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The Zakat, Tax and Customs Authority ("ZATCA", "Authority") has issued this guideline
to clarify certain treatments concerning the implementation of the statutory provisions in
force as of the Guide's issue date. The content of this guideline shall not be considered as an
amendment to any of the provisions of the Laws and Regulations applicable in the Kingdom

of Saudi Arabia

Furthermore, ZATCA would like to highlight that the clarifications and indicative treatments
prescribed in this guideline, where applicable, shall be implemented by ZATCA in light of the
relevant statutory texts. Where any clarification, interpretation, or content provided in this
guideline is modified in relation to unchanged statutory text, updated indicative treatment
shall then be applicable prospectively, in respect of transactions made after the publication

date of the updated version of the guideline on ZATCA's website.
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1. Introduction

1.1. Implementing the Value Added Tax (“VAT") inthe Kingdom of Saudi Arabia ("KSA")

The Unified VAT Agreement for the Cooperation Council for the Unified Arab States of the Gulf
(the “"VAT Agreement”) was approved by the KSA by Royal Decree No. M/51, dated 3 Jumada
al-Awwal 1438H. Pursuant to the provisions of the Unified VAT Agreement, the KSA issued the
VAT Law under Royal Decree No. M/113 dated 2 Dhu al-Qi'dah 1438H ("the VAT Law") and its
corresponding Implementing Regulations were subsequently issued by the Board of Directors
of the General Authority of Zakat and Tax (formerly GAZT, now the Zakat, Tax and Customs
Authority “ZATCA") by Resolution No. 3839 dated 14 Dhu al-Hijjah 1438H ("the Implementing

Regulations"), as subsequently amended by later Board resolutions.

1.2. Zakat, Tax and Customs Authority (“ZATCA")

Cabinet Decision No. (570), dated 22 Ramadan 1442H (corresponding to May 4, 2021AD), was
issued approving the merger of the General Authority of Zakat and Tax and the General Authority
of Customs into a single entity under the name Zakat, Tax and Customs Authority (ZATCA).
ZATCA is responsible for collecting Zakat, taxes, and customs duties, and for achieving the
highest levels of compliance among Zakat payersin accordance with best practices and with high
efficiency. It also seeks to enable the Kingdom of Saudi Arabia to become a global logistics hub
by facilitating trade, protecting national security, and regulating all activities related to customs
operations and border crossings, as well as managing them to ensure the highest possible levels
of efficiency, productivity, and competitiveness. This is accomplished through the provision of
high-quality services that focus on customers and their needs, in line with leading international

practices.



1.3. Whatis Value Added Tax?

Value Added Tax ("VAT") is anindirect tax thatisimposed on the importation and supply of goods
and services at the production and distribution stages, with certain exceptions. VAT is imposed

in more than 160 countries around the world.

VAT is atax on consumption thatis paid and collected at every stage of the supply chain, starting
from when a manufacturer purchases raw materials until a retailer sells the end-product to a
consumer. Persons registered for VAT will both:
e (Collect VAT from their customers equal to a specified percentage of each taxable sale;
and
e Pay VAT totheir suppliers (if applicable) equal to a specified percentage of each taxable

purchase.

Whentaxable persons sellagood orprovide aservice, a15% VAT charge - assuming the standard
rate applies - is assessed and added to the sales price. The taxable persons will account for that
159, that they have collected from all taxable sales separately from their revenue to remit a
portion of it later to the Authority. The VAT taxable persons collect on their salesis called 'Output

VAT

That same will apply to purchase transactions by persons subject to VAT, in that VAT will be
added at the rate of 159 to purchases of goods or services from other taxable persons (on the
assumption that the standard rate applies to those supplies). The VAT a business pays to its
suppliers is called 'Input VAT'.For more information about VAT, you can refer to the materials

available on the Authority’'s official website: zatca.gov.sa.



1.4. This Guideline

This guideline is addressed to all natural and legal persons who carry on an economic activity
and who will be required to register for VAT. The purpose of this guideline is to provide further
clarification and assist Taxable Persons in understanding the VAT treatment and implications in

relation to Capital Assets.

For further advice on specific transactions, you may apply for an interpretative ruling or visit
the official VAT website at (zatca.gov.sa), which contains a wide range of tools and information
that has been established as a reference to support persons subject to VAT, as well as visual

guidance materials, all relevant information, and FAQs.



2. Key Definitions

e Taxable Supplies are defined for VAT purposes as "“Supplies on which Tax is charged
in accordance with the provisions of the Agreement, whether at the standard rate or zero-
rate, and for which associated Input Tax is deducted in accordance with the provisions of the

)H

Agreement ", These include supplies on which the Customer accounts for the VAT under the

Reverse Charge mechanism.

e Taxable Person For VAT purposes, the Unified VAT Agreement defines a taxable person as:
“A person who independently carries on an economic activity for the purpose of generating
income and is registered or required to register for VAT in accordance with the provisions of this

Agreement @."

In the context of defining a person required to register for VAT purposes in the KSA, a taxable
person required to register is defined as “a Person who conducts an Economic Activity
independently for generating income and is registered for VAT in the KSA or who is required to

)II

register for VAT in the Kingdom under the Law or these Regulations.®

e Capital Assets are defined for VAT purposes as “material and immaterial assets that form
part of a business's assets allocated for long-term use as a business instrument or means of

investment 4",

M Article 1, Unified VAT Agreemen

@ Article 1, Unified VAT Agreement

G Article 2, Implementing Regulations
@ Article 1, Unified VAT Agreement



® Revenues on sales of Capital Assets is not defined for VAT purposes in the KSA. For the
purpose of this Guideline, itis interpreted as the Value of any Supplies made during a period that

constitutes the Supply of a Capital Asset by way of its sale.

e |nput Tax is defined for VAT purposes as a “tax borne by a Taxable Person in relation to
Goods or Services supplied to him or imported for the purpose of carrying on the Economic

Activity®".

* Deductible Input Taxis defined for VAT purposes as "“tax that may be deducted from Tax Due

on supplies for each Tax Period in accordance with the Agreement and Local Law® ",

e The Net Book Value is not defined for VAT purposes. For the purpose of this Guideline, it
is interpreted as the carrying value of a Capital Asset as reported on the commercial books,

according to the accounting principles generally accepted in the KSA.

e Date of Registration is the date when the registration of a personunder the provisions of the
KSA VAT Law and Implementing Regulations takes effect, or as otherwise specified on the Tax

Registration certificate issued by the Authority.

* The Purchase Value of a Capital Asset is not defined for VAT purposes, but is referred to by
VAT law for calculating adjustments to Deductible Input Tax. For the purpose of this Guideline,
itis the cost paid to the Supplier for the Asset itself, and other capitalized expenditures on that

Asset. Section 4.2 of this Guideline sets out further details.

e The Useful Life of a Capital Asset is not defined for VAT purposes. For the purpose of this
Guideline, itis interpreted as the period during which a Capital Assetis expected to be available

for use by a Taxable Person in its EConomic Activities.

© Article 1, Unified VAT Agreement
®) Article 1, Unified VAT Agreement
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e The Remaining Useful Life, for VAT purposes in connection with Capital Assets sold or used
for non-economic purposes before the end of the corresponding Adjustment Period, is defined
as "the Adjustment Period determined in accordance with Paragraph 2 of this Article minus the

)II

number of years during which the Taxable Person has used the Capital Asset.”

® The Adjustment Period is outlined in the Implementing Regulations as “the period in which
the Taxable Person shall adjust previously deducted Input Tax in relation to a Capital Asset in
cases where the Taxable Person'’s Input Tax decreases or increases as a result of a change in

the way the Taxable Person uses the Asset, or a change in the VAT status of such use®".

* The Initial Recovery Percentage is defined for VAT purposes as "“the recovery percentage
determined in accordance with the intended use of the Goods at the time of purchase, as

calculated in accordance with Article 52 of the VAT Implementing Regulations.®”

e The Initial Input Tax Deduction is not defined for VAT purposes. For the purposes of this
Guideline, it is considered to be the deduction of Input Tax made by a Taxable Person upon the
purchase of a Capital Asset, calculated by applying the Initial Recovery Percentage to the total

Input Tax incurred on that Capital Asset.

