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VAT GUIDELINES FOR AGENTS

Introduction

The General Authority of Zakat and Tax (‘GAZT’) has recently released VAT Guidelines for
Agents. The guidelines cover the requirements and procedures which must be followed by
Agents and reinforces the procedures already mentioned under the VAT Regulations. The
guidelines provide certain new and key concepts under VAT which will have to be adhered to
by Agents. Certain clarifications have also been made which will help provide certainty for

Agents who are registered as taxable persons.

This alert summarizes key points for easy reference.

Key Terms

Agent: the person representing another in his/her legal transactions.
Principal: the person represented by the “Agent” in his/her legal transactions.

Agent acting in its own name: an unapparent Agent. An Agent is considered to be acting
in its own name in the event that the agency is not apparent to third parties or when the
identity of the Principal is not revealed to them.

Reimbursement: the costs incurred by the Agent Acting in Its Own Name and reimbursed to
the Agent by the Principal.

Disbursement: the costs incurred by an Agent on behalf of its Principal and refunded by the
Principal to the Agent.
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When does an Agent act in its own name?

The following points are to be noted:

o Ifthe agency relationship is not disclosed by the Agent to the customer, then an Agent
shall be considered to be acting in its own name.

¢ In such situations an Agent shall be considered as ‘Principal’ for the purposes of
applying VAT.

o Accordingly, the Agent shall be liable to raise an invoice and discharge VAT on the
supplies made to a customer, even though it was on behalf of the Principal.

e Similarly, if an Agent is receiving goods or services in its own name (i.e., without
disclosing the agency relationship) then the Agent is considered as a customer in
relation to the purchase.

¢ Since the goods/services received are not used for the economic activity of the Agent,

the Agent is not eligible to deduct input VAT on such procurements.

Expenses recovered from the Principal

It is common practice that an Agent pays an amount to a third-party supplier and recovers the
paid amount from its Principal. In such cases, the recovery of expenditures from the Principal
shall not be treated as a consideration for the supply provided by the Agent. Such recovery of

expenses is not liable to VAT provided the following standards are met:

e The Principal receives the goods or services (directly or through an Agent).

e The Principal is the person liable for payment.

o The Principal is aware and knows there is a supply from a third party and authorizes
(either generally or specifically) the Agent to pay on behalf of the Principal.

o The Agent claims the specified amount from the Principal without profit margin.

o The commercial documents should set out that the incurred cost is separate and

added to the supplies provided by the Agent to the Principal.

This is known as “disbursement of expenses.”

If the above conditions are not satisfied or if the Agent charges a price (for the supply of
agency services) inclusive of the expenses incurred by them (on behalf of the Principal), then
VAT shall be levied on the entire price being charged by the Agent. This is called

“reimbursement of expenses.” It is important to note that in the case of reimbursement of

expenses, the underlying nature of the expenses/reimbursement is not relevant, and the

reimbursement would become the principle supply. Take for example a consulting firm
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recovering the international air travel cost as actuals from its client. While air travel is zero
rated, the reimbursement would be treated as standard rated taxable supply on par with the

consulting services being the principle supply.

When can an Agent deduct input tax?

The following points are to be noted:

e An Agent acting in its own name is the one responsible for receiving goods or services,
as if it were receiving such supplies as a customer.

o Since for the purposes of VAT an Agent acting in its own name is viewed as a customer
when making purchases, in such circumstances an Agent would be eligible to deduct
input tax.

o However, an Agent acting on behalf of the Principal would not be entitled to deduct

the input tax on the supplies it receives on behalf of the Principal.

Who can deduct input tax at the time of import?

A customs broker can import goods on behalf of another taxable person who requires such
goods in furtherance of their economic activity. In such cases, the broker acts on behalf of
said person for importing the goods into the Kingdom of Saudi Arabia. Whilst also being the
broker, the importer is not utilizing imported goods in furtherance of its own economic activity,
and so the customs broker cannot deduct import VAT. Therefore, it is imperative to organize
the business in such a way that input VAT does not become a cost in the line of operations.

Dhruva Insights

The Guidelines for Agents issued by the GAZT provides certainty and clarity to taxpayers and
simplifies compliance procedures for businesses on the role of VAT in matters of agency
relationships. It will become easier for taxpayers to assess their VAT liabilities and ensure
proper deduction of input tax.
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This information contained herein is in summary form and is therefore intended for general guidance only. This publication is not intended to address the circumstances of
any particular individual or entity. No one should act on such information without appropriate professional advice after a thorough examination of the particular situation. This
publication is not a substitute for detailed research and opinion. Before acting on any matters contained herein, reference should be made to subject matter experts and
professional judgment needs to be exercised. We cannot accept any responsibility for loss occasioned to any person acting or refraining from action as a result of any material

in this publication.
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