concerning currency, bank notes and coins used as legal tender, with the exception of collector’s items;

5. transactions, including negotiation, excluding management and safe-keeping, in shares, interests in companies or associations, debentures and other securities, excluding: documents establishing title to goods and the rights or securities referred above;

6. management of special investment funds.

e) The supply at the fact value of postage stamps valid for use for postal services within the territory of the country, fiscal stamps and other similar stamps;

f) Betting, lotteries and other forms of gambling, subject to conditions and limitations laid down by each Member State;

g) The supply of buildings or parts thereof, and the land on which
	· The Ministry of Youth and Sport, the Romanian Olympic Committee and the national sportive federations for purchasing sports equipment and materials, installations and specific equipment, from the domestic market needed for training and participation of the sportsmen and national and Olympic teams to the official international competitions: Olympic Games, European and World Championships;

· The taxpayers, natural or legal persons that conduct a tourist activity benefit of zero VAT rate for services supplied for foreign beneficiaries in the country and abroad, legal or natural persons and the value of the services is cashed in foreign currency;

· Individual agriculture farms;

· Technical documentation and the materials for construction in the field of state education and private accredited education and for the purchase of equipments, books, publications and other endowments for the teaching stuff;

· The transactions or transferring ownership right from the debtor to the Assets Resolution Agency;

· Exemption from VAT payment for payment for the fuel supply for the fishing vessels.



	they stand (not the supply before first occupation of buildings or parts of buildings and the land on which they stand);

h) The supply of land, which has not been built.

Article 14 – Exception on Import

Member States shall exempt the following:

a) Final importation of goods of which the supply by a taxable person would be in all circumstances be exempted within the country;

d) Final importation of goods qualifying for exemption from custom duties other than as provided for in the Common Custom Tariff;

e) Reimportation by the person who exported them of goods in the state in which they are exported, where they qualify for exemption from custom duties or would qualify therefore if they were imported from a third country;

h) Importation into ports by sea fishing undertakings of their catches, unprocessed or after undergoing preservation for marketing before being supplied;

i) The supply of services, in connection with the importation of goods where the value of such services is included in the taxable amount;

j) Importation of gold by Central Banks.


	B. Exemption on Import

a) Import goods exempted from custom duties according to Custom Tariff of Romania, to laws or decree issued by the government;

b) Commodities imported and traded under duty-free regime and in shops dedicated exclusively to diplomatic missions and to their personnel;

c) Raw materials intended to obtain final products to be exported in 45 days from the date of import;

d) Goods introduced in the country without paying custom duties, according to the Custom Tariff applicable to natural persons;

e) Repairs and transformation made abroad to the Romanian ships and aircrafts; 

f) Imported goods and services similar with domestic goods/services exempted from VAT;

g) Transport means, merchandises and other goods derived from abroad, that are introduced directly in free trade areas;

h) Import of films and programmes licenses, subscriptions to foreign news agencies and others, intended for radio and television activity; 

i) Import of goods effected by public institution directly or through commissionaires, financed by external loans with state guarantee.


	Comments: (1) While some exemptions provided by the Romanian legislation are corresponding to EU standards, there are exemptions are not consonant with the Sixth Directive.  The Romanian Government has drafted a timetable for gradually harmonizing the exceptions from VAT with EU rules (see Annex VIII – Expected changes in the present legislation). (2) A problem in Romanian legislation is that exemptions from VAT are not granted only by the VAT legislation itself, but by the special laws that are suddenly issued.  This practice is one of the major causes of the problems in the VAT collection.  (3) At present, the Romanian legislation is not concerned with issues related to the exemptions of exports from the Community, transactions, international transport and special exemptions linked to international goods traffic – issues covered by Article 15 and Article 16 of the Sixth Council Directive.

	Title XI: Deductions – Article 20 Adjustments of Deductions

1. The initial deduction shall be adjusted according to procedures laid down by the Member States, in particular:

· where that deduction was higher or lower than that to which the taxable person was entitled;

· where after the return is made, some changes occur in the factor used to determine the amount to be deducted, in particular where purchases are cancelled or price reductions are obtained; however, adjustment shall not be made in case of transactions remaining totally or partially unpaid and of destruction, loss or theft of property dully proved or confirmed, nor in the case of applications for the purpose of making gifts of small value and giving samples.  However, Member States may require adjustment in cases of transactions remaining totally or partially unpaid and of theft.

 
	


	2. In the case of capital goods, adjustments shall be spread over five years including those in which the goods were acquired or manufactured. (…) By way of derogation, Member States may base the adjustment on a period of five full years starting from the time at which the goods are first used.  In the case of immovable property acquired as capital goods, the adjustment period may be extended up to 20 years.  

3. In the case of supply during the period of adjustment capital goods shall be regarded as if they had still been applied for business use by taxable person until expiry of the period of adjustment.  Such business activities are presumed to be fully taxed in cases where the delivery of the said goods is taxed; they are presumable to be fully exempt where the delivery is exempt.  The adjustment shall  be made only once for the whole period off adjustment still to be covered
	

	Comments: (1) The present Romanian legislation does not include provisions regarding adjustments of deduction.  According to Romania’s Position Paper, Chapter 10 – Taxation, such provisions will be introduced in order to approximate the Romanian legislation with the Sixth Council Directive until 31 December 2006. 

	Title XIV: Special Schemes – Article 24 Special Schemes for Small Undertakings

Member States which might encounter difficulties in applying the normal tax scheme to small undertakings by reason of their activities or structure shall have the option, under such conditions and within such limits as they may set but subject to the consultation, of applying simplified procedures such as flat-rate schemes for charging and collecting the tax provided they do not lead to a reduction thereof. 

(a) (…) Those Member States which apply an exemption from the tax to taxable persons whose annual turnover is less than the equivalent in the national currency of EUR 5,000 at the conversion rate of the day of which this Directive is adopted, may increase this exemption up to EUR 5,000. 
	Title II: Domain of Application – Section 4.  Article 6: Exemptions

The following are exempt:

k)11 Transactions performed by taxpayers with turnover less than  ROL 125 million.

	Comments: (1) According to Romania’s Position Paper, Chapter 10 – Taxation, special schemes for entrepreneurs, farmers and works of art, collection pieces or antiques will be set by 31 December 2005.  Presently, the taxable level for VAT taxpayers in Romania is ROL 125 million.  It is expected that the new law on VAT should raise this level to EUR 20,000. (2) Romania requests a five-year transition period, until 31 December 2011 for the implementation of the provision of Article 24 (2) of Sixth Council Directive on the special regime applicable to small entrepreneurs as regards the maintaining of the taxable level at EUR 20,000 annual turnover for VAT payers, instead of EUR 5,000 taxable level as provided in the Directive. 


ANNEX X: Joint or separate administrative responsibility for VAT and income tax – practice in OECD countries

	Country
	Joint administration of VAT and direct taxes

	Australia
	Yes

	Austria
	Yes

	Belgium
	No

	Canada
	Yes

	Czech Republic
	Yes

	Denmark
	Yes

	Finland
	Yes

	France
	Yes

	Germany
	Yes

	Greece
	Yes

	Hungary
	Yes

	Iceland
	Yes

	Italy
	Yes

	Korea
	Yes

	Luxembourg
	No

	Mexico
	Yes

	Norway
	Yes

	Poland
	Yes

	Portugal
	Yes

	Spain
	Yes

	Sweden
	Yes

	Switzerland
	Yes

	Turkey
	Yes

	United Kingdom
	No


Annex XI: Excise duties – harmonised products - comparative analysis between EU minimum rates and current level of excise in Romania starting with May 1, 2002 (based on EGO 158/2001 amended by EGO 48/2002)

(EURO)

	Excise Duties
	Measuring unit
	Minimum

Excise duty in EU
	Excise duty in Romania

	A Alcohol, distillates, alcoholic beverages, wines and beer

Ethyl alcohol, and distilled alcoholic beverages

1.1Raw alcohol

1.2 Distillates of agricultural origin: distillates from cereals, wine, fruits and any other agricultural distillates

1.3 Distillated alcoholic beverages

1.4 Other products part of the foodstuff industry or produced for consumption, containing refined ethyl alcohol

Wines

2.1 Still wines

2.1.1Wines made from directly producing hybrids (DPH)

2.2. Sparkling wines

2.3. Special wines

Beer

3.1 Beer produced by independent producers with a yearly production capacity between 100.000 – 200.000 hl

3.2Beer produced by independent producers with a yearly production capacity between 50.000 – 100.000 hl