® The Input Tax potentially subject to adjustment is a term used to determine the Input Tax
already deducted in respect of a Capital Asset for any particular twelve-month period. It has a

defined calculation for VAT purposes(®.

Section 6.3.1of this Guideline sets out further details.

™ Article 52(8), Implementing Regulations
@) Article 52(2), Implementing Regulations
© Article 52(8), Implementing Regulations
(0 Article 52(4), Implementing Regulations

1l



® The Actual Taxable Use Percentage is not defined for VAT purposes. For the purpose of this
Guideline, it refers to the taxable usage of a Capital Asset during a twelve-month period, as a

portion of total usage during that period.

This percentage is compared to the Initial Recovery Percentage to determine if an adjustmentis

required to the tax previously deducted.
Section 6.1 of this Guideline sets out further details.

¢ The Permanent Taxable Usage of Capital Assets is not defined for VAT purposes. For the
purpose of this Guideline, it refers to the portion of taxable usage arising following the permanent
change of use from the sale or disposal of a Capital Asset. The permanent taxable usage of a

taxable sale of a Capital Asset is 1009%,.

¢ TaxReturnrepresents the information and data specified for Tax purposes and submitted by
a Taxable Person or a person authorised to act on his behalf for each Tax Period in accordance

with the form prescribed by the Authority ™",

e TaxPeriodis defined for VAT purposes as "“the period of time for which the Net Tax must be

accounted ™ "

e Nominal Supply is defined for VAT purposes in the KSA as “anything that is considered
a Supply in accordance with the cases provided for in Article 8 of the Unified VAT

Agreement™®)”.,

M Article 62, Implementing Regulations
02 Article 1, Unified VAT Agreement
3 Article 1, Unified VAT Agreement

12



3. Economic Activity and Registration

3.1. Who Carries Out an Economic Activity?

An economic activity may be carried out by natural or legal persons . Legal persons (such as
companies and establishments) will be deemed to be carrying out an economic activity if they

conduct regular activities involving the making of supplies..

Natural persons may perform certain transactions as part of their economic activity or as part of
their private activities. There are, therefore, specific rules to determine whether a natural person

falls within the scope of VAT.

Natural persons and legal persons who carry on an economic activity must register for the
purposes of VAT if so required, and such persons must collect the VAT applicable to their

activities and pay the tax collected to the Authority.

3.2. Mandatory Registration

Registration is mandatory for all persons whose annual turnover exceeds a certain threshold. If
the total value of a person’s taxable supplies during any 12 months exceeds SAR 375,000 (the
“mandatory VAT registration threshold”), that person must register for VAT ¥ on the supplies

made, subject to the transitional provisions provided for in the Implementing Regulations.

(4 Article 3, Implementing Regulations

13



Taxable supplies do notinclude:
e Exempt supplies, such as exempt financial services or residential rental, which qualify
for VAT exemption;
e Supplies outside the scope of VAT in any GCC state; or
¢ Revenues on sales of Capital Assets _ a Capital Asset is defined as an asset allocated
for long-term business use ™
Any supply of Capital Assets by way of sale shall not be taken into account to determine whether
a person engaged in business exceeds the Mandatory Registration Threshold or Voluntary
Registration Threshold; that is, the total value of taxable supplies does not include the value of

Capital Assets Supply 1.

Example (1):

Abdullah runs a goods transport business with an annual turnover of SAR300,000. During 2019,
he sold arefrigerated truck which he had been using for his business activities for SAR150,000.
Abdullah’s combined turnoveris SAR 450,000in 2019, but he is not required to register for VAT
as he does not exceed the mandatory registration threshold if the sale of the Capital Assets (the

truck) isremoved.

In certain circumstances, other rules apply to mandatory registration:
e Persons who are not resident in the KSA are required to pay the VAT in respect of
supplies made or received by them in the KSA and to register for VAT, irrespective of

the value of the supplies for which they are obliged to collect and pay the VAT ™.

More information on mandatory VAT registration is available at zatca.gov.sa

05 Article 1, Unified VAT Agreement
6 Article 52(2), Unified VAT Agreement
(" Article 5(1), Implementing Regulations

14



3.3. Optional VAT Registration

Any Resident person in the KSA who has taxable supplies or taxable expenses exceeding the
"Optional VAT registration threshold” of SAR 187,500 in a twelve-month period may register for

VAT voluntarily .

Optional VAT registration may be desirable where a business wishes to claim VAT charged to it

on its costs before invoices are raised or the occurrence of an onward supply.

More information on voluntary VAT registration is available at zatca.gov.sa

8 Article 7, Implementing Regulations

15



4. Key Concepts of Capital Assets

4.1. What Are Capital Assets??

In line with the definition of Capital Assets in the Unified VAT Agreement, Capital Assets include

the following:
e Material and immaterial assets:

Material (tangible) assets represent assets that have a physical form. Tangible assets include

both fixed assets, such as machinery, equipment, devices, buildings and land.

Under accounting practice in the KSA, an immaterial (or intangible) asset is “an identifiable
non-monetary asset without physical substance and is expected to generate future economic

benefits"9.

Examples of intangible assets include patented technology, computer software, databases,
trade secrets, trademarks, newspaper advertisements, internet domains, audiovisual materials,
mortgage servicing rights, licenses, patents, copyright agreements, franchise agreements and

marketing rights.
® Assets that form part of the business's assets:

These are assets purchased by a taxable person to be used exclusively or primarily in that
person’s economic activity - meaning they are used for conducting business activities, not for

private or personal purposes.

(9 nternational Accounting Standard 38 - Intangible Assets

16



e Assets allocated for long-term use as business instruments or means of investment:

The primary purpose of acquiring these assets is to use them over an extended period to support
the business’'s economic activities - that is, to derive the main benefit from the asset during its

useful life.

In general, the purpose of acquiring Capital Assets is usually to use themto generate revenue for
the business orindividual through making supplies related to the activity. However, some Capital
Assets may not be directly used in making taxable supplies (for example, office equipment
used in carrying out administrative tasks or air conditioning units in the administrative offices
of companies and institutions). Furthermore, it is expected that the benefits gained from the

Capital Asset will extend beyond a time span of one year.

The following items are not considered capital assets:
e Inventory or trading goods that are sold or traded by the person.
e Raw materials held for use in manufacturing
e Consumablesintended to be usedinthe course of the Economic Activity during the next
twelve months
e Items of low value treated in the same manner as consumables (e.g., office stationery)

e Large goods held primarily for sale in the ordinary course of the business

17



4 2. Purchase Value of Capital Assets

Under accounting principles generally recognized in the KSA, the cost of a tangible fixed asset
comprises®?0:
a. The purchase price, including import duties and non-refundable taxes, after deducting
trade discounts and rebates.
b. Any costs directly attributable to bringing the asset to the location and condition
necessary for it to be capable of operating in the manner intended by management.
The initial estimate of the costs of dismantling and removing the item and restoring the site on
which it is located, the obligation for which an entity incurs either when the item is acquired or
as a consequence of having used the item during a particular period for purposes other than
contributing to the company'’s activities during that period. For VAT purposes, the Authority
considers the Purchase Value of Capital Assets to include the cost paid to the Supplier of the
Asset itself, and other costs necessary to maintain the Asset. The Authority considers that this
may include transportation costs, installation costs, and “any other Capital expendituresincurred
on a Capital Asset already owned by the Taxable Person (to construct, enhance, orimprove) the
purchased Asset@"”,
If the costs are incurred at or near the time of purchase, they are recognized as additional
expenditures for acquiring the Asset??.
Capitalized costs incurred in respect of a Capital Asset in future periods are discussed in Section

4 .2 1 of this Guideline.

