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ADVANCE \D 7.20
VAT ON INTERNET DELIVERED 

SERVICES IN EUROPE

May 2002

The European Union has now confirmed a directive that will require all EU member states to apply new provisions by 1st July 2003 to implement the imposition of VAT on Internet delivered information or services within the EU.

The present rules give a competitive advantage to non-European vendors of electronically delivered information and services, since, under the current regulations, sales of these services are generally taxable only in the location of the supplier.

For EU companies this means that VAT is applied to the services, whereas the provision of these services from outside of the EU is currently not subject to VAT.

The non-EU seller of services therefore has a clear competitive advantage over its European counterpart.

The New Regulations

Under the new rules, sales of electronically delivered services are to become taxable, taking into consideration the location of the customer. The result will be that EU suppliers will no longer have to collect VAT on sales to non-EU customers and non-EU suppliers must include VAT on sales to consumers in the EU.  

The directive itself confirms the following list of electronically delivered services as being affected by the ruling:

· Web site supply, web-hosting, distance maintenance of programs and equipment.

· Supply of software and updating of programs.

· Supply of images, text and information and the provision of access to databases.

· Supply of music, films and games, including games of chance and gambling games, and the supply of political, cultural, artistic, sporting, scientific,  entertainment broadcasts and events.

· Provision of distance teaching.

Registration for VAT

To enable VAT to be added to the cost of supply by non-EU vendors, a registration in one of the member states of the European Union will be required.

The intention is for all VAT remittances and compliance to be organised through the country in which the seller is registered. The country of registration will then remit-on the tax it collects to other EU states in which the sales have been made.  

It is important to note VAT will be charged based on the rules applicable to the customer’s country.  With 15 EU Member States this could mean 15 different rates of VAT could be charged (presently from 25% for Denmark to 13% for Madeira).  

The home address of every customer will need to be obtained, VAT calculated dependent upon that information and the information then passed, together with the VAT, to the authorities. There are clearly complications in establishing the location of each customer in the EU and whether or not the customer is VAT registered in their own country of residence.

Registration of a Subsidiary

A simplification of the issues relating to the requirement to register for VAT may well  be achieved by opting for the registration of a subsidiary in a country where the VAT rate is at its lowest. This will then enable the supplier to retain an ongoing competitive advantage over other local EU suppliers.

Madeira, with a VAT rate of 13%, provides the best rate location.

For clarity of operation it would also be best to plan the incorporation of a company in Madeira to undertake the activity, as this company would be a separate entity registered within the EU and automatically registered for VAT in Portugal.

The complication of the need to clarify the location of the customer within the EU may then not arise, as local Portuguese VAT regulations would apply and the entity would be regarded as a normal EU enterprise.

Madeira’s special tax regime would enable the profits within the company operating in Portugal to be sheltered from any corporate tax or any withholding tax on the distribution of profits.

Summary

The final rules for the imposition of EU VAT on electronically delivered services will not be definite until 2003.  Whatever the final provisions, it is very likely that they will adversely affect non-EU vendors.

Action should be taken now to organise the provision of these services from Madeira through a locally incorporated subsidiary.  

At present the competitive advantage relating to VAT on Internet delivered services in Europe is with non-European vendors.  Under the new rules it will be with European vendors.  Our suggested solution of a Madeira registered subsidiary will turn a non-European vendor into a European vendor for these purposes and allow them to take advantage of the lowest rate of VAT in Europe.

This note is intended for general guidance only. There may be additional considerations that need to be taken into account in certain cases. If you require further information, we will be happy to provide more detailed advice based on your particular circumstances.

If you require more information please contact us.








