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Introduction

All praise is due to Allah, Lord of the Worlds, and may peace and blessings be upon the most
honorable of Messengers and the Seal of the Prophets, our Prophet Muhammad, and upon his

family, companions, and followers:

It goes without saying that the efforts exerted by the courts and judicial committees throughout the
Kingdom of Saudi Arabia, and the rulings and decisions they issue, collectively constitute an
invaluable jurisprudential and legal asset—one that warrants due care, preservation, and
attention. Amid the commercial and industrial transformation currently witnessed in the Kingdom
of Saudi Arabia under Saudi Vision 2030, many complex and novel tax-related issues have emerged.
In alignment with its commitmentto social responsibility, the General Secretariat of the Zakat, Tax,
and Customs Committees has sought to establish a solid reference framework for the benefit of
committee members, taxpayers, and interested parties. Among these efforts is the publication of
the “Compendium of Principles Derived from the Decisions of the Tax Appeal Committees for the
Year 2024”, whichis intended to effectively support the resolution of tax disputes. This compendium
contributes to reducing the length of proceedings by clarifying the established positions and
principles adopted by the appellate committees. Such clarity is expected to shorten litigation
timelines, ease the burden on adjudicating bodies, and reinforce the principle of transparency
pursued by the General Secretariat. Italso offers practical legal insights to entities engaged in Sharia

and legal research, especially academic and training institutions.

The General Secretariat has been keen to consolidate the principles consistently adopted by the Tax
Appeal Committees to achieve its objectives of streamlining legal efforts and enhancing awareness
of judicial precedents. This, in turn, may reduce the number of casesfiled before the committees by
enabling litigants to anticipate the committee’s likely position on the subject matter of their

intended claims.

We ask Allah Almighty to make this work sincerely for His noble countenance, and to bless these
efforts and guide all endeavors toward that which is beneficial and righteous. Indeed, He is Most

Generous and Kind.
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Speech of His Excellency the Secretary General of the Zakat, Tax and

Customs Committees

Praise be to Allah alone:

Based on the vision and values of the General Secretariat of the Zakat, Tax, and Customs
Committees—an entity committed to excellence in resolving zakat, tax, and customs disputes
through innovative and effective approaches, while promoting transparency, impartiality, and
fostering collaboration among the stakeholders of the zakat, tax, and customs ecosystem—the
Secretariat plays an active role in enhancing the quality of legal adjudication. These efforts
contribute to the realization of Saudi Vision 2030 objectives by enabling swiftjustice, upholding the
principles of transparency and innovation, and supporting the Committees in efficiently resolving
the disputes brought before them. This support extends to all stages of the dispute resolution
process by conducting legal studies and research, assisting taxpayers through clarifying regulations,
decisions, and judicial precedents, and ensuring their periodic updates. Akey initiative in this regard
is the project titled: “Compendium of Principles Derived from the Decisions of the Tax Appeal

Commiittees for the Year 2024.”

The General Secretariat places special importance on the decisions issued by the Tax Appeal
Committees and the principles they contain, as these reflect the established and reasoned judicial
interpretations. These principles are characterized by their adaptability and continued evolution in
response to changing circumstances, given that their primary purpose is to provide resolution in
disputes presented before the Committees. Familiarity with such principles can reduce legal
conflicts and disputes, serving as a preventive tool and a safeguard for parties in their dealings, and

assisting them in presenting their positions before the Committees.

Given the significance of these principles, it is imperative to extract and make them publicly
available—rto uphold the principle of transparency, showcase the ongoing judicial efforts, and
enrich the legal and academic fields. These principles will serve as a valuable resource for scholars,

practitioners, and research centers alike.

The Secretariat’s endeavor to publish these principles reaffirms its commitment to advancing the

level of justice in a manner befitting its role, made possible by the generous support and wise
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directives of the Kingdom'’s leadership, which continues to provide unwavering backing to the

legislative and regulatory environment.

In conclusion, lextend my sincere gratitude to the Custodian of the Two Holy Mosques, King Salman
bin Abdulaziz Al Saud, and to His Royal Highness Crown Prince Mohammed bin Salman bin
Abdulaziz, Prime Minister—may Allah protect them—fortheir continuous patronage and support
of the Kingdom’s judicial and legal activities across all fields. | also express my deep appreciation to
the personnel of the General Secretariat fortheir outstanding efforts in producing this publication,
whichlhope will achieve itsintended objectives and serve as a meaningful contribution to the legal

domain.

Secretary-General

Abdullah bin Abdulrahman Alsuhaibani
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Methodology

The Secretariat was keen to select the established principles among the committees, which have a
general character that applies to many issues and not just opinions related to a specific case, and it
was not a legislative text. Given the various facts and circumstances of Zakat and Tax claims, they
have been organized and classified by topics.

The project entailed a careful plan and methodology to bring it out in an easy and approachable

manner. It has been divided into several stages as follows:

® Athoroughinventory of the final decisions of the Appellate Committee.

® Distinguishing what is stated in the mentioned principles as a narrative from the parties to the
lawsuit, and the principles that express the committee's opinion.

® Extracting the opinions of the committee is often found in the grounds of the decision, which
have a general nature, and expresses a rule that applies to similar cases.

® Registering the decision number of the appeal in which the principle was mentioned, even if it
is repeated in multiple decisions.

® Merging the identical principles in their wording into one principle while mentioning the
decisions that were included therein.

® Merging the principles that are identical in meaning and similar procedurally into one principle,
while choosing the best, clearest, and broadest formulations, and merging the formulations in
occasional instances.

® Tabulating principles by topics.

® Numbering the principles sequentially.

® Not publishing any principle that is currently established in the applicable regulations and new

circulars, unless it would be beneficial to do so.

® To facilitate understanding of the appellate decision, the decision of the Appeals Committee
fromwhich the principle was extracted has been provided, by placing the appellate committee's
decision on the analytical template, which highlighted the document of the decision, the facts,
the grounds, and the text of the decision.

® If there is more than one decision through which the principle was extracted, it is sufficient to
include one decision, indicating the number and details of similar decisions if they exist.

® Ensuring the deletion of all data indicating the parties to the lawsuit or other parties without

affecting the Decision.
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Principles Issued by Decisions of the Zakatand Tax

Appeal Committees

Additions to the Zakat Base




asjaallg duyallg aigsjll glall dolall ailodl
General Secrelarial of Zakat, Tax and Customs Commillees

Appellate Committee for Tax Violations and Disputes DecisionNo. IR-2024-178723

First Appellate Panelfor Income Tax Violations and
Case No. Z1-2023-178723

Disputes in Riyadh

PrincipleNo.1

- Thecapital increaseshall beadded to the Zakatbased upon the lapse of a full lunar year (Hawl) or if it

originates from equityitemsorisused to finance an assetthathas beendeducted from the Zakat base.

Facts
_ &

The appealfiled on 16/02/2023 AD by the Zakat, Tax and Customs Authority (ZTCA) against the decision
of the Third Circuitfor Adjudicating Income Tax Violationsand Disputesin Riyadh (IFR-2022-6884) issued

in Case No. (Z1-2021-67596) related to the Zakatassessmentfor the year 2015 AD, in the case filed by the
Taxpayer against the Zakat, Tax and Customs Authority, in which the decision of the Adjudication Circuit

ruled as follows:

Accepting the objection on the procedural side, and on the substantive side, modifying the Defendants

decision.

As the decision was not accepted by the appellant — the Zakat, Tax and Customs Authority — it
submitted an appeal memorandum, whichthe Circuitreviewed. The Authority’sappeal relatesto the clause
concerning the capital increase, stating thatitincluded this clause in the Zakat base because the capital
increase is subject to zakat. During the objection stage at the Authority, a meeting was held with the
Taxpayer's representatives on 01/08/2021AD. They explainedthatthe capital increase amounting to SAR
(9,821,219) had notcompleteda full lunar year. A letter was also submitted to the Authority explaining that
the zakat assessment led to double counting, as the amount was included twice: once under “capital
increase” for SAR(71,860,000), and againunder“due from related parties” SAR (62,038,781 +9,821,219),
which equals the total capital increase. It was also stated that the capital increase was effected on
25/06/2015AD in accordance with the Articles of Association andthe auditor’s certificate. Accordingly, the
Authority clarified that the end-of-period capital of SAR (72,000,000)with an opening balance of SAR
(140,000) was added because the increase was funded from amounts payable to related parties. A review
of the financial statements confirms the capital increase was financed by a partner:/......., in the amount of

SAR(71,860,000) (indicating that this fundingwas provided to support the company’s operations and to
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finance capital projectsunderconstruction). According to the Taxpayer’s email dated 25/08/1442 AH, part

of the capital increase amounting to SAR (9,821,219) — aside from the opening balance of the partner's
payable account— was usedto finance capitalworkin progress. Sincethe Taxpayer claimsthata portion
of the capital increase was included twice in the zakatbase — once as capital and once as amounts dueto
the partner — the Authority responds thatits treatmentof the partner’s payable balance involved adding
the lower of the opening or closing balance, which was SAR (39,991,526) This was based on Article 4,
Section First, Clause (2) of the Executive Regulations Governing Zakat Collection, issued under Ministerial
Resolution No.2082 dated01/06/1438 AH, which provides for the inclusion of “the credit currentaccount
ofthe owner or partneras of the beginning orend of the year, whichever is lower, as well asany increasein
the currentaccount if sourced from equity or used to finance a capital asset.” Accordingly, the capital
increase during the year sourced from equity — namely, the openingbalance of SAR (62,038,781) plus
SAR( 9,821,219 )allocated to capital work in progress — is not subject to the requirement of a full lunar
year for inclusionin the zakat base. The statutory auditor’s certificate confirms that the capital increased
during the year from SAR (140,000) to SAR (72,000,000) was offset against the partner’s credit current
account, which was sufficient to cover the increase as evidenced in the company’s books and accounting
records. Therefore, the Authority reaffirms the validity of its procedure, whichis based on Article 4, Section
First, Clause (1) of the sameregulations, stating thatthe zakatbase shallinclude “capital thathas completed
a full lunar year, as well as any increase in capital that has not completed the year if the source of that
increase is equity oritfinanced a capital assetdeducted from the zakatbase.” The Authority maintainsthe
correctness of its actions. The Circuit that issued the appealed decision held that the Authority had not
provided sufficient evidence to supportits claim and modified the Defendant's action accordingly. Upon
reviewing the reasoning of the Circuit, the Authority asserts thatitagrees with the treatment of additional
capital as compliant with Article 4(First/1) of the Regulations. However, with regard to the related -party
funds transferred to capital — valued at SAR (9,821,219) — the Authority contends that although the
Circuit found no proof of its use in financinga deductible asset, the Authority had relied on the attached
supportingpoints. Moreover, the Taxpayer'sresponse to the draftzakatassessmentvia email dated 7 April
2021AD confirmedthatthe amountwas allocated to capitalworkin progress. Hence, the Authority insists
thatits positionremainsvalidand unaffected and thatthe Circuit's conclusion conflictswith the applicable
legal provisions. Accordingly, the Authority confirms the legitimacy of its position and requests that the

appeal be acceptedand the Circuit'sdecision regardingthe clauseunder appeal be overturned.

On Sunday, April 14,2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes met via
videoconferencein accordance with the proceduresfor remote videoconferencing; based on the provisions
of Clause 2 of Article 15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees
issued by Royal Decree No. (26040) dated: 21/04/1441 AH; after reviewingthe appeal, after examining the

contents of the case file, and after deliberating according to the law, and as the Circuit did not find it
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necessary for the parties to the appeal to be present, the Circuitdecided to close the pleadingsand reserve

the case foradjudication.

Grounds:
| Gt 5

Uponreviewingthe case documents and the appeal listsubmitted by the Authority, the Circuitfound that

the conditionsfor considering the appeal procedurally aremetin accordance with the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
because it was submitted by a competent party and within the statutory period prescribed for conducting
it.

On the merits, With respect to the Authority's appeal regarding the capital increase clause, the Authority's
appeal is to appeal the Adjudication Circuit's acceptance of the Plaintiff's objection regarding the disputed
clause, as she claimsthatthe amountofthe financingis used to finance capital works in progress. Based on
clause (First/1) of Article (4) of the executive regulation for collecting zakat issued by the Ministerial
Decision No. (2082) dated 1/06/1438 AH which stipulates: "The zakat base consists of all the Taxpayer's
assets subjectto zakat, including" 1- The capital thathas passedayear, as wellas the increaseinitevenifa
year has not passed if the source of this increase is one of the elements of equity or was financing for an
asset deducted from the zakat base" and based on paragraph (3) of Article (20) which states: "The burden
of provingthe accuracy of whatis statedin the zakat declaration of the Taxpayer regarding clauses and any
other data lies with the Taxpayer, and if he is unable to prove the accuracy of what is stated in his
declaration, the authority may notapprove the clause thatis not proven by the Taxpayer or may impose an
estimated assessmentaccording to the authority's perspective in light of the circumstances and facts related
to the case and the information available to it." Based onthe above, itis clear fromthe regulatory texts above
that the increase in capital is added to the zakat base when a year has passed onitor if its source is from
equity clauses or used to finance one of the assets deducted from the zakat base, as it is evident from
reviewing the financial statements thatthere isan amountdue to related parties which is the partner, and
the financing amount is used as mentioned in financing capital works under execution, in addition to the
authority providing aresponsefrom the Taxpayeron the draftzakatassessmentindicating thatthe amount
of SAR(9,821,219) wasadded to the capital to finance capital worksunderexecution,and itis also evident
from the financial statements that the financing provided by the partner was provided to support the
company's works and to finance additions to capital works under execution, and the Taxpayer also
indicated that the capital works under execution that took place during the year 2015 AD amounted to a
total of SAR(48,158,852), and after reviewing the financial statements, it became clear that the Taxpayer
indicated that the entire financingamount is used to finance capital works under execution, and since a
personis held accountable for his declaration, the circuit concludes with the acceptance of the authority's

appeal and the cancellation of the decision of the Adjudication Circuitregardingthis clause.
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Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

1-Acceptance of the appeal procedurally fromits submitter, the Zakat, Tax and Customs Authority against

the decision of the Third Circuit regarding violations and disputes of income tax in Riyadh with number
(IFR-2022-6884)issued in case number (ZI-2021-67596) related to the zakatassessment for the year 2015
AD.

2.0n the merits:

Acceptance of the authority's appeal and cancellation of the decision of the Adjudication Circuitregarding

clause (the increase in capital).
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Appellate Committee for Tax Violations and Disputes DecisionNo IR-2024-191284

First Appellate Panelfor Income Tax Violations and

. Case No. Z-2023-191284
Disputes in Riyadh

PrincipleNo.2

- The Zakat treatment of provisions involves adding the amount formed during the year to the
accounting netprofitand adding the opening balance —after deducting the utilized portion—to the
positive elementsofthe Zakatbase in order to determine the amountthathas completeda full lunar

year (Hawl).

%

the appeal filed on 31/03/2023 AD, from .., National ID No. (..) was considered as the statutory

representative of the appellant company under the Memorandum of Association and the amendment
resolution, and the appeal filed by the Zakat, Tax and Customs Authority on 02/04/2023 AD against the
decision ofthe Third Circuitfor Adjudicating Income Tax Violations and Disputes in Riyadh City No. (ITR-
2022-6304) issued in Case No. (Z-2021-79879) regarding the Zakat assessment for the year 2016, in the
suit filed by the appellantagainstthe Zakat, Tax and Customs Authority, in which the decision of the

AdjudicationCircuitruled as follows: Zakat, Tax and Customs Authority:

1- Annulment of the Defendant's decision with regard to the clause (End of Service Allowance -

Component/Managed-).

2.Modification of the Defendant's decision With respectto the clause "Due to related parties”.

3.Reject the Plaintiff's objection With respectto the "creditors” clause.

4- Rejecting the Plaintiff'sobjection With respectto the clause "Accrued expenses and professional fees".
5- Cancelingthe Defendant’s decisionregarding the "Doubtful Debts" clause.

This decision wasnotaccepted by the Taxpayer (Company...).the Taxpayer'sappeal is regarding an clause
(duetorelated parties). The Taxpayerexplained thatbased on the judicial principlesand details, this clause
should be deducted from the Zakatbase since the debt (SAR5,656,000) does notexistwith the appellant
and she is unable to collect it, as rulings were issued based on high orders that made itimpossible for the
appellantto collectoneriyal ofthe value of this clause; so how can he requestZakaton money notin the
hands of the Taxpayer. the budget showing the balance of this clause was submitted in the objection

submitted to the Authority on 06/09/2021AD, and theappellantreserved her rightto submitany additional
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documents for clarification if the Circuit requests, and the balance at the beginning of the period for this

clause is SAR (3,697,568) and the amount paid during the year is SAR(2,445,689), and therefore the
decision ruled that what has passed is SAR(1,251,879) instead of SAR(2,729,668).our objection to not
deducting the amount of (2,375,250) from the base for this clause is as follows: the amount represents a
credit balance to a sister company (a ... ) exclusively resulting from the software subcontract for the ... the
appellant hired a sister company to carry out works related to this contractin the Medina area for the
amount of SAR 5,656,000 referred to above; therefore, this debt owed by the appellant to the sister
company is indivisibly linked to what is owed to her from related parties, as both amounts (creditor and
debtor) arisefrom one projectand onecontract. based on the judicial principlesand details, the principleis
to deduct this clause from the Zakat base, as this balance results exclusively from the appellant's contract
forsupplyingprograms,andbecausethe appellant'sduesfor this contractwere settled by royal rulings and
orders, and because these royal rulings and orders emphasized that the appellantis not entitled to any
amounts and thatitis impossible for the appellant to collect one riyal of the contract value as mentioned
above, the balance owed to the company ... because the basisfor calculating zakatisthe presence of money
inthe hands ofthe Taxpayer, judicial principles haveestablished thatevenifthere are errors in accounting
guidance, this does notlead to the entitlementto zakaton money thatis notin the hands of the Taxpayer.
regarding the Taxpayer's appeal regarding the clause (creditors), the Taxpayer explained thatthere was no
statementshowing the movementduring the fiscalyearinthis clause, the decisionwas issued based on the
balances ofthe beginningand the end of the period, whicheverisless, and since itis clearfrom the attached
statement that the balance of the first period is SAR(1,182,361) and what was paid during the year
(389,552,23) riyals, so the balance on which the Taxpayer has turned is SAR (792,809) and not SAR
(1,182,361), this decision was not accepted by the Authority, so it submitted a list of appeals, which was
reviewed bythe Circuit, where the Authority's appeallies on the clause (dueto related parties), the Authority
stated thatitadded these amounts to the turnoverthrough the financial statements and when studying the
objection and reviewingthe financial statements so that it is clear from them the turnover, as for the
receivable fromrelated partiesowed SAR(5,656,000)through this, itis clear thatthe relationship between
the Taxpayerand asister companyand notbetween the partners to be deducted within the negative Zakat
base within the limits of his share of retained earnings is a commercial relationship, so we confirm the
validity of the Authority's link and reject the Taxpayer's objection, based on Article IV/I - Paragraph (5) of
the Executive Regulations for Zakat Collection, which stipulates that (government and commercial loans
and the like from other funding sourcessuch ascreditors, payment papers,overdraftaccountthatare in the
hands ofthe Taxpayerin accordance with the following: A-Whatremainsofitin cash and has completeda
year.B-Whathas been usedto finance whatis intendedfor investment. in addition, based on Article 20(3),
which states: "The burden of proving the validity of the clauses and any other data contained in the
Taxpayer's Zakat dedlaration is on the Taxpayer, and if the Taxpayer is unable to prove the validity of his

declaration, the Authority may not authorize the clause that is not proven by the Taxpayer or make a
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discretionary linkaccording to the Authority'sview inlight of the circumstancesandfacts related to the case

andtheinformation available to it." The Authority maintains the validity and regularity ofits procedure. the
Circuitissuingthe decision underappeal modified the the Authority'sdecision on the grounds that the the
Authority did notprovideevidence to the contrary. The the Authority responds thatthe Circuit's conclusion
is incorrect because the the Authority calculated the turnover of the clause due to related parties and the
related party was taken separately, and it was found that the amount on which the turnover occurred is
(2,729,668) SAR, and based on whatwas explained above, your Honorable Circuitfinds the correctness of
the the Authority's action. with regard to the Authority's appeal regarding the clause (End of Service
Allowance (Component/Revolving)), the Authority informs your esteemed Circuit that the component
severance allowancewas addedin the amountof(70,061) riyalsand the revolvingallowance was added in
the amount of (393,690) riyals, totaling (463,751) riyals according to the Taxpayer's statement as shown
below and the clause was notamended and the issuing Circuit confirmed through itsreasons for its decision
on this clause that the the Authority's action was correct, stating that the amount of (393,690) riyals that
came due is (393.therefore, the Authority requests that the operative part of the decision be amended to
"rejecting the Plaintiff' sobjection and upholdingthe Defendant's action." Therefore, the Authority requests
thatitsappeal be accepted and the decision of the Adjudication Circuiton the clauses subjectto its appeal

bereversed.

on Thursday, on: 30/05/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held
its sessioninthe presence ofits members whose names are written in the minutes, viavideo communication
inaccordance with the procedures of remote video litigation; based on the provisions of clause (1) of Article
15 of the working rules of zakat, tax and customs committees issued by Royal Decree No: (25711) and
dated: 08 /04 /1445AH, after reviewing the appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.

Grounds:
Gt 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

Onthe merits, regarding the Authority's appeal regarding the clause (due to related parties), and based on
paragraph (I/5) of Article (4) of the Executive Regulations for Zakat Collection issued by Ministerial Decision
No. (2082) dated 1/06/1438 AH, which states that "The zakat base consists of all the Taxpayer's assets

subjectto zakat, including:..5- government and commercial loans and other financing sources such as
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creditors, promissory notes, and overdraftaccounts ow ed by the Taxpayer as follows:" A- What remains of

it in cash and has completed a year. B- What has been used to finance what is intended for property
acuisition. - What has been used in commercial transactions and has passed a year on it. Based on the
above, the Circuitconsidered the appealfiled by the Authority,andwhereitarguedthatthe balance dueto
related parties (creditors) that has lapsed represents SAR(2,729,668). upon reviewing the documents
attached to the case file (ExhibitNo. (8)), the Circuitfoundthataccording to the movementof the accounts,
the turnover ontheamountofSAR 2,729,668 wascalculatedindependently for each company. Therefore,
the Circuitconcludes thatthe Authority's appeal regarding the balance due to related parti es (creditors) of
SAR 2,729,668 should be accepted and the decision of the Adjudication Circuit on this clause should be

annulled.

with regard to the Taxpayer's appeal regarding the clause (dueto related parties), and based on paragraph
(1/5) of Article (4) of the Zakat Collection Executive Regulations issued by Ministerial Decision No. (2082)
dated 1/06/1438 AH, which states that "The zakatbase consists of allthe Taxpayer's assets subject to zakat,
including:..5- governmentand commercialloans and otherfinancing sources such as creditors, promissory
notes, and overdraft accounts owed by the Taxpayer as follows:" A- What remains of itin cash and has
completed a year. B- What has been used to finance what s intended for property acuisition. ] - What has
been used in commercial transactions and has passed a year on it. Based on the above, the Circuit
consideredthe Taxpayer's appealregarding the balance duefrom related parties (debtor) in the amount of
SAR 5,656,000, and where the Taxpayer argues thatthe creditbalance of the sister company ... exclusively
resulting froma software subcontractfor a project...inthe Medina region worth SAR(5,656,000). he reports
that the company hired a sister company to carry out work for this contract. a review of the documents
attached to the casefile shows thatthe Taxpayerisclaiming an offsetbetweenthe creditbalance of ... with
reference to the attached documents, itis clear thatthe amountof SAR 2,375,250 and the debitbalance of
SAR 5,656,000 are bad debts. Therefore, the Circuit concludes that the Taxpayer's appeal is accepted and

the decision of the Adjudication Circuitregardingthis clause is annulled.

with regard to the Authority's appeal regarding the End of Service Allowance (Component/Rotor) clause,
the Authority's appeal liesin the appeal against the Adjudication Circuit's acceptance of the Taxpayer's
objection regarding the disputed clause, as it claims to add what has already passed the hawl. Based on
paragraph (9) of clause (First) of Article (4) of the executive regulation for the collection of zakatissued by
Minister of Finance Decision No. (2082) dated 01/06/1438 AH, which stated: "The zakat base consists of
all the Taxpayer's assets subject to zakat, including" 9- Provisions at the beginning of the year (exduding
doubtful provisions for banks) after deducting the user during the year." Based on the above, the zakat
treatmentfor provisionsisrepresented byaddingthe balanceformed duringthe year to the netaccounting
profit,and adding the beginning balance after deductingthe user to the elements subjectto the zakatbase

to reachwhathas been carried forward, and upon reviewing the documents submitted in the case file, the
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Taxpayer acknowledged that the year has passed on the amount of SAR(393,690), and the authority and
the adjudication circuit agree on the amount acknowledged by the Taxpayer. Upon reviewing the end-of-
service provision movement, the amountformed from the end -of-service provision is SAR(70,061), which
isadded to the netaccounting profit. Since the decision of the adjudication committee was based solely on
the carried forward balance, the circuitconcludes to partially accept the authority's appealand amendthe

adjudication circuit'sdecision regardingthis clause.

with regard to the Taxpayer'sappeal regardingthe (creditors) clause, the Taxpayer's appealis to appeal the
dismissal of his objection regarding the disputed clause, as he claims to have submitted supporting
documents. Based onparagraph (First/5) of article (4) of the executive regulation for the collection of Zakat
issued by the Ministerial Decision No. (2082) dated 1/6/1438 AH, which stated that: "The zakat base
consists of all the Taxpayer's assets subject to zakat, including:" 5 - Governmentand commercial loans and
other sources of financing such as creditors, promissory notes, and overdraft accounts owed by the
Taxpayer as follows: A- What remains of itin cash and has completed a year. B- What has been used to
finance whatis intended for property acuisition. J-Whathas beenusedin commercial transactions and has
passed ayearonit.Based ontheabove, the clause of creditorsis oneofthe components ofthe Zakatbase,
provided thatitis turned around or used to finance the assets deducted from the Zakat base without the
requirement of turning around, and upon reviewing the documents submitted in the case file, it appears
that the Taxpayer submitted a detailed statementfor the clause of creditorsfor 2016,and itis clearthatitis
consistentwith the balances of the financial statements and the Authority's claim that the balances are not
consistenthas nomerit,and based on the detailed statementsubmitted, itis clear thatthe total amount that
turned around is SAR(978,555,4) SAR and not SAR(792,809), and where the Taxpayer claims the total
balance at the beginning of the period after deducting the deductions from the total, and where this
procedure is incorrect and unreliable and each liability must be considered separately, which leads the
Circuitto partiallyacceptthe Taxpayer's appeal and modify the decision of the Dispute Adjudication Circuit

regarding this clause.

Regardingthe Taxpayer's andthe Authority's appeals concerningthe remaining clausessubjectto the case,
since there is no reproach upon the circuit for adopting the grounds of the contested decision without
adding to them, whenever it determines that those reasons are sufficient and obviate the need for
presenting anything new, because in its endorsement of them with what those reasons contained, itis
confirmed thatitdid notfind inwhatwas directed againstthe decisionin terms of challenges anything that
deserves a response beyond what those reasons included. Given this, and since itis established that the
appealed decisionregardingthe dispute concerning the contested clauses came in accordance with the valid
reasons upon which it was based and which are sufficient to supportits ruling, as the circuit thatissued it
undertook to examinethe core of the dispute therein and concluded regarding itwith the resultitreached

in its operative part. Since this circuit has not observed anything that requires correction or comment
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regardingitin lightofthe defensesraised before it, this circuit concludes by rejecting the Taxpayer's appeal

and rejecting the Authority's appeal and upholding the adjudication circuit's decision underappeal in the

resultitreached regarding the remaining clauses subjectto the case, based on its reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ Company..., Commercial Registration (..)
, Unique Number (...) And the appeal submitted by the Zakat, Tax and Customs Authority against the
decision of the third circuit for adjudicating violations and disputes of income tax in Riyadh with number
(ITR-2022-6304) issued in casenumber (Z-2021-79879) related to the zakatassessmentfor the year 2016
AD.

Second: On the Merits:

1-Acceptingthe appealsofboth parties and canceling the decision of the adjudication circuitregarding the

clause (dueto related parties).

2-Partiallyaccepting the authority'sappeal and amending the decision of the adjudication circuit regard ing

the clause (end-of-service provision (formed/carried forward).

3- Rejecting the authority's appeal and upholding the decision of the adjudication circuit regarding the
clause (doubtful debts).

4- Rejecting the Taxpayer's appeal and upholding the decision of the adjudication circuit regarding the

clause (accruedexpensesand professionalfees).

5-Partiallyaccepting the Taxpayer'sappeal and amending the decision of the adjudication circuit regarding

the clause (creditors).
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024-170622

First Appellate Panelfor Income Tax Violations and
Case No. Z-2023-170622

Disputes in Riyadh

PrincipleNo.3

- The portion utilized from the provision for doubtful debts related to related parties is considered a

non-deductible expense.

Facts
_ &

The submitted appealwasheard on: 18/01/2023AD, from/the Zakat, Tax and Customs Authority (ZATCA),

onthe decision ofthe FirstCircuitto adjudicate incometax violations and disputes in Jeddah Governorate
No. (1Z)-2022-2503)issuedin Case No. (Z-2021-80822) related to Zakatassessmentfor the years 2016AD,
2017AD, inthe lawsuitfiled by the Taxpayer againstthe ZATCA, in which the decision of the Adjudication

Circuitstipulated the following:
First:accepting the Plaintiff's objectionto the provision for doubtful debts for 2017 AD.
Second:deny the Plaintiff's objectionto the receivablesclause for 2016 AD and 2017 AD.

Third: dismissed the Plaintiff'sobjection to the clauseization of the books submitted by the clients for 2016

ADand 2017 AD.
Fourth:dismissingthe Plaintiff's objectionto the expensesaccruedfor 2016 AD and 2017 AD.
Fifth: rejecting the Plaintiff's objection to the 2016 AD and 2017 AD investments clause.

as this decision was not accepted by the appellant (Zakat, Tax and Customs Authority), it submitted a list
ofappeals, which wasreviewedby the Circuit, where the Authority'sappeallies onthe clause (provision for
doubtful debts for 2017 AD), explaining the reason for the refusal to deduct the user of the provision for
doubtful debts from the zakat base for 2017 AD, because there is a difference between the amount
mentioned inthe company's lists and the certificate of the legal accountant, and these b ad debts relate to
related parties and are from non-deductible expenses, the Taxpayer did not provide the rest of the
documents that support the execution of the debts, so the Authority requests that its appeal be accepted

and the decision of the Adjudication Circuitbe reversed.
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onWednesday, 21/02/2024 AD, the FirstAppellate Circuitfor Income Tax Violationsand Disputes met via

videoconferencein accordance with the proceduresfor remote videoconferencing; based on the provisions
of Clause 2 of Article 15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees
issued by Royal Decree No. (26040) and dated: 21/04/1441AH; after reviewing the appeal, after examining
the contents of the case file, and after deliberating according to the law, and as the Circuit did not find it

necessary for the parties to the appeal to be present, the Circuitdecided to close the pleadingsand reserve

the case foradjudication.

Grounds:
| Grounds: 5

Upon reviewingthe case documents and the appeal listsubmitte d by the Authority, the Circuitfound that
the conditionsfor considering the appeal procedurally aremetin accordance with the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
because it was submitted by a competent party and within the statutory period prescribed for conducting
it

On the merits, regarding the Authority'sappeal regarding the clause (Allowance for Doubtful Debts for the
year 2017 AD), where itsappealis thatthe user of the allowance for doubtful debtsshould notbe deducted
from the beginning balance ofthe periodbecause the statutory conditionsdo notapply. Where paragraph
(2) of Article (6) of the executive regulation for the collection of zakat issued by Ministerial Decision No.
(2082) dated 1/6/1438 AH states that: "Expenses that the Taxpayer cannot prove their expenditure with
supporting documents or other evidential presumptions” as paragraph (3) of Article (5) of the same
regulation states that"bad debts are considered expensesthatcan be deducted according to the following
controls:A- Itmusthave been previously declared among the Taxpayer's revenues in the year the revenue
is due. B- The bad debts mustresultfrom the activity being practiced. C- The Taxpayer must provide a
certificate from their legal accountant indicating the write-off of these debts from the books by a decision
from the authorized person. D- The debts should not be owed to parties related to the Taxpayer. E- The
Taxpayer's commitment to declare the debts as income whenever they are declared" as paragraph (9) of
clause (First) of Article (4) of the same regulation also states that "the zakatbase consists of all the Taxpayer's
assets subject to zakat, including: 9- Provisions at the beginning of the year (excluding provisions for
doubtful collectionsfor banks) after deducting the user fromthemduringthe year"and Based on the above,
and by referring to the casefile and the defenses and documents it contains, it appears that the Taxpayer
submitted a certificate from the legal accountantregarding the bad debts for unrelated parties amounting
to SAR(4,868,855) only, and regarding the amount of SAR(4,524,579), it pertains to the provision for
doubtful debtsfor related parties,which are non-deductible expenses, thusleading the committee to accept

the authority's appeal and cancel the decisionof the Circuitregarding thisclause .

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:
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1-Acceptance of the appeal in form of the Zakat, Tax and Customs Authority against the decision of the First

Circuitto adjudicate income tax violationsand disputesin Jeddah Governorate No. (1) -2022-2503) issued

in Case No. (Z-2021-80822) related to Zakatassessmentfor the years 2016 AD and 2017 AD.

2.0n the merits:

Acceptance of the authority's appeal and cancellation of the decision of the Circuit regarding clause

(provision for doubtful debts for the year 2017 AD).




asjaallg duyallg aigsjll glall dolall ailodl
General Secrelarial of Zakat, Tax and Customs Commillees

Appellate Committee for Tax Violations and Disputes Decision No. IR-2024-168279

First Appellate Panelfor Income Tax Violations and

Case No. Z-2023-168279
Disputes in Riyadh

PrincipleNo.4

- Addistinction must be made between ordinary financial transactions and debts arising from loan

agreements between the lenderand the borrower, as the determining factor lies in the substance of
the obligationand the resultingliability incurred by the debtor due to the benefitderived from funds
granted to or retained by them. The debtoris obligatedto pay Zakaton such funds ifthey remainiin
their possession at the end of the lunar year (Hawl), while the creditor holds a right in the debtor's
liability, which constitutes a form of ownershipin the debtor’s obligation. Accordingly, the funds are

notsubjectto double Zakat.

Facts
_ &

theappealfiled on 09/01/2023, from ..., National ID No. (...) was considered inhis capacity as the statutory

representative of the appellantcompany, he appealed the decision of the First Circuitfor the Adjudication
of Income Tax Violationsand Disputesin Dammam City No. (IZD-2022-2428)issuedin Case No. (Z-2021-
60512) regardingthe 2007 Zakatassessment, in the case filed by the appellantagainst the Zakat, Tax and
Customs Authority, in which the decision of the Adjudication Circuit ruled as follows: Zakat, Tax and

Customs:
rejecting the Plaintiff's objectionin all the clauses atissue.

Since this decision wasnotaccepted by the Taxpayer(... Company), itfiledalistofappeals, whichinduded

the following:

the Taxpayer disputes the decision of the Appeals Circuit, claiming that with regard to the clause (local
purchases declaredas foreign purchases in the Zakat declaration) andthe clause (cost of materials thatwere
cleared from customsunder the name of the client/company ...), the Taxpayer disputesthe decision of the
Appeals Circuit and an clause (the cost of materials cleared from customs under the name of the
customer/company...) and an clause (the cost of clearing materials from customs under the name of the
customer/company...)and (the costof materials cleared through customs by ...) the decision underappeal
did not take into account the data and details provided by the Taxpayer to support his objection. The

Taxpayer referred to his response memorandumsubmitted on October 25,2022 AD, and explainedthatit
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is notnecessary for the costofimports/materialsaccordingto the books of accounts to match the reality of

the customs data for several fundamental reasons, and the Taxpayer stated that the revenues achieved
during 2007 AD amounted to (SAR 231,206,237), while the Authority excluded an amount of SAR
(214,596,317) on account of purchases from abroad. Due to this, the Taxpayer practically has few
deductible expenses. Therefore, the Taxpayer submitted a reconciliation of foreign purchasesaccording to
the Zakat declaration and foreign purchases from the customs statement, which shows that the material
costs recorded by the company inits Zakatdeclaration consist of the following: - local purchases declared
in the Zakat declaration for 2007 AD amounting to SAR 14,768,977, - The value of imports from the
customs declaration for 2007 AD amounting to SAR 24,020,456, - The cost of materials that were cleared
from customs underthe name of the client/company. (SAR 38,775,595), - The cost of materials cleared from
customs under the name of the customer/company. SAR(46,788,230), - Cost of materials cleared from
customs under the name of the customer/com pany ... SAR(34,162,185), - Cost of materials cleared from
customs underthe name of the customer/company ... SAR(53,722,898), - The cost of materials cleared from
customs through... (...) SAR(5,812,867), the cost of materials that were cleared from customs under the
names of other customers SAR(20,565,566),the total cost of materialsthatthe Taxpayer declared as foreign
purchasesinthe 2007 AD Zakatreturnis equalto SAR(238,616,774). the Taxpayer provided details of local
purchases classified as overseas purchasesin the Zakat declaration and details of overseas purchases as
well as a detailed statement of invoices for clauses that were cleared through shipping service companies
(e.g...and others). he explained thatsincethese materialswerecleared from customs underthe customer's
name or through the service of shippingcompanies, theircostwill notbe included in the Taxpayer's customs
declaration. He also explained thatthe above-mentioned total costof the materials should be considereda
deductible expensesince these expenses meetthe criteriain Article (5/1) of the Zakat Collection Regulation
issued by Ministerial Decision No. (2082), so the Taxpayer requests permission to deduct the above costs
for 2007 AD and issue an amended link. the Taxpayer claims that the decision under appeal did not take
into consideration the data and details provided by the Taxpayer to support his objection. The Taxpayer
referred to his response memorandumsubmittedon October 25,2022 AD and explainedthataccording to
the Taxpayer's records, the customs duty expenses include the value of customs duties from the customs
statement in addition to the customs duties paid by the Taxpayer during the year for the
shipments/materials that were imported through the com pany. the Taxpayer also explained that the
difference in customs duties should be considered as a deductible expense since these expenses meetthe
criteriain Article (5/1) of the Zakat Collection Regulation issued by Ministerial Decision No. 2082, so the
Taxpayer requests permission to deduct the 2007 customs duties and issue an amended link. with regard
to the clause (trade creditors and payment notes, other creditors, and amounts due to affiliates) the
Taxpayer claims thatthe decision underappeal didnottake into accountthe data and details provided by
the Taxpayerto supporthis objection, and the Taxpayer referred to his response memorandum submitted

on October 25,2022 AD, andexplained thatthe Authority subjected the amounts thathavealready passed,
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however, its procedure was based on an assumption and without reviewing the movement of accounts

payable balances, and the Taxpayer claims that the Authority's procedure is not justified based on the
decision of the Board of GrievancesNo. (4505/2/Q) and the factthat Zakatis notobligatory on funds that
are notowned by the Taxpayerand based on the circular circulated by the Grievance Courtin addition, the
Zakat Collection Regulation No. (2216) does not support the Authority's action. The Taxpayer presented
the movementofcreditbalances, which showsthatthey were paid regularly during the year,and the end -
of-term balances arise from the credit balances due during the year, so itis only permissible to add the
amounts that matured based on the attached movementand notthe balance of the first or last period,
whicheverisless, and the Taxpayerindicated thatwhatmatu red with regard to adding trade creditorsand
paymentnotes to the Zakatbase is (SAR173,694,173, SAR475,929for other creditors,and SAR 882,203
for the amount due to affiliates. Therefore, the Taxpayer requests the reversal of the decision of the

Dissolution Circuitfor the above reasons.

onWednesday, 24/01/2024 AD, the FirstAppellate Circuitfor Income Tax Violationsand Disputes met via
video conferencingin accordancewith the proceduresfor remote video litigation, based on the provisions
ofArticle 15, Clause 2 of the Rules of Work of the Tax Violations and Disputes Resolution Committees issued
by Royal Decree No. (26040) and dated: 21/04/1441AH; after reviewing the appeal, after examining the
contents of the case file, and after deliberating according to the law, and as the Circuit did not find it
necessary for the parties to the appeal to be present, the Circuitdecided to close the pleadingsand reserve

the case foradjudication.

