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Why? Main issues? Possible solutions?  

The EU Commission started in 2019 a review of the VAT 

rules applicable to financial and insurance services.  This 

process includes a public consultation organized from 

February 8 to May 3, 2021 and  should culminate in the 

Commission’s presentation of a draft legislative text 

amending the current EU VAT Directive by the end of 2021 

(official agenda).  The ball will then be in the court of the EU 

Council of Ministers, the EU Parliament, and the member 

states.  Of course, any change in VAT matters must be 

decided unanimously by the 27 member states, and 

adoption of the new rules may therefore be a long process. 

Stakeholders will want to keep a close eye on this process 

and may wish to participate in the debate. 
The EU review VAT on financial and insurance 
services started in 2019 with a report conducted by a 
consortium of researchers appointed by the EU 
Commission (the “Report”).  The aim of the Report 
was to investigate the issues caused by VAT 
exemptions and the possible solutions.  The report 
included around 185 interviews with VAT 
administrations, businesses, and professional 
associations.  The Commission then published a 
roadmap in October 2020, to which more than 20 
professional associations responded. According to the 
Commission timetable, the next steps should be a 
conference in spring, the publication of an impact 
assessment around mid-year, and a draft legislative 
proposal towards the year-end.  

The aim of this special edition of our “Input” VAT 
newsletter is to provide stakeholders with some high-
level information to guide them through this process, 
which has particular relevance for financial services 
providers and insurance companies, and for 
Luxembourg’s financial industry as a whole.  A public 
consultation (VAT rules for financial and insurance 
services – review (europa.eu)) was organized from 
February 8 to May 3, 2021.  This updated version of 
our newsletter includes a summary of the main 
results of this consultation.  We hope that this 
newsletter might be of interest to stakeholders keen 
to play a part in this important process. This 
document does not claim to address all issues, 
impacts, and solutions, but sets out what we believe 
to be the most relevant factors.  

As always, the Deloitte Luxembourg indirect tax team 
is on hand to discuss the potential impacts of this 
decision for your organization at your convenience. 

Raphaël Glohr, Partner 
Michel Lambion, Managing Director 
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1. Historical background 

We are so used to living in a world where most financial (including fund management) 

and insurance services are VAT exempt that we may not be aware of the reasons behind 

the exemptions. 

It is worth remembering that VAT is 
essentially intended to apply as broadly 
as possible to all economic activities 
(with only the end consumer paying the 
tax—mainly individuals, but also NGOs 
and public bodies), and to be neutral for 
businesses. 

Although the EU VAT Directive was 
adopted a long time ago, in 1977, it is 
interesting to look back and examine the 
main reasons why these services 
continue to be VAT exempt, because this 
highlights the rationale for the review 
and the difficulties it raises. 

First, some of the exempt services were 
already subject to other taxes, and 
member states did not want to lose the 
related tax receipts.  Such taxes included, 
for example, insurance premium taxes or 
the French “taxe de bourse” applicable 
to most financial services.  Some of these 
taxes still exist.  The most well-known 
and applicable in many, although not all 
member states, is insurance premium 
tax, the rates vary significantly and can 
be as high as 30% in France1 for example.  
Member states did not want these taxes 
replaced by VAT because they apply to 
businesses as well as individuals, 
whereas VAT is—in principle—neutral for 
businesses.  In other words, member 
states would have to meet tax reclaims 
from businesses for VAT paid on financial 
and insurance services, while they do not 

 
1While insurance premium tax is relatively low in 
Luxembourg (4% or 6%, with an exemption for life 
insurance products), it can be substantially higher 
in other countries: 12% or 20% in the UK 
(https://www.gov.uk/guidance/insurance-
premium-tax); 9.25% in Belgium (main rate) 
(https://finances.belgium.be/fr/search?keywords=t

have to refund the other taxes.  
Replacing these taxes with VAT would 
therefore have meant a reduction in tax 
receipts. 

Second, it is politically difficult to apply 
VAT to financial and insurance services, 
particularly to interest on loans.  This 
was especially the case when interest 
rates were much higher than they are 
now: in 1980, for example, the Fed funds 
rate was 20%2. With today’s consistently 
low or even negative rates, it’s easy to 
forget that our (grand) parents paid 15-
20% on their 70s and 80s mortgages.  

More recently, Greece also faced 
interest rates of 20%3 during the 2010-
11 financial crisis, while it now benefits 
from rates of around 1%. Paying 20% 
VAT on an interest rate of 1% or 2% 
might be affordable, but with interest 
rates in the region of 20%, it could prove 
prohibitive. 

The table below shows the level of 
interest rates in the period 1984-20214:  

 

 

  

aux+de+la+taxe+annuelle+sur+les+op%C3%A9ratio
ns+d%27assurance&=Zoek;), 7% to 30 % in France 
(https://www.economie.gouv.fr/particuliers/taxe-
sur-conventions-assurances). 
2https://www.pbs.org/newshour/economy/what-
led-to-the-high-interest 

3 In this document, we will use the 20% as it is 
close to the EU average VAT rate and made 
examples more clear.  
4https://www.bankrate.com/banking/cds/historical
-cd-interest-rates/ 

https://www.gov.uk/guidance/insurance-premium-tax
https://www.gov.uk/guidance/insurance-premium-tax
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It is clear that applying 20% VAT on an 
interest rate of 15% or 20% per year 
would have substantial social, economic 
and political impacts—especially with 
inflation also a major concern at that 
time.  How many people would be willing 
or able to pay VAT on top of such high 
interest rates? 

 

 

 

 

 

 

 

 

 

 
5“Mind the Gap - Quantifying the pension savings 
gap in Europe” – Aviva, September 2016 

Similarly, the VAT exemption for 
management services relating to 
investment funds (including pension 
funds) was justified by the aim of 
encouraging long-term savings and 
investments.  This is extremely important 
when Europe is facing a pension savings 
gap of €2 trillion5. 

Third, it is difficult to assess the taxable 
basis when the remuneration of services 
is margin-based (rather than fee-based), 
which is often the case for financial 
services such as the provision of loans, 
currency transactions, etc., while high 
frequency trades such as stock market 
transactions are also problematic.  

 

 

 

 

 

Lastly, when the directive was adopted, 
the financial industry was much more 
national than cross-border, and less 
complex in terms of products, 
outsourcing of activities, etc.  Recent 
developments have therefore added to 
the issues caused by VAT exemptions.  
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a. Hidden VAT 
As already mentioned, VAT is a 
consumption tax that should be paid only 
by end consumers, i.e. individuals plus all 
other entities that do not perform 
economic activities (e.g. public bodies, 
NGO, etc.).  These end consumers 
cannot deduct VAT on their costs.  On 
the other hand, economic operators 
(businesses) should not be affected by 
VAT, because they can deduct VAT on 
their costs.  This is the concept of “tax 
neutrality”. 

