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Abstract. This article present the tax evasion problems irogean Union framework, Union that must be
equilibrium state among other tow concepts: fiseaimonisation and fiscal competition. The measthras
are justified to be taken in the name of harmoimatmay be considered as obstacles for the fiscal
competition among member state and can condudettax evasion.
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1 Introduction

Fiscal harmonization and competition are two diyeapposed elements. Harmonization involves the
lowering of the compliance costs, transparency dtakeholders, fiscal neutrality, while fiscal
competition mainly refers to diminishing fiscal pseire. But, in a framework like European Union we
must understand that this concepts need to beuiilequm because EU need to be a competitive
force of global economy. The most important element EU framework is that harmonization
process must be connected with the stage of dawelop of all countries that forms this Union.
Uniformity at this level doesn’t mean Harmonizatiotnother problem is that fiscal competition
among countries or areas can create tax havenshwane a disturbance aspect of legal and honest
competition.

2 Fiscal Competition Elements

Fiscal competition manifests itself by loweringtbé tax rate, the European average (30%) being very
high compared to the one used in Romania. The datice has been made by increasing the tax
base, transferring the fiscal pressure to diregeda but also diminishing the budget spending
(Corduneanu C, 1998). Many facilities found in fhéernal regulation are not created with the
effective purpose of fiscal competition (attractfiogeign investment), but are wished as strengtieni
elements for several activity areas (preferentahionization for SMESs).

Regarding the income tax, individuals with a highirting degree and which are crucial to a proper
functioning economy benefit of preferential fiscabnditions, in Romania IT personnel finding
themselves in this situation.
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Even cross-border loss consolidation, which is \atgactive for any trader, cannot be considered as
facility, all the while foreign investment are tted equally as with those of national companies.

Fighting against the fiscal competition from otlweuntries can be done by introducing facilities so
even these stakeholders be pleased and not feaekett of moving towards other jurisdictions, but
also by applying several countermeasures suchea€RBC law and the implementation of generally
accepted principles regarding transfer costs.

Many European nations have adopted efficient metiiodcounterbalancing the harmful activities of
others nations. In the fight of attracting foreigrestment, lowering the taxes is one element ef th
fiscal measures that mast be used beyond othdscal-measures.

As a condition for lowering the taxes, the managenmust be more efficient and cheaper for the
budget so the competition between member statdsebeficial and the compliance costs lowered.
Correct fiscal competition will consequently deterenthe optimization of governmental structures.
Thus it is a better alternative than fiscal harraation, which is more than certain that it will repent

a harmonization at a higher level a tax rates, lmzatherwise even the poorest state to manage to
lower its costs will have to be waited for from tlag relief point of view.

Attracting businesses that take place in other neznsibates will just lead to a change of fiscal
pressure, because the states retrieve the fisssddaegistered in the high mobility factors instaby
overloading the immobile factors, such as the "Wéeaktor.

A system has been developed in Austria (again§)@frough which case of shareholders that do not
evidence fiscal pressure of at least 15%, the ircisnassigned towards taxing resident stakeholders.

Between the fiscal measures considered harmfulathexemptions for SMEs, the relief for R&D is
found, but also the tax exemption between group loeesa Regarding the last one, if foreign investors
consider exemption of the Austrian group attracBweugh to circulate money through the Austrian
fiscal system on their way to tax haven doesny amtan negative aspects, because it will creat job
Germany is mostly concentrated on evading tax ewaand not through attracting foreign investment,
thus holds pressure on the states with which fissidpuble enforcement avoiding treaties for taking
the necessary measures. Thereby for those who hetjiities in tax haven, the fiscal obligationglwi
be extended for a period of 10 years.

The rules regarding reduces capitalization are ghbwut together with the certifying rate of the
expenses with the interest. Unlike the report oih25ermany the debt rate is 1,5 respectively 3 for
holdings. This precaution has the goal of making #takeholders finance themselves through
increasing the assets in fiscal paradises, toetrntent of indebtedness.

CFC represents the resident companies in otheesstéitan the one in question, but which are
controlled by the people within the state in qumastiFor entering this group it is necessary that th
respective tax rate in the state where the compasigles is at most 75% of that employed in the
shareholder's home state . The home member stalte stakeholder has the right to tax a share (in
Great Britain it's 25%) of the total profit, by ngithe variable rate of that state. Proving cordxar a
foreign company is a difficult process, which irdilhg Romania will have to be accomplished. The
difficulty is regarding to the fact that ownersiuign be accomplished independently or through &-join
venture with one of the residents of the home siitke company in question.