Grounds:
| Gonds 5

Upon reviewingthe case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordance with the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
because itwas submittedby a competentpersonand within the statutory period prescribed for conducting
it

regarding the Taxpayer's appeal regarding the clause (local purchases declared as partof foreign purchases
in the Zakat declaration), the Taxpayer argued that the decision under appeal did not take into
considerationthe data anddetails provided by the Taxpayer to supporthisobjection. The Taxpayer referred
to his response memorandumsubmitted on October25,2022 AD, and explainedthatitis notnecessary for
the costof imports/materialsaccording to the books of accounts to match the reality of the customs data.
whereas paragraph (1) of Article (5) of the Executive Regulations for the Collection of Zakatissued by the
Minister of Finance Decision No. (2082) dated 01/06/1438 AH, concerning the expenses that may be
deducted on "All ordinaryand necessary expenses required for the activity are deductible whetherpaid or

accrued to reach the netresultofthe activity provided thatthe followingcontrols are met:" A - The expense
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must be actual and supported by documentary evidence or other indications that allow the a uthority to

verifyitsvalidity, evenifitrelates to previous years. Basedon the above, and upon reviewing the case file,
itwas found thatthe Taxpayer submitted a detailed statementoflocal purchases (Excel) indicating thename
of the supplier and the supplier number that does not match the total amount of the dispute, as the total
amount of suppliers submitted is (3,314,236) and the Taxpayer supplemented the total amount with
accrued expenses of SAR(10.269,905) thatcannotbe matched, SAR 269,905 that cannot be matched,and
the Taxpayer submitted six (6) samples of invoices that match the names of suppliers and amounts of
SAR(2,240,975), which led the Circuitto partially acceptthe Taxpayer's appealand amend the decision of
the Adjudication Circuitin this clause with the documents submitted by the Taxpayer in the amount of

SAR(2,240,975).

with regard to the Taxpayer'sappeal regarding the clause (costof materials cleared from customs under the
name of the client/company...), the Taxpayer's appeal is that the decision underappeal did not take into
consideration the data and details provided by the Taxpayer to support his objection, and the Taxpayer
referred to his response memo dated October 25, 2022 AD, and explained thatitis not necessary for the
cost of imports/materials according to the books of accounts to match the reality of the customs data.
whereas paragraph (1) of Article (5) of the Executive Regulations for the Collection of Zakatissued by the
Minister of Finance Decision No. (2082) dated 01/06/1438 AH, concerning the expenses that may be
deducted on"All ordinaryand necessary expenses required for the activity are deductible whether paid or
accrued to reach the netresultofthe activity provided thatthe followingcontrols are met:" A- The expense
must be actual and supported by documentary evidence or other indications that allow the authority to
verify its validity, even if it relates to previous years. based on the foregoing, and upon reviewing the case
file and the documents and defenses it contains, it appears that the Taxpayer submitted a contract
agreement translated by an authorized translation office between ... and (company..) the contract
stipulated that the Taxpayer would assist the supplier/manufacturer in facilitating the temporary import
and re-export of the test equipment. A review of page (2) 4-A shows the total cost of the materials
(14,794,865) Swiss francs,equivalentto SAR(63,304,376), which leads the Circuitto acceptthe Taxpayer's

appeal and cancelthe decisionof the Adjudication Circuiton this clause.

with regard to the Taxpayer'sappeal regarding the clause (cost of materialscleared from customs under the
name of the client/company...), the Taxpayer's appeal is that the decision underappeal did not take i nto
consideration the data and details provided by the Taxpayer to support his objection, and the Taxpayer
referred to his response memo dated October 25, 2022 AD, and explained thatitis not necessary for the
cost of imports/materials according to the books of accounts to match the reality of the customs data.
whereas paragraph (1) of Article (5) of the Executive Regulations for the Collection of Zakatissued by the
Minister of Finance Decision No. (2082) dated 01/06/1438 AH, concerning the expenses that may be

deducted on "All ordinaryand necessary expenses required for the activity are deductible whetherpaid or
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accrued to reach the netresultofthe activity provided thatthe followingcontrols are met:" A - The expense
must be actual and supported by documentary evidence or other indications that allow the authority to
verifyits validity, even ifit relates to previous years. Based on the above, and upon reviewing the case file
and the documents and defenses it contains, it was found that the Taxpayer submitted the contract
agreementtranslated by anaccredited translation office, which showed thatthe contract clarifies the nature
of the relationship and the amount, which leads the Circuitto acceptthe Taxpayer's appeal and cancelthe

decision ofthe Adjudication Circuitin this clause.

regarding the Taxpayer's appeal regarding the clause (Cost of clearing materials from customs under the
name of the customer/company...), the Taxpayer's appeal isthatthe decision under appeal did nottake into
consideration the data and details provided by the Taxpayer to support his objection, and the Taxpayer
referred to his response memo dated October 25, 2022 AD, and explained thatitis not necessary for the
cost of imports/materials according to the books of accounts to match the reality of the customs data.
whereas paragraph (1) of Article (5) of the Executive Regulations for the Collection of Zakatissued by the
Minister of Finance Decision No. (2082) dated 01/06/1438 AH, concerning the expenses that may be
deducted on"All ordinaryand necessary expenses required for the activity are deductible whether paid or
accrued to reach the netresultofthe activity provided thatthe followingcontrols are met:" A - The expense
must be actual and supported by documentary evidence or other indications that allow the authority to
verify its validity, even if it relates to previous years. based on the foregoing, and upon reviewing the case
file and the documents and defenses it contains, it appears that the Taxpayer submitted a purchase order
agreementwith a translator froma translation office authorized by (...) the agreement clarifies the nature of
the relationship, as the buyer agreed to pay the supplier for its services performed in accordance with the
scope of supply and services including cost, insurance and freight, which leads the Circuit to accept the

Taxpayer's appealand annulthe decision of the Adjudication Circuiton this clause.

with regard to the Taxpayer's appeal regarding the clause (cost of materials cleared from customs through
..), the Taxpayer's appeal is that the decision under appeal did not take into consideration the data and
details provided by the Taxpayer to support his objection, and the Taxpayer referred to his response
memorandum submitted on October 25,2022 AD, and explained thatitis not necessary for the cost of
imports/materials according to the books of accounts to match the reality of the customs data. whereas
paragraph (1) of Article (5) of the Executive Regulationsfor the Collection o f Zakatissued by the Minister
of Finance Decision No. (2082) dated 01/06/1438 AH, concerning the expenses thatmay be deducted on
"All ordinary and necessary expenses required for the activity are deductible whether paid or accrued to
reach the netresult of the activity provided that the following controls are met:" A- The expense must be
actual and supported by documentary evidence or other indications that allow the authority to verify its
validity, evenifitrelatesto previous years. based on the foregoing and upon reviewing the case fileand the

documents and defenses itcontains, itappears thatthe Taxpayer submitted a detailed statement of foreign
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purchases through shipping companies indicatingthe document number, invoice number, date of entry,
importvalue and customs duties paid, totaling SAR 5,812,867, and provided samples of customs duties
representedin the customsstatementand invoices corresponding to the submitted statement, which leads

the Circuitto acceptthe Taxpayer's appeal and cancel the decision of the Adjudication Circuiton this clause.

whereas, with regard to the Taxpayer's appeal regarding the clause (the total cost of materials that were
cleared of customsunderthe namesof other customers), the Circuitis notfaulted for ad opting the grounds
forthe decision underappeal withoutaddingto them ifit assessesthatthese reasons make itunnecessary
to introduce anything new, because in supporting the decision with the contents of these reasons, it is
certain thatitdid not find any of the objections to the decision worth responding to more than what was
included inthese reasons, andsince thisis the case anditis proven thatthe decisionunder appeal regarding
the dispute regarding the clause under appeal was in accordance with the valid reasons on which it was
based and sufficient to carry its judgment the issuing Circuit scrutinized the dispute and came to the
conclusionitreachedin the operative partofits decision,and since this Circuitdid not notice anything that
requires acitation orcommentonitin lightofthe defenses raised before it, this Circuit concludesto reject
the Taxpayer's appeal and uphold the decision of the Adjudication Circuitin the appeal With respectto the

resultitreached inthis clause, bearingin mind the groundsitgave forit.

regarding the Taxpayer's appeal regarding the clause (Exclusion of overcharged customs duties for the year
2007 AD), the Taxpayer's appeal is thatthe decision under appeal did nottake into consideration the data
and details provided by the Taxpayer to support his objection. The Taxpayer referred to his response
memorandum submitted on October 25,2022 AD, and explained thatthe customs duty expenses include,
accordingto the Taxpayer'srecords, the value of customs duties fromthe customsstatementin additionto
the customs duties paid duringthe year for the shipments/materials thatwere imported througha company
.. and other shipping service providers. whereas paragraph (1) of Article (5) of the Executive Regu lations
for the Collection of Zakat issued by the Minister of Finance Decision No. (2082) dated 01/06/1438 AH,
concerning the expenses that may be deducted on "All ordinary and necessary expenses required for the
activity are deductible whether paid or accrued to reach the net result of the activity provided that the
following controls are met:" A- The expense must be actual and supported by documentary evidence or
otherindicationsthatallow the authority to verify its validity, even ifitrelates to previous years. Based on
the above, and since this clause is related to (the cost of materials cleared through customsby ...) inwhich
the Circuitaccepts the Taxpayer's appeal for submitting documentsin supportof his objection, which results
inthe Circuitacceptingthe Taxpayer'sappeal and canceling the decision of the Adjudication Circuitin this

clause.

regarding the Taxpayer's appeal regarding the clause (trade creditors and payment notes, other creditors,
and amounts due to affiliates), the Taxpayer referred to his response memorandumsubmitted on October

25,2022 AD, and explained thatthe Authority hassubjected the amounts thathave come due, however, its
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procedure was based on an assumption and without reviewing the movement of the accounts payable

balances. Where the fatwa issued with number (3077/2) dated 08/11/1426 AH stated: "The evidence for

the obligationofzakatis general andincludes all zakatable assets, and thereis no valid evidence to excdude
debts from that, because the creditor pays zakaton the money he owns which is owed bythe debtor,while
the debtor pays zakaton another moneyhe ownsand hasin hispossessionand can dispose of, and thereis
a difference between the money in a person's hand and the money in his debt." And where paragraph (5)
ofthe circular of the authority number (583/16/1432) dated 29/01/1432 AH related to the zakat treatment
of creditor elements shown in the financial statements according to the provisions of the fatwa number
(22665) dated 15/04/1434 AH stated: "All creditor elements shown in the financial statements are added
to the zakatbase wheneverayear has passed on them andthe conditions of the fatwa are met," and where
paragraph (5) of clause (First) of article (fourth) of the executive regulation for collecting zakat issued by
Ministerial Decision number (2082) dated 01/06/1438 AH stated: "The zakat base consists of all the
Taxpayer's assets subject to zakat, including: 5- Government and commercial loans and other sources of
financing such as creditors, promissory notes, and overdraftaccounts owed by the Taxpayer as follows: A-
Whatremains ofitin cash andhas completeda year. B- Whathasbeenusedto finance whatis intended for
property acuisition. C- Whatis used in trade and ayear has passed onit." Based on the above, commercial
debtsare consideredone of the components of the zakatbase, provided thata year has passed on them or
they are used to finance the assets deducted from the zakat base. The Taxpayer argues that zakat is not
obligatory on assets notowned by the company and thatthis treatmentleads to areluctance to pay zakat,
knowing that there is a difference between ordinary financial transactions and debts arising from loan
agreements betweenthe lenderandthe borrower, because the essence of the obligationand whatitentails
isthe debtor's liability for the debtfor benefiting from funds provided to himor remaining in his ownership,
thus he mustpay zakaton whathe has atthe end of the year, and the creditor'sdebtis ari ghtin the debtor's
liability, thus itis owned by him in the liability, and therefore the money has not been zakat-ed twice as
claimed by the Taxpayer, and this is not affected by the Taxpayer's argument of the absence of complete
ownership of those balances. Upon reviewing the documents of the case and the defenses contained
therein, itis clearthatthe Taxpayer submitted the financial statements forthe yearsin dispute and provided
the movement of balances (Excel) and submitted a copy of the accounting system for the movement of
related parties, whereitbecame clear that a year has passed on the commercial creditors and payment
papers amounting to SAR(173,964), and other creditors amounting to SAR(475,929), andthe amountdue
to affiliated entitiesamounting to SAR(88,203), which leads the committee to partially acceptthe Taxpayer's

appeal and amend the decision of the committee in this clause.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:
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Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ Company ..., commercial register (..)
Unique number (...) Againstthe decision of the first circuit for adjudicatingincome tax violations and
disputes in Dammam with number (1ZD-2022-2428) issued in case number (Z-2021-60512) related to the

zakatassessmentfor the year 2007 AD.
Second: On the Merits:

1- Partially accept the Taxpayer's appeal and amend the decision of the committee regarding the clause

(local purchasesdeclared within external purchasesin the zakatdeclaration).

2- Accept the Taxpayer's appeal and cancel the decision of the committee regarding the clause (cost of

materials cleared from customs under the name of the client/ company ...).

3- Accept the Taxpayer's appeal and cancel the decision of the committee regardingthe clause (cost of

materials cleared from customs under the name of the client/ company ...).

4- Accept the Taxpayer's appeal and cancel the decision of the committee regarding the clause (cost of

clearing materials from customsunderthe name ofthe client/ company ...).

5- Accept the Taxpayer's appeal and cancel the decision of the committee regarding the clause (cost of

materials cleared from customs throughthe company ...).

6- Rejectthe Taxpayer's appeal anduphold the decision of the committee regarding the clause (total cost of

materials cleared from customs under the names of other clients).

7- Accept the Taxpayer's appeal and cancel the decision of the committee regarding the clause (exclusion

of excess customsdutiesfor the year 2007 AD).

8- Partially accept the Taxpayer's appeal and amend the decision of the committee regarding the clause
(commercial creditorsand paymentpapers, and the clause other creditors, and the clause amounts due to

affiliated entities).
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Appellate Committee for Tax Violations and Disputes DecisionNo. IR-2024-196733

First Appellate Panelfor Income Tax Violations and

. . Case No. 7-2023-196733
Disputes in Riyadh

PrincipalNo.5

- Aloan from a partner is considered part of the Zakat base and shall be added to the Zakat base

withoutapplying the deductiblelimitifitis classifiedunderequity.

Facts
_ &

The appeal filed on 10/05/2023 AD by the Zakat, Tax and Customs Authority against the decision of the

First Circuit to adjudicate income tax violations and disputes in the city of Riyadh No. (IFR-2023-95809)
issued in Case No. (Z -2022-95809) related to Zakat assessment for the year 2019 AD was considered in
the lawsuitfiled by the Appellee againstthe Zakat, Tax and Customs Authority, in which the decision of the

adjudication circuitstipulated the following;

First: modification of the action of the Defendant/Zakat, Tax and Customs Auth ority against the
Plaintiff/company..(..) (unique number...) relating to a loan clause sponsored in a subsidiary company

(Company...),as described in the grounds.

Second: annulment of all other decisions of the Defendant/Zakat, Tax and Customs Authority against the

Plaintiff/company.(...) (unique number...) is related to the link in question.

as this decision was notaccepted by the appellant (Zakat, Tax and CustomsAuthority), itsubmitted a list of
appeals, which was reviewed by the Circuit. The Authority'sappeal is with regardto the clause (addingthe
componentofthe end of service provision). The Authority explains thatitadded the componentof the end
of service provision to the net profitin accordance with Note 13 of the financial statements. the rounded
balance is as follows: statement 2019 AD Beginning balance (45,559,654) Deducts paid during the year
(4,433,315) Revolving balance (41,126,339) The Authority hasaddedthe total charge during the year (the
component) in accordance with Note (13) in the financial statements, noting that if the component
transferred from arelated party is notadded to the net profit, itwill be added within the rounded balance
and the resultis the same as Zakat is on the Zakat base and not on the adjusted net profit as the related
party has alreadydeducteditinits accounts, asfor whatthe Plaintiffreferredto in hislistisincorrect because
itviolates the statutory requirementaccordingly, the Taxpayer's objection wasrejected based on Artidle (4)

Paragraph (6) of the Executive Regulationsfor Zakat Collection issued by Ministerial Resolution No. 2216
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AD dated 07/07/1440 AH, which statesthat"The Zakatbase consists of :"6 - Allocations at the beginning of

the zakatyear after deducting the use of them during the zakatyear.". article (9) paragraph (5) of the same
regulation also stipulates that "...the following expenses may not be deducted: "S. All allocations and
reserves formed during the Zakat year in question, except as stated in paragraph (6) of Article (8) of the
regulation.” regarding the clause (loan froma partner), the Authority explains thatitaddedthe clause (loan
from a partner) to the Zakatbase due to the reclassification of the debtfrom aloan to a contribution from a
partnerin accordance with Note No. (14) in the 2019 AD financial statements, and itwas added to equity
and not compared to the calculated clauses. the Authority explains that during the objection phase, the
Plaintiffsubmitteda clarificationstating the following: "While the nature of the loan has notchanged over
the years, the presentation and disclosure requirements of auditing standards (spedcifically IFRS 9) require
this loan to be presented in equity because it meets certain conditions such as no specific repa yment
schedule and isinterest-free. the same loan was fully repaid in 2021 AD, and repayment documents were
provided."the Plaintiff changedthe classification of the clause froma partner'sloanto a contributionfrom
a partner, and itappeared within the equity, so in this case itis not compared with the deductible and is
consideredas aseparate clauseand isadded to the Zakat base. as for whatthe Plaintiffreferred to in his list
of claims, itcannotbe relied upon becauseitis nottrue, and the re quests he referredto are in fact contrary
to the correct procedure carried out by the Authority, and accordingly, his objection was rejected. with
regard to the clause (loanin asubsidiary company (Company...)), the Authority clarifiesthatthe Taxpayer
objected to this clause for 2020 AD and did notobjectto itfor 2019 AD with the Authority, and we attach
to your Honorable Circuita copy of the Taxpayer's objection to the Authority, which clarifies that the
objection to this clause is related to the year 2020 AD as shown below (copy attached). accordingly, the
Authority requests thatthe Circuit's decision be overturned and thatthe clause be ruled inadmissible from
a procedural point of view, as it was not objected to by the Authority. with regard to the clause (Bank
Guarantee for Additional Zakat), the Authority clarifies that the clause is related to the objection to the
above clauses, whichis astatutory procedurestipulated in the Zakat Collection Regulation. Paragraph (2)
of Article (25) of the Executive Regulation on Zakat Collection issued by Ministerial Resolution No. (2216
AD) dated 07/07/1440 AH stipulatesthat: (Paragraph(3) of the same articlestipulatesthat: "To acceptthe
objection procedurally, the Taxpayer must pay part of the amounts due on the clauses not objected to within
the statutory period of the objection, in an amountnotless than ten percent(10%) of the value of the link
and notmore than twenty-five percent(25%) of its value, or provide a financial guarantee of notless than
fifty percent (50%) of the value of the link, and the Authority may set the regulations governing this
therefore, the Authority confirms the validity and regularity of its procedure. it asks that its appeal be

accepted and thatthe decisionofthe Adjudication Circuitbe reversed.

on Tuesday, 14/05/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofits members, whose names are recorded in the minutes, via video conferencing

in accordance with the procedures for remote video litigation; based on the provisions of Clause (1) of
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Article Fifteen of the Working Rules of Zakat, Tax and Customs Committees issued by Royal Decree No.

(25711) and dated: 08/04/1445AH.; By calling on the opponents, | atte nded ... (National ID No....), in her
capacity as the representative of the appellant/Zakat, Tax and Customs Authority, under an authorization
issued by the Deputy Governor of the Zakat, Tax and Customs Authority for Legal AffairsNo. (...) on March
19,1445 AH., no one appearedto representthe appellantdespite the factthat itwas legally notified of the
date ofthis session. Atthis session, the representative of the Authority requested a period of time to submit
whatthey have ata future session, the Circuitdecidedto acceptthe requestand grantthe Authority a period
of (5) working days to submitwhat they have to the Secretariat, endingon the date of: 21/05/2024 AD, and
granting the Taxpayer a subsequentperiod of (5) working daysending on 27/05 /2024 AD. After this date,
the pleadingswillbe closedandthe case will be submitted for deliberation and decision, and the Circuit will
notacceptany new documents or memoranda that were not submitted before the aforementioned date.

the next sessionwillbe on 04/06/2024 AD, the sessionof pronouncing the decision.

on Tuesday, 04/06/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofits members,whose names are recorded in the minutes, via vi deo conferencing
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (25711) and
dated: 08/04/1445 AH; By calling on the litigants, she/... (National ID No. ...), as the representative of the
appellant/Zakat, Tax and Customs Authority, under an authorization issued by the Deputy Governorofthe
Zakat, Taxand Customs Authority for Legal Affairs No. (...) andthe date 19/03/1445AH, and | attended(..)
national IDNo.(...), as the representative of the appellantunder the Memorandum of Association attached
to the case file,and by asking the appellant's representative whatshe wouldliketo add, she stated that she
maintains whatwas previously submitted in this case. when this was broughtto the attention of the
appellant's agent, he replied that he was adheringto what had already been submitted in this case. when
the parties were asked whatthey wishedto add, they replied in the negative, and since the case is ripe for
adjudication in its current state, the Circuit decides to close the arguments and reserve the case for

adjudication.

:

upon reviewingthe casedocuments and the appeal list submitted by the Zakat, Taxand Customs Authority,

the circuitfound thatthe conditionsfor consideringthe appeal procedurally are metin accordance with the
conditions stipulated in the relevantlaws, regulations and decisions, which means thatthe appe al request
is accepted procedurally, as it was submitted by a person with standing, and within the statutory period

prescribedforits conduct.

onthe merits,and with regard to the Authority'sappeal on the clause (adding the componentfromthe end-

of-service allowance), and where the Authority's appeal lies in adding the component from the end -of-
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service allowance to the net profit, and based on paragraph (6) of Article (4) of the Executive Regulations

for Zakat Collectionissued by Ministerial DecisionNo. 2216 dated 07/07/1440 AH, which stipulatesthat

"The zakat base for the Taxpayer who keeps commercial books consists of all his assets subject to zakat
collection, including the following: 6- Allocations at the beginning of the zakat year after deducting the
amountused during the zakatyear." Based on paragraph(5) of Article (9) of the Executive Regulations for
the Collection of Zakatissued by Ministerial Resolution No. 2216 dated 07/07/1440 AH, which stipulates
that "Exceptas provided in Article (8) of the Regulations, the following expenses may not be deducted: 5-
All allocations and reservesformed during the Zakatyear in question, exceptas stated in paragraph (6) of
Article (VIII) of the Regulations."Accordingly, the Zakat treatment of allocati ons consists of adding the
balance formed during theyear(creditmovement)to the net profitas a non-deductible expense, and adding
the balance ofthe first period of allocations after deducting their use during the year (debitmovement) to
the Zakatable elements of the Zakatbase to reach thisis in accordance with the provisions of the Executive
Regulations for the Collection of Zakatissued No. (2216), Article (4) paragraph (6) and Article (8) paragraph
(6) referred to above, and after the Circuit reviewed the case file and the documents it contains, itis dear
that the dispute lies in the amounts transferred from a subsidiary company (Company ....) as the correct
Zakatprocedureinsuchtransfersbetweensubsidiariesisto add the transferredamountin one of the parties
because itis an amount that must be subject to Zakat, and with reference to the attached documents, the
company did not provide any document stating that this amountis subjectto Zakat in the subsidiary
company nor any proof that the amount did not fall due in the subsidiary company, therefore the
transferred amountshouldbe added to the Zakatbase and notthe net profitadjusted for the turnover on
it,as the Taxpayer's argumentis correctregarding thatthe amountformed did notaffectthe netaccounting
profitofthe company to adjustthe netprofitto the net profit, however, as statedabove, itshould be added
to the Zakat base for the period of transitand not because it is a non-deductible expense, resultingin the
Circuit's decisionto accept the Authority's appeal and overturn the decision of the Determination Circuit

withrespectto this clause.

With regard to the Authority'sappeal on the clause (loan from a partner), and where the Authority's appeal
liesinaddingthe clause ofaloan from the partner to the Zakatbase, and based on paragraph (3) of Article
(4) of the Executive Regulationsfor the Collection of Zakatissued by Ministerial DecisionNo. (2216) dated
07/07/1440 AH, which stipulates: "The debts owed by the Taxpayer classified as long-term and similar
components ofthe zakatbase, suchas: Governmentfinancing, commercial financing, creditors, promissmy
notes, overdraft accounts, and loans from owners or partners (including their current accounts), provided
that the following is considered: A- If the debts owed by the Taxpayer or other sources of funding have a
duration of three hundred and fifty-four (354) days or more overlapping during the zakatyear and the
followingyear, theyare addedto the zakatbase accordingto the number of daysfor each zakatyear. B- The
zakat year for debts does not cease with their renewal or rescheduling with the same creditor, or by

replacingthese debts with other debts or sources of fundingthatfinance whatthese debts werefin ancing,
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(c) Thatwhatis added from whatis mentionedin this paragraph does notexceed the total amountdeducted

from the base in accordance with Article (5) of the Regulations."Based on the above, and by referringto the
casefileand the Authority's appeal, itis clear thatit attached a copy of the financial statements, note (19),
inwhichitis clear thatthe partner decided to transfer aloan from a partner to ashareholding from a parmer,
asitis clear fromthe clarification thatthe partner decidedand notashe claims that thisloan was reclassified
pursuant to the requirements of presentation and disclosure according to the auditing standards (in
particular Standard No. 9 of the International Financial Reporting Standards), which requires the
presentationofthis loan within the equity, andsincethe loan fromthe partner hasbeen reclassified within
equity and notwithin the obligations of the Taxpayer, which shows thatthe Taxpayer's requestto add the
clauseisincorrectto the extentof deductions, whichendswith the Circuitaccepting the Authority's appeal

and canceling the decision of the Adjudication Circuitregarding this clause.

with regard to the Authority's appeal on the clause "Recommended loan in a subsidiary company (Company
..)",and based onArticle (186) of the Sharia Procedure Law, which stipulates that:" new requests shall not
be accepted in the appeal and the court shall rule sua sponte that they are inadmissible."The Circuits
reference to the Taxpayer's objection made it clear that this clause was not among the clauses of the
objection for 2019, but the clause was related to 2020 AD, in addition to that, referring to the response
memorandum submitted by the Taxpayerfor the years 2019 AD and 2020 AD, itis clear thatthe response
was on the clause related to 2020 AD and did not mention 2019, whereitis clear that the adjudication
decision ruledonan clausefor 2019 AD thatwas notamong the clauses of the objection,in addition to the
factthatthereis no proofthatthe Taxpayer submittedthe objection on thatclausefor 2019 AD before the
objection committee thatissued the decision under appeal,and where Article (186) of the Sharia Procedure
Law states: ".. new applications are not admissible on appeal and the court shall rule sua sponte that they
are inadmissible.” since the Taxpayer did not object to the clause before either the Trial Committee or the
Panel, the Circuit concludes that the decision of the Trial Circuit with respect to this clause should be set

aside.

with regard to the Authority's appeal on the clause (Bank Guarantee for Additional Zakat), where the
Authority's appeal liesin the factthat the clause is alegal procedure, and based on paragraph (3) of Article
(25) of the Executive Regulations for Zakat Collection issued by Ministerial Decision No. (2216) dated
07/07/1440 AH, which stipulates that: "To acceptthe objection from the procedural point of view, the
Taxpayer must pay part of the amounts due on the objected clauses within the statutory period of the
objection, notless thanten percent (10%) of the link value and notmore thantwenty -five percent (25%) of
itsvalue, or provide afinancial guarantee notlessthan fifty percent (50%) of the link value." Based on the
above, as thereisno disputeaboutprovidingabank guarantee onthe objected clausesand no dispute about
the Taxpayer's right to recover the guarantee if a final decision supportingits viewpointis issued. the

Circuit's reference to the decision of the adjudicationdecision madeitclear thatthe decisionwas issued to
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annul the Authority'saction, whichisincorrectas the clausein dispute did notinvolve any technical action

taken by the Authority and thatthe action taken was aregular procedure, whichleadsthe Circuitto accept

the Authority's appealand annulthe decision of the Adjudication Circuitregarding this clause.

with regard to the Authority'sappeal on the clause (unrealized revenues), andwhere Article 70 of the Sharia
Procedure Law promulgatedby Royal Decree No.M/1 dated 22/01/1435 AH stipulatesthat: "The parties
may requestthe courtin any case to record whatthey have agreed uponin acknowledgmentor settlement
orotherwise inthe case record, and the courtshallissue adocumentto thateffect,” as stated in para graph
(1) of Article (70) of the executive regulations of the Sharia litigation law issued by the Minister of Justice's
decision No.(39933) dated 19/05/1435 AH. "If the agreementtakes place before the case isset, the content
of the claim and the answer mustbe monitored beforethe agreementis recorded, taking into accountthat
the origin ofthe case is within the jurisdictionof the Circuit, even ifthe contentof the agreementis within
thejurisdiction ofanother courtor Circuit, provided thatthe merits of the case or someofitis among those
agreed upon.” Based on the foregoing, and wherethis Circuithasestablished the Authority's request to leave
the appeal as stated in the letter issued by the Authority in the supplementary memorandum, which
includes the following: "The Authority wishes to inform the Honorable Circuitthatits appeal with regard to
the above clause specifically, and the consequent proceduresfor this clause as per the terms of the decision
reached by the Adjudication Circuit, is leftto its discretion.” Therefore, the Circuitaccepts the abandonment

of the dispute.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance ofthe appeal in the form of the appellant/Zakat, Taxand Customs Authority, against the

decision ofthe FirstCircuitto adjudicate incometax violations and disputes in the city of Riyadh No. (IFR-

2023-95809)issuedin Case No.(Z-2022-95809)related to Zakatassessmentfor the year 2019 AD.

Second: Onthe merits:

1- Acceptance of the authority's appeal and cancellation of the decision of the Circuitregarding the clause
(additionofthe componentofend-of-service benefits).

2- Acceptance of the authority's appeal and cancellation of the decision of the Circuitregarding the clause
(loanfroma partner).

3- Acceptance of the abandonment of the dispute regarding the authority'sappeal onthe clause (unrealized
revenues).

4- Cancellation of the decision of the Circuit regarding the clause (loansubjectto zakatin a subsidiary
company (Company...)).

5- Acceptance of the authority's appeal and cancellation of the decision of the Circuitregarding the clause

(bank guarantee for additional zakat).
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Decision No. IR-2024-173926

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-173926

Disputes in Riyadh

PrincipleNo.6

- Loans are considered part of the Zakat base regardless of their type, source, or classification,
provided thata full lunar year (Hawl) has passed over them, orif they have been used to finance

assets deducted fromthe Zakatbase, inwhich casethe passage of afull yearis notrequired.

<

The submitted appealwas heard on:31/01/2023 AD, of/...,National ID No. (...) In his capacity as agent for

the appellantcompanyunder the power of attorney No. (...), on the decision of the First Circuitto adjudicate
income tax violationsanddisputes inJeddah Governorate No. (1Z)-2022-2634) issued in Case No. (Z-2020-
44464) related to Zakat assessment for 2014, 2016, 2017 AD and 2018 AD, in the lawsuitfiled by the
appellant against the Zakat, Tax and Customs Authority, in which the decision of the adjudication circuit

ruled the following:

1- Rejecting the Plaintiff sobjection to the importdifferences clause.

2-Rejectthe Plaintiff's objection to the short-termloans clause.

3-Rejecting the Plaintiff'sobjection to the long-termloans clause.

4- Rejecting the Plaintiff'sobjection to the advance paymentclause.

5-Rejecting the Plaintiff'sobjection to the spare parts inventory clause.

6- Rejecting the Plaintiff sobjection to a materialerrorclause in the calculation of the zakatbase.

asthis decision was notaccepted by the Taxpayer (Company ..),he submittedalistofappeals, which was
reviewed by the Circuit, where the Taxpayer's appeal lies on the clause (procurement difference for 2014
AD and 2016 AD). The Taxpayer explained that the adjudication committee stated in its reasons for its
decision that the Plaintiff did not provide its point of view to supportits position, and the Plaintiff is
surprised by thisviewofthe adjudication committee, asthe Plaintiffincludedin all its arguments submitted
to the Authority and the adjudication committee previously its detailed view onthis clause. the Plaintiff also
provided an analytical statement of the differencesbetween the foreign purchases chargedto the accounts

and the foreign purchases shownin the Customs Authority's statement. the adjudication committee also
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mentioned inits reasons forits decision thatthe data supporting the importdifferences were inconsistent,
and the claimant emphasizes that these documents were a sample to confirm its point o f view and the
adjudication committee could haverequested clarification from the claimantto explain the consistency of
these documents during the objection review phase. upon the Honorable Committee's review of the
attached analytical statement of procurement discrepancies, the grounds for these discrepancies between
the external purchases charged to the accounts and the purchases shown in the Customs Authority's
statement are as follows: the Plaintiff has additional expenses related to materials such as transportation,
storage, clearance, etc., which are charged to the costof external purchases. moreover, the timing of when
the foreign purchases appear on the customs declaration differs from when they are recorded in the
Plaintiff's books due to transportation, unloading and receiving in warehouses (i.e., timing differences).
thereisan errorin the categorization ofinternal purchasesas they wereincluded under external purchases
inthe company'sZakatreturn byinadvertent error.in addition to the above, the Plaintiff would like to draw
the attention of the Honorable Committee to the Authority's Circular No. (2030/9) dated 15/4/1430 AH,
which confirmed that the existence of a discrepancy between the Customs Authority's statement and the
Plaintiff's booksneednotbereliedupon asajustificationfor accounting for procurementdifferences, as the
circularstipulated the following: "Although the data of the Customs Authority is an indicator to determine
the cost of the Taxpayer's imports, the existence of a difference between them and what the Taxpayer
declared in his accounts does not need to be relied upon as a justification for accounting for these
differences, as it is necessary to verify the authenticity of the Taxpayer's imports either through field
examination or office examination itis necessary to verify the validity of the Taxpayer's imports, whether
through field or office examination and to review all supporting documents that prove the truth of what
was recorded in the Taxpayer'sbooks and to identify the real reasonsfor the difference betweenwhat was
declared in his books and what those data showed, there may be acceptable reasons justifying this
difference, such as, but not limited to:- failure of the Customs Authority to register some imports, the
Taxpayer's registrationof someadditional costs within the cost of purchasesfrom abroad, the import being
forthe purchase offixed assets, the differencein the fiscal year between the Hijriand Gregorian calendars,
some companiesimporting on behalf of others and recording the full value of the imports in their books
and after delivery to the beneficiary they recover from himall the costs related to his goods." regardingthe
Taxpayer's appeal regarding the clause "Long-term loans for 2017 AD and 2018 AD and loansand the like
for2018 AD", the Taxpayerexplainedthatthe adjudication committee statedin the grounds for its decision
that it added these balances as a source of funding because the Plaintiff did not provide the detailed
movement of these loans, and the company stated that the Plaintiff had provided the movement of these
loans in its previous submissions to the Authority and the Secretariat. the adjudication committee did not
requestany additional data or clarifications from the Plaintiff, butmerely addedthe balance of this clause
as a source of funding. the Plaintiff has attached an analytical statement of long-term loans, including the

dates of receiptofloans and their repaymentdates, and upon review of the attached movement, itwill be
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seenthatthere are no loans thathave come due, and the Plaintiffissurprised that the committee considered

the clause of loans and the like for the year 2018 AD amounting to (14,862) SAR 1 4,862 .accordingly, the

Plaintiff emphasizes that the balance that was added during the year represents a new loan that was
acquired during the year, and the cash generated from operations according to the audited financial
statements for 2018 AD is much higherthan the value of the assets acquired during the year, which negates
the committee's statementthatthese loans were usedto finance the purchase of fixed assets. in addition, it
is worth noting that what was due duringthe year 2017 AD was added to the Zakat base in the Plaintiffs
declarationforthe same year.inadditionto the above, the Plaintiff maintains its arguments that the addition
ofshort-term loansto the Zakat base for the disputed yearsis not permissible based on Article (4) paragraph
(1/5) of the Executive Regulations for Zakat Collection issued by Royal Decree No. (M/40) dated
02/07/1405 AH, which states: "The Zakat base consists of all the Taxpayer's assets subject to Zakat,
including: .5- Government and commercial loans and other sources of financing such as creditors,
promissory notes, and overdraft accounts owed by the Taxpayer according to the following: A- What
remains of itin cash and has completed a year. B- What has been used to finance whatis intended for
property acuisition. C- Whatwasusedin trade offersand has passed ayear onit." the conditions for adding
these balances mentioned in the above paragraph do notapply to the Plaintiff'scase, as the balances have
notreached Hulul, the nisab of Tammam al-Malik,and have notbeen usedto finance whatis intended for
property aquisitionh. therefore, the openingloanswereinterrupted by theirrepaymentduring the year, and
anew year beganforthe loansreceived during theyear,which represents new borrowed money that begins
whenitisreceivedand doesnotrepresentthe same or the same moneyshown atthe beginningofthe year,

asthe Plaintiffobtained new loans during the year.

regarding the Taxpayer'sappealregarding the clause"Advance Payments (Advance Paymentsfor 2017 AD
and 2018 AD)", as the claimant has submitted supporting documents, including financial statements and
an analytical statement of the movement of payments made by customers to the Authority and the
Adjudication Committee previously. the Plaintiff also states that it has debit balances for the same
customers that are recorded as currentassets in the statement of financial position for the same year.
consequently, if the Authority insists on adding the advance payments to the Plaintiff's Zakat base, the
Plaintiff claims a corresponding deduction from the year-end debit balances of the same customers.
accordingly, the balances of advance payments after deducting receivables amounted to SAR(558,74092)
and SAR (410,989.76) for 2017 AD and 2018 AD, respectively. the movement of this clause is presented
with the corresponding receivables. therefore, notallowing the company to deduct the corresponding
amountsinthe receivable balanceswill lead to the collection of Zakat on the basis of presentation required
by the standards and unrelated to Zakataccounting. as the presentation and disclosure requirements of the
auditing standards require the presentation of receivables and advances separately in the financial

statements, as the auditing standards cannot be relied upon for Zakat accounting purposes due to their
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differentpurposes, the Taxpayerrequests thathis appeal be accepted and the decision of the Adjudication

Circuitregardingthe clausesin hisappeal be reversed.

on Thursday, March 14,2024 AD, the FirstAppeIlate Circuitfor IncomeTax Violations and Disputes met via
videoconferencein accordance with the proceduresfor remote videoconferencing; based on the provisions
of Clause No. (2) of Article Fifteen of the Rules of Work of the Tax Violations and Disputes Resolution
Committees issued by Royal Decree No. (26040) and dated: 21/04/1441AH; after reviewingthe appeal,
after examining the contents of the case file, and after deliberatingaccording to the law, and as the Circuit
did notfind itnecessary forthe parties to the appealto be present, the Circuitdecidedto closethe pleadings

and reserve the case for adjudication.

