Property - Proposed New VAT Regime
Urgent Action Required

© 2007 PricewaterhouseCoopers. All rights
reserved. "PricewaterhouseCoopers" refers to
the network of member firms of

PricewaterhouseCoopers International Limited,

each of which is a separate and independent
legal entity. PricewaterhouseCoopers, One
Spencer Dock, North Wall Quay, Dublin 1 is
authorised by the Institute of Chartered
Accountants in Ireland to carry on investment
business. Designed by PwC Design Studio
(00552)

*connectedthinking

Background

You are probably aware that the Minister for
Finance has announced the intention to introduce
a new VAT on Property Regime which will be
radically different to the current system. It is
generally accepted that the current system is
overly complicated often requiring significant due
diligence to ascertain the VAT implications of
property transactions. It is strongly expected that
the new regime will be introduced in Finance Act
2008 and a Report together with draft legislation
have been published by Revenue as part of the
consultative process.

Although the expected commencement date is the
second half of 2008 or 2009, it is critical that the
proposals are immediately considered in any
pipeline transactions to identify any potential
exposures - could involve significant leakage of
VAT. Indeed some of the proposals will, in effect,
have retrospective effect; particularly in identifying
and recording any development/acquisition costs
or refurbishment works undertaken in the last 20 or
10 years respectively. For partially exempt
businesses, with the introduction of a "Capital
Goods Scheme" (which will spread out the VAT

recovery position for defined capital goods over
the deemed VAT life), it is expected that there will
be winners and losers depending on the
fluctuation in their VAT recovery position.

The main differences are that the sale of second
hand properties and all occupational lettings
(regardless of duration) will be exempt from VAT,
with options to tax in certain circumstances.
These exemptions may lead to significant VAT
leakage and their impact together with the option
to tax should be carefully considered to ensure the
best VAT result. Attached is our matrix which was
previously circulated.

What properties are likely to be
affected?

The simple answer is that every business premises
is likely to be affected by the new rules which
include the spreading of VAT over the VAT life of
the property (20 or 10 years depending) by
reference to the use to which that property is put.
It will be necessary to identify the opening position
for every business premises on commencement of
the new rules.
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Urgent Action Required Now?

Anyone involved in any pipeline transactions should immediately
assess the VAT implications in light of the proposals including, in
particular, the likely timing of the transaction i.e. is the transaction likely
to be taxed under the current rules (with the need to consider the
future implications) or under the new rules which may give rise to a
very different VAT result than that currently anticipated. Such pipeline
transactions may include:-

e New Leases/ Sub-Leases e Sale of Second-hand properties

* Exercising Break or e Unwinding of Capital
ExtensionClauses Allowance Structures

¢ Existing/planned waivers of
exemption

Potential Impact of the New Rules
The proposed VAT changes will impact on many areas including:-

e Commercial and legal issues including negotiation of terms and
conditions, funding requirements and legal agreements.

e Other tax consequences including income tax, corporation tax,
capital allowances, capital gains tax and stamp duty.

* New accounting and VAT recording requirements with the need to
consider systems and IT needs.

* Risk assessment including the potential leakage of significant
amounts of VAT.

PwC - VAT "Passport"

As part of the PwC response to the new VAT proposals we are
developing a new software tool to facilitate the recording of VAT costs
incurred on the development / acquisition and refurbishment of
properties required for the VAT life of each property by reference to the
accounts year-end and annual input VAT recovery rates. This will be of
assistance to anyone holding a property interest for VAT purposes
including property owners, landlords, tenants etc. This data will also
be required in the event of the disposal of a property interest i.e. to
determine the VAT payable, if any, on the disposal and also to enable
the acquirer of the interest to properly account for VAT for the
remainder of the VAT life of the property. Failure to keep proper
accounting records may cause significant commercial and legal
consequences for property transactions.
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Conclusion

These are the most radical proposals in the VAT on Property Rules
since the introduction of VAT some thirty five years ago. All business
related properties are likely to be affected with the need to obtain and
record retrospective and prospective data and the need to plan and
operate the VAT rules by reference to the current rules, proposed
transitional rules and proposed new rules.

It is critical to factor in these new proposals immediately for any
pipeline transactions and also to commence the process of identifying
the VAT status of all properties and quantifying the amount of residual
VAT at issue by reference to the VAT life of the properties.

The PwC VAT team is here to advise you on the VAT implications at this
present time of uncertainty regarding the new rules and also to support
you as the proposals go through the legislative process. We will be
happy to assist you in evaluating the likely impact of the new proposals
as set out above and give you a demonstration of our VAT "Passport"
recording tool.

