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Summary. Starting from 1 May 2004 Latvia like all other 10 new EU member states had to introduce all requi-
rements of the Sixth Council Value Add Tax (VAT) Directive which regulates application of value added tax in EU.
Generally Latvia has implemented these requirements but there are some areas where still some misunderstandings
exist in Latvian VAT legislation and practical life. One of such areas is application of VAT to cargo transportation
services. Main requirements and problems existing in Latvia are described in this article. Since application of VAT on
transportation services depends on the status of business partners involved in the transaction, schemes are included in
the article, which demonstrate how VAT should be applied. There are three different treatments in the Latvian VAT law
on application of VAT on transportation services. The first explains the application of VAT on international transport
and services provided by international transport. This explanation has already been in force before Latvia’s accession
to EU. The second treatment regulates application of VAT to internal transportation services. And the third treatment is
in force only from 1 May 2004 and explains how VAT must be applied to transportation services between EU member
states. Since transportation services between member states also could be treated as international transportation a lot
of misunderstandings and disputes between taxpayers and tax administration take place. Simultaneously disputable
interpretations of government institutions, and issues that are not clarified leave room for different interpretations.
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1. Introduction In regard to the application of Value Added Tax
(VAT), the most significant uncertainties and contra-

Accession to the European Union (EU) has re- dictions are found in the normative acts regulating
sulted in significant amendments to the Latvian indi- the application of VAT to transportation services.
rect tax legislation. Unfortunately, we still may en- While the requirements of the 6 EU Directive have
counter various uncertain issues that make the lives been implemented in the law, it still contains the pre-

vious rulings, which has given rise to contradictions

of businessmen risky.
Y and different interpretations.
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2. VAT on Cargo Transportation

Analysis of the VAT application to cargo trans-
portation shows that no changes have been made to
the legislation with respect to transportation activi-
ties related to export, import and transit of goods.
After 1 May 2004, such transportation activities are
carried out only with third (non-EU) countries such
as Russia, Ukraine, Bulgaria, Switzerland etc.

The observance of certain aspects relating to
cargo transportation between EU countries may ease
the taxpayers’ understanding of the statutory require-
ments. Those are as follows:

Make sure that transportation is carried out be-
tween EU member states (begins in a EU member
state and end in another EU member state),

Clarify the status of the recipient of services
(taxable or non-taxable entity of a member state, or
third country entity).

Based on the above, the Latvian taxable entity that
transports goods determines the applicable VAT rate
and member state where those services are taxable.

If cargo is transported within one member state
(embarked and disembarked in the same member sta-
te) VAT of that member state is applicable irrespec-
tive of the recipient’s status. The carrier must be a
registered VAT payer of that member state.

When the cargo crosses borders of EU member
states, application of taxes depends only on the sta-
tus of the services recipient. In all cases when the re-
cipient is registered as a taxable entity in a different
member state than the provider of services, a 0% VAT
is applicable and tax payments are the responsibility
of the services recipient irrespective of the EU mem-
ber state where the transportation is carried out.

However, when the recipient is a non-taxable
entity of any EU member state or an entity of third
country, taxes are applicable in the country where
the transportation is commenced.

The following schemes are drawn for unders-
tanding purposes: The “EU-1” and “EU-2” designa-
tions used in the scheme denote any EU member
state other than Latvia but “3™ ¢.” denote any third
(non-EU) country.
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Scheme 1. VAT application when the provider and recipient
of cargo transportation services is a taxable entity
registered in Latvia.

In view of the above considerations regarding
the VAT 0% application, only one condition is met in
the examples discussed in Scheme 1, i.e. transporta-
tion is carried out between several EU member sta-
tes but the provider and recipient is registered in the
same EU member state (Latvia). As a result, an 18%
VAT is applicable. However, VAT for services provi-
ded within any other EU member state (for example
EU-2) is applicable in accordance with the legislati-
on of the respective member state after registration
as a VAT payer in that member state.
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Scheme 2. VAT application when the provider of cargo
transportation services is registered as a VAT payer
in Latvia, but the recipient is a registered taxpayer

of another member state.