Grounds:
| Grounds 5

upon reviewing the case documents and the appeal list submitted by the Authority, the Circuit found that

the conditionsfor considering the appeal procedurally aremetin accordancewith the conditions stipulated
in the relevant laws, regulations and decisions, which means that the appeal request is accepted
procedurally, asitwas submitted by a personwith standing,and withinthe statutory period prescribed for

its conduct.

the Taxpayer's appeal relates to the clause (Purchase Difference for 2014 AD and 2016 AD), where the
Taxpayer's appeal liesin appealing the Circuit's rejection of his objection regarding the disputed clause, as
he claims thatthere are additional expenses related to materials, which are chargedto the cost of external
purchases, and the timing of the appearance of external purchasesin the customs statementdiffers in the
time of recording them from the Taxpayer's books. upon reviewing paragraph (1/a) of Article (5) of the
Executive Regulations for Zakat Collectionissued by Minis terial Decision No. (2082) dated 1/6/1438 AH;
"All ordinary and necessary expenses required for the activity shall be deducted whether they are paid or
accrued, leadingto the netresultofthe activity, provided that the following controls are met: A-The expense
must be actual and supported by documentary evidence or other indications that allow the authority to
verifyitsvalidity,evenifitrelates to previous years. based on the foregoing, and since the dispute between
the partiesisadocumentary dispute, areview of the documents submitted by the Taxpayershows that the
Taxpayer attached to his appeal listareconciliation tablefor the differences related to external purchases,
which he stated were due to internal purchases that were mistakenly recorded in external purchases and
additional expenses of transportation, storage, and clearance. the Taxpayer also attached a statement of
external purchases for the period from 17/06/2014 AD to 31/12/2015 AD and submitted a statement of
external purchases for 2016 AD, whichincluded the entry number, date, supplier name and amount, the
Taxpayer also attached a largesample of invoices,and by matching the invoices submitted by the Taxpayer
with the analytical statement, it was found that all the data contained in the invoice matched with the
attached analytical statement, as the entry number, date, supplier name and purchase amount in the

submitted invoices were compared with the statement on foreign purchases and found to be identical,
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therefore, since the Taxpayer attached documents supporting his viewpoint regarding import differences,

which concludes that the Circuit accepts the Taxpayer's appeal to cancel the decision of the Dispute

AdjudicationCircuitregarding thisclause.

withregard to the Taxpayer's appealregarding the clause "Long-termloans for 2017 AD and 2018 AD and
loans and the like for 2018 AD", the Taxpayer's appeal is to appeal the rejection by the Adjudication Circuit
of his objection regarding the disputed clause, as he claims that the adj udication committee credited this
clause as a source of funding without asking the Taxpayer for the necessary documents. Based on paragraph
(First/5) of Article (4) of the executive regulation for the collection of zakat issued by Ministerial Decision
No.(2082) dated 01/06/1438AH, itstates that: "The zakatbase consists of all the Taxpayer's assets subject
to zakat, including:..5- government and commercial loans and other financing sources such as creditors,
promissory notes, and overdraftaccounts owed by the Taxpayer as follows:" A- Whatremains ofitin cash
and has completed a year. B- What has been used to finance what is intended for property acuisition. C-
What was used in trade offers and has passed a year on it." Based on the above, and since loans are
considered one of the components of the zakat base regardless of their type, source, or classification,
providedthatayearhaspassedonthemortheyare used to finance the assets deducted from the zakat base
without requiring a year to pass on them, and upon reviewing the casefile, itis clear that the authority's
viewpointin adding the balances of those loans is that they were used to finance fixed assets, and upon
reviewing the documents attached to the case file, itis evident from the cash flow statement for the year
2018 AD that the net cash from operations for the years 2018 AD and 2017 AD amounts to
SAR(11,044,810) and SAR(16,654,344) respectively, which is higher than the value of the acquired assets,
which contradicts what the authority mentioned about using these loans to purchase fixed assets.
Therefore, since the authority did not provide evidence of its action regarding the use of those loans in
financing fixed assets. As for the loans and similar for the year 2018 AD, upon reviewing the case file and
the attached documents, itbecame clear to us that the Taxpayer attached an Excel statementof long -term
loans whichincludedthe opening balance, additions during the year, amounts repaid during the year, and
the closing balance. Therefore, the authority's argument in its response to the Taxpayer's appeal that the
statement was briefand did not clarify the required movement does not hold. Analyzing the attached
statementshowsthe validity of the Taxpayer's defenses regarding the lack o fa year passing onthe balances
of long-term loans, which leads the committee to accept the Taxpayer's appeal and cancel the decision of

the Appeals Committee regardingthis clause.

with regard to the Taxpayer'sappeal regarding the clause (Advance Paymen ts (Advance Payments for 2017
AD and 2018 AD)), the Taxpayer's appeal is to appeal the rejection by the Adjudication Circuit of his
objection regarding the disputed clause, as he claimsthathe has debitbalancesfor the same customers that
arerecorded as currentassets in the statementoffinancial position for the same yearin dispute. Based on

paragraph number (4) of clause (Second) of article four of the executive regulation for collecting zakat
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issued by Ministerial Decision number (2082) dated 01/06/1438 AH on: "The zakatbase consists of all the

Taxpayer's assets subject to zakat, including:" 4- Revenue provided that has already passed its due date.
Based on the above, and since payments received in advance are considered a source of funding, the
amount that has already turned overis added to the Zakat base, and by reviewing the case file, itis clear
that the Taxpayeris requesting to add the advance payments to the base after deducting the receivables of
the same customers, by analyzing the facts ofthe case and reviewingthe attached documents, itturns out
thatthe Taxpayer attached a detailed statement of the payments made for the years 2017 AD and 2018 AD,
and by comparing the attached statement with the audited financial statements, it turns ou t that the
balances of the beginning of the period and the end of the period in the financial statements match the
attached statement, and by analyzing the statement, it turns out that the amounts concluded by the
Taxpayer for the year 2017 AD SAR(3,935,184), which is the same amount the Authority concludedto add,
and SAR (4,804,877) for the year 2018 AD (the amount of (SAR 4,804,877 for the year 2018 AD and not
SAR(7,338,784)as indicated by the Authority inits reply memorandum, therefore, the correcttr eatmentis
to set off the debitand creditbalance if it is for a single customer with two debitand creditaccounts,
whereas, we have established the validity of the movement attached by the Taxpayer and its conformity
with the financial statement balances and the validity of the Taxpayer's claim to deduct the equivalent of
these advance payments from the year-enddebitbalances thatrelate to the same customers, thisdoes not
affect the Authority's statement in its reply note that what the Taxpayer indicated is contrary to the
aforementionedstatutory provision; which leadsthe Circuitto acceptthe Taxpayer's appeal and cancel the

decision ofthe Adjudication Circuitregarding this clause.

with regard to the Taxpayer's appeal regarding the remaining clausesatissue in the case, the Circuitis not
faulted for adopting the grounds for the decision under appeal without adding to them when it assesses
thatthese reasons make itunnecessaryto introduce anything new, becausein supporting the decision with
the content of these reasons, itis certain that it did not find any objections to the decision that merita
response beyond what is contained in these reasons as the issuing Circuit scrutinized the dispute and
reached the conclusion itreached in its operative part, and as this Circuit did not observe any reason to
appeal or comment on it in light of the defenses raised before it, this Circuit concludes to reject the
Taxpayer's appeal and uphold the decision of the Adjudication Circuit With respect to the outcome it
reached onthe clauses atissue in the case, based onthe grounds for the decision. On the basis of the above

and for the grounds stated, the Circuitunanimously decidedas follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ Company..., Commercial Registration (...).

Unique number (...). Againstthe decision of the firstcircuitregarding violations and disputes of income tax




ay8jnallg duyllg dsgsjll glall dolsll ailodl
General Secretariat of Zakat, Tax and Customs Commiltees

in Jeddah Province number (12)-2022-2634) issued in case number (Z-2020-44464) related to the zakat
assessmentforthe years 2014 AD, 2016AD, 2017 AD, and 2018 AD.

Second: On the Merits:

1- Acceptance of the Taxpayer'sappeal and cancellation of the decision of the Appeals Committee regarding

clause (Differencein Purchasesfor the years 2014 AD and 2016 AD).

2- Rejection of the Taxpayer's appeal and upholding the decision of the Appeals Committee regarding

clause (Short-term Loans).

3- Acceptance of the Taxpayer'sappeal and cancellation of the decision of the Appeals Committee regarding

clause (Long-termLoans for the years 2017 AD and 2018 AD and loansand similarfor the year 2018 AD).
4- Regarding the Taxpayer's appeal on clause (Advance Payments):

A- Acceptance of the Taxpayer's appeal and cancellation of the decision of the Appeals Committee regarding

(Advance Payments for the years 2017 AD and 2018 AD).

B- Rejection of the Taxpayer's appeal and upholding the decision of the Appeals Committee regarding

clause (Advance Payments for the year 2016 AD).

5- Rejection of the Taxpayer's appeal and upholding the decision of the Appeals Committee regarding

clause (Inventory Spare Partsfor the years 2015 AD and 2016 AD).

6- Rejection of the Taxpayer's appeal and upholding the decision of the Appeals Committee regarding

clause (Material Error in Calculating the ZakatBase).
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Appellate Committee for Tax Violations and Disputes Decision No. IR-2024-170717

First Appellate Panelfor Income Tax Violations and

Case No. Z-2023-170717
Disputes in Riyadh

PrincipleNo.7

- The balance of retained earnings thathas completed a full lunar year (Hawl) is subject to Zakat, after

deductingactuarial losses.

Facts
_ &

the appeal filed on 19/01/2023 AD from / (....), National ID No. (....), in his capacity as Chairman of the

Board of Directors under the Memorandum of Association, and the appeal filed on 01/02/2023 AD from /
Zakat, Tax and Customs Authority, against the decision of the First Circuit for Adjudicating Income Tax
Violations and Disputes in Jeddah Governorate No. (1Z)-2022-2691) issued in Case No. (Z- 2021- 50222)
related to the Zakat assessment for the year 2018 AD, in the suit filed by the Taxpayer against the Zakat,
Tax and Customs Authority, in which the decision of the Adjudication Circuit ruled as follows: Zakat, Tax

and Customs Authority:

1-Amendingthe Defendant'saction on the end-of-serviceallowance clause; according to the merits of the

decision.
2-Rejecting the Plaintiff'sobjection to the travel tickets clause.
3-Rejecting the Plaintiff'sobjection to the ticketallowance.

4- Modifying the Defendant's action on the clause of vacation allowance; according to the merits of the

decision.

5-Rejecting the Plaintiff's objection to the tax deductions.

6- Rejecting the Plaintiff'sobjection to the late payment penalties clause.
7-Rejecting the Plaintiff sobjection to the VAT clause Reverse Assignment.
8- Rejecting the Plaintiff'sobjection to the Zakatexpenses clause.

9- Rejecting the Plaintiff'sobjection to the car ticketexpenses clause.

10- Rejecting the Plaintiff's objection to the VAT clause.
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11- Amending the Defendant's action on the retained earnings clause, according to the merits of the

decision.

12- Rejecting the Plaintiff's objection to the end-of-service severance pay provision.

13- Rejecting the Plaintiff's objection to the rounded clause from the allowance for doubtful debts.
14.Rejecting the Plaintiff' sobjection to the statutory reserve clause.

15.Rejectthe Plaintiff's objectionto the additional capital clause.

16.Rejectthe Plaintiff's objectionto the related parties clause.

17- Rejected the Plaintiff's objection to the advancerentalsclause.

18- Rejecting the Plaintiff's objection to the other credits clause.

19- Amendingthe Defendant's action on the real estate investments clause; according to the merits of the

decision.
20- Rejecting the Plaintiff's objection to the clause Investments in Equity Instruments.

since this decision was notaccepted by the parties, each of them filed alistofappeals, whichincluded the

following:

with regard to the Taxpayer's appeal against the decision of the Adjudication Circuit, his appeal lies with
regard to the clause (failureto deductthe value of inve stments inequity instruments), the Taxpayer explains
that the Authority did notdeductany of the financial investments in equity instruments, while the correct
figure deducted according to the declarationis SAR(117,655),accordingto the documents provided for
these investments, they are all in the shares of local companiessubjectto the collection of Zakat, the
company deliberated with the Authority duringthe discussion of this pointbeforethe Authority issue d the
final link, and the Authority stated that the clause could not be deducted because it contains a large value
movementwithin the financial statements, which meansthatthese investments arefor speculation and not
forthe purpose of channeling, andwe respond to the Authority in thisregard that most of this movementis
a movement of fair value adjustments in accordance with international accounting standards and not a
movementofsaleand purchase in addition, the Authority has added to the statutory textwhatis notinit,
as the text of paragraph (I1/4/a) is clear that the investment may be deducted ifitis in a local enterprise
subjectto the collection of Zakat, and thus the regulation adopts the principle of non-zakatbending as the
basis for deductingthe investment, by deducting the investmentrepresenting partof the equity of another
company that is subject to Sharia Zakat in the same year in the liability of the company issuing the
investment, and therefore its deduction from the Zakat of the company owning the investment is
mandatory, note that financial investments are mortgaged to a bank as a guarantee for financial facilities
worth SAR (50,000,000 )from the Saudi Investment Bank. accordingly, the Taxpayer requests the reversal

of the decision of the Adjudication Circuiton the clauses under appealfor the above reasons.
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the decisionwas notaccepted by the Zakat, Taxand Customs Authority, whichfiled its appeal against the

challengeddecision by means ofan appeal regulationthatincluded the followingsummary:

With regard to the Authority'sappeal againstthe decisionofthe Adjudication Circuit, itsappeal is possible
with regard to the clause (adding the roundaboutfrom the leave allowance), the Authority clarifiesthat the
issuing Circuit of the decision subject of the appeal amended the clause and did not indicate the grounds
foritsamendmentto the Authority'sdecisionand only referred to the amendment of that clause and where
the decision of the Circuit was severely deficient, which makes the decision defective and needs to be
overturned, asitis notpossibleto appeal a decisionthatdid not containclear reasonsthatcan be answered
and refuted. The judicial authorityshall, after deciding thatthe case isreadyfor adjudication, issue a decisive
judgment for the dispute, whichis not likely to be a matter of jurisprudence or interpretation, and where
the decision under appeal stipulated amendingthe decision of the Authority without clarifying what is
meant by the amendment to ensure the rights of the parties to the case alike, which is why the Authority
considers that the litigation is not terminated in its subject matter and the Adjudication Circuit has not
exhausted its mandate in the adjudication. Therefore, the Authority requests that this clause be returned to
the decision-issuing Circuitto remove thatambiguity. With regard to the clause (difference in the amount
of retained profits), the Authority clarifies that it has added the retained profits in the amount of
SAR(1,491,686), which represents a balance The first period after deducting the actuarial losses, which is
the balance on which the transfer took place, and by reviewingand referring to the list of changes in
propertyrights, itis clear thatthe procedure of the Authority is correct. As for what the Taxpayer demands
from the deduction of the transferor for the regular reserve of SAR(14,592), itis incorrectas the transferor
is from the profit of the yearand not from the retained profits. Accordingly, the objectio n of the Taxpayer
was rejected based onparagraph (8) of Clause (1) of Article (4) of the Regulations Governing the Collection
of Zakatissued by Ministerial Decision No. (2082) dated 01/06/1438 AH. The decision of the circuitunder
appeal referred to the amendment of the procedure of the Authority and did not clarify what the
amendmentto the procedure of the Authority and its value. The decisionof the adjudication circuitin the

clauses underappeal is requiredfor the above reasons.

onSunday, on: 09/06/2024AD, the FirstAppellate Circuitfor IncomeTax Violations and Disputes held its
sessioninthe presence ofits memberswhose namesare written in the minutes,via video communication
inaccordance with the procedures of remote video litigation; based on the provisions of clause (1) of Article
15 of the working rules of zakat, tax and customs committees issued by Royal Decree No: (25711) and
dated: 08 /04 /1445 AH, after reviewingthe appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reserve the case for adjudication.
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Grounds:
| Gounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Taxand

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisio ns, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

the Taxpayer's appeal relates to the clause "Not deducting the value of inves tmentsin equityinstruments.”
The Taxpayer's appeal lies in objecting to the decision of the Adjudication Circuit regarding this clause, as
he claims thatthe Authoritydidnotdeductany of the financialinvestments inequity instruments, while the
Defendant (the Authority) stated in its response that it did not deduct investments in equity instruments
from the Zakat base thatit did not deductinvestments in equity instruments from the Zakat base, as the
movementofthe clause is shown inNote No. (7) of the financial statements and the existence of movement,
which indicates that the purpose of trading, and based on paragraph (4/a) of Article (4) of the Executive
Regulations for Zakat Collection issued by Ministerial Resolution No. (2082) dated 1/6/1438 AH:
"Investments in establishments within the Kingdom — participation with others - if those investments are
subjectto zakatcollection underthis regulation, ifthe investmentin those establishments is notsubject to
collection, itshall notbe deducted fromthe base." Based onthe above,and since there mustbe two essental
conditions for considering investments as representing capital assets and may be deducted from the zakat
base, which are the documented intention of the authorized person clarifying the intention of the
investment, and the absence of salestransactions duringthe year onthose investments, and upon reviewing
the case file and what it contains of defenses and documents, it appears that the authority argues against
the deduction of investments due to the existence of exclusion movements according to clarification
number (7) in the financial statements, indicating that the purpose of the investments is tradingand not for
capital purposes, and sincethe Taxpayerargues thatall investments arein shares of local companies subject
to zakat collection, and that the majority of that movement is a movement for fair value adjustments and
nota movement of buying and selling, and upon reviewing the attached documents in the case file, the
Taxpayer attached the movement of investments in the portfolio (...) and the portfolio (...), and it became
clear that there was no sale movementin investments (...) in the portfolio (....) In the amountof (584,000)
riyals, and thatthe change in the value of the shares is due to fair value adjustments, which led the Circuit
to decide to deduct this investment from the zakat base. As for the portfolio (...) It became clear that there
was no sale movement on the following investments: (... — ... - ..-...-..-..-..-...-...) as the difference in the
investmentbalance is dueto additions to the investments, the Circuitdecided to deduct these investments
from the Zakatbase. As for the shares of the company (....) Inthe portfolio (...) tbecame clear thatthere was
asubstantial exclusionmovementon themduringthe yearinquestion,and thus theyare notdeducted from

the zakat base, and it also became clear from the analytical statement of investments included in the
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Taxpayer's appealthatthereis an clause "cash” amounting to SAR(23,585,223) among the investments that

the Taxpayer requests to deduct, and since this clause does not represent an investment and is not one of
the deductible clauses, it follows thatits deduction from the zakat base is notaccepted, which leads the
Circuit to partially accept the Taxpayer's objection by deducting investments amounting to

SAR(82,493,360) and amending the decision of the Circuitregarding this clause.

whereas, with regard to the Authority'sappeal regarding the clau se(adding the turnover from the vacation
allowance), the Authority's appeal lies inobjectingto the decision of the Adjudication Circuitregarding this
clause, as it claims that the Circuit issuing the decision under appeal amended the clause and did not
indicate the grounds foritsamendmentof the Authority's decisionand merely referred to the amendment
of that clause, while the Taxpayerargues that the Authority added the vacation expense to the profit and
added the first period balance and subtracted the paid amount on the basis thatitis the turnover, both
procedures are incorrect, and based on paragraph (1/5) of Article (4) of the Executive Regulations for the
Collection of Zakat issued by Ministerial Resolution No. (2082) dated 01/06/1438 AH: "The zakat base
consists of all the Taxpayer'sassets subjectto zakat, including:".5 - Governmentand commercial loans and
other sources of financing such as creditors, promissory notes, and overdraft accounts owed by the
Taxpayer accordingto the following: A- Whatremains of itin cash and has completed ayear. B- What has
been used to finance whatis intendedfor property acuisition. C- Whatisused intrade and a year has passed
onit" Based on the above, and upon reviewing the case file, itis clear that the authority argues that the
Circuitthatissued the decision subjectto the appeal amendedthe clause withoutstating the groundsfor its
amendment, and upon reviewing the case number ( Z - 2021- 50222) itis clear that a modified decision
wasissued regardingthe disputed clauseon 30/05/2024,however,upon reviewing the modified decision,
itbecame clear thatitconcludedto amendthe authority's procedure by "accepting vacation expenses from
the adjusted net profit of 144,531 riyals and adding the carryover to the zakat base after deducting the
amount used of SAR 435,702 ", and upon reviewing the authority's response memorandum before the
Circuit,itis clear that the authority added the vacation provision by the same amount SAR(435,702), thus
it becomes clear to the Circuit that the conclusion of the Circuit's decision to amend the authority's
procedureisincorrectasitbecame clear thatthere was no amendmentto the authority's procedure, which
leads the Circuit to accept the authority's objection and annul the decision of the Circuit regarding this

clause.

whereas, with regard to the Authority's appeal regarding the clause (Difference in the amount of retained
earnings) and where the Authority's appeal lies in objecting to the decision of the A djudication Circuit
regarding this clause; it claims that it added retained earnings in the amount of SAR 1,491,686, which
represents the balance of the first period after deducting the actuariallosses, while the Taxpayerargues that
theretained earnings were declared according to the auditedfinancial statements. Therefore, the company

requests the cancellation of the Authority's action for this clause, and based on paragraph (8) of clause (1) of
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Article (4) of the Executive Regulations for Zakat Collection issued by Minister of Finance Decision No.

(2082) dated 01/06/1438 AH, which stipulatesthe following: "The zakat base consists of all the Taxpayer's
assets subject to zakat, including:" 8- Balance of profits carried forward from previous years at the end of
theyear."Based on the above,and with reference to the documents and defenses in the case file, itappears
that the Authority argues that the decision of the Circuit underappeal referred to the amendment of the
Authority's procedure and didnotclarify whatthe amendmentis and whatits value is, and with reference
to Chapter Case No.( Z-2021-50222),itis clearthatan amended decision was issued on05/30/2024 AD
to "add the retained earningsto the first period balanceafter deducting the actuarial losses”, with reference
to the Authority's reply memorandum before the adjudication, itis clear that the Authority subjected the
retained earnings balance that has come due, which s represented by the balance of the first period after
deductingthe actuariallosses.” Thus, the text of the adjudicationcommittee’s decision ended up following
the same treatment adopted by the Authority, which leads the Circuit to accept the Authority's objection

and cancel the decision of the Adjudication Circuitin this clause.

whereas, with regard to the Authority's appeal regarding the clause (difference in the amount of the
component of the end-of-service allowance) and the clause (failure to deduct the full value of real estate
investments), and where Article 70 of the Sharia Procedure Law issued by Royal Decree No. M/1 dated
22/01/1435 AH stipulates that: "The parties may request the courtin any case to record what they have
agreed uponinacknowledgmentorsettlementor otherwise in the case record, and the courtshall issue a
documentto thateffect," as stated in paragraph (1) of Article (70) of the executive regulations of the Sharia
litigation law issued by the Minister of Justice's decision No. (39933) dated 19/05/1435 AH. "If the
agreement takes place before the case is set, the content of the claim and the answer must be monitored
before the agreementis recorded, takinginto accountthatthe origin of the case is within the jurisdiction of
the Circuit, even if the content of the agreementis within the jurisdiction of another court or Circuit,
provided thatthe merits of the case or someofitisamongthose agreed upon.” Based on the foregoing and
where this Circuithasestablished the Authority's requestto leave the appeal as statedin the letterissue d by
the Authority in the supplementary memorandum, which includes the following: "The Authority wishes to
inform the Honorable Circuitthatits appeal with regardto the above clause specifically, and the consequent
procedures for this clause as per the terms of the decision reached by the Adjudication Circuit, is leftto its

discretion.” Therefore, the Circuitacceptsthe abandonmentofthe dispute.

Regarding the Taxpayer's appeal on the remaining clauses in the case. Whereas there is no fault in the
Circuit's adoption of the grounds for the contested decision without adding to them, since it deemed that
those grounds were sufficient and did not require the addition of any new information, because in
upholdingiton the groundssetoutin those grounds, it confirmed thatitdid notfind inthe objections raised
againstthe decision anything thatwarranted a response beyond whatwas contained inthose grounds. That

being the case, and since it has been established that the decision under appeal in the dispute concerning
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the contested clausesis consistentwith the valid groundsonwhichitis based and sufficientto supportits

ruling, as the Circuitthatissueditexaminedthe substanceof the dispute and reached the conclusionset out
inits ruling. This Circuit did not find anything that would warrant correction or comment in light of the
arguments presented beforeit. This Circuit therefore rejects the appeal and upholds the decision of the
Circuitoffirstinstance in its entirety with regard to the remaining clauses of the claim, based onthe grounds

given.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ (...) Commercial registration (...) , unique
number(..),and the appeal submitted by the Zakat, Tax and Customs Authority againstthe decision of the
firstCircuitregardingviolationsand disputes of income taxin Jeddah with number (1Z)-2022-2691) issued

incase number (Z-2021-50222)related to the zakatassessmentfor the year 2018 AD.
Second: Onthe Merits:

1- Acceptance of the abandonmentofthe dispute regarding the authority's appeal on clause (discrepancy

inthe amountofthe end-of-service provision).

2- Acceptance of the authority's appeal and cancellation of the decision of the Circuit regarding clause

(additionofthe carryover fromthe leavesprovision).

3- Acceptance of the authority's appeal and cancellation of the decision of the adjudication circuitregarding

the clause (discrepancy in the amountofretained earnings).

4- Acceptance of the withdrawal of the dispute regarding the authority's appeal on the clause (non-

settlementofthe full value of real estate investments).

5- Rejection of the Taxpayer's appeal and affirmation of the decision of the adjudication circuit regarding

the clause (addition of the componentfrom the travel ticketallocation).

6- Rejection of the Taxpayer's appeal and affirmation of the decision of the adjud ication circuit regarding

the clause (addition of the rollover from the ticketallocation).

7- Rejection of the Taxpayer's appeal and affirmation of the decision of the adjudication circuit regarding

the clause (addition of tax deduction expenses).

8- Rejection of the Taxpayer's appeal and affirmation of the decision of the adjudication circuit regarding

the clause (addition of late paymenttax penalties).

9- Rejection of the Taxpayer's appeal and affirmation of the decision of the adjudication circuit regarding

the clause (addition of value-added tax reverse charge expenses).
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10- Rejection of the Taxpayer's appealand affirmation of the decision of the adjudication circuitregarding

the clause (addition of Zakatexpenses).

11-Rejection ofthe Taxpayer's appealand affirmation ofthe decision ofthe adjudication circuitregarding

the clause (addition of vehidle violation expenses).

12-Rejection of the Taxpayer's appeal and affirmation of the decision of the adjudication circuit regarding

the clause (addition of differencesin calculating value-addedtax).

13- Rejection of the Taxpayer's appealand affirmation of the decision of the adjudication circuitregarding

the clause (discrepancy in the amountrolled over fromthe end-of-service benefits allocation).

14-Rejection of the Taxpayer's appeal and affirmation of the decision of the adjudication circuitregarding

the clause (addition of the rollover from the allocation for doubtful debts).

15- Rejection of the Taxpayer's appealand affirmation of the decision of the adjudication circuit regarding

the clause (the statutory reserve).

16- Rejection of the Taxpayer's appealand affirmation of the decision of the adjudication circuitregarding

the clause (addition of additional capital).

17-Rejection of the Taxpayer's appealand affirmation of the decision of the adjudication circuitregarding

the clause (addition of amounts fromrelated parties).

18- Rejection of the Taxpayer's appeal and affirmation of the decision of the adjudication circuit regarding

the clause (addition of rents received in advance).

19- Rejection of the Taxpayer's appealand affirmation of the decision of the adjudication circuitregarding

the clause (addition of other creditbalances).

20- Acceptanceof the Taxpayer'sappeal partially and modification of the decision of the adjudication circuit

regarding the clause (non-settlementofthe value ofinvestmentsin equity instruments).

This decisionis consideredfinal according to the provisions of Articles 47 and 48 of the rules of operation

of the committees for adjudicating tax violations and disputes.
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DecisionNo. IR-2024-131744

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and Disputes

in Riyadh Case No. Z-2022-131744

PrincipleNo.8

- Reservesareaddedto the Zakatbase atthe beginning of the year.

e o

The appeal was considered on 18/05/2022 AD from / ... National ID number (...) as an agent for the

appellant company under Agency No. (...), and the appeal filed on 08/06/202 3 from the Zakat, Tax and
Customs Authority (ZTA), against the decision of the First Circuit for Adjudicating Income Tax Violations
and Disputes in Jeddah Governorate No. (1Z]-2022-743) issuedin Case No. (Z-2021-78645) related to the
2017 AD Zakatassessment, in the case filed by the Taxpayer againstthe ZTA, in which the decision of the

AdjudicationCircuitruled as follows:
First:the Plaintiff's objection to the 2018 AD receivables clause was rejected.
Second: modification of Defendant's action on the line clause Loansto Affiliates for 2018 AD.

Third: dismissed the Plaintiff's objectionto the long term investments clause in the Electricity and

InvestmentLinkage Authority (EILA) to the 2018 AD maturity date.
Fourth: dismissed the Plaintiff's objection to the other reserves constituted for 2018 AD.

since this decision was notaccepted by the parties, each of them filed a listof appeals, whichincluded the

following:

with regard to the Taxpayer's appeal against the decision of the Adjudication Circuit, his appeal lies in the
clause (Government Receivables for 2018 AD) that fuel is not considered a fixed asset, and he stated that
the Authority's action was incorrectas the Authority didnotdeductall receivablesfrom the Zakatbase, as
it excluded the receivables owed by the Public Corporation ..., and therefore the Taxpayer demands that
they be deducted from the Zakat base. regarding the clause (Other Reserves Formed for 2018 AD), the
Taxpayer claimsthatthe other reserves were not carried over from previousyears, butwere formed during

the yearand did notcome due, and the Authority partially accepted the Taxpayer's objection by adding the
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balance of otherreservesin the amountof (SAR 362,599,000) in the amended Zakatassessmentinstead of

( SAR 606,713,000,000) in the original Zakat assessment. the Taxpayer also objects to the clause (Long—
term investments for 2018 AD), so the Taxpayer requests the reversal of the decision of the Adjudicaﬁon

Circuitonthe clauses underappeal for the above-mentionedreasons.

with regard to the Authority's appeal against the decision of the Adjudication Circuit, it submitted a list of
appeals, which was reviewed by the Circuit and included that the Authority requests the acceptance of its
appeal and the reversal of the decision of the Adjudication Circuit regarding the clause (loans granted to

subsidiaries for the year 2018 AD).

on Tuesday, 16/01/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
session in the presence of all its members via video conferencing in accordance with the procedures for
remote video litigation; based on the provisions of Clause No. (2) of Article Fifteen of the working rules of
the Tax Violations and Disputes Resolution Committees issued by Royal Decree No. (26040) dated
21/04/1441 AH; and by calling on the opponents, he/she attended ... national ID No. (...), as agentfor the
Plaintiff under power of attorney No. (...). (National ID No. ...), in her capacity as the representative of the
appellant/Zakat, Taxand Customs Authority, under an authorization issued bythe Deputy Governorofthe
Zakat, Tax and Customs Authority for Legal Affairs No. (...) and the date 19/03/1445 AH, when the
appellant's representative was askedaboutthe lawsuit, he repliedthath e does notdeviate from what was
stated in the objection memorandum filed with the General Secretariat of the Zakat, Tax and Customs
Committees and the supplementary memorandums, and thathe is satisfied with them and adheresto the
arguments, defenses and requests contained therein, and when this was brought to the Defendants
representative, she repliedthatshe does notdeviate from whatwas stated in the reply memorandum and
the supplementary memorandums, and that she is satisfied with the submissionsfiled on the General
Secretariatofthe Zakat, Taxand Customs Committees' portal,and adheresto the arguments, defenses and
requests contained therein. when the parties were asked what they wished to add, they replied in the
negative, so the Circuit decided to close the pleadings and adjourn the case to Tuesday, January 23, 2024

AD,at11:00a.m.

on Tuesday, January 23,2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held
itssessionin the presence of all its membersvia videoconferencingin accordance with the proceduresfor
remote videoconferencing; based on the provisionsofArticle 15, clause (2) ofthe workingrules of the Tax
Violations and Disputes Resolution Committees issued by Royal Decree No. (26040) dated 21/04/1441
AH; callingon the litigants, / ..., National ID No. (...), as the Plaintiff's agentunder power of attorney No. (..),
attended...., National ID No. (...), as agentfor the Plaintiffunder power of attorneyNo. (...), and ... (National
IDNo. ..),asthe representative of the appellant/Zakat, Tax and Customs Authority, under an authorization

issued by the Deputy Governor of the Zakat, Taxand Customs Authority for Legal AffairsNo. (...) on March
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19/03/1445AH., and becausethe pleadings inthe case have already been closed, this sessionis dedicated

to the pronouncementofthe decision.

Grounds:
| Gounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevant laws, regul ations and decisions, whichmeans that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

the Taxpayer's appeal regarding the clause (Government Receivables for the year 2018 AD), wherein his
appeal is thatthe Authority's actionwas incorrect, as the Authority did notdeductall receivablesfrom the
Zakatbase, as itexcluded the receivables owed bythe Public Corporation. ... Where paragraph (5) of Article
(4) of the executive regulation for the collection of zakat issued by Ministerial Decision No. (2082) dated
1/6/1438 AH states that: "The zakatbase consists of all the Taxpayer's assets subject to zakat, including 5-
Governmentand commercialloans and other sources of financing suchas creditors, promissory notes,and
overdraft accounts owed by the Taxpayer as follows: A- What remains of itin cash and has completed a
year. B- What has been used to finance what is intended for property acuisition. c- What is used in trade
offers and has passed the hawl." And where Fatwa No. (23408) dated 11/18/1426 AH issued by the
Permanent Committee for Scientific Research and Fatwa on the debts owed by government agencies to:
"Amounts owedto a personby any governmententity, if their paymentis delayedforany reason fromthat
required entity, eveniftherightholderis aware ofit, zakatis notobligatory on him until he receivesitand
a year passes after its receipt, as stated in the Holy Quran:" (Fear God as much as you can), and because
zakatis consolation, itis not obligatory on a personwho cannot receive itand has nothing in his hand."
Paragraph (3) of Article (20) of the Executive Regulations for the Collection of Zakat issued by Ministerial
Resolution No.(2082) dated 01/06/1438 AH stipulates that: "The burden of proving the accuracy of what
is stated in the zakat declaration of the Taxpayer regarding clauses and any other data lieswith the Taxpayer,
andifheisunable to prove the accuracy of whatis stated in his declaration, the authority may notapprove
the clause thatis not proven by the Taxpayer or may impose an estimated assessment according to the
authority's perspective in light of the circumstances and facts related to the case and the information
availabletoit." Based onthe above, and whereas the correct Zakat treatmentisto set off the debitand credit
balanceifitis forasingle customer with debitand creditaccounts, and after reviewingthe case file and the
defenses and documents containedtherein; and whereas after reviewing whatwas statedin the Authority's
reply memorandum, itappears thatthe Authority, when performing the deduction of receivables with the
corresponding credit receivables only, as the difference claimed by the Taxpayeris receivables that were
notoffset by creditreceivables, and the difference claimed by the Taxpayer, upon reviewing the case file,it

was found that the government receivables amounted to 92 billion riyals, and therefore the entire
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government receivables amounting to SAR19,675,526,000 must be deducted due to the existence of the

corresponding creditors, whichleads the Circuitto acceptthe Taxpayer'sappeal and cancel the decision of

the Adjudication Circuiton this clause.

regarding the Taxpayer's appeal regarding the clause (Other Reserves Formed for 2018), and where his
appeal liesinthe factthatother reserveswerenotcarried overfrom previous years,butwereformed during
the yearand didnotfalldue, the Authority partially acce pted the Taxpayer's objection by addingthe balance
of otherreservesinthe amountof ( SAR 362,599,000) in the amended Zakatassessmentinstead of ( SAR
606,713,000)in the original Zakatassessment, which wasaddedto the original Zakatassessment. whereas
paragraph (1) of Article (4) of the Executive Regulations for Zakat Collection issued by the Minister of
Finance Decision No.(2082) dated 01/06/1438 AH, concering the determination of the Zakat threshold
forthose who maintainregular accounts, stipulatesthat "The zakatbase consists of all the Taxpayer's assets
subject to zakat, including:" 7 - Reserves carried forward from previous years at the end of the year. 8 -
Balance of profits carriedforward from previous years atthe end of the year. 9 - Provisionsatthe beginning
of the year (excluding doubtful provisions for banks) after deducting their use during the year." Based on
the above, and since what the Authority did after reviewing its reply note was to add an amount of
SAR(362,599,000) to the Zakat base, which represents the balance of the last period other reserve
(companies investedin the equity method), the balance of the firstperiod other reserve (employee benefit
liabilities) and the balance of the last period other reserve (financial assets), and it was found from the
audited financial statements thatitis included in the amount of SAR(106,897,000) which represents the
total other reserves, as the audited financial statements show that the other reserves added to the Zakat
base by the Taxpayer are as follows: - the Company's share in other comprehensive income of equity
investees atthe beginning ofthe yearin the amountof SAR(296,810,000) - Employee benefitobligations
inthe amountofSAR (370,715,000)- Financial assets through other comprehensive incomein the amount
ofSAR(32,992,000)- Total SAR (106,897,000). other reservesare asfollows: -the Company'sshare in other
comprehensive income of equity investees atyear-endamounted to SAR (34,851,000) - Employee benefit
obligations amounted to SAR (370,715,000) - Financial assets through other comprehensive income at
year-end amounted to SAR (26,735,000) - Total amounted to SAR (362,599,000)and - Total amounted to
SAR (362,599,000). since the reserves are added to the Zakat base at the beginning of the year, and the
Authority deducted the reserves at the end of the year due to the existence of the corresponding
investments, the amount of SAR (106,897,000 )is deducted and SAR (362,599,000 )is added to the Zakat
base, which leads the Circuit to partially acceptthe Taxpayer's appeal and modify the decision of the

AdjudicationCircuitin this clause.

regarding the Taxpayer'sand the Authority'sappeal on the remaining clausesin the cas e. whereas, there is
no fault onthe partof the Circuitin adopting the grounds for the decisionunder appeal withoutadding to

them, ifitassesses thatthesereasons make itunnecessary to introduce anything new, because inupholding




ay8jnallg duyllg dsgsjll glall dolsll ailodl
General Secretariat of Zakat, Tax and Customs Commiltees

them with the content of those reasons, itis certain that the Circuitdid not find any objectionsto the

decision that merit a response beyond what is contained in those reasons, and since itis proven that the
decision under appeal regarding the dispute regarding the clauses under appeal was consistent with the
valid reasons onwhichitwas based andsufficientto carry itsjudgment, since the issuing Circuitscrutinized
the contentofthe dispute initand reached theresultinits operative partsince the issuing Circuit scrutinized
the dispute and reachedthe conclusionitreachedin its operative part, andsince this Circuitdid not observe
anything that warrants censure or commenton it in light of the defenses raised before it, this Circuit
concludes to reject the Taxpayer's appeal, reject the Authority's appeal, and uphold the decision of the
AdjudicationCi rcuit With respectto the restofthe clauses atissueinthe case, basedon the groundsfor the

decision.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/company .., commercial registration (..),
unique number(...),and theappeal submitted by the Zakat, Tax and Customs Authority, againstthe decision
of the first circuit regarding violations and disputes of income tax in Jeddah Province with number (1Z)-

2022-743)issuedin case number (Z-2021-78645) related to the Zakatassessmentfor the year 2017 AD.
Second: On the Merits:

1- Acknowledging the Taxpayer'sappeal acceptingthe Taxpayer's appealand canceling the decision of the

AdjudicationCircuitregarding the clause (Government Payablesfor 2018 AD).

2 rejecting the Taxpayer'sappeal and upholding the decision of the Adjudication Circuitregardingthe dause

(Long-terminvestments for 2018 AD).

3- Acknowledging the Taxpayer's appeal in partaccepting the Taxpayer's appealin partand amendingthe

decision of the Adjudication Circuit With respectto the clause (Other Reserves Formed for 2018 AD).

4 rejecting the Authority's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (Loansgrantedto subsidiariesfor the year 2018 AD).
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Appellate Committee for Tax Violations and Disputes DecisionNo. IR-2024-172650

First Appellate Panelfor Income Tax Violations and

Case No. /-2023-172650
Disputes in Riyadh

PrincipleNo.9

- Subcontracting activities are considered part of the Zakat base, provided that a full lunar year

(Hawl) has passed overthem, orifthey have been usedto finance assets deducted fromthe Zakat

base.

Facts
_ &

the appealfiledon 28/01/2023 AD, from ..., National ID No. (...) was considered as agentforthe appellant
company under AgencyNo. (...) lawyer'slicense No. (...), and the appeal filed by the Zakat, Tax and Customs
Authority on 29/01/2023 AD, againstthe decision of the First Circuitfor AdjudicatingIncome Tax Violations
and Disputes in)Jeddah Governorate No. (1ZJ-2022-2568) issued in Case No. (Z-2021-87070) related to the
Zakat assessment for 2017 AD, in the case filed by the appellantagainst the Zakat, Tax and Customs
Authority, in which the decision of the Adjudication Circuit ruled as follows: Zakat, Tax and Customs

Authority:
First:the Plaintiff's objection to the end-of-service gratuity provision wasrejected.
Second:acceptingthe Plaintiff's objection to the subcontractors clause.

