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Editorial

We are pleased to present you the PricewaterhouseCoopers Financial Services VAT Alert containing the
latest European VAT news in the sector. New in this edition is a summary of Australian GST issues
affecting the Financial Services Sector. This will be a regular feature from now on.

This Alert is intended as an easy tool for you to keep track of the ever changing VAT in the Financial
Services Sector. If you have any queries or need assistance, please contact us.

Cathy Hargreaves (cathy.e.hargreaves@uk.pwc.com)

Global VAT Leader Financial Services

Frans Oomen (frans.oomen@nl.pwc.com)
Partner VAT - Financial Services
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Belgium
1. Refund of VAT for credit insurance
companies

Previously, credit insurance companies were
not able to submit claims for VAT refunds in
respect of bad debts on behalf of their clients.
Based on a new administrative decision, credit
insurance companies that are subrogated in the
rights of the insured now have the right to claim
back VAT instead of the insured (even if the
insured is only partially indemnified by the credit
insurance company). The new administrative
decision came into effect on 1 July 2007.

Credit insurance companies must provide the
competent VAT office with special
documentation to ensure claims are not made
by both the insurer and the insured.

2. Interpretation of financial link to VAT
grouping

In accordance with Belgian rules governing VAT
grouping, the financial link among company
group members is proven when there is a direct
or indirect controlling relationship in law or in
fact. However, the Belgian VAT administration is
of the strict opinion that it is not a sufficient
financial link when two or more Belgian group
companies are under control of the same parent
company / holding not established in Belgium.
They argue that there is no financial link as the
parent company is not (can not be) part of the
Belgian VAT group. The same reasoning is
applicable when the parent is a Belgian passive
holding company or a private person.

We are still negotiating with the Belgian VAT
administration in order to have the draft circulars
on VAT grouping amended and clarified in this
respect.

For more information regarding these issues, please
do not hesitate to contact:
Ine Lejeune

Serge Mary

Inge Stuyver

Manuel Van der Veken
Bart Caluwé

(+32 92 68 8300)
(+32 27 10 4494)
(+32 3259 3181)
(+32 27 10 4404)
(+32 32 59 3195)
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Czech Republic
3. Amendments to the VAT law

Significant changes to the VAT law have been
approved by Senate of the Parliament of the
Czech Republic on 19 September 2007 and it
has been passed to the President for signature:
Increase in VAT rate - the reduced VAT
rate will increase from 5% to 9% as of
1 January 2008;
Binding rulings for VAT rate — it will be
possible to ask the Ministry of Finance for
a binding ruling as to whether a tax rate
proposed by a tax payer for a particular
transaction is in compliance with the
legislation. Based on the proposal, the fee
for the request will be CzZK 10,000, and
one request can only cover the
assessment of the VAT rate regarding one
item;
Group registration - The amendment
further introduces the instrument of VAT
grouping. Persons with a seat, place of
business or an establishment in the Czech
Republic which are closely linked by
financial, economical and organizational
relations can form a group on a voluntary
basis. It is proposed that companies have
to submit their application for group
registration by 31 October in the then
current year and the fiscal unity will enter
into force on 1 January of the next
calendar year. According to the proposal,
the changes should be effective from
1 January 2008, i.e. VAT grouping will
appear in practice as of 1 January 2009.

For more information regarding this issue, please do
not hesitate to contact:

Martin Divis (+420 251 152 574)
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Denmark

4. New tax base assessment method for
transactions between connected
parties

The Danish tax authorities have published a bill
regarding an amendment to the Danish VAT
act. The bill inter alia contains a proposal
concerning transactions between connected
parties and the calculation of the tax base. If the
bill is adopted in its present wording it will affect
several lines of industry, including the financial
sector, as the bill enables the Danish tax
authorities to calculate the tax base on the basis
of the default value instead of the intrinsic value.
For the financial sector this may imply for mixed
supplies that an estimated split of the VAT
taxable supply and the VAT exempt supply is
disregarded by the Danish tax authorities in
such a manner that the VAT taxable supply is
increased and also the VAT amount charged for
the buyer, with no or limited right of input VAT
deduction.

If the bill passes it enters into force on
1 January 2008.

5. Accounting and settlement of reverse
charge VAT - Time for a review

The Danish tax authorities have sent letters to
institutional investors in respect of the
accounting and the settlement of reverse
charge VAT in relation to inward cross-border
supplies. This may be a good occasion for
financial institutions to review their respective
practices and to carry out the necessary
adjustments in the case they have not paid
enough attention to this matter.