Two major problems rise from the fiscal competitmint of view. On one hand it is the it's impant o
the state revenues, that can induct either rigswaff pressure on the stakeholders, or the coritorua
of the ceaseless tax rate diminishing, simultaneuitis the widening of the tax base. On the other
hand the fiscal system structure can be takenadaatount, because transferring the fiscal pressure t
the less mobile factors, such as the job factot geherate a negative opinion flow within the
employees and implicitly the migration of the wamide to other member states. If the "gray matter"
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exodus is to be taking into account, which the Rdara government is trying to prevent though
granting facilities, it's obvious that this entipgessure will fall upon the individuals with lower
qualification. But even here labor market distorionay appear, the most obvious example being the
lack of workforce in the construction area (C. Bethr2002).

3 Tax Evasion in the Community Point of View

In the recent literature (Tamas K.P, Elod T, 208gjpear an interesting idea about tax evasion: the
problem of externalities. Tax evasion has extetiealitax evaders protect each other, becausdithey
down limited enforcement capacity. Thus, relativetyall tax rate cuts, which decrease incentives to
evade taxes, can lead to increased revenues thspillivers - creating Laffer effects.

In a union framework, the case of tax evasion itlear that more countries abolish their fiscal
precautions with the asserted goal of attractingnasy investments as possible. The fist nations to
adopt this state of matters have been the Bahasteasls, the British Virgin Islands, as well as the
English Channel, respectively Jersey, Sark and riegr that have, especially, attracted British
investment funds. All the while, within the terriies with normal taxation and those lacking taxes a
real defensive wall has been built, every partyingyto protect their interests, following the
international legal norms. The offshore entitiegehavoiding fiscal restriction as main purposengsi
investments such as bank deposits, mutual fundeéhaodancéGheorghia V., Aristide C, 2002).

In the European Union, another cause of entreprerawoosing the underground economy solution is
due to the excess regulation present on the lalavket) dictated by the European Commission
(collective reduction in force, employee bail inseaof employer's insolvency, working time
organizing, etc.), that restricts this sector. Hese conditions, both hirings, as well as reduciion
force become expensive, much profitable being thpleyer's use of undeclared labor to the injury of
the legal one. In the case of the European Unid@nifus P. 2004) o share accounting for a fifth of the
community gross domestic product is present outsiléegal framework. Although, the hidden
economy of the European community, mostly, includgffimate business ventures, but unregistered
and, on the side, illegal activities such as dragsis or lives trafficking.

Tax fraud, referred to various parameters, has beeked out at 3.8-5.5% of the GNP in Sweden, 3%
of the annual income tax in Finland, 10% of theeptiil income taxes in the USA, 10% of the income
tax collected in Canada, 23% of the income taxrianEe. In the United Kingdom, a loss of value
between 3 and 3.3 billion pounds per year has begistered due to evasion. At the same level of
2004 tax evasion, part of the underground econtiay,been worked outl via the difference between
national accounts and official statistics, at & @t 15% for Portugal, 20% in the case of Belgiud a
Greece, 24% for Spain. In a better status are Ddomigh 3.8%, France with 9.8%, Germany with
7.5%, the Netherlands with 1.6% and the United Horg with 6.5%. Italy is found at the other pole
with a rate of 35%.

Romania was ranked second at EU level when it camésx evasion (about 18% of GDP), a report
(Report by Associazione Contribuenti Italiani anbiskNetwork of Business Ethics, 2008) set up by
the Associazione Contribuenti Italiane and KlrswWark of Business. First in the list was Italy, wler
the tax evasion value was estimated at 23% of Ryaria where third in that list, because her tax
evasion reached 18%. In Great Britain, tax evasias only 6% while in Belgium is reached 5% and
Sweden (3%).

In a recent study (Manos Matsaganis et al, 201Ghife high-tax-evasion counties, Greece led in
income tax evasion. Economists estimated that evasduced the income tax yield in Hungary by 19
percent, in Italy by 21 percent, and in Greece ®ype&rcent.
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Italy is a member state where tax evasion has goriant rate. The difference between Bank of Italy
revenue statistics and those accomplished by thenEe Ministry represents tax evasion by hiding of
assets. Meanwhile, the positive difference betwden financial reserve voluntarily declared by
taxpayers and tax authority's data also constititden revenue from underground economy, whether
due to willingly withholding these, whether as aities accomplished in agriculture, household etc.
and withheld.

A study (Howell H. Zee, 2005) made by the Natidnatitute for Social Protection (NISP) from Italy
in 2003 and which aimed at 145.000 companies lssi¢e that 63% of these have used occasional
workers in the production process, paying them ugho indirect methods, to avoid the social
contributions that had to be paid. The existingdax toll system from various countries is directly
responsible for the amplitude of the tax evasioangimenon.

