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Good morning,

Let me first thank you for having included the AEA in your distribution list and for giving us
the opportunity to comment your work.

As you probably know already, the AEA and IATA had submitted a joint response (in
attachment) to the Head of Unit Mr Raponi back in September last year, detailing our views
on the specific issue of Article 37 of the VAT Directive with respect to services and goods for
consumption on board. Following the Green Paper consultation on the revision of the VAT
Directive, we also submitted our views in May (in attachment).

Both documents highlight the necessity for the legislator NOT to change the present status
quo, i.e. to keep the present regime of VAT exemption. By extension and basically for the
very same reasons elaborated upon in our replies, this would | believe qualify for Policy
Option 5 as identified in your excellent matrix.

Please do not hesitate to contact us should you have additional questions or remarks.
Best regards,
Fabio Gamba

From: Heike Claeys [mailto:heike.claeys@pwc.be] On Behalf Of Ine LeJeune
Sent: 20 May 2011 17:28

To: Victoria Moores

Cc: David Henderson; Ine Lejeune; Bert Mesdom; Sophie Claessens; Pascal
Ceuterick; Katrijn De Naeyer; Gill Van Damme; Dominique Decorte

Subject: Expert Study EU Commission: supplies on board means of transport -
Matrix regarding policy options and Glossary of terms - 0120454/3/018567GVD.HCL

Dear Victoria,

We refer to our previous contacts and correspondence regarding the expert study on
issues arising from taxing the supplies of goods and services, including restaurant
and catering services, for consumption by passengers on board ships, aircraft, trains
or other means of transport (e.g. buses & coaches) from a VAT perspective.



As promised, please find enclosed the matrix regarding the policy options (you
receive the matrix both in Excel and in pdf).

We also provide you with a separate document containing the glossary of terms
used in the matrix.

Identification of policy options

In the matrix, we have identified 5 different policies around changing the place of
taxation into (see also item 1 in the glossary of terms):
1. The place of actual consumption in the EU (avoiding taxation of consumption
outside the EU)
2. The place of establishment of the supplier of goods and services, including
restaurant and catering services
3. The place of establishment of the transport company, i.e. the supplier of the
transport services
4. The point of departure of the transport operation (for all transport sections)
5. Keep existing VAT regime

Reader manual of the matrix

The policy options have one common objective: defining a uniform place of supply
from a VAT perspective, regardiess of (i) the transport mode and (ii) the travel
destination (EU or non-EU) whilst removing practical issues or distortions of
competition faced by the stakeholders.

In order to compare the impact of the different policy options compared to the
current VAT place of supply rules, we have developed 4 sheets, i.e. for each type of
transport leg ("Domestic", "Intra-EU", EU - non-EU" and "non-EU - EU").

Each policy option can be evaluated on its strengths and/or weaknesses by means
of 5 Key Performance Indicators ("KP!'s"). These KPI's are benchmarked against the
current VAT place of supply rules.

Besides, a number of suggested additional measures can be indicated to overcome
the issues remaining after harmonization of the VAT place of supply rules. These
suggestions relate primarily to simplifying the VAT compliance requirements,
reducing the cost of VAT compliance, correction mechanisms to avoid VAT
shopping or the risk of delocation or, if required, the extension of the current VAT
exemption regime also to other means of transport (e.g. buses & coaches).

You will notice that, under each policy option, there is a variant where the option for
Member States to zero-rate the supplies for consumption on board ships, aircraft or
trains is abolished as it concerns a temporary option under the current VAT rules.



As mentioned above, you will find a description of the terms used in the matrix in
enclosure EN2.

The matrix contains a large number of lines. In this respect, please note that you
only have to focus on the lines in the matrix which are relevant for you.

Your analysis

We would be pleased if you could evaluate each policy option and indicate your
preferred solution(s).

The current study will neither assess nor qualify the economic or financial impact of
each option.

It is important to remember that the objective of each option is to reduce the current
practical issues and to provide clarity and (legal) certainty.

We really need your feedback on the options and we appreciate you spending time
in contributing to this study.

drdedr

We trust this information meets your requirements.
We are looking forward to receiving your input by 8 June 2011.

If you have any questions or remarks, please do not hesitate to contact the
undersigned, Sophie Claessens (+32 3 259 31 69), Pascal Ceuterick (+32 9 268 81
69) or Gill Van Damme (+32 9 268 81 26) of our office.