Third: modify the Defendant's procedure for the payables for projects underimplementation by adding the

firstorlastbalance of the period, whicheveris less.

Fourth: deny the Plaintiff's objection to the deferred revenue clause.

Fifth: rejecting the Plaintiff's objection to a dividend clause thathas already passedits due date.
sixth:deny the Plaintiff sobjection to the receivables clause.

seventh:the Plaintiff'sobjection to the Murabaha loan againstreal estate investments wasrejected.

as this decision was notacceptable to the Taxpayer (Company ...), he filed a list of appeals, which was
reviewed bythe Circuitand includedthe following: The Taxpayer requests the acceptance of his appeal and
thereversal of the decisionofthe Adjudication Circuiton the clausesthatare the subjectof his appeal. this

decision did notgo down wellwith the organization, which filedan appeal list
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the Authority's appeallieson the clause (Subcontractorsfor the year 2017), wherethe Authority added the
mentioned clause to the Zakat base for the turn of the year on the balances according to the submitted
movement. Accordingly, the Taxpayer's objectionto the turnof the year on the payments added to the Zakat
base was rejected based on Article 4, paragraph (first), clause 5 of the Zakat Executive Regulations, which
states that (the Zakat base consists of all the Taxpayer'sfunds subjectto Zakat, including:.5 - Government
and commercial loans and other sources of financingsuch as creditors, promissory n otes, and overdraft
accounts owed by the Taxpayer according to the following: the Circuitissuing the decision under appeal
canceled the Authority's action, as the company soldits projects to the Arab Bank on December 13,2016,
i.e.before the turn ofthe year,accordingto the jou rnal entries thatshow the sale of the entire project, which
shows that the amounts in dispute did not turn over the Authority responds that the decision is incorrect,
as the decisionindicated that the amounts in dispute did not turn around due to the sale of the projects
before the turn of the year, and with reference to the financial statements, itis clear that the amounts in
dispute appearinthe financial statements and according to the movement provided by the aforementioned
Taxpayer, the turn of the year has occurred and issubjectto the Zakatbase. the Authority also clarified that
the amounts in dispute are subject to hawl according to the movement provided, and itis not clear to the
Authority thatthese balances belong to the projectthatwas sold, as uponsale, these balances are closed in
the projectaccounts and therefore will notappearin the financial statements for the year 2017, so whatis
clear to the Authority is that the balances are still in the financial statements for the year 2017, therefore,
whatis subject to Zakat, based on the fourth article, paragraph five of the first paragraph of the Executive
Regulations for the Collection of Zakat issued by Ministerial Resolution No. (2082) dated 1/6/1438 AH,
which states: "The Zakat base consists of all the Taxpayer's funds that are subject to Zakat, including: 5-
Governmentand commercialloans and other sources of financing suchas creditors, promissory notes,and
overdraft accounts owed by the Taxpayer as follows: A- What remains of itin cash and has completed a
year. B- Whathas been used to financewhatisintended for property acuisition. inthe Authority's view, this
provisionisvalid and valid and its origin has notbeen lost, so inwhatlegal way did the Circuitviolate the

established practice, which meansthatthe Circuit's conclusionis contrary to the legal requirement.

onSunday,on:17/03/2024AD, the FirstAppellate Circuitfor Income Tax Violations and Disputes held its
session inthe presence of all its members via video communication in accordance with the procedures of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the
contents of the case file, the circuitdecided thatthe case has become ready for adjudication andissuing the
decision onits subjectmatter, and since the circuitfound nothing to require the presence of the parties to

the case, the circuitdecided to close the pleadingsand reserve the case for adjudication.
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Grounds:
| Grounds 5

regarding the Taxpayer's appeal, after reviewing the appeal list submitted by ... company, it became dlear

thatitwas submitted by ... company, and after reviewing the memorandum of association of ... company, it
became clear that the memorandum of association stated the activities of the company as (practicing the
profession of consulting activities in the field of zakat and income tax, educational and educational
consulting activities), and after reviewing the appeallistdrafted on...company's printed materials.itturns
outthatitcontains the company's activities announced to third parties, induding (legal consultations),and
since the reference to the company's services in providing legal consultations, filing lawsuits and appeals
on behalf of others and other activities are limited to licensees according to the Companies Law and the
Lawyers Law and their executive regulations, and since the company - according to the attached
memorandum of association - is not authorized to practice the legal profession and legal consultations,
whichisaviolation of the provisions of Articles (2), (5), (7),(10) is notauthorized to practice the profession
of law and legal consultancy, whichis a violation of the provisions of the Lawyers Law and its Executive
Regulations, and Articles (2), (5), (7), (10), (197) and (201) of the Companies Law and its Executive
Regulations, and since the appellant's agent s a licensed lawyer who submitted the appeal request and
signeditonthe official papers of the company....the lawyeris notlicensedto practice the legal profession,
while he should have submitted applications and regulations on his own printouts as stipulated in Article
(13/01) of the Executive Regulations of the Lawyers Law, which stipulates that "the lawyer must take his
own papers to submit his writings to the authorities, and they mustinclude his name, the name of the
headquarters, branch office, license number and date, telephone numbers, mailbox, and zip code, and he
must not submit any writing to the authorities on papers that do notinclude this, or papers that do not
belong to him." since the firm, as the appellant's representative, is not licensed to practice law, the Circuit
concludes that the Taxpayer's appeal is inadmissible procedurally because i t was filed without standing,
whereas, with regard to the Authority's appeal, upon reviewing the case documents and the appeal list
submitted by the Authority, the Circuitfound that the conditions for considering the appeal procedurally
are metinaccordance withthe conditions stipulatedin the relevantlaws, regulations, and decisions, which
means thatthe appealisprocedurallyaccepted because itwas submitted by a competent personand within

the statutory period prescribed for conductingit.

On the merits, regarding the Authority's appeal regarding the clause (Subcontractors for 2017 AD), the
Authority's appeal lies in the appeal against the Circuit's rejection of its objection regarding the disputed
clause, as it claims the turnover of the balances according to the movement submitted by the Taxpayer.
based on paragraph (5) of clause (1) of Article (4) of the Executive Regulations for Zakat Collection issued
by Ministerial DecisionNo. (2082) dated 1/6/1438 AH: "The zakat base consists of all the Taxpayer's assets
subject to zakat, including: 5- government and commercial loans and other sources of funding such as

creditors, promissory notes, and overdraft accounts that are owed by the Taxpayer according to the
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following: A- Whatremains of itin cash and has completedayear. B- Whathas been used to finance what

isintended for property acuisition. C- Whatwas used in trade offers and has passed ayearonit." based on
Article 20(3), paragraph (3), whichstipulatesthe following: "The burden of proving the accuracy of whatis
stated inthe zakatdeclaration of the Taxpayerregarding clausesand any otherdata lieswith the Taxpayer,
andifheisunable to prove the accuracy of whatis stated in his declaration, the authority may notapprove
the clause thatis not proven by the Taxpayer or may impose an estimated assessment according to the
authority's perspective in light of the circumstances and facts related to the case and the information
availabletoit." Based on the above, subcontractors are conside red one of the components of the Zakat base
provided thatthey aretu rned around or usedto finance theassets deducted from the Zakatbase, and where
the dispute aboutthis clauseis abased dispute, and uponreviewingthe documents attachedto the case file
and where the Circuitissued its decision to accept the Taxpayer's objection and stated that the company
had sold its projects to the Arab Bank on 13/12/2016 AD, that is, before the turn of the year while the
Authority argues thatitis not clear to the Authority thatthese balances are specific to the projectthatwas
sold, as upon sale, these balances are closed in the project accounts and therefore will not appear in the
financial statements for 2017 AD, so itis clearto the Authority that the balances are still in the finandial
statements for 2017 AD, and accordingly, whatis subjectto the current year, and after reviewingthe
attached documents from the parties to the lawsuit, itappears that the journal entry for the bank's loans...
itis not clear thatitis for subcontractor projects, and the Taxpayer did not provide financial statements to
validate thatthe balancesremainuntil the end of 2017 AD, as well asthe Taxpayer's statementthat ... hesent
a final clearance dated 13/12/2016 AD that the company had received all its dues, after reviewing the
clearance documentatboth stagesof the Adjudicationcommitteeas well asthe appeal, itbecame clear that
the documentcould notbe opened dueto atechnical malfunction, which led the Circuitto partially accept

the Authority's appealand modify the decision of the Adjudication Circuitregarding this clause.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Procedurally:

1- Inadmissibility of the appeal procedurally by the Taxpayer/ Company .., Commercial Register (...),
Unique Number (...) againstthe decision of the First Circuit of Income Tax Violations and Disputes in Jeddah
Governorate (1ZJ-2022-2568) issuedin Case No. (Z-2021-87070) related to the 2017 AD Zakat assessment,
because itwas filed withoutstatus.

2- Accepting the appeal procedurally from the applicant Zakat, Tax and Customs Authority, against the
decision ofthe FirstCircuitforadjudicatingincometax violations and disputes in Jeddah Governorate No.

(12)-2022-2568)issuedin Case No. (Z-2021-87070) related to the 2017 AD Zakatassessment.




ai8ynally duyrilly digill lal dolall ailo

General Secrelarial of Zakat, Tax and Customs Commillees

Second: On the Merits:
accepting the Authority'sappealin partand amending the decisionof the Adjudication Circu it With respect

to the 2017 AD subcontractors.
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Decision No. IR-2024-178674

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-178674

Disputes in Riyadh

PrincipleNo.10

- Inthe Zakat treatment of accounts payable, all Taxpayer funds must be added if they are used to

finance whatis prepared for the Taxpayer.

Facts
_ &

the appeal was heardon 16/02/2023 AD from /(......) National ID number (...) in his capacity as a statutory

representative of the appellant company under the Memorandum of Association, and the Zakat, Tax and
Customs Authority (ZTA), onthe decision of the Third Circuit for Adjudicating Income Tax Violations and
Disputes in Riyadh (IFR-2022-6719) issued in Case No. (Z-2021-87353) related to the 2016 AD Zakat
assessment, inthe lawsuitfiledby ... company againstthe Zakat, Tax and Customs Authority, in whichthe

decision ofthe Adjudication Circuitruledas follows:

First: Acceptance of the Plaintiff's objection/ Company ..., Commercial Register No. (...) on the decision of

the Defendant/Zakat, Tax and CustomsAuthority in terms of procedurality.
Second: On the merits:
1- Disregard the clause (short-termloans for 2016 AD).

2- Cancellation of the Defendant's decision regarding the clause (consumption differences for the years

2016 ADto 2018 AD).

3- Amending the Defendant's decision With respectto the clause "Parties dueto related parties for the year

2016AD".

4- Amendingthe Defendant's decision With respectto the clause (Reserves payable for constructionwork

in progress for the year 2016AD).

5- Cancellation of the Defendant's decision regarding the clause (Accounts payable for construction in

progress for the year 2016AD).
6- Amendingthe Defendant's decisionWith respectto the clause (allocations provided for 2018 AD).

7.Rejectall other objections.
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as this decision was not accepted by the Taxpayer (Company ...), he filed a list of appeals, which was

reviewed by the Circuit, and included, in essence, that the Taxpayer requests the acceptance of his appeal
andthe reversal of the decision of the Adjudication Circuit. this decision was notaccepted by the appellant
(Zakat, Tax and Customs Authority), so it submitted a list of appeals, which was reviewed by the Circuit,
where the Authority's appeal lies on the clause (depreciation differences for 2016 AD), as the Authority
explains thatit discounted the link SAR(412,847,869), which is higher than the Taxpayer's declaration of
SAR(409,777,286)and a difference of SAR(3,070,696), which is the same amountthatwas returnedto the
netprofitfrom the depreciation difference.thisis the same amountthatwas returnedto the net profitfrom
the depreciation difference, which means that the impact is zero on the zakat base, and because the
Taxpayer discounted the assets based on the net book value according to the financial statements of the
yearsindispute, and after review, itwas found that the Taxpayer discounted the assets atthe book values
in the lists in addition to discounti ng the depreciation differences from the financial statements therefore,
the Taxpayer's procedure is incorrect, and what the Authority did was to exclude the differences because
the Taxpayer discounted the assets according to the book values, and therefore the straight-line method
was reversed and taken into account when discounting the assets from the deductions of the base, and
therefore the differencesshould notbe deducted fromthe net profit. regardingthe clause (Acc ounts payable
for construction in progress for the year 2016 AD), the Authority explains that when linking, it added the
balance of the first or last period, whichever is lower, due to the Taxpayer's failure to respond and submit
the account statements provided by the Taxpayer. the Authority also states that the movement presented
inthe Taxpayer's letter of objection is consistentwiththe financial statements, and therefore an amount of
SAR 36,357 should be added, as construction work has been deducted from the Zakat base. she asks that
her appeal be accepted and that the decision of the Adjudication Circuit on the clauses in question be

reversed.

on Sunday, April 14,2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presenceofits members whose namesare recorded inthe minutes, via video communication
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No. (25711) and
dated: 08 /04 /1445AH, after reviewing the appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudication in its

currentstate, the Circuitdecides to close the pleadingsand reserve the case for adjudication.

G ds:
:

uponreviewing the case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin

accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
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the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

On the merits, regarding the Authority's appeal on the clause (depreciation differences for the year 2016
AD), where the Authority's appeal lies in its exclusion of the differences because the Taxpayer discounted
the assets accordingto the book values, and based on paragraph (1) of clause (I) of Article 4 of the Executive
Regulations for Zakat Collection issued by Ministerial Resolution No. (2082) dated 01/06/1438H, which
stipulates that: "The following shall be deducted from the zakat base:" 1- Fixed assets, including the
following: the netvalue of fixed assets (property aquisition assets), any payments for the purchase of fixed
assets, and the value of spare parts not intended for sale, provided that these assets are owned by the
Taxpayer - unlessthere is an obstacle that prevents the transfer of ownership - and are used in the activity."
Based on paragraph(2) of Article (7) of the Executive Regulationsfor Zakat Collection issued by Ministerial
Resolution (2082) dated 01/06/1438 AH, which stipulates that: "Fixed assets are depreciated accordingto
the straight-line method and their depreciation rate is as follows: ...". Based on the above, and upon
reviewing the case file,itbecame clear thatthe dispute liesin that the Taxpayer deducted the assets at the
book values stated in the statements in addition to deducting depreciation differences from the assets at
bookvaluesatthe endofthe yearandalso deducting depreciation differencesfromthe net profit, indicating
the existence of double deduction,andwhatthe authority didwas to add the clause to the netprofitin the
amountof SAR(5,483,671)for the year2018 AD, andthatthe Zakattreatmentisto deductthe depreciation
expense from the netprofitandalso calculate the book value of fixed assetsat the end of the yearaccording
to the financial statements anddeductitfrom the Zakatbase, which leads the Circuitto partially accept the

authority's appealand amend the decision of the Circuitregarding thisclause.

with regard to the Authority's appeal on the clause (Accounts payable for construction in progress for the
year 2016 AD), and where the Authority's appealliesin the factthatitadded the balanceof the firstor last
period, whichever is less, due to the Taxpayer's failure to respond and submitthe submitted account
statements, and based on paragraph (5) of clause (1) of Article (4) of the Executive Regulations for Zakat
Collection issued by Ministerial Resolution No. (2082) dated 01/06/1438 AH which stipulates that "The
zakat base consists of all the Taxpayer's assets subject to zakat, including: 5- government and commercial
loans and other sources of funding such as creditors, promissory notes, and overdraft accounts that are
owed by the Taxpayeraccording to the following: A- Whatremainsofitin cash and has completed ayear.
B- Whathas been used to finance whatis intended for property acuisition. c- Whatwas used in trade offers
and has passed the hawl."Basedon the above, and upon reviewingthe case file, the Circuitfound thatthe
dispute liesin the Authority's action ofaddingthe disputed clauseto the Zakatbasefor the year2016in the
amountof SAR(36,357) andwhereas the Authority arguedthatitadded credits for constructionin progress,
because the Authority deducted in return accounts for construction in progress WHEREAS, the Zakat

treatment of accounts payable in accordance with the statutory bases referred to above is that all the
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Taxpayer's funds must be added if they are used to finance what is prepared for the property aquisition,

which concludes that the Circuit partially accepts the Authority's appeal and modifies the decision of the

AdjudicationCircuitwith respectto this clause.

with regard to the Taxpayer's appeal regarding the clause (ShortTerm Loans for 2016 AD), the Circuit has
no faultin adopting the grounds forthe decisionunder appeal withoutaddingto them when itassesses that
these reasons makeitunnecessary to introduce anything new, because in supporting the decision with the
contentofthese reasons, itis certain thatthe Circuitdid notfind any objections to the decisionthat merita
response beyond whatis contained in these reasons, and this being the case, itis proven that the decision
underappealregarding the disputed clause was inaccordancewith the valid reasons onwhichitwas based
and sufficientto carry its judgmentas the issuing Circuitscrutinized the dispute and reached the condusion
it reached in the operative part of its decision, and as this Circuit did not notice anything that warrants
censure or commenton it in light of the defenses raised before it, this Circuit concludes to reject the
Taxpayer's appeal and uphold the decision of the Adjudication Circuitin its conclusion on this clause,

bearingin mindits reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally, submitted by / ... Company commercial Register No. (...),
distinctive number (...), and the Zakat, Tax and Customs Authority,againstthe decision of the Third Circuit
forthe adjudication ofincome tax violationsand disputesin Riyadh (IFR-2022-6719) issued in Case No. (Z
-2021-87353) related to the 2016 AD Zakatassessment.

Second: On the merits:

1- Partially acceptingthe authority's appeal and amending the decision of the Circuitregarding clause

(depreciationdifferencesfor the year 2016 AD).

2- Acceptingthe Authority's appealin partand amending the decision of the Adjudication Circuitregarding

the clause (accounts payable for construction in progress for the year 2016 AD).

3- Rejecting the Taxpayer's appeal and upholding the decision of the adjudication circuit regarding the

clause (short-termloans for the year 2016 AD).
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Appellate Committee for Tax Violations and Disputes DecisionNo. IR-2024-174193

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-174193

Disputes in Riyadh

PrincipleNo. 11

- Accrued expense balances are considered partof the zakatbase, provided thata full lunar yearhas

passed over thosebalances.

Facts
_ &

the appeal filed on 31/01/2023 AD, from .., National ID No. (.) was considered as the statutory

representative of the appellantcompany by virtue ofagencyno lawyer's License No. (...) and the Zakat, Tax
and Customs Authority (ZTA), on the decision of the First Circuit for Adjudicating Income Tax Violations
and Disputes injeddah Governorate (1Z)-2022-2637) issuedin CaseNo. Z-2021-87155 related to the 2019
AD Zakat assessment, in the case filed by the appellant against the Zakat, Tax and Customs Authority, in

which the decision of the Adjudication Circuitruled as follows:

First:the Plaintiff's objection to the supplier receivables clause was rejected.
Second:the Plaintiff'sobjectionto the receivables clause wasrejected.

Third: deny the Plaintiff'sobjection to the salaries, wages and allowances clause.
Fourth:rejecting the Plaintiff's objection to the rents due clause.

Fifth: modify the Defendant’s action on the miscellaneousaccrued expenses clause, according to the merits

of the decision.
sixth: dismissing the Plaintiff's objection to the foreign procurement differences clause.

as this decision was not accepted by the Taxpayer (Comp any ...), he submitted an appeal list, which was
reviewed by the Circuit, where the Taxpayer's appeallies on the clause (extemal procurementdifferences),
the Taxpayer explained that the committee's decision regarding the external procurement differences
clause for2017 AD was a copy/repeatof whatwas mentionedin its decision for 2016 AD, and thatitwas
notits task to investigate the evidence and data supporting the claimant's position regarding the external
procurementdifferences,giventhatall supporting documents were submitted on the onehand,and on the
other. on the other hand, in the linkage for 2017 AD, the Authority approved (10%) as the profit of

undeclared foreign purchases, amounting to (25,400) riyals,400 riyals were added to the Zakat base and




ay8jnallg duyllg dsgsjll glall dolsll ailodl
General Secretariat of Zakat, Tax and Customs Commiltees

this appeared inthe link letter, a copy of which was provided, and when we objected, our objection was

rejected and the link was notreviewed (increase / decrease) and we did notreceive any response from the
Authority, and after submitting to the Secretariatand providing data on purchases and clearance, the
Authority went and varied the value of the link to the base to an amount of (330803) riyals to talk about
another topicand otheramountsdifferentin clause andvalue not previouslyreportedto us, namely the talk
about not capitalizing fixed assets and adding them as purchases, the Authority continued to fix the link
SAR(25,400). this means thatall the requirements were metin the objection related to adding the profit of
external purchases and the Authority did not review and cancel the clause, and the submitted statement
shows the account balances and movements during the year in accordance with the balance sheet. in
addition, the auditedfinancial statements submitted to the Authority showed the value of asset purchases
(asadditions duringthe year) in Clause 8 of the notes to the financial statements, yetitwas nottaken into
consideration, in addition to showingan amount of SAR (165,401) as the val ueofimportedassets, and this
amountdoes notmatchourreal purchases shown in the clearance report, sothe Taxpayer requests that his

appeal be acceptedand the decision of the Adjudication Circuitregardingthis clause be overturned.

this decision was notaccepted by the Authority, so itsubmitteda listofappeals, whichwas reviewed by the
Circuit, where the Authority's appeal lies on the clause (Miscellaneous Accrued Expenses), where the
Authority added the balance of accrued rents for the first or last period, whichever is less, am ounting to
SAR(251,272) and SAR (246,594)for the years 2016 AD and 2017 AD, respectively, because a detailed
statement of the clause was requested, the Plaintiff submitted a detailed statement for the year 2016 AD,
and the movement during the year did not match the financial statements, and he also submitted a
statement of the balance of the last period for the year 2017 AD:in 2017 AD, the Taxpayer submitted a
statementindicating the balance ofthe firstand lastperiod only and did not provide the movementduring
the year, and the Taxpayer also submitted unclear daily entries, so the data submitted was not considered
and the firstor last period, whicheveris less, was added, and accordingly, the Authority's procedure in
addingthe balance of thefirstor lastperiodis confirmedas follows: the balancethatfell dueand was added
to the Zakatbase = SAR(210,159)therefore, the objection wasrejected on the basis of paragraph (5) of the
firstclause of the fourth article of the Executive Regulationsfor the Collection of Zakatand on the basis of
paragraph (3) of the twentieth article of the same regulations,and the Authority'saction to reject the clause
inthe absence of supportingdocumentswas supported by the decision of the Tax Appeals Committee No.
(1629) in 1438 AH, paragraph (1/b), and therefore the Authority maintains the validity and soundness of
its procedure and requests that its appeal be accepted and that the decision of the Adjudication Circuit in

the clause underappeal be overturned.

on Thursday, on:onMarch 14,2024 AD, the First Appellate Circuitfor Income Tax Violations and Disputes
held its session in the presence of all its members via video communication in accordance with the

proceduresofremote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules
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of Work of the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No.

(26040) dated 21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after
examiningthe contents of the case file, the Circuitdecided that the case has becomereadyfor adjudication
and issuing the decision on its subject matter, and since the Circuit found nothing to require the presence

ofthe parties to the case, the Circuitdecidedto close the pleading doorand reservethe casefor adjudication.

Grounds:
| Gownds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevant laws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

the Taxpayer's appeal is regarding the Taxpayer's appeal regarding the clause (differences in foreign
purchases), where the Taxpayer's appeal is to appeal the rejection by the Adjudication Circuit of his
objectionregardingthe disputed clause, ashe claimsthatthe Authority'sdefensesare inconsistent with the
linkage statement, which issummarizedin the value of whatwas added inthe linkage for the disputed year.
Based on paragraph number (3) of article (20) of the executive regulation for Zakat collection issued by
Ministerial Decision (2082) dated 1/6/1438 AHwhich stated that: "The burden of provingthe accuracy of
whatis stated in the Taxpayer's zakat declaration from clauses and any other data lies with the Taxpayer,
andifheisunable to prove the accuracy of whatis stated in his declaration, the authority may notapprove
the clause that is not proven accurate by the Taxpayer or may proceed with an estimated assessment
according to the authority's perspective in light of the circumstances and facts related to the case and the
information available to it." Based on the above, and uponreviewing the Taxpayer's appeal list, the Taxpayer
pointed outthe contradictionbetween the Authority's arguments, as whatwas addedto the linkage in the
issued linkage statementamounted to SAR (25,396) and whatthe Authority indicated in its response note
that what was added in the linkage amounted to SAR (45,430) while the Taxpayer stated that what the
Authority had to do was to add the profit from the purchase difference of SAR(33.080) to the Zakat base,
while the Taxpayer stated thatwhat the Authority had to dowasaddthe profitfromthe purchase difference
of,with reference to the Authority's response memorandum, itis clear from the calculation provided that
the value of the purchase differences to be added SAR (330,803) is greater than the linkage, so it adopts
what was added by the Authority in the linkage amounting to SAR (25,396) which leads the Circuit to
partially accept the Taxpayer's appeal and modify the decision of the Adjudication Circuit regarding this

clause.

with regard to the Authority's appeal regarding the (Miscellaneous Accrued Expenses) clause, the

Authority's appeal is to challenge the Adjudication Circuit's acceptance of the Taxpayer's objection
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regarding the disputed clause, claiming that the Taxpayer did not submit documents supporting his
objection. based onparagraph(5) of clause (1) of Article (4) of the Executive Regulations for Zakat Collection
issued by Ministerial Decision No. 2082 dated 01/06/1438 AH, which stipulates the following: "The zakat
base consistsofall the Taxpayer's assets subjectto zakat, including".5 - Governmentand commercial loans
and other sources of financing such as creditors, promissory notes, and overdraft accounts owed by the
Taxpayer according to the following: A- Whatremains of itin cash and has completed ayear. B- What has
been used to finance whatis intended for property acuisition. C- What was used in trade offers and has
passed a year on it." based on the text of Article 20, paragraph (3), which stipulates the following: "The
burden of provingthe accuracyof whatis stated in the zakatdeclaration of the Taxpayer regarding clauses
and any other data lies with the Taxpayer, and ifhe is unable to prove the accuracy of whatis stated in his
declaration, the authority may notapprove the clause thatis not proven by the Taxpayer or may impose an
estimated assessmentaccording to the authority's perspective in light of the circumstances and facts related
to the case and the informationavailable to it." Based on the above, the accrued expense balances are one
of the components of the Zakat base, provided that these balances have been turned around. A review of
the case file and the defenses and documents it contains shows that the Taxpayer did not submit the
detailed movement of the various accrued expenses in dispute to prove that the balance has not b een
turned around,butonly submitted the financial statements for the year 2017 AD showing the balance of the
beginningand the end of the period, since the regulator placed the burden of proving the validity of the
Zakatdeclarationson the Taxpayer, and since the Taxpayer submitted documents thatdid notsupport his
appeal, the Circuit concludes to accept the Authority's appeal and annul the decision of the Adjudication

Circuitregardingthis clause.

with regard to the Taxpayer's appeal regarding the remaining clauses atissue in the case, the Circuitis not
faulted for adopting the grounds for the decision under appeal without adding to them when it assesses
that these reasons donotcontain anythingnew, becausein upholding them, itis certainthatitd id notfind
any objections to the decision thatmeritaresponse beyondwhatis contained in these reasons, and since
this is the case and itis proven that the decision under appeal regarding the dispute regarding the clauses
under appeal was consistent with the valid reasons on which it was based and sufficient to carry its
judgmentas theissuing Circuitscrutinizedthe dispute and reached the conclusionitreached in its operative
part,and as this Circuitdid notobserve anyreason to appeal orcomment onitin light of the defenses raised
before it, this Circuitconcludes to rejectthe Taxpayer'sappeal and uphold the decision of the Adjudication
Circuit on the remaining clauses in the case With respect to the resultitreached, taking into account its

reasons.
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Decision:

First: Accepting the appeal procedurally from the Taxpayer/ Company.., commercial registration (),

unique number (...) The appeal submitted by the General Authority of Zakatand Tax against the decision of
the first Circuit regarding violations and disputes of income tax in Jeddah with number (1Z)-2022-2637)

issued in case number(Z-2021-87155) related to the zakatassessmentfor the year 2017.
Second: On the Merits:

1- Accepting the Authority'sappeal and canceling the decision of the Adjudication Circuitand rejecting the

Taxpayer's appealregarding the clause (Miscellaneous Accrued Expenses).

2- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (supplier receivables).

3- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (Workers'receivables).

4- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (salaries and wages due).

5- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (rents due).

6- Accepting the Taxpayer's appeal in partand amending the decision of the Adjudication Circuit regarding

the clause (differences in external purchases).
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Deductions from the Zakat Base




asjaallg duyallg aigsjll glall dolall ailodl
General Secrelarial of Zakat, Tax and Customs Commillees

DecisionNo. IR-2024-175065

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-175065

PrincipleNo.12

- Holding companies that provide loans to subsidiaries are entitled to deduct part of the loans
provided to the subsidiary from the Zakat base in an amountequal to the percentage of their

investmentin the subsidiary.

Facts
_ &

the appeal filed on 02/02/2023 AD, by ..., National ID No.(...), asan agentfor the appellant company under

power ofattorneyNo.(...),andthe appeal filedon 12/02/2023AD, by the Zakat, Tax and Customs Authority,
against the decision of the Second Circuit for Adjudicating Income Tax Violations and Disputes in Riyadh
(ISR-2022-1949)issued in Case No. (Z- 2021-68898) regardingthe Zakatassessmentfor 2018 AD, in the
lawsuitfiled by the company ...againstthe Zakat, Taxand Customs Authority, in whichthe decision of the

AdjudicationCircuitruled as follows:

First: Acceptance ofthe lawsuitprocedurally.

On the Merits:

1- Cancel the Defendant's action With respect to the share in the profits of subsidiaries.
2-Rejecting the claim regarding the retained earnings difference.

3- Dismiss the claim with respectto an clause requested by related parties.

this decision was not acceptable to the Taxpayer (Company .), so he filed a list of appeals, which was
reviewed by the Circuit. The Taxpayer's appeal is based on the clause (retained earnings difference). The
Taxpayer explains that the dividends are paid by a related partyin a company ... owned by a company ..
company... (40%) and ... (40%) and ... (20%), and that the former ...Former Holding Company owns ..
(100%), and thatthe statementoffinancial positionand Note (6) in the Taxpayer'sfinancial statements for
the year 2018 AD shows the payment of dividend receivables, which were paid by ... dividends paid by a
related party is the result of offsetting the balance of the related party liability with retained earnings. the
Taxpayer explains that the company's ... the company owns ... (100%) according to the Memorandum of

Association and that the amounts due from related parties (Company ...) (2018 AD Zakat assessment
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attached), in accordance with the ZakatRegulation in accordance with the equity rule, whichincludes the

addition of capital, statutory reserves, retained earnings and current account credit to partners, and
therefore the recommendationofabalance due to arelated party to a company ... this leads to zakatflexing,
and the amounts due from related parties (a company...) in order for the equation to be straight from the
accountingand legal pointofview, the required deduction fromthe Zakatbase mustbe deducted from the
Zakatbase, and he requests thathis appeal beacceptedand thatthe decision of the Adjudication Circuit be
reversed. this decision was not accepted by the appellant (Zakat, Tax and Customs Authority), so it
submitted an appeal list, which was reviewed by the Circuit, as the Authority's appeal lies on the clause
(profits of subsidiaries), as the Authority explainsthatitdeducted revenuesfrom subsidiaries inthe amount
of (164,146,941) riyals after reviewing the objection letter and its attachments, the Authority clarifies that
it has deducted this amount from the net profit as claimed by the Taxpayer and that the treatment of the
investmentis done in one of two ways: 1- Deducting the Taxpayer's share of the results of the invested
companiesfrom the adjusted profitand deductingthe investmentwith the beginningbalance of the period

to remove these resultsfrom the deducted investment.

2- No adjustmentto the adjusted profits and investment discount for the end-of-period balance, which
includes the Taxpayer's share of the results of the investee companies. it is noted that the Authority
processedthe investmentin the firstway, and requests thatits appeal b e acceptedand thatthe decision of

the Adjudication Circuiton the clauseunderappeal be reversed.

onMonday, March 18,2024 AD, the First Appellate Circuitfor Income Tax Violations and Disputes held its
sessioninthe presence ofits members,whose names are recorded in the minutes, via video conferencing
inaccordance with the proceduresfor remotevideolitigation; based on the provisionsof Article 15, Clause
1 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (257 11) and
dated: 08 /04 /1445AH, after reviewing the appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.

Grounds:
| Grounds: 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

inthe merits, and with regard to the Authority'sappeal on the clause (Profits of subsidiaries), and where the
Authority's appeal lies in its deduction of revenues from subsidiaries in the amount of SAR 164,146,941,

and based on Article (4) clause (1) paragraph (4a) of the Zakat Collection Regulation issued by Ministerial
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Resolution No.(2082) dated 1/6/1438 AH which stipulates that "The followingshall be deducted from the

zakat base:" 4- (A): Investments in establishments within the Kingdom — in partnership with others — if
those investments are subject to zakat collection under these regulations, if the investment in those
establishmentsis notsubjectto collection, itshall notbe deducted from the base.” Ther efore, Based on the
above, and by referring to the case file and the defenses and documents itcontains, itbecame clear to the
committee through the responses of the parties to the case that the dispute lies in adding the Taxpayer's
share in the profits of the subsidiary companies from the investment deducted from the zakat base, and
since the authority acknowledges thatithas deducted the Taxpayer'ssharefrom the results of the invested
companiesinthe amountof SAR(164,146,941) fromthe adjustednet profitand deducted the investment
with the opening balance to remove the effect of these results from the deducted investment, and by
referring to the declaration submitted by the Taxpayer for the yearin dispute, itis clear thatitadjusted the
adjusted net profit and deducted all the apparent revenues (the company's share in the profits of the
invested company) fromthe adjusted net profitand by the same amount, which indicates that the Taxpayer
adjusted and excluded the effect of these profits from the adjusted net profit, and therefore it is not
permissible to exclude them again from the investment balance in the zakat base, which leads the

committee to acceptthe authority's appealand cancelthe decision of the Circuitregarding this clause.

regarding the Taxpayer's appeal on the clause (Retained Profits Difference), where the Taxpayer's appeal
liesin notaddingthe retained profitsdifference,and based on paragraph (8) of clause (1) of Article (4) of the
Executive Regulations for Zakat Collection issued by the Minister of Finance Decision No. (2082) dated
01/06/1438 AH, which stipulates the following: "The Taxpayer's appeal is based on the retained profits
difference: "The zakatbase consists of all the Taxpayer's assets subject to zakat, including:" 8. The balance
of profits carried forward from previous years at the end of the year." Based on Article 20(3) of the Law,
which stipulates the following: "The burden of proving the correctness of the clauses and any other data
contained in the Taxpayer's Zakat declaration is on the Taxpayer, and in the event that the Taxpayer is
unable to prove the correctness of whatis containedin hisdeclaration, the Authority may notauthorize the
clause whose correctness is not proven by the Taxpayer or make a discretionary link according to the
Authority's viewin light of the circumstancesand facts related to the case and the information available to
it."Based onall ofthe above, andupon the Circuit's review of the case file and the defenses and documents
itcontains, it found that the company claims to deduct a dividend amount of (70) million riyals, and has
attached financial statements, bank statements, and a dividend decision of SAR (10,000,000)as for the
amount of SAR (60,000,000) upon reviewing the financial statements and documents, itis clear that it is
related to the year 2017 AD, as evidenced by the listof changes in shareholders'equity, where itturns out
that in 2017 AD, the distribution of profits during the period was approved in the amount of SAR
(100,000,000)as for what was distributed in cash last year SAR (40,000,000) only and the remaining SAR
(60,000,000) that the Taxpayer claims relates to the year in dispute, and with reference to the list of cash

flows, itbecameclearthatthe netcash used inthe activitiesthatwere discharged from the company as paid
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dividends appearedin the amountof SAR(70,000,000), which makes itclear thatthe Authority's action is

incorrect, which leadsthe Circuitto acceptthe Taxpayer's appeal and cancelthe decision of the Adjudication

Circuitin this clause.

with regard to the Taxpayer's appeal on the "Related Parties Required” clause and where the Taxpayer's
appeal is that the company ... owned by ... based on Article (4) Clause (Il) Paragraph (4a) of the Zakat
Collection Regulation issued by Ministerial Decision No. (2082) dated 01/06/1438 AH, which stipulates
that: "The followingshall be deducted from the zakat base:" 4- (A): Investments in establishments within
the Kingdom — in partnership with others — ifthose investments are subject to zakat collection under these
regulations, if the investment in those establishments is not subject to collection, itshall not be deducted
from the base.” Based on the above, the additional contributions made by the parentcompany to the
subsidiaries may be inthe form of an increase ininvestmentor loansto be repaidto the investingcompany,
and Based onthe above, and by reviewingthe case file and the defenses itcontains, itbecame clear to the
committee that the above clause represents loans provided by the company to the subsidiaries, therefore
the decisionissued to deduct the investment percentage is correct, and since the opinion of the tax and
zakatappeal judiciary has settled thatthe contributions made by holding companies to subsidiaries, which
representaloan (advances) provided to the subsidiary company, the Taxpayer(the lender) has the rightto
deduct part of the loans and advances provided to the subsidiary from its zakat base in proportionto its
investment in the subsidiary to which the loanwas provided because they are considered one entity, and
since the related party (Company...) is 100% owned by Company ... As shown in the financial statements
note No. (1) and in the decision of the partners to waive theirshares to Company (...) for investment, in
addition to the fact that by referringto note No. (6), itis clear thatthe Taxpayeris amember ofa group of
sister companiesthatare manageddirectly orindirectly by the partnersin the company, and by referring to
the company's articles of incorporation, this is evident, and therefore the Taxpayer requests to deduct the
required amountfrom the related party on the groundsthatzakatis paid on the amountin the related party
company (subsidiary), and by reviewing the documentsattached to the case file, the committee found that
the amountin the financial statements of Company (...) SAR (288,826,824)as it amended the finandial
statements for the previousyearand theamountthatthe Taxpayer claims to deduct SAR (293,934,874) and
considering that the due to a related party of a subsidiary company is treated as a loan from the parent
company to the subsidiary company and is deducted by the proportions of the parent company's ownership
inthe subsidiary company, and since the company ... the Circuitpartially accepts the Taxpayer'sappeal by
deducting the amount of SAR (288,826,824) as shown in the financial statements of ... And amend the

decision of the committee regarding this clause.
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First: Acceptance ofthe appeal procedurally, submitted by /... Company Commercial Registration No. ()

Distinctive Number (...), and the Zakat, Tax and Customs Authority, against the decision of the Second
Circuitto adjudicateincome tax violations and disputes in the city of Riyadh No. (ISR-2022-1949) issued in
Case No. (2-2021-68898)related to Zakatassessmentfor the year 2018 AD.

Second: On the merits:

1- Accept the authority's appeal and cancel the decision of the Circuit regarding the clause (profits of
subsidiary companies).
2- Accept the Taxpayer's appeal and cancel the decision of the Circuit regarding the clause (difference in

retained earnings).

3- Acceptthe Taxpayer's appeal partiallyandamendthe decision of the Circuitregardingthe clause (amount

due from related parties).
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DecisionNo. IR-2024-171504

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes b Riyadh Case No. Z-2023-171504

PrincipleNo.13

- TheTaxpayer has therightto deductanyincrease in assetsthatis offsetbya correspondingincrease

inliability or equity.

Facts
_ &

The submitted appeal was heard on: 26/01/2023 AD, from/..., National ID No. (...) in his capacity as a

director of the appellant company under the commercial registry, on the decision of the first Circuit for
adjudicatingincome tax violationsand disputes inthe city of Dammam No. (IZD-2022-2588) issuedin case
No.(Z-2021-73621)related to the 2015 AD Zakatassessment, in the casefiled by the appellantagainst the

Zakat, Taxand Customs Authority, in whichthe decision of the Adjudication Circuitruled as follows:
rejecting the Plaintiff's objectionin all the clauses atissue.