29 nternational Accounting Standard (IAS 16): Property, Plant and Equipment
@) Article 52(3), Implementing Regulations

22 Article 52(3), Implementing Regulations

18



Example (2):

A Saudi factory manufacturing steel rebar purchased new machinery worth SAR 500,000
(excluding VAT). It also incurred transportation expenses from Al Dammam to its factory site in
Riyadh of SAR 10,000 and installation costs of SAR 9,500 (excluding VAT). The Purchase Value

of the Capital Asset is recognized at SAR 519,500.

4.2.1. Improvements to Existing Capital Assets

For accounting purposes, subsequent expenditures on property, plant, and equipment (tangible
assets) are recognized as part of the asset’s cost (i.e., capitalized) only when such expenditures
enhance the asset’s condition beyond its normal performance level. This typically occurs in
periods following the acquisition of the assets, where these additional expenses and costs
lead to extra future economic benefits, such as extending the asset’s useful life, significantly
improving the quality of output, or introducing new production processes that achieve a major

reduction in estimated operating costs®®3.

For VAT purposes, Capital expenditure to construct, enhance, orimprove Capital Assetsincurred
on a Capital Asset already owned by the Taxable Person counts as expenditure or additional

expenditure acquiring it.

In cases where these expenditures occurin periods after the initial purchase of the Capital Asset,
the additional Capital expenditure will be treated as a separate Capital Asset for adjustment
purposes, and the Adjustment Period for such additional Capital expenditure shall commence

on the date of completion of such works®4.

&) nternational Accounting Standard 16 - Property, Plant and Equipment
24 Article 52(3), Implementing Regulations

19



4 3. Supply of a Capital Asset

The concept of a supply is very broad for VAT purposes, being “any form of supply of Goods or
Services for consideration®",
Most business transactions involve the provision of either goods or services (or both) from
a supplier to a customer, and it should be presumed (unless clearly evidenced that no goods
or services are supplied) that any transaction for consideration involves a supply of goods or
services.
A Taxable Person may, in some cases, choose to sell a Capital Asset, i.e., transfer the asset to
another party for consideration. In these cases, it needs to consider the VAT implications of the
sale.
Where a Taxable Person has purchased orimported a Capital Assetinthe course of its economic
activities, it must, when sellingit (i.e., supplying the asset to another party), charge output VAT
based on the consideration received, and the applicable tax rate. Common examples of taxable
sales of used Capital Assets include machinery, equipment, devices, fittings, and commercial
vehicles, except for Restricted Motor Vehicles sold by the business (refer to Section 4.3.1of this
Guideline).
VAT must also be charged onthe Supply of Capital Assets in situations where the Taxable Person
initially purchased those Capital Assets as part of its Economic Activity without a VAT charge on
the purchase. Forexample:

® Purchase from anon-VAT registered trader, or

® Purchase taking place prior to the VAT implementation in KSA
The taxable Person, when later acting as a Supplier of those Capital Assets, will be required to

charge output VAT at the appropriate rate on the final selling price.

25 Article 1, Unified VAT Agreement

20



Example (3):

Blue Sky Printing Company, a VAT-registered business in the KSA , purchased a photocopying
machine from a local supplier in 2015 for a price of SAR 18,000 with no VAT charged (before
the introduction of VAT in the KSA). In August 2019, Blue Sky sold (supplied) this photocopying
machine to AlDanah Printing Company in Jeddah for SAR 9,000 (excluding VAT). Thisis asupply
of goods taking place as part of Blue Sky's Economic Activities. Blue Sky must charge Al Danah
VAT on the sale of the machine (calculated as SAR 450, being 5% of the VAT-exclusive selling

price) and report the output tax in field 1 of its VAT return (standard-rated sales).

(The standard VAT rate in effect from January 1, 2018, to June 30, 2020, was 5%.)

4.3.1. Sales of Restricted Motor Vehicles

A Restricted Motor Vehicle refers to any vehicle designed to carry no more than 10 persons. The

following are excluded from the definition of Restricted Motor Vehicles?®:

a. Trucks, cranes, and similar heavy equipment used exclusively for economic activity
and not available for private use.

b. Vehicles purchased or leased for resale or rental (i.e., taxable supply) or for use in any
similar activity.

c. Vehicles registered as emergency vehicles, such as ambulances, fire trucks, and
security or patrol cars.

d. Vehicles used exclusively for business purposes and not available for private use.

Expenditure relating to a Restricted Motor Vehicle is deemed to be incurred outside of the
business’s Economic Activity for input tax deduction. Therefore, the purchaser is not allowed to

deduct input VAT on such expenses.

29 Article 52(3), Implementing Regulations

21



In cases where a Restricted Motor Vehicle is purchased by a Taxable Person for personal use
without Input Tax deduction, the Restricted Motor Vehicle does not “form part of the Taxable
Person's assets” for VAT purposes. Therefore, when that Restricted Motor Vehicle is later
sold by that Taxable Person, their sale will not be considered to be made in the course of their

Economic Activity, and VAT is not charged.

“In cases where a Restricted Motor Vehicle is treated under Paragraph 1 of this Article as not
purchased in the course of an Economic Activity, any Supply of that Restricted Motor Vehicle
by the Taxable Person is not considered to have been made in the course of their Economic

Activity@".

Likewise, VAT should not apply to any other sales of Capital Assets that are not part of the
taxable person’s Economic Activity (for example, when a natural personregistered for VAT sells

their personal computer outside of their business activity).

@ Article 50(3), Implementing Regulations

22



4.4. Disposal of Capital Assets

In addition to supplies of goods or services made for consideration, the VAT law deems some
events, which do not involve supplies to third parties for consideration, to be supplies for VAT
purposes. These are called Nominal Supplies, and are outlined in the Unified VAT Agreement as
follows:

“A Taxable Person shall be deemed to have made a Supply of Goods when disposing of Goods

that form part of its assets in any of the following cases:

a. disposal of Goods, for purposes other than the Economic Activity, with or without
Consideration;

b. supplying Goods without Consideration?®. "

Therefore, if a Taxable Person holds Capital Assets and has deducted Input Tax on their original
purchase, a Nominal Supply will be deemed to occur when these Assets are disposed of in a
context other than a sale for consideration.

Provided that the Taxable Person has deducted the input tax related to the Capital Asset
concerned, the standard value for calculating VAT on a nominal supply, in cases of disposing of
a Capital Asset (supply with no consideration), shall be the purchase value or cost of the Capital
Asset.

However, if the purchase value or cost cannot be determined, then the fair market value at the
time of disposal shall apply®.

VAT is calculated at 15% of the appropriate value and reported as Output Tax in the VAT return
by including the value of the corresponding nominal supply to determine the correct amount of

VAT due.

28) Article 8, Unified VAT Agreement

29 Article 26(4), Unified VAT Agreement. The fair market value, where applicable, is determined in accordance with Article 38,
Fair Market Value, Implementing Regulations
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5. Input VAT Deduction

5.1. General Provisions

A VAT registered person may deduct Input VAT charged on goods and services it purchases or
receives in the course of carrying on its Economic Activity. Input VAT may be deducted on:
e VAT charged by a VAT -registered supplier in the KSA;
e VAT self-accounted by the VAT-registered person under the Reverse Charge
Mechanism; or
e Import VAT paid to to the Authority on imports of goods into the KSA.

As ageneralrule, input VAT relatedto VAT-exempt sales is not deductible as input VAT.

Inaddition, input VAT may notbe deducted on any costsincurred thatdo notrelate to the Economic
Activity of the taxable person (including some blocked expenditure types such as entertainment,
sporting or cultural services, catering service, and restricted motor vehicles)®%or on any costs
related to VAT-exempt supplies. This input VAT is a credit entered on the VAT return, which is

offset against the VAT charged on supplies (output VAT) made during that period.

Input VAT may only be deducted where the Taxable Person holds a tax invoice, or customs
documents proving the deductible amount of tax , or any other document evidencing the amount

of input tax paid or due, subject to the approval of the Authority®".