Kind regards,

Bert Mesdom
Ine Lejeune

Bert Mesdom

PwC | Senior Manager

Direct: +32 9 2688153 | Mobile: +32 493 240693 | Fax: +32 9 2688299
Email: bert.mesdom@pwec.be

PwC Tax Consultants bevba/scerl

The legal information on this company can be found here

Ine Lejeune

PricewaterhouseCoopers** Indirect Taxes | Partner

Direct: +32 9 2688300 | Mobile: +32 475 794573 | Fax: +32 9 2688299
Email: ine.lejeune@pwe.be

PwC Tax Consultants bevba/scerl



The legal information on this company can be found here
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Mr. Donato Raponi

Head of Unit

European Commission
Directorate-General
Taxation and Customs Union
1049 Brussels

Belgium

15 September 2010

Re: Review of the Rules on the Supplies of Services and Goods for
consumption on board ships, aircraft or trains in accordance with
Article 37 of the VAT Directive

Dear Mr. Raponi,

Thank you for your letter dated 1 July 2010. IATA and AEA are pleased to
hereby submit comments on behalf of its member airlines with respect to the
rules on the supplies of services and goods for consumption on board
aircraft.

Goods and services for consumption provided free of charge - and therefore
deemed to be part of the ticket price - to passengers on board an
international (including intra-community) flight are currently exempted from
VAT. This important rule must remain unchanged. Only goods and services
provided against payment on board a flight should be subject to VAT.

Today, by virtue of articles 37 and 57 of the VAT Directive (consolidated
version), the place of supply (and of taxation) of goods and catering services
sold on board for consumption on board aircraft during passenger
transportation within the Community is deemed to be at the point of
departure of the passenger transportation operation.



The following example illustrates the existing unnecessary complications
encountered by airlines: an airline operates a return flight from Brussels to
Madrid. Today, the airline calculates and reports on each sector so for the
BRU-MAD flight, Belgian VAT is due and for the MAD-BRU return flight,
Spanish VAT is due. This situation is acceptable when goods are boarded
separately in BRU and MAD, however, this requires registration in those
countries. In the case where the goods for both the outbound and inbound
flight were boarded in BRU, two different VAT apply thus obliging airlines to
file Spanish tax return for goods supplied in Belgium.

From the point of view of catering companies the situation has become
equally very complicated since 1% of January 2010 when the EU VAT directive
was amended. Prior to this date, catering companies accounted for VAT in
their country of establishment only. From 1 January they have to account for
VAT, track and maintain details, register for and undertake VAT compliance
in each Member State they provide catering services and in two countries in
case of supply for a return trip. This has significant compliance cost
implications.

To simplify the administrative process, some of our member airlines have
suggested that the place of supply should be changed to the place where the
supplier is registered and where the goods are boarded. Other members feel
that this would not solve the difficulties experienced but, on the contrary,
may even create a true distortion of competition between EU based airlines
and airlines established outside the EU (or registered in a country applying
zero rate). Most importantly, we believe that the deficiency of the current law
does not result from the place of taxation but rather from the administrative
constraints and the place of filing.

In our opinion, one way to facilitate the VAT filing procedure may lie in a
technical solution as adopted by the EU for B2C e-commerce and telecom,
i.e. the seller should file the VAT declaration (with the detailed applicable
VATs) in one country (PE or principal). A clearing mechanism run by the
Member States will then reallocate the appropriate VAT to each country of
taxation. In order to facilitate this clearing mechanism, all sales on board
should be subject to a uniform VAT imposition without distortion of
competition and less error factor, and the reallocation mechanism would
eliminate the local administrative complexity for the supplier.



Furthermore, it has been reported by some of our Member airlines that an
additional concern arises with respect to Subsection 7, Art. 57 (Supply of
restaurant and catering services for consumption on board ships, aircraft or
trains). In some Member States, there are different VAT rates for a. "the
supply of restaurant and catering services on board”, and b. "“the delivery of
food”. Furthermore, the interpretation of what is included in ‘the supply of
restaurant and catering services’ and what is included in ‘the delivery of food’
sometimes differs between Member States, resulting in even further
complexity. Airline systems generally make no distinction between the two.
Again, the need for consistency across all Member States is essential.

Thank you for taking the above remarks into consideration when working on
the revision of the VAT Directive.

Yours sincerely,

At o

Monique De Smet Fabio Gamba
Director EU affairs Deputy Secretary General
IATA AEA
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E-mail aea.secretariat@aea.be
Web www.aea.be

31 May 2011

AEA Response to the European Commission’s
Green Paper on the Future of VAT

The Association of European Airlines (AEA) brings together 36 established
European network carriers. These collectively carry 377m passengers and 6m
tonnes of cargo each year, operating 2,800 aircraft and serving 630
destinations in 163 countries with 12,000 flights a day. They provide around
392,000 jobs directly, and generate a total turnover of € 82bn.