However, when a supply of services is 
VAT exempt, the supplying business 
cannot deduct the VAT it has incurred.  It 
will therefore take into account this non-
deductible VAT when calculating its sale 
price and will pass on (or try to pass on) 
this cost to its clients.  While this is 
favorable for individuals and other 
entities that cannot deduct VAT, it is 
unfavorable for businesses that can 
deduct VAT, because the non-deductible 
VAT is passed on to them, increasing 
their purchase price. This VAT is often 
referred to as “hidden” or “embedded” 
VAT. This reminds us that generally 
businesses pass on, or try to pass on, to 
their clients any indirect tax that is 
imposed to them, as it is a cost of 
business for them. 

For example: 
A business has costs subject to VAT of 
40, it pays salaries of 40 and wants to 
make a gain of 20. It has clients that can 
deduct VAT and clients that cannot. For 
the sake of simplicity, we assume a VAT 
rate of 20%. 

 

 
This simple example illustrates that a 
private client would favor an exempt 
supply, while a business client that can 
deduct VAT would prefer a supply 
subject to VAT.   

b. Outdated and imprecise definitions 
and lack of harmonized 
interpretation 

Since the EU VAT Directive was adopted 
in 1977, the definitions of VAT 
exemptions have remained unchanged, 
while the financial and insurance 
industries have dramatically evolved, 
leading to the emergence of ever more 
complex and international products, 
businesses, and markets.  

Moreover, these definitions are very 
general and imprecise. For example, the 
Directive states that “transactions, 
including negotiation but not 
management or safekeeping, in shares, 
interests in companies or associations, 
debentures and other securities” are VAT 
exempt, but without providing a 
definition of these transactions or any of 
the related concepts.  Moreover, EU VAT 
legislation as a whole does not provide 
any more detailed definitions, i.e. there 
are no EU regulations or any legally 
binding guidelines.  As such, member 
states often have different 
interpretations of these exemptions.   

 

 
This has led to a large body of case law  
being generated at the Court of Justice 
of the European Union (CJEU), which 
nonetheless has not addressed or solved 
all the issues concerned.  Moreover, the 
interpretations and application vary from 
one member state to another. 

As might be expected, this has created 
legal uncertainties and hampered 
application, especially in cross-border 
situations, inter alia, distorting 
competition between member states. 

c. Outsourcing  
As mentioned above, with the 
exemptions in place, the providers of 
financial and insurance services cannot 
recover VAT on their costs. 

This is true for all costs.  However, the 
fact that more and more providers 
outsource some activities or functions 
has increased the impact of the non-
deduction.  In this respect, it is worth 
noting that the CJEU case law has 
opened the possibility of exempting 
outsourced services if certain conditions 
are met.  For example, outsourced fund 
management services would qualify for 
the VAT exemption if they, in the words 
of the CJEU, constitute a “distinct whole” 
necessary for the supply of an exempt 
service.  
 
 

2.Issues caused by VAT 
exemptions  
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It is easy to see that such a concept 
could be interpreted and applied in very 
different ways, leading to the issues we 
have mentioned regarding outdated 
definitions: legal uncertainties, 
difficulties of application especially in 
cross-border situations, distortion of 
competition between member states, 
etc. 

With the cross-border delegation of 
services and in/outsourcing becoming 
increasingly common, this is a much 
more important issue than in the past, 
when transactions were performed 
mainly in-house and at national level. 

d. Calculation of the VAT deduction 
entitlement 

Often, financial and insurance industry 
operators principally perform services 
that do not give rise to the right to 
deduct VAT, together with some services 
where there is a right to deduct6.  They 
must calculate their VAT deduction 
entitlement in accordance with rules that 
can be complex, and which vary from 
one member state to another.  This is an 
additional difficulty, as well as an 
administrative burden.   

Other issues, such as the difficulties 
involved in adopt a VAT group or 
independent group of persons regime, 
are discussed below. If these regimes are 
improved, they may also be possible 
solutions. 

 

 

 

 

 

 

 
6Services that give rise to the right to deduct VAT 
are, on the one hand, taxable services such as the 
safekeeping of shares, the rental of safe deposit 

 
  

boxes, private wealth management services, etc. 
and, on the other hand, financial and insurance 
services provided to clients established or 

domiciled outside the EU or relating to goods that 
are exported outside the EU.  
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a. Taxation at standard VAT rates 
Taxation at the standard VAT rate for 
services that are currently exempt is 
clearly the most radical solution.  It 
should be noted that some countries tax 
all or at least some financial services.  
However, VAT rates are generally lower 
outside the EU.  

This solution would be likely to have the 
following impacts: 

1. An increase in government VAT 
receipts 

2. A decrease in demand for financial 
services 

Interestingly enough, the Report 
conducted for the European Commission 
provides estimates of €62.5 billion for 
the increase in government VAT receipts, 
and €38 billion for the decrease in 
demand for financial services.  

3. Individuals and other entities that 
cannot deduct VAT (public bodies, 
NGOs) would probably be negatively 
affected, because the overall price of 
services would most likely increase. 

4. Businesses that purchase financial 
service should benefit from the 
disappearance of hidden VAT, and a 
decrease in the price of services.  This 
would be the case if the service 
providers pass on the VAT that 

 
7 The VEG and GFV are two consultative bodies 
with the EU Commission composed respectively of 
some independent VAT experts and 
representatives of the national VAT authorities of 
the 27 Member States. 
8 The Report is currently not published.  However, 
the consultants conducting the Report have 

becomes deductible to their clients.  
It would also be possible for VAT 
savings to be shared between service 
providers and clients.  

5. Member states applying the lowest 
standard VAT rates would have a 
competitive advantage.  Standard 
rates range from 17% to 27% in the 
EU, with an average of around 21%.  
For example, standard rates are 17% 
in Luxembourg, 19% in Germany, 
20% in Austria and France, 21% in the 
Netherlands and Spain, 22% in Italy, 
23% in Ireland and Portugal, 25% in 
Denmark and Sweden, and 27% in 
Hungary etc. 

6. A risk of the delocalization of 
financial activities, which has been 
increased by the availability of online 
services: fintech is the most obvious 
example but not the only one.  On 
this point, the UK government 
confirmed in December 2020 that all 
exempt financial services would give 
the service provider the right to 
deduct VAT on its costs when its 
client is established outside the UK, 
except for fund management 
services, which are subject to special 
rules which are currently under 
review9.  In other words, a UK bank 
granting a loan to an EU client would 
have a lower cost base than its EU 
competitor. We should also mention 

presented extracts of the draft during the VEG and 
GFV meetings of 25 and 28 May 2020. We refer 
thus to these presentations. 
9Under the UK’s current VAT law, fund 
management services are VAT exempt and do not 
give the service provider the right to deduct VAT 
when these services are rendered to some 

that financial centers are established 
in countries where no VAT applies to 
financial services and/or where VAT 
rates are generally very low (Hong 
Kong, Singapore, Channel Islands. 
Switzerland, USA, etc.). 

