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On 11 June 2018, a new circular (765-1) was issued by the Luxembourg VAT

authorities (Administration de I'Enregistrement et des Domaines) in order to clarify
the application of circular 765 issued on 15 May 2013 regarding the calculation of
deductible input VAT for companies that have a partial VAT activity (i.e. an activity

that is partially out of the scope of VAT).

A typical example would be a Luxembourg holding company
which, alongside it holding of participations (which is
considered to be out of the scope of VAT), has a financing
activity within the EU (which should be exempt of VAT) as
well as a provision of management services activity (which is
a VAT taxable activity).

A well-known problem for such kind of companies was to
determine the amount of deductible input VAT for VAT on
overhead costs, which could not be allocated to one of the
different activities. The previous circular 765 clearly stated
that the companies concerned should, as a matter of
principle, apply a two-step approach. The first step being a
direct allocation of costs where possible (i.e. costs in direct
relation to the exempt financing are 100% non-deductible
whereas costs in relation to the taxable management
services should be 100% deductible). In a second step, a pro
rata of input VAT deduction has to be computed and applied
to the non-allocated costs. However, in the past it was not
clear how the proportion of (non-allocated) overhead costs,
which clearly also served the holding activity, should be
treated. Normally, such costs should not allow for any input
VAT recovery but it was almost impossible to find a
computation method which properly represents such
proportion.

In the current new circular 765-1, the VAT authorities seem
to extend the application of circular 765 to this specific type

of entities. Unfortunately, it is not very clear what is aimed by
this new circular. In our view, it could be understood in a way
that the pro rata of deduction computed for the overhead
costs based on the proportional turnover between the VAT
exempt activity (e.g. financing) and the taxable activity (e.g.
management services) would be applicable for all overhead
costs, including the proportion of costs for the activity out of
the scope of VAT (e.g. holding activity). If that is the correct
interpretation of circular 765-1, it would be a valuable
simplification and increase in legal certainty for input VAT
deduction for such kind of businesses.

However, it could also just aim at clarifying that the cost
incurred by such companies for their holding activity should
be subject to the direct allocation method (i.e. being 100%
non-deductible). If this would be the intention of the circular, it
would not reflect any change in the current approach, as it
would be in line with the general principles which are anyway
already applied.

We will seek further clarification about the correct
interpretation from the VAT authorities.
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We're a network of independent assurance, tax and advisory
firms, made up of 50,000 people in 135 countries. And we're
here to help dynamic organisations unlock their potential for local
and international growth. We’ve got scale, combined with local
market understanding. That's mean we’re everywhere you are, as
well as where you want to be. But what set us apart is our
distinctive client experience which leads to more meaningful
advice and a better working relationship.

=3

.
-,

Grant Thornton Luxembourg is committed to providing a highly professional service to help all of our clients
meet their financial objectives, both business and personal. We have produced this “Tax News Alert” as part
of this service but it is intended only as a guide in highlighting general issues which may be of interest to our
clients. It is not a substitute for full professional advice and specialist assistance should be sought in relation
to any particular circumstances. Accordingly, no responsibility for loss occasioned to any person acting or
refraining from acting as a result of any material in this publication can be accepted by Grant Thornton

Luxembourg.
© 2018 Grant Thornton Luxembourg. All rights reserved.

Grant Thornton Lgxembourg Gra ntThomton ‘Grant Thornton’ refers to the brand under which the Grant Thornton member firms provide assurance, tax and
20, Rue de BItbOUI’g . advisory services to their clients and/or refers to one or more member firms, as the context requires. Grant
L-1273 Luxembour An instinct for growth Thornton Luxembourg and the member firms are not a worldwide partnership. GTIL and each member firm is

g a separate legal entity. Services are delivered by the member firms. GTIL does not provide services to clients.
GTIL and its member firms are not agents of, and do not obligate, one another and are not liable for one
T +352 (O) 453878 1 another’s acts or omissions.
F +352 (0) 45 38 29 www.grantthornton.lu



www.grantthornton.lu
https://www.linkedin.com/company/grant-thornton-luxembourg/