The AEA welcomes the European Commission’s Green Paper on the future of
VAT and the launch of a public consultation on comprehensive reforms to the
EU VAT system. However, as we will demonstrate in this response, the
Association believes that the current exemption granted to international (and
intra-EU) air transport, including for the purchase, leasing, provisioning or
fuelling of aircraft, should be maintained. Changing the status quo would not
help the Commission to fulfill its declared objectives of a) reinforcing the
Single Market, b) contributing to other policies, c) strengthening the capacity
of VAT as a revenue raiser, and d) reducing the cost of compliance and
collection of VAT. On the contrary, it would trigger complex mechanisms that
would ultimately damage fair competition and call into question Europe’s
international obligations.

Cancelling the VAT exemption for air transport will not help the EU to
fulfill its stated objectives

This is particularly true with respect to the expected contribution to other
policies, more especially the contribution of the imposition of VAT to
combating CO, emissions, which the Commission has put forward as one of
the reasons behind the proposal. Imposing higher charges, fees, or levies on a
price-sensitive industry such as aviation would indeed have a negative impact
on demand. However, three aspects must be considered before concluding that
applying VAT to air transport would contribute to reducing gaseous emissions:

e Aviation is already highly taxed, so much so that air carriers’ net
contribution to the economy through taxes, charges, fees and levies is
greater than its overall cost. For instance, it has been stated on various
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occasions that taxes in the UK (the Air Passenger Duty, or APD) and in
Germany, which generated £ 2.2bn and € 1bn respectively in 2010 and
which are destined to increase over time, raised more money than these
countries’ carbon offset requirements. In addition, from 2012 aviation
will be covered by the EU ETS, which is comparable to a tax. It is
currently estimated that the EU ETS will cost € 4.2bn per annum
initially, reaching a total of € 38bn for the whole trading period (2012-
2020). Around three quarters of this will be bome by the European
carriers. This of course comes on top of the estimated €4.5bn per
annum that the national taxes in place in six EU Member States already
bring to national treasuries. In these circumstances an additional tax,
which at current national VAT levels would cost the industry around
€8.5bn per annum (cf. in annex), must be weighed very carefully.

e The environmental impact of such a measure is uncertain and it would
also have an adverse effect on the economic contribution of Member
States. Price sensitivity in aviation is a well-documented fact, the
consensus being that it falls somewhere between -1.0 and -1.5, which
means that a 1% rise in the ticket price would generate at least an
equivalent decrease in demand, and probably more. This would
negatively affect total VAT receipts and, more importantly, it would
further deprive aviation of funds that could have been invested into
new, more environmentally-friendly technologies to effectively combat
gaseous emissions. It would be a redundant means to achieve the same
goal that the EU ETS is supposed to achieve and, like the ETS, it would
fail to provide an incentive to finance projects which would have a
demonstrable, positive effect on the environment.

e Aviation is a recognised economic enabler, directly contributing more
than €100bn to Europe’s GDP every year and sustaining 1.5m jobs. For
example, tourism is largely dependent on aviation, and the same is also
true for many other businesses which simply couldn’t develop without
aviation. So the question is whether the legislator wants to impose a
VAT tax on air transport, which is a profitable business in its own right,
or whether he considers air transport to be an enabler of economic
performance (which in turn generates more revenue from corporate
taxes, and generally allows a broader tax base, including VAT) which
should be promoted. Needless to say, the AEA has a strong preference
for the second scenario.

Cancelling the VAT exemption for air transport will not contribute to
creating a level playing field with other modes of transport

The argument of lack of taxation has been used often and indeed, at first sight,
it might seem that both aviation and the maritime sector benefit from unfair
taxation regimes vis-d-vis other modes of transport, which are themselves
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enablers of the economy. But this argument fails to take into account the fact
that aviation is the only mode of transport that pays in full for both the building
and the use of its infrastructure. Since air transport was liberalized in 1977,
aviation hasn’t cost society a single penny. On the contrary, as mentioned
above, aviation is a net contributor to the economy. With the introduction of
the EU ETS, the square is ‘more than circled’ so to speak, as the only
remaining externality, i.e. gaseous emissions, is now offset by a Europe-wide
cap-and-trade system.

In comparison, the cost of European rail infrastructure has been estimated at
€86 per 1,000 rkm (against €90 for aviation), but revenue from tax and user
charges was only €33 per 1,000 rkm (compared with €101 for aviation). In
addition, the railways receive substantial state subsidies; it is estimated that
between €50bn and €80bn of taxpayers’ money is invested annually in the
maintenance and development of Europe’s rail infrastructure.

