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Editorial

We are pleased to present you with the PricewaterhouseCoopers Financial Services VAT Alert
containing the latest European VAT news in the sector. 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.ocomen@nl.pwc.com)
Partner VAT - Financial Services
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BELGIUM
1. Royal Decree on VAT grouping
published

Referring to FS VAT Alert 2006/11 in which we
announced VAT grouping would be introduced
with effect as from 1 April 2007 in Belgium, we
are now pleased to confirm that the Royal
Decree (no. 55) has been published on 15
March 2007.

The Royal Decree confirms that taxable persons
established in Belgium that are legally
independent, but are closely bound to one
another by financial, economic  and
organisational links can opt for VAT grouping.

However, in case a top holding opts for VAT
grouping and has a direct holding of more than
50% in its Belgian based subsidiaries, VAT
grouping is  obligatory between these
subsidiaries (50% rule). Only where proof can
be provided there are no economic or
organisational links, can these subsidiaries be
excluded from the VAT group (opt-out
possibility).

The Royal Decree also outlines when a VAT
group starts, how long it should last (i.e.
minimum 3 years) and when a VAT group
comes to an end. Furthermore, it deals with the
appointment of the representative member to
the Belgian tax administration and comments on
insolvency procedures.

At this stage, PwC Belgium is assisting the
Belgian FS Industry Association in providing
input to the Belgian tax administration on the
draft administrative circulars dealing with
auditability rules and with the practical
implementation of VAT grouping (i.e. rules on
the notion of VAT grouping and the capacity of
the various members and on the determination
of the right to deduct VAT).

For more detailed information, please do not hesitate
to contact:

Ine Lejeune (+32 92 68 83 00)
Inge Stuyver (+32 3259 31 81)
Bart Caluwé (+32 32 59 31 95)
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FRANCE

2. Unbundled commissions (distinction
between research and execution
services)

Although discussions with the French financial
markets authority (AMF) regarding the
regulatory aspects of this issue are ongoing, it
has not been possible to establish a dialogue
with the French tax authorities (DLF) regarding
the tax treatment of unbundled commissions.

On the regulatory side, the AFEI-AFG good
practice charter (a charter prepared by the trade
associations which defines the framework for
services between management companies and
brokers) should be updated in the very near
future.

From a tax, and in particular a VAT point of
view, discussions are well underway between
market operators, tax and legal specialists and
the trade associations, focusing on VAT issues
relating to unbundled commissions and, in
particular, the need for consistency between the
legal, regulatory, billing and accounting aspects
in order to determine the appropriate VAT
treatment. Landwell & Associés will continue to
work closely with the trade associations.

For more information, please do not hesitate to
contact:

Nathalie Martin
Stéphane Henrion

(+33 1 56 57 86 29)
(+33 1 56 57 41 39)

IRELAND

3. Guidelines on VAT treatment of
seconded staff costs

The Irish Revenue have issued revised
guidelines in relation to the VAT treatment of
charges made in respect of the secondment of
staff to companies established in Ireland from
related foreign companies.

The newly announced Revenue concession,
which is effective from 1 January 2007, means
there will no longer be a requirement to account
for the reverse charge on supplies of staff
where all the following criteria are met:
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e the staff are seconded from a foreign
company into an Irish company or branch
within the same group structure (as
defined);

e the Irish company or branch must exercise
control and day-to-day management over
the secondee, or the secondee must have
managerial responsibilities over the lIrish
company or branch;

e PAYE and PRSI (withholding and social
security taxes) must be operated in respect
of the remuneration of the secondee as per
the current rules regarding inbound
secondees, either by the Irish or the
foreign company.

For more information, please do not hesitate to
contact:

Colm Blaney (+353 1662 67 41)

SWITZERLAND

4, Amendments taxation of collective
investments

As per 1 January 2007 the new law for
collective investments (KAG) has come into
force, introducing a wider choice of regulated
collective investment vehicles such as SICAVs,
SICAFs and Limited Partnership for Collective
Investments (in addition to the already existing
investment fund without legal personality).

The Swiss Federal Tax Administration has
published a draft of a guideline which basically
states that the only change to the administration
of collective vehicles will be that the retention
fees paid for the distribution of foreign collective
investment vehicles authorized for public
distribution in Switzerland will no longer be
exempt with credit but exempt without credit.

As the previous practice of treating these
retention fees as exempt with credit was never
properly communicated by the Swiss FTA in the
past, it may be worthwhile checking whether
any additional recovery of input VAT from earlier
periods is possible.

