[Company Letterhead]

[Date]

[Client Name]

[Client Address]

[City, Country, Postcode]

Subject: Advisory Letter Regarding VAT Implications on International Trade Finance
Facilities

Dear [Client Name],

This letter provides an overview of the Value Added Tax (VAT) considerations associated with
the international trade finance arrangements discussed between [Company Name] and [Client
Name].

1. Nature of Financial Services

Under current international tax regulations, most trade finance activities-including letters of
credit, guarantees, and bill discounting-are generally classified as exempt financial services.
However, the VAT treatment depends heavily on the jurisdiction of both the provider and the
recipient.

2. Import and Export of Goods
While the financing itself may be exempt, the underlying movement of goods is subject to VAT
rules.

o Exports: Usually zero-rated, provided valid proof of export is maintained.
o Imports: Subject to import VAT at the point of entry, unless a deferment scheme or
reverse charge mechanism is utilized.

3. Place of Supply Rules

The "Place of Supply" determines which country has the right to tax the transaction. For cross-
border services, the reverse charge mechanism typically applies, requiring the recipient to
account for VAT in their local jurisdiction.

4. Fee Structures and Commissions

Explicit fees, such as arrangement fees, documentation fees, or advisory charges, may be subject
to standard rate VAT depending on local legislation, whereas interest-based income is typically
exempt.

5. Recommendations
We recommend that [Client Name] performs the following:

o Verify the VAT registration status of all counter-parties.
o Ensure all trade documentation matches the financing agreements to support zero-rating
claims.



o Review the impact of "Partial Exemption" if the company performs both taxable and
exempt activities.

Disclaimer: This letter is for informational purposes only and does not constitute formal tax or
legal advice. We recommend consulting with a certified tax professional in the specific
jurisdictions involved.

Sincerely,

[Signature]

[Name of Advisor]
[Title]

[Company Name]