For more information regarding this issue, please do
not hesitate to contact:

Anette Henriksen (+45 39 453 903)
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France

6. VAT treatment of real estate
investment funds

The French tax authorities have confirmed real
estate investment funds are taxable businesses
for VAT purposes and also submit that their
asset management is not VAT-exempt (as they
are not covered by any exemption provision of
the FTC).

From 1 January 2008 each fund will have to
determine the deductible VAT for each expense
or portion of expense in accordance with the
new deduction rules (see FS VAT Alert 2007-5
for more details). Input VAT deduction should
be considered per business unit (if any) and for
the whole business activity. Each fund will have
to follow-up on its annual adjustment of input
VAT.

Given the above rules, deciding to hold
properties (directly or indirectly) is not totally
neutral from a VAT point of view. Simulations
may be needed to determine the most cost-
efficient business structure.

For more information regarding these issues, please
do not hesitate to contact:
Nathalie Martin

Stéphane Henrion

(+33 1 56578629)
(+33 1 56574139)

Hungary

7. Bill for New VAT Act as of 1 January
2008

The proposed recast of the Hungarian VAT Act
will introduce some very significant reforms,
many of which will impact on the FS sector.

Instead of the current regime based on
references to a statistical register of services, as
of 2008 a list of exempt financial services will be
introduced following the VAT Directive. FS
operators should be aware that the scope of
exempt financial services as such will become
narrower. However, VAT exempt outsourcing
may become possible, offering new VAT
optimization and structuring opportunities.
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VAT grouping will be totally reworded - the
foundation of VAT groups will become less
restricted, and will introduce a single taxable
personality for the VAT group.

For more information regarding this issue, please do
not hesitate to contact

Laszlo Elkan (+36 1461 9233)

Felix Becker (+36 1 461 9667)
Ireland
8. Proposed new rules dealing with VAT

on property transactions

Under proposed new rules due to be enacted in
Ireland in 2008 with an implementation date of 1
January 2009, all leases of property of whatever
duration will be exempt from VAT. There will be
an option to tax these transactions, but only
where the recipient has an entitlement to at
least 90% input tax credit.

However, with regard to the possible effects of
these measures on the commercial property
market the Minister for Finance has announced
a measure of relief for such transactions. The
relief provides that the current VAT rules can
apply to transactions negotiated prior to the
publication of the Finance Bill (expected late
January/early February 2008), provided that the
transactions fulfii some specific requirements
and are reported to the Revenue. If the
conditions are met, the new provisions will not
apply to these transactions.

For more information regarding this issue, please do
not hesitate to contact

Colm Blaney (+35317926741)

The Netherlands

9. Dutch VAT rate

The Dutch government plans to increase the
general Dutch VAT rate to 20%, as of 1 January
2009. The current VAT rate is 19%.
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10. Dutch Supreme Court refers questions
to the European Court of Justice on
the extent of the exemption for cost
sharing groups (“koepelvrijstelling”)

The Dutch Supreme Court is considering

whether the VAT exemption for cost sharing

groups can also be applied to charges for
individual costs or whether it only applies where
services are rendered to all participants and the
costs are shared between the participants on
the basis of a fixed allocation key. The Dutch
Supreme Court has referred this question to the
European Court of Justice.

11. Dutch Ministry of Finance determined
to retain VAT taxable status of asset
management services to pension
funds

The Dutch government is refusing to consider
exempting the asset management of Dutch
pension funds. In other European countries like
Luxembourg and Belgium these services are
already VAT exempt.

This position is contrary to the efforts taken by
the Dutch Ministry to promote the Netherlands
as a beneficial country for financial institutions,
thus also to the fact that pension funds are
appointed as financial institutions which are
especially welcome in the Netherlands.

12. Holland Financial Centre foundation

The Holland Financial Centre foundation
(hereafter: HFC) was established in July 2007.
The HFC is a joint initiative of organizations of
the financial sector, such as banks, insurers,
pension funds, asset managers, audit firms
(including PricewaterhouseCoopers) and the
government.

The purpose of HFC is to ensure that the Dutch
financial sector retains and strengthens its
international position. Therefore the HFC will
amongst others participate in consultations with
organizations that are involved in the
development of the financial sector.