3.3Beer produced by independent producers with a yearly production capacity up to 50.000 hl

Intermediate products

Fermented beverages, other than beer and wine

B Tobacco products

Cigarettes

Cigars and cigarillos

Smoking tobacco out of which

Tobacco intended for the rolling of cigarettes

C Oil products

 Leaded petrol

 Unleaded petrol

Gas oil:

10.1 Used as propellant

10.2 Used for ind./comm. purposes

10.3 Used for heating

Turboreactor petrol (kerosene):

11.1 Used as propellant 

11.2 Used for ind./comm. purposes

11.3 Used for heating

Other medium and heavy oil used for heating, out of which

12.1 Crude oil

Liquid petroleum gas (GPL), out of which

13.1Used as propellant

13.2Used for heating purposes

13.3Used for industry and commercial purposes

13.4Used for household purposes

Heavy fuel oil

Cyclic hydrocarbons: benzene, toluene, xylene, and mixtures of xylene isomers

16. Motor oils
	hl pure alcohol

hl pure alcohol

hl pure alcohol

hl pure alcohol

hl / degree of alcohol

hl / degree of alcohol

hl / degree of alcohol

hl / degree of alcohol

hl / degree Plato

hl / degree Plato

hl / degree Plato

hl / degree Plato

hl / degree of alcohol

hl / degree of alcohol

1000 cigarettes

1000 pcs.

kg

kg

tone

tone

tone

tone

tone

tone

tone

tone

tone

tone

tone

tone

tone

tone
	550

550

550

550

0

-

0

-

0,748

-

-

-

0

0

57% but >60

5% or 9

20% or 18

32% or 27

437

373

285

21

21

245 / 1000 l.

18 / 1000 l.

0

-

-

100

0

36

0

13

-

-
	108,4

108,4

108,4

108,4

0.55

2

2.75

2.75

0.5

0.47

0.43

0.39

2.30

2.30

2.42+33%

6.60

15.40

7.70

319,6

262,6

115

-

-

290 / tone

-

-

115

0

100

100

-

0

-

290

50


Annex XII: Excise duties - structure and rates for non-harmonised products

	Excise Duties

(Coffee and Other products)
	Measuring unit
	Ad valorem

(%)
	Specific

(Euro/unit)

	1. Unroasted coffee

2. Roasted coffee, including coffee with substitutes

3. Instant coffee, including instant coffee mixes

4. Natural furs clothes (excepting rabbit, sheep, goat furs)

5. Crystal items

6. Gold and/or platinum jewellery, excepting wedding rings

7. Motor vehicles and SUVs (domestic, imported, used)

a) equipped with petrol engines

· cilindree under 1,601 cm3
· normal pollution

· reduced pollution

· cilindree between 1,601 and 1,800 cm3
· normal pollution

· reduced pollution

· cilindree between 1,801 and 2,000 cm3
· normal pollution

· reduced pollution

· cilindree between 2,001 and 2,500 cm3
· normal pollution

· reduced pollution

· cilindree over 2,500 cm3
· normal pollution

· reduced pollution

b) equipped with Diesel engines

· cilindree under 1,601 cm3
· normal pollution

· reduced pollution

· cilindree between 1,601 and 2,000 cm3
· normal pollution

· reduced pollution

· cilindree between 2,001 and 2,500 cm3
· normal pollution

· reduced pollution

· cilindree between 2,501 and 3,100 cm3
· normal pollution

· reduced pollution

· cilindree over 3,100 cm3
· normal pollution

· reduced pollution

8. Perfume products

8.1. Perfumes, out of which

· perfume water

8.2. Toilet water, out of which

· colony water

9. VCRs, video-players; combined audio systems

10. Double cassette players with radio and CD

11. Video cameras

12. Microwave ovens

13. Air conditioning devices, mural or extramural

14. Hunting weapons and individual use weapons, other than military and sports weapons 
	tone

tone

kg


	40

50

20

1

0

3.5

1.5

6

3

12

6

18

9

1

0

3

1.5

6

3

12

6

18

9

30

20

10

5

15

15

15

15

15

50
	850

1250

5,00




Annex XIII: Excise level in Central and Eastern Europe and EU

	Excise products
	Romania
	Slovenia
	Czech Republic
	Estonia
	Hungary
	European Union

	Tobacco Excise
	
	
	
	
	
	

	Cigarettes
	2,42+33%
	45%+20%xTTB1)
	23
	17.5
	9.17+17%
	57% but >60

	Cigars and cigarillos
	6.60
	25% +6.2
	23
	17.57
	25%
	5% or 9

	Tobacco
	15.4/kg
	25%
	25.8/kg
	8.8/kg
	25%
	20% or 18/kg

	Alcohol
	
	
	
	
	
	

	Ethyl alcohol
	108,42)
	508.482)
	7.063)
	0.0925)
	44.686)
	550 2)

	Wine
	0.55 6)
	0
	0.193
	0.66-0.99/l
	0.26/l
	0

	Beer
	0.50 7)
	5.08 /14)
	0.36-65.2/hl
	0.0355)
	1.2447)
	0.748 7)

	Mineral Oils
	
	
	
	
	
	

	Unleaded petrol
	262,6 /t
	282.61/t
	327.51/t
	274.77/t
	346.7/t
	287/t

	Leaded petrol
	319,6 /t
	333.92/t
	327.51/t
	274.77/t
	375.33/t
	337/t

	Diesel
	115 /t
	288.56/t
	246.23/t
	281.16/t
	299.25/t
	245/t

	
	
	
	
	
	
	

	Note
	
	
	
	
	
	

	All the absolute values are expressed in EUR

	For cigarettes, cigars and cigarillos the excise duty applies to1000 units

	The percentages apply to the retail selling price

	1)TTB = total tax burden resulting from the aggregation of the proportional excise duty, the specific one and the VAT levied on cigarettes

	2)per hl pure alcohol

	3) per 1l ethyl alcohol at 20 degree

	4) per 1 % vol.  alcoholic strength

	5) per 1%vol of absolute alcohol per litre

	6) per hectolitre grade

	7) per hl/ Plato degree


Annex XIV: Possible calendar for excise duty differences recuperation for alcohol and alcoholic beverages, tobacco products and mineral oils until 1 January 2010

(SOURCE: Ministry of European Integration, Romania – February 2002  & independent estimation of a possible schedule)

ALCOHOL AND ALCOHOLIC BEVERAGES- ETHYL ALCOHOL 

The minimum level provided in Council Directive 92/84/EEC.......................  550 EUR/hl pure alcohol

The current level stipulated in Romanian legislation (1.01.2002)……………70 EUR/ hl pure alcohol

The difference  ............................................. 480 EUR/ hl pure alcohol

Commitment: 40% from the difference will be recuperated until 1 January 2007

60% from the difference will be recuperated until 1 January 2010

The calendar for excise duty differences recuperation for alcohol and alcoholic beverages 

EUR/hl pure alcohol-

	Year
	The level of excise to 1 January
	Recuperated excise duty 
	The level of the excise duty to 31 December

	2002
	70
	38.4
	108.4


	2003
	108,4
	38.4
	146.8

	2004
	146,8
	38.4
	185.2

	2005
	185,2
	38.4
	223.6

	2006
	223,6
	38.4
	262

	2007
	262
	57.6
	319.6

	2008
	319,6
	115,2
	434.8

	2009
	434,8
	115,2
	550*)


*) The excise duty level stipulated in EU Directive                                                               

MINERAL OILS – LEADED PETROL        
The minimum level provided in Council Directive 92/82/EEC
...................438 EUR/tone 

The current level stipulated in Romanian legislation (1.01.2002) ................ 290 EUR/tone

The difference  ............................................ 148 EUR/tone  

Commitment: 50% from the difference will be recuperated until 1 January 2007

50% from the difference will be recuperated until 1 January 2010
The calendar for excise duty differences recuperation for leaded petrol           

EUR/tone-

	Year
	The level of excise to 1 January
	Recuperated excise duty 
	The level of the excise duty to 31 December

	2.002
	290
	14,8
	304,8

	2.003
	304,8
	14,8
	319,6


	2.004
	319,6
	14,8
	334,4

	2.005
	334,4
	14,8
	349,2

	2.006
	349,2
	14,8
	364

	2.007
	364
	14,8
	378,8

	2.008
	378,8
	29,6
	408,4

	2.009
	408,4
	29,6
	438*)