Scheme 2 reflects a situation, when the both
conditions are met, i.e. the transportation is carried
out between EU member states and the recipient is
a registered taxpayer of a different EU member state
than the provider. Please note that in these cases it
does not matter in which member state services are
provided as long as the cargo is carried over the bor-
ders of a EU member state. For example, a 0% VAT
rate is applicable when the provider of services, a
Latvian taxable entity, provides transportation servi-
ces to a registered taxable entity of Poland, and the
cargo is carried from Hungary to Austria.
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Scheme 3. VAT application when the provider of cargo
transportation services is registered as a VAT payer in La-
tvia, but the recipient is either a non-taxable entity of Latvia,
non-taxable entity of another EU member state, or registered
in a third country.
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In Scheme 3, the recipient is a EU non-taxable
entity or even not registered in the EU. As a result,
the transportation services are taxable in the country
where they were commenced. Therefore, when the
cargo is carried from EU-1 to EU-2, the provider of
services, which is a Latvian taxable entity, should re-
gister in EU-1 and apply the tax rates of that member
state. Likewise, VAT registration is required in EU-
2 when cargo is carried from that member state to
Latvia.

3. VAT Application to Services Provided
via International Transport

Legal requirements and interpretations of go-
vernment institutions regarding services provided
via international transport require special attention
as this area contains contradicting legal norms, dis-
putable interpretations of government institutions,
and issues that are not clarified and leave room for
different interpretations.

To begin with, the VAT law contains speci-
al norms relating to taxation of international cargo
transportation. Namely: Article 1 of the law contains
the definition of international transportation, and
Part 1 of Article 7 defines the VAT rate applicable
to transactions related to international transportation.
The above norms prescribe that the 0% VAT rate is
applicable in all cases when the cargo is transported
via international transport (such as airplane or ship
of foreign traffic). As a result, legal norms included
in these Articles do not require application of taxes
based on the recipient’s status (taxable or non-taxa-
ble entity of Latvia or other EU member state).

In addition, international transport is not even
mentioned in Article 22 of the law, which contains a
general definition of the place of provision of trans-
portation services in the EU. According to this Arti-
cle, the place of provision of transportation services
is the country of the recipient’s registration. There-
fore, the Latvian VAT law prescribes that in case car-
go transportation services are provided by a Latvian
taxable entity via international transport within the
EU territory, and such services are provided to anot-
her Latvian taxable entity, the place of provision is
Latvia; however, it does not mean that the standard
tax rate will be applied, as the applicable tax rates
are determined by Articles 5, 62, and 7 of the law.
Consequently, cargo transportation via international
transport also in the EU territory should be taxa-
ble at the 0% rate irrespective of the country of the
recipient’s registration.
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Considering that the current treatment is rather
contradicting to the ruling of the 6" EU Directive, the
Ministry of Finance (MF) has attempted to provide
in their letters a different interpretation of tax appli-
cation, whereby they indicate that rulings of Article
1 and 7 of the law regarding international transpor-
tation do not apply to transportation within the EU.
This interpretation is underpinned by the fact that
VAT application to transportation services within the
EU is a special ruling, which is newer than the norms
of Part 1 of Article 7. In my opinion, this interpre-
tation is contradictory to the legal norms applicable
in Latvia. However, companies should assess the ri-
sks and consequences of not complying with the MF
written instructions on the VAT application.

Another important MF interpretation permits
tax application to international transportation tran-
sactions irrespective of the country of the recipient’s
registration. For example, the 0% VAT rate is per-
mitted on the rent of international transport vehicles
irrespective of the country where the recipient of ser-
vices is registered as a VAT payer.

The above inconsistent interpretations result in
new issues in the VAT application to other transacti-
ons, as in one case the special ruling for international
transportation is permitted, but in other cases it is
not. As Part 1 of Article 7 of the law also prescribes
VAT application to vehicle supplies, import, repairs,
maintenance and other, it is not clear when this legal
norm should be interpreted as special and when as
general. For instance, it is not clear whether supply
of a ship is treated as supply of an international ve-
hicle with the 0% rate applicable, or it is the supply
of goods within the EU, which is taxable at the 18%
VAT rate as prescribed in Articles 19 and 20 of the law.

Unfortunately, government institutions do not
hold a common opinion on these issues as we have
received different interpretations of this issue from
the State Revenue Service and Ministry of Finance.
In view of the above, it would be very useful for com-
panies to obtain a coherent and publicly announced
opinion of the respective government institutions on
the issue as soon as possible, as the current practice
shows that each company applies this tax according
to their understanding, which increases the risk of
penalties from the tax authorities in case their un-
derstanding is different.

Conclusions

The present study was designed to explain ap-
plication of VAT to cargo transportation services in
EU according to the Sixth Council VAT Directive.
The results of the study showed that Latvia has in-
troduced main requirements of the Directive in this
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area and application of VAT depends on the status
of provider of service and receiver of service as
well as from particular place of transportation. As
a result sometimes transportation companies need
to register for VAT purposes in more than one EU
member state.

