Sector spotlight | VAT and the automotive sector

Kingdom of Saudi Arabia | 21 March 2021

keyi:oint

VAT rules are particularly complex for vehicle dealers, with cross-border
transactions, third-party payments, rebates and discounts. With VAT
now business as usual, our brief focuses on key issues for the kingdom's
automotive dealers, including VAT complications from discounts and
rebates and the profit margin scheme.

Prices and promotions
Display prices

Dealers should ensure that all published
(physically or electronically) or displayed prices
of vehicles and vehicle-related services are
inclusive of VAT.

Discounts offered by car dealers and local
manufacturers

If a discount is offered, calculate VAT on the
total consideration payable for the supply of
goods or services after discount.

VAT cost borne by vehicle dealers

Vehicle dealers often use promotional language
such as “VAT-free” to imply that customers are
not paying VAT on a supply. Supplies are always
subject to VAT — what the dealer means is that
they are going to pay any VAT liability on the
customer’s behalf.

Free goods or services to customers

Goods or services provided for free as part of

a business promotion - such as a “free” safety
check provided as part of a service - may result
in a nominal supply and must be analysed on

a case-by-case basis. If services or goods are
provided as part of a package of other goods
or services, the free good or service is not an
independent supply and cannot be treated as a
nominal supply.

If goods and services are supplied
independently for no consideration, the
supplier may have to account for VAT on the
free supply, subject to specific exceptions,
including low value gifts or samples falling
within the threshold of SAR200/recipient/year
up to an annual limit of SAR50,000.

A supply cannot be treated as nominal if input
tax has not been deducted by the supplier.

Marketing contributions

If a dealer agrees to provide promotional
services to a manufacturer, any payment
represents a consideration for that supply of
services. If promotional activities relate to
specific goods (in this case, vehicles) within
Saudi Arabia, regardless of the manufacturer’s
location, the zero-rating conditions for
exports of services are not fulfilled and VAT
(at the standard rate) applies. Contrast this
with payments received by dealers from
manufacturers when meeting agreed targets.

Incentive and rebates

Manufacturers often provide incentives to
dealers to encourage the sale of particular
models — for example, run-out payments to
move old models. This may qualify as a third-
party consideration. The VAT implications of
rebates received when sales or purchase targets
are met are often overlooked by dealers.

Vehicle-related goods and services

Free servicing and roadside assistance

Suppliers must determine whether services
constitute a single supply or multiple supplies.
When a sale of vehicle includes free servicing
and roadside assistance for a period of time,
it can be argued that this is a single supply

as the free servicing and roadside assistance
are ancillary to the vehicle. If the incentive

is offered completely free of cost as an
independent supply, the nominal supply rules

may apply.
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Accessories and insurance Other considerations
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