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Circulars from Federal Ministry of Finance
dated June 30, 2020 and November 4, 2020

To face economic consequences of Covid-19
pandemic Germany has introduced different
measures with the so called economic and
crisis management package. The measures
implicate a reduction of standard VAT rate
from 19 % to 16 % and the reduced VAT rate
from 7 % to 5 % for the period July 1, 2020
until December 31, 2020.

Due to wvarious issues with practical
implementation, German Federal Ministry of
Finance on June 30, 2020 issued a circular
providing guidance, how to handle the
transition to the reduced VAT rate in a
practically manner. With regard to the end
of reduced VAT rate on January 1, 2021
German Federal Ministry of Finance issued a
second circular providing guidance, how to
handle the return to the VAT rates of 19%
and 7%.

Please find a summary of selected guidance
made by the circulars dated June 30, 2020
and November 4, 2020:

1. General

In general the application of the different VAT
rates depends on when the supplies and services
are provided (date of supply) - therefore, itis
irrelevant when the respective transaction is
contractually agreed, when the invoice is issued
or when the invoice is paid.

2. Supplies of services

Supplies of services are provided at the date of
completion.

Example: A service is completed in December
2020, but the invoice will only be issued in
January 2021 = the reduced VAT rate is
applicable, since the date of supply of the
service is before 1 January 2021.
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Thus, for services provided/completed in the
period July 1, 2020 until December 31, 2020 the
reduced VAT rates (16% and 5%) are applicable.
For services provided/completed before July 1,
2020 and after December 31, 2020 the general
VAT rates (19% and 7%) are applicable.

3. Supply of goods

For the supply of goods the date of supply
depends on the right of disposal. In case of
supplies of goods including transport, the
starting date of the transport is deemed to be
the date of supply.

Example: Regarding a supply of goods the
transport starts in December 2020, but the
invoice will be issued in January 2021 = the
reduced VAT rate is applicable, since the date of
supply is before January 1, 2021.

Therefore, supplies of goods for which the
transport starts in the period July 1, 2020 until
December 31, 2020 have to be invoiced with the
reduced VAT rates (16% and 5%). Supplies of
goods for which the transport starts before July
1, 2020 and after December 31, 2020 have to be
invoiced with the general VAT rates (19% and
7%).

4. Supplies of goods including installation

Supplies of goods including installation are
deemed to have been made at the time when
the acceptance takes place (after completion of
the installation).

Thus, all supplies of goods including installation
for which the acceptance takes place in the
period July 1, 2020 until December 31, 2020
have to be invoiced with the reduced VAT rates
(16% and 5%). All supplies of goods including
installation for which the acceptance takes place
before July 1, 2020 and after December 31, 2020
have to be invoiced with the general VAT rates
(19% and 7%).
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5. Advance and down payments

Advance and down payment invoices received
after June 30, 2020 and before January 1, 2021
and for which the remuneration has been made
during this period, VAT must be calculated using
the VAT rate of 16 percent or 5 percent. If the
supply is performed after December 31, 2020, a
correction to 19 percent or 7 percent at the time
the supply is performed must be made. Insofar as
it is certain the respective service will only be
provided after December 31, 2020, the
applicable tax rate of 19 percent or 7 percent can
already be applied regarding such advance or
down payment. The recipient of an respective
invoice can claim the stated VAT amount as input
VAT under the general conditions.

6. Issuing a voucher for a bindingly ordered
item

The transfer of a single-purpose voucher shall
be regarded as a supply of the goods or services
to which the voucher relates. By issuing a
single-purpose voucher in the period from July
1, 2020 to December 31, 2020 one could apply
the reduced rate on supplies actually provided
after December 31, 2020. This handling was for
example applied on supplies of cars to profit
from the reduced VAT rate even if the supply
will actually be performed in 2021. The German
Federal Ministry of Finance has denied this
handling in specific cases. The Ministry pointed
out that a so called voucher issued for a
bindingly ordered item, for which a later
exchange, repayment or transfer of the voucher
to another seller or buyer is excluded and the
issuance of which is associated with an
acceptance obligation is not a single-purpose
voucher but a prepayment.
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7. Partial supplies

For partial supplies provided in the period of July
1, 2020 to December 31, 2020 the reduced VAT
rates (16% and 5%) are applicable. For partial
supplies provided before July 1, 2020 and after
December 31, 2020 the general VAT rates (19%
and 7%) are applicable.

8.Permanent and recurrent services

Regarding permanent and recurrent services,
e.qg. rental, leasing or maintenance contracts,
for which partial supplies of services are
regularly agreed, the contracts are often the
invoice document. As the invoice needs to
show the VAT rate applicable an amendment
needs to be issued to assure the input VAT
deduction.

9. 0ther guidance topics

The circulars provide guidance to several
further topics, inter alia:
» Annual bonuses
» Telecommunications services
» Membership fees, subscriptions etc.
» Taxation of Electricity/gas/heat
supplies
» Taxation of passenger transport
» Taxation of commercial agents
» Taxation of commercial brokers
» Taxation of hotels and restaurants

» Exchange of goods
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About WTS Global

With representation in over 100 countries, WTS Global
has already grown to a leadership position as a global
tax practice offering the full range of tax services and
aspires to become the preeminent non-audit tax
practice worldwide. 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 Global
include multinational companies, international mid-size
companies as well as private clients and family offices.

The member firms of WTS Global are carefully
selected through stringent quality reviews. They are
strong local players in their home market who are
united by the ambition of building a truly global
practice that develops the tax leaders of the future and
anticipates the new digital tax world.

WTS Global effectively combines senior tax expertise
from different cultures and backgrounds and offers
world-class skills in advisory, in-house, regulatory
and digital, coupled with the ability to think like
experienced business people in a constantly
changing world.

For more information please see: wts.com
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The above informationisintendedto providegeneralguidance 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 furtherinformationplease refer
to the authors.
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