The evasion accomplishment possibility has risethenranks of European Union countries mostly
due to the removal of border control and the estdye of the management and institution cooperation
between nations (Parsche, Steinherr and Waller)1$#thermore, some countries do not desire to
improve the control method of VAT collection feagirthe possibility of losing the competitive
economical advantage at company levels. Counikedtaly, Spain, Greece and Belgium show high
rates of evasion through VAT, meanwhile the Netradtb and Denmark have a high collection rate. In
Germany an evasion phenomenon development is tgatg, especially after the introducing the
single market in 1993.

The Italian authorities miss out on an estimate@O€hillion ($131 billion) annually in uncollected
taxes. European and IMF officials warned Greecgnionth that curbing tax evasion, which costs the
government €15 billion each year, would be vitalimocking more bail-out money.

The European Union law considers evasion and teoval as a distinct sanction of the tax chapter,
different from the general principles, direct tagat indirect taxation and other taxes. Prevenifon
one of the main objectives of the EU fiscal polify, which the European Anti-fraud Office (OLAF)
has been founded in 2006, result of a Europeategtrdo combat tax fraud. The biggest efforts for
prevention have been aimed at VAT system integnatim fight against tax evasion and removal more
efficiently. The Council made quickly clear thatguity should be given to VAT fraud and efforts are
now fully focused on this issue. The debate on Vitdud has been divided into 2 main areas :
conventional measures to reinforce the existing Vgybtem and more far reaching measures to
modify the system, (an option for Member Statesntoioduce a general reverse charge system and
taxation of Intra-Community transactions).

The Commission has settled a sole legal framewak provides compulsory rules that will govern
member state cooperation. The legal framework gesvidirect contacts between specific bilateral
assistance and information exchange services gr ¢todnake the cooperation rate more efficient.

Member states must exchange information in vargtsations to increase the fraud detection and
prevention possibilities (Boicean, D., 2004).

» Where it is considered that taxation fulfilment the destination member state and the control
system efficiency must depend on information predithy the origin member state - inter-community
shipping of new vehicles or distance selling, foééax in the origin state;

* Where a fraud suspicion is present in the othember state - inter-community services considered
to have a unusual character (omitted tax invoitdlearecipients for these services) or discrepnci
between offers and acquisitions (cases where pedvidformation significantly differs from the
declared inter-community acquisition value);
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* Where there are cases which generally show higtxefraud or evasion risks in the other member
state - the potential phoenix companies (companfesh, at their beginning, provide a high number
of inter-community products and services to clidrisn another state);

 Where a fraud case has been discovered on thtongrof a member state which could have
repercussions in another member state - ghost guetpthat have made inter-community transactions
or withheld taxpayers for VAT fraud in inter-comnityncommerce.

The competent authority from every state will séme information to the competent authority from
any interested member state, in the following cases

+ where a VAT law violation has been made or orebbeen made in one of the other member states;
« where atax evasion or removal risk is presemther member states;

* where a VAT law violation has occurred on theritery of a member state that could have
repercussions in the other member states;

« the control system necessarily depends on tloenv#tion provided by the origin member state.

The prevention measures of illegal activities aglafimancial interests of the Community are legally
based in article 280. The European Anti-fraud CdmD#ice has its origin in respect of these
purviews, the first application of this article bgiaccounted for by the adoption of two regulatiohs
the Council referring to inquiries made by thisamization. Meanwhile, through the implementation
of this Strategy a cooperation culture has beeabbshed between all those interested in the fraud
prevention policy, referring to control actions aahction efficiency.

Four strategic objectives are referred to:

» the global anti-fraud legislative policy (the evadun of regulations parallel to the increase in
coherence and efficiency);

* anew cooperation culture (commitments aimed abmaktand community authorities);

* inter-institution intervention for preventing andnsbating corruption (increasing European
institution credibility);

« Strengthening of the penal jurisdiction role (thmeation of judicial frameworks for the protection
of community financial interests). These measuse heen followed by a first action plan in May
15th 2001 made by the Commission, referring torjiyigituations and readying legislative initiatsve
towards cooperation. The primary objective was mageof the anti-fraud global policy, the
protection of the Euro area, the fight against pobgirating and counterfeiting, through a specific
judicial framework.