A 2005 TATA study entitled “Aviation Taxes and Charges” found that road
was by far the biggest net contributor to GDP of all transport modes, but the
study failed to consider the impact of externalities, including environmental
aspects. Road is also by far the biggest contributor to emissions, which it only
partly offsets.

This demonstrates that distortions still persist. It also shows that the reality is
more complex and that cancelling the VAT exemption would not help to
restore the level playing field between different modes of transport, but would
instead contribute to widening the existing gap.

Cancelling the VAT exemption for air transport will create an additional
administrative burden

Two options are considered in the Green Paper for the imposition of intra-EU
VAT on aviation, namely the current ‘Place of Supply’ rule, and the ‘Country
of Departure’ rule. In line with ICAO Document 8632 which states that “All
Contracting States must apply an exemption from property taxes, capital levies
and other similar taxes on aircraft and other moveable property associated
with international air transport for the air transport enterprises of other
Contracting States.”, the Paper concludes that “only transport linked to the EU
territory should be targeted”. However, AEA maintains that both options
would either lead to unfair practices or result in an overly complex procedural
mechanism.

On the premise that each Member State is free to set its own VAT rate, the
Place of Supply formula would have the merit of avoiding any distortion of
competition, as it would impose a tax per country in function of the distance
flown over each country. This is in fact the formula that is applied to
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international rail journeys. However, given the complex mosaic and number of
EU Member States, and considering that there are 6,742 city-pairs in Europe,
of which less than one fifth are truly intra-national pairs, it makes the
calculation of VAT a very difficult exercise. In this respect, the AEA agrees
with the Staff Working Document which states that Article 48 rules make
collection of the tax difficult and impractical. However, AEA fundamentally
disagrees with the Document’s conclusion that a remedy would be to shift to
the Country of Departure formula.

This formula goes against the widely accepted principle amongst OECD
countries that a tax should be proportionate to ‘consumption’. In an extreme
example such as a flight between Lisbon and Stockholm, in which 9/10 of the
flight is operated outside of the Portuguese FIR, the VAT tax would still be
accrued by Portugal. On the other hand the level of VAT would be much easier
to calculate. It would however enshrine a new principle of taxation not
currently adopted by the vast majority of OECD countries, and would probably
necessitate the revision of many existing Conventions, a very long and
unpredictable process.

Cancelling the VAT exemption for air transport will put Europe in a
difficult position vis-a-vis third countries and conflict with its international
obligations

Despite the fact that the Green Paper does not propose taxing flights to, from
and over Europe, some aspects must be borne in mind:

e [t is estimated that around 40 non-EU airlines currently benefit from st
freedom intra-EU traffic rights; this number will inevitably rise in the
future thanks to the increasing number of ‘Open Skies’ and ‘Open Skies
plus’ bilateral agreements. In this respect, these carriers can operate
within the EU. However most, if not all, of their tickets are sold outside
the EU, in the designating country, and are thus likely to escape the EU
VAT imposition. Such a situation would not only discriminate against
EU aviation, but it would also considerably undermine the credibility of
the whole regime.

e Similarly, many non-EU operators and/or agents sell or issue tickets
which include portions of flights covering intra-EU journeys. For the
reasons mentioned above, it is highly unlikely that these operators,
which in many cases consist of a single person, would have the means
to invest in system changes and staff training.

o It is also clear that cancelling the exemption for the purchase or leasing
of aircraft and their provisioning and fuelling will give rise to conflict
with the EU’s wider international obligations and provide a competitive
advantage to non-EU operators, who can source more of their high
value needs in offshore locations than EU airlines.
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Conclusion

For the reasons mentioned above, the AEA believes that preserving the status
Adria Aitways quo remains the best option. In particular because:
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Taxing air transport will not help the EU fulfill its objectives, in
particular those related to the contribution to other EU policies
(particularly with respect to climate change);

Air transport is already heavily taxed, and adding an extra burden
would have a detrimental effect on the global EU economy, as aviation
is one of the most important enablers of the economy;

It would not contribute to decreasing the distortions between transport
modes; on the contrary, it would actually widen the already existing gap
between them as aviation is a net contributor, unlike many other
transport modes;

Imposition of VAT would lead either to impractical (place of supply),
or unfair (country of departure), taxation regimes;

It would also put Europe’s international obligations at risk and probably
lead to distortions of competition with non-EU carriers.
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