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Editorial

DearReader,
We are pleased to present the WTS Global VAT News edition for Q4 2019.

This issue of the WTS Global VAT News reports on recent or expected changes in VAT and GST
regulations and compliance duties in various EU and third countries.

This newsletter reports on recent developments in China regarding preferential VAT policies
for certainindustries, which is part of the continuous development of Chinese VAT reform.

We provide information about the start of the last stage of electronic sales registration (EET)
inthe Czech Republic.

In Hungary, the online invoice reporting system was implemented in July 2018. In their
article, our Hungarian WTS Global partners give details about the experiences with the
system and provide information about the developments to follow next year.

Italy will be introducing its Digital Services Tax on January 1, 2020. We report on the general
as pects and requirements of this new tax.

Inthe United Kingdom, a Digital Service Tax ("DST") will come into force on April 1, 2020.
The UK 1 article explains the details of the new tax. The UK Il article provides information
about compa nies' “digital link" with the tax authorities (HRMC) which is created by "Making
Tax Digital for VAT (MTD)" which started for UK businessesin April 2019 and has now been
extended to non-UK companies.

In Portugal, the new obligations forinvoices and other tax-related documents have again
been postponed. Non-resident VAT-registered companies now have time until the end of
2020 to adopt a certified invoicing program.

We hopevyou find our Newsletter useful and we welcome your feedback and suggestions.

If you have any questions regarding any aspects of this Newsletter, please do not hesitate to
contactus.

Yourssincerely,
Jirgen Scholz Gabriele Heemann

WTS Global VAT Team
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Preferential VAT policies for certain industries

The Chinese government has taken concrete measures to implement their tax cut scheme in
fullthisyear, including lowering VAT rates starting from April 1, 2019. According to official
data from the State Administration of Taxation (SAT), China's new policy to cut VAT has saved
703.5 billionyuan (around EUR 90 billion) in the first three quarters of this year.

With the ongoing development of VAT reform, the Chinese government made three an-
nouncements (Announcement[2019] No. 31, Announcement[2019] No. 84 and Announce-
ment[2019] No.87)in Septemberto clarify more implementation measures to cut VAT.

Details

> Input VAT credit for domestic passenger transportation services
The input VAT for domestic passenger transportation services may be credited. However,
the scopeislimited to servicesincurred by an enterprise’'s own employees as well as
those working on secondment.

> Extra deduction of input VAT
Qualified enterprises involved in livelihood services are allowed to enjoy a further 15%
deduction of input VAT for the period from October 1,2019 to December 31, 2021.
Enterprisesinwhich sales turnover obtained from providing livelihood services exceed
50% of its total sales turnover can enjoy this extra input VAT deduction.

> Refund of VAT credits not utilised for certain manufacturing businesses
Starting from April 1, 2019, the Chinese tax authority will allow a refund of VAT credit not
utilised for qualifying enterprises. Announcement[2019] No. 84 hasintroduced a more
preferential refund policy to certain manufacturing businesses, which allows qualified
enterprises of certain manufacturing industries to obtain a bigger VAT refund and to
obtainitearlierthan others.

- Otherimplementation measures on different industries, covering:

1) VATexemption policy for small-scale taxpayers which operatesin less than one tax
period (quarter);

2) Requirements for small-scale taxpayersin the freight transportationindustry to
apply forspecial VAT invoices issued on their behalf;

3) Applicable taxitemsfortransportvehicle cabin contracting and cabin exchange
business;

4) Amountdeducted for construction subcontracting payment;

5) Termination of record-keeping as an approach to simple tax computation for con-
struction services;

6) Application of asimple tax computation forland reclamation and real estate devel-
opment projects;

7) Determining the purchase price for restricted stock;

8) InputVAT deduction forinsurance services;

9) Application oftaxitems on Food & Beverage services;

10) Issue of invoices which apply previous tax rates.
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WTS Observation

> Inthe context of a global economicslowdown and uncertain international relationships,
the Chinese government is facing great pressure from a trickle-down economy. The
ongoing reductionin VAT is helping to promote the development of the real economy,
especially manufacturing business, and to reduce the tax burden on Chinese enterprises.

> Thislargest VAT cutin recentyears not only includes directly cutting VAT rates, but also
covers some preferential VAT treatment and measures for certain special areas. Chinese
enterprises need to update theirtax knowledge promptly and determine whether they
meet the conditions for applying preferential policies.

Start of the last stage of electronic sales registration (EET)

The Act on Electronic Registration of Sales was amended by an act proposed by the govern-
ment of the Czech Republic. The areas to which EET applies will be extended. The third and
fourth stages of EET will commence on May 1, 2020.

