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What is RTvat?

Åresolution of losses of VAT

revenue (whether from fraud or 

otherwise) 

Åreduction of administrative 

burden

Åefficient use of technology and 

systems common in the  payment 

and settlement industries

ÅRTvat has studied how best to take 

forward the concept of an integrated 

real-time electronic collection system for 

VAT

ÅRTvat has identified potential benefits 

of the application of the real-time VAT 

concept for the emissions trading 

system

ÅRTvat is EU-based and operates from 

its office in Brussels.

ÅRTvat believes a real-time electronic 

collection system can be used to 

achieve:

RTvat is a non-profit group which sees a modern efficient tax system as 

central to the economic wellbeing of the EU.
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The key components of the RTvat solution

Real-time 

collection

and reclaim

Cross-border 

collection for level 

playing field in 

trades

State of the art 

fraud analysis on 

real-time data Reduction of 

administrative 

burden
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The Emissions Trading Market

Å Tradable permits are however 

relatively novel instruments

Å Lack of initial consideration of 

how ETAs should be traded or 

regulated on financial markets 

The market in tradable permits for carbon emissions is of growing 

importance in the financial market.

Å Little initial thought given to 

their tax treatment 

Å The resultant uncertainty 
has not helped the market 
to mature.

?
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Market vulnerability

Å Suspected carousel fraud involving trades on the Dutch, French and UK 
emissions trading markets 

Å Unilateral action by these MS governments to attempt to stem the potential 
losses

Å Since June 2009, the trade in carbon emission allowances has been 
greatly reduced on the Paris Exchange 
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Recent developments

Å Following suspected frauds on the Paris 

exchange, the French Finance Ministry

moved unilaterally to make OTC and 

exchange trades exempt from VAT by 

classifying them as an exempt financial 

service

Å The Dutch administration has introduced a 

reverse charge obligation, while the UK now 

zero rates trades

Å The Spanish finance ministry, among 

others, has applied reverse charge recently

Unilateral measures do not solve the VAT fraud issue ïthey only push it away 

from the territories of these Member States to other jurisdictions

Å To date no country has 

disclosed real evidence of 

actual fraud

Å The ad-hoc measures 

adopted by some EU Member 

States to deal with VAT fraud 

could be questionable under 

the VAT Directive
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Recent developments (contd.)

Å The Commission has proposed what it describes as an 

"optional and temporary" reverse charge facility, specifically 

referring to "allowances to emit greenhouse gasesò

Å These measures are efficient against the particular fraud in 

operations involving emission allowances but need to be 

appreciated in perspective

Å The measures are acknowledged by the Commission as a 

temporary measure pending the putting in place of something 

more permanent
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Emissions Trading and opportunities for VAT fraud

Å óMissing Traderô fraud (or carousel fraud) is caused by the zero 

rating of intra-EU cross border transactions as well as the extended time 

period between collection of VAT by traders and its remittance.

Note:

In a typical Emissions Trade, both counter-parties are registered for VAT so VAT amounts 

should generally be fully reclaimable.

Therefore the net gain to the Tax Authority from Emissions Trading is theoretically 

negligible.

The perpetrated frauds therefore represent a genuine loss of tax revenue, 

rather than a shortfall in theoretical collection
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Potential for other types of trading fraud

Å The requirements for ETS registration by individuals or 

entities acting as traders are extremely relaxed

Å Some allowance holders have little or no background in 

trading and are potentially falling prey to unscrupulous 

professional traders

Å There is evidence that some allowance holders are selling 

permits to release working capital
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Causes for concern in the ETS market

Å Trading of allowances far below the 

current market value ïas low as ú5 

per tonne as against the current market 

value of around ú14

Å Emerging trade in derivatives means 

that sub-prime allowances are being 

packaged together with those with more 

reliable backing - reminiscent of the 

recent mortgage market meltdown

Å Authorisation and appointment of 

verifiers ïfraudulent activity can easily 

be obfuscated by corrupt verifiers

Å With progressively tighter caps 

on emissions, tradable permits 

will become more valuable and 

the move towards auctioning 

allowances will also have an 

influence

Å Market in ETAs will always be 

volatile; tax administrations will 

share in losses as well as gains

so have an interest in an orderly 

secure market
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VAT and the sale of ETAs