As this decision was not accepted by the Taxpayer (... company), he submitted an appeal list, which was
reviewed by the Circuit, where the Taxpayer's appeal lies on the clause (Investments for 2015 AD). The
Taxpayer explained thattheseinvestmentswerefinanced from the company's funds inlong-term (property
aquisition) assets for the purpose of realizing an annual return when distributing the profits of these
companies for this purpose. The company has the intention of these investments that they are assets
(technical) and notoffers (commerecial) according to the decision of the company's management, and there
isa written waiver from the partner and othersofthese investmentsthatare valid for the company, which
isafinal and final waiver thatgave the companythe full right to exerciseallits rights over these investments,
soitappeared inits financial statements and within itsnon-currentassets,and thatany copy of the proof of
ownershipis acceptable and not limited to the share certificate, but that the letter of waiveris one of the
basicpillars of proof of ownership, andthis is permissible legally if the regulation does notspecify the form
of proof of ownership. The ownership on the share certificate is notan absolute condition to allow the
deduction of investments even if the procedures for transferring ownership have not been completed for
substantial reasonsand justifications, one of which may be the cases filed againstthose companies by the
shareholders, as the purchase of these investments from the company's funds is essential evidence to prove

the company's ownership of them. This was supported by the decision of the Board of Grievances No.
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(188/D/A/4) of 1429 AH, which statesthat "since the obligationand amount of Zakatis a Shariaruling and

Sharia rulings are proven according to the truth of the matter and the reality of the situation without
changing thatfact In the official documents or not, so it is necessary to calculate the Zakat base of the
concerned company as the assetis owned by itand purchased from its funds, according to the foregoing,
which was stated in the fatwa of the Standing Committee for Scientific Research and Advisory OpinionNo.
(22644) dated 09/03/1422 AH, which confirmed that the assets used in the work must be allowed to be
deducted from the base even if they are not registered in the name of the company. as these investments
areinsharesin the capital of local Saudicompanies in closed jointstock companies (long-term investments
(property aquisitionassets) and nottrading sharestraded onthe stock market (trading offers) and appeared
in the financial statements within non-current assets according to accounting standards and there is no
conflictbetween accounting standardsand Zakat standards, and theseinvestments are Zakat fromanother
source inthe Kingdom, thatis, bythe invested companies, which arelocal Saudi companies registered with
the Authority. These companies submitted their audited financial statements and Zakatdeclarations, paid
the Zakat due on them, and finalized their Zakat status according to the audited financial statements and
Zakatcertificates submitted to the Authority, so how are the se funds and assets to be Zakated again from
our company inthe same Zakat period?itis not permissible to zakat the same amount twice in the same
zakat period, asitis not permissible to (bend in zakat) double in charity, which is prohibited in the saying
"Do not bend in charity.” This is also supported by the fatwa of the Council of Senior Scholars in the
Kingdom of Saudi Arabia No. (22665) his Eminence the Grand Mufti of the Kingdom wrote to clarify this
fatwa by his letter No. (3077/2) dated 08/11/1426 AH, which stated (Asfor whatyou mentioned that some
companies asked why the debts of the company are not counted in the Zakat base, the answer is that the
evidence of the obligation of Zakat is general and includes all Zakat funds there is no eviden ce to deduct
debts from this, nor does itentail the obligation of zakattwice in onemoney, because the creditorzakatizes
the money thathe owns and isin the debtor's debt, whilethe debtorzakatizes anothermoney that he owns
andisin his hand andcan dispose ofit,and thereis a difference between the money in a person'shandand
the money thatis in his debt). Thus, His Eminence's response confirmed that Zakat is obligatory for both
the creditorand the debtor, providedthatthe debtor did notspend the money, pay offthe debt, or transfer
itto whatis notobligatory for Zakat, because in this case he does notowe Zakaton this debt. also, Fatwa
No.(20452) dated 07/09/1415 AH. thisimpliesthatthe Taxpayer isobligated to zakatonly on the funds in
his possessionand employed in his activity. The cash used in these investments has left the company's
ownershipand possession and hasbecome partofthe funds and possession of the invested companies, so
itis not zakatable in our company butin those companies because it is part of their funds and not part of
our available funds. if the Authority did not recognize these investments as uses of the sources of funds
addedto the Zakat base and thus deducted them from the Zakatbase calculations, why ar e these rejected
investments notexcluded fromtheir sourcesof funding (equity and related parties), how comethe sources

offundingare fully addedto the base and the uses of thesesourcesare notdeducted, the objective bases of
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the Zakatbase in the calculationofall sourcesof funds and their usesand none of them are excluded, and

the Authority has supported in addition, the Permanent Committee of the Permanent Committee issued
Sharia Fatwa No. (22644) dated 09/03/1424 AH, which states: "What the company buys in terms of
investment property and the like for the purpose of usingitand not for the purpose of trading init s not
subjectto zakat." This is equal to whatis transferredand whatis not, as this does notaffect the proof of this.
The Authority's refusal to deductinvestments from the Zakatbase is also contrary to the text of the article
referred to by the Authority Article IV - Il - Paragraph (1) of the Executive Regulationsfor the Collection of
Zakatissued byRoyal DecreeNo. (M/40) dated 02/07/1405AH and Ministerial Decision No. (2082) dated
01/06/1438 AH corresponding to 28/02/2017AD, where Article IV, concerning the determination of the
Zakatbase, Clause (Il — Paragraph4(1),referred to the followingtext: - the following shallbe deducted from
the Zakat base:(1) - Investments in establishments inside the Kingdom in partnership with others if these
investments are subject to the Zakat levy according to the regulation. If the investment in these
establishmentsis notsubjectto the levy,itshall notbe deducted from the base.” Ourlocal investments in
Saudi companies are subjectto the Zakatlevy and the provisions of the referred article apply to them and
therefore they are deductible from the Zakat base. the Authority's Circular No. (2/8443/2/1) dated
08/08/1392 AH stipulates conditions for deducting investments, including the fact that they are not
acquired for trading or speculation and financed from the company'sfunds and their returns are induded
in the Zakat declaration, and therefore they are deductible from the Zakat base because the basis for the
financial eventlies in the availability of substantive documents supporting it and not the procedurality
financial event lies in the availability of substantive documents supporting this and not the procedurality,
and this is supported by some decisions of the General Secretariat of the Tax Committees, such as its
decision No. (1859) forthe year1439AH, in order to achieve the principle of justice because thereis a clear
rightin the company to acceptits deduction from the Zakat base. most of the invested companies are
troubled and have achievedlossesand have been sued by our companyand others,and no amounts have
been collectedor recovered fromthese investments, andthis is one of the mainreasonsfor nottransferring
ownership until now, so how can the company pay Zakat on an investment that achieved a loss on the

equity added to the baseinour company and againin those invested companies.

Regarding the Taxpayer's appeal regarding the clause (Land and Buildings for 2015 AD), the Taxpayer
explained that the Authority and the First Circuit refused to accept the deduction of land and buildings
(long-termtechnical assets purchased more than (5-10) years ago withoutany sale or trade as they are not
intended for sale from the Zakat base in violation of the Zakat Law and the Executive Regulations
amounting to SAR(12,032,125) and the Authority and the First Circuitdid notaccept the deduction of these
propertiesfrom the base onthe grounds thatthey are nottransferred in the name ofthe company and are
for personal use and notused in the company's activity, contraryto the Zakat Executive Regulation, which
emphasizes that fixed or non-current assets are an essential clause of the Zakat base in accordance with

Article 4, Clausell, Paragraph (1),andthe regulations pecifies two conditionsthe firstis to payits value from
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the company's funds and the secondis to be within the limits of equity, and these two conditions have been
metas they were financed from the company's fundsand cash available toitand mostofthem are used to
achieve the company's purposesand achieve its revenues,whether currently or in the future. Accordingto
the attached table, it was found that clause (1,2), whose value is respectively SAR (707,625) and SAR
(2,567,500) are real estate, i.e.Land and buildingtogether, and they were notmistakenly separated in the
accountsand are notland only and are used in the company'sactivity, as the firstis a villa for the residence
of the company's general manager.... In his capacity as an employee of the company registered with the
social insurance, and the second is the building of the company's branch headquartersin Jeddah, part of
whichis dedicatedto the residence of the branch manager .... In his capacity as anemployee of the company
and registered with the social insurance, i.e. Itis used in the company's activity and the realization of its
revenues, and the director of the company and the director of the Jeddah branch are employees of the
company and accordingto the Labor and Workers Law, which states that "the enterprise must provide
housingor housingallowance forits employees” and the company chose to allocate their ownhousing for
them as the law does notspecify the value, form or conditions of housing for workers, and the land of the
new Jeddah branch headquartersworth SAR(257,000) onwhicha fence has been erected, appeared as part
of the construction under implementation (SAR 43,000), on which a new headquarters for the Jeddah
branch will be built,i.e. Itis also dedicated to the company, its uses and the realization of its revenues from
its activity. Therefore, we hope to deduct the properties worth SAR(707,625), (2,567,500) SAR(257,000),
the law did not specify the form of documentary proof required to prove ownership, not jus t the deed, as
the letter ofassignmentis aformoftransferof ownershipandits proofandits appearancein the company's
records and financial statements supportsthatthese lands belong to the company, andthis is supported by
the decisions of the tax committees and legal opinions that the basis for proving and calculating Zakat
clauses is the objective and notthe proceduralaspect. The tax committees have recognizedin similar cases
thatthe availability of substantive and not proced uraldocuments is the basis for calculating zakat, and since
lands are fixed assets orinvestment properties (property aquisition assets), they are deducted from the zakat
baseifthey are transferred on the deed or notbecause the basis for calculating zakatis the intention of the
company, as they are property aquisition assets funded by the company's fundsand are fully utilized in its
operationalactivity and achievingits profitsand notfor personaluse, according to whatwas stated by the
Authority. Land valued at SAR8,757,000 is alsofinanced from the company'sfunds,they are alsofinanced
from the company's fundsand are long-termreal estate investmentassets (property aquisition assets) that
are not intended for sale and trade and are of the type of long-term real estate investments held by the
company forlong periodsand the company has recorded themin its accounts within its non -current assets
and has the intention to establish real estate investment facilities for the company for leasing and to
establish fixed assets on them intended as warehouses for use or offices for the company, and there is an
assignment in favor of the company there is a waiver in favor of the company for these lands and a letter

supporting the company'sintention to purchase these lands as fixed assets and real estate investments to
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achieve a monthly return and their appearance in its financial position as long-term assets supports this,

and therefore they are assets of the company and are intended for the company's use and realization o fits
currentor future revenues. The other thing isthatthere are otherequity and creditaccounts of the parmers
other than their currentaccounts payable, according to the FRA, that cover the value of these lands, namely
partner equity. The decisions of similar tax committees have supported the deductionofimmovable lands
to the extent of property rights and (not only the partners’ current account), as private property rights are
the sources of financing for these lands, so how can all sources of financing be added to the base and not
reduce the investmentaspects of this financing as deductions fromthe sources of financing, including fixed
assets (lands), so either the rejectedamountshouldbe reduced from property rights if the Authority insists
onrejecting these landsas deductionsfrom the base in exchange for the reduction of these lands fromthe
property rights and the partners' current account as sources of financingitis not permissible to "bend" in
charity, as all property rights are included in the base and the calculation of zakat on them is repeatedly
calculated by the Authority in the eventthatthey are rejected by the Authority, and thisis indicated in Sharia
fatwas, such as decision No. (20452) dated 07/09/1415AH and No. (23408) dated 18/11/1426 AH as itis
notpermissible to zakatthe sameamounttwice inthe same year oraddedto the deductiblelands, and also
emphasizes onceagain thatthe currentaccounts of the creditand debit partners in the financial statements
representone common accountforall partners because itis a solidarity companyand therefore the current
accountofthe creditorpartner.... The amount of SAR(108,337,186) is ajointaccountofall the joint partners
and notasingle partner, as well as the rest of the accounts of the debtor partners do not belong to each
partnerin hisownname butare also jointaccounts. Notbecause theyare separate accounts, butratherjoint
accounts registered according to the source of their deposit or withdrawal from the partners, but they
belongtoall partners because itis asolidarity company and there is no Adjudication between the right or
obligation of the partner appearing in the accounts and the rights and obligations of the other partners
because the responsibility is solidarity among them, so their joint current accounts are considered one
account,and therefore partofthis creditaccountbelongs to the partner ... And the partner... This covers the
value of the land registered in their name, and a reference to the fact that the determination of the Zakat
base by law requires the deduction offixed assets under the first conditions, the firstof which is proof that
the Taxpayer has paid the full value of their value, and the second is that the value is within the limits of
property rightsand the intention isfor the purpose of property aquisitionand not trading, andthis has been
achieved here, as this has not affected the net profit subject to Zakat as this did not affect the net profit
subject to Zakat, this was confirmed by the Authority's Circular No. (1173) on 12/07/1409 AH and the
Authority's Circular No. (1/2/8443) dated 08/08/1392 AH and No. (22644) dated 09/03/1424 AH This is
anestablishedand stable principle appliedto both Taxpayers and is consistentwith the Sharia rules on the
subject of capital gain subjectto Zakat. This confirms that these lands were purchased from the cash
available to the company, and this is in accordance with the Shari'ah fatwa, which states that "what was

made from revenues in the purchase of assets or spent by its owner in other than trade offers before the
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completion of the circulation, there is no zakatin it." In practical terms, the Zakat base in another form is
Zakatin equity minus all non-current assets or working capital, i.e. The difference between current assets
and currentliabilities how can fixed assets be added to the Zakatbase despite the fact that these assets did
not exceed the elements required for the base (property rights), and the legal opinion issued by the
Permanent Committee for Scientific Research and Fatwa No. (23408) dated 18/11/1426 AH, which states
thatwhatwas made from therevenues of the establishmentthatmustbe zakatable inthe purchase of assets
or its owner in non-trade offers before the completion of the Tawl, there is no zakat on it because it was
spentbefore the completion of the Tawl oniit. Also, one ofthe pillars of the Zakatbase is the deduction of
fixed assets and the like, regardlessof theirsize and type, as longas they representnon -currentassets and
helpin currentand future production, and these lands, evenifthe sukuk isnotregistered inthe name of the
company, are financed from the company's capital and its available cash funds, and the capital and other
property rights of the partners are worth more than these lands, and all these rights are subjectto Zakatin
the base the value of the partnersis greaterthan these landsand all these rights are subject to zakatin the
base,so how canitnotbe deductedfromitwhatwas used to buylands and the content of the legal opinion
No. (22644) dated 09/03/1424 AH whichstates that (whatthe company buys of property for the purpose
of useand notforthe purpose of tradinginitis notentitled to zakatand this is equal to whatis transferred
and not transferred ownership) the fatwa issued and the fatwa issued by the Standing Commiittee is that
whatthe company buys fromreal estate, cars andthe like for the purpose of use and notfor the purpose of
tradingis notsubjectto Zakat, and this is equal to whathas been transferred or not, as this has no effectas
longas these lands are within the limits of property rights and d o notrequire the transfer of ownership in
the name ofthe companytherefore, the Authority adopts in its Zakat assessments issued to most Taxpayers
to deduct the purchase payments of fixed assets from the Zakat base and before transferring their
ownershiponthe deed, asitis only requiredhere to prove thatthey are (property aquisition assets) owned
by the companyinany form,suchasaletter ofassignment, for example,and thatthey were paid from the
company's funds, and this hasbeen achievedin our case. Also, the principle of deductingfixed assets from
the Zakatbase is the essenceand notthe form as long as these propertieswere paid for with the company's
funds and there is an assignment of them to the company and they are property aquisition a ssets that
appeared in the company's records and financial statements as long term property aquisition assets
accordingto the accountingstandards andare notintended for trading wealso pointoutthatthe reason for
registering the sukuk in the name of the partnersis to facilitate the procedures for purchasing these lands
and obtaining construction and service licenses on them, and that the reason for not owning them is that
there are some procedural issues from some official authorities that prevented the transfer of ownership,
for example, a land worth SAR (257,000,00), which turned out to be sold more than once with the same
deed. Accordingly, the Taxpayer requests that his appeal be accepted and that the decision of the

AdjudicationCircuitregarding the clausesunderappeal be reversed.




ai8ynally duyrilly digill lal dolall ailo

General Secrelariat of Zakat, Tax and Customs Commillees

on Thursday, March 14,2024 AD, the First Appellate Circuitfor Income Tax Violations and Disputes met via
videoconferencein accordance with the proceduresfor remote videoconferencing; based on the provisions
of Clause No. (2) of Article Fifteen of the Rules of Work of the Tax Violations and Disputes Resolution
Committees issued by Royal Decree No. (26040) and dated: 21/04/1441 AH; after reviewing the appeal,
after examining the contents of the case file, and after deliberating according to the law, and as the Circuit
did notfind itnecessary forthe parties to the appeal to be present, the Circuitdecidedto closethe pleadings

and reserve the case for adjudication.

Grounds:
| Gounds 5

Upon reviewingthe case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordance with the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
because itwas submittedby a competentpersonand within the statutory period prescribed for conducting
it.

onthe subjectofthe Taxpayer's appeal regarding the clause (Investments for 2015), the Taxpayer's appeal
liesinthe appeal againstthe Circuit's rejection of his objection regarding the disputed clause, as he claims
that these investments were financed from the company's funds in long-term assets (property aquisition)
rather than trade offerings for the purpose of realizingan annualreturn when distributing profits. And based
on Article (4) paragraph (2) clause (4/A) of the zakat collection regulations issued by Ministerial Decision
No.(2082) dated 01/06/1438 AH, whichstated that: "The followingshall be deducted fromthe zakat base:"
4- (A):"Investments in establishments within the Kingdom — Participation with others - If those investments
are subject to zakat collection under these regulations, if the investmentin those establishmentsis not
subjectto collection, itshall notbe deducted from the base.” Based on the above, since two basic conditions
mustbe met for the investmentto be considered among the long-term investments that may be deducted
from the Zakatbase, namely the documented intention of the authorized person stating the intention of the
investment, and the absence of sales madeduring the year on these investments, where itis clear thatthe
dispute liesin the factthatthese investmentsare registeredin the names of the partners,and by reviewing
the documents attached to the casefile itis clear thatthe Taxpayer submitted declarations of relinquishing
these shares in the companies in which heis ashareholder (.., company .., company ...and company ..), in
additionto all payments made on these shares from the Taxpayer.inadditionto all the payments made on
these shares by the Taxpayer, as the Taxpayeris the one who financed these investments as he submitted
all the documents proving his payment for these investments, and since these investments affected the
Taxpayer's assets by increasing and were offset by financing the liabilities and property rights of the
company, as they were financed by the company and according to the accounting formula, any increase in

assets is offset by an increase in liability or property right and this increase affects the Zakat base, the
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Taxpayer has the rightto deductthe corresponding amount, which leads the Circuitto acceptthe Taxpayer's

appeal and cancelthe decisionofthe Adjudication Circuitregarding this clause.

with regard to the Taxpayer's appeal regarding the clause (Lands and Buildings for 2015), the Taxpayer's
appeal lies in the appeal against the rejection by the Adjudication Circuit of his objection regarding the
disputed clause, as he claimsthatitis a long-term (property aquisition assets) purchased several years ago
withoutbeingsoldortraded, soitis notintended to be sold fromthe Zakatbase. Based on paragraph (1) of
clause (Second) of article (4) of the Zakat Collection Regulation issued in 1438 AH, which states: "The
following shallbe deductedfrom the zakatbase:" 1- Fixed assets, includingthe following: The net value of
fixed assets (property aquisition assets) and any payments for purchasing fixed assetsand the value of spare
parts notintended forsale, providedthattheseassets are owned bythe Taxpayer(unlessthere is anobstacle
preventingthe transferof ownership) and thatthey are used in the activity.” Andbased on paragraph (3) of
article (20) of the executive regulation for zakat collectionissued by Ministerial DecisionNo. (2082) dated
1/6/1438 AH, which states: "The burden of proving the accuracy of what is stated in the Taxpayer's zakat
declaration regarding clauses and any other data lies with the Taxpayer, and if he is unable to prove the
accuracy ofwhatis stated in his declaration, the authorily may notapprove the clause thatis notproven to
be accurate as stated in his declaration, and the authority may notapprove the clausethatis notproven to
be accurate by the Taxpayer or may impose an estimated assessment according to the authority's
perspective in light of the circumstances and facts related to the case and the information available to it"
Based onthe above, itis clear thatitis permissibleto deductthe assets in the name of the partnersfrom the
zakatbase provided thattheseassets are usedin the activity with evidence presented thatjustifies the non-
transfer of ownership to the company. Upon reviewing the documents attached to the case file, itis clear
that the Taxpayer submitted declarations of the partners’ waiver of these lands to the Taxpayer, in addition
to all payments made by the Taxpayer to finance and purchase the assets as the Taxpayer is the one who
financed these assets, and all documents proving their payment. Since this clause has affected the
Taxpayer's assets by increasing and is matched by financing on the liabilities and equity side of the
company, as the financingwas from the companyand according to the accounting equation, any increase
in assets is matched by an increase in liabilities or equity, and this increase affects the zakat base, the
Taxpayer has the right to deduct what corresponds to it, which leads the circuit to accept the Taxpayer's

appeal and annulthe decision of the circuitregarding this clause.

with regard to the Taxpayer's appeal regarding the clause "Partners’ current debit difference for the year
2015 AD", wherein the Circuithas no faultin adopting the grounds for the decision under appeal without
addingto them whenitassessesthatthese reasons makeitunnecessary to introduce anything new, because
in supporting the decision with the content of these reasons, itis certain that the Circuit did not find any
objectionsto the decisionthatmeritaresponsebeyond whatis containedin these reasons,and whereinit

isestablishedthatthe decision under appeal regarding the disputed clauses asthe issuing Circuitscrutinized
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the dispute and reached the conclusion it reached in its operative part, and as this Circuit did not observe

any reason to appeal orcommentonitinlightofthe defenses raised before it, this Circuit concludes t o reject
the Taxpayer's appeal and uphold the decision of the Adjudication Circuit With respect to the outcome it

reached onthe clausesatissue in the case, bearingin mind its reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance ofthe appeal procedurally from the Taxpayer/ .., commercial registration (...) , distinctive
number (...) Against the decision of the first circuit for adjudicating income tax violations and d isputes in
Dammam with number (IZD-2022-2588) issued in case number (Z-2021-73621) related to the zakat

assessmentfortheyear 2015 AD.
Second: On the Merits:

1- The Taxpayer's appeal is rejected and the decision of the circuitis upheld regarding clause (parmers'

currentaccountdifference for the year 2015 AD).

2- The Taxpayer's appeal is accepted and the decision of the circuit is annulled regarding clause

(investments for the year 2015 AD).

3-The Taxpayer's appealis acceptedand the decision of the circuitis annulled regarding clause (landsand

buildings for the year 2015 AD).
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Decision No. IR-2024-1686611

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. Z-2023-168661

Disputes in Riyadh

PrincipalNo. 14

- Inthe eventof any dispute arising prior to the issuance of the Implementing Regulations of the

Zakat Collection Law in 1440H, the provisions of the Implementing Regulations issued in 1438H

shallapply.

Facts
_ &

the appeal filed on 10/01/2023 AD by the Zakat, Tax and Customs Authority (ZTA) against the decision of
the First Circuit for the Adjudication of Income Tax Violations and Disputes in Dammam City No. (IZD-
2022-2441) issuedin Case No.(Z-2021-65642) related to the Zakatassessmentfor the years 2015 AD to
2018 AD, in the case filed by the Taxpayer against the Zakat, Tax and Customs Authority, in which the

decision ofthe Adjudication Circuitruledas follows: The Taxpayer's claimwas filed againstthe ZTA:

1- Annulment of the decision of Defendant With respect to the 2015 AD and 2016 AD consumption

differences.

2- Cancelingthe Defendant's decision regardingthe netfixed assets clause forthe years 2015 AD, 2016 AD,
and 2018 AD.

3- Annulmentofthe Defendant's decisionregarding the travel ticketallowance for the year 2017 AD.

4- Annulment of the Defendant's decision regarding the travel ticket allowance - the component - for the

years 2015ADto 2018 AD.
5- Cancelingthe Defendant’s decisionregarding the retained earnings clause for 2017 AD and 2018 AD.

6- Annulmentofthe Defendant's decision regarding the clause of goods received withoutinvoices for the

year 2018 AD.

7- Cancelingthe Defendant's decision regarding the clause transferred to the statutory reserve for the years

2015ADand 2016 AD.

8- Provingthe end of the disagreementregardingthe Zakatallocation clause for 2015 AD.
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9- Proving the end of the dispute regarding the vacation allowance clause for the years 2015 AD to 2018

AD.

10- Provingthe end ofthe dispute regarding the inventory allowanceclausefor 2015 AD and 2016 AD.

11-Recognizingthe end of the dispute regardingthe dye allocation clauseand the differencein steel prices

forthe years 2017 ADand 2018 AD.

12- Recognizing the end of the dispute regarding the allowance for doubtful debts for the years 2015 AD,
2016 AD,and 2018 AD.

13- Confirmation ofthe end of the dispute regarding the legal expenses clausefor 2016 AD.

14- Confirmation of the end of the dispute regarding the trade creditors clause for the years 2015 AD to

2018 AD.

15- Recognizingthe end of the dispute regarding an clause due to related parties for the years 2015 AD,

2017 AD,and 2018 AD.
16- Provingthe end of the dispute regarding the accrued vacation expense balancefor 2017 AD.

17- Confirmation of the end of the dispute regarding the clause of advance payments received from

customers for the years 2015 AD to 2018 AD.

18- Recognizingthe end of the dispute regardingthe employee benefits clausefor 2015 AD and 2016 AD.
19- Proving the end of the dispute regarding other clausesaccruedfor the years 2016 AD to 2018 AD.
20- Recognizingthe end of the dispute regardingthe 2017 AD short-term loansline clause

21- Recognizingthe end of the dispute regarding the clause of profits on import differences for the years

2015ADto 2018 AD.
22-Recognizingthe end of the dispute regardingthe clause of proposed dividends for 2018 AD.

as this decision was not accepted by the appellant (Zakat, Tax and Customs Authority), itfiled a list of

appeals, whichincluded the following:

the Authority objects to the decisionof the Appealed Decision, claiming thatwith regard to the clause (Net
Fixed Assets for 2018 AD), the Circuit issuing the Appealed Decision annulledthe Authority's action based
on the principle of non-retroactivity of laws and that laws and regulations are not applied retroactively
unless otherwise stated. The Authority states that the Taxpayer submitted his return and deducted the
balance of netfixed assets according to the depreciation method usingthe decreasing premium, while the
Authority did the linkage on the Taxpayer and deductedthe assets according to the balanceincluded in the
financial statements in examining the objection, the Authority maintained its view that the Taxpayerisa

Zakat Taxpayer, and with reference to the yearreferred to, itis clear that the details of the balance of the

88
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assets are as explained in the Authority's reply memorandum, and as for the Circuit's reasoning that the

regulation wasissuedafter the submissionofthe Taxpayer'sdeclaration the Authority responds thatthis is
incorrect, as the Defendant submitted its declaration for the year 2018 AD on 09/17/1440 AH and the
Regulation was issuedon 01/06/1438 AH, meaningthatthe treatmentofthatclaus e for thatyear mustbe
an application of the Regulation in accordance with paragraph (Il) and Article (4) paragraph (11/1). with
regard to the clause (Retained Profits for 2017 AD and 2018 AD), the Authority claims thatit linked the
Taxpayer to add the retained profits to the Zakat base for 2017 AD and 2018 AD in the amount of
SAR(17,162,355) and SAR(18,355,648) respectively,648 riyals, respectively, representing the balance of the
firstperiod because the Taxpayer did notprovide documentary proof of the distribution based on Article 4,
paragraph (I/8) of the Executive Regulations for Zakat Collection issued by Ministerial Decision No. (2082)
dated 01/06/1438 AH, nor did the Taxpayer provide documentary proof of the distributions during the
objection stage, represented by the partners' decision to distributetherefore, based on the abovearticle, the
Taxpayer's objection was rejected, and the Circuit canceled the Authority's action due to the Defendant's
submission of the supporting documents. Accordingly, the Authority reviewed the case papers, induding
dividend distributions in the amount of SAR(2,500,000) for the year 2017 and SAR(250,000 )for the year
2018 AD, and where the Taxpayer provided supporting documents showing their distribution before the
turn of the lunar calendar,which means thatthe Authority believes that the distributionsshould be accepted
accordingto the supported distributions of SAR(2,500,000)for the year 2017 AD and SAR(250,000) for the
year 2018 AD, as for the remaining amount, the Taxpayer did not prove the submission of these profits,
whichshouldbe added to the Zakatbase asdetail edin the Authority's reply note. the Authority also objects
to the clause (statutory reserve for 2015 AD and 2016 AD), and therefore, the Authority requests the
reversal of the decision of the Adjudication Circuit on the clauses under appeal for the above -mentioned

reasons.

onSunday, February 18,2024 AD, the First Appellate Circuitfor Income Tax Violations and Disputes held
its session in the presence ofall its members viavideo conferencing in accordance with the procedures of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the
contents of the case file, and where the Circuit found nothing to require the presence of the parties to the
appeal, the Circuit decided that the case has become ready for adjudication and issuing a decision on its

subject, so the Circuitdecided to close the pleading door and reserve the case for adjudication.

Grounds:
| Gouwnds 5

Upon reviewingthe case documents and the appeal listsubmitted by the Authority, the Circuitfound that

the conditionsfor considering the appeal procedurally are metin accordancewith the conditions stipulated

in the relevant laws, regulations and decisions, which means that the appeal request is accepted
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procedurally, asitwas submitted by a personwith standing,and withinthe statutory period pre scribed for

its conduct.

onthe merits of the Authority's appeal regarding (NetFixed Assets for 2018 AD)whereas, its appeal lies in
the fact that the Taxpayer submitted his return and deducted the balance of net fixed assets according to
the depreciation method using the decreasing premium, while the Authority linked the Taxpayer and
deducted the assets according to the balance included in the financial statements, and the Authority
adhered to its viewpoint when studying the objection as a Zakat Taxpayer, and that the Defendant
submitted his return for 2018 AD on09/17/1440 AH and the regulation was issued on 01/06/1438 AH,
meaning thatthe treatmentofthatclause forthatyearshouldbeinaccordancewith the regulation. Where
paragraph 1(/Second) of Article (4) of the executive regulation for the collection of Zakat issued by
Ministerial Decision (2082) dated 1/6/1438 AH states: "The following shall be deducted from the zakat
base:" The netvalue of fixed assets (property aquisition assets) and any payments for the purchase of fixed
assets, and the value of spare parts not intended for sale, provided that these assets are owned by the
Taxpayer - unless thereis an obstacle preventing the transfer of ownership - and thatthey are used in the
activity." And where paragraph (2) of Article (7) of the executive regulation for the collection of Zakatissued
by Ministerial Decision (2082) dated 1/6/1438 AH states: "Fixed assets are depreciated according to the
straight-line method, and their depreciation rate is as follows: ..". Based on the above, and since the
authority's appeal revolves around whatwasstated in the circuit'sreasoningthatthe regulation was issued
after the Taxpayer submitted their declaration, the authority respondsthatthis isincorrectas the Taxpayer
submitted their declaration for the year 2018 AD on 17/09/1440 AH and the Zakatregulation was issued
on 01/06/1438 AH, meaning that the treatment of that clause for that year should be in accordance with
the regulation as stated in Article Seven paragraph (Second) and Article Four paragraph (Second/1) of the
executive regulation for the collection of Zakat. Upon reviewing the case file and the defenses and
documents itcontains,itis clearthatwhatthe authority referred to is correctas theyear ofdispute is 2018;
therefore, the executive regulation for the collection of Zakat issued by Ministerial Decision (2082) dated
01/06/1438 AH should be applied, which leads the circuit to accept the authority's appeal and cancel the

decision of the circuit regarding thisclause.

with regard to the Authority's appeal regarding the clause (Retained Dividends for the years 2017 AD and
2018 AD), its appeal lies in reviewing the case documents, including dividends of SAR(2,500,000) for the
year 2017 AD and dividends of SAR(250,000) for the year 2018 AD, where the Taxpayer provided
supporting documents showing their distribution before the turn of the lunar calendar, so the Authority
believes that the distributions should be accepted accordingto the supported distributions, as for the
remainingamount, the Taxpayer did notprove the submission of these dividends, which should be added
to the Zakatbase. And since paragraph (8) of clause (First) of Article (4) of the executiveregulationsfor the

collection of Zakatissued by the Minister of Finance's decision No. (2082) dated 01/06/1438 AH stated:
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"The zakat base consists of all the Taxpayer's assets subject to zakat, including:" 8 - The balance of carried

forward profits from previous years at the end of the year." Based on the above, and where the Authority
'sappeal lies on the Circuit's decision to cancel the Authority's action due to the submission of supporting
documents by the Defendant, and after reviewing the casefile andthe defensesand documents it contains,
itappears thatthe Taxpayer hassubmitted documents provingthe distribution of profits before the turn of
the lunar calendar in the amount of SAR(2,500,000) for 2017 and SAR(250,000) for 2018 AD,as for the
remainingamountof SAR 14,662,355 for 2017 AD and SAR 18,105,648 for 2018 AD, the Taxpayer did not
prove the submission of these profits, which mustbe added to the Zakat base, which concludes that the
Circuitpartially acceptsthe Authority's appeal and modifiesthe decision of the Adjudication Circuitin this

clause.

whereas, with regard to the Authority's appeal regarding the clause (statutory reserve for the years 2015
ADand 2016 AD), and afterthe Circuit'sreflection Onthe meritsof the dispute, and after the Circuit'sreview
of the Authority's appeal, and where the Circuit may adoptthe grounds for the decision under appeal
withoutaddingto them whenitdeterminesthatthese reasons makeitunnecessary to introduce anything
new, becausein supporting the decisionwith whatthese reasonscontain,itis certain thatithas notfound
any objectionsto the decision thatmeritaresponse beyondwhatis contained in thosereasons, and where
thisis the case and itis proven thatthe decision under appeal regardingthe disputed clause was consistent
with sound reasonsthatitwas based on and sufficientto carry its judgmentthe issuing Circuitscrutinized
the dispute and cameto the conclusionitreachedinitsoperative part,andwhere this Circuitfound that the
conclusionreached by the adjudication Circuitin its decision is correct and that the grounds on which it
based its decision are sufficientto supportthatdecision, and where this Circuitdid notnotice anythingthat
warrants censure or commentin lightof the defenses raised before it, which leads this Circuitto reject the
Authority's appeal and uphold the decision of the adjudication Circuitin this clause on the basis of its

reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Accepting the appeal procedurally from its submitter/ Zakat, Tax and Customs Authority, against the
decision of the first circuit to rule on violations and disputes regardingincome tax in Dammam with the
number (1ZD-2022-2441) issued in case number (Z-2021-65642) related to the zakat assessment for the
year 2015 AD.

Second: On the Merits:

1- Acceptance of the authority's appeal and cancellation of the decision of the circuit regarding the clause

(netfixed assets for the year 2018 AD).
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2- Acceptance of the authority's appeal partially and modification of the decision of the circuitregarding the

clause (retained earnings forthe years2017 ADand 2018 AD).

3- Rejection of the authority's appeal and upholding the decision of the circuit regarding the clause (legal

reserve for the years 2015AD and 2016 AD).
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Appellate Committee for Tax Violations and Disputes DecisionNo. IR -2024-168768

First Appellate Panelfor Income Tax Violations and
Case No. Z-2023-168768

Disputes in Riyadh

PrincipleNo.15

- Real estates under development are considered deductible from the Zakat base, provided that wo
conditionsare met: (1) adocumentedintentby the authorized person clarifying the intended purpose

ofthe properties,and(2) the absence of any sales transactions during the year recordedin the account

Facts
_ &

the appeal filed on 11/01/2023 AD, from ..., National ID No. (...) was considered as an agent for the

appellant company under power of attorney No. (...), on the decision of the First Circuit for Adjudicating
Income Tax Violations and Disputes in Jeddah Governorate No. (1Z)-2022-2489) issued in Case No. (Z-
2021-72424)related to the 2015 AD Zakatassessment, in the case filed by the appellantagainstthe Zakar,

Tax and Customs Authority,in whichthe decision of the Adjudication Circuitruled as follows:

1- Rejecting the Plaintiff'sobjection to the irregularity of openingthe link and amending the 2015 AD Zakat

return.

2-Provingthe end of the dispute over the clause of investmentlossesin (...).

3- Rejecting the Plaintiff'sobjection to the import profitclause (10%).

4- Rejecting the Plaintiff'sobjection to the allowance difference clause.

5-Rejecting the Plaintiff'sobjection to the payables, accruals,and other credits clause.
6- Rejecting the Plaintiff'sobjection to the real estate under developmentclause.
7.Reject the Plaintiff's objection to the phaselossclause.

since this decision wasnotaccepted by the Taxpayer (Company...), he filedalistof appeals, whichinduded

the following summary:

the Taxpayer disputes the decision of the Appeals Circuit, claiming thatwith regard to the clause "Real Estate
Under Development”, the Circuit's decision rejected the Taxpayer's request to deduct real estate under

development in the amount of SAR (12,539,621) on the grounds that the Taxpayer did not provide
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documents supporting the nature of the properties sold and that they represent assets acquired for the

purpose of developmentand notintended for saleand trade, makingitimpossible to verify the availability
of the property aquisition condition for the properties sold in dispute, the Taxpayer explained that the
financial statements and ownership documents prove that the properties have been held for ayearor more
and thatthe Zakatlaw is based on the Islamic Shari'ah, which requires the deduction of Zakat from the net
assets by adding the capital, reserves and rounded profits, and on the other hand deducting the money
invested in developingthe propertiesas fixed assets thatdo notrepresentinventory of goods butare fixed
assets and therefore mustbe deducted fromthe Zakat base, this opinion was supported by Appeal Decision
No. (10) of 1417 AH, approved by the Minister of Finance No. (3/7513) dated 01/7/1417 AH, which
confirmed that developed real estate represented in residential and commercial buildings and the lands
builtonthem may be deducted from the Zakatbase evenifthe intention changesto sale, as well as several
letters and circulars, so the Taxpayer requests to cancel the decision of the Circuit and rule to deduct real
estate under developmentin the amountof SAR(12,539,621) from the Zakat base. the Taxpayer also
objects to the clauses (irregularity of opening the link and amending the 2015 AD Zakatreturn), the clause
(10% import profit), the clause (difference in provisions), the clause (other receivables, payables and
credits), and the clause (loss carryforward), so the Taxpayer requests the reversal of the decision of the

Appeals Circuitfor the above reasons.

on Monday, January 29, 2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes met
via video conferencing in accordance with the procedures for remote video litigation; based on the
provisions of Clause No. (2) of Article Fifteen of the Rules of Work of the Tax Violations and Disputes
Resolution Committees issued by Royal Decree No. (26040) and dated: 21/04/1441 AH; after reviewing
the appeal, after examining the contents of the case file, and after deliberating accordingto the law, and as
the Circuitdid notfind it necessary for the parties to the appeal to be present, the Circuit decided to close

the pleadings andreserve the case for adjudication.

