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Executive Summary
The EU Commission and the Member States are concerned about the levels of VAT fraud and
avoidance in the EU. The 2016 study on the EU VAT gap (based on 2014 data) measures the
total amount of VAT lost in the EU at 159.5 billion EUR, representing 14% of the total expected
VAT revenue.1, 2 A number of measures to tackle VAT fraud have been considered in recent
years, focusing on the VAT collection methods that have hardly been changed since VAT was
introduced in the EU3.
This report builds on earlier analysis 4 and examines a range of options for applying split
payment mechanism as an alternative VAT collection method. Taking into account other
ongoing VAT policy developments, the options are analysed in both the current VAT system
and in a definitive VAT regime for cross border B2B supplies5.
The findings of the analysis found no strong evidence that the benefits of split payment
would outweigh its costs. The main identified effects were that a wider scope of split
payment would potentially provide a larger decrease of the VAT gap, but would also
significantly increase the related administrative costs. However, the analysis carried out is
highly dependent on the specific design of the policy options as well as on the assumptions
that had to be made in order to carry out the quantitative analysis, (especially on the volume
of transactions). Therefore, a different design of the mechanism for split payment (e.g.
different scope or technological choices) may come to considerably different results.

Background to the study
The main objectives of this study were to design and assess (both in qualitative and
quantitative terms) legally and technically feasible scenarios for a split payment mechanism
as a VAT collection tool. In the study, both the current EU VAT legislative framework and
existing international and EU experiences with split payment, as well as the future definitive
VAT regime based on the destination principle were taken into account.
The design of the scenarios (policy options) for the split payment encompasses different types
of transactions (i.e. Business-to-Business (B2B)6, Business-to-Consumer (B2C)7 and Businessto-Government (B2G)8), as well as different methods of payment (e.g. electronic transfers,

1

EU Commission, CASE (2016), Study and Reports on the VAT Gap in the EU-28 Member States: 2016 Final report’, available
at: https://ec.europa.eu/taxation_customs/sites/taxation/files/2016-09_vat-gap-report_final.pdf , p. 8
2 The latest 2017 update study on the EU VAT gap was not yet published at the time of analysis, but can be seen from here:
https://ec.europa.eu/taxation_customs/sites/taxation/files/study_and_reports_on_the_vat_gap_2017.pdf
3 EU Commission Communication on the Action plan on VAT (COM (2016) 148 final) and Communication on the Follow up to
the Action Plan on VAT (COM (2017) 566 final)
4 EU Commission, PricewaterhouseCoopers, Study on the feasibility of alternative methods for improving and simplifying the
collection of VAT through the means of modern technologies and/or financial intermediaries, 2010.
5 EU Commission communication on the Follow up to the Action Plan on VAT – Towards a single EU VAT area – Time to act
COM/2017/566 final, Brussels, 4 October 2017, p. 6.
6 B2B transactions refer to transactions between businesses.
7 B2C transactions refer to transactions between a business and a final consumer.
8 B2G transactions refer to transactions between businesses and government entities.
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transactions paid with payment cards, and in cash). It also includes a sub-option of split
payment with blocked VAT bank accounts.
The analysis includes a qualitative assessment of the scenarios for split payment with regard
to their compatibility with the current and future EU VAT regime (including possible future
changes such as a national general reverse charge mechanism or the definitive VAT regime)
and with the Single Euro Payments Area (SEPA) regulations. It also includes a quantitative
assessment of the scenarios, including the impact on the administrative burden for businesses
and the overall costs and benefits for the stakeholders affected. The Italian experience on split
payment for supplies to public administration, as the only current example of an EU split
payment regime, is analysed as a case study.
A number of methodological tools were applied in the process of the study. For data
collection, the main tools used were: desk research, strategic interviews, survey to tax
administrations of the Member States, in depth fieldwork in eight Member States and
stakeholder workshops. Data on VAT revenues and VAT revenue losses in EU Member States
came from Eurostat, while the EU studies on VAT gap9 were also taken into account. For the
analysis of the collected data, the main tools applied were the standard cost model (for
administrative burden analysis) and cost-benefit analysis (for overall costs and benefits).