*) The excise duty level stipulated in EU Directive                                                             

MINERAL OILS – UNLEADED PETROL        
The minimum level provided in Council Directive 92/82/EEC
.................373 EUR/tone 

The current level stipulated in Romanian legislation (1.01.02).....……….   235 EUR/tone

The difference  ............................................. 138 EUR/tone  

Commitment: 50% from the difference will be recuperated until 1 January 2007

50% from the difference will be recuperated until 1 January 2010

The calendar for excise duty differences recuperation for unleaded petrol  

EUR/tone

	Year 
	The level of excise to 1 January
	Recuperated excise duty              
	The level of the excise duty to 31 December

	2.002
	235
	13,8
	248,8

	2.003
	248,8
	13,8
	262,6


	2.004
	262,6
	13,8
	276,4

	2.005
	276,4
	13,8
	290,2

	2.006
	290,2
	13,8
	304

	2.007
	304
	13,8
	317,8

	2.008
	317,8
	27,6
	345,4

	2.009
	345,4
	27,6
	373*)


*) The excise duty level stipulated in EU Directive          

MINERAL OILS – GAS OIL            
The minimum level provided in Council Directive 92/82/EEC
................. 285 EUR/tone

The current level stipulated in Romanian legislation (1.01.02).....………… 115 EUR/tone

The difference  ............................................. 170 EUR/tone  

Commitment: 50% from the difference will be recuperated until 1 January 2007

50% from the difference will be recuperated until 1 January 2010

The calendar for excise duty differences recuperation for gas oil used as motor fuel

EUR/tone

	Year
	The level of excise to 1 January 
	Recuperated excise duty 
	The level of the excise duty to 31 December. 

	2.002
	115

	17
	132

	2.003
	132
	17
	149

	2.004
	149
	17
	166

	2.005
	166
	17
	183

	2.006
	183
	17
	200

	2.007
	200
	17
	217

	2.008
	217
	34
	251

	2.009
	251
	34
	285*)


*) The excise duty level stipulated in EU Directive          

TOBACCO PRODUCTS- CIGARETTES
   
The minimum level provided in Council Directive 2002/10/EC.......................  57% of the retail price for the most solicited category but not less than 60 EUR / 1000 cigarettes
The current level stipulated in Romanian legislation (1.01.2002) ..………..….49% of the retail price

The difference  ............................................. 8% in terms of percentage but in absolute terms the excise in Romania is 7,18 EUR versus the 60 EUR required
. This means that at the current prices, in order to meet the 60 EUR threshold, the excise should be approximate 77%(!). Thus the real difference is approx. …………28%.

Observation: According to EU legislation, starting from July 1, 2006, the threshold will get up to 64 EUR. In today’s prices, the excise in Romania will need to be approx. 78% of the retail price, assuming constant production costs. 

The difference then amounts to ……………………………………29%.

Possible commitment: 60% from the difference will be recuperated until 1 January 2007 and 40% from the difference will be recuperated until 1 January 2010

The calendar for excise duty differences recuperation for Cigarettes                    

	Year
	The level of excise to 1 January 
	Recuperated excise duty 
	The level of the excise duty to 31 December. 

	2.002
	49%

	3%
	52%

	2.003
	52%
	3%
	55%

	2.004
	55%
	3%
	58%

	2.005
	58%
	3%
	61%

	2.006
	61%
	3%
	64%

	2.007
	64%
	4%
	68%

	2.008
	68%
	5%
	73%

	2.009
	73%
	5%
	78%


The calculation were made for cigarettes considering a retail price of 8000lei/packet
 and an exchange rate of 1EUR=27727lei

ANNEX XV:  Bonded warehouses



Annex XVI: Appeals procedure (According Ministerial Order 934 of June 28, 2000)
For approving the methodological norms for applying the unitary procedure for solving objections, contestations and grievances regarding taxes, duties, other budgetary incomes and special funds








Annex XVII  :  Excise duties - Legislation Review

Decision 779/1991 regarding the tax on movement of products and the excise duty.

Methodological norms no. 262754/1991 regarding the structure, calculation, evidence and payment to the state central budget of the tax on movement of products and excise duties.

Government Ordinance no. 4/1992 regarding the excise duty on fuels.

Government Ordinance no. 5 /1992 regarding the excise duty on imported and domestic products.

Government Decision no. 197/1993 regarding the settlement of the retail prices on fuels.

Law no. 42/1993 regarding the excise duties on imported and domestic products, as well as the tax on imported and domestic petrol and natural gas.

Methodological norms no. 5188/1993 regarding the structure, calculation, evidence and payment to the state central administration budget of the excise duty for imported and domestic products and the tax on imported and domestic petrol and natural gas.

It identifies the taxpayers and the forms for the reimbursement of the excise duty.

Law no. 22/1994 amending the Annex no. 1 to the Law no. 42/1993 regarding the excise duties on imported and domestic products, as well as the tax on imported and domestic petrol and natural gas.

This law replaces Annex no. 1 to the Law no. 42/1993

Order no. 1129/1994

It modifies the forms presented in MN 5188/1993.

Ordinance no. 3/1995 amending the Annex no. 1 to the Law no. 42/1993 regarding the excise duties on imported and domestic products, as well as the tax on imported and domestic petrol and natural gas.

According to this ordinance the imported petrol, methane gas and natural gas are no longer subject to excise duty.

Government Ordinance no. 22/1995 regarding the amendment and completion of the regulations referring to excise duties, VAT and customs duties.

This GO diminishes the excise duties for alcohol and alcoholic beverages, tobacco and jewellery.

Order no. 1743/1995

It modifies MN 5188/1993 on the grounds of GO no. 22/1995

Government Ordinance no. 20/1996 amending the Annex no. 1 to the Law no. 42/1993 regarding the excise duties on imported and domestic products, as well as the tax on imported and domestic petrol and natural gas.

Order 1270/1997  

It classifies the cigarettes in terms of quality and denominates the taxes in ECU.

Order 1682/1997 regarding the amendment of the norms approved by Order 1743/1995

Emergency Government Ordinance no. 82/1997 regarding the excise duty and other indirect taxes.

This EGO presents every group of products subject to excise duty with all their technical characteristics. There are some changes in the list of products. The duty is expressed in ECU.  

Government Ordinance no. 35/1998 regarding the amendment of EGO no. 82/1997

Government Ordinance no. 3/1998 regarding the changes of the excise duties for mineral oils.

Emergency Government Ordinance no. 18/1998 regarding the changes and completion of excise duty and VAT.

Law no. 196/1998 for the approval of EGO no. 82/1997 

Emergency Government Ordinance no. 50/1998 regarding the amendment and completion of EGO no. 82/1997

This ordinance regulates the special documentation needed for declaring excise duties. It also regulates for the first time: 

the supervision system

the permit / registration system for economic agents, who produce and trade alcohol and alcoholic beverages, tobacco products and coffee.

The excises for all products are expressed in ROL while ad valorem rates are used for cigarettes.
Order no.55/1999 regarding the approval of specific forms used in the commercialisation of the alcoholic beverages, products made from tobacco and coffee. 

Order no. 659/1999  - it updates the excise duties.

Law no. 148/1999 regarding the approval of EGO no.50/1998

This law presents the way the producers, the traders and exporters are authorise to produce and commercialise the alcohol, alcohol beverages and the products made from tobacco and coffee. It also amends the excise duties.

Order no. 974/1999 - it amends the excise duties.

Government Ordinance no. 143/1999 regarding the amending of EGO no. 82/1997

The excise duties are expressed in EUR.
Emergency Government Ordinance no. 164/2000 regarding the setting up of some measures in order to stimulate the domestic producers and the importers for alcoholic beverages to pay their debts to the state budget, social security budget and special founds.

The excise duty is reduced with 50% if the producers and importers have no debts to the above mentioned budgets.

Emergency Government Ordinance no. 252/2000 regarding the amendment and the completion of GO no. 27/2000

It updates the excise duty for alcohol and alcoholic beverages.
Government Ordinance no. 27/2000 regarding the products subject to excise duty

It presents every group of products and the calculation of the excise duty.

The excise duties are expressed in EUR.

The producers and the importers have to declare the minimum and the maximum retail price for alcohol and alcoholic beverages and for cigarettes.
Government Decision no. 212/2000 for the approval of Methodological norms regarding the calculation methods and the necessary forms for excise duty.

Government Ordinance no. 134/2000 regarding the amendment and the completion of GO no. 27/2000

It updates the excise duty in the field of mineral oils.