Grounds:
| Grounds 5

Uponreviewing the case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordancewith the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
becauseitwas submitted by a competent personand within the statutory period prescribed for conducting
it.

the Taxpayer's appeal regarding the clause (Real Estate Under Development) is based on the fact that the
financial statements and ownership documents prove that the properties have been in operation for one
year or more and thatthe Zakatlaw is based on the Islamic Shari'ah, which requires the deduction of Zakat

from the net assets by adding the capital,reserves and rounded profits, and deducting the money invested
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indevelopingthe propertiesas fixed assets thatdo notrepresentinventory of goods butare fixed assets and
therefore mustbe deductedfromthe Zakatbase. Where paragraph number (1) of clause (Second) of Article
Four of the executive regulation for the collection of Zakat issued by Ministerial Decision number (2082)
dated 01/06/1438 AH states: "The following shall be deducted from the zakat base:" 2- The Taxpayer's
capital constructions under construction whichare beingconstructedfor the purposeofusingthem in the
activity and not for the purpose of selling them." As stated in paragraph number (1) of clause (Second) of
Article Four of the executive regulation for the collection of Zakat issued by Ministerial Decision number
(2082) dated 01/06/1438 AH: "The following is deducted from the Zakat base: 1- Fixed assets, which
include the following: The netvalue of fixed assets (property aquisition assets) and any payments for the
purchase of fixed assets, and the value of spare parts notintended for sale, provided that these assets are
owned by the Taxpayer - unless thereis an obstacle preventing the transfer of ownership - and thatthey are
used intheactivity." Based on the above, and uponreviewing the case fileand the defenses and documents
itcontains;itis clearthatthe dispute lies inthe Taxpayer'srequestto deduct properties underdevelopment
from the Zakat base, and based on what was mentioned above; it is necessary to meet two essential
conditions for considering properties under development as clauses that can be deducted from the Zakat
base, which are the documented intention of the authorized person that clarifies the intention for these
properties and the absence of sales operations that occurred during the yearin question. Upon reviewing
the submitted documents, itis clear that the Taxpayer submitted land deeds and an account statement
extracted from the system and a detailed account statement which shows that there were no sales
movements duringthe year in question. As for what the authority indicated that it did not accept the
deduction of the clause due to the sale of those properties in the following year 2016 AD, and after
reviewing the financial statements for the year 2016 AD, it was confirmed that they were excluded and it
was confirmedto them thatthese propertiesare notintended for property acuisition butratherfor saleand
trade,yet the existence of a single sale movement for the clause does not affect as |ong as it has not been
proven to be related to sales operationsthatturn itinto trade offers. Therefore, since the Taxpayer submitted
the documents supporting theirobjection, the circuit concludesto acceptthe Taxpayer's appealand cancel

the decision of the circuitregarding this clause.

Regarding the remaining clauses subject to the lawsuit, there is no fault with the Circuitin adopting the
grounds of the decision under appeal without adding to them when it deemed that those reasons are
sufficientwithoutmentioning anything new, because in its endorsement of them with whatthose reasons
contained, itis confirmed thatit did not find in what was directed against the decision by way of appeals
anything thatdeservesaresponse with more than whatthose reasons contained. Sincethis is the case,and
itis established that the decision subject to appeal regarding the dispute concerning the clauses under
appeal came in accordance with the validreasonson whichitwas based and which ares ufficientto support
its judgment, as the Circuitthat issued itundertook to examine the essence of the dispute therein and

concluded regarding it with the resultit reached in its operative part. Since this Circuit did not observe
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anythingthatcalls for correctionor commentregardingitinlight of whatwas presented by way of defenses

raised before it, this leads this Circuitto rejectthe Taxpayer's appeal and uphold the Adjudication Circuits
decision subject to appeal in what it concluded as a resultin the remaining clauses subject to the lawsuit,

based onits grounds.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance ofthe appeal procedurally from the appellant, the company (...), commercial registration

(...), unique number (...). Against the decision of the first circuit for adjudicating violations and disputes of
income tax in Jeddah Province with number (1Z)-2022-2489) issued in case number (Z-2021-72424)

related to the zakatassessmentfor the year 2015 AD.
Second: On the Merits:

1- The appellant's appeal is rejected, and the decision of the Adjudication Circuit regarding the clause

(illegality of openingthe assessmentand amending the zakatdeclaration for the y ear 2015AD) is upheld.

2-Theappellant'sappealis rejected, and the decision of the Adjudication Circuitregarding the clause (profit

fromimports at 10%) is upheld.

3- The appellant's appeal is rejected, and the decision of the Adjudication Circuitregarding the clause

(differencein allocations) isupheld.

4- The appellant's appeal is rejected, and the decision of the Adjudication Circuit regarding the clause

(creditors'accountsand other receivablesand creditbalances) is upheld.

5- The appellant's appeal is accepted, and the decision of the Adjudication Circuit regarding the clause

(properties under development) is canceled.

6- The appellant's appeal is rejected, and the decision of the Adjudication Circuit regarding the clause

(differenceinlosses carried forward) is upheld.
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024-170826

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-170826

PrincipalNo. 16

- Debtsshallnotbe deductedfrom the Zakatbase, unlessitis proventhatthey cannotbe collected .

the appeal was heard on 19/01/2023 AD from / (....) National ID number (...) as the statutory

<&

representative of the appellantcompanyaccording to the Board of Directors'decisionsubmitted in the case
file, and the appeal filed on 22/01/2023 AD from the Zakat, Tax and Customs Authority, against the
decision ofthe Second Circuitfor AdjudicatingIncome Tax Violationsand Disputes (ISR-2022-1804)issued
in Case No. (Z-2021-72656) related to the Zakat assessment for the years 2016 and 2018, in the lawsuit
filed by the Taxpayer against the Zakat, Tax and Customs Authority, in which the decision of the

AdjudicationCircuitruled as follows: Zakat, Taxand Customs:

Defendant/Zakat, Tax and Customs Authority, procedurally.
Second: On the Merits:

rescind the Defendant's action With respect to the 2016 AD accrued airfare allowance, as set forth in the

Reasons.
dismissthe claim With respectto the 2018 AD salary differential for employees.

revoke the Defendant's action With respect to the 2016 AD and 2018 AD balances due to government

entities, as stated in the grounds.
dismissalof the claim With respectto the 2016 AD and 2018 AD balances owed by customers.
dismissthe claim With respectto the related parties clauseowedfor 2016 AD and 2018 AD.

since this decision was notaccepted by the parties, each ofthem filed alistofappeals, whichincludedthe

following:
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with regard to the Taxpayer's appeal against the decision of the Adjudicatio n Circuit, his appeal lies in the

clause (Balances due from customers for the years 2016 AD and 2018 AD) that his objection lies in not
deductingthe debitbalancesdue from customers in the amount of SAR(31,553,125) for the year 2016 AD
and SAR(38,981,180) for the year 2018 AD due to the fact that the Zakat Executive Regulations did not
stipulate the deductionof debitbalances due from customers fromthe Zakatbase, The Taxpayer explained
that the Authority confused between debit balances that can be collected and debit balances that are
unlikely to be collected (bad debts), as confirmed by fatwas Nos. (9069) and (20977) and the Executive
Regulations confirmed that debts thatare not likely to be collected are not subject to Zakat until they are
collected, and thatwhatthe Taxpayeris askingforis notto impose Zakaton the balance of a customerthat
isunlikely to be collected, and explained thathe took all steps to collect these balances and was unable to
collecthimto date, as he was contracted with (an organization ....) on07/04/2010 AD to lease a complex
worth SAR(8,500,000) annually,and on May 2015 AD, the tenantstopped paying, and the company made
many communicationsand warnings to demand paymentfrom the tenant, anda case was filed against the
tenant to terminate the contract and a judgmentwas issued in favor of the company to terminate the
contracton 18/10/2017 AD, and the company obtained an execution order to evictthem on 11/04/2016
AD, and a case was filed againstthe institutionto claimthe duesamounting to SAR(43,500,000) and a final

judgmentwas issuedin favorofthe company for the amount, and the company hasnotbeen able to collect

date, the Taxpayer has taken all available measures to collect the amount to no avail, including legal
procedures until a court ruling was issued in his favor that the amount is due, and therefore the Taxpayer
requests the acceptance of the deduction of (31,553,125) SAR for 2016 and (38,981,180) SAR for 2018,
which represents the balance dueto the company from....., and confirms thatthe Taxpayer has not claimed
the deduction ofthe balancedue from.....beinga bad debtbut claiming a deduction fora debitbalance that
is unlikely to be repaid. the Taxpayer also objects to the clause (Employee Salary Difference for 2018 AD)
and the clause (Related Party Debtors for 2016 AD and 2018 AD), therefore, the Taxpayer requests the
reversal of the decision of the Adjudication Circuit on the clauses under appeal for the above -mentioned

reasons.

with regard to the Authority's appeal against the decision of the Adjudication Circuit, its appeal lies with
regard to the clause (Balances due to government entities for the years 2016 AD and 2018 AD) that the
receivables are governmental receivables in the sense that they are certain to be collected and are
consideredfrom trusted partiesand their ability to pay, and by reviewingthe financial statements, itis clear
thatthe amounts due to governmententitiesamountto SAR(31,090,805) for 2016 AD and SR (9.4) million
for 2018 AD and the amount due for more than one year from these amountsis SR (1,337,091) and (1. 2
million) riyals only, respectively.thismeans thatthe majority of these debtsare currentdebts and are repaid
in less than a year, as disclosed in Note No. (4) and (6) of the financial statements for the years 2016 AD

and 2018 AD, and therefore this debtis in the hands of a full debtor who is not procrastinating and the
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creditor (the Taxpayer) is able to collect his money, therefore, the Authority maintains the vali dity of its
procedure and requests the reversal of the Circuit's decision on the clauses under appeal for the above

reasons.

onThursday, February 15,2024 AD, the First Appellate Circuitfor Income Tax Violationsand Disputes held
its sessioninthe presence of all its members viavideo conferencing in accordance with the procedures of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the
contents of the casefile, the Circuitdecided thatthe case has become ready for adjud ication andissuing the
decision on its subject matter, so the Circuit decided to close the pleading doorand reserve the case for

adjudication.

.

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevant laws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

On the merits, with regard to the Authority's appeal regarding the clause (Balances due to government
entities for the years 2016 AD and 2018 AD), the Authority's appealliesin the factthat the receivables are
governmental receivablesin the sense thatthey are certain to be collected and are considered reliable and
capable ofrepayment, and by reviewing the financial statements, the Authority found thatthe majority of
these debts are current debts that are repaid in less than a year's time. whereas Fatwa No. 23408
(11/18/1426 AH) issued by the Permanent Committee for Scientific Research and Fatwaon debts owed by
governmentagencies stipulates that "Amounts owed to a person by any governmententity, if their payment
is delayed for any reason from that required entity, even if the right holder is aware of it, zakat is not
obligatory on him untilhe receives itand ayear passes afterits receipt, as stated in the Holy Quran:" (Fear
God as much as you can), and because zakat is a consolation, itis not obligatory on a person who cannot
collectitand has nothingin his hand.” Article 20, paragraph 3, states: "The burden of proving the accuracy
of whatis stated in the zakatdeclaration of the Taxpayer regardingclauses andany other data lies with the
Taxpayer, and if he is unable to prove the accuracy of what is stated in his declaration, the authority may
not approve the clause that is not proven by the Taxpayer or may impose an estimated assessment
according to the authority's perspective in light of the circumstances and facts related to the case and the
information available toit." based on the foregoing, and after reviewing the Authority's appeal regulations,

itis clear thatit did notacceptthe deduction of amounts owed by governmental entities, namely: - SAR
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(35,436,313)for 2016 AD and SAR(10,192,549) for 2018 AD. - abha Sports Club projectwith an amount
of SAR(2,126,777) for the year 2016 AD. - jizan Sports Club project with an amount of SAR(6,608,282) for

the year 2016 AD. - flood drainage projectin Al-Malqa and Hattin neighborhoods with an amount of
SAR(24,481,809) for the year 2016 AD. the total amount of SAR (68,653,181) for 2016 AD and SAR
(10,192,549) for 2018 AD. the Taxpayer argues that these amounts represent balances owed by the state
for projects that were contracted with government entities that he was unable to collect and that these
entities are stalling. Consideringthe facts of the dispute over the clause, itis clearthatitis limited to whether
or not it can be deducted and whether or not it represents a debt that cannot be collected, and since
government receivables are deducted from the Zakat base according to the settled fatwas if the amounts
cannotbe collected for reasonsbeyond the Taxpayer's control and notdue to negligence arising from their
non-compliance what can be verified is that these balances cannotbe collected from the entity by the
Taxpayer's submission of proof of his claim to these entitiesand that the defaultis notdue to him, but rather
dueto the defaultand procrastination of these entities in paying, which does notallow the deduction of the
clause,and where the Taxpayer did notsubmit proof of hisargume nts thatthese entities are procrastinating
in payingand alsodid notsubmitproof ofhis claimto theseentities to pay, which leadsthe Circuitto accept

the Authority's appealand annulthe decision of the Adjudication Circuiton this clause.

regarding the Taxpayer's appeal regarding the clause (Balances due from customersfor the years 2016 AD
and 2018 AD), and where his appeal lies that (..... organization) was contracted on 07/04/2010 to lease a
complex worth SAR(8,500,000) per year. On May 2015 AD, the tenant stopped paying and the Taxpayer
made many calls andwarnings to demand paymentfrom the tenant, and a case was filed against the tenant
to terminate the contractand a case was filed againstthe institution to claim the dues of SAR(43,500,000)
and a final judgment was issued in favor of the Taxpayer for the amount, but he could not collect the
mentioned amount until now. accordingly, the dispute between the parties lies in the resolution of
receivables owed by a company (.....) after reviewing the case file and the defenses and documents it
contains, itis clear that the Taxpayer submitted the lease contract for the apartment complex conduded
with (....) in 2010, the tenantalso delayed paymentand was notified of this, as well as the judgment issued
to terminate the contractin 2017 AD and the issuance of the judgmentin favor of the Taxpayer to hand
over the complexand execute the judgment, and the finaljudgmentthatobligatesthe company (....) to pay
the balance due andhasnotbeenable to collectthe amountto date.therefore, itis clear fromthe Taxpayer's
situation thathe has taken the necessary and available measuresto collectthe amount, as the groundsfor
hisinability to collectthe amountare beyond his control and nothis negligence, and since the principle is
thatall debts are not deducted from the Zakat base unlessitis proven that this debt cannot be collected;
therefore, itappears that the debtis on a procrastinating debtor and the outstanding balance cannot be
collected, which concludes the Circuitto acceptthe Taxpayer'sappeal and cancel the decision of the Dispute

AdjudicationCircuitin this clause.
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whereas, with regard to the Taxpayer's appeal againstthe remainingclauses atissuein the case, the Circuit

is notfaulted foradopting the grounds for the decision under appeal withoutadding to them, ifitassesses
that these reasons make it unnecessary to introduce anything new, because in supporting them with the
contentofthese reasons, itis certain thatitdid notfindany objectionsto the decisionthat merita response
beyond what s contained in these reasons as the issuing Circuit scrutinized the dispute and reached the
conclusionit reached in its operative part, and as this Circuit did not observe any reason to appeal or
commentonitinlightofthe defensesraised before it, this Circuit concludes to reject the Taxpayer's appeal
and upholdthe decision of the Adjudication Circuit With respect to the rest of the clauses in the case, bearing

inmind its reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurallyfrom the Taxpayer/(....), commercial registration (.....), unique

number (....) And the appeal submitted by the Zakat, Tax and Customs Authority, against the decision of
the second Circuitregardingviolations and disputes of incometax in Riyadh with number (ISR-2022-1804)
issued in case number (Z-2021-72656) related to the zakat assessment for the years 2016 AD and 2018
AD.

Second: On the Merits:

1- Acceptance of the authority's appeal and cancellation of the decision of the Circuit regarding clause

(amounts due to governmententities for the years 2016 AD and 2018 AD).

2- Rejection of the Taxpayer's appeal and upholding the decision of the Circuit regarding clause (salary

differences for the year 2018 AD).

3- Acceptance of the Taxpayer's appeal and cancellation of the decision of the Circuit regarding clause

(amounts due from customersfor the years 2016 AD and 2018 AD).

4- Rejection of the Taxpayer's appeal and upholding the decision of the Circuit regarding clause (related

parties with debts for the years2016 AD and 2018 AD).
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Appellate Committee for Tax Violations and Disputes DecisionNo.  CR-2024-231728

First Appellate Panelfor Income Tax Violations and
Case No. PC-2024-231728

Disputes in Riyadh

PrincipalNo. 17

- The Taxpayer has the right to deduct foreign investments from their zakat base, provided they
comply with the stated condition — namely, submitting audited financial statements from a
certified public accountant in the country of investment. This is for the purpose of calculating the
zakat due on those investments and remitting it to the Authority, thereby allowing the deduction

of suchinvestments from the zakatbase of the investing companyto avoid double zakat.

Facts
_ &

the appeal filed on 15/02/2023 AD, from .., National ID No. (.) was considered as the statutory

representative of the appellant company under its articles of incorporation, and the appeal filed by the
Zakat, Tax and Customs Authority on 16/02/2023 AD against the decision of the First Circuit for
Adjudicating Income Tax Violations and Disputes in Riyadh City (IFR-2022-2485) issued in Case No. (Z-
2021-80471)relatedto the Zakatassessmentfor the years 2017 AD and 2018 AD, in the case filed by the
Taxpayer against the Zakat, Tax and Customs Authority, in which the decision of the Adjudication Circuit

ruled as follows: Zakat, Tax and Customs Authority:

First:the decisionofthe Defendant, the Zakat, Tax and Customs Authority, against the Plaintiff, ... (unique
number...) relating to the clause of the plotofland registeredin the name of the partners for the year 2018

AD,whichisthe subjectofthe lawsuit.

Second: the decision of the Defendant, the Zakat, Tax and Customs Authority, againstthe Plaintiff, ...

(unique number...) related to the real estate investmentclause atissue in the lawsuit.

Third: rejecting the other objections of the Plaintiff/company ... (unique number...) on the decisions of the

Defendant/Zakat, Tax and Customs Authority related to the linkage atissuein the lawsuit.

since this decision was notaccepted by the parties, each of them filed alistof appeals, whichincludedthe

following:

with regard to the Taxpayer's appeal against the decision of the Adjudication Circuit, he claims that the
Circuit's decision indicated that the company did not provide the movement of the disputed loans and

accounts receivable to prove that they did not turn over, and never referred to the documents and
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explanations provided by the company, which are as follows: The Taxpayer's appeal relates to the clause
(Zakatbase for foreign investments for the year 2018 AD): The Circuit’s Decision didnotaddress, directly
orindirectly, the Sharia-based principlesrelied upon by the company inits method of calculatingzakat on
foreign investments, despite the fact that zakat is a form of worship and one of the pillars of Islam, the
collection of which — accordingto the Royal Decree — must be in accordance with the rules of Islamic
Sharia. The obligation of zakatis established — or negated — based on Sharia evidence from the Quran,
Sunnah, and scholarly consensus, prior to any accounting standards or tax laws. Zakatis notdueon capital
investments andassets held for long-term property acuisition; rather, itis due on the profits generated from
suchinvestments — noton the principal itself. This isfurther supported by fatwas issued by the Permanent
Committee for Scholarly Researchand Ifta, including Fatwa No. 18680 (Question 2) and FatwaNo. 19643
(Question 5), both of which state that when a company owns shares in other companies abroad with the
intent to hold them as long-term property acuisition, zakatis due only on the returns, which are then
deductible from the zakatbase, while no zakatis due on the principal of the investmentitself. In line with
this, the Explanatory Guide to the Zakat Collection Law, issued by the General Secretariat of Tax Committees
in Decision No. (IR-2020-61), confirms that zakat on long-term foreign investments is due on the profit
only, not the capital. However, the Circuit contented itself with requestingloan movement records and
creditor balances to confirm whether a full lunar year had passed over them — as requested by the
defendant (the Authority) — without considering that the investee company is an entity established in a
foreign country (Singapore), listed onits stock exchange, and its accounts are notdesignedto produce such
zakat-specificdisclosures, whichare notaregulatory requirementin thatjurisdiction. These companiesonly
prepare disclosuresandfinancial reports based onthe requirements of the Singaporean stock exchange and
governmental authorities, and they do not cooperate with requests from investors to produce reports or
disclosures thatdo notalign with local regulatory requirements. Furthermore, the Circuit’s Decision failed
to note that the company had already submitted audited financial statements related to this investment,
along with a zakat computation attested by a certified accountant. The Circuit's endorsement of the zakat
calculation made by the Authority — without regard to these facts — will resultin zakat being assessed
on assets where zakat is not due, which constitutes a violation of Sharia principles governing zakat
collection. Regarding the Taxpayer's appeal regarding the clause (lands and real estate registered in the
name of the partner forthe years2017 AD and 2018 AD), the Taxpayer explained thatthe Circuit's decision
referred to the failure to provide proof of the partner's payment of rents, and that the partner's current
account correspondingto these assets has been added accordingly and not b ecause he financed these
assets, and the Circuitdid nottake into accountthe points mentioned below: the decision did notaddress
that these properties arecredited againstthe partner's currentaccountpriorto 2017 AD, and this is proven
by the financial statements, as thereare no additionsto the properties registered in the name of the partner
during2017 AD and 2018 AD, and therefore these properties mustbe deducted as theyare withinthe limits

of the partner's currentaccount added to the base based on the decision of the Director General of the
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Authority No. (1413/1) and the decision of the Appeals Committees based on Circular 35/1 dated

02/03/1413 AH paragraph (18), the ownership of these properties was transferred in the name of the
company in 2020 AD, and the Authority and the Circuit were provided with the title deed proving the
transfer of ownership, as well as the lease contract for the year 2020 AD, and it is clear from this that the
Circuitwas incorrectin refusing to deductthisproperty fromthe Zakatbase based onthe above-mentioned
reasons, andtherefore the Taxpayer requests thatthe decision of the Circuit of Determination of the clauses
under appeal be overturned for the above reasons.this decision was not accepted by the Authority, so it
submitted a list of appeals, which was reviewed by the Circuit and included the following statement The

Authority requests thatits appeal be accepted andthatthe decision of the Appeals Circuitbe overturned.

on Thursday, on: 16/05/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held
its sessioninthe presence of its members whose names are written in the minutes, viavideo communication
inaccordance with the procedures of remote video litigation; based on the provisions of clause (1) of Artidle
15 of the working rules of zakat, tax and customs committees issued by Royal Decree No: (25711) and
dated: 08 /04 /1445 AH; after reviewing the appeal request, the pleadings submitted, and the papers and
documents contained in the casefile,and atthis session, the circuitreviewed the request for postponement
attached to the case file by the Authority. accordingly, the Circuit decided to accept the request and grant
the Authority a period of five working days ending on Thurs day, 23/05/2024 AD, and to grant the Taxpayer
a subsequent period of five working days ending on Thursday, 30/05/2024 AD, after which the writen
pleadings will be closed and the case will be submitted for deliberation and decision based on the
documents contained in the case file, and the Circuit will not accept any new documents or memoranda

submitted after the aforementioned date.

on Saturday, on:07/06/2024 AD, the First Appellate Circuitfor Income Tax Violations and Disputes held its
sessioninthe presence ofitsmemberswhose namesare written in the minutes,via video communication
inaccordance with the procedures of remote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (25711) and
dated: 08 /04 /1445 AH, after reviewing the appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.

on Tuesday, on:25/06/2024AD, the First Appellate Circuitfor Income Tax Violationsand Disputes held its
sessioninthe presence ofits memberswhose namesare written in the minutes,via video communication
inaccordance with the procedures of remote video litigation; based on the provisions of clause (1) of Article
15 of the working rules of zakat, tax and customs committees issued by Royal Decree No: (25711) and
dated: 08 /04 /1445 AH, after reviewingthe appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.
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Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

the Taxpayer's appeal relates to the clause (Zakat base for foreign investments for 2018), where the
Taxpayer's appeal lies in objecting to the decision of the Adjudication Circuit regarding this clause, as he
claims thatzakaton long-termforeigninvestments is on the profitand notthe principal of the investment
Based on paragraph (4/b) of clause (second) of Article (4) of the executive regulations for zakat collection
issued by Ministerial Decision No. (2082) dated 1/6/1438 AH, which states: "The following shall be
deducted from the zakat base:" Investments in establishments outside the Kingdom - in partnership with
others - provided thatthe Taxpayerincludes in their zakatdeclaration the zakatdue on these investments
according to the rules stipulated in these regulations and submits them to the authority, along with audit
accounts from a certified accountant in the country of investment, approved by the official authorities; if
they do not comply with calculating and submitting the zakataccordingly, itwillnotbe deducted fromthe
zakat base. Based on the above, and where the Taxpayer has the right to deduct foreign investment from
their zakat base, provided that they comply with what is stated, which is to submit to the authority audit
accounts from a certified accountant in the country of investment, in order to calculate the zakat due on
these investments and submititto the authority, and then deduct those investments from the invested
company's baseto avoid zakat evasion, and since the dispute overthis clause is a documentary dispute, and
it has become clear that the Taxpayer has submitted the financial statements of the company for the
disputed year 2018 and the invested company, as well as the calculation i ssued by a certified accountant
forthe zakatdue on foreign investments, which leadsthe circuitto acceptthe Taxpayer'sappeal and cancel

the decision of the adjudication circuitregardingthis clause.

regarding the Taxpayer's appeal regarding the clause (lands and real estate registered in the name of the
partner for the years 2017 AD and 2018 AD), and where the Taxpayer's appeal liesin objecting to the
decision of the Adjudication Circuit regarding this clause, as he claims to have submitted documents
supporting the transfer of ownership. Based on paragraph (Second/1) of Article (4) of the executive
regulation for zakat collection issued by Ministerial Decision number(2082) dated 01/06/1438 AH, which
stated that: "The following shallbe deducted from the zakatbase:" 1- Fixed assets, including the following;
Net value of fixed assets (property aquisition assets) and any payments for purchasing fixed assets, and the
value of spare parts not intended for sale, provided that these assets are owned by the Taxpayer — unless
thereis an obstacle preventing the transferof ownership —andthatthey areused inthe activity.” And where

the appellate committee established the permissibility of deducting the assets in the name of the partmers
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from the zakatbase, provided thatthese assets are usedin the activity with proof submitted, and since the
dispute over this clause is a documentary dispute, and after reviewing the case file and the documents it
contains, itappears that the Taxpayer has submitted the lease contract for the villa, a property inventory,
and a copy ofthe ownership deeds,and wherethe transfer of ownership to the company has been proven
.. (the Taxpayer), resulting in the Circuit's decisionto acceptthe Taxpayer's appealand annul the decision

of the AdjudicationCircuiton this clause.

regarding the Authority's appeal regarding the clause (the plotof landregisteredin the name of the parters
forthe year 2018 AD), and where Article (70) of the Sharia Procedure Law issued by Royal Decree No. (M/1)
dated 22/01/1435 AH stipulates that "The parties may request the courtin any case to record what they
have agreed upon in acknowledgment or settlement or otherwise in the case record, and the court shall
issueadocumentto thateffect," as stated in paragraph (1) of Article (70) of the executiveregulations of the
Sharialitigationlaw issued by the Minister of Justice's decision No. (39933) dated 19/05/1435 AH."If the
agreement takes place before the case is set, the content of the claim and the answer must be monitored
before the agreementis recorded, taking into accountthatthe origin of the case is within the jurisdiction of
the Circuit, even if the content of the agreement is within the jurisdiction of another court or Circuit,
provided thatthe merits of the case orsomeofitisamongthose agreedupon.” Based on the foregoing and
whereitwas provento this Circuitthe Authority'srequestto leavethe appeal asstated in the letter itissued
in the appended note, whichincludes the following: "The Authority informs the Honorable Circuit that it
has leftits appeal regarding the above-mentioned clause set outin the decision referred to, as well as the
proceduresresulting from the appeal of the Authority..." Therefore, the Circuitacce ptsthe abandonment of

the dispute.

with regard to the Taxpayer's and the Authority's appeal on the remaining clauses atissue in the case, the
Circuit has no fault in adopting the grounds for the decision underappeal without adding to them if it
determinesthatthese reasonsmakeit unnecessary to introduce anythingnew, becausein upholding them,
itis clearthatitdid notfind any objectionsto the decisionthatmeritaresponse beyond whatis contained
in these reasons, and since this is the case and itis proven that the decision under appeal regarding the
dispute regarding the clauses under appeal was consistentwith the validreasonson whichitwasbased and
sufficientto carry its judgmentsincethe issuing Circuitscrutinized the dispute and came to the conclusion
it reached inits operative part, and since this Circuit did not notice anything that warrants censure or
commentonitin |ight ofthe defensesraised beforeit, this Circuitconcludes to reject the Taxpayer'sappeal,
rejectthe Authority's appeal, and uphold the decision of the adjudication Circuit With respectto the rest of

the clauses inthe case, in accordance with its reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:
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First: Acceptance of the appeal procedurally from the Taxpayer/ Company..., Commercial Registration (..)

, Unique Number (...) And the appeal submitted by the Zakat, Tax and Customs Authority, against the
decision of the first circuit for adjudicating violations and disputes of income tax in Riyadh with number
(IFR-2022-2485)issued incase number (Z-2021-80471) related to the zakatassessmentfor the years 2017
ADand 2018 AD.

Second: On the Merits:

1- Accepting the withdrawal of the lawsuitregarding the authority's appeal on the clause (the piece of land

registered in the name of the partners for the year 2018 AD).

2- Rejecting the authority's appeal and upholding the decision of the adjudication circuit regarding the

clause (real estate investments for the year 2018 AD).

3- Accepting the Taxpayer's appeal and canceling the decision of the adjudication circuit regarding the

clause (the zakatbase for foreign investments for the year 2018 AD).

4- Rejecting the Taxpayer's appeal and upholding the decision of the adjudication circuit regarding the

clause (short-termloans for the year 2017 AD).

5- Rejecting the Taxpayer's appeal and upholding the decision of the adjudication circuit regarding the
clause (investmentsregisteredin thename of the partner (Prince Mohammed University) forthe years2017

ADand 2018 AD).

6- Accepting the Taxpayer's appeal and canceling the decision of the adjudication circuit regarding the

clause (landsand properties registered in the name of the partner for the years 2017 AD and 2018 AD).
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024-191197

First Appellate Panelfor Income Tax Violations and

. . . Case No. Z1-2023-191197
Disputes in Riyadh

PrincipalNo. 18

- Investments classified as long-term holdings (Qunyah) are considered deductible from the Zakat

base, provided that two conditions are met: (1) a documented intent by the authorized person
clarifying the purpose of the investment, and (2) the absence of any sale transactions during the

yearinvolving such investments.

Facts
_ &

The submitted appealwas heard on:29/03/2023 AD, from/...National ID number (..)inhis capacity as the

statutory representative (Chairman of the Board of Directors) under the Articles of Association of the
Appellant Company, on the decision of the Third Circuit for Adjudicating Income Tax Violations and
Disputes in Riyadh City (IFR-2023-600) issued in Case No. (ZI-2021-67494) regarding the Zakat
assessment for the years 2018 AD and 2019 AD, in the case filed by the Appellant against the Zakat, Tax

and Customs Authority, in which the decision of the Adjudication Circuitruled as follows:

First: Acceptance of the Plaintiff's objection/ Company ..., Commercial Register No. (...) on the decision of

the Defendant/Zakat, Taxand CustomsAuthority in terms of procedurality.

Second: On the merits: as follows:

1- Annulmentofthe Defendant's decisionregarding the life insurance clause for 2019 AD.
2.Modification of the Defendant's decision With respectto the non-discountingclause of ...

3- Annulmentofthe Defendant's decisionregarding the real estateinvestment clause "undevelopedland"
4-Rejectall other objections.

since this decision was not accepted by the Taxpayer (a company ... ), submitted a list of appeals that

included the following:

the Taxpayer challenges the decision of the Adjudication Circuit, claiming that with regard to the clause
(Investments at fair value through profit or loss for the years 2018 AD and 2019 AD), the appellant (the
Taxpayer) is requesting the annulment of the Circuit's decision on this clause, as it indicated that the

company discounted the investments as cash outflows and that the company's intention is for long -term
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investment purpose, as itindicated thatitis ... itis an established fund in the Kingdom and has indicated
thatthereisnosaleonit.inthe eventthatthe deduction of the disputed clauseis notaccepted, the company
calculated Zakat on the fund invested in it according to the approved financial statements, while the
response of the Defendant (the Authority) stated thattwo basic conditions mustbe metfor the investments
to be considered as property aquisition offers that are eligible for deduction from the Zakat base, namely
the documented intention of the authority holderthat clarifies the intention of the investment and the
absence of sales made during the year on those investments, and it became clear to the Circuit after
reviewing the documents related to the fund ofthe ... It is not Zakat-registered and the fund has a separate
financial liability from the issuing investmententity. He also demands thatthe Circuit's decision regarding
foreign investments be overturned, as it indicated that the investments represent property aquisition
offerings and the company's intention to hold them for long periods of time. It also indicated that it
calculated zakat on companies invested abroad within the limits of what was available to it from internal
dataand accounts andaccounts approved by a certified publicaccountant. As for some companiesinvested
abroad, it is practically difficultin many cases to calculate Zakat based on the accounts certified by a
chartered accountantfor several reasons,while the response of the appellant (the Authority) stated thatwe
inform Your Excellency thatafter reviewing the listof the Plaintiff'sappeal regarding foreigninvestments, it
was found that he accepted the the Authority's procedure. clause (Share in netloss of subsidiary), Clause

(Provision for losses of subsidiary), Clause (Socialinsurance difference), and Clause (Giftexpense).

onWednesday, 05/29/2024 AD, the FirstAppellate Circuitfor Income Tax Violationsand Disputes met via
videoconferencein accordance with the proceduresfor remote videoconferencing; based on the provisions
of Clause 2 of Article 15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees
issued by Royal Decree No. (26040) and dated: 21/04/1441AH; after reviewing the appeal, after examining
the contents of the case file, and after deliberating according to the law, and as the Circuit did not find it
necessary for the parties to the appeal to be present, the Circuitdecided to close the pleadingsand reserve

the case foradjudication.

Grounds:
| Grounds 5

Upon reviewingthe case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordancewith the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
because itwas submittedby a competentpersonand within the statutory period prescribed for conducting
it.

the Taxpayer's appeal regarding the clause (Investments at fair value through profit or loss for the years

2018 AD and 2019 AD) and where the Taxpayer's appeal is:
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a- Investments withinthe Kingdom, and based on paragraph (4/a) of Article (4) of the Executive Regulations

for the Collection of Zakat issued by Ministerial Resolution No. (2082) dated 1/6/1438 AH: "Investments
in establishments within the Kingdom - participation with others - ifthoseinvestments are subject to Zakat
collection underthis regulation, if the investment in those establishments is not subject to collectio n, it
cannotbe deducted from the base”,and based on paragraph(4) of Article (5) of the executive regulation for
Zakat collection issued by the Minister of Finance number (2216) dated 07/07/1440 AH which stated:
"Investments in an establishment within the Kingdom for non-trading purposes, if that establishment is
registered with the authority, and is subject to Zakat collection under the regulation. Andleased assets are
not considered financialinvestments in the commercial books of the lessor thatcan b e deducted from the
Zakatbase regardless of their classificationin the financial statements, nor areloans oradditional financing
or similar granted to the invested establishment considered investments that can be deducted from the
Zakat base”. Based on the above, and since two essential conditions must be met for considering
investments as property aquisition assets that can be deducted from the Zakat base, which are the
documented intention from the authorized person clarifying the intention of the investment, and the
absence ofany sales transactions during the year onthose investments, andsince thefund ... (Not registered
for Zakat), and the fund has a financial independence from the issuing investment entity, and since the
Taxpayer submitted the financial statements of the fund and calculated the Zakat (attached 2), it is
necessary for the circuitto accept the Taxpayer's appeal partiallyand amend the decision of the Appeals
Circuitto accept the investment deduction after the authority calculated the Zakat for the fund and the

Taxpayer paid the Zakat.

b. Foreign investments, and based on paragraph (4) (b) of clause (lI) of Article (4) of the Executive
Regulations for Zakat Collection issued by Ministerial Decision No. (2082) dated 01/06/1438 AH: "The
following shall be deducted from the zakatbase:" investments in establishments outside the Kingdom - in
partnership with others - provided that the Taxpayer calculates in his Zakat declaration the Zakat due on
these investmentsin accordancewith the rulesstipulatedin this regulationand submitsitto the Authority,
attaching audited accounts from a certified public accountantin the country of investment and approved
by the official authorities, ifhe does not committo calculatingand submittingZa kataccordingly,itwill not
be deducted from the Zakatbase," according to paragraph (5) of Article (5) of the executive regulation for
the collection of Zakatissued by Ministerial ResolutionNo. (2216) dated 07/07/1440 AH on:" investments
inan establishmentoutside the Kingdomfor non-trading purposes, providedthatthe Taxpayer pays Zakat
onthese investments to the Authorityundera certificate prepared in accordance with the provisions of the
regulation and certified by a chartered accountant licensed in the Kingdom, provided that the minimum
Zakat threshold for these investments is the Taxpayer's share of the net accounting profitincluded in the
financial statements of these investments, whether or notthe profitis distributed, if the Taxpayer does not
commit to calculate and pay Zakat accordingly, these investments shall not be deducted from the Zakat

base.”Based onthe above, and based onthe above-mentioned articles and where the Taxpayer is entitled
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to deductthe foreigninvestmentfrom hisZakatbase, provided thathe complies with the provisionsthereof,

whichisto pay Zakatundera certificate prepared in accordance with the provisions of the regulation and
certified by a licensed chartered accountant in the Kingdom in order to calculate the Zakat due on these
investments ifthe Taxpayer does notprovide the aforementioned, these investments will notbe deducted
from his Zakat base, and since the Taxpayer submitted his Zakat calculation and financial statements
without paying Zakat, the Circuit partially accepts the Taxpayer's appeal and modify the decision of the
Determination Circuitwith regard to the clause (Foreign Investments), which is necessary for the Circuitto

acceptthe Taxpayer's appeal.

whereas, with regard to the Taxpayer's appeal regarding the remaining clauses, the Circuitis not to be
faulted foradoptingthe groundsfor the decision underappealwithoutaddingto them, ifitdetermines that
these reasons make itunnecessary to introduceanything new, because in upholding the decisionwith the
content of these reasons, itis clear that the Circuit did not find any objections to the decision that merita
response beyondwhatis containedin these reasons, and because itis proven that the decision underappeal
regarding the dispute regarding the contested clauses was consistent with the valid reasons on which itwas
based, which are sufficientto carry its judgmentsince theissuing Circuitscrutinized the dispute and came
to the conclusionitreached inits operative part,and since this Circuitdid notnotice any reason to appeal
or commentonitin light of the defenses raised before it, this Circuit concludes to reject the Taxpayer's
appeal and upholdthe decision of the Adjudication Circuit With respectto the remaining claus es in the case,

bearingin mindits reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally, submitted by / ... Company Commercial registration (...,
unique number (...) Against the decision of the third circuit for adjudicating violations and disputes of
income taxin Riyadh with number (IFR-2023-600) issued in case number (Z1-2021-67494) related to the
Zakatassessmentforthe years 2018 AD and 2019 AD.

Second: On the Merits:

1- Regarding the Taxpayer's appeal on the clause (investments at fair value through profit or loss for the

years 2018 AD and 2019AD):

A- Accepting the Taxpayer's appeal partially and amending the decision of the Appeals Circuitregarding the

clause (investments within the Kingdom).

B- Accepting the Taxpayer's appeal and canceling the decision of the Appeals Circuit regarding the clause

(foreigninvestments).
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2- Rejecting the Taxpayer's appeal and upholding the decision of the Appeals Circuit regarding the dause

(shareinthe netlossesofthe subsidiary company).

3- Rejecting the Taxpayer's appeal and upholding the decision of the Appeals Circuit regarding the dause

(provision for losses of a subsidiary company).

4- Rejecting the Taxpayer's appeal and upholding the decision of the Appeals Circuit regarding the dause

(differenceinsocial insurance).

5- Rejecting the Taxpayer's appeal and upholding the decision of the Appeals Circuit regarding the dause

(giftexpenses).




asjaallg duyallg aigsjll glall dolall ailodl
General Secrelarial of Zakat, Tax and Customs Commillees

DecisionNo. IR-2024-170804

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-170804

PrincipalNo.19

- Thetaxpayerisentitledto deductthe investmentin asubsidiaryfrom theirZakatbase when Zakat

is calculated on the taxpayer’s share in that investment based on the subsidiary’s finandial

statements.

Facts
_ &

the appeal filed on 19/01/2023 from AD/... National ID number (...) inhis capacity as an agent for the
appellant company under power of attorney No. (...), on the decision of the Third Circuit for Adjudicating
Income Tax Violationsand Disputes inRiyadh (IFR-2022-6628) issued in Case No. (Z-2021-84200) related
to the 2019 AD Zakat assessment, in the case filed by the appellant against the Zakat, Tax and Customs
Authority, in which the decision of the Adjudication Circuit ruled as follows: Zakat, Tax and Customs

Authority:

First:accepting the objection of the Plaintiff/company ... (Commercial Registration No....) on the decision

of the Defendant/Zakat, Tax and Customs Authority from a procedural pointof view.
Second: On the merits:

1- Demonstrate the end of the dispute With respectto the clause (the company's share of investment

losses).
2-Rejectall other objections.

