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BASICS OF VAT AND ILLUSTRATIONS

PRINCIPLES AND CONCEPTS OF VAT

OTHER ASPECTS
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= VAT is an indirect tax. Occasionally you might also see it referred
to as a type of general consumption tax.

" |[n a country which has a VAT, it is imposed on most supplies of
goods and services that are bought and sold.

= VAT is one of the most common types of consumption tax found
around the world. Over 150 countries have implemented VAT (or
its equivalent, Goods and Services Tax).

= VAT is charged at each step of the ‘supply chain’. Ultimate
consumers generally bear the VAT cost while Businesses collect
and account for the tax, in a way acting as a tax collector on

behalf of the government. <\
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VAT RATES o i

All supplies made shall be standard rated supplies unless they are Exempt supplies, Zero
rated Supplies or Out of scope of VAT

Deduction of input VAT is allowed Deduction of input VAT is allowed

Zero rate - 0%

Q
(&)

Example: Exports § Specifically exempt
Deduction of input VAT is allowed ¢ Deduction of input VAT is not allowed
[a)

Life Insurance, All other goods and services not
Interest/ Part of profits specifically zero rated or exempt

Sale and leasing of residential property,
Bare land, Local passenger transport
(Metro, Buses)
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ZERO RATED SUPPLIES

A direct or indirect Export
to outside GCC

ooooooo

International transport of
passengers and goods.

Supply of crude oil
and natural gas

Supply or Import of
Investment precious
metals

~ Morison MJS
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Supply of Air, Sea & Land
transport for transportation
of passengers and goods

Residential buildings (within 3
years of completion)
Buildings designed for

charities.

Supply of educational and
related services for

institutions owned or

funded by Government

Supply of Preventive and basic
Healthcare services and
related goods and services
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How VAT WORKS ? s Morison M

VAT is calculated on the value added to goods & services by a trader at each
stage of the production and distribution chain.

Example: 5% VAT would apply to the production and sale of a furniture.

Step | Step 2 Step 3 Step 4

@ ¢ @ m

Farmer sells Manufacturer Wholeseller Retailer
Cotton to makes Ready stores and sells to the
manufacturer made T-shirts sorts them customer
for AED 100 and sells to and sells to for AED 500
wholeseller retailer
for AED 200 for AED 400

Sales price with VAT AED 105 AED 210 AED 420 AED 525

VAT collected by seller AED 5 AED 10 AED 20 AED 25

Credit for VAT paid in NA

previous stage

Net VAT AED 5 AED 5 AED 10 AED 5

Total VAT AED 25 L V]
4 pad L3
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How VAT WORKS — STANDARD SUPPLY

Value AED 100

Service Provider

+ InputVAT@5% AED5
Total AED 105 \V/\i
India UAE . Procurement
Import o of Services -
Nalefelg® Goods VAT 5%
Supplier - @ > R Customer
E t AED 2000
Value AED 1000 | gy +)C()pu?c;)u t
+ Customs Duty@5% AED 50 Local VAT@5% AED 100
+Import VAT@5%  AED 525 1| L hases | Total AED 2000
Total AED 1102.5
Value AED 500 - :
Full credit allowed
+ Input VAT@5% AED25 Supplier
Total AED 525 I cost
Month / Quarter End position Amount
Output VAT (Total VAT collected on Sales) 100 (A)
Input VAT (Input VAT 52.5 + 25 + 5) 82.5 (B)

Net VAT Refundable 17.5 (A-B)



How VAT WORKS — ZERO RATED SUPPLY

Value AED 100

Service Provider

+ InputVAT@5% AED5
Total AED 105 \V/\i
India UAE f Procurement Africa
Import o of Services -
Nalefelg® Goods VAT 0%
Supplier - @ > R S R CUstomer
E t AED 2000
Value AED 1000 | gy +’C()pu2r .
+ Customs Duty@5% AED 50 | | s he @E’O(y D O
(0}
+Import VAT@5%  AED 525 1| hases | Total AED 2000
Total AED 1102.5
Va:lue . VAT@SA;?AESSSS - - Full credit allowed
+1npu 0 Supplier
Total AED 525 I cost
Month / Quarter End position Amount
Output VAT (Total VAT collected on Sales) 0 (A)
Input VAT (Input VAT 52.5 + 25 + 5) 82.5 (B)

