Value added tax VAT : reduced rates (amend.
Directive 77/388/EEC)

2003/0169(CNS) - 14/02/2006 - Final act

PURPOSE : to afford Member States equal opportunity to apply reduced rates of VAT in certain fields
PROPOSED ACT : Council Directive 2006/18/EC amending Directive 77/388/EEC with regard to
reduced rates of value added tax.

CONTENT : the Council adopted this directive enabling the Member States to continue to apply reduced
rates of value-added tax for certain labour-intensive services until 2010.

The main features of the directive, which is based on directive 77/388/EEC, are as follows:

- In order to prolong the experiment, launched in 1999, of reduced VAT rates for certain locally provided
labour-intensive services, the validity of annex K to directive 77/388/EEC is extended as from 1 January
2006 until 31 December 2010. All Member States may opt for the application of annex K, on condition
that they apply for authorisation to do so by 31 March 2006;

- Member States are authorised to apply a reduced rate to supplies of district heating, provided that this
doesn't create a distortion of competition;

- The Commission must present, by 30 June 2007, a report providing an assessment of the impact of
reduced rates applied to locally supplied services, including restaurant services, in terms notably of job
creation, economic growth and the internal market, on the basis of a study to be carried out by an
independent economic think-tank.

The Council had adopted in December 2005, a directive extending the 15% minimum VAT standard rate
applied by the member states until 2010. As a derogation to this general rule, permanent reduced VAT
rates for a number of goods and services are alowed for under annex H to 77/388/EEC. Annex K, which
is applied on atemporary basis and expired on 31 December, allows for reduced rates for a further list of
services including small repair services, the renovation of private dwellings, window cleaning and private
household cleaning, domestic care services and hairdressing.

ENTRY INTO FORCE : 22/02/2006.

DATE APPLICABLE : from 01/01/2006.
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