VAT policy context and problem assessment
EU VAT policy and revenue context
The current ‘transitional’ EU VAT regime splits every cross-border transaction into an
exempted cross-border supply (i.e. an intra-EU supply) and a taxed cross-border acquisition
(i.e. an intra-EU acquisition). It has been argued that such regime is “prone to fraud and is
highly complicated for some cross-border businesses”10. As a derogation, some Member States
have therefore asked for a possibility to introduce at a national level a generalised reverse
charge mechanism (GRCM) to tackle VAT fraud. At the same time, the Commission is focussing
on a solution through a general move towards a definitive EU VAT system, where cross-border
B2B transactions are taxed based on the destination principle and with collection of VAT by
the vendor. Outside the VAT system, the EU Single Euro Payment Area (SEPA) regulations
contain specific technical and business requirements for financial transfers that are a key
element of any split payment option. Any type of split payment mechanism considered
should align with the existing EU VAT regime and wider legislative context, but also be future
proof.

Problem assessment
The concerns with regard to the high level of the VAT Gap in the EU (EU 159.5 billion EUR, or
14% of the total expected VAT revenue) has led to the discussion of a range of potential
9

EU Commission, CASE (2016), Study and Reports on the VAT Gap in the EU-28 Member States: 2016 Final report, available
at: https://ec.europa.eu/taxation_customs/sites/taxation/files/2016-09_vat-gap-report_final.pdf.
10 Communication from the Commission to the European Parliament, the Council and the European Economic and Social
Committee on an action plan on VAT Towards a single EU VAT area - Time to decide, COM/2016/0148 final, Brussels, 7 April
2016.
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solutions, including alternative VAT collection methods, such as the split payment mechanism.
In order to give an illustrative view of the current environment, a problem analysis was carried
out as part of the study. The effects, problems and drivers of the current environment are
illustrated in a problem tree below:
Figure 1: Problem Tree

Source: Deloitte elaboration

Split payment mechanism as a tool to tackle the VAT gap
The introduction of a split payment mechanism could help to combat non-compliance, with
the ultimate aim of improving VAT collection. The study has therefore assessed the design of
a split payment mechanism based on available data with respect to VAT revenues and VAT
revenue losses.
Split payment is regarded as a measure that can combat VAT fraud and non-compliance by
removing the opportunity of suppliers to charge VAT and disappear without declaring or
paying it to the tax authority (‘missing trader fraud’). It deviates from the current EU VAT
regime, which mainly relies on vendor-based collection of VAT and on periodical reporting and
payment of VAT by registered traders.
Split-payment-like mechanisms are currently in place in a number of countries, mainly
outside the EU. In the EU, Italy is currently the only country applying a limited split payment
regime (to B2G transactions only). The Italian experience was specifically analysed in the
study, especially as the first phase of the Italian regime has been considered by the
government as successful and the regime was recently renewed and expanded.
Several other Member States, such as Poland, Romania and the UK, have started to consider
a split payment regime. Romania has recently adopted the relevant national legislation and is
already planning to bring changes into force in 2017, Poland potentially following from April
2018.
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On a practical level, a split payment mechanism would change the regular VAT collection
regime by introducing on payments for taxable supplies a split between the VAT amount
and the taxable base (e.g. by two separate payments for every taxable transaction). Different
designs of a split payment model are possible and a wide range of technical models were
analysed as part of the study.