30 A detailed list of the blocked expenditures is listed under Article 50 of the Implementing Regulations.
G Article 49(7), Implementing Regulations

24



5.2. Proportional Deduction Relating to Input VAT

VAT incurred which relates to a Taxable Persons's VAT-exempt supplies, such as exempt
financial services or residential rental, is not deductible as Input VAT. A person making both

taxable and exempt supplies can only deduct the Input VAT related to the taxable supplies.

If a taxable person incurs general costs or expenses (overheads) in the making of taxable
supplies, and others that are exempt from VAT, it must, in that event, split the costs and
expenses precisely so as to specify those costs that relate to the taxable supplies. The input tax

will be determined in accordance with the following rules®?:

Input VAT directly attributed to taxable sales transactions
under VAT

Deductin full

Input VAT directly attributed to VAT-exempt sales
transactions

No deduction

Overheads and all other input VAT that cannot be directly

. Partial deduction based on apportionment
attributed

The overhead costs/expenses incurred by the Taxable Person for making both taxable and
exempt supplies must be apportioned to most accurately reflect the use of those costs in the

taxable portion of the Taxable Persons’s activities.

A prescribed default method of proportional deduction is calculated on the values of supplies

made in the year, using the following fraction:

The value of Taxable Supplies made by the Taxable Personin the last calendar year

The total value of Taxable and Exempt Supplies made by the Taxable Person during

the last calendar year

32 Article 51, Implementing Regulations
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Themethod mentioned above does not include supplies of Capital Assets made by the Taxable

Person, as these distort the use of input VAT.

Alternative attribution methods, using other calculation approaches than the value of supplies,

may be approved by ZATCA in cases where these better reflect the actual use of VAT incurred.

Further information about deduction of VAT and proportional VAT recovery is provided in the

Input Tax Deduction Guideline.

5.3. Principles for Deduction of Input Tax on Capital Assets (upon Initial Purchase)

Deduction of Input Tax on Capital Assets is determined based on the Initial Recovery Percentage:

the purchaser'sintended use of the Asset at the date the Capital Assets are purchased.

“At the time a Taxable Person acquires a Capital Asset, Input Tax shall initially be deducted in

accordance with the intended use of the Goods. 33"

If the Taxable Person intends to use the Capital Asset for only taxable purposes, this will allow a
full deduction of Input Tax borne for the Tax Period in which the purchase was made. For Capital
Assets purchased from a KSA supplier, this deduction is recorded in eld 7 of the Tax Return for

“standard rated domestic purchases”.

If the Asset will be used partially for making taxable supplies and partially for non-taxable
purposes, i.e., for exempt supplies or non-economic activities, only the proportion of input tax
relating to taxable supplies can be deducted®*. This can be done by applying the proportional

deduction principle.

33 Article 52(3), Implementing Regulati
34 Article 46, Unified VAT Agreement
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The use of the Capital Assets must be monitored annually over the Adjustment Period, which is
designed as a representation of the useful life of the Asset for VAT purposes. Where the actual
usage changes from its intended use at the time of purchase , the Taxable Person is required to
adjust previously deducted Input Tax . These adjustments must be made, as applicable, every

twelve months. The requirements for adjustment are discussed in Section 6 of this Guideline.

Example (4):

A family business has an investment division carrying on partially VAT-exempt financing
activities, a retail division, and a travel division offering goods and services to Customers. The
business purchased new office computers in December 2020, to be used exclusively in the
office of the travel division, costing SAR 460,000 (including VAT of SAR 60,000). The travel
division's activities are "fully taxable” for VAT deduction purposes - i.e., they involve only

taxable supplies.

As the business intends the Assets to be put to long-term use, which is attributed to Taxable
Supplies of travel, the Input VAT of SAR 60,000 is deducted in full in the Tax Period ending 31

December 2020.

During March 2021, the business decided to purchase the same type of computers for use in
its investment division. It made a separate purchase of additional equipment from the same
supplier for SAR 230,000 (including VAT of SAR 30,000). Based on the most recent data on
taxable and VAT-exempt supplies, the investment division determines that these will be used
for 409, taxable use. Accordingly, the business is entitled to deduct SAR 12,000 of Input VAT,
being 409, of the SAR 30,000 incurred on the computers, in the Tax Period ending 31 March
2021.
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6. Capital Assets Adjustments

The Taxable Person must adjust the previously deducted Input Tax on Capital Assets whenever
the Input Tax increases or decreases as aresult of using those assets in a manner different from
their original intended purpose at the time of purchase, or due to a change in the VAT treatment

of such use.

The Taxable Person must monitor the validity of the deducted tax on Capital Assets throughout
their useful life (the adjustment period) and must adjust the deductible Input Tax whenever
the actual taxable use percentage (use of the asset in taxable supplies as a percentage of total
supplies) differs from the initial recovery percentage for that Capital Asset. This applies when
the assetis used for exempt supplies or for non-business purposes, in order to reflect the actual

use of the Capital Asset during that period.

An adjustment will be required under the Capital Assets rulesin any year in which the actual use
of the asset differs from the initial deduction of Input Tax. The adjustment may either result in

extrainput VAT being recovered, orin arepayment of input VAT by the Taxable Person®>.

Note: If the actual taxable use during the twelve-month period is the same as the original

intention, no adjustment is required for that period®®.

35 Article 47, Unified VAT Agreement

36 Article 52(6), Implementing Regulations

28



6.1. Actual Taxable Use Percentage

The Taxable Person must adjust the Input Tax in cases where:

" the Taxable Person's Input Tax increases or decreases as a result of a change in the way the

Taxable Person uses the Asset, or a change in the VAT status of such use.®""

The Taxable Person can determine whether there is a need to adjust previously deducted
Input Tax on Capital Assets by comparing the Actual Taxable Usage Percentage of the Capital
Asset for any given year or adjustment period with the Initial Deduction Percentage that was
used to calculate the Input Tax deduction at the time of purchase.The “taxable use" refers to the
proportion of the use of the asset for “taxable” purposes (those givingrise to Input Tax deduction)
during that year as a fraction of the total use of the assetin that year. This can be calculated using

the following formula:

ACTUAL TAXABLE USE PERCENTAGE = Use of the Asset for taxable purposes / Use of the

Asset for taxable and exempt purposes

If a difference in the percentage of actual use is detected from the initial percentage of the

intendedusage, itindicates thatthe taxable person must adjust the input tax previously deducted.

G7 Article 52(1), Implementing Regulations
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6.2. Adjustment Periods

The input tax deduction for Capital Assets must be monitored over a specified Adjustment Period
for that Capital Asset, with adjustments made on an annual basis in cases where the actual use
(measured by the Actual Taxable Use Percentage) changes from the original intended use

(measured by the Initial Recovery Percentage).

The length of the Adjustment Period (in years) depends on the type of asset.

The Adjustment Period for immovable Capital Assets, which are permanently attached to land
orreal estate, is 10 years, and the Adjustment Period for movable tangible assets and intangible
assets is 6 years. This period commences from the date of purchase of the Capital Asset by the

Taxable Person®®,

Adjustments to recovery are made in respect of twelve-month periods, the first of which begins
at the start of the Taxable Period in which the Capital Asset was purchased®®(or - in respect of
improvements to existing Capital Assets - the Taxable Period in which the improvement work

was completed).

Should the useful life of the Capital Asset (determinedin accordance with the accounting practice
of the Taxable Person) be shorter than the otherwise corresponding Adjustment Period, the
Adjustment Period shall instead be the life of the Capital Asset, with any part years counting as

one year9,

38 Article 52(2), Implementing Regulations
39 Article 52(5), Implementing Regulations

49 Article 52(2), Implementing Regulations
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Example (5):

A KSA resident and registered factory acquired a new storage facility on 20 July 2020 for SAR
100,000, to be used for the storage of volatile chemical products. Due to the specific nature of
the products being stored, the storage facility is only able to operate for five years before it is
destroyed - this is, therefore, its useful life for accounting purposes. The storage facility in this
case has a shorter life than the standard Adjustment Period forimmovable Capital Assets (which
is 10 years). Therefore, the updated Adjustment Period for this warehouse will be five years (to
20 July 2025). This is splitinto five twelve-month periods, starting from the commencement of

the Tax Period in which the purchase occurred:

Year1 1July 2020 - 30 June 2021
Year2 TJuly 2021- 30 June 2022
Year3 1July 2022 - 30 June 2023
Year4 1July 2023 - 30 June 2024
Year5 1July 2024 - 30 June 2025

Capital expenditure incurred by a Taxable Person to construct, enhance, or improve a Capital
Asset already owned is considered to be expenditure on a new Capital Asset, or additional
expenditure on the original Capital Asset. In either case, the Adjustment Period (or additional

adjustment period) for such expenditure shall commence on the date of completion of such

works®.