What we already know from the previous EET stages

> Natural persons (entrepreneurs) who became liable to register their sales can claim a
one-off personalincome tax credit of up to CZK 5000.

> Inthe event of temporary connection failures, a sales receipt sent within 48 hours will be
takeninto consideration for registration purposesin addition to the usual online registra-
tion of sales.

> Asimplified off-line registration scheme will be permitted upon request if the usual
registration method is objectively impossible on a long-term basis.

Whatis new

> The third and fourth stages of EET give small businesses the option of using a paper form
of EET. This special scheme will apply to traders who do not pay VAT with cash income of
up to CZK 600,000 p.a.and a maximum of 2 employees. Thus, small businesses are free to
choose eitherto register theirsales online orto use the newly introduced paper form of
registration. If they choose the paper format, they must send the tax office a form with
information on the volume of sales and the number of tax documents issued and can-
celled on a quarterly basis. Papersales notes issued by the tax office free of charge will
serve as proof of sale for customers.

- The laststage of EETwillin principle include all other businesses that were not subject to
theregistration obligationin the firstand second stages.
In particular, the liberal professions, transporters, farmers and certain ‘production and
craft’ professions are covered by the third stage. The fourth stage includes selected areas
of ‘craftand production’.

> Sale of Christmas carp from December 18 to 24, social services, prepaid telecommunica-
tion cards, gambling, commercial airtransport and blind taxpayers have been granted an
automatic exemption from EET.
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Along with the government amendment to the EET Act, some supplies have beenre-
classified atthereduced VAT rate of 10%.These include the following goods and services
-> Home care for children, the elderly and the disabled,

> Catering services and the serving of beverages, including draught beer,

> Water and sewerage rates,

Internal cleaning services and window cleaning services in households,
Repair of shoes and leather goods,

Repairand alteration of garments and textile goods,

Bicycle repair,

Hairdressers' and barbers' services,

Lending or renting books,

Drinking water supplied to customers through pipelines under the Act on Water Mains
and Sewers,

> Books, e-books and audiobooks.

v v v v v vy

Reduction of VAT on the above goods and services will apply from the same date as the date
onwhich the laststage of electronic registration of sales started, i.e., from May 1, 2020.

Onlineinvoicing: experiences and version 2.0

Hungaryintroduced its online invoice reporting systemonJuly 1, 2018 forinvoicesissued to
another Hungarian taxpayer with a VAT amount reaching or exceeding HUF 100,000. More
than ayearhaselapsedsoitisworth taking a look at what the experiences with the system
have been and what developments will follow nextyear based on the practical feedback
from taxpayers and the Hungarian tax authority (NAV). In our article, we will focus on this IT
development which aims to reduce the VAT gap in Hungary and detect VAT fraud (needless
tosay, the 27% VAT rate is a temptation for fraudsters).

Taxpayers and tax advisors initially had some concerns as to how the system would work,
but onlineinvoicing has started and the statistics show that millions of invoices have been
uploaded to the Hungarian tax authority. Major discrepancies can trigger tax inspections, so
taxpayers should check the system and may occasionally need to reconcile the reported
datawiththatinthe VAT report.

Practical experiences, errorsinthe systems

> The data uploaded without humanintervention to the Hungarian tax authority's system
and the list supporting monthly VAT returns may differ. Sometimes the reason for this is
obvious, but the online reporting may sometimes be incorrect and this may trigger
exposure to a serious penalty.

> There are companies where the bookkeeping system is notso simple oris outsourced to
non-Hungarianservice providers. The fact thatthe bookkeeping and issue of invoices
take place outside Hungary may not mean that the invoice details are not uploaded to
the Hungarian tax authority.
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- Some taxpayers have problems with cancelling or modifying invoices since they cannot
link them to the originalinvoice(s).

- Downloading information from the system is not easy.

The penalty

Failure to provide data canresultin a default penalty of up to HUF 500,000 (roughly EUR
1,500) foreach missing orincorrectinvoice. We note that in addition to automaticreporting
to the online system of the NAV, there is another administrative liability with respect to
invoices. A “data export” function has to be built into the invoicing software and, at the
request of the Hungarian tax authority, taxpayers have to hand over the XMLfile including
alltheinvoice details for the period under review.

Increasing administration

The online invoicing system generates error and warning messages if there is any problem with
the XML files submitted. Itis vital to review these replies from the Hungarian tax authority. In our
experience, the Hungarian tax authority's system still needs some development (verification
of invoices submitted orissued to taxpayers could be renewed and developed further).