Split payment as alternative VAT collection method in the EU
Considerations regarding the design of policy options
The analysis of a wide range of technical split payment models resulted in a list of findings
which was used as a basis for designing the policy options:
 The supplier is generally not a suitable splitting agent, although in certain cases it may be
the only option, e.g. on B2C or cash payments;
 The VAT payment liability ought to be with the party to the transaction (other than the
supplier) who has the necessary information on the transaction and control over the
payment, i.e. the customer who is also the splitting agent (except in B2C supplies, as nontaxable persons have no VAT reporting capacity);
 Blocked VAT bank accounts would reduce the negative cash flow impact for businesses,
but are likely not to be feasible due to added complexity and cost. However, an alternative
policy option was added, to carry out limited benchmarking analysis on the features of a
split payment with blocked VAT bank accounts;
 Partial split payment by either a transactional threshold or splitting just a percentage of
VAT would also reduce negative cash flow impact. However considering the added
complexity and reduction of effectiveness as an anti-fraud measure, it was not considered
sufficiently feasible;
 Despite some potentially positive impact on cash flow and management of VAT payment
liability, cash based chargeability or cash accounting was not considered necessary as a
built in design element of split payment. The existing optional cash accounting schemes
seem more appropriate for providing support to the businesses who require it;
 Efficient VAT refund processes would support the effectiveness of a split payment regime
by helping to reduce the negative cash flow impact.
In addition, it was considered necessary to include new reporting obligations (transactional
sales and purchase lists) concerning B2B and B2G supplies subject to split payment, to enable
tax authorities to carry out compliance controls and match received VAT payments with
taxable supplies.

Policy options
Based on the policy context, the problem assessment and the considerations presented
above, a range of policy options were designed and analysed:
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Table 1: List of policy options

Number
Option 0

Option description
Status quo (current VAT payment system and definitive VAT regime)
Options based on current VAT regime

Option 1

Current VAT regime with split payment applying to electronic fund transfers
(EFT) between taxable persons (B2B)

Option
1(b)

Option 1 with blocked VAT bank account

Option 2

Option 1 combined with a generalised reverse charge mechanism in certain
Member States

Option 3

Option 2 with extension of split payment on EFT between taxable persons and
final consumers (B2C) and taxable persons and public bodies (B2G)

Option 4

Option 3 with extension of split payment to credit card and cash payments
Options based on Definitive VAT Regime

Option 5

Definitive VAT regime with split payment applying to EFT between taxable
persons (B2B)

Option 6

Option 5 with extension of split payment on EFT to B2C and B2G

Option 7

Option 6 with extension of split payment to credit card and cash payments

Source: Deloitte elaboration

Conclusions of the analysis of policy options
Conclusions on the use of split payment in the current VAT regime
Legislative context
Regarding the required legislative changes to the EU VAT Directive, it seems most appropriate
to introduce split payment as a new special scheme under Title XII Special Schemes, especially
if a split payment mechanism would be introduced as optional for the Member States.
Introducing split payment under the current SEPA regulations would not seem to be a realistic
option under the second Payment Service Directive (PSD2) 11. To put a legal obligation on
banks or other payment service providers to carry out VAT split payment would require an
explicit consent of the business to initiate any payments. In addition, the collection and linking
of underlying information on the supply to the payments is considered technically highly
challenging. In the EU countries currently applying or planning to apply split payment, this
problem is tackled by either requesting customers to split the VAT or using blocked VAT bank

11

Council and European Parliament Directive 2015(2366) on payment services in the internal market
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accounts. An efficient and broad EU level application of split payment may however require it
to be integrated into the standard payment flow.
GRCM and split payment were found to be mutually exclusive measures, if they would cover
the same supplies. Indeed, under GRCM, the VAT amount would not be payable towards the
tax authorities to the extent it is deductible.
Main advantages and disadvantages of policy options
The main advantages of split payment in the current VAT regime would be the reduction of
VAT fraud and avoidance, which would increase by expansion of the scope of split payment.
Results of the cost-benefit analysis show that all options are expected to reduce the VAT Gap
to some extent ranging from 27% to 56% reduction under the current regime. The most
notable reductions under the current regime are found in the proportion of the VAT Gap made
up by MTIC fraud12, thereby confirming that split payment has the potential to significantly
reduce this type of fraud. In addition, it was found that the split payment mechanism would
also reduce considerably non-compliance due to new reporting requirements and increased
transparency.
Table 2 shows the results of the quantitative analysis of the effect on the VAT Gap. Since it is
the widest in scope, applying to B2B, B2C and B2G transactions via EFT, credit card and cash,
Option 4 is regarded as the most effective option for reducing the VAT Gap overall. However
a wider application of split payment is accompanied by higher costs for businesses and public
bodies which increase substantially throughout the options (see below).
Table 2: Results of the quantitative analysis on VAT gap
Impacts