Efforts have also been made through the commursgia implementation concerning Union
financial interest protection by the ten new acedpitates. In every member state, has, thus, been
created, a central anti-fraud combat coordinatimacture, especially seeking, the development of
cooperation between national administrations of bemstates and the creation of a magistrate unit
aimed at coordinating these activities. The fighaiast corruption has been made through the new
regulations regarding the management of the Cononissfinancial interests, penal protection being
provided by the way of the enforcing of the anéitfd combat conventional instruments in March 17th
2002 (the Convention regarding financial interestgxtion, the first PIF Convention protocol and th
protocols regarding the Court of Justice competerideere have been debates regarding the creation
of the European Package and of a new Europeancutose

In addition, the European Commission on 28 Jan@86P adopted a proposal to change the VAT
Directive (2006/112/EC) in respect to the invoicingles, based on a Communication on the
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technological developments in the field of elecicanvoicing. The aim of the proposal is to increas
the use of electronic invoicing, reduce burdens borsiness, support small and medium sized
enterprises (SMEs) and help Member States to tdicidel.

The proposal adopted by the Commission in Augu€d920n administrative cooperation and
combating fraud in the field of value added taxearsvthe following items (European Commission,
2009) :

- automated access to specific data related tddéntification of a taxable person and to his
activities contained in the databases of other Marithates;

- common minimum standards for registration anegistration of taxable persons in VIES;

- EUROFISC: Discussions started on the creatioa Bluropean Network composed of officials
from national Tax Administrations.

4 Combating International Tax Evasion

Combating the tax evasion and fraud phenomenorbeafone by other states by, firstly, identifying
the taxpayers and income sources through theirstatement (for example USA, Canada), either due
to the obligation of reporting information abouettypes of assets payed or received in the respecti
fiscal year. Thereby, the tax and fiscal respotigibequity actl from 1992 in the USA imposes that
10% of American shareholders and foreign companyagers show a report about shareholders and
revenue in every fiscal year. Also regarding tavxastan and fraud limitation, introducing and
removing amounts over 5.000 dollars from the cqumtust be reported to the authorities, mentioning
the origin, destination and transport route.

Economic theory shapeSaguna D.D., 2003) , on the other hand, can berdiffeaccording to the
states in which are applied, such as:

* law abuse (Germany, Netherlands, Argentine, BatfuFrance), refers to the fact that, although the
right of every taxpayer to run business as to givih to a tax debt as low as possible is recoghiife
the dominant motive of the operation has beenyasien, this will be considered null;

» the equivalent economical result (New ZealandstAa, Israel, Netherlands) accounts of the
taxpayer's impossibility to remove himself from figeal obligation through an operation that giees
similar result as the one the legislature aimethip this condition is achieved when the taxpayer's
actions doesn't give other benefit than the fisca, this being the sole purpose of the operatiod,
the result is opposed to the intention of the lagis;

« the substance of the form (Germany, Luxembouaywdy, Netherlands), is an exclusion method of
the literal law interpretation way, this describitige surroundings that give birth to tax obligation
taxpayer activity being fiscally analyzed regardirgyeconomic content, and not the formal one;

» the business purpose (USA, Canada), from thealfipoint of view every transaction having a
purpose; thereby an ex-citizen will have a cerfaoal treatment, if the purpose of renouncing his
citizenship wan not tax evasion;

« simulation (Portugal, Belgium, Canada, Austrifers to concluding a simulated contract, which the
halves don't intend to respect.

For the study made by the PricewaterhouseCoop@suttancy company, in 2003, of the economic
criminality phenomenon a corporation level, Russid Turkey didn't report any situation of this type
in the previous two years, but also below the lenfethose from the United Kingdom, France or
Austria.
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At company level (PrincewaterhouseCoopers, 200B¥ teal expenses caused by economic
criminality are not estimated just as with finahsialue, collateral losses represented by the dsere
of staff trust, loss of reputation, brand percaptieterioration, worse relations with businessreas,
long term decrease of share value being present.

Meanwhile, the state tendency regarding taxing sh@mogressive rate reduction for residing
companies from 44% in 1985 to 31% in the year 260#he case of OECD countriéBisa C., et all,
2005). The aim is shifting the tax objective towsavebrk, properties or consumption, while protecting
company capital and individual income. Thus, in tapital taxing case, the USA has registered a
decrease from 27% in 1965 to 15% in 1999, and egiplied to individual income by OECD member
states decreased from 55% in 1986 to 47% in the 3@@0. Following the same tendency, Germany
canceled a 50% tax of income from selling the shafeother companies, and Canada has reduced
capital revenue taxation from 75% to 50% in thery2@00. Generally, EU states have lowered
revenue tax average from 44.8% to 31.8%, and thabdividual income from 62.3% to 48.3%.
Sometimes, the decrease of taxation in a statis starocess, of the same kind, in other counvits
which it has strong economical relations (in theecaf Canada that followed the USE policy of
reducing taxation rates).