Net VAT Refundable 82.5 (A-B)



How VAT WORKS — EXEMPT SUPPLY

Value AED 100
+ InputVAT@5% AEDS5
Total AED 105

India UAE

Service Provider

VAT
Procurement
of Services

Import of
Nalefelg® Goods

Customs duty

NO VAT

Sale
g4 Customer

@

Sale AED 2000
Value AED 1000 | Ty Total AED 2000
+ Customs Duty@5% AED 50 Local
+Import VAT@5% ~ AED 525 || (L
Total AED 1102.5
Va:lue t VAT@SA;?AESSSS B Full credit allowed
+ Inpu 0 Supplier -
Total AED 525 Cost
Month / Quarter End position Amount
Output VAT (Total VAT collected on Sales) Nil (A)
Input VAT (Input VAT 52.5 + 25 + 5) Nil (B)

Increase in cost (P/L Impact) 82.5 (A-B)
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ON WHAT

WHEN

WHERE

RCM

WHo

DEDUCTION

COMPLIANCES
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Supply of Goods and Services (including
deemed supply)

Time of Supply

Place of Supply

Where customer is liable to pay VAT

Person liable to pay VAT-Supplier/ customer ?

Allowed? Full or Partial? Restrictions?
Conditions ?

Registration, Tax Invoice, Returns, payment,

N |
Refunds, Accounting
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VAT is levied on any taxable supply of goods and services made by a taxable person in
the course or furtherance of any business carried on by him.

Supply
Taxable supply
Deemed Supply

Goods

Services

Taxable Person

Consideration

Supply usually mean anything done for consideration.

All goods and services supplied in a country will be taxable supplies
unless specifically exempt or fall outside the scope of VAT.

Free of cost supplies, supply not for business use.

All types of physical property/assets including Capital assets-
Tangible and intangible assets for long term use.

Any supply transaction which doesn’t constitute supply of goods
shall be considered as a supply of services.

Taxable person is one who meets the conditions of registration.
Activity done in ordinary course of business.

Consideration is what is paid or payable under the contract, it
maybe monetary or non- monetary.
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DATE OF SUPPLY
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Point of taxation determines WHEN liability to pay VAT arises. It is earlier of
1. Goods made available for sale or removed / Services Performed Or

2. Tax Invoice is issued Or
3. Consideration is received (partial or full)

Customer
Places the
Order

20" AUG

TAX POINT

v

15th SEP
@

Goods /
Services
made
available

Tax Invoice
issued
20th SEP 28th OCT
Payment
of VAT

Quarter Ends

* Assuming 28" of every quarter being the date of payment of VAT and return filling.

Amount
received form
the customer

10" NOV

\ VI
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DATE OF SupPLY (CONT) e Meron Hener

Point of taxation determines WHEN liability to pay VAT arises. It is earlier of
1. Goods made available for sale or removed / Services Performed Or

2. Tax Invoice is issued Or
3. Consideration is received (partial or full)

Customer places Balance
order Advance Goods made consideration
paid 50% available received (50%)
10th MAR 28t APR 15th MAY 5th JUN 27t JUL 10th AUG
A Payment of Payment of
VAT (50%) VAT (50%)
TAX POINT
50% POINT
50%
Quarter Ends Quarter Ends

« Assuming 28th of every quarter being the date of payment of VAT and return filling. - LY VR .
- Tax point for balance 50% would be date when goods made available since invoice not mashreq - Loyhall
issued in time. 50
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WHERE ? — PLACE OF SUPPLY s Morison v

INSTALLATION AND ASSEMBLY 4
POS-State where it is performed

SUPPLY OF GOODS WITHIN THE
STATE - POS : UAE

SUPPLY TO UNREGISTERED
DEALERS AND EXPORTS
> AED 375,000- Outside UAE
< AED 375,000- UAE SERVICES
B2B- Recipient's residence

B2C- Supplier’s residence

SUPPLY OF GOODS WITH EXIT
AND RE-ENTRY INTO THE STATE

POS : Outside UAE

EXPORTS Ny, -
mashreq W 7 Oy all
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WHAT IS REVERSE CHARGE (RCM) s Morison Meron

% As name suggests, it's inverse of what is normal.