7. The issue of the outdated and 
imprecise definitions would be 
removed. 

8. Issues such as VAT on outsourcing 
and the non-harmonized application 
of VAT rules by member states would 
be solved. 

b. Taxation at a reduced rate 
The application of a reduced rate, for 
example 5%, may solve other issues, 
such as hidden VAT for businesses, 
without impacting private clients too 
negatively.  This would hopefully avoid 
the risk of delocalization.  For example, 
China applies a reduced rate of 6% to 
financial services, while its standard VAT 
rate is 13%. 

.  

categories of UK funds and to foreign funds 
distributed in the UK.  When these services are 
provided to foreign funds not distributed in the UK, 
which is the most common case, they do give rise 
to the right to deduct VAT. 

3. Possible solutions 

Below, we list some potential solutions, from the more general and radical, to more specific 

and “traditional” alternatives. It is possible that a combination of some of these solutions 

could be envisaged. We also provide comments, which refer to presentations of the Report 

during the VAT Expert Group meeting on 25 May 2020 and Group on the future of VAT 7 

meeting on 28 May 20208. Our comments are not intended to be interpreted as supporting 

one solution or another.   
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A business has costs subject to VAT of 
40, it pays salaries of 40 and wants to 
make a gain of 20. It has both clients that 
can deduct VAT and clients that cannot. 
For the sake of simplicity, we assume a 
standard VAT rate of 20% and a reduced 
rate of 5%. 

1. 40 + 40 + 20 + 8 of non-deductible 
VAT = 108 

2. 40 + 40 + 20 + 20 of VAT= 120 
3. 40 + 40 + 20 + 5 or 20 of VAT 

deductible by the client = 100 
4. 40 + 40 + 20 + 5 = 105 

This example clearly indicates what the 
impact of a reduced VAT rate might be. It 
should not, however, be assumed that a 
reduced VAT rate would in all cases be 
less costly for clients that cannot recover 
VAT. An example with a higher reduced 
rate (or a service provider with lower 
costs) would have implied an increase of 
the price for such clients.   

The above-mentioned Report indicates 
an increase of €3.8 billion in VAT receipts 
and a decrease of €0.7 in demand should 
a reduced rate be applied on financial 
(but not insurance) services.  Although 
the reduced rate assumed in the report 
is not disclosed, it appears to be slightly 
higher than the one we used for the 
example above, as well as the 3% “super-
reduced” rate applied by Luxembourg.   

However, issues around the stability of 
the rate over time should also be taken 
into account, as well as the question of 
whether a single reduced rate would 
apply in all EU member states, or if 
different reduced rates could be 
adopted, possibly within a range 
established at EU level. In this respect, it 
should be noted that at present, reduced 
VAT rates vary from 2.1% in France and 
3% in Luxembourg (“super-reduced” 

 
10The option is not available for insurance services, 
probably because these are generally subject to 
insurance premium taxes.   

rates)  to 18% in Hungary (i.e. higher 
than the Luxembourg standard rate) and 
that some member states, including 
Luxembourg, have two or three reduced 
rates. If member states apply VAT rates 
that are significantly different, those 
applying the lowest ones might have an 
advantage, as is the case with standard 
rates. 

Another positive impact would be that 
issues such as VAT on outsourcing or the 
difficulty of calculating the VAT 
deduction entitlement would be solved.  
On the other hand, the issue of the 
outdated and imprecise definitions 
would remain, because it would still be 
necessary to draw the line between 
services subject to the standard VAT rate 
and those benefitting from the reduced 
rate. Similarly, this would not solve the 
issue regarding the taxable basis of 
margin products or the difficulties of 
taxing high frequency trading.  

c. Zero rate  
The zero rate could be classified as a 
“super” (or) “turbo” exemption. Under 
this mechanism, suppliers would not 
charge their clients any VAT, while being 
able to deduct VAT on their costs.  A zero 
VAT system already applies, for example, 
to newspapers in Belgium, and to a wide 
range of goods and services in the UK 
that are considered essential or supplied 
to charities. With reference to our 
previous example, all clients would pay 
the same price, 100, and the service 
provider would be relieved of the VAT on 
its costs.  

It is worth noting that the Report rules 
out this solution.  Although it is not 
stated explicitly, it is reasonable to 
suppose that this is because of the likely 
impact on VAT receipts. However, zero 
VAT solves almost all the issues 

mentioned above, except for the 
definitions, because it would still be 
necessary to differentiate between 
taxable services and those that might 
benefit from zero rating. 

Another important factor is international 
competitiveness.  As stated earlier, the 
UK government confirmed in December 
2020 that providers of exempt financial 
services (except for fund management 
services which are subject to special 
rules) will be entitled to deduct VAT on 
their costs when a client is established 
outside the EU.  Accordingly, a UK bank 
providing a loan to a EU client would 
have a lower cost base than its EU 
competitor.  

In this respect, it is worth noting that the 
cost of this measure was evaluated by 
the UK chancellor to be £800 million per 
year. This is certainly not a negligible 
sum. Given the respective sizes of the EU 
and UK financial industries, the cost in 
the EU would probably be higher should 
a similar measure be implemented.  
However, it would likely be much lower 
than the amount of additional VAT 
receipts, which at the standard rate, was 
estimated by the Report at €62.5 billion 
(see above, under a), since the VAT on 
costs should be lower that the VAT on 
income due to the nature of VAT, which 
is to tax consumption.   

d. Option to tax 
The EU VAT Directive allows member 
states to introduce an “option to tax” for 
real estate and financial services 
(including fund management services), 
but not insurance services10.  However, 
the Directive provides no details on how 
it should be used.  Member states 
therefore have full discretion on 
implementation.  For example, the 
option to tax could be introduced for 
certain service categories (e.g. in 
Belgium, it only applies to payment 
services) or for all services.  Another 
possibility is that the option could be 
selected for all clients (as in Belgium), or 
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on a client-by-client, or even service-by-
service basis (as in Germany).  It appears 
that some member states, notably 
Belgium, France, and Germany, have 
introduced the option to tax for financial 
services. Germany’s rules apparently 
offer the most flexibility, and German 
banks are increasingly opting in.   

Assuming that an option to tax could be 
exercised on a client-by-client basis (i.e. 
only for clients that can deduct VAT):  

1. The issue of hidden VAT could be 
solved for businesses, without 
entailing a price increase for clients 
that cannot deduct VAT. 