| our opinion, at the base of these fiscal poligsethe possibility that the transnational comparidl
delocalize their investments when tax rates aresidered excessive, as well as the possibility of
qualified workforce loss. Thus, attracting direatdign investment is attempted through the pratacti
of company interests in case of a, stronger amhgér, competition between states at a global level

In a recent work the situation of the shadow econseems to be like this:

Table 1. Size of Shadow Economy in 21 Nations

Country Per cent of GDP
Greece 25.1%
ltaly 22.3%
Spain 19.3%
Portugal 19.2%
Belgium 18.3%
Sweden 15.6%
Norway 15.4%
Denmark 14.8%
Germany 14.6%
Finland 14.5%
Average 13.9%
Ireland 12.7%
Canada 12.6%
France 11.8%
Australia 10.7%
United Kingdom 10.6%
Netherlands 10.1%
New Zealand 9.8%
Austria 9.4%
Japan 9.0%
Switzerland 8.2%
United States 7.2%

Source Lars P. Feld and Friedrich Schneider, “Surveytlos Shadow Economy and Undeclared
Earnings in OECD Countries,” Jan. 2010, availailéttp://www.econ.jku.at/531/
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In Eastern Europe the following main factors (Baja@., Schneider, F. 2005) for the growth of the
shadow economy are important:

- The lack of competence and trust in official itngtons combined with an inefficient and
corrupt administration;

- Property rights cannot be guaranteed by the iaffimstitutions combined with inadequate
enforcement of laws and regulations;

- High costs and administrative burden for enegepurs hinder official economic development ;

- A low probably of being caught as an illicit werk or tax evader can result in a cost-benefit
calculation where illicit work is more attractivieen regular and official work;

- Sometimes, hiding in the shadow is essentiasfwviving or to establish a business due to slow
bureaucracy;

- Broad acceptance of illicit work makes it difflcto fight this phenomenon.

At an international level, economic criminality anmwbney laundering are the aim of the Criminality
and Penal Justice Prevention Council (CCPCJ ),iapesd structure of the United Nations and the
Action Force against Money Laundering (FATF), falled by the INTERPOL and the EUROPOL.

In addition, The Global Forum on Transparency amxd¢h@nge of Information for Tax Purposes
(www.oecd.org) are the multilateral framework withivhich work in the area transparency and
exchange of information and it has been carriedbguboth OECD and non-OECD economies since
2000. The Global Forum's main achievements haven libe development of the standards of
transparency and exchange of information through phblication of the Model Agreement on

Exchange of Information on Tax Purposes in 2002 #wd issuance of a paper setting out the
standards for the maintenance of accounting recBrasbling Effective Exchange of Information:

Availability Standard and Reliability Standard deged by the Joint Ad Hoc Group on Accounts in
2005. The Global Forum now includes 95 memberswrequal footing. Membership includes all

G20 members, all OECD countries and all offshorisglictions.

7  Fiscal Harmonization Aspects of the E.U. Member States

The community acquis is, firstly, necessary in otdenot hinder the exert of "the four freedomsitth
give substance to the "single market" concept.

There are two types of obstacle that divide thglsimarket and which can be generated by the fiscal
instruments used by the Member States. It is,firsibout discrimination, a situation that can
intervene in the cases, respectively: the apptinatif different rules for comparable situationse th
application of the same rules for different sitoa$i; or the application of some very different
treatments for situation that are not too differdbiscrimination can be direct (explicit), if the
treatment difference is generated by the taxpagatisnality or residence, or indirect (default).

Discrimination is presumed incompatible with the Tieaty, but this incompatibility is not absolute,
being able to be accepted in special circumstaricethe fiscal area, the situations in which the
indiscrimination obligation can be considered ego&sand inopportune are more frequent than in
other areas. In practice, like also in speciatditigere, several more susceptible circumstancesrip

a certain dose of discrimination between taxpakeax® been identified (Negrescu, D., 2007):

a) in order to counter budget income loss or deerea
b) in order to preserve the national fiscal systenernal logic" (cohesion);

) in order to counter tax evasion or "tax avoidgnc
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This type of reasoning has not, until now, beeaateid the plan. the European Court of Justice (CEJ)
admitting that it is a legitimate objective, acapé from the community legislation point of view,
Though the CEJ practice regarding the applicatibthis justification is wavering and founded on
negative reasoning: the simple tax evasion/avorlaacot enough in order to derogate from the
general indiscrimination principle. From the juriggence examination it can be inferred that this
reasoning lived to be easier accepted that in #s¢ plthough without getting automatic acceptance.
The cases of this nature are examined from thegptiopality principle point of view.