VAT Gap

Option 1

Option 1(b)

Option 2

Option 3

Option 4

(-)27-42%

(-)27-42%

(-)27-42%

(-)38-49%

(-)42-56%

EUR 40.7 to 63.2
billion

EUR 40.7 to 63.2
billion

EUR 39.3 to 61
billion

EUR 54.7 to 70
billion

EUR 61 to 80.7
billion

Introduction of a split payment mechanism would also trigger significant changes in the cash
flow from the perspective of both businesses and tax authorities. Tax authorities would have
a positive cash flow impact as VAT payment would happen in real time per transaction rather
than ex post on a periodical basis. However, the opposite would be the case for businesses,
whose cash flow would be adversely affected by the mechanism in a very significant way,
impacting directly their working capital.
Table 3 shows the results of the quantitative analysis of the effect on cash flow under the
different options:

12

Missing Trader Intra-Community Fraud (MTIC), occurs when a trader purchases goods from another Member State without
VAT, charges VAT on onward domestic sale, but instead of paying the VAT to tax authority absconds with it himself, i.e. ‘goes
missing’.
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Table 3: Results of the quantitative analysis on cash flow
Impacts

Option 1

Option 1(b)

Option 2

Option 3

Option 4

Business Cash Flow

EUR -16.9 billion

N/A

EUR -16.4 billion

EUR -23 billion

EUR -39 billion

Member State Cash Flow

EUR 10.8 billion

N/A

EUR 10.5 billion

EUR 14.9 billion

EUR 25.2 billion

The most striking impact of the split payment mechanism is the rise of administrative costs
to businesses and public bodies. Because of the payment of VAT on a transactional basis for
B2B and B2G EFTs and increased reporting requirements, business costs would increase by at
least 70% and public bodies would be confronted with entirely new obligations if applied to
them (Option 3).
The impact on costs for businesses is however highly dependent on the number of
transactions conducted by the individual business and thus varies depending on business size
and sector. Administrative costs could also be reduced with increased automation of the
system (e.g. automated split payments, e-invoicing, pre-filled VAT returns), however these are
likely to have very high initial implementation costs both for businesses and Member States.
While tax authorities would have improved compliance control from the detailed
transactional information on B2B and B2G supplies that would accompany a split payment
system, the operation of such system would lead to a significant increase of administrative
burden also from their perspective.
Table 4 shows the total impact on the administrative costs of all EU businesses and public
bodies, as well as administrative cost impact on one business and one public body. The last
line represents the weighted average of implementation costs per business.
Table 4: Results of the quantitative analysis on administrative burden impact
Impacts

Administrative
Costs
(businesses & public bodies)
Administrative
business)

Costs

Administrative
public body)

Costs

Implementation costs

(1

Option 1

Option 1(b)

Option 2

Option 3

Option 4

(+)33%

(+)35%

(+)27%

(+)52%

(+)58%

EUR112.4
billion

EUR 117 billion

EUR
billion

98.4

EUR
billion

100.1

EUR
billion

94.5

(+)33%

(+)35%

(+)33%

(+)57%

(+)63%

EUR 3 428

EUR 3 487

EUR 3 431

EUR 4 061

EUR 4 225

N/A

N/A

N/A

6 340

6 340

EUR 2 500

EUR 2 500

EUR 2 500

EUR 2 500

EUR 2 500

(1

Considering the different impacts assessed, the overall evaluation shows that benefits of
introducing a split payment mechanism under the current VAT regime would be highly
uncertain. In fact, the benefit in terms of reductions in the VAT Gap are not unequivocally
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higher than the costs imposed on businesses and public bodies (both administrative costs and
cash flow impacts), and are even outweighed when applied to the entire volume of
transactions (such as under Option 4).