If capitalized expenditure is incurred after the period in which the purchase occurs, itis expected

that the expenditure is treated as additional capital expenditure, which has a different Useful

Life.

@) Article 52(3), Implementing Regulations
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Example (6):

Black Star Production Company, a KSA registered company, acquired new equipment for its
bottled water production line on 7 March 2020. Costs incurred were as follows:

e Cost of purchase (includes Customs duties) = SAR 2,000,000

e Handling fees = SAR500,000

® |nstallation fees = SAR 400,000
The total capitalized purchase cost is SAR 2,900,000. VAT of SAR 145,000 is paid (including

both VAT paid on the import and to suppliers on subsequent fees).

The Adjustment Period for these acquired Capital Assets is 6 years, with the first twelve-month

period commencing on 1March 2020 (Black Star has a monthly Tax Period).

During May 2021, Black Star was required to undertake a major upgrade to the equipment to
increase the production capacity. The expenditure amounted to SAR 700,000 (excluding VAT).

The update process lasted for 3 weeks and ended on 23 May 2021.

Such expenditure is treated as additional expenditures for the Capital Assets, but with a separate
Adjustment Period. A new Adjustment Period of 6 years will apply inrespect ofthe SAR700,000

of upgrade expenditure, commencing 23 May 2021.
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6.3. Adjustment of the Value of Input Tax Deducted

The initial recovery is based on the intended use (the Initial Recovery Percentage) at the time
of acquiring the asset?. For the rest of the Adjustment Period, where necessary, the Taxable

Person must adjust each year for actual usage.

The diagram below shows a Capital Asset with an Adjustment Period of six years. The initial
Input Tax deduction upon purchase is based on applying the Initial Recovery Percentage to
the total Input Tax incurred on the purchase (or improvement) of the Capital Asset. The actual
use will be monitored over six separate twelve-month periods (a separate diagram shows the

calculation of an adjustment for a single twelve-month period).

Total Input Tax
Incurred
Initial
Recovery  pessasssecaanannaanhocsssasnfosnsnsnadasasnsanshesnansas
Percentage
Intial Input Tax
Deduction
Purchase Date Adjustment Period (Useful Life of Capital Asset

“2) Article 52(3), Implementing Regulations

33



6.3.1. Input Tax Potentially Subject to Adjustment

The formula for calculating the amount of input tax potentially subject to adjustment is
as follows“3):
Initial Input Tax Deduction / Adjustment Period
Where:
e |nitial Input Tax Deduction is calculated based on the Taxable Person’s intended use of
the asset at the date of purchase (Initial Recovery Percentage) multiplied by the Total
Input Tax incurred in respect of that Capital Asset, and
¢ Adjustment Period is calculated based on the related rules discussed in Section 6.2 of

this Guideline.

6.3.2. Calculation of the Adjustment for Every Twelve-Month Period

The Taxable Person must make an adjustment to Input Tax, in cases where the actual use of the
Capital Asset during a year differs from the Initial Recovery Percentage. This may resultin extra
input VAT being deducted, orin a reduction of deductible VAT by the Taxable Person.

The Taxable Person shall make the adjustment to Input Tax in the Tax Return for the last Tax
Period which falls in the twelve-month period“¥, by adjusting the corresponding VAT-exclusive
amount (in the second column of Field 7) in the Tax Return.

The adjustment is calculated by calculating the correct recovery for that twelve-month period
based on actual use, and subtracting the amount potentially subject to adjustment (as calculated

in accordance with Section 6.3.1).

“3) Article 52(4), Implementing Regulations
@4 Article 52(5), Implementing Regulations

34



Correct deductible tax relating to twelve-month
period

(Total VAT charged on purchase of Capital Asset *
Actual Taxable Use Percentage) / Adjustment Period

Minus: amount of input tax potentially subject to
adjustment

Initial Input Tax Deduction / Adjustment Period

Adjustment to input tax for twelve-month period

Positive amount: increase to Deductible Input Tax
Negative amount: decrease to Deductible Input Tax

The diagram below shows the second twelve-month period of the Capital Asset from the earlier

diagram. In this twelve-month period, the Actual Taxable Use Percentage is higher than the

Initial Recovery Percentage. This results in a Positive Adjustment to the Deductible Input Tax for

that twelve-month period.

Actual Taxable Use
Percentage
(second year)

Total Input Tax
Incurred (per year)

Initial Recovery Percentage

Purchase Date

(Positive)
Adjustment
Input Tax
potentially
subject to
adjustment
- Second .

tweleve - month
period
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Example (7):

The RedSeaDevelopment Company, aKSA VAT registered company, acquired an office building
on 1 April 2019 for SAR 7,000,000 plus SAR 350,000 VAT. The company wwas carrying on

partially exempt activities, and estimated the taxable use at 45%, upon purchase.

As the building is animmovable asset, the Adjustment Period is ten years, with the first twelve-
month period commencing on 1 April 2019. The Initial Input Tax Deduction [SS1.1]Jupon the
acquisition in 2019 will be calculated as SAR 157,500 (350,000 * 459). This is included in the

Tax Return for the quarter ending 30 June 2019.

Input tax incurred on the purchase of the building SAR 350,000
Initial Recovery Percentage 45%
Input tax recovered at the time of purchase SAR 157,500

The Input Tax relating to each year, and the Input Tax potentially subject to adjustment for each

year is calculated as:

Input tax incurred on the purchase of the building SAR 350,000
Input tax recovered at the time of purchase SAR 157,500
Adjustment periods 10 years
Total Input tax incurred per Year SAR 35,000
Input Tax potentially subject to adjustment SAR15,750

Based on data on the taxable and exempt supplies made, the Actual Taxable Use Percentagesin

the first three twelve-month periods were as follows:

Twelve-month period Taxable Use Taxable Use
1April 2019 - 31March 2020 45%
1April 2020 - 31March 2021 40%
1April 2021 - 31March 2022 58%
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During the first twelve-month period, the actual taxable usage (45%) did not differ from the
Initial Recovery Percentage. Therefore, no adjustmentis required in the quarter ending 31March

2020.

During the second twelve-month period, the Actual Taxable Use Percentage decreased
compared to the Initial Recovery Percentage. A decreasing adjustment to input tax deduction is

calculated as SAR 1,750. This adjustment is made in the quarter ending 31 March 2021.

Total input tax incurred (per year) SAR 35,000
Actual Taxable Use Percentage in twelve months to 31 March 2021 409,

Input tax properly deductible for twelve months to 31March 2021 SAR 14,000
Input Tax potentially subject to adjustment SAR 15,750
Adjustment - decreasing Deductible Tax in the quarter ending 31March 2021 SAR 1,750

Duringthe thirdtwelve-month period, the Actual Taxable Use Percentage increased tomore than
the Initial Recovery Percentage. Anincreasing adjustment to input tax deduction is calculated as

SAR 4,550. This adjustmentis made in the quarter ending 31March 2022

Total input tax incurred (per year) SAR 35,000
Actual Taxable Use Percentage in twelve months to 31March 2021 58%

Input tax properly deductible for twelve months to 31March 2022 SAR 20,300
Input Tax potentially subject to adjustment SAR 15,750
Adjustment - decreasing Deductible Tax in the quarter ending 31March 2022 SAR 4,550

The Red Sea Development Company must continue monitoring the Actual Taxable Use
Percentage, and making adjustments where necessary, for all remaining twelve-month periods

until the end of the Adjustment Period of the Capital Asset.
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6.4. Capital Assets with Unchanged Usage during a Twelve- Month Period

In cases where the Actual Taxable Use Percentage of the Asset is the same as the Initial
Recovery Percentage, no adjustment is required for that twelve-month period“>. The Taxable
Person shouldretain arecord of the comparison of use during that twelve-month period with the
business records and must continue reviewing the actual use at the end of each twelve-month

period in the remaining Adjustment Period.
Example (8):

Seasons Travel Agent Company, a KSA registered company, purchased new computers to be
used in its fully taxable activities in February 2020. At the date of purchase, Seasons Company

was eligible to deduct the input VAT incurred in full.

