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Three Governments have recently 
implemented amendments to their VAT 
legislation to prevent the risk of fraud 
occurring on the cross-border trading 
of carbon credits. 

Carbon credits dictate the level of 
carbon dioxide emissions that a 
business can produce. Companies 
which produce more emissions then 
their initial allocation are obliged to 
purchase additional credits on the 
open market. 

The fraud is possible due to the 
different VAT treatments which are 
applied to domestic and cross-border 
sales of carbon credits. A company 
selling a carbon credit is usually 
obliged to charge VAT to a domestic 
buyer but is not obliged to charge VAT 
to an international buyer. EU buyers are 
obliged to account for the VAT in their 
own VAT returns.

The French taxation authorities have 
identifi ed instances where a ‘carousel’ 
type fraud has occurred involving the 
purchase and sale of carbon credits. 
A fraudulent company acquires carbon 
credits in a cross-border transaction 
where VAT is not payable to the seller. 
The carbon credits are then sold on 
to a domestic purchaser and VAT is 
charged. The fraudsters then have the 
opportunity to abscond with the VAT 
which they have collected. 

The carbon credit market generates 
high volumes with fast trading times. 
In addition EU emissions allowances 
only go to fi nal consumption once a 
year. The open nature of the carbon 
credit market provides numerous 
opportunities to fraudsters to 
misappropriate VAT.

In an unusual step the French, 
Netherlands and UK governments 
have amended their legislation in 
order that both domestic and cross-
border sales of carbon can be made 
without charging VAT. These changes 
have been implemented as temporary 
measures until a consensus is reached 
between the EU member states on 
how to deal with this issue. 

The changes in the legislation should 
not have an impact on legitimate 
companies who trade in carbon credits 
as the new legislation allows the zero 
rate of VAT to be applied. A company 
which sells carbon credits can still re-
claim VAT charged to it on purchases 
by it of goods and services. 

The Irish Revenue have confi rmed 
that they are monitoring this trend but 
do not have any immediate plans to 
change the treatment of carbon credits 
for Irish VAT purposes. 

Our energy industry team will continue 
to monitor developments in this 
area. We will issue a further update 
in relation to this issue when further 
developments occur.
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