For more information regarding these issues, please
do not hesitate to contact:
Frans Oomen

Yolanda van Vught

(+31 20 568 4781)
(+31 20 568 4371)
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Sweden
13. Changes in the Swedish VAT Act

New rules will be introduced in Sweden on the
valuation of goods and services supplied to or
from businesses with a limited right to deduct
input VAT and the repayment of input VAT on
supplies to non-EU individuals.

For transactions below and above market value
between related parties the tax base should be
the market value and not the actual
compensation received. Market value is defined
as the total amount that a buyer in open
competition would have to pay to an
independent seller for a specific product or
service. If there are no established comparable
sales of goods the market value will be
determined according to special rules such as
purchase price etc.

The right to refunds of input VAT is extended to
cover supplies of exempt financial services to a
non business person living outside the EC.

These amendments are expected to take effect
on 1 January 2008. However, the bill has not
yet been passed in Parliament, so this date may
change.

For more information regarding this issue, please do
not hesitate to contact

Henrik K Gustafsson (+46 8 555 338 27)

UK

14. EU review of VAT and financial
services - Update

Following a recent meeting with the European
Commission, it is our understanding that the
formal proposal for legislation modernizing the
exemptions is now due in November, and the
Commission has taken on board many of the
representations made. However, the
implementation of the mandatory option to tax
and exempt cost-sharing vehicles is likely to be
delayed.
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15. VAT claims in respect of fund
management services

Following the ECJ ruling in JP Morgan
Claverhouse Investment Trust plc and the
Association of Investment Trust Companies (C-
363/05), HMRC has issued Revenue and
Customs Brief 58/07 advising its current position
on claims for VAT charged on fund
management services provided to investment
trust companies (ITCs). HMRC's reference to
the ECJ ruling as “guidance to the Tribunal”
confirms indications that HMRC will continue
with the litigation, suggesting significant further
delays will occur in resolving these claims. The
Brief also announces that claims in respect of
the management of other types of funds will not
be entertained, including claims which have
already been submitted and appealed to the
Tribunal.

For more information regarding these issues, please
do not hesitate to contact:

Martin D. Kelly (+44 131 260 4150)

Non EU-news

Australia

16. ATO compliance plan for FS

The Australian Taxation Office (ATO)'s latest
Compliance Program includes a special focus
on Goods and Services Tax (GST) issues
specific to the Financial Services industry. In
addition to the general audit focus of the ATO,
they identify the following Financial Services
issues:
Supplies of services to associated entities
at less than market value;
Recovery of GST wusing a fair and
reasonable apportionment methodology;
GST incorrectly recovered on costs related
to mergers and acquisitions;
GST incorrectly recovered on costs relating
to ‘financial supplies’ made before 1 July
2000; and
GST incorrectly recovered on trustee service
costs by including reimbursements out of the
trust property as consideration for a service.
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The ATO’s response to these issues includes
possible public rulings, audits, and advice to
Treasury to amend the GST law where it is
considered necessatry.

17.  Input tax deduction on acquisitions for
the benefit of subsidiaries

The National Tax Liaison Group GST
Subcommittee is considering whether a
taxpayer which makes acquisitions solely or
partly for the purpose of increasing its
distributions from a subsidiary should be denied
input tax credits to the extent that the
acquisitions are made for that purpose.
Arguably, if a taxpayer chooses to bear costs
that enhance the profitability of its subsidiary,
the acquisitions it makes are not eligible for
input tax credits to that extent. The
Commissioner takes the view that meeting the
costs of goods and services for the benefit of
subsidiaries constitutes a supply made to the
subsidiary in the course or furtherance of the
taxpayer’s enterprise and the GST Act will deem
a taxable supply by the taxpayer to its
subsidiary. However, it is unclear whether the
Commissioner will then allow full input tax
credits based on this supply.

18. Test case funding on the meaning of
‘arranging’ services for securities
trading

The latest Annual Report of the Commissioner
of Taxation includes a note that test case
funding has been approved for a case involving
the meaning of the term ‘arrangement’ under
GST Regulation 70, which provides a 75 per
cent reduced input tax credit for acquisitions of
‘arranging’ services related to securities trading.
This is the item most often invoked to claim a
reduced input tax credits in corporate
restructures and M&A transactions.