At the end of year 1, Seasons Company reviewed the actual use of these computers and
confirmed that there was no change in the original use - the computers were used for wholly

(1009) Taxable use as intended. Therefore, no adjustment was required for this period.

6.5. Permanent Adjustment: Sale of Asset

Where a Capital Asset is sold within the Adjustment Period, a permanent adjustment must be
made to reflect the permanent change of use.

“In cases where there is a permanent change in the use of a Capital Asset due to the sale or
disposal of the Capital Asset by a Taxable Person, the Taxable Person must adjust the Input Tax
deduction for the remainder of the Adjustment Period for that Capital Asset in the Tax Period in

which it is sold.“8"

@3 Article 52(6), Implementing Regulations
8 Article 52(7), Implementing Regulations
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The permanent adjustment is applied to all the remaining twelve-month periods making up the

Adjustment Period (the Remaining Useful Life) for that asset, assuming the sale is ataxable sale.

Accordingly, the Taxable Person must base the adjustment on the Permanent Taxable Usage

for the remaining years of the Adjustment Period being 100%,.

The permanent adjustment is calculated as:

VAT incurred on Purchase value of Capital Asset * (Permanent Taxable Usage

minus Initial Recovery Percentage) * Remaining Useful Life

Adjustment Period

In cases where a Capital Asset is sold and a permanent use adjustment is made during any
twelve-month period, there is no requirement to perform a separate adjustment for the use of

that Capital Asset in the time up to its sale.

Example (9):

On 1January 2021, Horizon Financial Lease Company acquired a new server for SAR 240,000
plus VAT of SAR 36,000. Horizon calculated the taxable usage of the server at 509, therefore,
SAR 18,000 was deducted on the purchase in the Tax Period ending 31 January 2021. The

Adjustment Period is the standard 6 years for a moveable asset.

During the first three twelve-month periods (up to 31 December 2023), Horizon monitored the
usage of the asset and made corresponding adjustments when the actual taxable usage differed

from the 509 intended upon purchase.
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The server was sold on 4 May 2024 for SAR 150,000 plus VAT. The Capital Asset was used
for a taxable supply and no longer formed part of Horizon's assets. Therefore, a permanent
adjustment had to be made in the Tax Period ending 31 May 2024 to reflect the permanent
change to taxable use for the remaining useful life. The year in which the Capital Asset was sold

was counted as a full year of the Remaining Useful Life.

The value of adjustment s calculated as:

VAT incurred on Purchase value of Capital Asset SAR 36,000

Permanent Taxable Usage minus Initial Recovery Percentage 1009, (taxable sale) - 509%, = 50%,

Remaining Years of Useful Life 3vyears
Adjustment Period 6 years
Adjustment (36,000 *509%, *3) /6 =SAR 9,000

Note that the assetis no longer owned by Horizon Financial Lease Company at the completion
of the fourth twelve-month period (ending 31 December 2024). Therefore, any use during
2024 before the sale is disregarded. As the permanent adjustment has been made, no other

adjustment to Input Tax is required for the quarter ending 31 December 2024.

No adjustment to the Input Tax deducted for the remainder of the Adjustment Period is needed

if the Capital Asset is damaged, stolen, or if it is disposed of before the end of its useful life*”.

@7 Article 52(7), Implementing Regulations
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6.6. Asset Ceasing to be Used for Taxable Purposes

If, during the Adjustment Period, a Capital Asset permanently ceases to be used for the Economic
Activities of a Taxable Person, then no further adjustment to Deductible Input Tax is required for

the remaining twelve-month periods relating to that Capital Asset.

However, the Taxable Personis treated as having disposed of the asset outside of the Economic
Activities, therefore making a Nominal Supply“®. This Nominal Supply, and the corresponding
Output Tax, must be reported in the Tax Period in which the Asset ceases to be used. The value

of such Nominal Supply shall be calculated using the following formula®“?:

(Purchase value of Capital Asset * Initial Recovery Percentage * Remaining Useful Life)

Adjustment Period

Where:
® The purchase value of Capital Assetis determinedin accordance with Section 4.2 of this
Guideline;
¢ The Initial Recovery Percentage is the recovery percentage determined in accordance
with the intended use of the Goods at the time of purchase;
¢ The Remaining Useful Life is the Adjustment Period minus the number of part or full
years during which the Taxable Person has used the Capital Asset; and

¢ The Adjustment Period is determined in accordance with Section 6.2 of this Guideline.

“8 Article 8(1)(a), Unified VAT Agreement
9 Article 52(8), Implementing Regulations
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6.6.1. Cases in Which a Nominal Supply Does Not Arise

A Nominal Supply is not made if the Input Tax was not deducted on the purchase orimport of the
Capital Asset.

If a Capital Asset is not physically used (for economic or private purposes) during any particular
period, but remains available for use in the Taxable Person’'s Economic Activities, a Nominal
Supply is not made.

A Nominal Supplyis notmade if the Taxable Person sells the Capital Asset for consideration (this
is a Taxable Supply).A Nominal Supply is not made if the Capital Assetis stolen, oris required to

be destroyed as a consequence of the Taxable Person’s Economic Activities.

7. Input Tax Deduction for Capital Assets Held Upon VAT Registration

Under specified conditions, Taxable Persons are entitled to deduct the Input Tax incurred in
relation to certain goods or services acquired prior to the date of the Taxable Person'’s effective
registration for VAT. This will be relevantin practice for businesses thatregistered for VAT after 1
January 2018, butincurred VAT inrespect of goods and services (including Capital Assets) before
their registration date. This section details the rules for Capital Assets held at the registration

date.
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7.1. Material Capital Assets (Goods)

If a Person incurred VAT on the purchase or import of a tangible Capital Asset, that Person
becomes entitled to deduct Input Tax upon the effective date of VAT registration, subject to the

following criteria:

e The Person was charged VAT in the KSA on the Supply of that tangible Capital Asset to
him, orincurred VAT upon the import of that Capital Asset into the KSA.

e The Capital Assetis to be used in the course of carrying on an economic activity which
involves making taxable supplies®® (in accordance with the general provisions for Input
VAT Deduction outlined in Section 5 of this Guideline). If the VAT incurred on the Capital
Asset cannot be wholly attributed to a taxable use, an apportionmentis required.

e The Capital Asset has not been supplied onwards by the Taxable Person, or used in full
by the Taxable Person, prior to the registration date.

® The Capital Asset has a positive book value at the date of registration.

¢ The Capital Assetis not restricted from recovery as a blocked expenditure type®".

7.2. Immaterial Capital Assets (Services)

If a Person incurred VAT on the purchase of intangible Capital Assets, that Person becomes
entitled to deduct the Input Tax upon the effective date of VAT registration, subject to the

following criteria:

0 Article 49(1), Implementing Regulations
9 Article 50, Implementing Regulations
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e The Person was charged VAT in the KSA on the Supply of that intangible Capital Asset
to him.

e The Capital Asset is to be used in the course of carrying on an economic activity which
involves making taxable supplies (as outlined for tangible Capital Assets in Section 7.1
above).

¢ Theintangible Capital Asset has not been supplied onwards by the Taxable Person, or
used in full by the Taxable Person, prior to the registration date.

e The Capital Asset was supplied to that Person during the six-month period before the
effective date of registration.

e The Capital Assetis not restricted from recovery as a blocked expenditure type.