% Normally supplier charges the VAT to customer however under RCM,
its the customer who applies VAT on its purchases (Goods or Services)

% Under this Mechanism, the buyer steps in the shoes of the seller and
discharges the seller's liability. Hence, buyer charges VAT to itself.

% As Clarified by Ministry of Finance, in UAE, Import VAT shall be
accounted under Reverse Charge Mechanism.

% Accounting Entry for RCM (for businesses making standard or zero
rated supplies) would be:

Particulars Amount Classification

VAT Input Receivable A/c Dr. XXX Current Assets
VAT Output Payable A/c Cr. XXX Current Liabilities

MAKING POSSIBLE
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RCM IMPACT ON TAXABLE BUSINESS

O If the buyer makes a taxable supply (Standard rate or Zero rated), then
buyer of the goods or services makes the declaration of purchase (input

VAT) and shows sales (output VAT) in their VAT return.

d The two entries cancel each other from a cash payment perspective in the
same return. Below diagram illustrates the case.

Outside UAE
GCC

VAT
Sale Customer

Import of services

* VAT to be paid under RCM

(Full credit allowed hence, only a book entry)

mashreq :‘ Ve, Dy all
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RCM IMPACT ON EXEMPT BUSINESS s Mo e

If the buyer makes an exempt supply, then amount of VAT under RCM becomes
a cost for the business.

Outside UAE
GCC
: Exempt

Service 1 g ABCLLC & =
Provider Sale

Import of No credit

services - allowed

*VAT to be paid under RCM

(No credit allowed hence, cash payment required)

\
mashreq.‘ 7 0y all



RCM —IN UAE

= Case 1: Import- Final Destination UAE

Outside
UAE

A Taxable customer

Taxable Customer
Final Destination (UAE)

imports goods or services
for his business.
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CUSTOMER SHALL SELF
ACCOUNT FOR VAT

Output Tax (Dr)
Input Tax (Cr)

= Case 2: Import- Final Destination another GCC country

Outside
UAE

m

Customer (UAE)

Imports goods
or services for

his business.

KSA

Final

Destination

CUSTOMER SHALL PAY
IMPORT VAT IN
CASH. (NO RCM)

il

D
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RCM- SPECIFIC CASE -

UAE

TAXABLE
CUSTOMER

TAXABLE SUPPLIER

Crude Qil
Refined Qil
Hydro carbons

Intends to resell, produce or
distribute any form of energy

The Supplier SHALL The Customer shall self
NOT charge VAT . account under RCM.

This treatment shall apply only if the customer provides the supplier with a
WRITTEN CONFIRMATION that this purchase is for the purpose of resale and he is

registered for VAT. The treatment shall not apply if the supply is zero rated.



DEDUCTION OF INPUT TAX

Deduct tax in relation to

Taxable supplies . ))
&

Deduction claimed on
2 ? amount paid (before 6
months expiry)
o
Person paying tax on
Reverse charge basis
can deduct the tax
@

No deduction of VAT for:
Not for economic activity,
Prohibited items

VAT Charged incorrectlx
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In UAE- Ratio of Input Tax
recoverable to total
@

Adjustments in Input tax
credit w.r.t reduction in

O value etc. shall be allowed.

Tax Invoice or Custom
document required as a

proof of importer
@

If Goods/ services not
supplied prior to reg. then
tax may be deducte(.j.
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Businesses in a UAE whose annual supply and imports
exceeds Dh. 375,000 (or equivalent) has to get itself
registered.

Businesses can voluntarily apply for registration if its
supplies are between Dh. 187,500 & Dh. 375,000
excluding supply of Capital Assets belonging to the person

A business may register voluntarily if their expenses
exceed the voluntary registration threshold. (For example,
a start up business with no revenue initially)

If two or more companies are resident in the UAE they
have an option to register as a VAT group provided each
have a place of establishment in UAE and related persons

control both the companies. - \¢
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. Every qualified business would have to file a return quarterly
(or for a shorter period (‘Tax Period’ if authority decides so)

Prospective due date of filling: within 28 Days from end of the Quarter or
tax Period

Preparation for return filling:-
 Extraction of sales, purchase & expenses data
 Calculation of Input Tax credit
* Checking cut off date
* Collating data in return format
* Invoice and Credit notes sequence numbers
Reconciliation return data with book of accounts.