Whatliesaheadin2020?

Taxpayers' developers and in-house IT experts can review the new development documen-
tation on the website of the Hungarian tax authority. By checking this website (available in
Hungarian, English and German), it can be seen that the developer's documentation of
version 2.0 ofthe Online Invoicing System as well as scheme descriptors are available now
and can be downloaded from the Documentation menuitem.

Allthe functions of version 2.0 of XML APl have been available in the test environment since
the end of September, except forthe metrics query service. The Hungarian tax authority will
publish specificinformation on the exact schedule forimplementation later.

Italian Digital Service Tax 2020

The 2019 Italian Budget Law, still in a draft version undergoing final approval, introduced a
new tax on revenues from qualifying "digital services" (Digital Service Tax, “"DST"), reshap-
ing the previous version of DST as introduced by the 2018 Budget Law, but which never
came into force for lack of the implementing decree.

According to the draft, the amended DST should come into force as from January 1, 2020,
without the need for furtherimplementing rules.

The DSTwill apply to companies (whetheror notresidentin Italy) - stand-alone or at group

level - meeting both the following requirements for the calendaryear priortothe onein

which the DSTcomes due:

- amount of worldwide revenues reported by the entity equivalent at leastto EUR 750
million;

- amount of revenues from qualifying digital services linked to Italian users equivalent at
leastto EUR 5.5 million.
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Then, inorderto check whetherthe DSTwill be due onrevenues achievedin FY 2020,
companies should have exceeded the revenue thresholds listed above in FY 2019.

In this respect, itshould be noted that, according to one of the proposed amendments
(underdiscussion) to the draft Law available, only the threshold of revenues equivalent at
leastto EUR 750 million should be applicable, with no further reference to worldwide
revenues, butto those generated in Italy.

The tax will be due atarate of 3% on revenues generated from B2B and B2C “qualifying”
digital services when taxis relevantin Italy, i.e., when the useris located in Italy. Intra-
group transactions are excluded.

Such “qualifying” digital services are represented by the following three categories (briefly
summarised):
> digital advertising;

> intermediation services;
> transmission of data.

However, an exclusion list has been provided (e.q., direct sale of goods or provision of
services performed in the context of an intermediation service, or making a digital interface
available where the sole or main purpose is to supply digital content, communication
services or payment services for users).

For each tax period, companies shall determine the amountto be subject to Italian DST, as

follows:

> to compute the overall worldwide taxable revenues from the provision of digital services
(to any users, wherever located); and

- to determine the share of qualified revenuesto be allocated to Italy.

Complexrules are established in order to determine the relevant portion of qualified reve-
nues, mainly focusing on where the useris located and varying depending on the (3) different
categories of relevant digital services. In general, a user's device should be regarded as being
usedin Italy by reference to the Internet Protocol (IP) address of the device or any other
method of geolocation, in respect of the protection and handling of personal data rules.

Companies subject to DSTshould prepare monthly accounting reports of revenues from
digital services and illustrate the criteria through which a proportion of qualifying world-
wide revenues is allocated in Italy.

An annual DSTreturn should then be filed by March 31 of the calendar year following the
onetowhichthe DSTrefers. DSTshould be paid by February 16 of that same year. It follows
that, for qualifying revenues generated in 2020, DST should be paid by February 16, 2021
and the DSTreturns should be filed by March 31, 2021.The Italian DST will also be due from
non-resident business taxpayers, who - when established in a State that has not concluded
an agreement for the mutual assistance with Italy for the recovery of tax claims - shall
appoint ataxrepresentative in Italy in order to handle the subsequent DST fulfilmentsin
Italy.
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Invoices and other tax-relevant documents:
new rules postponed again

Decree and Law No. 28/2019 of February 15,2019 ("DL28/2019") consolidates and updates
Portuguese obligations forinvoices and other tax-relevant documents.

DL28/2019 came into force on February 16, but its measures with the greatest impact will
onlyapplyinaphased manner.DL28/2019 is applicable to all taxable persons that carry
outtaxable transactions subject to Portuguese invoicing rules. According to the new article
35-Aadded to the Portuguese VAT Code, which transposes article 219-A of the VAT Directive,
VAT registered non-established companies are responsible forissuing invoices that comply
with Portuguese rules (given that certain conditions are met).

Ministerial Order no. 349/2019.XXI of October 30 and Ministerial Order no. 4/2019-XXll, of
July 29, have once again determined that some of the measures set out by DL 28/2019
should be postponed.