7.3. Calculation of Deduction

The deduction is made in the Tax Return filed in respect of the Taxable Person'’s first Tax Period,
in which the effective date of registration occurs. VAT originally incurred on a domestic purchase

isincludedin Field 7, and VAT originally paid on animportis included in Field 8 of the VAT return.

The deductionfor Capital Assetshelduponregistrationis subjectto amaximumvalue, determined

inline withthe Net Book Value of the Capital Asset.

“In cases where Capital Assets are held at the date of registration, the maximum deductible
Input Tax permitted under paragraph (3) of this Article shall be calculated based on the net book
value at the date of registration, determined in accordance with the accounting practice of the

)H

Taxable Person, taking into account the value of the Supply.*?

52 Article 49(4), Implementing Regulations
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The net book value of a Capital Asset is calculated as follows:

Net Book Value = (Purchase Value of the Asset) - (Accumulated Depreciation of the Asset)

The Accumulated Depreciation is calculated in accordance with generally accepted accounting
practices in the KSA. A Taxable Person is not generally required to maintain a record of the Net
Book Value of a Capital Asset for VAT purposes - thisis only usedin cases where Capital Assets

are owned at the time of registration.

Example (10):

Real Sands Company, a KSA company, purchased an extension to its property located in Al
Khobar for SAR 150,000 in January 2019 (including VAT). Under standard accounting practices,
Real Sands applies depreciation to the extension on a straight-line basis by SAR 15,000 a year.
Real Sands Company wished to calculate the net book value of the property whenitregisters for

VAT on 1January 2022.

The Net Book Value will be SAR 105,000 calculated as the purchase price (150,000) -15,000
(year 1depreciation) -15,000 (year 2 depreciation) -15,000 (year 3 depreciation). The Net Book
Value at the registration date is SAR 105,000. The relevant VAT fractionis calculated as (5/105)
* SAR 105,000, whichis SAR 5,000. This is the maximum input tax deduction available for Real
Sands Company in respect of that Capital Asset (as anitem purchased prior to VAT registration).
Real Sands Company meets the other criteria for deduction of VAT on tangible Capital Assets
held at the registration date. It includes a deduction of SAR 5,000 in Field 7 of its first VAT return

(for the quarter ending 31March 2022).
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8. VAT Obligations of the Taxable Person

In your capacity as a taxable person, you must evaluate your tax obligation and also comply with
the conditions and obligations relating to VAT. This includes registering for VAT as necessary,
and exactly calculating the net amount of VAT payable, and paying the tax at the time due, as

well as keeping all necessary records and cooperating with officials of the Authority on demand.

If you are not sure of your obligations, you must contact the Authority through its website at
zatca.gov.sa or by other means of communication, and you may also seek external consultation
through aqualified consultant. There follows below areview of the mostimportant tax obligations

provided for in the Law and the Implementing Regulations.

8.1. Issuing Tax Invoices

A supplier must issue a tax invoice for each taxable supply made to any VAT -registered person
or to any other legal person, or issue a simplified tax invoice in the event that the value of the
supply is less than SAR 1,000, or for supplies made to non-taxable natural persons , by no later
than fifteen (15) days following the end of the month in which the supply is made. The tax invoice
must clearly detail information such as the invoice date, the supplier's tax identification number,

the taxable amount, the tax rate applied, and the amount of VAT charged®3.

If different rates have been applied to supplies, the value of each supply at each rate must be
separately specified, as well as the VAT applicable to each rate. A tax invoice may be issued
in the form of a commercial document, such as a receipt or ticket, provided that such document
contains all of the requirements for the issuing of tax invoices as set out in the Implementing

Regulations to the Law®%.

53 For more details, refer to the Invoicing & Records Guideline and Article 53 of the Implementing Regulations.

4 Article 53, Implementing Regulations
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Note that a Tax Invoice for a Nominal Supply (for example, resulting from the provision of goods
or services for no consideration) must be kept with the person’s business records, but must not

be issued to the recipient of the goods or services.

Further information on the requirements for tax invoicing can be found in the Taxpayer Guideline

onInvoicing and Records available at zatca.gov.sa.

8.2.Filing VAT Returns

Each VAT -registered person, or the person authorised to act onits behalf, must file a VAT return
with ZATCA for each monthly or quarterly tax period, as applicable. The VAT returnis considered

the taxable person'’s self-assessment of tax due for that period.

Monthly VAT periods are mandatory for taxable persons with annual revenues exceeding SAR

40 million. For all other VAT -registered persons, the standard tax period is three months.

The VAT return must be filed, and the corresponding payment of net tax due made, no later than
the last day of the month following the end of the tax period to which the VAT return relates.
More information on filing VAT returns can be found in the Simplified VAT Return Filing Guideline

available on the Authority's official website (zatca.gov.sa).

Ifthe VAT returnresultsin VAT due to the taxpayer, orif the taxpayer has a credit balance for any
reason, a request for a refund of this VAT may be made after the filing the VAT return, or at any
later time during the next five years by filing a request for a refund to the Authority, which will
review these requests and will pay the amount due on refund requests that have been approved,

directly to the taxpayer®>.

G5 Article 69, Implementing Regulations
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8.3. Keeping Records

All Taxable Persons are required by law to keep appropriate VAT records relating to their
calculation of VAT for audit purposes. This includes any documents used to determine the VAT

payable on a transaction and in a VAT return. This will generally include:

e Taxinvoicesissued and received;

® Books and accounting documents;

e Contracts or agreements for large sales and purchases;
® Bank statements and other financial records;

e [mport, export, and shipment documents; and

e Otherrecords relating to the calculation of VAT.

Records may be kept in physical copy or electronically (provided the criteria to do so are met). In

all cases, records must be made available to ZATCA onrequest.

Allrecords mustbe kept for at least the standard retention period of 6 years. That minimum period
for retention is extended to 11 years in connection with invoices and records relating to movable
Capital Assets, and 15 years in connection with invoices and records relating to immovable

Capital Assets®9.

6 Articles 66 and 52, Implementing Regulationss
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8.4. Certificate of Registration Within the VAT System

A resident person who is subject to VAT and registered with the Authority in the VAT system
must display a certificate to the effect that he has been registered in the VAT system in a place

visible to the public at his main place of business and at all iitsmounted branches.

In the event of a contravention, the personin breach will be liable to the penalties provided for in

the Law.

8.5. Correcting Past Errors

If a taxable person becomes aware of an error or an incorrect amount in a filed VAT Return, or
of any other non-compliance with the VAT obligation, he must notify ZATCA and correct the
error by amending the tax return. Errors resulting in a net understatement of VAT (exceeding
SAR 15,000) must be made known to ZATCA within 20 days of detecting the error or incorrect

amount, and the previous return must be amended.

In connection with minor errors resulting in a difference of less than SAR 15,000, the error may

be corrected by amending the net tax in the subsequent tax return®”.

Further information on correcting errors can be found through zatca.gov.sa.

7 Article 63, Implementing Regulations
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9. Penalties

The Authority may impose penalties or fines on taxpayers for violations of VAT requirements set

out by the Law or Implementing Regulations®©®.

Non-field Fines

Description of offence

Associated fine

Submitting false documents with the intent
of evading the payment of the VAT due or to
reduce its value

At least the amount of the VAT due.

Not less than three times the value of the goods or services

Moving goods in or out of the KSA without
paying the VAT due

® Atleast the amount of the VAT due.

Not less than three times the value of the goods or service

Failure to register for the VAT in the allotted
timeframe

SAR10,000

Filing an incorrect tax return, amending a tax
return after submission, or filing any VAT
document with the Authority resultingin a
lower amount due

259, of the value of the difference between the calculated Tax
and the Tax due. The Authority may increase the penalty up to
509 or reduce itto 0%

Failure to file VAT returnin time

59%-259% of the VAT in respect of which the return should have
been filed

Failure to pay the VAT in time

59 of the VAT due for each month or part thereof

Collecting VAT without being registered

A fine of up to SAR 100,000

Inall cases, if a violation is repeated within three years from the date of issuing the final decision

of the penalty, the Authority may double the fine for the second offense.

