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VAT Public Clarification — Use of Exchange Rates for VAT purposes

Introduction

The Federal Tax Authority (FTA) has recently issued a Public Clarification (VATP004) on the
usage of exchange rates for VAT purposes.

In this alert, we have summarised aspects of the clarification.

Would the Company be required to reissue tax invoices with historical exchange rates
provided by the Central Bank for supplies made prior to 17" May 2018?

There is no requirement for businesses to reissue tax invoices to align with the historical
Central Bank exchange rate, provided that the original tax invoice had been converted to UAE
dirham using the exchange rate from a reliable source and that this rate was applied
consistently by the business for all tax invoices issued in foreign currency during the period
from 15t January 2018 to 16" May 2018.

An illustrative list of reliable exchange rate sources is given below:

e Thomson Reuters
e Oanda
o Exchange Rate published by a UAE Bank

What would be the exchange rate for supplies where the date of supply has triggered
prior to 17™" May 2018 but tax invoice is raised post 17" May 2018?

In such cases, the Company would be required to use the applicable historical exchange rates
published by the Central Bank as on the date of supply.
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What would be the exchange rate for supplies made from 17" May 2018?

Where a tax invoice is issued from 17" May 2018 onwards and the date of supply for such
supplies is post 17" May 2018, the Registrant would be required to use the exchange rate
published by the UAE Central Bank to convert the foreign currency to UAE dirham.

Can the Company round off the exchange rates?

Businesses are required to use the exact exchange rate as published by the UAE Central
Bank, which includes using the same number of decimal places as published. It is important
to note that it is not permitted to round off the exchange rate to fewer decimal places.

What is the Exchange Rate to be used for invoices raised before 6 PM?

The exchange rates would be updated on the website each day on or after 6 pm stating the
rate applicable for that day. Where a tax invoice is issued prior to 6 pm on any given day, the
Registrant may use the exchange rate published on the website at the time the tax invoice is
raised, i.e. the rate for the day before.

How are exchange rates used for import of services?

For the purposes of applying a reverse charge mechanism to import of services, businesses
are required to use the UAE Central Bank exchange rate applicable on the date of supply.The
FTA has advised that the Registrant may use the date of the invoice as the date of supply of
the imported service and use the exchange rate applicable on that date.

How are exchange rates used for import of goods?

The VAT due on imports is automatically calculated based on the import declarations
submitted via the relevant Customs Department. Even though the exchange rate used differs
from the UAE Central Bank exchange rate, businesses would be permitted to use the
exchange rate applied by the Customs department for the purposes of declaring the VAT due
and would not be required to convert the value of the import based on the UAE Central Bank
rate and declare any adjustment due to exchange rate used.

Comments

Relaxation in terms of non-issuance of revised tax invoices dated prior to 17 May 2018 is of
major relief to Businesses. However, usage of exact Central Bank Exchange Rate could be a
challenge as the accounting systems (including ERP) may not support decimals beyond 2 or
3. Further, usage of date of supplier invoice for the purpose of exchange rate for import of
services is important clarification however, it is not clear if date of supply such as date or
receipt of invoice or posting date are acceptable for accounting VAT on import of services.
Businesses should evaluate whether there is a requirement to take corrective actions for
positions taken that are contrary to the this clarification.
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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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