d) measures that do not counter the dispositiam the bilateral treaties
The functioning of different national fiscal systeis at the hard of several problems (Bratton, 2001

- influencing (distortion) of resource allocatiomith negative consequences for the capitalization o
the advantages of a real single market, but alsm fthe tax income international allotment point of
view, that can put certain Member States at a gesatdge compared to others;

- making budget revenue fragile, through incoms tetated to the fiscal competition;

- fiscal sovereignty limitation, including throughmiting the tax avoidance/evasion combat
possibilities;

- the tendency toward fiscal system inequity, tigtouhe privileged treatment of mobile taxation
bases;

- the double taxation risk;

- the "dereponsibility" of the political governorsf "over-taxation" is considered a "regulation
failure", then the first best solution is corregtithe way in which this regulation is made not dine
"through rebound"”, by way of fiscal competition @¥escu, D., 2007).

Harmonization measures of direct taxation of coggerincome in the EU
1.Regarding the tax management method

The first directive that is related to direct taxasthe CE has been the one regarding the mutual
assistance between the national fiscal author{fi®#eective 77/799/EC), that aimed to create the
framework for the information exchange destinedighit cross-border tax evasion and avoidance
practice, by distorting the capital flow, as in t@npetition conditions.

This Directive has been updated and modified in32@0order to reflect the new conditions induced
by the access to modern technologies and cros&badtivities within the EU. The focus has been on
coordination, between the fiscal authorities of thember States, of cross-border tax fraud
investigation actions and the possibility for fise@ministrations from Member States to deploy
several procedures in the name of the administrsud other Member States (Negrescu, D., 2007).

Likewise, at a community level certain decisionsendeen registered that though do not strictly

regard fiscal harmonization, have made premiseandsvcooperation in the fiscal area. Thus, through
Decision 2235/2002 of the European Parliament AadGouncil from December 3rd 2002, member

states are encouraged to proceed with a betterecatign and are invited to adopt a community

program toward this, the Fiscalis Program 20030G72@hat encourages information exchange in the
fiscal domain. On the occasion of the European Cibumeeting in November 2008, the Fiscalis 2013

program has been adopted, that continues dowrnnth@pened by its predecessor, Fiscalis 2007. The
new program, that refers to the 2008-2013 peridfir® improved methods to member states for

fighting fiscal fraud as well as reducing fiscahgaiance expenses, especially with regards to VAT
and excise duties.
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2. Regarding the tax rate

The differences between the nominal tax rate fopa@tion income in the different EU countries are
important and have increased even more after thansion from the 2000’s. As a general rule, it can
be observed that "large" countries (ex. GermanyFaadce) have a tendency to apply higher taxation
rates than small countries (ex. Finland and Iréland

European Corporate Income Tax (EUCIT): the additi@pplication of an European tax must be done
over some basis of assessment as close as possitiese of each Member State in which the
respective corporation is paying income tax. Bglftghis cannot be - for the problems generated by
the presence of a large number of different natiiseal systems (large compliance expenses, fiscal
competition, large possibilities for tax evasiomf@ance) - more than a partial solution and just in
certain conditions: for example, if the largesttprthe corporate income tax would be taken & thi
level, and national tax rates would not have t@agof a dispersal (Negrescu, D., 2007). Therefore
results that this option rather has budget sigaifie, in the sense that it could admit a significan
improvement of community budget resources, sudaeptid support more and more detailed common
policies.

The distinction between the two types of fiscal petition, an acceptable one, and another that must
be fought, can appear specious, but is presentibedhas reasoning that cannot be ignored

The fist category is base on the presence of negatiternals. The citizens of several democratic
societies must have the right to choose the sizbeopublic sector that they want themselves (thus,
the GDP amount recycled through the public buddbt)t that does not mean that the countries have
the right to offer advantages to foreign investorghe harm of the capacity of other countriesftero
those public services that its citizens want". Arenconvincing case of negative external is thatwf
evasion that is facilitated by some harmful contjmati exerting instruments, as offshore fiscal
paradises, "equipped" with powerful guaranteekéaping financial secret (Negrescu, D., 2007).

Tax « planning », « avoidance » and « evasion »

The differences between the national tax conditifacditate or make uses through which taxpayers
can decrease payed taxes possible. This type mémes from the taxpayers to a taxation environment
regarded too cumbersome can have considerablésftecthe budget income. According to a study
based on data collected at OCDE level, over 65%@fadditional income discounted because of a
unilateral increase of tax is susceptible to logs tb the actions of artificial transfer and profit
declaring in other fiscal jurisdictions (Devreux,M006).