Emergency Government Ordinance no. 209/2000 regarding the amendment of GO no. 27/2000 
It updates the excise duty in the field of alcohol beverages.

Order no. 1339/2000 for the approval of the exemption for excise duty for turboreactor petrol used as aviation fuel.

Emergency Government Ordinance no. 157/2000 for prolonging the date of appliance for EGO no. 134/2000

Emergency Government Ordinance no. 187/2000 regarding the amendment of GO no. 27/2000 

Emergency Government Ordinance no. 44/2001 regarding the amendment and the completion of GO no. 27/2000

It updates the excise duty for cigarettes and tobacco.

Emergency Government Ordinance no. 117/2001 regarding the amendment and the completion of GO no. 27/2000 and the setting up of some measures to diminish the fraud and the fiscal evasion in the field of alcohol and alcoholic beverages.

It updates the excise duty for alcohol and alcoholic beverages.

Emergency Government Ordinance no. 158/2001 regarding the excise duties regime.

Entered into force on January 1, 2002. Has replaced most of Law 27/2000, and has repealed any other conflicting legislation.

Emergency Government Ordinance no.48/2002 amending EGO 158/21 as regards the regime of excise duties. It provides increases in the level of duties for alcohol, beer, petrol and coffee. Entered into force on May 1, 2002

The Strategic Triangle





The Political Level





The first direction of action: facilitate revenue collection


Short-term objective:


To make the VAT system easier to comply and monitor 


Medium and long-term objectives:


To achieve efficient control of revenue traders


To form individual responsibility for performance throughout the administration








The third direction of action: achieve a level playing field 





Short-term objective and medium and long-term objective:


To avoid discrimination among investors 

















The second direction of action: improve the administration of the VAT


Short-term objectives:


 To restore the integrity of the VAT 


To ensure the stability of the legislation 


Medium and long-term objective


To determine most of the informal undertakings to comply with the VAT legislation.  





The General Objective


To increase the efficiency of the VAT system and to achieve the EU standard
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Assessment as decision by fiscal officers decision





The objections to the documents signed by fiscal officers are formulated within 5 days submitted to the fiscal authority which have signed those documents.                      





When the special law does not specify the competent judicial court to solve the appeal, it will be remitted to be solved to the Appeal Court in the district where the appellant has its headquarters.








Against the sentence of the Court of Appeal or judicial court the appeal is formulated within 15 days to The Supreme Court of Justice or Tribunal depending on the case.                  





Against this decision the grievance is formulated within 15 days to the Public Finances Minister





The Appeal is solved within 30 days.                                  





Right of Appeal within 20 days to the county General Direction of Public Finances and Financial Control.





The decision regarding the objections is taken within 15 days.                           





Right of Appeal within 15 days to the judicial court specified in the special law of contested taxation 





The Public Finance Minister solves the grievance within 60 days.                                    
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Excise duty payment  
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� See D. Daianu: “Structure, Strain and Macroeconomic Adjustment”, in Daianu & Ruhl (ed.): “Economic Transition in Romania”, 2000, p.15;


� South East European countries and most of the CIS member countries evince a similar steep drop of budget revenues, as a symptom of institutional fragility and failing state institutions.


� Bulgaria is an exception, in the last few years (after the major financial crisis of 1997), and budget revenues are climbing again.


� For the link between institutions and fiscal policy see D. Daianu & R.Vranceanu, Institutions, Fiscal Policy and Low Equilibrium”, Acta Oeconomica, 2000;


� Such challenges are the need to reform the pensions system, to assign more resources to education and health-care, to develop infrastructure


� In June 2002 a new VAT law passed the Romanian Parliament, followed by a Government Ordinance regulating its implementation. Given that the study was drafted before the new legislation was adopted, the analysis covered mainly the technical provisions of the previous regulatory framework. Even if at present the general legal framework on VAT has been updated, the substance of this study is not impaired. The study focuses mainly on the institutional and behavioural aspects of indirect taxation – more difficult to accomplish and implement, and crucial for the transposition of EU rules – and not necessary on legal technicalities.


� Non-governmental sector includes non-financial enterprises, households, financial institutions and private administration. Governmental sector includes public administration. 


� See Lucian Croitoru and Cornel Tarhoaca: Fiscal Policy in Romania, Bucharest 1999;


� See Lucian Croitoru and Cornel Tarhoaca, op.cit.;


� This result needs to be qualified by observing the social security contributions;


� Foreign Investment Advisory Service;


� See FIAS and the World Bank: Romania, Business Taxation and Incentives, November 1999.


� Compared to a system with differentiated rates, a system with a single VAT rate present five administrative advantages: (1) Lower immobilisation of the financial resources of businesses to which VAT reimbursements have to be effected; (2) Many fiscal inspectors are free to see other operations – given the reduced number of applications for VAT reimbursement; (3) An increased efficiency and operability of the fiscal bodies involved in approving and controlling the VAT reimbursements; (4) Simplifying the legislation and reducing the risk of misplacing certain products or activities in then category of those to which the reduced rates applied; and (5) A higher efficiency of resource allocation in the economy.


� The main differences between EU standards and Romania’s present VAT system are detailed in Annex 9: Differences Between EU Standards on VAT and Romania’s VAT Present System. 





� In the Netherlands the Dutch Tax and Customs formulates their mission as follows: “To maintain and reinforce taxpayers’ preparedness to comply with their legal obligations” which is often summarised in the concept “compliance”.  The mission of the Estonian Customs Board is “To service the public and contribute to the achievement of the Government objectives”.  The mission of the Danish Customs and Tax Administration is: “To collect duties due –not more, not less- and in time”. 


� Starting with 1994, on the basis of a report from the Commission, the Council reviews the scope of the reduced rates every two years.  The Council may decide to alter the list of goods and services.  At present, the list of supplies of goods and services that may be subject to reduced rates of VAT is (Annex H, Sixth Council Directive).  Romania chose a system with a single VAT rate at the beginning of 2000, due to its inability to manage a system with multiple tax rates.  From a social policy perspective, applying a reduced rate for certain products (foodstuffs, medication, books, newspapers etc.) makes sense.  From a fiscal policy perspective, the essence of a tax system is tax collecting.  These two perspectives would be reconciled if the efficiency of the VAT administration increases so as to prevent any possible evasion, avoidance or abuse.





� For example, in the UK the external body is the National Audit Office and they report directly to Parliament in the form of the Public Accounts Committee of the House of Commons.  They have recently reported on the performance on the collection of VAT and excise duties.  As a result of the UK strategy Customs have now developed an estimate of the loss to the revenue through fraud for Excise and they conclude that between £6.4 and £7.1billion (6.3%-7.1% of the revenue yield) has been lost.  They are still working on the figures for VAT the largest revenue earner at 57% of the gross yield.  The existent data suggests £3.5 billion lost through cross-channel tobacco smuggling, Alcohol estimated at £0.75 billion, Hydrocarbon Oils at £0.45 billion and VAT missing trader carousel and phoenix frauds in the range of £1.7-£2.6 billion.


� The audit report should be submitted also to the Parliament, beside to the Ministry of Finance. The rationale for such procedure is to ensure maximum transparency of the report conclusions. The public is entitled to access all the Parliamentary reports whereas, not all documents issued in Ministry of Finance are available for public scrutiny.


� A problem in Romanian legislation is that exemptions from VAT are not granted only by the VAT legislation itself, but by the special laws that are suddenly issued.  This practice is one of the major causes of the legal frame’ instability and of the problems in the VAT collection.  


� While some exemptions provided by the Romanian legislation are corresponding to EU standards there are exemptions, which are not consonant with the Sixth Directive.  Already, the Romanian Government has drafted a timetable for gradually harmonizing the exceptions from VAT with EU rules (see Annex 8: Expected changes in the present legislation).   It is advisable that the Government should publish this timetable so that the business environment should be prepared for the expected changes at the moment when these will occur.  





� A special scheme such as flat rate rebates on input VAT is accepted by the Sixth Council Directive, therefore Romanian authorities should consider its implementation;


� Implementing a large taxpayer office, initially in Bucharest by October 1, 2002 for 500 designated taxpayers and after around one year of operation in 1-2 other major centres in the country is recommended also by the IMF. 


� National Bank of Romania, Monthly Bulletin, December 2001;


� Emergency Ordinance No.186/ December 20, 2001;


� The full text of the proposal can be accessed on the EU web-site by using the EUROLEX database at http://europa.eu.int.eurolex.html;


� As from May 1, 2002, according to the legislative framework that has been provided by the entrance into force of EGO 48/2002 amending EGO 158/2001.