2. There should not be a risk of 
delocalization. In fact, since service 
providers’ costs would decrease 
when they provide services to 
entities than can deduct VAT— 
without increasing the costs for 
clients that cannot deduct VAT—it 
could be considered that an option to 
tax would level the playing field with 
service providers established outside 
the EU.  

3. An option to tax should partly solve 
issues such as outsourcing.  For 
example, a bank whose VAT 
deduction entitlement increases from 
20% to 60% when it exercises the 
option to tax would be able to deduct 
60% on the outsourced services 
instead of 20%.  The VAT burden on 
outsourcing would thus be reduced, 
but not removed (except in the 
unlikely event where the option is 
exercised for all services because all 
clients are able to deduct VAT). 

4. The definitions issue would not be 
solved. It would still be necessary to 
be able to distinguish between 
services that are always taxable and 
those that could remain VAT exempt 
if the option to tax is not exercised, 
since service providers would have to 
determine the impact on their clients 
and on their own VAT position (VAT 
deduction entitlement).  

5. Some practical difficulties may arise, 
for example, in terms of identifying 
whether clients can or cannot deduct 
VAT. 

6. An option to tax on a client-by-client 
basis would not remove the difficulty 
of determining the taxable basis of 
margin-based products, nor the 
practical aspects related to high 
frequency trading. 

Alternatively, an option to tax that must 
be exercised for all clients would have 
the following consequences: 

1. The hidden VAT issue for clients that 
can deduct VAT would be solved.  
However, it would imply a price 
increase for clients that cannot 
deduct VAT.  

2. Issues such as outsourcing would be 
solved. 

3. The definitions issue would not be 
solved. It would still be necessary to 
be able to distinguish between 
services that are always taxable and 
those that could remain VAT exempt 
if the option is not exercised, since 
service providers will have to 
determine the impact of the option 
on their clients and on their own VAT 
position (VAT deduction entitlement).  

4. Some practical difficulties may arise, 
such as IT implementation, but would 
probably be less burdensome than in 
the case of the option to tax on a 
client-by-client basis.  

5. An option to tax that must be applied 
to all clients would not remove the 
difficulty of determining the taxable 
basis of margin-based products, nor 
the practical aspects linked to high 
frequency trading. 

e. Revamped definitions 
One of the most obvious solutions would 
be the implementation of new 
definitions.  We note, however, that an 
EU Commission review of the definitions 
was launched in 2007, but shelved in 
2016 having proved impossible for 
member states to agree, particularly with 
regard to outsourcing and whether the 
fund management exemption should be 
limited to retail investment funds or also 
be available for more specialized or 
reserved funds.  

More precise, harmonized, and modern 
definitions would improve the legal 

certainty and level the playing field 
between member states.  But it would 
not solve the other issues, such as 
hidden VAT, the VAT on outsourcing, or 
the difficulty of determining the taxable 
basis of margin-based services, etc. It 
would thus be necessary to combine the 
revamped definitions with other 
solutions.  Even so, new definitions 
would be ineffective in the case of 
taxation at the standard rate, and would 
only improve the situation if a reduced 
rate or zero rate is applied, or if the 
option to tax must be exercised for all 
clients.  From a practical viewpoint, it 
might be helpful to align the VAT 
definitions with those adopted in other 
EU legislation applicable to banking, fund 
management, and insurance. 

f. VAT groups 
A VAT group enables several different 
companies to be considered as a single 
taxable person, provided they have close 
financial, economic, and organizational 
links.  In a VAT group, all supplies 
between members are disregarded for 
VAT purposes, i.e. they are treated as 
internal transactions. To some extent, 
VAT groups may be compared to the 
consolidation process in accounting. 

Aside from the close links criterion, 
under current EU rules member states 
have considerable discretion in how they 
implement the VAT group regime in their 
national laws.  For example, some 
member states have made forming a VAT 
group mandatory if the conditions are 
met, although this is optional in most 
member states.  Another important 
factor is that some member states limit 
the benefits of the VAT group regime to 
certain sectors of activity. 

At present, VAT groups are allowed in 
more than 20 member states, but with 
very different rules.  The VAT group has 
nonetheless proved to be an efficient 
and useful tool for many years in 
countries such as the Netherlands and 
the UK, and more recently in Belgium 
(2007) and Luxembourg (2018), and 
there are plans to introduce it in France 
in 2023.   
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The main advantage of VAT groups for 
the financial services sector would be to 
avoid the VAT on services rendered 
between members, especially in relation 
to shared services such as IT, internal 
administration, etc. For example, a 
banking group would be able to 
centralize all its IT functions in one 
dedicated entity that can provide 
services to all group members without 
charging VAT. 

The advantage of the VAT group would 
be limited to removing VAT on “internal 
services” (insourcing); it would not solve 
any of the other issues identified. It 
would therefore be necessary to 
combine it with other solutions.  On the 
other hand, solutions involving taxation 
at a standard or reduced rate would 
make it less effective, because its main 
advantage (avoiding VAT on internal 
supplies) would no longer be relevant, 
while the other advantages of the VAT 
group linked to administrative 
simplification are less significant. 

Currently, a key issue with VAT groups is 
that they only work on a national basis, 
i.e. a VAT group can only include 
members established in the same 
member state.  One improvement would 
therefore be to make VAT groups 
possible on a cross-border basis. Such a 
move would require member states to 
introduce the VAT group in their national 
legislations, and the criteria for 
application would have to be 
harmonized11, to prevent member states 
from applying the regime in a manner 
that gains them a competitive 
advantage. 

g. Independent group of persons 
The independent group of persons (IGP) 
(or “cost sharing association”) permits a 
VAT exemption for services that are 
“directly necessary” to the activities of 
their members.  The CJEU decided in 
2017 that this regime could be used only 
by “persons” performing activities in the 
public interest (e.g. hospitals).  Before 
this decision, the IGP regime was used 

 
11Including pragmatic solutions to the difficulties 
arising from CJEU decisions such as Skandia.  

extensively by the financial and 
insurance sectors, including on a cross-
border basis, proving, without any doubt, 
its relevance for the sectors concerned.  
For example, a banking or insurance 
group set up an entity under this IGP 
regime to provide IT services to all group 
companies without having to charge 
VAT. 

At first glance, the IGP regime could be 
seen as an alternative to the VAT group.  
This is partially true.  However, the 
following factors should be considered: 

1. To set up an IGP; there is no 
requirement for the members to 
have close financial, economic, and 
organizational links as with the VAT 
group regime. The IGP could also be 
used by operators that are 
independent but want to pursue a 
common objective and share some 
services.  For example, non-related 
insurance brokers could set up an 
independent group of persons to 
provide them with appraisal services.  