This way, transnational companies can use publicdggrovided by certain countries, though freeing
themselves of the obligation of paying for thesmtlgh the fiscal obligation's integral realization.
This unambiguous negative effect of the uses ohttare is although somewhat compensated by the
"valve" role played by it through "turning the intty down" to fiscal competition: resorting toghi
type of practice can reduce the need to make imaagst in jurisdictions with low subjection rate.

The purpose of a VAT system that is integrated ashhas possible at community level is the one that
offers an indirect taxation system to the tradbas involves reduced roadblocks at the exchang#d lev
between member states. Excluding several exceptibashusiness environment considers that there
aren't important disadvantages following a EU les@nmon basis VATPriceWaterhouseCoopers,
2007) . All withstanding, there are certain aspéuds$ are susceptible to reform towards increasiag
harmonization rate. One of these elements is kklaiethe provisions regarding VAT aggregation.
This remains behind the legislative framework coragao the economic reality that gave birth to
some uncertainty and implicitly a whole casuisiryhie VAT area that has become a focus for dispute
within the arbitration courts and at the levellod European Court of Justice.
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Many of these disputes have risen following thesené tension between the need to eliminate fraud
and tax evasion on one hand, and the need to eagaseburden without economic inadvertence on
the other. For example, one of the most frequeniuds a community level is the so-called carousel
fraud, that creates rising concern and has germknadey debates regarding the ways to avoid it. One
of the possible solutions that have been takenantmunt is the application of the inverted taxatio
system, in such a way as to transfer the collesésponsibility to the taxpayer. Evidently, thekrd
pacing a unjustified fiscal management burden enstioulders of traders is present, traders that are
already burdened enough by the many debts relatéa tcollection and flow process.

The community level debates are also done ovendleel of wide scale introduction of a lower VAT
rate. Commission suggested the rationalizing amdplffication of the decreased rates, through
reviewing derogations and ensuring their applicatioa homogeneous way in all member states. The
aimed objective was the avoidance of the distostimade from the unequal application of the reduced
VAT rates in some states, objective that can uliyabe reduced to following a certain degree of
fiscal harmonization in the sense of the one maetidn Article 93 TCE.

These drawbacks can be discarded by transferrirnt@etcorigin principle, that has been suggested
repeatedly by the European Commission (1987, 19896), in different ways, but has been rejected
every time by the member states. This principle li@sptreating cross-border inter-community
transactions in a manner identical to the transastthat take place inside each and every national
fiscal jurisdiction.

In the inter-community border surveillance abseomeditions, the functioning of this system needs
multiple complex rules for determining the locatiwhere the transaction is subjected to tax. Though
large drawbacks stem from this:

The vulnerability to fraud is bigger, due to thetfséhat getting from the explicit sampling to the
implicit one takes place in a very sensible paihst of the transfer from one fiscal jurisdictiam t
another. The presence of a continuous and wide @éibgoods that circulate within the EU without
paying VAT widens the fraud risk, of which sizesigtimated (conservatively) at about 8 bn EUR/year.
The collection problems related to this systemegulain why, in the last few years, VAT collections
don't increase in the anticipated economy growtt ra

With the absence of tangible progress on the extensolving of the tax location problem, the
Commission resorted (in a similar way to the onalenan the direct taxation area) to "by point"
initiatives, destined for correcting some speqiioblems.

Thus, the Council Directive 2003/92/EC adopted october 7th 2003 has amended Directive
77/388/EEC at the place of origin of gas and dl@troffer rules chapter. As consequence, this
Directive has facilitated the running of the singtarket and aimed for attacking the double-taxation
problems, tax evasion and the distortions induceéiszal competition, through transferring the tax
from the place of offer to the one of the consumer.

A more recent initiative of the Commission suggesis modification of the rules regarding the
service performance location. Resorting to alréadyed tactical solutions in the direct taxatioeaar
this suggestion has been included in a "VAT Packaeng with two VAT collection simplification
measures, In this case the sole counter and sietplitiles for VAT return to taxpayer of another
member state.

The European commissar for tax and border unioszlbaKovacs, has presented the priorities, in a
series of speeches at the beginning of 2007, t&Ctdmamission and the Council President regarding
this indirect taxation reform at European levelidgrthis year. Though the European Commissar has
remained busy with Germany's position that has itionéd its agreement with the VAT Package

until now through the request of the inclusion ofnserse taxation mechanism - reverse charge
mechanism , on a national basis, towards fightixgftaud. The taxation mechanism is applied in the
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case of sales to corporate individuals. This allthes goods or service provider to not collect VAT
from his client. So the provider is not withheldttansfer VAT, this obligation falling back on the
buyer. In turn, the latter can deduct the VAT vallueghe moment in which the goods or services are
consumed in productive purposes.