Since this decision wasnotaccepted by the Taxpayer (... Company), itfiledalistofappeals, whichinduded

the following:

the Taxpayer disputes the decision of the Appeals Circuit, claiming that with regard to the clause
“Investments in subsidiaries and associates for theyear2019 AD - Company ...", the Taxpayercomplied with
all the requirements of paragraph (Il) (b) of Article 4 of the Zakat Regulation.-the Taxpayer submitted the
financial statements for the year 2019 AD andthe Zakat calculation, stating thatthere isno Zakat duesince
he has a negative Zakat base, and confirming the correctness of his calculation of the investments to be

deducted from the Zakatbase for the disputedyear throughthe investmentsummary presentedin Exhibit




ay8jnallg duyllg dsgsjll glall dolsll ailodl
General Secretariat of Zakat, Tax and Customs Commiltees

No. (16).the Taxpayer claims thatthe decision of the Adjudication committee mentioned the existence of

sales operations onthe investment, which makesita trade offer, ignoring what was stated in the company's
claim sheetthatthere was no sale movementon the investmentfrom 2011 AD to 2019 AD, which means
that the purpose of property aquisition is for reading, and the compan ysubscribed to 200 thousand shares
in a company ... (The number of shares has remained the same since 2011 AD, except for the clearing of
shares by a Saudi company. the number of shares was reduced to 100,000, but this did not affect the
ownershipratio, i.e.the company'sownership percentage in the company did notchange. this transaction
did not take place with an external party as the absorption of losses through capital does not make this
investmenta "commerdial’investmentas no such commercial tran sactions took placeas presumed by the
Authority.the Taxpayer also objectsto the clauses (Investments in subsidiariesand associatesfor 2019 AD
-..-), (Investments available for sale for 2019 AD - Qatar Bank-), (Investments available for sale for 2019 -
..=), (Fairvalue reserve for 2019 AD) and (Accounts payable for 2019 AD), therefore, the Taxpayer requests

thereversal of the decision of the Appellate Circuitfor the above reasons.

on Wednesday, February 14,2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes
metvia videoconference in accordance with the procedures for remote videoconferencing; based on the
provisions of Clause 2 of Article 15 of the Rules of Work of the Tax Violations and Disputes Resolution
Committees issued by Royal Decree No. (26040) and dated: 21/04/1441AH; after reviewing the appeal,
after examining the contents of the case file, and after deliberating according to the law, and as the Circuit
did notfind itnecessary forthe parties to the appealto be present, the Circuitdecidedto close the pleadings

and reserve the case for adjudication.

Grounds:
| Grounds: 5

Uponreviewing the case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordancewith the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
becauseitwas submitted by a competentpersonand within the statutory period prescribed for conducting
it.

On the merits, and as for the Taxpayer's appeal regarding the clause (investments in subsidiaries and
associates for the year 2019 AD - acompany...),and where hisappeal lies thathe has complied with all the
requirements stipulated in paragraph (second) (b) of Article 4 of the Zakat Regulations, the Taxpayer
submitted the financial statements for the year 2019 AD and the Zakat calculation, and stated thatthere is
no Zakat due because he has a negative Zakat base, and confirms the vali dity of his calculation of the
investments that must be deducted from the Zakat base. Whereas paragraph (5) of Article (5) of the
executive regulation for the collection of zakatissued by Ministerial Decision No. (2216) dated 07/07/1440

AH states thatitshallbe deducted: "5-Investments inan establishment outside the Kingdom for non-trading
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purposes,provided thatthe Taxpayerpays zakat on these investments to the authority based ona certificate
prepared inaccordance with the provisions of the regulation and approved by alicensed accountantin the
Kingdom, with the minimum zakat base for these investments being the Taxpayer's share of the net
accounting profitstatedin the financial statements of these investmentswhether the profitis distributedor
not,and if the Taxpayer does notcomply with calculatingand payingzakataccordingly, theseinvestments
shall not be deducted from the zakat base." Based on the above, and upon reviewing the documents
submitted in the case file,and since the Taxpayer submitted the financial statements for the year ending
December 31,2019 AD, for the invested company and also submittedthe zakat calculation; therefore, the
Taxpayer is entitledto deductthe investmentofthe company ... from his zakatbase when calcula ting zakat
onthe Taxpayer's sharein this investmentaccording to its financial statements, which leads the committee

to acceptthe Taxpayer's appealand cancel the decision of the committee regarding this clause.

whereas, regarding the Taxpayer'sappeal regardingthe clause (Available for sale investmentsfor 2019 AD
- Company...), and where his appeal lies that there is no sale movement on the investment from 2011 AD
to 2019 AD, which means that the purpose of property aquisition is for reading, and the company has
subscribed to 200 thousand shares in a company ... (The number of shares has remained the same since
2011, with the exception of offsetting the shares by the company againstits accumulated losses, where the
numberofshareswasreduced to 100 thousandshares, butthis did notaffectthe ownership ratio. Whereas
paragraph (5) of Article (5) of the executive regulation for the collection of zakat issued by Ministerial
Decision No. (2216) dated 07/07/1440 AH states that it shall be deducted: "Inve stments in an
establishment within the Kingdom for non-trading purposes, if that establishment s registered with the
authority, and is subject to Zakat collection under the regulation. assets that are financially leased in the
commercial books of the lessor are not considered an investment to be deducted from the Zakat base,
regardless of their classification in the financial statements, nor are debit loans, supportive or additional
financing and the like granted to the investee organization considered an investmentto be deducted from
the Zakatbase." Based onthe above, and after reviewing the documents submitted in the case file and the
financial statements for the year in dispute, itis clear from Exhibit 5 that during 2011 AD, the company
subscribed to 400,000 shares, and during 2016 AD, the company's ownership was reduced to 200,000
shares in order to reduce the capital of the investee company (...) therefore, since the movement that
occurred ontheinvestmentdid notoccuras aresultof trading, itmustbe considered thatthis investment
is for the purpose of property aquisition,which concludesthatthe Circuitacceptsthe Taxpayer's appeal and

annuls the decision of the Adjudication Circuiton this clause.

Regarding the remaining clauses subject to the lawsuit, there is no fault with the Circuitin adopting the
grounds of the decision under appeal without adding to them when it deemed that those reasons are
sufficientwithoutmentioning anything new, because inits endorsement of them with whatthose reasons

contained, itis confirmed thatit did not find in what was directed against the decision by way of appeals
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anythingthatdeservesaresponse with more than whatthose reasons contained. Sincethis is the case,and

itis established that the decision subject to appeal regarding the dispute concerning the clauses under
appeal camein accordance with the validreasonson whichitwas based and which are sufficient to support
its judgment, as the Circuitthat issued itundertook to examine the essence of the dispute therein and
concluded regarding it with the resultit reached in its operative part. Since this Circuit did not observe
anythingthatcalls for correctionor commentregardingitinlight of whatwas presented by way of defenses
raised before it, this leads this Circuitto rejectthe Taxpayer's appealand uphold the Adjudication Circuits
decision subject to appeal in what it concluded as a resultin the remaining clauses subject to the lawsuit,

based onits grounds.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance ofthe appeal procedurally, submitted by /... Company Limited, commercial registration

(...),unique number (...) Againstthe decision of the third circuitfor adjudicating violations and disputes of
income taxin Riyadh with number(IFR-2022-6628)issued in case number (Z-2021-84200) related to the
Zakatassessmentforthe year 2018AD.

Second: On the Merits:

1- Rejecting the Taxpayer's appeal and upholding the decision of the committee regarding clause

(Investmentsin subsidiaries and associates for the year 2019 AD - Company ... -).

2- Accepting the Taxpayer's appeal and canceling the decision of the committee regarding clause

(Investmentsin subsidiaries and associates for the year 2019 AD - Company ...-).

3- Accepting the Taxpayer's appeal and canceling the decision of the committee regarding clause

(Investmentsavailable for sale for the year 2019 AD - Company...-).

4- Rejecting the Taxpayer's appeal and upholding the decision of the committee regarding clause

(Investmentsavailable for sale for the year 2019 AD - Bank....-).

5- Rejecting the Taxpayer's appeal and upholding the decision of the committee regarding clause

(Investmentsavailable for sale for the year 2019 AD - ...-).

6- Rejecting the Taxpayer's appeal and upholding the decision of the committee regarding clause (Fairvalue

reserve for the year 2019 AD).

7-Rejecting the Taxpayer'sappeal and upholding the decision of the committee regarding clause (Accounts

payable forthe year 2019AD).
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DecisionNo. IR-2024-188983

Appellate Committee for Tax Violations and Disputes
First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. /-2023-188983

PrincipleNo.20

- Ifthe investmentsinshares are held for long-term retention (Qunyah) and notforsale or trading,

they may be deducted from the Zakatbase.

<

the appeal filed on 16/03/2023 AD, from ..., National ID No. (...) was considered in his capacity as an

attorney under private legal entity license no. (...) In his capacity as an agent under the power of attorney
No.(...),and the appeal submittedon 19/03/2023 AD by the Zakat, Tax and Customs Authority,against the
decision of the Second Circuitforthe adjudicationofincome tax violationsand disputes in the city of Riyadh
No. (ISR-2022-113851) issued in Case No. (Z-2022-113851) related to Zakatbonds for the years 2019 AD
and 2020 AD, in the lawsuitfiled by the Taxpayer againstthe Zakat, Tax and Customs Authority, in which

the decision of the Adjudication Circuitstipulated the following:

First:accepting the lawsuitfiled by the Plaintiff/ Company .., Commercial Registration No. (..), againstthe

Defendant/ Zakat, Tax and Customs Authority, procedurally.

Second: On the Merits:

1- Cancel the Defendant'saction with respectto a distributable surplus clause for policyholdersfor the years

2019ADand 2020 AD.
2-Dismissingthe claim regardingthe long-terminvestments clause for the years 2019 AD and 2020 AD.
3- Dismissal of the claim With respectto the 2019 AD withholding tax provision.

4- Cancel the Defendant's action With respectto the clause of deferred underwriting costs for 2019 ADand

2020AD.

since this decisionwas not accepted by the Taxpayer (Company ...), he filed an appeal list, which was
reviewed by the Circuit, as the Taxpayer's appeal lies on the clause (long-term investments): a. Regarding
(investments in funds), the Taxpayer clarifies that (a fund ... - Box... - Box...) with reference to the nature of
the funds, itis clearthatthey are funds thatinvestin purchasingreal estate for the purpose of leasing itand

achieving periodicincomefrom leasing and distributing a specified percentage of notless than (90%) of the
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netannual profits of the fund in cash to the unit holders during the term of the fund, on a semi-annual or

quarterly basiseach year, thesefundsinvestin purchasing a large number of rental propertiesthat generate
rental income alarge number of rental propertiesthatgenerate rental income,and since these funds were
established to investin properties that generate rental income, the number of which are listed in the
attached table, and thereforethey are consideredto be property aquisition assets intended for rentand are
notinvestments based on flipping and trading and there is no sale of these properties, and whereas the
company....the Taxpayer claims a deduction for the value of the investmentin these fund's, and the terms
and conditions of the disputed fundsare attached, which confirmsthatthese fundsare for the rental of real
estate. the Taxpayer adds thathe provided the financial management's decision to investin the funds and
a copy of an account statement showing the balances of the units, and itis clear from the above that the
investmentintention was documented and that the company still holds its units in these funds, which
confirms the company's intention is to purchase units to hold them and invest for the long term. the
Taxpayer explainsthatthe investments in the stock marketare long-terminvestmentsand the Taxpayer has
proven theintention to investand thatthese shares have extendedfora period of more than one year and
most of them continue to date and that the dividends distributed from these shares are included in the
financial statementsand Zakat, in addition to the fact that these invested companies are Saudi companies
that are registered with the Authority and pay their Zakat to the Authority. he requests that its appeal be
accepted and the decision of the Adjudication Circuit be reversed. this decision was not accepted by the
appellant(Zakat, Taxand Customs Authority), which filed alistof appeals demanding thatthe decision o f

the Adjudication Circuitbe reversedand annulled.

on Thursday, April 25, 2024 AD, the First Appeals Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofitsmembers,whosenames are recorded in the minutes, via video communication
inaccordance with the procedures forremote video litigation; based on the provisionsof clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No. (25711) and
dated:08/04/1445 AH

when the parties were called, ..., National ID No. (...), appeared as an agent for the Plaintiff under Agency
No. (..), and Afnan Khalid Al-Wael (National ID No. ..), appeared as a representative of the
Defendant/Zakat, Tax and Customs Authority, under an authorization issued by the Deputy Governor of
the Zakat, Tax and Customs Authority for Legal Affairs under No. (..) on March 19, 1445 AH., the Circuit
reviewed the request for postponement attached to the casefile by the Authority. accordingly, the Circuit
decided to accept the requestand grant the Authority a period of five working days ending on Sunday,
05/05/2024 AD, and grant the Taxpayera subsequent period of five working days ending on Thursday,
14/05/2024 AD, after which the pleadings will be closed and the case will be submitted for deliberation
and decision, and the Circuit will not accept any new documents or memoranda submitted after the

aforementioned date. the nextsession willbe on 21/05/2024 AD to pronounce the decision.
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on Tuesday, 12/05/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its

sessioninthe presence ofits members,whose names are recorded in the minutes, via video conferencing
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Commiittees issued by Royal Decree No: (25711) and
dated: 08/04/1445 AH.; At the call of the parties, .., National ID No. (...), appeared as an agent for the
Plaintiff under power of attorney No. (..), and ... (National ID No. ...), as the representative of the
Defendant/Zakat, Tax and Customs Authority, under an authorization issued by the Deputy Governor of
the Zakat, Tax and Customs Authority for Legal Affairs No. (...) on March 19, 1445 AH., the Defendant's
representative was asked about what it would like to add, and it stated that it adheres to what was
previously submitted inthis case. whenthe Plaintiff'sagentwas presented with this information, hereplied
thathe was sticking to whathad already been submittedin this case. when the parties were asked what they
wished to add,they repliedin the negative, and since the caseis ripe foradjudicationin its currentstate, the

Circuitdecidesto closethe arguments andreserve the case for adjudication.

G ds:
O

Upon reviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

on the subject, regarding the Taxpayer's appeal on the clause (| ong-term investments): a- With regard to
(investments in funds), and where the Taxpayer'sappeal lies in the factthatthe funds are funds thatinvest
in purchasing real estate for the purposeofleasingitandachieving periodicincome fromleasing, and b ased
on paragraph (4/a) of Article (4) of the Executive Regulations for Zakat Collection issued by Ministerial
Resolution No. (2082) dated 01/06/1438 AH: "Investments in establishments within the Kingdom —
Participation withothers - If those investments are subjectto zakat collection under these regulations, if the
investment in those establishments is not subject to collection, it shall not be deducted from the base."
Based on the above, and the Circuit's review of the supplementary response memorandum s ubmitted by
the Authority, it appears that it argues that the Taxpayer does not have the authority to manage the
investment portfolio and therefore his intention from that investment cannotbe determined since the
decisiontosell orbuyisentirely dependenton the managementofthe second party, and upon reviewing
the case file and the Taxpayer's supplementary memorandum, and since the Taxpayer has provided
evidence ofthe intention of the investment, which confirms thatthe investmentislong-term foracquisition
purposes and this is supported by the absence of trading operations on these investments, and upon
reviewing Annex No. (11) itis clear to the Circuit that control over the investment portfolio in terms of

sellingandbuyingthe portfoliois in the handsof the investor sincethe work matchedthe intentionand the
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Taxpayer purchased the units with the intention of acquiring them, giving the authority to the portfolio

manager to manage them does notmeanthatthe intention is to trade, as the consideration isthe nature of
the fund and the absence of any speculationorsale, which leadsthe Circuitto acceptthe Taxpayer's appeal

and cancel the decision of the Adjudication Circuitwith regardto this clause.

b- With regard to (investments in shares) and wherethe Taxpayer'sappeal lies in his proof of his intention
to investand that these shares extended for a period of more than a year and most of them continue to

datebased on paragraph (4/a) of Article (4) of the Zakat Collection Executive Regulations issued by
Ministerial Decision No. (2082) dated 01/06/1438 AH, and based on paragraph (4) of Article (4) of the
Zakat Collection Executive Regulations issued by Ministerial Decision No. (2082) dated 01/06/1438 AH:
“Investments in establishments within the Kingdom — Participation with others - If those investments are
subjectto zakat collection under these regulations, if the investmentin those establishments is notsubject
to collection, itshall notbe deducted from the base.”" Based on the above, and upon the circuit's review of
the attached investmentportfolio statementin the Authority'slist, itwas found thatthe Authority indicates

a sale movement for the year 2019 on some stocks, which are: Moreover, the investment in the shares of
the company ... And the company... Andthe company ... [twas excludedin theyear 2020, while the attached

image from the Authority inits response memorandum does notclarify the buyingand selling movement
asitshows the balance atthe end ofthe period, the value of the share, and the balance of the value. Upon
the circuit's review of the attached documents, it was found that the Taxpayer submitted a detailed stock
movementschedule in the portfolio in Appendix No. (11), which shows thatthere was no sale movement
onthe stocks thatthe Taxpayer claimsto deduct, confirmingthatthe investments in the stocks areintended

for property aquisition and not for sale and trading, and thus they may be deducted from the zakat base,

which leads the circuitto acceptthe Taxpayer'sappeal and cancelthe decisionof the Circuitregarding this

clause.

with regard to the Authority's appeal on the clause (Deferred underwriting costs for 2019 AD and 2020 AD),
and where Article (70) of the Sharia Procedure Law issued by Royal Decree No. (M/1) dated 22/01/1435
AHstipulates that: "The parties may requestthe courtin any case to record whatthey have agreed upon in
acknowledgmentor settlementor otherwise inthe case record, and the courtshall issue a document o that
effect,” as stated in paragraph (1) of Article (70) of the executive regulations of the Sharia litigation law
issued by the Minister of Justice's decision No. (39933) dated 19/05/1435 AH."If the agreementtakes place
before the case is set, the content of the case and the answer must be monitored before the agreement is
recorded, takinginto accountthatthe origin of the case is within the jurisdiction of the Circuit, evenifthe
content of the agreement is within the jurisdiction of another court or Circuit, provided that the merits of
the case orsome of itisamong those agreed upon.” Based on the foregoing and whereitwas provento this
Circuitthat the Authority requested to leave the appealas stated in the letterissued by the Authority in its

reply memorandum to the Taxpayer's appeal which includes the following: "The Authority informs your
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Honorable Circuitofits requestto leaveits appeal on this specific clause and its agreement with the terms

ofthe decisionand requests your Excellencyto prove the end of the dispute.” Therefore, the Circuitaccepts

the abandonmentofthe dispute.

with regard to the Taxpayer's and the Authority's appeal on the remaining clauses, the Circuithas no fault
inadoptingthe grounds for the decision under appeal withoutadding to them whenitassessesthatthese
reasons make it unnecessary to introduce anything new, because in supporting them with the content of
these reasons, itis certain thatit did not find any objections to the decision that merit a response beyond
whatis contained in these reasons as the issuing Circuitscrutinized the dispute and reached the condusion
itreachedinits operative part,and as this Ci rcuitdid notobserve anyreasonto appeal orcommentonitin
light of the defenses raised before it, this Circuit concludes to reject the appeal of the Taxpayer and the
Authority and uphold the decision of the Adjudication Circuitin its conclusion on the remaining clauses,

based onthe groundsforthe decision.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance ofthe appeal procedurally, submitted by /... Company Commercial Registration No. (..
Distinctive Number (...), and the Zakat, Tax and Customs Authority, against the decision of the Second
Circuitto adjudicate incometax violationsand disputesin the city of Riyadh No. (ISR-2022-113851) issued
in Case No. (Z2-2022-113851) related to Zakatassessments for the years 2019 AD and 2020AD.
Second: Onthe Merits:

1- Rejecting the Authority'sappeal and upholding the decision of the Circuitregarding clause (distributable
surplus forinsurance policyholdersfor the years 2019 AD and 2020 AD).

2- Accepting the withdrawal of the dispute regarding the Authority's appeal on clause (deferred
underwriting costsfor the years 2019 AD and 2020AD).

3-Regarding the Taxpayer's appeal on clause (long-term investments):

A- Accepting the Taxpayer'sappeal and cancelingthe Circuit's decision regarding (investments in funds).
B- Accepting the Taxpayer's appeal and canceling the Circuit'sdecision regarding (investmentsin stocks).
4- Rejecting the Taxpayer's appeal and upholding the Circuit's decision regarding clause (the carried

forward balance of the withholding tax provision).
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Decision No. IR-2024-169938

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-169938

PrincipalNo.21

- Zakatis not due on amounts owed to the creditor by government entities when the delay in
collectionis attributable to the governmententities themselves, and notdue to the creditor’s own
negligence or failure to meet the standards and requirements set by the relevant gove rnment

authority.

Facts
L o

The submitted appeal was heardon: 15/03/2023 AD, from/the Zakat, Taxand Customs Authority, on the

decision of the Third Circuitto adjudicate income tax violationsand disputes inthe city of Riyadh No. (ITR-
2022-6038) issuedin Case No. (Z-2021-44289) related to Zakatassessmentfor the year 2017 AD, in the
lawsuit filed by the appellant against him against the Zakat, Tax and Customs Authority, in which the

decision ofthe Adjudication Circuitruledthe following:
First: Procedurally:

Acceptance of the Plaintiff's objection/ Company ... (Commercial Register No. ...), on the decision of the

Defendant/Zakat, Tax and Customs Authority.

Second: On the merits:

1-Modification of the Defendant'sdecision Withrespectto the "Paymentsfrom Customers” clause.
2- Annulmentofthe Defendant's decisionWith respectto the (governmentdebt) clause.

3- Rejecting the Plaintiff'sobjection regarding the clause (overcharged insurance difference).

this decisionwas notaccepted by the appellant(Zakat, Taxand Customs Authority), so itsubmitted a list of
appeals, which was reviewed by the Circuit, as the Authority's appeal is based on the clause (government
debts). The Authority explainsthatitdid notallow the deduction of governme ntdebts for the year2017 AD
from the Zakatbase because this clause represents receivables of the company from government agencies

and the clause is notone of the clauses thatare deducted fromthe base in accordance with the clause

secondly, Article 4 of the Zakat CollectionRegulationsstipulatesthatdebtzakatis to be paid as aprospective

debtand on a personwhois solvent, based on Sharia Fatwa No. 19643 dated 23/05/1418 AH, answer to
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the firstquestion, paragraph (6), whichstipulates"The debts thata company owesto its debtors on one or

more dates, regardlessof their terms,are subjectto zakatifthey are in the hands ofa debtor whois fulland
notprocrastinatingand the creditorisable to recoverhismoney." accordingly, the Taxpayer's objection was
rejected in accordance with this clause due to the validity of the Authority's procedure, which was upheld
by Appeal Decisions No. (1066) of 1432 AH and (1463) of 1436 AH. the Circuit did not ask the Taxpayer
forany detailed explanationto prove the validity of the Taxpayer's argument, and the Authority did not find
any documents attached in thisregard in anyway, whichmakesthe decision worthy of annulment, and the
Authority affirms thatthe Taxpayer's argumentbefore the Circuithas no validity becauseitis notbased on
evidence thatcan be relied upon.itis notclear to the Authority on whatbasis the Circuitrelied on the fact
thatthese documentsare related to the clause under appealand notothers, and whetherwha tthe Taxpayer
submitted to the Circuitis related to the year under appeal or not, as thiswas notclear fromit, and whether
the Circuitreviewedthe certification of the chartered accountantornot, andthe Circuitdid not explain how
this clause was reachedin a detailed accounting andlegal manner, which mustbe taken into consideration,
so the Authority affirmsthe correctness and integrity ofits procedure. sincethe Defendant's initial objection
lacked documentary proof of the clause under appeal, an explanation of how it was initially processed by
the Authority, proper accounting proof of this clause, and a detailed certification by the legal accountant,
Based on the above, the Authority rejected the Defendant's objection based onArticle (XX) parag raph (3) of
the Zakat Collection Regulation, which states: (The burden of proving the validity of the clauses and any
other data contained in the Taxpayer's Zakat declaration is on the Taxpayer, and in the event that the
Taxpayer is unable to prove the validity of the clauses in his declaration, the Authority may not authorize
the clause thatis notproven by the Taxpayeror make a discretionary link according to the Authority's view
in light of the circumstances and facts related to the case and the information available to it), so the
Authority maintains the validity and regularity of its procedure, andrequeststhatits appeal beaccepted and

the decision of the AdjudicationCircuiton the clause subjectto its appeal bereversed.

on Thursday, March 14,2024 AD, the First Appellate Circuitfor Income Tax Violationsand Disputes heldits
sessioninthe presence of its memberswhose namesare recorded in the minutes, viavideo conferencingin
accordance with the proceduresfor remote video litigation; based on the provisions of Article 15, Clause 1
ofthe Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No. (25711) and dated:
08/04 /1445 AH, after reviewingthe appeal request, the pleadings submitted, the papers and documents
contained in the case file, after deliberation, and since the case is ripe for adjudication inits current state,

the Circuitdecides to close the pleadings and reserve the case for adjudication.

Grounds:
| Grownds 5

Upon reviewingthe case documents and the appeal listsubmitted by the Authority, the Circuitfound that

the conditionsfor considering the appeal procedurally aremetin accordancewith the conditions stipulated

in the relevantlaws, regulations and decisions, which makes the appeal request procedurally ad missible
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because it was submitted by a competent party and within the statutory period prescribed for conducting
it.

On the merits of the Authority'sappeal on the clause (governmentdebts), and where the Authority's appeal
liesinits decisionnotto allow the deductionof governmentdebtsfor the year2017 AD from the Zakat base
because this clause representsreceivablesowedto the company from governmentagenciesand the clause
is notone of the clauses to be deducted fromthe base, and based on Fatwa No. (23408) dated 18/11/1426
AH issued by the Permanent Committee for Scientific Research and Fatwa on debts due from government
agencies, which stipulates the following: "Amounts owed to a person by any government entity, if their
paymentis delayed foranyreasonfromthatrequired entity, evenifthe right holderis aware of it, zakatis
notobligatoryon himuntilhe receivesitand a year passesafter its receipt, as stated inthe Holy Quran:" (So
fear Allah as muchas youare able), andsincezakatis aform of support, itis notobligatory fora person who
cannotcollectitand does not haveany ofitin theirhands."Basedon the above,itis clear to the committee
from the above legal fatwa that zakat is not obligatory on the creditor for the amounts due to them from
governmententitiesthatthey cannot collectdueto delays fromthe governmententitiesand notdue to their
own negligence or failure to complywith the standardsand conditionssetby the governmententity. Upon
reviewing the case file,itbecame clear to the committee thatthe Taxpayer did not provide evidence of their
claims to the government entities, and that the inability to collect the due amounts is a result of the
shortcomings of thatentity, whichleads the committee to accept the appeal of the authority and cancel the

decision ofthe Circuitregarding thisclause.

with regard to the Zakat, Tax and Customs Authority’s appeal on the clause "Advancesfrom Customers for
2017 AD", the Circuitis notfaulted for adopting the grounds for the decision under appeal without adding
to them when itassesses that these reasons do not contain anything new, because in supporting it with
what these reasons contain, itis certain that it did not find any objections to the decision that merita
response beyond whatis contained in these reasons, and because itis established that the decision under
appeal regarding the dispute regarding the disputed clausesthe issuing Circuitscrutinized the dispute and
reached the conclusionitreached in the operative part of its decision, and this Circuit did not notice any
reasonto appeal orcommentonitin Iightofthe defenses raisedbefore it, whichleadsthis Circuitto reject
the Authority's appeal and uphold the decision of the Adjudication Circuit on appeal With respect to the

resultitreached inthis clause, bearingin mind its reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal in the form of the appellant/Zakat, Tax and Customs Authority, against the
decision of the Third Circuitto adjudicate income tax violationsand disputes inthe city of Riyadh No. (ITR-

2022-6038) issued in CaseNo. (Z- 2021-44289) related to the Zakatassessmentfor the year 2017 AD.
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Second: On the merits:

1- The authority's appeal is rejected and the decision of the Circuit regarding the clause (advances from

customers for the year 2017 AD) is upheld.

2-The authority'sappeal isacceptedand the decision of the Circuitregarding the clause (government debts)

is canceled.
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DecisionNo. IR-2024-171190

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. Z-2023-171190

Disputes in Riyadh

PrincipalNo.22

- Adebtmay be deducted from the Zakat base if itis proven that the inability to collect the debt is

dueto delays by the other party, and notdue to any negligenceon the partofthe taxpayer.

Facts
_ &

the appealfiled on 24/01/2023 AD from/...National ID number (...) in his capacity as Vice Chairman of the

Board of Directors of the Appellant Company in accordance with the Articles of Association, the
appointmentdecision andthe commercial register,andthe appealfiledon 26/01/2023 AD fromthe Zakat,
Tax and Customs Authority (ZTA), against the decision of the First Circuit for Adjudicating Income Tax
Violations and Disputes in Jeddah Governorate No. (1Z]-2022-2569) issued in Case No. (Z-2021-82235)
related to the Zakat assessment for the year 2018 AD, in the case filed by the Taxpayer against the Zakat,

Tax and Customs Authority,wherethe decisionof the Adjudication Circuitruled as follows:

1- Accepting the Plaintiff's objectionto the difference betweenrevenuesand VAT returns.
2-Rejecting the Plaintiff'sobjection to the clause of discretionary profits forimportteams.

3- Accepting the Plaintiff's objectionto the clause of estimated profits for unauthorized contracts.
4- Rejecting the Plaintiff'sobjection to the retained earningsdifference clause.

5-Rejecting the Plaintiff'sobjection to the clause of other credits.

6- Rejecting the Plaintiff' sobjection to the non-discountingclause.

7) Rejecting the Plaintiff'sobjection to the clause on the non-deduction of overdue governmentdebts.
8) (a) - Plaintiff's objectionto the non-discounting clause for payments to supplierswas rejected.
8) (b) - Plaintiff's objectionto the prepaidexpenses clauseis dismissed.

9) Rejecting the Plaintiff'sobjection to the clause on the non-deductionof employee advances.

since this decision was notaccepted by the parties, each of them filed alistofappeals, whichincludedthe

following:
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with regard to the Taxpayer's appeal against the decision of the Adjudication Circuit, his appeal lies in the

clause (deductionof late governmentdebts) thatthe Authority did notdeductthe governmentdebts in the
amountof SAR(5,116,986)from the Zakatbase for the year2018 AD, and hestated thathe attached all the
supporting documents consisting of the analytical statement of these debts and official letters demanding
the collection of the debt. He also explained that the amounts are dues of the company to government
agencies from the years before 2010 AD until 2017 AD, and emphasized that he tried to collect these
amounts several timeswithoutresponse fromthese agencies, so the Taxpayer requeststhatthese debts be
deducted from the company's Zakat base for the year 2018 AD. the Taxpayer also objects to the clauses
(estimated profits onimport difference), (retained earnings difference), (other credits), (non-deduction of
investments in the capital of foreign companies - the debtorpartner'sneighbor), (deduction of payments to
suppliers), (expenses paid), and (employee advances). Therefore, the Taxpayerrequests the reversal of the

decision ofthe Adjudication Circuiton the clauses under appealfor the above reasons.

with regard to Authority's appeal against the decision of the Adjudication Circuit, its appeal lies with regard
to the clause (estimated profitsfor unauthorized contracts) thatitaddedthe clause unauthorized contracts
to the net profit due to the failure to provide supporting documents, as the Taxpayer was previously
requested to provide a detailed statement of all contracts for 2018 AD (name of the contracting party -
contract value - implemented from the contract - remaining contract), but the Taxpayer provided a
statement of government customers worth SAR(55. 003,487) and the contract of the Ministry of Defense
worth SAR(603,051) and the rest for private parties, SAR(487,003,003) the Ministry of Defense contract
worth SAR(603,051) and the rest for private entities, while it turned out that the amount recorded in the
automated system as contracts for 2018 totaled SAR(243,151,464), and therefore the amount was
profitable as follows: total contracts according to the automated system (243,151,464) - Government
contracts according to the Taxpayer's statement (55,606,534) = Difference Unauthorized contracts
(187,544,930), 10% unauthorized contracts difference profit (18,754,493). since the decisionunder appeal
was based on the factthat the Authority did not providea statementof government contracts for 2018AD,
the Authority provided an Excel statement of these contracts, which was extracted from the Authority's
automated system, and since the Taxpayer did not provide a statement of all these contracts and did not
provide ajustification for this difference, the burdenof prooffallson the Taxpayer. therefore, the Authority
maintains the validity of its procedure and requests the reversal of the decision of the Adjudication Circuit

onthe clauses under appealfor the above reasons.

onMonday, February 12,2024 AD, the First Appellate Circuitfor Income Tax Violationsand Disputes held
its session in the presence ofall its members via video conferencing in accordance with the procedures of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated

21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the
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contents of the case file, the circuitdecidedthatthe case has become ready for adjudication andissuing the
decision on its subject matter, so the circuit decided to close the pleadings and reserve the case for

adjudication.

Grounds:
== 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

On the merits of the appeal of the Authority regarding the clause (Revenue Difference and Value Added
Declarations), and where Article 70 of the Sharia Procedure Law issued by Royal Decree No. M/1 dated
22/01/1435 AH stipulates that: "The parties may request the courtin any case to record what they have
agreed uponinacknowledgmentorsettlementor otherwise in the case record, and the cou rtshall issue a
documentto thateffect," as stated in paragraph (1) of Article (70) of the executive regulations of the Sharia
litigation law issued by the Minister of Justice's decision No. (39933) dated 19/05/1435 AH. "If the
agreement takes place before the lawsuit is set, the content of the lawsuit and the answer must be
monitored before the agreementis recorded, taking intoaccountthatthe originof the lawsuitis within the
jurisdiction of the Circuit, even ifthe contentof the agreementis withinthe jurisdictionof another courtor
Circuit, provided that the merits of the lawsuit or some of itis among those agreed upon.” Based on the
above,and whereithas been provento this Circuitthe Authority's requestto leave the appeal as stated in
the letterissued by itinthe supplementary appeal listsubmitted onDecember 24,2023 AD, which includes:
"Firstly, the Authority appealsagainstclause (1) of the Circuit's decisionto acceptthe Plaintiff's objection to
the difference between revenue and value-added declarations. her point of view is as follows: - the
Authority would like to inform the Honorable Circuit that it has withdrawn its appeal in relation to the
above-mentioned clause in particular and the consequences of the Authority's appeal for this clause in
accordance with the decision of the Adjudication Circuit, which concludes that the Circuit accepts the

abandonmentofthe litigation."

regarding the Authority's appeal regarding the clause (Estimated Profits for Unauthorized Contracts), and
whereits appeal liesin the factthat it added the clause unauthorized contracts to the net profitat the time
of linking, due to the lack of supporting documents. Based on the above, and where the dispute lies in the
failure of the Authority to submit the statement of contracts extracted by it; as the total amount of contracts
asshownis SAR(243,151,464) and thatthe Authority's actionwas to maximize the difference in contracts,
and upon reviewing the case file; and where the Authority submitted an e xcel statement of contracts and

after reviewingit, it is clear that the statement did notinclude all parties as itincluded only part of the
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amount (SAR160,734,610) and this amountincluded the name of the entity contracted by the Taxpayer
and the name ofthe Taxpayer as indicatedin the statement, and with regard to the rest of the amount, it did
notindicate the names ofthe contracted entities exceptthatitcame with the amountsonly, which leads the
Circuitto partially acceptthe Authority'sappeal and amendthe decision of the Adjudication Circuitin this

clauseinthe amountof(160,734,610)riyals andrejectthe rest.

whereas, regardingthe Taxpayer'sappealregardingthe clause (Discountingofoverdue governmentdebts),
and where hisappeallies in the fact that the Authority did notdiscount the government debts in theamount
of (5,116,986) riyalsfromthe Zakat base for theyear2018 AD, andstatesthathe attached all the supporting
documents represented by the analytical statement of these debts and official letters demanding the
collection of the debt,and explained thatthe amounts are dues of the companywith governmentagencies
from the years before 2010 AD until2017AD,and emphasizes his attemptto collecttheseamounts several
times withoutresponse from these agencies. The fatwa number (23408) dated 18/11/1426 AH issued by
the Permanent Committee forScientific Research and Ifta regarding the debts owed by government entities
stated the following: "Amounts owed to a person by any governmententity, if their paymentis delayed for
any reason from that required entity, even if the right holderis aware of it, zakat is not obligatory on him
until he receives itand ayear passes after its receipt, as stated in the Holy Quran:" (Sofear Allah as much as
youare able), and since zakatis a form of support, itis notobligatoryfor a personwho cannotcollectitand
does nothave any of itin their hands." Based on whathas been presented, itis clear thatthe authority did
not accept the deduction of delayed government debts and argues that those debts owed by government
entities representdebts onasolventperson andthus zakatis due on them. The Taxpayer argues that those
amounts representa debtowed byasolventpersonandthatthose amountscannotbe collected dueto the
delay of that entity and not due to any negligence on their part. Upon reviewingthe facts of the dispute
regardingtheclause,itisclearthatitis limited to whether itcanbe deducted or notandwhetheritrepresents
adebtthat cannotbe collected or not. Itis clear that the Taxpayer provided an analytical statement of the
delayed debts from before 2010 until 2017 and also provided official correspondence to the entities
requesting those debts representedin (...), and itis clear from the Taxpayer's situation and the documents
submitted thatthe clause represents adebton asolventperson thatcannotbe collected, and the reason is
notdue to the Taxpayer butrather due to the delay of the entity and notdue to any negligence ontheir part,
which leads the Circuitto acceptthe Taxpayer's appealand cancel the decision of the Circuitregardingthis

clause.

Regarding the Taxpayer's appeal on the remaining clauses in the case. Whereas there is no fault in the
Circuit's adoption of the grounds for the contested decision without adding to them, since it deemed that
those grounds were sufficient and did not require the addition of any new information, because in
upholdingitonthe groundssetoutin those grounds, itconfirmed thatitdid notfind inthe objections raised

againstthe decision anything thatwarranted a response beyond whatwas contained inthose grounds. That
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being the case, and since it has been established that the decision under appeal in the dispute con cerning

the contested clausesis consistentwith the valid groundson whichitis based and sufficientto supportits
ruling, as the Circuitthatissueditexaminedthe substanceof the dispute andreached the conclusionset out
inits ruling. This Circuit did not find anything that would warrant correction or comment in light of the
arguments presented beforeit. This Circuit therefore rejects the appeal and upholds the decision of the
Circuitoffirstinstance in its entirety with regard to the remaining clauses of the claim, based onthe grounds

given.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ Company..., Commercial Registration (..)
, Unique Number (...) The appeal submitted by the General Authority of Zakatand Tax againstthe decision
of thefirst Circuitregarding violationsand disputes ofincome tax in Jeddah with number (1ZJ -2022-2569)

issued in case number(Z-2021-82235) related to the zakatassessmentfor the year 2018AD.
Second: Onthe Merits:

1 - Acceptance of the withdrawal of the dispute regarding the authority's appeal on the clause (revenue

differences and value-added declarations).

2 - Acceptance of the authority's appeal partially and amending the decision of the Circuit regarding the

clause (estimated profits for unreported contracts).

3 - Rejection of the Taxpayer's appeal and upholding the decision of the Circuit regarding the clause

(estimated profits on importdifferences).

4 - Rejection of the Taxpayer's appeal and upholding the decision of the Circuit regarding the clause

(retained earnings differences).

5- Rejection of the Taxpayer's appeal and upholding the decision of the Circuitregardingthe clause (other

creditbalances).

6 - Rejection of the Taxpayer's appeal and upholding the decision of the Circuit regarding the clause (not

deductinginvestments in the capital of foreigncompanies - debtor partner's account).

7 - Acceptance of the Taxpayer's appeal and cancelingthe decision of the Circuit regarding the clause

(deduction of delayedgovernmentdebts).

8 - The Taxpayer's appeal is rejected and the decision of the Circuit regarding the clause (deduction of

advance payments to suppliers) is upheld.
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9 - The Taxpayer's appeal is rejected, and the decision of the Circuit regarding clause (paid expenses) is

upheld.