For more information, please do not hesitate to
contact:

Tobias Meier Kern (+41 58 792 43 69)
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UNITED KINGDOM

5. Advocate General opens the door for
extension of VAT exemption to closed-
ended Collective Investment Schemes
and Investment Trusts

JP Morgan Fleming Claverhouse Investment Trust
plc & the AITC v Commissioners of HM Revenue &
Customs

The Advocate General has delivered an opinion
in the JP Morgan Claverhouse case that offers
support to the Appellant's claim that VAT
exemption for the “management of special
investment funds as defined by Member States”
should extend to the management of
Investment Trust Companies. Should the ECJ
ultimately follow the opinion it could open the
door to VAT exemption for many other
investment vehicles.

The case arose from a challenge made by JP
Morgan Claverhouse to the imposition of VAT
on the fees charged to it by third parties for the
management of the Investment Trust's assets,
arguing that the services fell within the fund
management exemption in article 135(1)(g) of
the EC VAT Directive (formerly 13B(d)(6) of the
EC Sixth VAT Directive).

The AG's opinion proposes that the ECJ should
hold that the words ‘special investment funds’
are capable of including closed ended
investment funds, such as investment trust
companies.

The AG also recommends that Member States
have full discretion to define which special
investment funds qualify for VAT exemption, but
such discretion must be exercised in
accordance with the principle of fiscal neutrality
which requires all similar and competing special
investment funds to be treated equally for VAT.

Finally, the AG has advised that article
13B(d)(6) (135(1)(g) EC VAT Directive) has
direct effect, despite the discretion that a
Member State has in applying the exemption,
where that discretion has been applied in a
manner that offends the principle of neutrality.
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All taxpayers potentially affected by the case —
including funds, fund managers, and (following
Abbey National) fund administrators - should
take immediate steps to assess the impact of
the judgment on their VAT and contractual
position.

For more information, please do not hesitate to
contact:

Nick Skerret (+44 20 7804 2054)

6. HMRC guidance on the VAT treatment
of hedging transactions

Revenue & Customs Brief 05/2007

HM Revenue & Customs (HMRC) have
published a Revenue Brief which sets out their
views on the VAT treatment of hedging
transactions following their defeat in the Willis
Pension Trustees Ltd (Willis) case.

The Willis case concerned a pension fund which
held substantial investments in overseas
equities. As Willis was liable to make pension
payments in sterling, and the sterling value of its
overseas investments fluctuated with exchange
rates, it entered into a large number of FOREX
transactions with a view to hedging its position.

HMRC took the view that Willis had made
supplies of services for VAT purposes to the
extent that it made a profit from the FOREX
transactions.

The Tribunal decided that Willis had made
supplies to the counter-party banks, but these
supplies were not made for any consideration.
The Tribunal also indicated that the same
principles could apply to other financial
transactions such as interest rate swaps if they
are entered into for hedging purposes.

Revenue Brief 05/2007

HMRC has now set out its policy in relation to
the Willis decision. HMRC have sought to
narrow the application of the decision, and now
consider that FOREX transactions are supplies
where a business adopts “a spread position”,
even if this is done to reduce an “exposure
position in forex that you hold”.
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In HMRC'’s view, a business adopts a spread
position if it is able “to set the selling price” even
if only “mimicking market movements”.

HMRC have also sought to confine the Willis
principles to FOREX transactions, although they
admit that Willis could apply in particular cases
to other transactions.

The attempt by HMRC to restrict the Willis
decision to FOREX transactions appears
flawed, and should not prevent businesses from
arguing that interest rate swaps, contracts for
differences and other derivative instruments
should be ignored where they are entered into
for hedging purposes.

For more information, please do not hesitate to
contact:

Nick Skerret (+44 20 7804 2054)
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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:

Austria

Christine Sonnleitner

tel: +43 1 50188-3630
christine.sonnleitner@at.pwc.com

Belgium

Ine Lejeune

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

Bulgaria

Malina Marinova

tel : +359 2 935 5132
malina.marinova@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 14 619 358
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

Denmark
Jan Huusmann Christensen
tel: +45 39 459 452

jan.huusmann.christensen@dk.pwc.com

Estonia

Ain Veide

tel: +372 6 141 978
ain.veide@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

Lithuania

Kristina Bartuseviciene

tel: +370 5 2392 365
kristina.bartuseviciene@It.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

Spain

Miguel Blasco

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

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
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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.