� In the present study we will use the 3-year transition period as our main working hypothesis. Such a premise is reinforced by the latest evolutions (adoption of EGO 48/2002), which seem to confirm that this would be the final position of the Romanian Government;


� Information from the Ministry of European Integration, February 2002;


� 1 January 2007 is the working date for Romanian accession to the EU + three years transition period = 1 January 2010;


� inspired from POLIMOD:The Calculation of VAT and Excise Duties on Household Expenditure


1994/5 and 1995/6 FES Edition, Lavinia Mitton, Department of Applied Economics, University of Cambridge, Microsimulation Unit Research Note MU/RN/29, October 1998


� PhilipMorris and JT International;


� If in the case of alcohol and mineral oils the harmonising schedules were presented after consulting the Ministry for European Integration, for the tobacco category the estimation of a possible schedule was made completely independent. This was the result of the recent change in the EU acquis (Directive 2002/10/EC), which made the Government schedule obsolete.


� Prices Statistical Bulletin, no.3/2002, National Institute of Statistics;


� According to Mr. Romulus Dascalu, president of GARANT, the employers association in the field of alcohol, the  “there is a crime to increase excise duties without correlation to the purchasing power of the population”;


� from 780.000hl in 1996 (excise equivalent to EUR 30) to 161.000hl in 2000 (excise – ECU200) – source: GARANT;


� Prices Statistical Bulletin, no.3/2002, National Institute of Statistics;


� Prices Statistical Bulletin, no.3/2002, National Institute of Statistics;


� IMF, World Bank, UNDP, EU;


� proposal for Decision on computerising the movement and surveillance of excisable products – COM (2001) 466 Final, Brussels November 11, 2001;


( Both the data and the subsequent methodology are inspired from Mark Shaffer, Gerard Turley, “Effective versus statutory taxation: measuring effective tax administration in transition economies”, Working Paper 62, EBRD, 2001.





� Already adopted through EGO 48/2002. Entered into force from May 1, 2002;


� In the Council Directive 92/82/EEC the minimum level is expressed as 337 ECU / 1000 liters; ECU is equivalent 1 to 1 to EURO and 337 EUR / 1000 liters means 438 EUR  given that for petrol 1 tone=1.298 liters;


� Already adopted through EGO 48/2002. Entered into force from May 1, 2002;


� In the Council Directive 92/82/EEC the minimum level is expressed as 287 ECU / 1000 liters; ECU is equivalent 1 to 1 to EURO and 287 EUR / 1000 liters means 373 EUR  given that for petrol 1 tone=1.298 liters;


� Already adopted through EGO 48/2002. Entered into force from May 1, 2002;


� In the Council Directive 92/82/EEC the minimum level is expressed as 245 ECU / 1000 liters; ECU is equivalent 1 to 1 to EURO and 245 EUR / 1000 liters means 285 EUR given that for gas oil 1 tone=1.162 liters;


� Current level in May 30, 2002;


� in contrast with the other calendars for catching up with the EU minimum excise level, this calendar is not inspired from official sources, but rather reflects the own views of the authors.


� approximation of the sum given by the specific excise of 2.42 EUR added to the ad valorem 33% of the retail price per 1000 cigarettes. The calculation were made for cigarettes considering a retail price of 8000lei/packet and an exchange rate of 1EUR=27727lei


� even for the expensive brands, such as KENT, the excise is approx. 22 EUR, far from the 60 EUR required.


� current level on May 30, 2002;


� Price of Carpati cigarettes as for January 1, 2002
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Cumulat

		

												Executia de casa a bugetului de stat pentru anul 2001

																														Mld. lei

								January		February		March		April		May		June		July		August		September		October

						Accize totale		2212		4130		5,583		8,058		9,910		12,072		14,522		17,386		20,269		22,790

						Produse petroliere						1,708		2,685		3,724		5,079		6,061		7,381		8,667		9,837								43.16		petrol

						Alcool si bauturi alcoolice						196		784		631		858		1,105		1,419		1,696		1,910								8.38		alcool

						Produse din tutun						878		1,507		2,248		2,636		3,669		4,652		5,724		6,524								28.62		tutun

						Cafea						0		44		84		128		177		217		247		318								1.39		cafea

						Alte produse						2,815		3,063		3,256		3,407		3,553		3,769		3,997		4,274								18.75		alte prod

						Rambursari						-14		-25		-33		-36		-43		-52		-62

						Prevazut		31562		31562		31562		31562		12484		12484		21484		21484		20576		28555

								2630.17		2630.17		2630.17		2630.17		1040.33		1040.33		1790.33		1790.33		1714.67		2379.58

								2212		1918		1,453		2475		1,852		2162		2,450		2864		2,883		2521

												Executia de casa a bugetului de stat pentru anul 2000

																														mld. Lei

								January		February		March		April		May		June		July		August		September		October		November		December

						Realizat

						Accize		1214		2186		3174		4640		6000		7682		9328		11249		13374		15344		17219		18701

						impozit pe titei si gaze naturale din productia interna		152		305		452		584		671		756		864		984		1103		1419		1585		1746

						taxe de autorizare pentru comercializarea anumitor produse				14		42		62		83		100		113		130		143		162		177		189

						Accize totale		1366		2505		3668		5286		6754		8538		10305		12363		14620		16925		18981		20636

						Prevazut

						Accize		15861		15861		15861		15861		29655		9000		18000		18000		18000		21213		21213		19021

						impozit pe titei si gaze naturale din productia interna		1175		1175		1175		1175		2770		1000		1600		1600		1600		2028		2028		1849

						taxe de autorizare pentru comercializarea anumitor produse										93		80		87		87		87		150		150		197

						Accize totale		17036		17036		17036		17036		32518		10080		19687		19687		19687		23391		23391		21067

								8.02		14.70		21.53		31.03		20.77		84.70		52.34		62.80		74.26		72.36		81.15		97.95

								1419.67		1419.67		1419.67		1419.67		2709.83		840.00		1640.58		1640.58		1640.58		1949.25		1949.25		1755.58

								1366		1139		1163		1618		1468		1784		1767		2058		2257		2305		2056		1655

								September		October		November		December		January		February		March		April		May		June		July		August		September

						accize		14620		16925		18981		20636		2212		4130		5,583		8,058		9,910		12,072		14,522		17,386		20,269

						venituri totale		79635		92925		104429		114394		11370		21845		32980		47662		59948		70468		73578		85360		96452

						procent		18.36		18.21		18.18		18.04		19.45		18.91		16.93		16.91		16.53		17.13		19.74		20.37		21.01

						2002 - 21.5% total

												Excise duties		Romania (2001)		Hungary (1999)		Slovenia (1998)		Estonia (1998)		Czech Rep. (1998)		Poland (1998)

												Mineral oils		43.3		67.4		75.0		43.7		63.3		41.5

												tobacco		29.8		17.7		19.4		19.2		20.9		24.5

												alcohol		8.5		9.7		5.6		33.5		15.8		31.2

												Other products		18.4		5.2		-		3.6		-		2.8

														100		100		100		100		100		100

						1998		1999		2000		2001		2002		2003		2004		2005

				GDP growth optimist scenario		-5.42		-3.2		1.6		4.5		5		5.2		5.5		5.1

				excise weight in GDP		2.3		3.3		2.3		2.6		2.7		3.2		3.8		4

				excise revenues growth

				GDP growth alternative scenario		-5.42		-3.2		1.6		4.5		5		4.2		4		4

				excise weight in GDP		2.3		3.3		2.3		2.6		2.7		3.2		3.4		3.4

				excise revenues growth





Cumulat
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		July		July

		August		August

		September		September

		October		October
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		December		December



estimated average collection

effective collection

Billion ROL

Excise Duties 2000

1419.6666666667

1366

1419.6666666667

1139

1419.6666666667

1163

1419.6666666667

1618

2709.8333333333
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2058
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1949.25

2056

1755.5833333333

1655



Lunar

		January		January

		February		February

		March		March

		April		April

		May		May

		June		June

		July		July

		August		August

		September		September

		October		October



estimated average collection

effective collection

Billion ROL

Excise Duties 2001 (Jan.-Oct.)