2. In terms of permissible activities, the 
scope of the independent group of 
persons under current VAT rules is 
narrower than for VAT groups. Only 
“directly necessary” services are 
eligible, while the scope of the VAT 
group includes any supply (of goods 
and services) between a group’s 
members. 

The IGP and VAT group should thus be 
considered complementary solutions.  

This solution would imply an overrule of 
CJEU case law.  It would also be 
necessary to introduce flexible rules to 
be observed by all member states to 
ensure that the IGP, like VAT groups, 
could work on a cross-border basis.  

Like the VAT group, this solution would 
have a limited impact, i.e. it would only 
apply to the insourcing of certain 
activities and would need to be 
combined with other solutions.  

h. Fixed VAT deduction rate 
The fixed VAT deduction rate is a 
mechanism that exists in some non-EU 
jurisdictions, such as Australia, 
Singapore, and South Africa.  This 
mechanism allows banks and financial 
and insurance sector operators to 
deduct VAT on their costs on a lump-sum 
basis, for example 25%. 

Countries that apply this system typically 
have much lower VAT rates than the EU 
average of 21% (7% in Singapore, 10% in 
Australia, 15% in South Africa), which is 
an important factor to bear in mind. 

This solution would simplify the “red 
tape”, because the businesses concerned 
would no longer calculate their VAT 
deductions themselves, and the VAT 
authorities would control such 
calculations.  It might also help mitigate 
aspects such as hidden VAT, since the 
cost to be passed on to clients is lower.  
It may also reduce the cost of 
outsourcing.  

It should also be noted that such a 
system may imply the concentration 
outside the EU of activities that give rise 
to the right to deduct VAT, while 
ineligible, or partly eligible, activities 
would remain in the EU.    

Moreover, if a single fixed VAT deduction 
rate was introduced, it could affect the 
various businesses in a very different 
way, depending on their activities: some 
with a very low VAT deduction rate might 
lose out, while others would gain. Of 
course, different fixed VAT deduction 
rates could be introduced to better 
reflect these realities, but this would 
make the system more complex and 
eliminate, at least partly, the advantage 
of simplification. 
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The roadmap and impact assessment 
summarize some of the impacts we have 
highlighted above. 

The main reactions of the associations 
may be summarized as follow: 

1. Generally speaking, all associations 
support the principle of VAT 
exemption.  

2. The support from investment and 
pension fund associations for the 
exemption is particularly strong, 
because all their clients are individual 
investors or pension beneficiaries 
and would impacted if asset 
management services became 
subject to VAT, and since the EU has 
a pension gap estimated at €2 trillion, 
any measure that would increase the 
cost of savings might be detrimental 
in this respect.  

3. Other associations, mainly banking 
associations, may benefit if some 
services are taxed, because they have 
more clients that can deduct VAT, 
and this would solve issues such as 
hidden VAT.  It is also worth noting 
that French insurers are particularly 
concerned by the level of insurance 
premium tax, which can be up to 30% 

in France (4% or 6% in Luxembourg), 
and are therefore more open to the 
imposition of VAT.  

4. Although they are generally 
supportive of the principle of VAT 
exemption, the associations 
recognize that the current situation is 
far from perfect, pointing out the 
issues we have highlighted above. As 
such, they strongly support the need 
to improve the definitions, re-
introduce the independent group of 
persons, and make it possible for VAT 
groups to work cross-border with 
clear and favorable rules, etc. 

5. The option to tax also attracted some 
favorable comments. 

6. Moreover, the associations 
emphasize that the international 
competitiveness of the EU’s financial 
and insurance sectors and the risk of 
delocalization are crucial factors that 
have been made even more urgent 
because of Brexit. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

4.Reactions of the professional 
associations to the Commission 
roadmap 

In October 2020, the EU Commission published its roadmap and impact assessment on the 
FS VAT review. Since then, more than twenty European and national professional 
associations have published their reactions (https://ec.europa.eu/info/law/better-
regulation/have-your-say/initiatives/12671-Review-of-the-VAT-rules-for-financial-and-
insurance-services), while others have sent comments directly to the Commission without 
publication. 

https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12671-Review-of-the-VAT-rules-for-financial-and-insurance-services
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12671-Review-of-the-VAT-rules-for-financial-and-insurance-services
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12671-Review-of-the-VAT-rules-for-financial-and-insurance-services
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5.Summary table of the main
solutions and of their possible
impacts

The aim of this table is to compare the potential impact of the different potential solutions.  It 
contains some element of judgments. The “score” of the different solutions take does not into 
account the weight of each of the impact.  For example, the risk of delocalization linked to the 
standard VAT rate is probably more important than the “red tape” saved by the fixed deduction 
rate.  Similarly, we do not envisage the complexity of the implementation of each of these 
solutions. Each reader could make his own opinion.  

Standard VAT 
rate 

Reduced 
VAT rate 

Zero rate Option to tax 
(client-by-
client basis) 

Revamped 
definitions 

VAT groups IGP Fixed 
deduction 
rate(s) 

1 Impact on VAT 
receipts 

Substantial 

increase (1) 

No or limited 

impact, 

depending on 

the level of 

the rate (1) 

Negative  Limited (1) Difficult to 

assess, 

probably no 

or limited 

impact 

No or limited 

impact 

No or limited 

impact 

No or limited 

impact, 

depending on 

how the 

rate(s) is (are) 

determined 

2 Impact on 
demand 

Substantial 

decrease (1) 

No or limited 

impact, 

depending on 

the level of 

the rate 

May be 

positive 

Limited (1) No or limited 

impact 

No or limited 

impact 

No or limited 

impact 

No or limited 

impact 

3 Does this solve 
the hidden VAT 
issue for clients 
that can deduct 
VAT?  

Yes (2) Yes (2) Yes (2) Yes (2) No Nor or 

limited 

positive 

impact 

because the 

decrease in 

total hidden 

VAT may be 

small 

Nor or 

limited 

positive 

impact 

because the 

decrease in 

total hidden 

VAT may be 

small  

No or limited 

impact, 

depending on 

how the 

rate(s) is (are) 

determined 
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4 Impact for 
clients that 
cannot deduct 
VAT (individuals, 
NGOs, public 
bodies) 

Negative (1)  No or limited, 

depending on 

the level of 

the rate (1) 

Positive (2) No impact No or limited 

impact 

Limited 

positive 

impact 

because 

there may 

only be a 

small 

decrease in 

the non-

deductible 

VAT of 

service 

providers if 

they pass on 

all or part of 

the savings 

to their 

clients 

Limited 

positive 

impact 

because 

there may 

only be a 

small 

decrease in 

the non-

deductible 

VAT of 

service 

providers if 

they pass on 

all or part of 

the savings 

to their 

clients 

No or limited 

impact, 

depending on 

how the 

rate(s) is (are) 

determined 

5 Does this help 
level playing 
field?  

To some extent, 

but the 

difference in 

VAT rates may 

also have a 

negative impact 

 To some 

extent, but 

the 

difference in 

VAT rates 

may also 

have a 

negative 

impact 

Yes Yes (assuming 

the regime is 

harmonized in 

all member 

states) 

Yes Yes 

(assuming 

the regime is 

harmonized 

in all 

member 

states) 

Yes 

(assuming 

the regime is 

harmonized 

in all 

member 

states) 

No or limited 

impact, 

depending on 

how the 

rate(s) is (are) 

determined 

6 Competitiveness 
with non- EU 
operators/risk 
of delocalization  

High threat  Limited 

threat if the 

rate is in the 

lower range 

(e.g. around 

or less than 

5%) 

Positive (cf. 

