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New Rules VAT Package Applicable
as of 1 January 2010

The EU, which currently consists of 27 member states, has
common rules to all the member states as for value added tax
(VAT) as set forth in EU System Directive, EU Eighth Directive and
EU 13th Directive.

In 1993, VAT taxation rules changed fundamentally and the
customs border was abolished in EU. Now a similarly big revision
is about to be performed for the VAT rule on intra-Community
supply of services. Last December, a bill was submitted to make
significant changes regarding the rules on place of supply of
services supplied to businesses/entrepreneurs (B2B) and to
customers (B2C), cross-border VAT refunds and the administrative
cooperation and the exchange of information between EU Member
States. That is the so-called ‘VAT package’. Following the
agreement of European Council on the framework of these new
regulations, Committee of Ministers passed the bill on 20 February
2008.

The final adoption of the VAT package will certainly bring about a
revolution for businesses engaged in cross-border trade.
Companies will have to rethink the planning of their service flow as
well as their compliance and reporting obligations.

Now that cross-border supply of goods and services is more and
more active in 27 Member States of EU, one of the most
substantial issues on VAT taxation is how to determine ‘place of
supply’ for each transaction. Especially as for services, for the time
being, as a general rule the supply is taxable where the supplier is
established. However, there are a broad range of special rules for
specific types of services, so rules on place of supply are quite
complex.

The primary aim of the adopted changes is to levy VAT at the
actual place of consumption of the services. This should reduce
international tax planning using wide differences of tax rates
between EU Member States. A precondition for the changes was
that they should not lead to an additional administrative burden on
businesses. It can be questioned whether that condition is met.
The reverse charge mechanism will be applicable to a majority of
the B2B services, which avoids having to deal with the
burdensome VAT reclaims on the basis of the Eight and Thirteenth
Directives. Businesses are however confronted with a new

listing obligation for all cross-border services.
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Essentially, the new B2B rules are the mirror image of the current rules. As a ‘general rule’ after the revision,
B2B services will be taxable where the customer of the services is established, whereas for B2C services the
general rule remains the same (i.e. taxable where the supplier is established). A number of exceptions to this
rule exist (e.g. cultural services, catering services and services connected to immovable property).

Due to the applicability of the so-called ‘effective use and enjoyment rules’ to a wider range of services, the
place of supply of services can be shifted to the country of consumption even more often.

In this Newsletter the place of supply rules for cross-border services are outlined. Most changes will be
applicable per 1 January 2010. The schedules attached aim to provide you with a practical overview of the
upcoming changes in this respect.

The new ‘general rules’ as of 2010

As of 1 January 2010 two new ‘general rules’ enter into force. The general rule for taxation of B2B services
becomes the place where the customer is established, whereas for B2C services the general rule remains
that these are taxable where the supplier is established.

For so-called ‘general rule’ services this implies the following:

o if these services are supplied to a VAT taxable person established in another EU Member State, the
services are taxable in the country of the recipient;

o if these services are supplied to a customer established outside the EU, the services are taxable in the
country of the recipient;

e ifthese services are supplied to a non-VAT taxable entity that is established in another EU Member State,
the services are taxable in the country of the supplier of the services;

e if certain services are supplied to a non-VAT taxable entity that is established outside the EU, the
services are taxable in the country of the recipient.

A number of fictions are included in the general rules above for reasons of simplification. The general rule for
B2B services also applies to services supplied to taxable persons who also carry out activities which are
outside the scope of VAT. Also nontaxable legal persons who are identified for VAT purposes (have a VAT
identification number) are considered VAT taxable for purchasing services. To a certain extent this could give
rise to VAT planning.

A number of exceptions to both ‘general rules’ (B2B and B2C) exists. At the same time, a number of existing
exceptions are cancelled. It is relevant to understand that Member States can decide to tax certain services,
which under the new rules are taxable in another country, in case those services are effectively used and
enjoyed in that Member State. Because Member States are free to decide whether or not and into what extent
to implement the ‘effective use and enjoyment’-rules, the place of supply rules will vary between the countries
within the EU. Businesses will be required to have knowledge of the specific rules that are applicable in the
Member States of their customers.

Changes after 2010

On 1 January 2011, 1 January 2013 and 1 January 2015 some additional adjustments will become effective.
These are mainly connected to the admission to cultural, scientific and sports events and the ancillary
services related to those events, the hiring of means of transport and pleasure boats, telecommunication
services, radio and television broadcasting services as well as electronically supplied services. For questions
or more detailed information, please do not hesitate to contact us.

PricewaterhouseCoopers 2



Japan Tax Update
August 2008

Overview B2C rules as of 1 January 2010

Place where the underying Senvices by intermediaries
transaction is supplied

Senvices connecied with immovable property, L
including services of estate agents and holday Place where the immovable
accomrmodation’ property is located

Intra-Community fransport of goods

(Cher) ransport of goads, including the Place where the fransport takes
domestic leg of the ntra-Community fransport olace, proporticnate o the
of goods gistances covered

Plaze where the fransport takes
place. proportionate to the Passenger transport services
distances covered

Senvces and ancilany senices relaling to Lintil 31 December 010
cultura. e::lma’.imalrgu'erds. iz, in:JuE:I:I ng the Place where the activities are
services of the crganizers physicaly camied out

WE'h effect fn:rrm' January 2011
Ancilary fransport activities such as loadng, e

uri cadiig, nanding and similar activities actualy take place

Place where the senvces are aluations of and work on movable tangible
phiysically carmied out property