2630.1666666667

2212

2630.1666666667

1918

2630.1666666667

1453

2630.1666666667

2475

1040.3333333333

1852

1040.3333333333

2162

1790.3333333333

2450

1790.3333333333

2864

1714.6666666667

2883
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2521
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		Romania (2001)		Romania (2001)		Romania (2001)		Romania (2001)

		Hungary (1999)		Hungary (1999)		Hungary (1999)		Hungary (1999)

		Slovenia (1998)		Slovenia (1998)		Slovenia (1998)		Slovenia (1998)

		Estonia (1998)		Estonia (1998)		Estonia (1998)		Estonia (1998)

		Czech Rep. (1998)		Czech Rep. (1998)		Czech Rep. (1998)		Czech Rep. (1998)

		Poland (1998)		Poland (1998)		Poland (1998)		Poland (1998)



mineral oils

tobacco products

alcohol and alcoholic beverages

other products

Comparative weight of excise categories  in total excise revenues

43.3

29.8

8.5

18.4

67.4

17.7

9.7

5.2

75

19.4

5.6

0

43.7

19.2

33.52

3.58

63.32

20.9

15.78

0

41.5

24.5

31.2

2.8



		2000		2000		2000		2000
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GDP growth - optimist scenario

GDP growth - alternative scenario

excise duties as % of GDP - optimist scenario

excise duties as % of GDP - alternative scenario

(%)

Excise duties as % of GDP according to the
 Pre-accession Economic Program (PEP)
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								Executia lunara a bugetului de stat pentru anul 2001

																														miliarde lei

								Ian.		Febr.		Mart.*		Apr.		Mai		Iun.		Iul.		Aug.		Sept.		Oct.		Nov.		Dec.		Total

						Accize totale,                       din care:		2,212		1,918		1,435		2,550		1,852		2,162		2450.0		2864		2,883								20,326		20269.257

						Produse petroliere						1,708		977		1,039		1,355		982.0		1320		1,286								8,667

						Alcool si bauturi alcoolice						196		588		-153		227		247.0		314		277								1,696

						Produse din tutun						878		629		741		388		1033.0		983		1,072								5,724

						Cafea						0		44		40		44		49.0		40		30								247

						Alte produse						2,815		248		193		151		146.0		216		228								3,997

						Rambursari						-14		-11		-8		-3		-7.0		-9		-10								-62

						* date cumulate de la inceputul anului cu exceptia "Accize totale"





		

														Executia de casa a bugetului de stat pentru anul 2001

																																												Mld. lei

								Ianuarie		Februarie		Febr.		Martie		Mart.		Aprilie		Apr.		Mai		Mai		Iunie		Iun.		Iulie		iulie				August				Septembrie		Noiembrie		Decembrie

						Accize totale		2212		4130		1918		5,583		1,453		8,058		2,475		9,910		1,852		12072		2,162		14,522		2450		2864		17,386		2883		20,269

						Produse petroliere								1,708				2,685		977		3,724		1,039		5079		1,355		6,061		982		1320		7,381		1286		8,667

						Alcool si bauturi alcoolice								196				784		588		631		-153		858		227		1,105		247		314		1,419		277		1,696

						Produse din tutun								878				1,507		629		2,248		741		2636		388		3,669		1033		983		4,652		1072		5,724

						Cafea								0				44		44		84		40		128		44		177		49		40		217		30		247

						Alte produse								2,815				3,063		248		3,256		193		3,407		151		3,553		146		216		3,769		228		3,997

						Rambursari								-14				-25		-11		-33		-8		-36		-3		-43		-7		-9		-52		-10		-62

														5,583				8,058				9,910				12,072				14,522		2450		2864		17,386		2883		20,269		0		0





		

										miliarde lei

								Ianuarie		Februarie

						Accize si impozitul pe circulatie		2212		4130

						Accize		1978		3655

						Impozit pe titei si gaze naturale		221		446

						Taxe de autorizare		13		29
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Cumulat

		

												Executia de casa a bugetului de stat pentru anul 2001- 2002

								2001																						Mld. lei		2002

								January		February		March		April		May		June		July		August		September		October		November		December		January		February				Dec-01

						Accize totale		2212		4130		5,583		8,058		9,910		12,072		14,522		17,386		20,269		22,790		24,926		27,293		2,511		4,263				100.33%

						Produse petroliere						1,708		2,685		3,724		5,079		6,061		7,381		8,667		9,837		10,856		11,836		1,045		2,013				43.37%		petrol

						Alcool si bauturi alcoolice						196		784		631		858		1,105		1,419		1,696		1,910		2,147		2,335		165		304				8.56%		alcool

						Produse din tutun						878		1,507		2,248		2,636		3,669		4,652		5,724		6,524		7,184		8,154		1,146		1,632				29.88%		tutun

						Cafea						0		44		84		128		177		217		247		318		349		398		20		64				1.46%		cafea

						Alte produse						2,815		3,063		3,256		3,407		3,553		3,769		3,997		4,274		4,465		4,660		139		259				17.07%		alte prod

						Rambursari						-14		-25		-33		-36		-43		-52		-62		-73		-76		-90		-4		-9				18.53%		cafea+alte

						Prevazut		31562		31562		31562		31562		12484		12484		21484		21484		20576		28555		28555		28555		68800		68800

								2630.17		2630.17		2630.17		2630.17		1040.33		1040.33		1790.33		1790.33		1714.67		2379.58		2379.58		2379.58		5733.33		5733.33				medie

						diferente lunare		2212		1918		1,453		2475		1,852		2162		2,450		2864		2,883		2521		2136		2367		2511		1752				2,361

						dif. Petrol						1708		977		1,039		1,355		982		1,320		1,286		1,170		1,019		980		1045		968				1,104		petrol

						dif.alcool						196		588		-153		227		247		314		277		214		237		188		165		139				222		alcool

						dif.tutun						878		629		741		388		1,033		983		1,072		800		660		970		1,146		486				810		tutun

						dif.cafea						0		44		40		44		49		40		30		71		31		49		20		44				42		cafea

						dif.alte						2815		248		193		151		146		216		228		277		191		195		139		120				191		altele

						dif. Rambursari						-14		-11		-8		-3		-7		-9		-10		-11		-3		-14		-4		-5

												Executia de casa a bugetului de stat pentru anul 2000

																														mld. Lei

								January		February		March		April		May		June		July		August		September		October		November		December

						Realizat

						Accize		1214		2186		3174		4640		6000		7682		9328		11249		13374		15344		17219		18701

						impozit pe titei si gaze naturale din productia interna		152		305		452		584		671		756		864		984		1103		1419		1585		1746

						taxe de autorizare pentru comercializarea anumitor produse				14		42		62		83		100		113		130		143		162		177		189

						Accize totale		1366		2505		3668		5286		6754		8538		10305		12363		14620		16925		18981		20636

						Prevazut

						Accize		15861		15861		15861		15861		29655		9000		18000		18000		18000		21213		21213		19021

						impozit pe titei si gaze naturale din productia interna		1175		1175		1175		1175		2770		1000		1600		1600		1600		2028		2028		1849

						taxe de autorizare pentru comercializarea anumitor produse										93		80		87		87		87		150		150		197

						Accize totale		17036		17036		17036		17036		32518		10080		19687		19687		19687		23391		23391		21067

								8.02		14.70		21.53		31.03		20.77		84.70		52.34		62.80		74.26		72.36		81.15		97.95

								1419.67		1419.67		1419.67		1419.67		2709.83		840.00		1640.58		1640.58		1640.58		1949.25		1949.25		1755.58

								1366		1139		1163		1618		1468		1784		1767		2058		2257		2305		2056		1655

								September		October		November		December		January		February		March		April		May		June		July		August						September

						accize		14620		16925		18981		20636		2212		4130		5,583		8,058		9,910		12,072		14,522		17,386						20,269

						venituri totale		79635		92925		104429		114394		11370		21845		32980		47662		59948		70468		73578		85360						96452

						procent		18.36		18.21		18.18		18.04		19.45		18.91		16.93		16.91		16.53		17.13		19.74		20.37						21.01

						2002 - 21.5% total

												Excise duties		Romania (2001)		Hungary (1999)		Slovenia (1998)		Estonia (1998)		Czech Rep. (1998)		Poland (1998)

												Mineral oils		43.3		67.4		75.0		43.7		63.3		41.5

												tobacco		29.8		17.7		19.4		19.2		20.9		24.5

												alcohol		8.5		9.7		5.6		33.5		15.8		31.2

												Other products		18.4		5.2		-		3.6		-		2.8

														100		100		100		100		100		100

						1998		1999		2000		2001		2002		2003		2004		2005

				GDP growth optimist scenario		-5.42		-3.2		1.6		4.5		5		5.2		5.5		5.1

				excise weight in GDP		2.3		3.3		2.3		2.6		2.7		3.2		3.8		4

				excise revenues growth

				GDP growth alternative scenario		-5.42		-3.2		1.6		4.5		5		4.2		4		4

				excise weight in GDP		2.3		3.3		2.3		2.6		2.7		3.2		3.4		3.4

				excise revenues growth
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								Executia lunara a bugetului de stat pentru anul 2001