Exclusive use of certified invoicing programs

Obligation to use only invoicing programs certified by the Portuguese Tax Authority ("PTA")
forissuinginvoices and other tax-relevant documents is extended to

i) taxable persons with their head office or fixed establishmentin the Portuguese territory
or

ii) taxable personsthat perform taxable transactionsto which Portuguese VAT rules apply,
whenever one of the following conditions is met:

> Turnover exceeds EUR 75,000in 2019 (from 2020: EUR 50,000);
> Use ofinvoicing software or
> Obligation to have, orhaving opted for, organised accounting.

This obligation must be met by January 1, 2020 forresident companies which were previ-
ously notsubject to the use of certified software. The deadline for non-established (VAT
registered) companies that perform taxable transactions to which Portuguese invoicing
rules apply was postponed to January 1,2021.

Therefore, non-resident (VAT-registered) companies now have until December 31,2020 to
adoptone of the invoicing programs already certified (which may be consulted on the PTA's
website) orto request certification for their own programs.

Electronicarchive

Invoices and other tax-relevant documentsissued or received in paper form can be digitised
andstoredin electronic form. When the documents are in paper form, the archive must be
stored inthe Portuguese territory, whereas if they are in electronic form, the file may be
stored inany EU Member State, subject to the prior authorisation of the PTA.

Taxable persons are obliged to notify the location of the archive to the PTA within 30 days
following publication of the ordinance that alters the specimens of the declarations of
commencement and of alterations to activity (to be published).
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Notification on establishment

Obligation to provide the PTA with the following information:

> ldentification and location of the establishments where invoices and other tax-relevant
documents areissued;

> Identification of the equipment used for processing invoices and other tax-relevant
documents;

> The number of the program’s certificate used in each piece of equipment, where applicable;

> Identification of distributors and installers of billing solutions.

The deadline to meet this obligation was October 31,2019 or within 30 days after the
activity of the taxable person begins for taxable persons who initiate activity after Septem-
ber30,2019, but was postponed untilJune 30,2020, with the specimen formyetto be
published.This obligation only applies to resident companies.

QR code andsingle document code
As of January 1, 2020, invoices and other tax-relevant documents mustinclude a two-

dimensional barcode (QR code) and asingle document code to be defined by government
ordinance.This deadline remains unaltered by Ministerial Orders.

UK Digital Service Tax

Overview
Following the originalannouncementin the 2018 UK Budget, the introduction of a similar

taxin France and despite ongoing pressure from the US, the UK is pressing ahead with its
Digital Services Tax (DST) from April 1, 2020.

Given the current political positioninthe UK, itis possible that there could be adelayin
implementing this measure. However, itis prudent for those businesses affected to be
preparing for this new tax.

The UK Government has calculated that DST could raise approximately GBP 1.5 bn over
the fouryears followingitsintroduction.

Company conditions and threshold value
DSTisanannual 2% levy on revenues generated by social media platforms, search engines

and online marketplaces derived from UK users. Businesses with mixed activities will need
to identify revenue that falls within and outside the scope of DST.

DSTwould apply to businesses or groups that:

- generate greater than GBP 500 million in global revenues from in-scope activities; and

> have revenues from in-scope activities that are linked to the participation of UK users of
more than GBP 25 million

Financialand paymentservice providers will be exempt from the definition of an online
market place and will therefore fall outside the scope of the tax.
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Setting the threshold atsuch a levelis intended to ensure the large multinational groupsin
this arena, such as Google or Facebook, are caught by the new tax while not negatively
impacting smaller providers. In addition, the first GBP 25 m of a group's revenues derived
from UK users will not be subject to DST.

Finally, the intention is to introduce a "Safe Harbour"” which would allow businesses with
very low profit margins to make an alternative calculation of DST. This alternative calcula-
tion should ensure the DST cannot create a loss for the business.

The challenges

While for some businesses it may be easy to identify revenue that is within the scope of the
tax, for others this will represent a challenge. Therefore, changes to systems and processes
may be necessary.

Whetherrevenue derives from UK users will depend on the type of digital services provid-
ed. Forexample, advertising revenues will be deemed to have been derived from the UK
when the advertisingisintended to be viewed by a UK user, whereas most other services
will be UK-derived where a UK user uses the platform. Revenues arising from an online
platformin connection with the sale or provision of UK accommodation/real estate is also
expected to be UKrevenue for the purposes of DST (e.g., Airbnb).

In addition, the UK authorities have suggested that the revenue will be treated as within
the scope of DSTwhere there are any UK users. This will be the case where there are multi-
ple users forone transaction and only one of them is a UK user. This could lead to an unfair
allocation of revenue to the UK and its application will need to be considered carefully once
the final legislation and guidance are published.