Å Currently no VAT is due on the initial issue of 

allowances by a state authority to a business 

Å Uncertainty about the VAT treatment of OTC (over the 

counter) trades and spot trades made through an 

exchange

Å Where VAT was considered to apply, this was either paid or 

self-assessed on each transaction, but in most cases the 

VAT-registered trading entity could treat the VAT as an 

allowable reclaim
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Å The futures transactions and the treatment of 

other derivatives on an exchange have in 

many instances been considered as financial 

services and therefore exempt for VAT 

purposes

VAT and the sale of ETAs (contd.)

Å There is an increasing move to 

packaging bundles of ETS 

allowances into a derivatives 

market.
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Implications of Commissionôs ñoptional and temporaryò measures

Å Proposal implies need for more stable long term solution

Å The overall VAT base may soon be compromised if the 

answer to each new fraud is to remove the transaction from 

the scope of VAT by making it subject to reverse charge

Å Commission proposal may not be sufficiently wide-ranging to 

cover all VAT fraud eventualities arising from ETAs
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Derivatives and other complications

ÅECJ in Swiss Re case 

may leave the question of 

tax treatment of certain 

derivatives in some doubt

Does a derivative necessarily have all of the same characteristics 

which would assure a consistent VAT treatment?

?

The question which arises now for ETAs is whether the reverse charge rule 

which will apply to normal transactions ceases to become applicable when 

the transaction involves either derivatives or books of allowances

ÅThe ECJ gave a clear decision that the 

sale of a book or block of insurance 

contracts cannot be considered an 

exempt transaction since such a 

transaction falls neither within the 

exemption for insurance services not 

the exemption for financial services
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Derivatives and other complications (contd.)

a) be exempt as a finance-related transaction when the 

underlying transaction is not one 

or 

b)  be considered as subject to reverse charge when the 

underlying transaction is finance-related

A sale of an ETA under the form of a derivative contract 

derives its financial value from the value of the allowance

itself. In addition to which, accepting that the qualification of 

the transaction must rely on the very nature of the instrument 

traded rather than on the underlying assets, then the question

is to know whether a derivative contract can either

?
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The way forward ïappropriate measures to combat VAT fraud

Å The broad policy objectives of the EU focus on the principles of the 

single market and the free movement of capitalïonly EU-wide 

action can secure these objectives

Å Dealing with the threat of VAT fraud in ETA market should not reduce 

traders' confidence or adversely affect economic efficiency 

Å Creating a global anti-fraud policy on an EU basis is the best way to 

respond to market expectations

Should our society attempt to deal with challenges (like systemic attacks on the VAT 

system) by fleeing or fighting? Pushing the underlying problem elsewhere is not a 

robust solution.
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The RTvat solution for VAT fraud in the ETS

Å Use an automated system to 

separate the VAT component

of each trade based on 

transaction data (invoice)

Å At time of settlement VAT 

component is automatically 

transferred to tax authority in 

real-time

Å Automated refund of allowable 

input tax reclaims paid to 

traders óimmediatelyô

Å System tracks both the 

ownership of each ETA certificate 

and the value of the trade

Å Modern fraud analysis 

technology monitors for unusual 

trading patterns or suspicious 

activity and flags potential 

problems in real-time

Å Technology based on tried-and-

trusted credit card industry 

systems, ensuring rapid 

implementation
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Building on current technologies

Å The current Community 

Independent Transaction Log 

(CITL) operated by DG 

Environment tracks current 

ownership of all EU-issued 

allowances in real-time

Å CITL collates details supplied by 

national registries but does not

include details of the value of 

trades or any other information on 

traders or allowance holders (e.g. 

VAT registration or bank details)

Å Trades may be performed through an 

Exchange (e.g. Paris BlueNext), as OTC 

trades or as part of a bundle of 

derivatives

Å It is necessary to receive electronic 

approval from CITL before trade is 

concluded to avoid duplicate sales

Å VAT consequences of transactions 

involving EU traders in non-CITL 

allowances (i.e. from third countries) will 

need special arrangements