UK) 

Positive No or limited 

impact 

Positive Positive No or limited 

impact, 

depending on 

how the 

rate(s) is (are) 

determined 

7 Does this solve 
the 
in/outsourcing 
issue? 

Yes  Yes Yes Partly  No Only for 

insourcing  

Only for 

insourcing 

No or limited 

impact, 

depending on 

how the 

rate(s) is 

determined 

8 Does this solve 
the definitions 
issue? 

Yes  No  No No Yes No No No 

9 Does this solve 
the taxable 
basis issue for 
margin-based 
products? 

No  No Yes  No No No No  No 

10 Does this solve 
the practical 

No  No Yes No No No No No  
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difficulties for 
high frequency 
trading? 

11 Does this solve 
the practical 
issues involved 
in determining 
VAT deduction 
entitlement? 

Yes (if all 

exemptions are 

removed) 

 Yes (if all 

exemptions 

are removed) 

Yes (if all 

exemptions 

are 

removed) 

No  No or limited 

impact 

No  No Yes 

 Total number of 
issues solved 
and positive 
impacts (out of 
11) (3) 

6  5 9 6 2 4 4 1 

 Comment Taxation at the 

standard VAT 

rate is a major 

threat to 

competitiveness 

with non-EU 

countries and 

EU demand.  

 Taxation at a 

reduced rate 

should have 

the 

advantage of 

solving issues 

such as 

hidden VAT, 

outsourcing 

and 

exemption, 

with limited 

impacts on 

tax receipts 

and on 

demand, and 

without 

major 

delocalization 

risks 

The sole 

negative 

impact is on 

VAT 

receipts. 

Recent 

changes in 

the UK 

could help 

in 

estimating 

this impact. 

The main effect 

of the option to 

tax is to help 

solve the issue 

of hidden VAT 

for businesses 

and should 

have other 

positive 

impacts. It 

might involve 

some practical 

difficulties that 

should not, 

however, be 

seen as 

insurmountable 

based on the 

German 

experience. 

Revamped 

definitions 

would be 

ineffective if 

all services 

that are 

currently 

exempt 

became 

taxable or 

zero rated. 

Otherwise, 

revamped 

definitions 

are necessary 

and should 

be combined 

with other 

solutions.  

The VAT 

group regime 

may be part 

of the 

solution to 

the issue of 

VAT on 

outsourcing 

and may help 

decrease the 

total VAT 

costs 

incurred by 

service 

providers 

and possibly 

their clients. 

It should, 

however, be 

combined 

with other 

solutions. 

For the IGP 

regime, see 

the comment 

on the VAT 

group 

regime.  

The fixed VAT 

deduction 

rate(s) is (are) 

only a partial 

solution and 

should be 

combined 

with others.  

Could imply a 

risk of 

delocalization. 

 

(1) Based on the Report conducted by a consortium of researchers for the EU Commission 
(2) Assuming service providers pass on, at least partly, to their clients the VAT they would be entitled to deduct VAT 
(3) “No impact” or “limited impact” or “no or limited impact “answers do not equate to a positive impact 
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6. The 2021 agenda 

As mentioned above, the next steps based on the timetable announced by the EU Commission 
should be: 
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7. EU financial and insurance
services VAT review: Results of
public consultation
During the summer 2021, the European 

Commission published the results of its 

public consultation on the VAT rules in 

the financial and insurance services 

industries, which was held from 8 

February to 3 May 2021. The publication 

of the results is an important step as the 

Commission has stated that “the 

answers provided will feed into the 

review of the relevant provisions of the 

VAT Directive (Council Directive 

2006/112/EC) and will contribute to a 

possible future legislative proposal.” The 

numerous answers and comments that 

were received provide some interesting 

insights that are worth exploring. 

The respondents 
The questionnaire prepared by the 

Commission included 63 questions and 

the answers of the 469 respondents are 

summarized in a 230-page Excel 

document. However, the Commission 

considers that 271 respondents (58%) 

were part of a “campaign” from Austria 

(based on the similarity of the answers, 

the wording used in answers to open 

questions, and the excessive number of 

respondents (around three-fifths) 

identifying themselves as Austrian). 

However, we should keep in mind that 

these 271 respondents all strongly 

supported VAT exemptions and believe 

they should be extended to services 

such as individual asset management 

and advice, leasing, or crypto-assets, 

etc., which, as we will see, is consistent 

with other answers to the survey. 

Nonetheless, even after excluding the 

answers from this “campaign,” Austria 

was still the most represented country 

(47 answers), followed by Germany 

(44 answers). 

This discussion focuses on the remaining 

198 answers. It is also based on 51 

additional documents (around 300 

pages) from 35 business associations 

and 11 companies, as well as the 

Commission’s “factual summary 

report” (38 pages). 

It is interesting to mention that the 

respondents included 86 companies, 

including some large and international 

ones, as well as some smaller and more 

local ones, and 73 professional 

associations, whether European or 

national. In the case of Luxembourg, the 

associations included the Luxembourg 

Bankers’ Association (ABBL), the 

Association of the Luxembourg Fund 

Industry (ALFI), whose comments, at 14 

pages, are the longest, and the 

Luxembourg Private Equity & Venture 

Capital Association (LPEA). Deloitte also 

provided a document analyzing general 

issues based on the daily experiences of 

practitioners in its financial services 

industry/VAT network (The Future of 

VAT in Financial Services and Insurance | 

Deloitte Netherlands) 

Each of the three major financial 

services sectors—banks, insurance 

companies, and funds—were 

represented in a balanced way in the 

results, in contrast to “innovative 

services” such as “crowdfunding,” which 

were almost absent. These sectors 

provide services to all types of 

customers (individuals, businesses, etc.). 

Less than 20% operate either in the EU 

or outside of the EU while the remaining 

80% are divided more or less equally 

between those operating only nationally 

and those operating across the EU. 