. Supplies reported in the to return to be bifurcated into each emirate wise
supplies.

. There may be some threshold of amount of error for which return

needs to be revised or can be declared in subsequent return. W
mashreq "
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COMPLIANCE DOCUMENTATION  Morison MJS
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1. Records to be maintained :- o Mortson Mo
* Tax Invoices for purchases *Contracts

* Tax Invoices issued for sales Calculation of Input tax credit

* Custom clearance documents *Stock Records

* Import of Services documentation *Evidence of VAT payment

*Vendor payment records *Reconciliations of accounts

* Returns filled and back up data
2. Maintenance of Records — Minimum 5 years

3. Tax invoice needs to be issued by a registered business

4. Special provision available for a taxable customer to issue a “self-invoice”
with approval from the relevant tax authority provided that the taxable
supplier consents.

<\ - .

5. In Certain situation supplier may be able to issue a simﬂ?ﬁﬁlgaqﬂ Sbm""m"

tax invoice
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COMPLIANCES TAX INVOICE s B e

A valid Tax invoice is required to capture the following :

Customer Name and address
Customer VAT Tin No.

Mandatory to mention “ TAX INVOICE “
Invoice should be serially numbered
Date of issuance of invoice

Companies VAT Tin No.

VAT to be calculated on Net Consideration

O 000000 D0

Amount to be converted into Local currency for VAT calculation.

(in AED)

Nba
mashreq N
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VAT ON GOVERNMENT TRANSACTIONS o erMortson e
W VAT 5% to be charged > I I I I
J.
Private Businesses Government company
A VAT 5% >
I I I I When Government is not the s
provider of such goods/ serV|c

J.
Government No VAT

company When Government is providlng In Rivare

Businesses

sovereign(sole component) capacity of

such goods/ services (E.g. Visas etc.) mashreq -\ iyl
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VAT PENALTIES syt Morison Meron

‘ Does not display prices inclusive of Tax

4 Does not notify Authority when applying Tax based on Profit

‘

“ Fails to goods in a Designated Zone

If the Taxable Person fails to issue a Tax Invoice

Does not issue a Tax Credit Note.

Does not issue of E- Tax Invoice or E- Tax Credit Notes.

mashreq "% (5 i all
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TRANSITIONAL PROVISIONS entity of VMorison Menon
* Taxes shall be effective starting from the date of the enforcement of the local
law in UAE.

* Forsilent ongoing contracts concluded prior to the introduction of VAT
deemed inclusive of VAT.

Date of Enforcement of

Local Law “Cut off date”
Supplies which are N :u ot date Supplies which are

partially carried before partially carried out
the Cut off date after Cut off date

50

NO VAT i mashreq _\“'. Byl

VAT
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BAD DEBTS/ REDUCED SETTLEMENTS o Morison Menan

Goods ad Services have been
supplied and Due Tax has been
charged and paid.

Consideration for the supply has
been written off in full or part as

a bad debt.

More than 6 months has passed
from the date of supply.

The Recipient of Goods has been
notified of the amount of
consideration for the supply that
has been written off.

(@ ) (@ )
TAX INVOICE Credit Note
#103 Ref#103
Sale AED100 Amount 100
VAT AED 5 VAT AED 5
)& y

Assuming entire amount goes bad

AED 5 would be reduced from
Output tax Liability.

Upon issuing a credit note giving
reference to Tax invoice issued during
sale of the products.

mashreq A\, i all
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ACCOUNTING FOR VAT

Post VAT accounting entries
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Particulars Amount
Purchase Account / Service (Expense) Dr. (Value of Purchase)
VAT Input Account Dr. ( VAT on Purchase)
Bank/ Name of Creditor Account Cr. | (Value of Purchase + VAT input)

Cash or Bank or Name of Customer

(Value of Purchase + VAT

Account Dr. output)
Sale Account Cr. (Value of Sale)
VAT Output Account Cr. (VAT on Sale)

Month end/ Period End Amount
Output VAT XXX (A)
Input VAT YYY (B)
Net VAT Payable 777 (A-B)
Particulars Amount
VAT Output Account Dr. YYY
VAT Input Account Cr. YYY
>

