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Introduction and VAT development in KSA

a) Saudi Arabia Increase VAT rate to 15% from 1 July 2020
The Minister of Finance, His Excellency Mohammed Al

Jadaan, announced that the standard rate of VAT would
be increased from 5% to 15% with effect from 1 July
2020.

This increase is a response to the unprecedented
economic fallout from the impact of the COVID-19

pandemic as well as the drop of oil prices.

b) Consumers implications

This increase will impact directly the spending habits of
consumers both before and after the rate change -
notably, the likely spike in spending to beat the higher
rate of VAT and the subsequent drop in spending after the
rate increase. We can expect sales in sectors such as:
automotive; retail; electrical; and real estate to increase
sharply prior to 1 July, much like the trend experienced
towards the end of 2017.
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c) Business Implications

a. Inluly 1, 2020 VAT will increase from 5% to 15% It is not clear if the 5% rate will be kept for certain categories of goods and services.
b. Key Initiative under Amnesty

v Penalty waiver for late VAT Registration

v Penalty waiver late VAT return filing These reliefs are highly unlikely to continue

v Penalty waiver for late VAT Payment

c. Businesses that supply directly to the final consumer will be concerned about remaining competitive and may have to absorb part or all the VAT

increase so that the retail prices of goods and services are affected as little as possible. Unfortunately, there may be little choice but to
increase prices to cover the additional costs expected to be incurred. 5
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2. Transitional provisions 4NEi) alsay) 2

New Transitional provisions and guidelines were released May 19, Al Al muasl 2020 sle 19 bl saaa A ASaly Clem g laal a

2020 explaining treatment for different type of VAT issues related 30 I 2020 st 11) Zdamy) 3 yally Aslatiall ddliaell dall Ay pn Lload Calidg

to transitional period (May 11 to June 30, 2020); (2020 s 5

First: Contracts Concluded before and after 11 May 2020: 12020 il sibe 11 Aty S doaal) 3 giad) oY ]

1. Between an entity registered for VAT and a governmental 1da g8 dga g Ablaal) dagll) dy paa A Adgsa LA G L1
body:

a ) For contracts concluded before 11 May 2020: 192020 sle 11 g8 i) ]

hould th tract | - .
Should .e con réc conc. uded before 11 May 2020 and 53 22020 sadsr 1 2 Lo 3 patse il ) 5ill 5 22020 sibe 11 J8 28laill 5 13)
the supplies continue until after 1 July 2020, tax shall be sis 30 &b Jsla s el aaad o elell a i in dldy %5 s iyl

calculated at 5% until the end or renewal of contract or by 22021
30 June 2021.
b ) For contracts concluded during the period from 11 May 102020 s:5: 30 (2902020 ibe 11 (o 358 (2 Bladl |

2020 to 30 June 2020: ) ) o |
Should th tract b luded during th iod f iy Ay pall kst 22020 s 30 Fns 22020 5o 11 e 5 AN (B il 31

ou e contract be concluded during the period from a3 13) %15 Ay Ay pall sakais 22020 s 30 Ales J8 Ll %J}ﬂ\/é 13 %5

11 May 2020 to 30 June 2020, tax shall be calculated at 22020 sdy 1 L,,AL\LA )

5% if the supply actually takes place before the end of 30
June 2020, and at 15% if the supply actually takes place
on or after 1 July 2020.



NKS

T wowigils ygriliog ygnulao

2. Between two entities registered for VAT:

a) For contracts concluded before 11 May 2020:

Should the contract be concluded before 11 May 2020 and
the supplies continue until after 1 July 2020, and the client
has the right to deduct the input tax in full, tax shall be
calculated at 5% until the end or renewal of contract or by
30 June 2021.

e In this case, a written certificate shall be obtained from the
client indicating that they have the right to deduct the input
tax in full, and the application of the rate and the
verification of the certificate shall remain the responsibility
of the supplier.

b) For contracts concluded during the period from 11 May 2020

to 30 June 2020:

Should the contract be concluded during the period from 11
May 2020 to 30 June 2020, tax shall be calculated at 5% if
the supply actually takes place before the end of 30 June
2020, and at 15% if the supply actually takes place on or
after 1 July 2020
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Second: Tax Invoices Issued before and after the Ratification of () Adlaal) Aal) Ay pua A 3L )80 amy g J8 5 haal) A pual) ) sl Sl
p Jlee ) clidia ¢ L %15