The present study has disclosed problems exis-
ting in Latvia with interpretation of term “interna-
tional transport”. Since Latvian legislation provides
specific treatment for application of VAT to transport
services provided via international transport, it is not
clear understandable how tax must be applied on
transportation services between member states.

Only explanation how to separate application
of VAT to transportation services provided via in-
ternational transport and transport services between
member states is given in letters issued by Ministry
of Finance of the Republic of Latvia and by State
Revenue Service but not included into legislation.
This makes problems disputable.

Sometimes government institutions do not hold
a common opinion on the issues and tax payers have
received different interpretations of this issue from
the State Revenue Service and Ministry of Finance
which makes mentioned problems more complica-
ted.
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PRIDETINES VERTES MOKESCIO UZ KROVINIU VEZIMO PASLAUGAS TAIKYMAS LATVIJOJE

Gunta KAULINA
KPMG Baltics SIA, Latvija

Aivars KRASTINS
Rygos technikos universitetas, Latvija

Santrauka. Nuo 2004 m. geguzés 1 d. Latvija { PVM istatyma itrauké visus Tarybos SeStosios direktyvos,
Nr. 77/388/EEB, kuri reguliuoja PVM taikyma ES, reikalavimus. Autoriai pazymi, kad pagrindiniai minétos di-
rektyvos reikalavimai kroviniy vezimo paslaugy sityje yra paslauguy tiekéjo ir paslauguy gavéjy statusas, transporto
paslaugu suteikimo vietos apibrézimas, transporto bendroviy registravimosi PVM mokétojais kitose ES valstybése
narés.

Taciau PVM jstatyme palikus kai kurias ankstesnes nuostatas atsirado gin¢ityny sri¢iy, kurios nevienareiks-
miskai traktuojamos PVM administruojamy valstybés instituciju ir verslo praktikos. Viena i§ tokiy sri¢iy yra
PVM taikymas uz kroviniy vezimo paslaugas. Biitent Sia problema autoriai ir nagrinéja savo straipsnyje. Vezimo
paslaugoms apmokestinti Latvijos PVM istatyme numatytos trys schemos. Pirmoji nustato tarptautiniy vezimo
paslaugy apmokestinima PVM. Antroji reguliuoja PVM taikyma vidinéms transporto paslaugoms. Trecioji, isi-
galiojusi nuo istojimo i ES datos, nustato, kaip PVM turi biiti taikomas uz vezimo paslaugas, teikiamas tarp ES
valstybiu nariy. Kadangi vezimo paslaugos tarp ES valstybiy nariy gali biti traktuojamos ir kaip tarptautinés,
Sioje srityje daug gin¢y kyla tarp mokec¢iy mokétojy ir mokesc¢iy administratoriy.
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Naujame PVM istatyme pateiktos nuostatos dél kroviniy vezimo paslaugy, teikiamy tarp ES valstybiy na-
riy, apmokestinimo PVM yra naujos. Kad jos biity taikomos, mokeciy administratoriai ir vezéjai, autoriy nuo-
mone, privalo:

— isitikinti, kad krovinio vezimas vyko tarp ES valstybiy nariy (prasidéjo ES valstybéje naréje ir pasibaigé

kitoje ES valstybéje naréje),

— iSsiaiskinti paslaugy gavéjo statusa (apmokestinamas ar neapmokestinamas asmuo),

— jeigu krovinys gabenamas vienos valstybés narés teritorijos ribose, tos valstybés narés PVM tarifas tai-

komas neatsizvelgiant | gavéjo statusa. Vezéjas privalo biiti registruotas PVM mokétoju toje Salyje.

Straipsnyje autoriai atskleidé problema, susijusia su transporto paslauguy, teikiamy tarptautiniu transportu
(pvz., 1éktuvais ir laivais uzsienio marsrutais), apmokestinimo PVM. Kadangi Latvijos teisés aktuose yra nuos-
tata dél transporto paslaugy, teikiamy tarptautiniu transportu, apmokestinimo PVM, neaisku, kaip Sis mokestis
turi buiti taikomas tokioms paslaugoms, teikiamoms tarp ES valstybiy nariy.

Si klausima Latvijoje valstybés institucijos aiskina skirtingai, vyksta gin¢ai tarp mokes¢iy administratoriy ir
verslininky — mokes¢iy mokétoju. Nors Latvijos finansy ministerija iSaiskino, kaip atskirti PVM taikyma vezimo
tarptautiniu transportu paslaugoms nuo vezimo tarp ES valstybiy nariy paslaugy, problema islieka diskutuotina,
kadangi minéto iSaiSkinimo nuostatos neitraukto i Latvijos Respublikos pridétinés vertés mokescio istatyma.
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