Net VAT Payable Account Dr. 77

Bank Account Dr. 77

" Gyl
50



ACCOU NT'NG FOR VAT _Morison MJS

o o . ¥
Classification Tax Consultancy

Entity of Morison Menon

! VAT Input Account

Current

Assets

shreq A\ WGysirall
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ACCOU NT'NG FOR VAT _Morison MJS

.
Classification Tax Consultancy

Entity of Morison Menon

VAT Output Account

Current

Liabilities

shreq “\.‘v Gyairall
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IMPACT ON ACCOUNTING Month/Quarter end _Morison MJS

"
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Current liabilities
-VAT payable

Current Assets
-Input VAT
refund

Net VAT Payable

masnreq .“.‘v Wi all
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IMPACT ON BUSINESSES

BUSINESS
PROCESS

& POLICIES
FINANCE & CONTRACTS &

ACCOUNTING COMMERCIALS
Chart of accounts T&C
VAT mapping Negotiations
Working Capital Transitional
Cash flow provisions

BUSINESS

COMPLIANCE CHANGE
Registrations MANAGEMENT

Return filling VAT training

_. Morison MJS
Tax Consultancy

Morison Menon

Record keeping Communications

VAT audits SUPPLY CHAIN Org. structure
Sourcing strategy
Distribution
Inventory

h -\
management MAshreq e

b, Gyall
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Assigning a person to

work under the
VAT registrations, guidance of VAT
payments and returns
Resolve transition

0 consultants
related issues Post

IMPLEMENTATION &

GO-LIVE PERSONNEL Pricing, topline &
bottom-line, Cash
flow, Transactions

Trainings to all
the relevant

department@

WHAT
CAN YOU IMPACT
DO NOW ANALYSIS

Make changes to legal MPLEMENTATION
structure, processes, IT N IDENTIFYING

systems, pricing "\ CRITICAL ISSUES !de"t'fy c"t.'cal :
Communicate with Ny | | issues for discussion

and conclusion

vendors, customers - T
VAT rollout

IDENTIFYING Tax, IT, supply chain,
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DISCLAIMER gt

= This Value Added Tax (VAT) Awareness presentation material ("VAT Presentation") has been prepared by [Morison MJS Tax
Consultancy] for Mashreqbank psc ("Mashreq") and its customers. It is being shared for information purpose only and intended
solely for Mashreq customers who attended the VAT Awareness Seminar. Mashreq has not verified the information contained in
this VAT Presentation and, accordingly, accepts no obligation, responsibility and/or liability as to the validity, accuracy or
completeness of, or any errors in or omissions from, any information or statement contained in this VAT Presentation. Any and all
information contained in this VAT Presentation is and should not be construed as coming from, or advice being given by, Mashreq to
its customers.

= This VAT Presentation has not been approved or disapproved by any governmental or regulatory authority in the United Arab
Emirates (UAE), nor have the foregoing authorities approved or confirmed the accuracy or determined the adequacy of any of the
information contained in this VAT Presentation. Any representation to the contrary is wrong and unlawful.

= The information contained in this VAT Presentation shall not be relied upon by the customers and/or any third parties. Each
recepient of this VAT Presentation must make and shall be deemed to have made its own independent assessment and
understanding of any information contained in this VAT Presentation relating to the implentation of VAT in the UAE, either on its
own or through an independent advice from its financial/tax advisor.

= This VAT Presentation is being shared with the consent of Morison MJS Tax Consultancy.

= Contents of this document are based on various sources such as Decree Law no 8 on VAT, The Unified Gulf Cooperation Council
VAT Agreement, publications made by United Arab Emirates Ministry of Finance(‘MOF’), Information shared by officials at the
workshops conducted by MOF and our experience and understanding of the Value Added Tax (“VAT’) laws in other countries where
VAT or Goods and Service Tax (‘GST/VAT’) exists.

= No one should act on such information without appropriate professional advice after a thorough examination of the particular
situation. Morison Menon, its related firms ,corporations, partners or employees thereof will not be liable in any event to you or
anyone else for any decision made or action taken in reliance on the information in this document or for any consequential, special
or similar damages.

= The sole purpose of this presentation is to create awareness around VAT proposed to be implemented across GCC .In no event, this

document shall be shared with other parties without prior consent of Morison Menon Group. \‘
mashreq "% (&, all
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THANK YOU

Q&A

What can we make possible for you today?