Exempt or not, that is the first question 
The first question was whether the VAT 

exemption for financial and insurance 

services should be maintained. 

The answers to this question are clear: 

around 75% of respondents support 

exemptions, including around 60% who 

“strongly” support them. This seems 

based on the view that exemptions work 

“well” or “very well” according to 

around 43% and around 17% of 

respondents, respectively, even if they 

are not perfect. While around 30% find 

that their functioning is poor and could 

be improved. 

https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12671-Review-of-the-VAT-rules-for-financial-and-insurance-services/public-consultation_en
file://///Mac/Home/Desktop/2021/DESIGNING/09%20SEPTEMBER/29/RITM0841827/Council%20Directive%202006/112/EC
file://///Mac/Home/Desktop/2021/DESIGNING/09%20SEPTEMBER/29/RITM0841827/Council%20Directive%202006/112/EC
https://www2.deloitte.com/nl/nl/pages/tax/articles/the-future-of-vat-in-financial-services-and-insurance.html
https://www2.deloitte.com/nl/nl/pages/tax/articles/the-future-of-vat-in-financial-services-and-insurance.html
https://www2.deloitte.com/nl/nl/pages/tax/articles/the-future-of-vat-in-financial-services-and-insurance.html
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These observations must be nuanced, 

however, by the fact that around 70% of 

respondents think that exemptions are 

no longer adapted to recent 

developments, such as the digitalization 

of the economy. This last statement 

could be surprising because the Court of 

Justice of the European Union (CJEU) 

decided as early as 1997 in its SDC 

decision (C-2/95, 5 June 1997) that the 

fact that a service is delivered 

electronically should not prevent the 

application of the exemptions, a 

principle that the Court has repeated on 

numerous occasions. However, it is true 

that the application of even a simple 

principle is not always easy in practice, 

as the respondents’ answer seems to 

confirm. According to the respondents, 

the difficulties are mainly due to a lack 

of clarity and the complexity of the 

concepts more so than differences 

between EU member states, even 

though about two-thirds of the 

respondents consider that these 

difficulties have a negative impact on 

the development of cross-

border services. 

Despite the nuance about lack of 

adaptation to recent developments, the 

results of the public consultation seem 

quite clear. 

What solutions? 
Among the different solutions 

theoretically possible, there are four 

“global” ones and four “technical” ones, 

which we examined in more detail in our 

February newsletter. The global 

solutions include taxation at the 

standard rate, taxation at a reduced 

rate, a zero rate, and an option to tax. 

The technical solutions include the use 

of a VAT group, the use of an 

independent group of persons (IGP)/cost 

sharing agreement (CSA), a fixed VAT 

deduction rate, and revised exemptions. 

Global solutions 
Around 9% of respondents support 

taxation at the standard rate for all or 

only fee-based services while around 

15% support taxation at a reduced rate 

for these services. The standard rate 

solution finds support mainly in a 

handful of companies active in industrial 

and commercial activities (which 

generally are entitled to a full VAT 

deduction) and their associations. These 

companies also support the reduced 

rate solution, joined by a limited number 

of companies and associations in the 

financial and insurance sectors facing 

specific issues, as further 

discussed below. 

Out of 51 respondents, 18 which have 

provided additional documents mention 

the zero-rate solution (which amounts 

to an exemption with the right to deduct 

VAT on costs). This shows some appetite 

for this solution and indicates its appeal 

even though this mechanism is not very 

well known in the EU and was not 

included in the 

Commission’s questionnaire. 

Many participants, around 75%, 

consider the “option to tax” solution one 

of the most effective possible reforms. 

To the question whether the option 

should remain at the discretion of each 

member state, as is currently the case, 

around 65% would like it to be available 

in all member states. Even if the 

questionnaire does not address this 

specific point, it would seem appropriate 

to introduce harmonized rules should 

the option become mandatory in all 

member states. Various comments 

confirm this point. 
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Technical solutions 
The different technical solutions 

received a lot of support. This is not 

surprising because only full taxation 

would make them useless which, as 

mentioned above, is not the wish of 

most respondents. 

Both the IGP/CSA solution, whose use by 

the financial sector was denied in 2017 

by the CJEU (DNB Banka AS, C-326/15 

and Aviva, C-605/15, 21 September 

2017), and the VAT group solution 

received clear support. Indeed, the 

IGP/CSA solution has 134 supporters  

against 9 opposed and 55 with no 

answer or no opinion. A similar number 

supports applying this solution on a 

cross-border basis. Results are roughly 

similar for the VAT group solution. 

As a reminder, the VAT directive 

requires member states to make 

IGPs/CSAs available, which is why this 

mechanism is available in all 

jurisdictions. On the contrary, making 

the VAT group mechanism available is 

not mandatory. As a result, this 

mechanism is not available in all 

member states even if, after the CJEU 

decisions mentioned above, some 

member states have (e.g., Luxembourg 

in 2018) or will (e.g., France in 2023) 

implement the VAT group mechanism in 

their legislation. We may have expected 

this difference of experience to 

influence the answers as people usually 

more strongly support what they are 

used to. This does not seem to be the 

case, however. Instead, the results seem 

to indicate that the respondents think 

that these two tools could be useful in 

achieving a common objective, i.e., 

managing shared services, even if they 

present different technical features. In 

addition, a large majority of respondents 

want these two regimes to apply cross 

border in the future, which would mean 

harmonizing the rules, even if this 

question was not specifically addressed. 

Interestingly, a fixed deduction rate is 

supported by around 30% of 

respondents compared to around 45% 

who oppose it and a large balance with 

no opinion. We could consider this a 

fairly good score since this mechanism is 

unknown in the EU even though it is 

practiced, for example, in Australia. 
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An overwhelming majority of 

respondents to this question, around 

80%, is in favor of the mechanism’s 

optional nature. Indeed, its impact 

depends on the rate applied. If the rate 

is significantly lower than that enjoyed 

by taxable persons under the current 

rules, the mechanism may be lose its 

appeal, apart from administrative 

simplification, which is probably 

relatively limited. 

Finally, a large majority considers that it 

is necessary to update the VAT 

exemptions if they are maintained, 

which is also largely supported. More 

than 90% of respondents feel that this 

update should be based on CJEU case 

law. This may seem a little surprising 

because this jurisprudence is supposed 

to be binding on the member states and 

thus should already be part of their 

national law. However, this may reflect 

the fact that participants consider that 

some member states do not properly 

take this jurisprudence into account in 

local legislation. The remaining minority 

considers that the update should be 

based on the EU regulations applicable 

to financial and insurance services. The 

CJEU already partially achieved this 

result for fund management services, 

finding that these services include “at 

least” those listed in Annex II of the 

UCITS Directive 85/611 (Abbey National, 

C-169/04, 4 May 2006). By contrast, the

Court developed its own definition of

insurance operations separate from that

of the directive (CPP, C-349/96 25

February 1999) and clearly excluded the

link between the tax and legal

definitions, as confirmed, for example,

in the United Biscuits case (C-235/19, 8

October 2020). It is true that this

reference to other (non-VAT) EU

legislation, a priori attractive in its

simplicity, has the disadvantage of being

dependent on tax legislation, which

must be adopted unanimously by all

member states, as opposed to

legislation that is adopted by majority

vote. In any case, it seems clear that

respondents think that the rules

exempting outsourced services from

VAT should be clarified and harmonized.