																														miliarde lei

								Ian.		Febr.		Mart.*		Apr.		Mai		Iun.		Iul.		Aug.		Sept.		Oct.		Nov.		Dec.		Total

						Accize totale,                       din care:		2,212		1,918		1,435		2,550		1,852		2,162		2450.0		2864		2,883								20,326		20269.257

						Produse petroliere						1,708		977		1,039		1,355		982.0		1320		1,286								8,667

						Alcool si bauturi alcoolice						196		588		-153		227		247.0		314		277								1,696

						Produse din tutun						878		629		741		388		1033.0		983		1,072								5,724

						Cafea						0		44		40		44		49.0		40		30								247

						Alte produse						2,815		248		193		151		146.0		216		228								3,997

						Rambursari						-14		-11		-8		-3		-7.0		-9		-10								-62

						* date cumulate de la inceputul anului cu exceptia "Accize totale"





		

														Executia de casa a bugetului de stat pentru anul 2001

																																												Mld. lei

								Ianuarie		Februarie		Febr.		Martie		Mart.		Aprilie		Apr.		Mai		Mai		Iunie		Iun.		Iulie		iulie				August				Septembrie		Noiembrie		Decembrie

						Accize totale		2212		4130		1918		5,583		1,453		8,058		2,475		9,910		1,852		12072		2,162		14,522		2450		2864		17,386		2883		20,269

						Produse petroliere								1,708				2,685		977		3,724		1,039		5079		1,355		6,061		982		1320		7,381		1286		8,667

						Alcool si bauturi alcoolice								196				784		588		631		-153		858		227		1,105		247		314		1,419		277		1,696

						Produse din tutun								878				1,507		629		2,248		741		2636		388		3,669		1033		983		4,652		1072		5,724

						Cafea								0				44		44		84		40		128		44		177		49		40		217		30		247

						Alte produse								2,815				3,063		248		3,256		193		3,407		151		3,553		146		216		3,769		228		3,997

						Rambursari								-14				-25		-11		-33		-8		-36		-3		-43		-7		-9		-52		-10		-62

														5,583				8,058				9,910				12,072				14,522		2450		2864		17,386		2883		20,269		0		0





		

										miliarde lei

								Ianuarie		Februarie

						Accize si impozitul pe circulatie		2212		4130

						Accize		1978		3655

						Impozit pe titei si gaze naturale		221		446

						Taxe de autorizare		13		29
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Cumulat

		

												Executia de casa a bugetului de stat pentru anul 2001

																														Mld. lei

								January		February		March		April		May		June		July		August		September		October

						Accize totale		2212		4130		5,583		8,058		9,910		12,072		14,522		17,386		20,269		22,790

						Produse petroliere						1,708		2,685		3,724		5,079		6,061		7,381		8,667		9,837								43.16		petrol

						Alcool si bauturi alcoolice						196		784		631		858		1,105		1,419		1,696		1,910								8.38		alcool

						Produse din tutun						878		1,507		2,248		2,636		3,669		4,652		5,724		6,524								28.62		tutun

						Cafea						0		44		84		128		177		217		247		318								1.39		cafea

						Alte produse						2,815		3,063		3,256		3,407		3,553		3,769		3,997		4,274								18.75		alte prod

						Rambursari						-14		-25		-33		-36		-43		-52		-62

						Prevazut		31562		31562		31562		31562		12484		12484		21484		21484		20576		28555

								2630.17		2630.17		2630.17		2630.17		1040.33		1040.33		1790.33		1790.33		1714.67		2379.58

								2212		1918		1,453		2475		1,852		2162		2,450		2864		2,883		2521

												Executia de casa a bugetului de stat pentru anul 2000

																														mld. Lei

								January		February		March		April		May		June		July		August		September		October		November		December

						Realizat

						Accize		1214		2186		3174		4640		6000		7682		9328		11249		13374		15344		17219		18701

						impozit pe titei si gaze naturale din productia interna		152		305		452		584		671		756		864		984		1103		1419		1585		1746

						taxe de autorizare pentru comercializarea anumitor produse				14		42		62		83		100		113		130		143		162		177		189

						Accize totale		1366		2505		3668		5286		6754		8538		10305		12363		14620		16925		18981		20636

						Prevazut

						Accize		15861		15861		15861		15861		29655		9000		18000		18000		18000		21213		21213		19021

						impozit pe titei si gaze naturale din productia interna		1175		1175		1175		1175		2770		1000		1600		1600		1600		2028		2028		1849

						taxe de autorizare pentru comercializarea anumitor produse										93		80		87		87		87		150		150		197

						Accize totale		17036		17036		17036		17036		32518		10080		19687		19687		19687		23391		23391		21067

								8.02		14.70		21.53		31.03		20.77		84.70		52.34		62.80		74.26		72.36		81.15		97.95

								1419.67		1419.67		1419.67		1419.67		2709.83		840.00		1640.58		1640.58		1640.58		1949.25		1949.25		1755.58

								1366		1139		1163		1618		1468		1784		1767		2058		2257		2305		2056		1655

								September		October		November		December		January		February		March		April		May		June		July		August		September

						accize		14620		16925		18981		20636		2212		4130		5,583		8,058		9,910		12,072		14,522		17,386		20,269

						venituri totale		79635		92925		104429		114394		11370		21845		32980		47662		59948		70468		73578		85360		96452

						procent		18.36		18.21		18.18		18.04		19.45		18.91		16.93		16.91		16.53		17.13		19.74		20.37		21.01

						2002 - 21.5% total

												Excise duties		Romania (2001)		Hungary (1999)		Slovenia (1998)		Estonia (1998)		Czech Rep. (1998)		Poland (1998)

												Mineral oils		43.2		67.4		75.0		43.7		63.3		41.5

												tobacco		28.6		17.7		19.4		19.2		20.9		24.5

												alcohol		8.4		9.7		5.6		33.5		15.8		31.2

												Other products		19.8		5.2		-		3.6		-		2.8

														100		100		100		100		100		100

						1998		1999		2000		2001		2002		2003		2004		2005

				GDP growth optimist scenario		-5.42		-3.2		1.6		4.5		5		5.2		5.5		5.1

				excise weight in GDP		2.3		3.3		2.3		2.6		2.7		3.2		3.8		4

				excise revenues growth

				GDP growth alternative scenario		-5.42		-3.2		1.6		4.5		5		4.2		4		4

				excise weight in GDP		2.3		3.3		2.3		2.6		2.7		3.2		3.4		3.4

				excise revenues growth
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								Executia lunara a bugetului de stat pentru anul 2001

																														miliarde lei

								Ian.		Febr.		Mart.*		Apr.		Mai		Iun.		Iul.		Aug.		Sept.		Oct.		Nov.		Dec.		Total

						Accize totale,                       din care:		2,212		1,918		1,435		2,550		1,852		2,162		2450.0		2864		2,883								20,326		20269.257

						Produse petroliere						1,708		977		1,039		1,355		982.0		1320		1,286								8,667

						Alcool si bauturi alcoolice						196		588		-153		227		247.0		314		277								1,696

						Produse din tutun						878		629		741		388		1033.0		983		1,072								5,724

						Cafea						0		44		40		44		49.0		40		30								247

						Alte produse						2,815		248		193		151		146.0		216		228								3,997

						Rambursari						-14		-11		-8		-3		-7.0		-9		-10								-62

						* date cumulate de la inceputul anului cu exceptia "Accize totale"





		

														Executia de casa a bugetului de stat pentru anul 2001

																																												Mld. lei

								Ianuarie		Februarie		Febr.		Martie		Mart.		Aprilie		Apr.		Mai		Mai		Iunie		Iun.		Iulie		iulie				August				Septembrie		Noiembrie		Decembrie

						Accize totale		2212		4130		1918		5,583		1,453		8,058		2,475		9,910		1,852		12072		2,162		14,522		2450		2864		17,386		2883		20,269

						Produse petroliere								1,708				2,685		977		3,724		1,039		5079		1,355		6,061		982		1320		7,381		1286		8,667

						Alcool si bauturi alcoolice								196				784		588		631		-153		858		227		1,105		247		314		1,419		277		1,696