Increasing VAT to 15% between two register companies :
1) For tax invoices issued before 11 May 2020:
Should the tax invoice be issued before 11 May 2020 and the

102020 sbe 11 JB d paal) 35540 (1

relevant supply takes place on or after 1 .July 2020, tax shall s 8Bl sleidl a6l 235 22020 sile 11 U8 Ay puall 5 8lal lana) a3 13
be calculated at 5% for such supply, provided that the supply  {j.s 35l & ol b pi a6l 3 e 95 Ay Ay yall gukas 22020 sals2 1 2
actually takes place before the end of 30 June 2021. 22021 55 30 4l b
2) For tax invoices issued during the period from 11 May 2020 to 102020 5292 30 Fb a5 22020 sibe 11 Gl O A piall 5 gildl (2
30 June 2020:
Should the tax invoice be issued during the period from 11 May 2020 53152 30 &G (a5 22020 sibe 11 Gl G G pual) 5 5 laa) o3 13)
to 30 June 2020, tax shall be calculated at 5% if the supply actually 2020 5252 30 o3 Aled I8 Lilad 2, 5 23 13 %5 Apndy 4y pall 32k 22020
takes place before the end of 30 June 2020, and at 15% if the supply 22020 sals 1 2 5l L8 2y ) 6l 2313) Y 15 Aty Ay puall Gkl

actually takes place on or after 1 July 2020.
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3. Affected and implicated business areas to consider;

a. Contract clauses — “Customer and Vendors”:

Tax/VAT Clause
* Contract to be reviewed to identify the contract price is
inclusive or exclusive of VAT. Contract price to be (re-)
negotiated in case of VAT inclusive contract. Government
contracts may present problems.
* Dates of the signed agreement whether before May 11, 2020
or after is required in order to implement the transitional
provisions.

Continuous supplies under long term contracts
* Long term contracts which have instalments and milestone
based payments are required to be reviewed in line with the
transitional provisions.

Advance payment arrangements
Contracts with advance payment arrangement should be
reviewed in line with the requirement to remit if required
additional VAT to GAZT and the possibility to collect this VAT
from the customers
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Supply made after 1 July 2020 £ 2020 sls 1 2 &l
* Supply agreement before May 11, 2020 and delivery or i Ja& s, sl laal el 5o )55 2020 sie 11 U8 dad e 2y 55 2800 o
invoice is either before or after July 1, 2020. 2020 sds 1 22
* Supply agreement signed after May 11, 2020 and before July s L) aaldill 5 555 2020 sl 1 U5 2020 sbe 11 da dadge 3y ) 55 Al o
1, 2020 and delivery is either before or after July 1, 2020. 2020 sls 1 2x
b. VAT Recovery d3liaal) daddll dy i A3 )
Additional cost for blocked input VAT credit aadll 418N & ALl Ay il ALY ddlcl)
» Exempt supplies - Bliaall il ) gill
1. VAT Incurred in relation to exempt supplies will be an 4 sliadl cly )l Glety Lad saidl diliadll dadl) dwye (K& ]
additional cost. il

2. VAT rate increase may have a downwards effect on the ‘
fees collected if additional VAT cannot be collected from fuas @Y e uSe 5 ddliaall dagll 4y jm Ao ad )l (S 82
the customer, which has a downward effect on the VAT (= 48lay) ddliaall dadll dy i Juasd 45840 a2e Ja 4 Jlee V) &l

recovery ratio. Adlaall 2l Ay i ol yind dons e Luke 153 080 Laa ¢Jaall
» Other restricted items o p Saiall - aadll LAY & 5 AY) 3l
1. Motor vehicles to employees will become costly as the il dupa mad GY ki dilSa G sall faadall Gl bud) maai cagu 11
VAT credit will be Restricted at 15%. @ Y615 4 die |aie muais 43l
2. Entertainment and other employee related expenses. (il el A83al) 13 Cay lanal) (o b e g a8 il 2
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» Accounts payable | | o c opiosall i ¢
1. Due care to be taken while booking the purchase invoices A 8 83l dlsdly el 80 Lol gl de Al Alell clhel ]
and material supplied in terms of rate applied. " s 5 8l sl iy Al g Al Aal] G (o Ayl
2. Tax period of additional invoices against any additional VAT Ay i) il Ay el 5yl D
» Capital items schemed : Lo b al) Llacid ) 25500
1. Will |'t be |mpacted. . | ¢ flie da 1
2. Consider timing of the completion of the project. £l el il ey e 1Y) 2
c. ERP System and compliance & reporting ) 1381 a1 N ¢ ) Geadal) plS
* ERP system enhancement tag Jsand) Y Gulad) gl gl g Guans *