Analysis by sector 
Beyond the responses to the 

questionnaire, respondents had the 

opportunity to provide comments to 

clarify their positions or highlight 

additional issues. In all, 51 participants 

used this opportunity, which allows a 

sectoral analysis. 

Asset management: Investment and 

pension funds 

The analysis for the asset management 

sector is primarily based on the 14-

pages ALFI document, which is 

essentially similar to the one from its 

European umbrella organization, the 

European Fund and Asset Management 

Association (EFAMA), but also those 

from other national associations. The 

fund industry insists on the positive 

social and economic impacts of the VAT 

exemption applicable to investment 

fund management services. This 

exemption facilitates investment by 

preventing an additional tax burden, a 

policy reason that the CJEU highlighted 

in the Abbey National case. 

Consequently, subjecting management 

services to VAT when the ultimate 

investors are individuals, directly or 

indirectly (via insurance products or 

pension funds), could be detrimental. It 

would risk reducing these individuals’ 

investment capacity, diverting them 

from fund investments to less 

productive ones, or leading them to 

invest in funds outside of the EU, which 

would have a negative impact on the 

level of investment. The associations 

representing pension funds are fully in 

line with these various considerations. 
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Private equity 
Given that private equity is another 

facet of asset management, although it 

has different modalities, it is not 

surprising that the associations that 

have submitted comments 

(InvestEurope and LPEA) are in line with 

the fund sector. 

Insurance 
Although the insurance sector as a 

whole is also in favor of maintaining the 

VAT exemption for quite similar social 

and economic reasons, its position is 

actually influenced by the tax on 

insurance (IPT). While this tax goes 

relatively unnoticed in Luxembourg 

because its rates are rather low (4% and 

6%), this is not the case in other 

countries such as Germany, Finland, or 

France where the rates may be 

equivalent to those for VAT, i.e., 19%, 

20%, or 24% on some or all insurance 

products. It should be remembered that, 

in addition to the IPT, which is not 

deductible, there is a “hidden VAT” that 

the provider, in this case the insurance 

company, bears on its costs. 

Because of this very high tax burden, 

even taxation at the standard rate would 

be preferable for insurance companies. 

Indeed, in all cases, the hidden VAT 

would disappear. The replacement of 

the IPT with VAT at the same rate would 

be neutral for individuals and other 

taxpayers that cannot deduct VAT while 

it would be favorable for businesses 

which, generally, can deduct VAT on 

their costs. However, as mentioned 

above, not all member states are 

affected equally by this situation. This is 

reflected in the comments of some 

national associations while the position 

of Insurance Europe, the European 

umbrella organization for insurance 

associations, is in favor of the 

exemption, even if it should be 

improved such as by introducing an 

option to tax. 

Banking 
Compared to the sectors discussed 

above, the banking sector has many 

different features. The first is the 

diversity of its services and products, 

which may include asset management 

services or the distribution of funds or 

insurance products whereas the 

previously discussed sectors primarily 

offer a single product. Another factor of 

diversity is the coexistence of services 

remunerated by commissions and so-

called “margin” services, such as the 

granting of credit or purchases of 

foreign currency or securities. It may be 

difficult to determine the tax base for 

these services in the event that they 

become taxable: should the entire 

amount of the credit or sale be taken 

into account or only the margin on the 

assumption that the bank does not act 

as an intermediary? In addition, all types 

of consumers receive banking services 

whereas fund management services are 

primarily aimed at private investors and, 

in general, investment and private 

equity funds are final consumers since 

they cannot deduct VAT on 

their charges. 

As a result, a large majority of 

respondents from the banking sector 

support the VAT exemption, including 

the sector’s European umbrella 

association, the European Banking 

Federation (EBF), with some providing a 

neutral response or no response. 

However, there were a few minority 

voices in favor of abolishing the 

exemptions (one bank, one payment 

service provider, and two associations). 

These reflect the specific concerns of 

payment service providers, which have 

to pay large amounts of VAT on 

important investments, such as 

information technology. 

Consumers 
Commercial and industrial companies 

consuming services expressed 

themselves as well, mainly through their 

European association, BusinessEurope. 

To the extent that these companies can 

fully deduct VAT, they are affected by 

the “hidden VAT.” Therefore, a reform 

leading to the taxation of financial 

services would seem appropriate. 

Nevertheless, these participants 

generally provided a “neutral” response 

when asked if the exemption should be 

maintained. Indeed, these respondents 

are conscious of the potential impact of 

full taxation at the standard rate for 

those that cannot deduct VAT (mainly 

individuals) and their comments take 

this issue into account. Therefore, they 

suggest that solutions such as a reduced 

rate, an option to tax, or even a zero 

rate (exemption with the right to 

deduct) should be explored in greater 

depth. 

Only one association, from the Czech 

Republic, and 30 “citizens” represented 

private consumers. An overwhelming 

majority (around 85%) of these 

respondents is in favor of the 

exemptions and a slight majority 

considers that they work well or 

very well. 

And in Luxembourg? 
Finally, it should be noted that the 

Luxembourg associations that 

participated in the consultation, ABBL, 

ACA, ALFI, and LPEA, are unanimous in 

their “strong” support for the 

exemptions, even if there are nuances in 

their answers regarding the types of 

problems that derive from the 

exemptions, their respective acuteness, 

and proposed solutions. This should help 

the Luxembourg authorities in their 

assessment of the situation and the 

economic impact of the future 

legislative proposal, which, after its 
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preparation by the EU Commission, will 

have to be discussed among, and 

approved unanimously by, the 27 

member states. 

Comments 
Both the quantitative and the sectoral 

analyses indicate a general and clear 

support for the VAT exemptions with a 

need for improvements such as updated 

definitions, more efficient VAT group 

and IGP mechanisms, or even, to meet 

the expectations of businesses, the 

elimination of the “hidden VAT,” the 

generalization of the option to tax, or a 

zero rate. 

The next step in this long process should 

be the publication of the Commission’s 

impact assessment and synopsis report 

based, inter alia, on the results of the 

consultation, but also a preliminary 

study carried out by a consortium of 

external consultants, the Commission’s 

own research, and discussions with 

various affected parties. 
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