The Test Case Funding Program is one
whereby the ATO agrees to fund (fully or
partially) test cases which are considered to be
precedential and important. However, granting
test case funding does not necessarily mean
that a case will proceed to litigation (it could, for
example, be settled out of court).

For more information regarding these issues, please
do not hesitate to contact:
Kevin O’'Rourke (+61 2 826 63114)
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Contact

For more information, please do not hesitate to contact your local PricewaterhouseCoopers Indirect Tax expert or one of

the experts mentioned below:

Australia

Kevin O'Rourke

tel: +61 2 826 63114
kevin.orourke@au.pwc.com

Germany

Sylvia Neubert

tel: +49 69 958 56235
sylvia.neubert@de.pwc.com

Poland

Marcin Chomiuk

tel: +48 225 234 760
marcin.chomiuk@pl.pwc.com

Austria

Christine Sonnleitner

tel: +43 1 50188 36 05
christine.sonnleitner@at.pwc.com

Belgium

Ine Lejeune

tel: +32 9 268 8300
ine.lejeune@pwc.be

Bulgaria

Tania Pavlova

tel : +359 2 91 003
tania.pavlova@bg.pwc.com

Cyprus

Chrysilios Pelekanos

tel: +357 22 555280
chrysilios.pelekanos@cy.pwc.com

Greece

Mary Psylla

tel: +30 210 687 4444
mary.psylla@gr.pwc.com

Hungary

Tamas Locsei

tel: +36 1 461 9358
tamas.locsei@hu.pwc.com

Ireland

John Fay

tel: +35317048701
john.fay@ie.pwc.com

Italy

Nancy Saturnino

tel: +39 02 9160 56 02
nancy.saturnino@it.pwc.com

Portugal

Mario Braz

tel: +351 21 7914 4053
mario.braz@pt.pwc.com

Romania

Diana Coroaba

tel: +40 212 028 693
diana.coroaba@ro.pwc.com

Slovakia

Eva Fricova

tel: +421 2 59 350 613
eva.fricova@sk.pwc.com

Slovenia

Crtomir Borec

tel: +38 614 750 152
crtomir.borec@si.pwc.com

Czech Republic

Vaclav Patek

tel: +420 251 152 569
vaclav.patek@cz.pwc.com

Lithuania

Kristina Bartuseviciene

tel: +370 5 2392 365
kristina.bartuseviciene@lIt.pwc.com

Spain

Miguel Blasco

tel: +34 9 1568 4798
miguel.blasco@es.landwellglobal.com

Denmark

Jan Huusmann Christensen

tel: +45 39 459 452
jan.huusmann.christensen@dk.pwc.com

Estonia

Tanja Kriisa

tel: +372 6 141 970
tanja.kriisa@ee.pwc.com

Finland

Juha Laitinen

tel: +35 89 228 01409
juha.laitinen@fi.pwc.com

France

Stéphane Henrion

tel: +33 1 56574139
stephane.henrion@fr.pwc.com

Luxembourg

Michel Lambion

tel: +352 494 848 3126
michel.lambion@Iu.pwc.com

Malta

David A. Ferry

tel:’+356 256 46712
david.ferry@mt.pwc.com

The Netherlands

Frans Oomen

tel: +31 20 568 47 81
frans.oomen@nl.pwc.com

Norway

Yngvar Engelstad Solheim

tel: +47 95260657
ynvar.engelstad.solheim@nl.pwc.com

Sweden

Lars Henckel

tel: +46 85 553 3326
lars.henckel@se.pwc.com

Switzerland

Tobias Meier Kern

tel: +41 58 792 43 69
tobias.meier@ch.pwc.com

United Kingdom

Cathy Hargreaves

tel: +44 207 212 5575
cathy.e.hargreaves@uk.pwc.com
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Disclaimer. Clients receiving this Alert should take no action without first contacting their usual PricewaterhouseCoopers Indirect

Tax Advisor.

PricewaterhouseCoopers (www.pwc.com) provides industry-focused assurance, tax and advisory services to build public trust
and enhance value for its clients and their stakeholders. More than 130,000 people in 148 countries work collaboratively using
Connected Thinking to develop fresh perspectives and practical advice. “PricewaterhouseCoopers” refers to the network of
member firms of PricewaterhouseCoopers International Limited, each of which is a separate and independent legal entity.

*connectedthinking is a trademark of PricewaterhouseCoopers LLP.