The current double tax treaties will not recognise DST, suggesting that multinational digital
companies cannot offset relief against corporate income tax payable in theirhome country.
Furthermore, there are potential risks that DST would overlap with other UK and non-UK
taxes.

The future of DST

As with all DSTs, eitherimplemented or proposed, the intention is forit to be atemporary
measure to address issues the OECD has been considering with regard to the digital econo-
my. Once a globalagreementis reached on taxationinthe digital arena, the expectationis
that DST will be revoked.

Making Tax Digital for VAT

Whatisit?

As has been detailed in an earlier newsletter, Making Tax Digital for VAT (MTD) is the UK's
attemptto ensure that all VAT records and submissions are electronic. However, unlike in
some EU Member States, MTD is not a requirement to provide transactional data directly to
the UK authorities. The actual data submitted (the 9 boxes) is the same as it has been for
many years.
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What s changing, howeuver, is the requirement to keep transactional data digitally, for there
to be a “digital journey” for all data, meaning that relevant software must link digitally and
for VAT return data to be submitted directly to HMRC electronically.

The various pieces of software used by the business form the “functional compatible
software" and, crucially, spreadsheets are allowed to be part of the functional compatible
software. This allows businesses to continue to use spreadsheets to help assist with the
preparation of VAT returns should they choose to do so.

The reason for the digital links is to prevent manual adjustments to the data on separate
spreadsheetsso thereis a clear digital audit trail from the source data to the VAT return.
Howeuver, itis accepted that certain processes, such as partial exemption calculations, can
be undertaken separately from the linked digital records.

Whendoesitstart?

Most UK businesses trading above the VAT registration threshold (currently GBP 85,000)
have beenrequired to maintain digital records and submit VAT returns digitally for VAT
periods commencing April 1,2019. However, for most non-UK companies (other than those
with establishments inthe UK) and certain other UK traders, implementation for VAT periods
commencing after October 1, 2019 has been deferred. This means for non-UK traders on
quarterly VAT return periods, the first submissions of VAT returns under MTD will be during or
afterJanuary 2020.

The digital links requirement for MTD has a “soft-landing” period to April 1, 2020 or October
1,2020 for deferred businesses, which means that additional time has been allowed for
businesses to adaptto this.

Whatshould businesses be doing?

Businesses will need to submit VAT returns either directly from their accounting systems or,
if spreadsheets are used, purchase “bridging software"” that links the spreadsheet to HMRC's
systems. Therefore, businesses should be contacting theiraccounting software providers to
ask whether they have developed a VAT-return submission module or, alternatively,
contacting the suppliers of the bridging solution (there are many software companies that
have developed bridging tools). If an agentis used to prepare and submit the VAT returns,
businesses should be asking them whetherthey are ready for MTD submissions.

Inrespect of the digital link requirement, this will depend on the types of software used by
businesses forrecording income and expenditure. Where everythingis held on one ac-
counting system, the business should be ensuring:

> Therelevant VAT data arerecorded; and
> Where abridging solutionis to be used, that data can be exported to a spreadsheet

Where there are multiple pieces of software (e.g., accounting package, invoice scanning
software, and expenses software), they will need to be reviewed to ensure they do link
digitally. Itis likely that where multiple systems are used, ITamendments will be required
to ensure the digitaljourneyis complete.
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About WTS Global

With a representation in over 100 countries, WTS Global is one of the leading global tax
practices offering the full range of tax services without the constraints of a global audit firm.
WTS Global deliberately refrains from conducting annual audits in order to avoid any
conflicts of interest and to be the long-term trusted advisor forits international clients.
Clients of WTS Globalinclude multinational companies, international mid-size companies
as well as private clients and family offices.

The exclusive member firms of WTS Global are carefully selected through stringent quality
reviews. They are typically strong local players in their home market being united by the
ambition of building the tax firm of the future. WTS Global effectively combines senior tax
expertise from different cultures and backgrounds be itin-house, advisory, regulatory or
digital.

For more information please visit wts.com

Imprint

WTS Global

P.0.Box 19201 | 3001 BE Rotterdam
Netherlands
T+31(10)2179171|F+31(10)2179170
wts.com | info@wts.de

The above information is intended to provide general guidance with respect to the subject matter. This general guidance
should not be relied on as a basis for undertaking any transaction or business decision, but rather the advice of a qualified
tax consultant should be obtained based on a taxpayer's individual circumstances. Although our articles are carefully
reviewed, we accept no responsibility in the event of any inaccuracy or omission. For furtherinformation please refer to
the authors.
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