Conclusions on the use of split payment in the definitive VAT regime
The study also addressed the potential functioning of a split payment mechanism in the
definitive VAT regime proposed by the European Commission 13 . In that respect, the
application of split payment to domestic transactions and to cross-border supplies to noncertified taxable persons was assessed.
The application of the split payment mechanism in the definitive VAT regime would be
possible for domestic transactions in the same way as in the current VAT regime. However,
regarding the VAT treatment of intra-EU cross-border supplies, the changes currently
proposed as key part of the definitive regime (VAT collected by the supplier) and split payment
(VAT paid directly by the customer) would be conflicting, although having the same objective
to tackle VAT fraud (especially MTIC fraud). A single regime throughout the supply chain (i.e.
applying split payment) would seem simpler and less burdensome than a combination of the
two.
Main advantages and disadvantages of policy options
The main advantages and disadvantages of split payment in definitive VAT regime would be
generally the same as in the current VAT regime. We have highlighted hereafter those points
where the assessment of the different split payment options deviates from the assessment
under the current regime.
Under the definitive VAT Regime, MTIC fraud is expected to decrease substantially compared
to the level in the current regime (by 83%), reducing overall VAT gap by 21%. This means that
the potential benefit of reducing the VAT Gap and VAT fraud that can be achieved by
introducing split payment in the definitive VAT regime would already be significantly reduced.
Nevertheless, split payment in the definitive regime is expected to further reduce the
remaining gap by at least 13% in a split payment applying to B2B EFT, up to 44% with increases
in the scope of application.
Table 6 below shows the further reduction of VAT gap by different policy options.
Table 6: Results of the quantitative analysis on VAT gap
Impacts

VAT Gap

13

Option 5

Option 6

Option 7

(-)13-32%

(-)21-35%

(-)27-44%

EUR 15.3 to 38.2 billion

EUR 24.9 to 41.1 billion

EUR 31.4 to 52.2 billion

The Commission’s Single VAT Area proposals COM(2017)567; COM(2017)568 and COM(2017)569, 4 October 2017
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The cash flow of both businesses and tax authorities would again, as under the current regime,
be impacted in opposite ways. The amounts of cash flow involved do not appear to be
significantly different from the current regime.
As under the current regime, with a wider scope of application, administrative costs for
businesses increase. Under the definitive regime, administrative costs are higher than under
the current regime due to the fact that more transactions are impacted by the split payment
(i.e. cross-border transactions to non-certified taxable persons).
Considering the different impacts assessed, it is clear that also in a definitive VAT regime, the
costs of the split payment mechanism, even with a limited application would outweigh the
benefits significantly. The main reason for this is that the definitive regime without split
payment would reduce the MTIC fraud already by 83%, consequently limiting significantly the
further potential reduction of the VAT gap by split payment.

Final conclusions
The analysis carried out illustrated the potential benefits as well as significant challenges
related to the use of split payment as an alternative VAT collection method. Although split
payment has high potential to reduce the VAT gap (especially MTIC fraud and noncompliance), if applied broadly across the EU, the cost of it through increased complexity of
the VAT system, high administrative burden and significant impact on business’ cash flow may
easily outweigh the benefits. Therefore, broad application of split payment is likely to be an
unattractive policy tool, given significant rise in costs for business and authorities. However,
it has characteristics that are very effective in reducing certain types of fraud and therefore
may be suited as a targeted measure with limited scope.
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