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The EUCJ stated that input VAT paid by a mixed holding company in respect of services with 

a view to the possible acquisition of shareholdings in other companies is deductible even if 

the latter did not take place.

The principles summarized above were stated by the Court of Justice of the European Union 

(the “EUCJ”) in its judgment in case C-42/19 - Sonaecom on 12 November 2020.

The background of the case at stake can be summarized as follows. In preparation for the 

acquisition of the shares of a target company, Sonaecom SGPS SA (“Sonaecom”), a 

Portuguese mixed holding company, incurred fees subject to VAT on consultancy services 

relating to the acquisition and on financial services provided by a bank for arranging the 

issuance of a bond with a view to acquire the shares of the target company. Sonaecom would 

have then provided technical support and management services subject to VAT to the target 

company. Sonaecom fully deducted the VAT charged on the consultancy services and on the 

investment banking fees. However, the shares acquisition aborted and Sonaecom used the 

raised capital through the bond to grant a loan to its parent company. The Portuguese tax 

authorities challenged the VAT deduction, claiming that the underlying input VAT was not 

related to VAT-able output transactions. The Portuguese Supreme Administrative Court (the 

“Court”) decided to ask the EUCJ for a preliminary ruling as to the applicable VAT treatment.

The Court referred the case to the EUCJ with the question whether it is compatible with the 

deductibility rules under the Sixth VAT Directive to deduct the VAT borne by Sonaecom in 

respect of: (i) the consultancy services relating to the said acquisition, when such acquisition 

aborted; and (ii) the investment banking fees relating to the issuance of a bond to finance 

the envisaged acquisition, when such acquisition did not take place and thus the capital 

raised through the bond was loaned to the parent company. 



!

The EUCJ stated that a mixed holding company has the right to fully deduct the costs 

incurred to acquire the shares of a target company, with the intention to supply VAT-able 

services to the latter. Indeed, the costs relating to the acquisition of the shares of a target 

company incurred by an holding company, which intends to manage such shareholding in 

the frame of its business activity, shall be regarded as general costs relating to the business 

activity of the holding company. Therefore, the VAT paid on such costs shall be fully 

deducted by the holding company, unless certain VAT-exempt output economic 

transactions occur.

The EUCJ added that the right to deduct VAT exists, regardless of the fact that the underlying 

business activities ultimately were not carried out, in accordance to Advocate General 

Kokott’s opinion delivered on 14 May 2020.

As to the second question, first of all, the EUCJ stated that in order to assess the right to 

deduct input VAT on services, reference shall be made to the actual use of such services

made by the taxpayer, rather than to the initial intention of the latter. Thus, in the case at 

stake, the EUCJ stated that the actual use of the capital raised through the bond prevails

over the original intention to use such capital to acquire the target company and to supply 

services subject to VAT. The EUCJ concluded that, since the actual use of the capital raised 

by Sonaecom was a loan granted to its parent company, being a VAT-exempt activity, 

Sonaecom did not have the right to deduct the input VAT suffered on capital procurement 

costs.

In conclusion, in the case at stake, the EUCJ ruled that a mixed holding company whose 

involvement in the management of its subsidiaries is recurrent: (i) is entitled to deduct the 

input VAT on the consultancy services purchased with the intention of acquiring shares of a 

target company, also when such acquisition has not ultimately taken place; and (ii) is not 

entitled to deduct input VAT paid on the banking fees paid to a bank in relation to a bond 

issuance, intended for a given investment, where such investment did not ultimately take 

place and the capital raised was loaned to the parent company resulting in a VAT-exempt 

supply.
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