Restaurant and catenng senices

Flace where the means of
Short-term hiring of a means of fransport  (2) transport is actually put at the
disposal of the customer 3

Until 31 December 2012:

Place where the suppleris
estabished (main rule B2C)

Hiring. other than short-term hiring, of a maa&? Until 31 December 2012

of ransport Place where the suppler is

established (man rule B2C)
Hiring of @ pleasure boat, other than shor-term 'With effect from 1 January 2012
hirng 12) Flace where the pleasure boat
is mb,_',';,l:}" put at the :ilﬁpnsaj of
Restaurant and caterng senices physical e
o carned cut en board ihsll:fs arcra -\|:-\|'rlll:'ajn[s!II i "5-'3'3'-‘3"5‘_-:”':'_“:"5':' oy
Point of departure of the during the s=ction of 3 passenger the supplier from the place
passenger ransport operation transpert D|:E|Tl:l1jl:ll'| effected wihin the w"-E'.-.j- ﬂ"lle é..pplerlﬁ

Communiy estalblishe

With effect from 1 January 2013:
Place where the custiomer s
established

Place where the cusiomer is ‘Intellectual senices’ supplied to a non-ELU
established cusiomer L|1EHI31 I‘f::errl::er 2014:
J customer

—T — Place where the suppleris
Cusforner EU non-ELE I — i » E h PR
Place whers th customer s E-llepu;ul':r cally supplied services by a nonEU establshed (4)
establisned [SNB)T) Men-EU customer

P nere th former
Elecul".:-" cally supplied services by an EU E;TEEFHEE B |d%[5]
suppler

With effect from 1 January 2015:
Ellnon-EU customer
Place where the cusiomer is
Radio and television broadeasing senvces established (AMBNT)

Telecommunication sendices

Place where the supplier is .
established {3 Main rule B2C

1. Member States need not apply the tax to that part of the intra-Community transport of goods to
non-taxable persons corresponding to journeys made over waters which do not form part of the
Community.

2. ‘Short-term hiring of a means of transport’ means the continuous possession or use of the means of
transport throughout a period of not more than thirty days (ninety days for vessels).

3. If a Member State implements the effective use and enjoyment rules, the place of supply is where the
effective use and enjoyment of the services takes place.

4. Until 31 December 2014, the application of the effective use and enjoyment rules is mandatory in
situations where, on the basis of the normal place of supply rules, the place of supply of the service is
outside the EU.

5. Until 31 December 2014, the effective use and enjoyment rules cannot be applied to electronically
supplied services to customers outside the EU.

6. With effect from 1 January 2015, the implementation of the effective use and enjoyment rules is optional
for all electronically supplied services that are regarded to take place outside the EU on the basis of the
normal place of supply rules.

7. For EU and non-EU suppliers, the mini-one-stop-shop regime will apply.
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Owverview B2B rules as of 1 January 2010

Services connected with immowvable property,
including senices of estate agents and holday
accommodation’

Frace where the immaowvable
property is located

Passenger ransporn senvices

Uritil 31 December 2010:
Flace wi the actvilies are
physically camed out
With effect from 1 January 2011:
where the cusiomier s
establishad
(main rule B28)

Services and ancllary senvices refating to
cultural, educational events, etc., nduding the
senvices of the organizers

Admizsion to cultural, educational events, etc.
and ancllary senices refated o the admission

Place where the senices ars

pl'l'!,'EI:a"!.' out Restaurant and calenng sensces

Short-tzmn hiring of a means of transport (1)

Restaurant and caterng sensices physically
cut on board ships, aircraft of frains

during the section of a passenger iransport

operalicn effecied withing the Community

Point of departure of the
passenger transport operation

Main rule B2 i)

Place where the ransport takes
place, proportionate o the
disiances covered

With effiect from 1 January 2011:
Flace where the events actualy
take place

Flace where the means of
transport is actualy put at the
disposa of the cusiomer (2

Place where the customer is
established (2

1. ‘Short-term hiring of a means of transport’ means the continuous possession or use of the means of
transport throughout a period of not more than thirty days (ninety days for vessels).
2. If a Member State implements the effective use and enjoyment rules, the place of supply is where the

effective use and enjoyment of the services takes place.

3. The following services are, amongst other services, subject to the new main rule for B2B services (list is

not exhaustive):
a) Valuations of and work on movable tangible property

b) Ancillary transport activities such as loading, unloading, handling and similar activities

c) Transport of goods
d) Services by intermediaries

e) "Intellectual services" that currently fall under art. 56(1) VAT Directive
f)  Services that currently fall under the main rule of art. 43 VAT Directive
4. The reverse charge mechanism applies. For services to which the reverse charge mechanism applies,

there is a requirement to file an EC Sales listing.

The above information is based on the Newsletter entitled “Place of supply, New rules VAT Package

applicable as of 1 January 2010” published by PricewaterhosueCoopers.

For more information, please consult your international tax representative or contact any of the

following members listed below:

Zeirishi-Hojin PricewaterhouseCoopers
Kasumigaseki Bldg. 15F

2-5 Kasumigaseki 3-chome
Chiyoda-ku, Tokyo 100-6015
Telephone: 81-3-5251-2400
http://lwww.pwc.com/jp/tax

Partner Masanori Kato 813-5251-2536

Manager Fumiko Amano 813-5251-2693

masanori.kato@jp.pwc.com

fumiko.f.amano@jp.pwc.com
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