A PwC VAT on Property Briefing will be held in February 2008 which
will take into account the expected changes in Finance Bill 2008.

Should you require further information on the above
please call your usual PwC contact or one of the
following members of our VAT team:

John Fay
01 - 792 8701

Caroline McDonnell

01 - 792 6526

Sean Brodie

01 -792 8619

Tom Corbett
01 - 792 5462
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2008 Proposed VAT on Property Changes Summary

Freehold - Current Treatment Freehold - Proposed Treatment

Whether new or used VAT is levied only where the property VAT will be charged on the first supply of all NEW

has been developed or re-developed since 1 Nov 1972 and buildings and the land on which they stand when
where certain other conditions are met. sold within 5-years of completion, otherwise sale will
be exempt;

A second sale of a NEW building, if within 5-years of
completion will also be liable to VAT unless the
building has been occupied for two years or more
following completion;

The supply of a USED building (i.e. not a new
building) will be exempt from VAT. However, the sale
can be opted to tax provided both the seller and the
purchaser agree to this.

Lettings - Current Treatment Lettings - Proposed Treatment

Different treatments applied to lettings for periods of 10-years A letting, irrespective of its duration (long or short)
or more and lettings for periods of less than 10-years. will ordinarily be exempt from VAT.

For leases for 10-years or more, whether a letting of a new or  There will be an option to tax (see other side) that
used property, VAT is levied only where the property has been may be possible subject to certain conditions.
developed or re-developed since 1 Nov 1972 and where

certain other conditions are met. VAT is levied on a

capitalised value and payable in full up front at the

commencement of the lease.

Lettings of less than 10-years are exempt from VAT but the
landlord may waive this exemption.
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Option To Tax (waivers) - Current Treatment Option to tax - Proposed Treatment

An option to tax arises only in relation to lettings for periods of less than 10- Options to tax will be possible in respect of individual transactions.
years.

Options to tax will be possible for both otherwise exempt freehold and
Where a waiver is exercised it applies to all that persons lettings for periods  leasehold transactions.

of less than 10-years (some exceptions apply).
In the case of leaseholds, options to tax will only be permitted if both

VAT at 21% is applied to the rents as they fall due. landlord and tenant agree AND if the tenant's business is mainly taxable
(90% recovery or more);

The letting of residential property will be exempt and excluded from the
option to tax.

Assignments & Surrenders - Current Treatment Assignments & Surrenders - Proposed Treatment

The surrender or assignment of a lease which was for a period of 10 years Landlord and new tenant must jointly agree an option to tax on the new
or more when created is taxable where certain conditions are met. When letting otherwise landlord would suffer a clawback of VAT through the
taxable, VAT is levied upfront based on a capitalised value of the remaining capital goods scheme (see below).
life of the lease.
Option to tax will cover all leases (subject to the option to tax conditions as
When a waiver is in effect, an assignment or surrender of a short lease has above) irrespective of duration representing a significant change in the
no direct VAT consequences since the short letting is treated as a supply of  treatment of the assignment or surrender of long leases.
a service.

New Capital Goods Scheme Finance Act 2007

A VAT CAPITAL GOODS SCHEME is to be introduced requiring Waivers

businesses to review, on an annual basis, the amount of VAT that they

initially recovered on the purchase of a property over a 20 year period. The option to waive exemption from VAT in respect of short term lettings
The scheme allows for both additional recovery and a clawback of VAT (lettings of less than 10 years) will no longer be available in respect of
previously deducted during the 20 year adjustment period. residential lettings. This will take effect on the passing of the Finance Act.

Waivers on existing properties will not be affected.
The Capital Goods Scheme will apply to the supply of existing buildings;

A 10 year adjustment period will also be introduced on the refurbishment
of a property allowing for both additional recovery and a clawback of VAT
previously deducted.

This summary is intended to provide a general guide only to the subject matter and is necessarily in a condensed form. It should not be regarded as a basis for ascertaining the liability to tax in
specific circumstances. Professional advice should always be taken before acting on any information.

Contacts:

JOHN FAY
01 792 8701

CAROLINE MCDONNELL
01 792 6526

SEAN BRODIE
01792 8619

COLM BLANEY
01792 6741

TOM CORBETT
01 792 5462

© 2007 PricewaterhouseCoopers. All rights
reserved. "PricewaterhouseCoopers" refers to
the network of member firms of
PricewaterhouseCoopers International Limited,
each of which is a separate and independent
legal entity. PricewaterhouseCoopers, One
Spencer Dock, North Wall Quay, Dublin 1 is
authorised by the Institute of Chartered
Accountants in Ireland to carry on investment
business. Designed by PwC Design Studio
(00552)