						Produse din tutun								878				1,507		629		2,248		741		2636		388		3,669		1033		983		4,652		1072		5,724

						Cafea								0				44		44		84		40		128		44		177		49		40		217		30		247

						Alte produse								2,815				3,063		248		3,256		193		3,407		151		3,553		146		216		3,769		228		3,997

						Rambursari								-14				-25		-11		-33		-8		-36		-3		-43		-7		-9		-52		-10		-62

														5,583				8,058				9,910				12,072				14,522		2450		2864		17,386		2883		20,269		0		0





		

										miliarde lei

								Ianuarie		Februarie

						Accize si impozitul pe circulatie		2212		4130

						Accize		1978		3655

						Impozit pe titei si gaze naturale		221		446

						Taxe de autorizare		13		29
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Cumulat

		

												Executia de casa a bugetului de stat pentru anul 2001- 2002

								2001																						Mld. lei		2002

								January		February		March		April		May		June		July		August		September		October		November		December		January		February				Dec-01

						Accize totale		2212		4130		5,583		8,058		9,910		12,072		14,522		17,386		20,269		22,790		24,926		27,293		2,511		4,263				100.33%

						Produse petroliere						1,708		2,685		3,724		5,079		6,061		7,381		8,667		9,837		10,856		11,836		1,045		2,013				43.37%		petrol

						Alcool si bauturi alcoolice						196		784		631		858		1,105		1,419		1,696		1,910		2,147		2,335		165		304				8.56%		alcool

						Produse din tutun						878		1,507		2,248		2,636		3,669		4,652		5,724		6,524		7,184		8,154		1,146		1,632				29.88%		tutun

						Cafea						0		44		84		128		177		217		247		318		349		398		20		64				1.46%		cafea

						Alte produse						2,815		3,063		3,256		3,407		3,553		3,769		3,997		4,274		4,465		4,660		139		259				17.07%		alte prod

						Rambursari						-14		-25		-33		-36		-43		-52		-62		-73		-76		-90		-4		-9				18.53%		cafea+alte

						Prevazut		31562		31562		31562		31562		12484		12484		21484		21484		20576		28555		28555		28555		68800		68800

								2630.17		2630.17		2630.17		2630.17		1040.33		1040.33		1790.33		1790.33		1714.67		2379.58		2379.58		2379.58		5733.33		5733.33				medie

						diferente lunare		2212		1918		1,453		2475		1,852		2162		2,450		2864		2,883		2521		2136		2367		2511		1752				2,361

						dif. Petrol						1708		977		1,039		1,355		982		1,320		1,286		1,170		1,019		980		1045		968				1,104		petrol

						dif.alcool						196		588		-153		227		247		314		277		214		237		188		165		139				222		alcool

						dif.tutun						878		629		741		388		1,033		983		1,072		800		660		970		1,146		486				810		tutun

						dif.cafea						0		44		40		44		49		40		30		71		31		49		20		44				42		cafea

						dif.alte						2815		248		193		151		146		216		228		277		191		195		139		120				191		altele

						dif. Rambursari						-14		-11		-8		-3		-7		-9		-10		-11		-3		-14		-4		-5

												Executia de casa a bugetului de stat pentru anul 2000

																														mld. Lei

								January		February		March		April		May		June		July		August		September		October		November		December

						Realizat

						Accize		1214		2186		3174		4640		6000		7682		9328		11249		13374		15344		17219		18701

						impozit pe titei si gaze naturale din productia interna		152		305		452		584		671		756		864		984		1103		1419		1585		1746

						taxe de autorizare pentru comercializarea anumitor produse				14		42		62		83		100		113		130		143		162		177		189

						Accize totale		1366		2505		3668		5286		6754		8538		10305		12363		14620		16925		18981		20636

						Prevazut

						Accize		15861		15861		15861		15861		29655		9000		18000		18000		18000		21213		21213		19021

						impozit pe titei si gaze naturale din productia interna		1175		1175		1175		1175		2770		1000		1600		1600		1600		2028		2028		1849

						taxe de autorizare pentru comercializarea anumitor produse										93		80		87		87		87		150		150		197

						Accize totale		17036		17036		17036		17036		32518		10080		19687		19687		19687		23391		23391		21067

								8.02		14.70		21.53		31.03		20.77		84.70		52.34		62.80		74.26		72.36		81.15		97.95

								1419.67		1419.67		1419.67		1419.67		2709.83		840.00		1640.58		1640.58		1640.58		1949.25		1949.25		1755.58

								1366		1139		1163		1618		1468		1784		1767		2058		2257		2305		2056		1655

								September		October		November		December		January		February		March		April		May		June		July		August						September

						accize		14620		16925		18981		20636		2212		4130		5,583		8,058		9,910		12,072		14,522		17,386						20,269

						venituri totale		79635		92925		104429		114394		11370		21845		32980		47662		59948		70468		73578		85360						96452

						procent		18.36		18.21		18.18		18.04		19.45		18.91		16.93		16.91		16.53		17.13		19.74		20.37						21.01

						2002 - 21.5% total

												Excise duties		Romania (2001)		Hungary (1999)		Slovenia (1998)		Estonia (1998)		Czech Rep. (1998)		Poland (1998)

												Mineral oils		43.3		67.4		75.0		43.7		63.3		41.5

												tobacco		29.8		17.7		19.4		19.2		20.9		24.5

												alcohol		8.5		9.7		5.6		33.5		15.8		31.2

												Other products		18.4		5.2		-		3.6		-		2.8

														100		100		100		100		100		100

						1998		1999		2000		2001		2002		2003		2004		2005

				GDP growth optimist scenario		-5.42		-3.2		1.6		4.5		5		5.2		5.5		5.1

				excise weight in GDP		2.3		3.3		2.3		2.6		2.7		3.2		3.8		4

				excise revenues growth

				GDP growth alternative scenario		-5.42		-3.2		1.6		4.5		5		4.2		4		4

				excise weight in GDP		2.3		3.3		2.3		2.6		2.7		3.2		3.4		3.4

				excise revenues growth
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								Executia lunara a bugetului de stat pentru anul 2001

																														miliarde lei

								Ian.		Febr.		Mart.*		Apr.		Mai		Iun.		Iul.		Aug.		Sept.		Oct.		Nov.		Dec.		Total

						Accize totale,                       din care:		2,212		1,918		1,435		2,550		1,852		2,162		2450.0		2864		2,883								20,326		20269.257

						Produse petroliere						1,708		977		1,039		1,355		982.0		1320		1,286								8,667

						Alcool si bauturi alcoolice						196		588		-153		227		247.0		314		277								1,696

						Produse din tutun						878		629		741		388		1033.0		983		1,072								5,724

						Cafea						0		44		40		44		49.0		40		30								247

						Alte produse						2,815		248		193		151		146.0		216		228								3,997

						Rambursari						-14		-11		-8		-3		-7.0		-9		-10								-62

						* date cumulate de la inceputul anului cu exceptia "Accize totale"





		

														Executia de casa a bugetului de stat pentru anul 2001

																																												Mld. lei

								Ianuarie		Februarie		Febr.		Martie		Mart.		Aprilie		Apr.		Mai		Mai		Iunie		Iun.		Iulie		iulie				August				Septembrie		Noiembrie		Decembrie

						Accize totale		2212		4130		1918		5,583		1,453		8,058		2,475		9,910		1,852		12072		2,162		14,522		2450		2864		17,386		2883		20,269

						Produse petroliere								1,708				2,685		977		3,724		1,039		5079		1,355		6,061		982		1320		7,381		1286		8,667

						Alcool si bauturi alcoolice								196				784		588		631		-153		858		227		1,105		247		314		1,419		277		1,696

						Produse din tutun								878				1,507		629		2,248		741		2636		388		3,669		1033		983		4,652		1072		5,724

						Cafea								0				44		44		84		40		128		44		177		49		40		217		30		247

						Alte produse								2,815				3,063		248		3,256		193		3,407		151		3,553		146		216		3,769		228		3,997

						Rambursari								-14				-25		-11		-33		-8		-36		-3		-43		-7		-9		-52		-10		-62

														5,583				8,058				9,910				12,072				14,522		2450		2864		17,386		2883		20,269		0		0





		

										miliarde lei

								Ianuarie		Februarie

						Accize si impozitul pe circulatie		2212		4130

						Accize		1978		3655

						Impozit pe titei si gaze naturale		221		446

						Taxe de autorizare		13		29
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