v Set-up tax code to cater the new tax rate requirement 33aal) Ay yuall A llate Al oy jia ey dlae) v
v' Existing tax codes for AP and AR to continue to stay in place for 4de & L& Al 5 Al 3aa YL Aaldl) Adlal) Ayl Jea )l eliy v
some time i g1l pamd
v" New user instructions ad control and monitoring mechanism A yall 43l 5 2aal) perdiisall Cilald ) uay v/

should be introduced

v' System should be capable of charging both the rate on one ala & saaly 5,5l o ol Cludal o 108 i) o6& of sy v
single invoice In case of the past period credit note, system (lo el Hlaal alaill maw o aag dilud) 3 il (alal) colall e
should allow to issue a credit note with old VAT rate Aaadl) dpually

v’ Tax code for 0%, 5%, 10% and 15% to be available %155 %105 %55 %0 il o0y pia 3oy négs v
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Adjustment of (( VAT related accounts )) reconciliation process
to match new VAT rates

saaall Ay juall Couni e (3855l i) &y gusd Alee Jyoa

VAT report should be capable of capturing both the new and alac) Gl &Y saaall s daadll L) 20 ddlaal) Ladll dy ja 58 Jiby O cany
old rates for reporting purpose )
Proper recording of the VAT paid at the time of import 3 i) die de daall dy yeall maall Jial)
PO based input credit should be managed and to be populated aadll Jaw & 4s) )5 ol il Gldla e 26 GOl dy i aad 3 Hla) g
in the VAT credit register (su_rall
Be ready for possible revised layout of the VAT returns doy pall @l ) BV Zilad e Jaisa it o) jaY alaainY)
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d. Other issues to consider

1. Import VAT — Currently Article 44 of implementing Regulations
on effect — Unclear if will be extended beyond June 30, 2020.

* Impact of value of bonds, guarantees payable at import
* If no extension, VAT paid at imports will be trebled
o Business readiness

2. Additional VAT Cost to non-resident persons
* Are you able to zero-rate your services?

3. Penalties are arithmetically going to triple in size
4. Impact of security that may be payable in certain circumstances
* Bank guarantees (for appeals)

* Atimport

5. Consider impact on other taxes, e.g, WHT, Transfer Pricing
adjustments, Capital ltems Scheme

:J@Y‘Qﬁuﬁiﬂgﬁi Jlsa 3
Lo o( Slall gl d— ) i) o dblaal) Lol Ay pia daw Juali ) 1
ClS 1) Lo amy eaal N e (e — s Byl 325U (e (44) 33lall J) 5
2020 s 30 2 Ll 034

Alall Ao ) oY) die W b 65 o sllaall cililacall g colaid) dad 5 e

4S jeall
Syt i e ghad) Ailiaall Aagl Ay jum pios 2l 2 Jla 3 o
Calacal 4500
Al s o

s el e GalaiSU Adlay) 4y pal) Al 2
¢ Jtall Al daiala Gl ) il 685 o) (o daadl YL da e

lgana & Calaal 4500 il ghal) muain .3

D Apa OV 84 5 e ST A Al oY) Jisis s e i 4
(LYY 5 il eV Vs Al clilaall o
Ay die e

s g ¢ Uaiin) Ay juaS g AY) quilpall e 5V e V) e 1Y) 5
el 2 gl ddad g L gl el
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Implications for the GCC

The impact on the GCC Agreement and the future of VAT in the
region is unknown. As per the Agreement, the VAT rate is
stipulated as per Article 25 and is not determined by local law
or regulations. Such an increase should be agreed amongst the
member states and announced at least 6 months before
implementation, so that business and consumers can plan. As
of today, the VAT increase in Saudi Arabia is 4 weeks away.

Undoubtedly, will be raised regarding the
enforcement of the GCC Agreement as a common VAT
framework - will the remaining GCC countries also increase
their VAT rates to match Saudi Arabia? If the rates across the
GCC are not aligned, consumption and spending in the Kingdom
is likely to shift to those GCC states without VAT or with lower

VAT rates.
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How AKS can help you?