The level of the penalty or fine imposed is set by ZATCA with regard to the Taxable Person’s

behavior and compliance record (including Taxable Persons meeting their requirements to

notify ZATCA of any errors and provide co-operation to rectify mistakes).

8 Chapter 16: Articles (41), (42), (43), (44), and (47), Tax Evasion and Penalties, VAT Law
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The penalty related to the violation of “submitting an incorrect tax return, or amending a tax
return after submission, or submitting any document to the Authority relating to the VAT due that
results in an error in calculating the VAT amount as less than the amount due” (as shown in the

table above) shall be calculated according to the following rules:

First: Increasing the Penalty

The Authority may increase the percentage of the penalty related to the violation of “submitting
an incorrect tax return, or amending a tax return after submission, or submitting any document
to the Authority relating to the VAT due that results in an error in calculating the VAT amount as
less than the amount due” up to 509 of the difference between the calculated VAT and the VAT

due, if one or more aggravating factors apply, as follows:

1. The penalty shall be increased by 109, if the error in the return is linked to a case of
tax evasion for which a decision has been issued by the Authority, in accordance with
Article (39) of the VAT Law.

2. The penalty shall be increased by 109, if the Taxable Person’'s compliance record is
very weak.

3. The penalty shall be increased by 5% if the Taxable Person’s compliance record is
weak.

4. The penalty shall be increased by 59 if the difference between the calculated VAT and
the VAT due (payable or refundable), related to the total adjusted periods, represents

more than 209, for monthly VAT returns, or more than 409, for quarterly VAT returns.

51



Second: Reducing the Penalty

The Authority may reduce the penalty percentage related to the violation of “submitting an
incorrect tax return, or amending a tax return after submission, or submitting any document to
the Authority relating to the VAT due that results in an error in calculating the VAT amount as
less than the amount due” down to zero percent (0%), if one or more mitigating factors apply,

as follows:

1. The penalty shall be reduced by 5% if the Taxable Person’s compliance record is good.

2. The penalty shall be reduced by 59, if the difference between the calculated VAT and
the VAT due (payable or refundable), related to the total adjusted periods, represents
less than 5%, for monthly VAT returns, or less than 159, for quarterly VAT returns.

3. The penalty shall be reduced by 109, if the Taxable Person pays the difference between
the calculated VAT and the VAT due within 30 days from the date of the assessment
decision issued by the Authority.

4. The penalty shall be reduced by 159, if the Taxable Person is classified as a micro-
enterprise. For the purposes of these rules, a micro-enterprise is one whose annual
taxable revenues do not exceed SAR 3 million during the twelve months preceding the
tax period subject to examination and assessment.

5. Only one mitigating factor may be applied at a time, except for the payment-related
factor stated in these rules.

6. As an exception to the provisions of this clause (Second), the penalty shall not be
reduced if the error in the return is linked to a tax evasion case for which a decision has

been issued by the Authority.
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Third: Criteria for Determining the Taxable Person’s Compliance Level

The Authority shall determine the Taxable Person'’s level of compliance based on the number of
errors contained in their previous VAT returns with respect to submitting returns on time and/or

paying the VAT due on time, as follows:

1. Compliance is considered good if there have been no violations during the past twelve
months.

2. Compliance is considered weak if the Taxable Person has committed more than two
and up to six violations during the last twelve months in the case of monthly filers, or
one or two violations during the last twelve months in the case of quarterly filers.

3. Compliance is considered very weak if the Taxable Person has committed more than
six violations during the last twelve months in the case of monthly filers, or more than

two violations during the last twelve months in the case of quarterly filers.

Fourth: Cases Where the Penalty for an Incorrect Tax Return Shall Not Apply

1. If the Taxable Person corrects the return in accordance with Article (63) of the VAT
Implementing Regulations, provided this is done before being notified by the Authority
of the start of audit or examination procedures.

2. Ifthe difference between the calculated VAT and the VAT due is less than SAR 5,000.
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Fifth:

If the Taxable Person corrects the return through the self-disclosure form after being notified
of the start of audit and examination procedures, and the correction exceeds 509, of the tax
differences identified as a result of the audit and assessment, the penalty shall be reduced to
109%. If the Taxable Person pays the VAT due within 30 days from the date of the assessment

notification, the penalty shall be further reduced to 09%.

It should be noted that, in all cases, the late payment penalty, where applicable, shall be

calculated at a rate of 5% of the VAT due for each month or part thereof.

Field Violations®®

All field violations shall initially result in the violator being notified and made aware of the
violation, and granted a grace period ranging between 30 and 60 days to rectify it, except in
the case of preventing or obstructing the Authority’s employees from performing their duties,
where the violator shall be granted a period not exceeding 10 days from the date the last penalty

was imposed to correct the violation. Repeated violations shall result in consecutive penalties.

To review the Classification Table of General VAT Violations, and the violations and penalties
related specifically to the E-Invoicing Regulations, please refer to the Guideline for the

Classification of General VAT Violations.

9 The decision issued by the Board of Directors of ZATCA regarding the reclassification of VAT field violations, which came
into effect as of 1January 2024.
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10. Request for an Interpretative Decision (Tax Ruling)

In the event that you are not sure about the manner of application of VAT to a particular activity
or particular transaction that you are doing or intend to do, after referring to the relevant
provisions and the relevant guideline, you may submit an application to the Authority to obtain

an interpretative decision in accordance with the Tax Ruling Requests Guideline.

11. Contact Us

For more information about any VAT transaction, kindly visit our website: zatca.gov.sa; or

contact us at the following number: 19993

12. Frequently Asked Questions

1. Is the input VAT deduction for Capital Assets treated the same way as that for other

goods purchased by the company?

Yes, the input tax related to capital assets is deductible if it is used for taxable activities, in the
same way as for other goods. The taxable usage of Capital Assets must be monitored over the

Asset’s useful life.

2. In what cases can a Taxable Person deduct input tax incurred on the purchase of

Capital Assets?

A Taxable Person may deduct input tax related to Capital Assets upon their purchase, if the
Capital Assets are intended to be used by the purchaser for the purpose of their Economic
Activity, which constitutes making taxable supplies (for example, to produce taxable goods or
services). Persons who deduct input tax upfront must monitor the use of the capital asset across

its useful life and make an adjustmentif the usage changes from the initial deduction percentage.
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3. Ourbusinessimported anew machine forlong-termuse inthe course of its economic
activity and paid VAT upon importation. Does the business need to charge VAT on the
sale of the machine inthe KSA?

Yes, thebusinessisrequiredto charge output VAT onthe onward sale based on the consideration

receivedatthe appropriaterate

4. A factory purchased equipment for taxable use and deducted input tax in full on the
purchase. The equipment was used 609, for taxable use and the remaining 409,
was not used due to lack of demand. Is the business required to adjust the input tax

recovery?

No adjustment to the deducted input VAT is required, since the asset is used solely for taxable

business purposes.

5. For how long must a business retain records related to its Capital Assets?

Invoices and records relating to movable Capital Assets must be retained for 11 years (being the
standard Adjustment Period plus five years). Invoices and records relating toimmovable Capital
Assets must be retained for 15 years.

6. If abusiness has stopped using a Capital Asset in its economic activity, is it required

to make any adjustment for VAT?

If a Taxable Person stops using a Capital Asset and sells it, this is a taxable supply which is

subject to VAT.

The Taxable Person must charge VAT on the sale and may be entitled to make a permanent
adjustmenttoreflecttaxable usage over the remaining useful life (if the initial input tax deduction

is based on a recovery percentage lower than 100%).

If a Taxable Person deducts the input tax on a Capital Asset, and ceases to make this available
for use in its Economic Activity within the Asset's useful life (for example, making the asset

available for private use), this will result in the Taxable Person making a Nominal Supply.
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