Germany, having attained EU presidency until Jukst 3007, has stated its intention to promote VAT
harmonization at community level, through the sifigation and harmonization of the VAT Directive
as well as through strengthening the cooperatitwd®mn member states in this regard.

On the other hand, German presidency has confitimedoncerns of the commissar Laszlo Kovacs
regarding delaying the decision taking over the VR#&ckage, until the methods through which
avoiding the risk that could be induced by theslasimplifications in the tax fraud area will beat.

Measures for improving the indirect tax collection

In May 31st 2006, the European Commission has ptedethe Report regarding the need for
developing a coordinated strategy towards makimgfiht against fiscal fraud more efficient. The
preliminary objective was that of launching a debaithin the ranks of interested entities - Europea
Council, Parliament and the business environmentthe different fraud elements that could be taken
into account in the case of developing a commuaeitgl anti-fraud strategy.

Of the countries that were noticed for systemati@asures for strengthening control, are Poland, the
Czech Republic, Bulgaria, Hungary and Romania.

Though these efforts also reflect the fact thathiggest tax fraud and evasion risk is encountared
the indirect taxation area. In these conditiors;di authorities have intensified their efforts &ous
the implementation of several more and more poweshimputer systems regarding the fiscal
behaviour surveillance and control of traders.

For example, in January 2006, the Fiscal Authdribyn Poland acquired 200 licenses for a computer
program (ACL ) destined for rapid analysis of laggentities of data used in the fiscal audit, fitiah
analysis and fraud detection processes. The Eumo@eeanmission has recognized the use of this
software and laid the foundations of an advandeitigprogram in the computerized fiscal audit area
based on the ACL software. Over 150 auditors haenlirained within the Finance Ministry in 2006,
the program being continued in 2007 with anothe® 2pecialists, the financing being awarded
through a twinning program financed by the Europ€ammission. In Romania similar efforts have
been made with European finance and technical tassis for implementing the computerized
surveillance systems of collections from VAT (VIESVAT Information Exchange System) and
excises (SEED - System of Exchange of Excise Dap&yating with the beginning of January 1st
2007, but of which operation state is still in theginning stage.

With regards to the transfer to "origin principlapplication for collecting VAT it is the only
reasonable option if slowing the expansion of anphgenon that generates a huge resource loss is
desired: tax fraud As consequence, the need up setedistribution system for VAT collection rises
Such a system could behave, either a "micro" cosgtémn, based on inter-community transaction
documents, either a "macro” compensation, basestairstical data regarding unified consumption
and inter-community commerce. As long as Romaniaosntinue to register commercial deficit in
the exchanges with the partners for the EU, anfisital administration will continue to be relatiye
inefficient, choosing a "macro" compensation systemstly based on production and consumption
data, will be more favourable.

Harmonization measures of direct taxation of indiial income in the EU

Until now there hasn't been a harmonization attefimpindividual income tax at EC/EU level. This
reflects the particular political sensibility of ethproblem at greater extent than the convincing
theoretical arguments. Indeed, the tax on persor@me can influence saving and investment
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decisions at an international level, people movenaewl, indirectly, the choosing of locations from
which companies are run. Even if, with time, thedpean Commission has disclosed that a particular
level of coordination in this area can be necessaoyder to prevent the presence of roadblockkén
way of free movement (ex. the double taxation ofk&os) or for fighting tax evasion/avoidance,
Member States proved themselves unreceptive, @mntbment, other than the last argument. That's
why, the only regulation initiative at communityvé registered in this area refers to the taxatibn
interest for the deposits of individuals.

The relative lack of concern regarding personabiine tax harmonization also reflects the fact that t
mobility of people within the European Union teorif is, although, limited, language and cultural
roadblocks contributing to maintaining a signifitaegmentation of national markets. Though, in long
term, the tendency is of increasing this mobiMich will need a greater attention to the assediat
fiscal problems (Negrescu D, 2007).

6 Conclusions

In the era of globalization, the “extra-liberty” afl, that can increase global wealth, is accorigzhn

of extra-competition. The increases in cross-boftimrs that come with a global financial system
require more effective tax cooperation. Bettergpmmency and information exchange for tax purposes
are key to ensuring that taxpayers have no saferhtvhide their income and assets and that they pa
the right amount of tax in the right place. Intdimi@al tax evasion need to be reduced by the
implementation of rules of transparency and exchaofginformation. Developing nations are less
prepared, administratively point of view, to managéh this problem. Because of that, the
cooperation among countries is important and cdnae the level of the underground economy.
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