X/

** Remain many unanswered guestions as a result of the prospective VAT rate increase. Whilst we expect more details to be
provided in the coming days and weeks, given the short timeline until the rate change, businesses must act urgently to
assess the consequences for their operations and plan to make the necessary changes.

¢ Our strategic to cope with the new changes and comply the effective date will be as follows;

€a<l BasLosall gt L) o (il (Say L

a5 bV 6 Jualsil) e el ad g Laiy s Adlaall dagdll Ay jum dans 8 45 pal) 30l 30 dagi L3 Ala) Y ) ALLY) (e el @llia J) Le o
Lball sy clileall o 8ol 31 U1 4l 4y 5 8l el aY) AAS) oK€K 58 e oty aaaadl Al by g )l s b juadl) 3 yid |yl (Al
A DU Gl el g el AadDiall

Al gl gLl A Lingia Jadis o
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1 Current Situation

e  Study the current Situation,\ ﬂ Design the prices \ K !ERPlchangeS _and \ ﬂ VAT return \

valuation the effect of VAT i i Implementation e VAT required reports and

les at busi *  Design the variables “Supplier / Client” contract chang;ls P

nev‘f rules at business e Recommend the solution New accounting system and e Appeals submissions
e  Variable definition 8 New required reporting Represent the company in
e  Define affected area with the applied policies and e Training for new changes front of appeals

VAT new rules & provisions. procedure * I?plementatlon of new pricing committees

\ strategy

N

2 Solutions design

/

&2 9l a1

A ai ) b pash Al s . \

o

(BLaial o daudl) a5
3g8al) daa) e .

Gl pdiall aaad e

Bl gl ABS Agaas .
Al8atal) Adlilaall Aol Ay jua

Juel

J

/

-

o

Q\f«b}‘g\ HM: . \
Q) prliall aranal o
daliall Jslal) a2y o

O el aY)s dlaw Juiad o

3 Implementation

2V a3

/

gkl 3

f ) culal) gk .
dgad) gudai .

el Adai¥) (gudai o

A D) sl e e

Lglhal) i il o qyal)

o)) Adgn Gt A Baclaall o

N

4 Follow up

-

Jarlly Ay paall Ul Azl pa o

K@ﬂ\g@\euw;m . /

mm\

A pdal) ) B e

3\41;.“ i Jadad uis

Jpaa g clal ie ) aadi .
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16



CPK Rising Star
Member of Association Assocgvalion
" = of the Year of the Year
A \ 'J! \\‘ ‘/! \\‘
& varz ., Evaz: ()
7 Winner 7 Winner
WA\ cLoear. Yeaon T WHenT
An association of legally independent firms -

LIl e bdisSo

) W\
% . &

= = : R N iAan
w9rgils g iliog ygriulao S =

We at AKS and its group would be pleased to offer our support to il & aCisclual Uasd 2385 of daglil) clSyill g Alwdd) Ao ciiSa 8 U jug
help you prepare for the imminent changes to the Saudi VAT regime. 4, all dsled) 8 d8Laall dedll 4y pa dla5 o e Al AGd gl @l sl
Please feel free to connect with our team members, at their contact rolia) ddyeall a8 Y Ao Uy (aldd) 5 Al sliae] aa Jual il 2 A0 gl
address and number:

1. Mohammad Obaidat (05384600059) (05384600059) wlane 2se 1
2.  Mohammad Rahhal (0542979835) (0542979835) Ja) w2
3. Ali Khalid M. Al Shaibany (0555484406) (0555484406) Sl L als e 3
4. Wadie A. Ahmad (0504118449) (0504118449) 2aal T 25 .4
Head Office: Ali Khalid Al Shaibany CPA Office Jeddah Branch:

31 Floor, Office No. 11 & 12, South Coral Center Tel: 920003414 5t Floor, Office No: 501, Zagzoog Business Tower,
Othman Ibn Affan Road, At Taawun District. P.O Box Website: www.aks-cpa.com King Abdullah Street, Al Ruwais District,

301318, Riyadh, Saudi Arabia C.R. No: 1010443862 ; C.c. No: 63430 P.O. Box 10660, Jeddah, 21443, KSA 17