10-The Taxpayer's appealis rejected, and the decision of the Circuitregarding clause (employee advances)

isupheld.
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Decision No. IR-2024-173743

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-173743

PrincipalNo.23

- The taxpayer’s submission of evidence proving the paymentof Zakaton theirinvestments serves

as proof of compliance with Zakat obligationsrelated to those investments.

&

The appeal filed on 30/01/2023 AD, from (...), National ID No. (...), as an agent of the appellant company

under power of attorney No. (...),was considered.), and the Zakat, Tax and Customs Authority (ZTA), on the
decision of the First Circuit for the Adjudication of Income Tax Violations and Disputes in Jeddah
Governorate No. (1Z)-2022-2600) issued in Case No. (Z-2021-78231) related to the Zakatassessmentfor
the years 2016 AD to 2018AD, in the case filed by the Taxpayer against the Zakat, Tax and Customs

Authority,inwhichthe decisionofthe Adjudication Circuitruled as follows:

First: Dismissedthe Plaintiff's objection to the provision of taking into account the Plaintiff's share of profit
orlossinforeign subsidiaries for the years 2016 AD to 2018 AD,and dismissed the Plaintiff's objection with
respectto not takinginto accountthe Plaintiff's share of the net profitorlossinacompany ...for2016 AD

and 2017AD.

Second: accepting the Plaintiff's objection to the foreign currency translation reserve clause for the years

2016 ADto 2018 AD.
Third:rejecting the Plaintiff'sobjection to the foreign i nvestment clausefor the years 2016 AD to 2018 AD.

Fourth:rejected the Plaintiff'sobjection to the clause of accrued board fees and the amount owed o related

parties outstandingfor more than 12 months for 2017 AD and 2018 AD.
Fifth: Accepting the Plaintiff's objection to the investmentin local subsidiaries clause for 2017AD.

since this decision was notaccepted by the parties, each of them filed alistofappeals, whichincludedthe

following:

with regard to the Taxpayer's appeal against the decision of the Adjudication Circuit, the Taxpayer claims

that the Authority did notallow adjustments to the net profitof the company forits share in the profitand
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loss of foreign investments in the results of subsidiaries, and did not take into account the entire share in
companies(...- Lebanon), (... - Syria) the Taxpayer points outthatfor the year 2016 AD, the deductionwas
notallowed due to the lack of a balance in the financial statements, while for 2017 AD, the Authority did
not take into account the closing balance of the deducted investments and added SR (55,951) to the
adjusted netprofit. The Taxpayer requests thatthe fullamountofthe share in all subsidiaries for the years
2016 AD through 2018 AD be taken into account. With regard to the clause (foreign investment), the
Taxpayer requeststhe cancellationofthe Circuit's decision on this clause on the basisof notdeductingthe
foreign investment for the years 2016 AD to 2018 AD, as the Taxpayer indicates that he submitted the
audited financial statements for the disputed years and submitted the calculation of zakat for foreign
investments, and provided the mail proving that the Taxpayer paid the outstanding zakat liability in the
amount of (SAR 519,359), and adds that the Circuit will allow the deduction of foreign investments from
the zakat base based on the explanations and documents submitted by the Taxpayer. Regarding the clause
(Accrued expenses andamountsdue to related parties), the Taxpayer requests thatthe Circuit's decision on
this clause be canceled on the basis of the objection filed by the company before the Authority against the
rulings issued byit, on the grounds thatthe amounts addedto the Zakatbase were not used to finance fixed

assets.

the decisionwas notaccepted by the Zakat, Taxand Customs Authority, whichfiled its appeal against the

challengeddecision by means ofan appeal regulationthatincluded the followingsummary:

with regard to the Authority's appeal against the decision of the Adjudication Circuit, its a ppeal lies with
regard to (foreign currency translation reserve), so the Authority explains thatitdid notallowthe currency
translation reserve to bededucted from the Zakatbase because itisnotdeductible andthere is no provision
inthe Zakat CollectionRegulationissued in 1438 AHto deductitduringthe stage of studying the objection,
the Authority held a hearing with the Taxpayer on 18/08/2021 AD, in which he stated in accordance with
what was stated in his objection letter, and the Authority asked him to provide a simple definition of the
foreign currency translationreserve fromits inception to its use and its daily restrictions, and after studying
and reviewingit, itwas found in additionto whathas been clarified above, the Authoritywould like to state
that the Zakat Collection Regulation in its Article (4) specifies the clauses thatare deducted fromthe Zakat
base, and there is no provision for deducting the currency translation reserve with regard to the Circuits
reasoning, the Authority responds thatitis incorrect and contrary to the statutory requirement, and the
Circuitissuing the decision under appeal overturned the Authority's decision as it took into account the
results of the foreign currency translationvaluation thereasonfor notdeductingforeign investments within
the elements of the Zakatbaseisthatthe foreignfinancial statements have notbeen approved by the official
authorities inthe country ofinvestment, as the actual calculation orpayment of Zakat has notbeen p roven,
which is represented in the investments since the foreign currency translation reserve clause s directy

related to the clause of recognizing gains or losses froma foreign investment thatwas notdeducted within
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the Zakatbase for the grounds referred to above, as the decision of the Adjudication Circuitis notbased on

factorreality, so howcanthe gainsorlossesincurred fromforeigninvestments thathave notbeenaccepted
andtheimpactresulting fromthesedifferencesbe recognized? in addition, the Circuit's decision referred to
itsreliance on Article (IV) paragraph (h) of the ZakatRegulation doesnotapplyto the clause as itis related
to the results of revaluation of securities from profitorlossaccording to the marketvalue, while th e clause
isrelated to foreigninvestmentsthat have notbeenaccepted, which supported the Authority's action in the
third paragraph of the same decision. regarding the clause (Investmentin local subsidiaries), the Authority
states thatitdeducted the balance of the first period of investments after adding the additional contribution
to the capital duringthe year (61,633,888) SARfortheyear2017 AD, and after studying and reviewing the
movement of investments for the company's factory ... for the year 2017 AD, there is an additional
investment amount of 50 million, representing losses incurred during the year and not an additional
contribution to capital. After reviewing the financial statements of the subsidiary, it appears that the
Taxpayer owns 100% ofit. The Taxpayer reporteda reduction in zakat, and uponreviewing the subsidiary's
tax return, it was found to be zero, and no zakat was paid during the year in question. The losses carried
forward atthe beginning ofthe year were deducted from the zakatbase in the amount of SAR78,366,111.
Uponreviewingthe listof changes in the equity of the subsidiary, this lossappears ata value of 50 million.
Accordingly, itis clear that the Taxpayer used the amount of 50 million to reduce the opening balance of
the accumulated loss, which the subsidiary benefited from by deducting itin full from its zakat base, as
explainedabove.In addition, the Taxpayer benefited from the netloss of SAR 19,439,700 by adjustingthe
net profitin the consolidation. Accordingly, itis clear thatthe amountof SAR 50 millionwas notsubjectto
zakattwice and no zakatwas paid onitto be deducted fromthe Taxpayer'szakatbase. Furthermore, it does
not represent an additional investment, as explained in the financial statements. In light of the above and
based on the provisionsof paragraph (a/4) of Article (4) of the Zakat CollectionRegulationsissuedin 1438
AH. As for the grounds stated by the court, the Authorily responds that they areincorrect and contrary to
the provisionsof the law. The court that issued the decision under appeal overturned the Authority's
decision, stating that the company inwhich the investment was made is subject to zakat collection in the
Kingdom. The Authority responds to this by stating that, after reviewingthe financial statements of the
company inwhich the investmentwas made (the factory of the international company...) Unique number
(..). by reviewing the list of changes in equity of the investee company, itis clear that the value of the
accumulated losses at the beginning of the year is SAR (78,366,111), and it turns out that there are losses
borne by a related party (Defendant) in the amount of SAR (50,000,000),with reference to the linkage
approved by the Authority in the investee company, it turns out that the accumulated losses were treated
according to the linkage of the Authority, i.e. after the Authority's adjustments to the adjusted net profit
withoutdeducting the loss coverage of the accumulated losses provided by the Taxpayer, and therefore it
clarifies whatwas approvedfrom the deduction of the accumulated losses in the investee company based

on Article (3/11) paragraph (9) amounted to SAR(26,273,634) and therefore what the Taxpayer did was to
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cover the accumulated loss but it turns out that the deduction of the entire loss in the investee company

(the company's factory ...) therefore, the Taxpayer's claim to deduct the value of the accumulated losses
within the investments hasbeen deductedin the investee company, in additionto the factthatthe amount
of covering the accumulated losses does not represent an additional investment as it is in the financial
statements, and the Authority's treatment of the investment in the investee company (the International
Company Factory ...) with the addition of the first period and the additional financingin addition to a share
of the year's loss, and Based on the above, the Authority maintains the validity and soundness of its

procedure, basedon Article (4) paragraph (4/a) of the ZakatRegulation issued in 1438 AH.

onWed nesday, March 13,2024 AD, the First Appellate Circuitfor Income Tax Violations and Disputes held
its session in the presence of its members, whose names are recorded in the minutes, through video
communication in accordance with the procedures for remote video litigation; based on the provisions of
clause (1) of Article 15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree
No.: (25711) anddated: 08 /04 /1445 AH, after reviewingthe appeal request, the pleadings submitted, the
papers and documents contained in the case file, after deliberation, and since the case is ripe for
adjudication in its current state, the Circuit decides to close the pleadings and reserve the case for

adjudication.

Grounds:
| Grounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, whichmeans that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

on the subject of the Authority's appeal regarding the clause (Investment in local subsidiaries for the year
2017 AD), the Authority states that it deducted the first period balance of investments after adding the
additional contribution to the capital during the year SAR (61,633,888) for the year 2017 AD. Based on
paragraph (4/b) of clause (second) of Article (4) of the executive regulations for zakat collection issued by
Ministerial Decision No. (2082) dated 1/6/1438 AH, which states: "The following shall be deducted from
the zakat base:" 4- (A): investments in establishments inside the Kingdom - joint venture with others - if
those investmentsare subjectto the collection of Zakatunder these regulations, if the investmentin those
establishments is not subject to collection, it shall not be deducted from the base." The Circuit considered
the subject of the dispute, and with reference to the supplementary memorandum submitted by the
Authority, itstated thatwith reference to the declaration of the subsidiary compa ny, whichis the factory of
a company...according to Article (3) of the Executive Regulations for Zakat Collection, itturns outthatthe

accumulated losses were processed according to the Authority's link, i.e. after the Authority's adjustments
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to the adjusted netprofit, where the carried forward and adjusted losses after the Authority'sadjustments

amounted to SAR (29,426,554,88) based on Article (3) of the Executive Regulationsfor Zakat Collection, it
turns out that the deduction of the entire loss in the investee company (the company's factory ...) was
utilized therefore, what the Taxpayer claims to deduct the value of the accumulated losses within the
investments hasbeen deductedin the invested company, and therefore the amountof (S0) million has not
beensubjectedto Zakattwice and Zakathas notbeen paid onitto be deducted fromthe Taxpayer's Zakat
base, inadditionto notrepresenting an additionalinvestmentas shown in the financial statements, which
leads the Circuit to accept the Authority's appeal and cancel the decision of the Determination Circuit
regarding the clause "Investment in local subsidiaries for 2017 AD." The Circuit concludes that the

Authority's appeal should be accepted andthe decision of the Determination Circuitshould be overturned.

regarding the Taxpayer's appeal regardingthe clause (excludingthe sharein the results of subsidiaries), the
Taxpayer claimsthatthe Authority did notallow adjustments to the company'snetprofitby its share in the
profitand loss of foreign investments in the results of subsidiaries, and by not taking into account the full
sharein companies (...- Lebanon), (...- Syria) on the basis thatthese investments are notdiscount clauses,
and the Authority didnotallowadjustments to the netprofitofthe companywith itssharein the loss of the
company ... The Taxpayerpoints outthatfor the year2016 AD, the discountwas notallowed due to the lack
of balance in the financial statements for 2017 on the basis thatthe Authority didnotta ke into account the
closing balance of the discounted investments and added SAR (55,951) to the adjusted net profitand the
Taxpayer demands that the full share amount be taken into account in all subsidiaries for the years 2016
AD through 2018 AD.whereas paragraph (107) of the AccountingStandard for Equity Method Investments
issued by the Accounting Standards Committee in 1423 AH (2002) stipulates that"An investmentshall be
measured, recognized and disclosedin the financial periods following the date of acquisition atits historical
cost, adjusted for the investee's netincome (loss) and dividends." Based on the above, with respectto
(foreigninvestmentin subsidiaries), namely (a company ... limited (... -Lebanon) anda... (Syria), where the
Authority stated that it did not accept the deduction of this investment because itis a foreign investment
that has not beenrecommended, and wherethe decision of the Circuitconcluded to reject the Authority's
appeal regardingthe clause Foreign Currency Translation Reservefor the years2016 AD, 2017 AD and 2018
AD, as the Taxpayer provided proof of the recommendation of the investmentand thereforewhatis related
to it follows its judgment, which concludes the Circuit to accept the Taxpayer's appeal and cancel the
decision of the Adjudication Circuitregarding (foreign investmentin subsidiaries). regarding the Taxpayer's
appeal regarding the clause (Taxpayer's share of the net profit or loss in a company ... the Authority
explained that it accepted the discount during the examination phase and stated that the company is
registered with the Authority and the financial statements of the subsidiary did not show any first period
balance for the year 2016 AD, and upon reviewing the financial statements of the Taxpayer, it found that
the investmentsin 2016 AD amounted to SAR (490,763) as the Taxpayer submitted the financial statements

and abalance appearedin Note No. 6, the Authority accepted the discountfor 2017 AD, but the adjustment
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was not made for 2016 AD because there was no balance for this year other than what was shown in the

financial statements, which leads the Circuitto acceptthe Taxpayer'sappeal and cancel the decision of the

AdjudicationCircuitregarding (the Taxpayer'sshare of the netprofitorlossinacompany ..for 2016 AD).

regardingthe Taxpayer'sand the Authority'sappeal on the remaining clausesin the case. whereas, there is
no fault onthe partof the Circuitin adopting the grounds for the decisionunder appeal withoutadding to
them, ifitassesses thatthesereasons make itunnecessary to introduce anything new, because inupholding
them with the content of those reasons, itis certain that the Circuitdid not find any objections to the
decision that merit a response beyond what s contained in those reasons, and since itis proven that the
decision under appeal regarding the dispute regarding the clauses under appeal was consistent with the
valid reasons onwhichitwas based andsufficientto carry itsjudgment, since the issuing Circuitscrutinized
the contentofthe dispute initand reached theresultinits operative partsince the issuing Circuitscrutinized
thedisputeand reachedthe conclusionitreachedinits operative part,andsince this Circuitdid notobserve
anything that warrants censure or commenton it in light of the defenses raised before it, this Circuit
concludes to reject the Taxpayer's appeal, reject the Authority's appeal, and uphold the decision of the
AdjudicationCircuitWith respectto the restof the clauses atissuein the case, based on the groundsfor the

decision.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance ofthe appeal procedurally from the Taxpayer/ Company..., Commercial Registration (..)
, Unique Number (...) the appeal filed by the Zakat, Tax and Customs Authority againstthe decisionofthe
First Circuit of Income Tax Violations and Disputes in Jeddah Governorate (IZ]-2022-2600)issued in Case
No. (Z-2021-78231)relatedto the Zakatassessmentfor the years 2016 AD to 2018 AD.

Second: On the Merits:

1- Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (rejectingthe appeal regarding the foreign currency translation reserve clause for the years 2016 AD,

2017 ADand 2018 AD).

2- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the

clause "Investmentin local subsidiariesfor the year 2017 AD".

3-Regarding the Taxpayer's appeal on the clause (excluding the share in the results of subsidiaries for the

years 2016 AD,2017ADand 201 8AD):

a.Acceptingthe Taxpayer's appeal and canceling the decision of the Adjudication Circuitregarding (foreign

investmentin subsidiaries).
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b. Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding (the

Taxpayer's shareofthe netprofitorlossinacompany...for 2016 AD).

c. Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (the Taxpayer's share of the netprofitorlossinacompany ... for the year 2017 AD).

4- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (foreigninvestmentfor the years 2016 AD, 2017 AD and 2018 AD).

5- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (accruedexpensesand amountsowedto related partiesfor 2017 AD and 2018 AD).
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024- 168952

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-168952

Disputes in Riyadh

PrincipleNo. 24

- The Regulationsissuedinthe year 1438H supersede all previous resolutions and circulars related

to Zakatcollection.

Q&

the appeal filed on 11/01/2023 AD from (...), National ID No. (...), as an agent of the appellant company

under the agency (...), and the appeal filed on 12/01/2023 from the Zakat, Tax and Customs Authority.),
andtheappeal filedon 12/01/2023 AD fromthe Zakat, Taxand Customs Authority, against the decision of
the FirstCircuitfor Adjudicating Income Tax Violationsand Disputes in Jeddah Governorate No. (1Z] -2022-
2443)issued in Case No.(Z-2021-68548) related to the 2015 AD Zakatassessment, in the lawsuitfiled by
the Taxpayer againstthe Zakat, Tax and Customs Authority, inwhich the decision of the Adjudication Circuit

ruled as follows: Zakat, Tax and Customs Authority:

First:rejecting the Plaintiff's objection to the clause of withdrawals to the partners from the profits carried

forward.

Second:acceptthe Plaintiff sobjection to the fixed assets clause.
Third:deny the Plaintiff'sobjection to the creditors clause.
Fourth:a.Rejecting the Plaintiff's objection to the sharesclause.
b.Rejectthe Plaintiff's objection to the (...) clause.

since this decision was notaccepted by the parties, each ofthemfiled alistofappeals, whichincludedthe

following:

with regard to the Taxpayer's appeal againstthe decision of the Adjudication Circuit, the Taxpayer's appeal
is regarding the clause "Investments for 2015 AD (a) Bank of ... shares" that the shares in Bank of ... (a
company listed onthe Saudistock market) are investments that meet the conditions for deduction from the
base accordingto the Executive Regulations for the Coll ection of Zakat, and states that proof was provided

to the Authority and the portfolio account statement issued by Riyadh Capital, in addition to the financial
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statement disclosure related to the clause, the Taxpayer also objects to the clause (Withdrawals to the

partners from the carried forward profits for the year 2015 AD), the clause (Creditors for the year2015 AD)
and the clause (Investments for the year 2015 AD (b) shares of a company .accordingly, the Taxpayer
requests the reversal of the decision ofthe Adjudication Circuiton the clauses under appealfor the above

reasons.

with regard to the Authority's appeal against the decision of the Adjudication Circuit, its appeal with regard
to the clause (Fixed Assets for 2015 AD) lies in the fact that it discounted the fixed assets according to the
approved financial statements because the Defendantis a Zakat Taxpayer and used the fixed premium in
depreciation with reference to the rejection of the appealin a previous decision for adding depreciation
differences in excess and noting that he did not calculate the depreciation difference correctly and
discounted assets for morethan their book value in subsequentyears, during the objection phase, a meeting
was held with the Taxpayer on6/21/2021 AD,and hewasasked to submitTable No. (4) showing the assets
and their depreciation, and the Authority's action was upheld for the same Taxpayer by Appeal Decision
No. (IR-2020-61) issued in Case No. (Z -2018-1602) for the same Taxpayerln addition, the Taxpayer's
calculation of the fixed assets and depreciation difference is incorrect according to Table No. (4), and
therefore the Authority maintains the correctness of its procedure in approving the fixed assets according
to the financial statements, as itis more accurate in calculating the real amount of net fixed assets and
preventing the Taxpayer from calculating fixed assets greater than their value, whereas, the Taxpayer did
notsubmita settlementin the calculation of fixed assetsin accordance with the afore mentioned appeal
decision until 2015 AD in order to be reviewed and audited by the Authority and continued his incorrect
calculation in the years following the decisionissued against him, and based on these facts, the Circuit
issuing the decision canceled this clause because the Authority did not provide proof that the appellants
calculationwasincorrect, and the Authority respondsthatthe Circuit's conclusion is incorrect, whereby by
reviewing the course of the Taxpayer's objection, it is clear that the Authority through its study of the
objection submitted by the Taxpayer before its submission to the General Secretariat was requested to
submitTable 4 (Statementofassetsand depreciation of the Taxpayer...) therefore, the Authority maintains
the validity andintegrity ofits procedureandrequests the reversal of the decision of the Adjudication Circuit

onthe clauses underappealforthe above-mentioned reasons.

onSunday, January 28,2024 AD, the First Appellate Circuitfor Income Tax Violationsand Disputes heldits
session in the presence of all its members via video conferencing in accordance with the procedures of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the

contents of the case file, the Circuitdecided thatthe case has become ready for adjudication andissuing the
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decision on its subject matter, so the Circuit decided to close the pleading doorand reserve the case for

adjudication.

Grounds:
| Gt 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevant laws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

Onthe merits, regarding the Authority'sappeal regarding the clause (Fixed Assets for 2015 AD),and where
itsappeal is thatthe Taxpayer's calculation of fixed assets and depreciation difference isincorrectaccording
to Table 4, the Authority maintains the correctnessofits procedure in recognizing fixed assetsaccordingto
the financial statements, as itis more accurate in calculating the realamount of the netfixed assets. Where
paragraph (2) of Article (7) of the executive regulation for the collection of zakat issued by Ministerial
Decision No. (2082) dated 01/06/1438 AH states that: "Fixed assets are depreciated according to the
straight-line methodand their depreciationrate is as follows: Where paragraph (3/A) of Article (20) of the
executive regulation for the collection of zakatissued by Ministerial Decision No. (2082) dated 01/06/1438
AH states that: "The burden of proving the validity of what s stated in the Taxpayer's zakat declaration
regarding clauses and any other data lies with the Taxpayer. Ifhe is unable to prove the validity of whatis
stated in his declaration, the authority may refuse to approve the clause thatis not proven valid by the
Taxpayer or proceed with an estimated assessment according to the authority's perspective in light of the
circumstances and facts related to the case and the information available to it." Based on the above, itis
clear that the dispute lies in the Authority's procedure of deducting fixed assets in accordance with the
approved financial statements because the appellee is a Zakat Taxpayer and using the straight line in
depreciation basedon the incorrectcalculation of the Taxpayerofthe depreciationdifference inthe correct
mannerand itsdeduction of assets greater thantheir book value, andbyreviewingthe casefile; itwas found
that the Taxpayer did not submit his calculation of the fixed assets and depreciation difference, in light of
the issuance ofa previous decision againsthim with the number (IR-2020-61) mentioned above, where it
was proven The calculation of the Taxpayer is incorrect, as the First Instance Committee, which was
supported by the Appeal Committee, examined the statementsubmitted by the Taxpayer anditwas found
thatits calculation wasincorrect. Therefore, the burdenof proofin the case under considerationfalls on the
Taxpayer to prove the validity of its calculation. The Authority al so indicated that the Taxpayer did not
submit a settlement in the calculation of fixed assets in accordance with the aforementioned appeal
decision until 2015 in order to be reviewed and audited by the Authority and continued to be incorrectly
calculated in the years following the decisionissued against it. This does not affect the acceptance by the

Circuitofthe Taxpayer's objection based onthe non-retroactivity of laws. The regulation issued in 1438 AH
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supersedes all previous decisions and circularsrelated to the collection of Zakat. Accordingly, the Taxpayer
did notprovide proofthathis calculation iscorrect, which leadsthe Circuitto acceptthe Authority's appeal

and cancel the decision of the Adjudication Circuitin this clause.

with regard to the Taxpayer's appeal regarding the clause (Investments for 2015 AD (a) Bank shares..), his
appealisthatthe sharesinabank (a company listed on the Saudi stock market) are investments thatmeet
the conditions for deductionfrom the base according to the Executive Regulationsfor Zakat collection,and
he states that proof was provided to the Authority and the portfolio account statement issued by Riyadh
Capital as well as the financial statementclarification related to the clause. article (4), clause (II), paragraph
(4a) of the Zakat Collection Regulation issued by Ministerial Decision No. (2082) dated 01/06/1438 AH
stipulates that"The following shallbe deducted fromthe zakatbase:"4- (A): "Investments in establishments
within the Kingdom — Participation with others - If those investments are subject to zakat collection under
these regulations, if the investmentin those establishments is not subject to collection, it shall not be
deducted from the base." Based on the above, two basic conditions mustbe met for investments to be
consideredas property aquisition offers and may be deducted fromthe Zakatbase, namelythe documented
intention of the authority holder that clarifiesthe intention of the investment, and the absence of sales made
duringthe yearon those investments, and by reviewing the casefile,itappearsthat the Taxpayersubmited
Note (15) of the financial statements related to investments, through which itappears that the shares of
Bank ... the Taxpayeralso submitted an extractfrom the system with the investmentincome from 2007 to
2016 and showed thatthere wasno sale onthe shares, soitis clear thatthe sharesofthe bank ... there is no
intention to sellbased on the documentssubmitted, which leads the Circuitto acceptthe Taxpayer's appeal

and overturn the decisionof the Adjudication Circuitin this clause

Regarding the Taxpayer's appeal on the remaining clauses in the case. Whereas there is no fault in the
Circuit's adoption of the grounds for the contested decision with out adding to them, since it deemed that
those grounds were sufficient and did not require the addition of any new information, because in
upholdingitonthe groundssetoutin those grounds, it confirmed thatitdid notfind inthe objections raised
againstthe decision anything thatwarranted a response beyond whatwas contained inthose grounds. That
being the case, and since it has been established that the decision under appeal in the dispute conceming
the contested clausesis consistentwith the valid groundson whichitis based and sufficientto supportits
ruling, as the Circuitthatissueditexaminedthe substanceof the dispute and reached the conclusionset out
inits ruling. This Circuit did not find anything that would warrant correction or comment in light of the
arguments presented beforeit. This Circuit therefore rejects the appeal and upholds the decision of the
Circuitoffirstinstance inits entirety with regard to the remaining clauses of the claim, based onthe grounds

given.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:
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Decision:

First: Acceptance of the appeal procedurally fromthe Taxpayer/ Company.., Commercial Registration (...

, Unique Number (...) The appeal submitted by the General Authority of Zakatand Tax againstthe decision
of the first Circuitregardingviolationsand disputes of income tax in Jeddah with number (17) -2022-2443)

issuedin case number(Z-2021-68548) related to the zakatassessmentfor the year 2018 AD.
Second: On the Merits:

1- Accepting the Authority'sappeal and canceling the decision of the Adjudication Circuitregardingthe

clause (fixed assets for the year 2015 AD).

2-Rejecting the Taxpayer'sappeal andupholding the decision of the Adjudication Circuitregardingthe

clause (Withdrawalsto the partners fromthe 2015 AD carry-over profits).

3-Rejecting the Taxpayer'sappeal andupholding the decision of the Adjudication Circuitregardingthe

2015 AD creditors.
4-Regarding the Taxpayer's appeal on the clause (Investments for 2015 AD):

a- Accepting the appealand canceling the decision of the Adjudication Circuit With respectto the clause

(Bankshares...).

b- Rejectingthe appeal andupholding the decision of the Adjudication Circuit With respectto the clause

(shares ofacompany...).
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DecisionNo. [R-2024-196545

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputesin Riyadh Case No. Z-2023-196545

PrincipalNo.25

- Assetsregistered in the names of partners may be deducted from the Zakatbase, provided thatsuch
assets are used in the business activity and supporting justification is submitted explaining the

reasons preventing the transfer of ownership to the company.

%

the appeal filed on 07/05/2023 AD by the Zakat, Tax and Customs Authority (ZTA) against the decision of

the Third Circuitfor Adjudicating Income Tax Violationsand Disputes in Riyadh (ITR-2023-96697) issued
in Case No. (Z-2022-96697) related to the 2018 Zakatassessment, in the casefiled by the Taxpayeragainst

the Zakat, Tax and Customs Authority, in which the decision of the Adjudication Circuitruledas follows:

First: Procedurally: accepting the Plaintiff's objection/...(distinctive number (...) On the decision of the

Defendant/Zakat, Tax and Customs Authority.
Second: On the merits:

1- Revoke the Defendant's action With respect to the exclusion of land registered in the name of partmers

forthe year2018 AD.
2-Revoke the Defendant's actionregarding the 2018 AD investments clause worth SAR990,461.

3- Dismissingthe Plaintiff's objection with regard to the partners' current clause for the year 2018 AD

amountingto SAR112,837,242.

as this decision was not accepted by the appellant (Zakat, Tax and Customs Authority), itfiled a list of

appeals, whichincluded the following:

the Authority objects to the decision of the Adjudication Circuit, claiming that with regard to the clause
(exclusion of lands registered in the name of the partners), the Authority clarifies thatwhen linking, it
excluded the lands because they are notin the name of the company, and when examining the objection,
the Taxpayer provided a copy of the land deed in the Laban neighborhood and maintained his objection
thatif the lands are not resolved, they should also be excluded from the partners' streams referring to the

company's activity, it is clear that it consists of establishing and developing housing entertainment,
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commercialand industrial projects and selling or leasing them for the benefitof the company, buying land
to erect buildings on it by selling or leasing it for the benefit of the company, and owning and selling real
estate forthe benefitofthe com pany,i.e.theyaretrade offers and notproperty aquisition offersas they are

intended forsale andthereforeare notdeducted fromthe base

in addition to the fact that they are notin the name of the company butin the name of the partners, as
shown in Note No. (8) of the financial statements and instruments submitted by the Taxpayer, and they
correspond to an activity of the Taxpayer, which is the purchase and sale of land and real estate, which
means thatthey are goods even iftheirstay in the books of the Taxpayerexceeds more than a year, as they
are in this case current assets intended for sale and the period of their stay with the company depends on
supplyanddemandfactorsin the market, as two basic conditions mustbe metto consider such investments
as long-term investments, namely the availability of documented intention of the authorized person before
the decisionto investand the absence of trading operations that took place during the year on these
investments in response to the Taxpayer's list, the Authority responds that the land thatis notin the name
ofthe company and whose ownership hasnotbeen transferred accordingto the latestfinancial statements
has been excluded, and sincethe land thatthe company claims to deductfrom the Zakatbase is notin the
name of the company and is not used in the activity, the Taxpayer's objection is rejected based on Article
(IV11/1) of the Executive Regulations governing the collection of Zakat. regarding the "Investments" line
clause, the Authority discounted real estate investments at the time of linking and did not discount the
investmentinthe....in Cairo Square for failureto provide documents andits purpose, whichwas discussed
on05/10/2021AD, and the draftlink was senton 27/10/2021 AD, and due to the failu re to provide daa
supporting his point of view and the failure to respond to the previously requested data attached to his
objection, the Taxpayer's objection was rejected based on Article (20/3) of the executive regulations
regulating the collectionof Zakat, in accordance with Article (20/3) of the executive regulations regulating
the collection of Zakatas forwhatthe Taxpayer referredto in hisclaim list, itisnotlegally valid for what the
Authority explainedabove, andthereis no validity to what he addressed inhislist, as itis notbased on valid
evidence thatcan be reliedupon, andas for the Circuit'srecommendations, the Authority answers that they
are incorrect and contrary to the statutory requirement, and the Authority maintains the vali dily and

soundnessofits procedure.

on Sunday, 16/07/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presenceofits members whose namesare recorded inthe minutes, via video communication
inaccordance with the procedures of remote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (25711) and
dated: 08 /04 /1445 AH, after reviewingthe appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.
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Grounds:
| Grounds: 5

Uponreviewingthe case documents and the appeal listsubmitted by the Authority, the Circuitfound that

the conditionsfor considering the appeal procedurally aremetin accordancewith the conditions stipulated
in the relevant laws, regulations and decisions, which means that the appeal request is accepted
procedurally, asitwas submitted by a personwith standing,and withinthe statutory period prescribed for

its conduct.

On the merits, and as for the Authority's appeal with regard to the claus e (Exclusion of lands registered in
the name of the partners), the Authority clarifiesthatwhen linking itexcluded the lands because they are
notin the name of the company, and when studying the objection, the Taxpayer submitted a copy of the
instrumentof land in Laban district and adhered to his objection that in the event that the lands are not
deducted, they should also be excluded from the partners' neighbors, and by reference to the company's
activity, it becomes clear that it is represented in the establishment and development of housing,
recreational, commercialand industrial projects and selling or leasing them for the benefitof the company
and buying land to build buildings on them by selling or leasing them for the benefit of the company and
owning and selling them Real estate is for the benefit of the company, thatis, it is trade offers and not
investmentoffers as they are prepared for saleand therefore notdeducted fromthe Zakatbase in addition
to the fact that they are not in the name of the company butin the name of the partners as shown by
clarifying No. (8) the financial statements and the instruments submitted by the Taxpayer, andthey are also
approved for the activity of the Taxpayer, which is the purchase and sale of land and r eal estate, which
means thatthey serve as goods even iftheirstay in the Taxpayer's books exceeds more than ayear, in this
case they are currentassets preparedfor saleand the period of their stay with the companydepends on the
supply and demand factors inThe market, as well as the availability of two basic conditionsfor considering
suchinvestmentsas long-terminvestments, which are the documentedintention of the authorized person
before the issuance of the decision in investments and the absence of tradingoperations that took place
during the year on those investments, and this is not available to the company, as it turns out that part of
theland has been disposed of, and in response to whatwas stated in the Taxpayer's regulation, the Authority
answers thatthe land thatis notin the name of the company has been excluded and its ownership has not
been transferred according to the latest financial statements and in view of the fact that the land that the
company claims to deduct from the Zakat baseis notin the name of the company and is not used in the
activity and the rejection of the Taxpayer's objection based on Article (Fourth Second/1) of the Executive
Regulations governing the collection of Zakat. based on paragraphs (1) and (2) of claus e (1) of Article (IV)
ofthe Executive Regulations for Zakat Collection, which stipulates the following: "The following is deducted
from the Zakat base: 1- Fixed assets, which include the following: The net value of fixed assets (property
aquisition assets) and any payments for purchasing fixed assets and the value of spare parts not intended

for sale, provided that these assets are owned by the Taxpayer (unless there is an obstacle preventing the
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transfer of ownership) andthatthey are used in the activity." Based on the above, itappears that the assets

inthe name ofthe partners may bededucted from the Zakatbase provided thatthese assetsare used in the
activity with proof of the justifications that prevent the transfer of ownership to the company. The Circuit
reviewed the case file and the documents it contained, and found that the Authority partially abandoned
the appeal in the amountof ( SAR 29,320,296). regardingthe differenceamounting to SAR 34,610,618, and
the Taxpayer provideda declaration from the partners thatthe land belongs to the company and stated in
his reply memorandum that there are ongoing development operations on these lands, noting that the
Taxpayer's activity, according to the commercial register attached to the Adjudication stage (Real Estate
Register 1 444),"isto establish and develop residential, recreational, commercial and industrial projects, sell
and lease them for the benefit of the company, purchase land to erect buildings on it by selling or leasing
forthe benefitofthe company and own andsellreal estate for the benefitofthe company..." therefore, the
Circuitaccepts the partial dismissal of the appealin the amount of (SAR29,320,296), rejectthe Authority's
appeal, and upholdthe decision of the Adjudication Circuitin the amountof (SAR 34,610,618).

whereas, withregard to the Authority's appeal regarding the clause (Investments ), the Authority, at the ime
of |inking, discounted real estate investments and did not discount the investmentin a tower ... in Cairo
Square for failure to providedocumentsand its purpose, which was discussedon 05/10/2021 AD, and the
draft linkwas senton 27/10/2021 AD, and due to the failure to provide data supporting his point of view
and the failure to respond to the previously requested data attached to his objection, the Taxpayer's
objection was rejected based on Article (20/3) of the executive regulations regulating the collection of
Zakat, in accordance with Article (20/3) of the executive regulations regulating the collection of Zakat as
for what the Taxpayer referred to in his claim list, itis not legally valid for what the Authority explained
above,andthereis novalidity to whathe addressed in his list, as itis notbased on valid evidence that can
berelied upon, and as for the Circuit's recommendations, the Authorityanswers thatthey are incorrectand
contrary to the statutory requirement, and the Authority maintains the validity and soundness of its
procedure. based on paragraph (4a) of Article 4 of the Executive Regulations for Zakat Collection, which
stipulates the following: "The following shall be deducted from the zakat base:" 4- (A): investments in
establishments inside the Kingdom - in partnership with others - if those investments are subject to the
collection of zakat under this regulation, if the investment in those establishments is not subject to
collection, itis notdeducted from the base.”" Based on the above, where two basic conditions mustbe met
for investments to be considered as property acuisition offers and may be deducted from the zakat base,
namely the documentedintentionofthe authority holder thatclarifies the intention of the investment, and
the absence of sales made during the year on those investments. however, the Authority referred to the
financial statementsfor the subsequentyear (2019 AD) and found that there was a sale movementon these
investments, indicating that the subsequent year is considered revealing of the company's intention
towards the projectand statingthatitturned outto be for sale,and upon reviewing the case file, the Circuit

found that the appellant against her submitted an account of the investment from the ledger for only one
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yearthe appellantdid notclarify the years he owned thisinvestmentand what his intention was, especially

sinceinthe year after the year ofthe dispute he disposed of the investmentby morethan 40% ofits value,
which makes it necessary for the Circuitto accept the Authority's appeal and cancel the decision of the

investmentAdjudication Circuit.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Zakat, Tax, and Customs Authority against the
decision ofthe third circuitregarding violations and disputes of income tax in Riyadh numbered (ITR-2023-

96697) issuedin case number(Z-2022-96697) related to the zakatassessmentfor the year 2018 AD.
Second: Onthe Merits:
1-Regarding the clause (exclusionofland registered in the name of partners):

a-Accepting the partial abandonment of the appeal in relation to the Authority's appeal in the amount of

SAR(29,320,296).

b- Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuitin the amountof
SAR(34,610,618).

2- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding

(Investments).
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DecisionNo. [R-2023-168162

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-168162

Disputes in Riyadh

PrincipleNo.26

- Housingloans grantedto employees may be deducted, provided thatthe companyis notentitded
to any financial gains or fees in return for such loans, in accordance with the Implementing

Regulations ofthe Zakat Collection Lawissuedin 1440AH.

Facts
_ &

the appealfiledon 08/01/2021 AD, from /... (Licensed by the Ministry of Justice under the attached license)

asan agentof the company.the appeal filed on 10/01/2021 AD by the Zakat, Tax and Customs Authority
(ZTA) againstthe decision of the First Circuitfor the Adjudication of Income Tax Violationsand Disputesin
Dammam City No. (IZD-2022-2378)issuedin Case No. (Z-2022-113359) related to the Zakatassessment
for 2019 AD, inthe case filed by the Taxpayer againstthe Zakat, Tax and Customs Authority, in whichthe

decision of the Adjudication Circuitruledas follows: Zakat, Tax and Customs Authority (ZTA):
1-Modify the Defendant'sdecision regarding the deduction of the company'sshare of profits from...

2- Dismissingthe Plaintiff's objection With respectto the other non-traded assets clause (Home Ownership

Program)
3.Annul the Defendant's decisionregarding the reimbursementsectionof the declaration.

since this decision was notaccepted by the parties, each of them filed alistof appeals, whichincluded the

following:

with regard to the Taxpayer's appeal againstthe decision of the Severance Circuit, the Taxpayerappeals the
decision of the Severance Circuit, stating thathe disagrees with the decision of the Circuitas the company
(..) is a company... with a commercial register number (...) a copy of the Zakat declarations and audited
financial statements for the years 2019 AD and 2020 AD, and the company relies on the equity method of
accounting to record its investments in other companies, where they are initially recorded at cost and
adjusted later, and the company reportsthatthe share ofincome from these investments has been su bject
to Zakatin the Zakatdeclaration, as the shareofincomefrom local invested companies has been excuded
to avoid flexing in Zakat. with regard to the clause (Exclusionof othernon-currentassets (Home Ownership

Program)), the Taxpayer appeals the adjudication decision where he stated that the company builds
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housing units for its Saudi employees and the houses under construction are capitalized as part of the

construction in progress. Upon completion and distribution of these houses to eligible empl oyees,
allocation agreements are signed, which stipulate that the housing unit remains owned by the company
until the conditionsin the allocation are met, which is the employee's stay for a period of time in the

company and itis notentitledto sell orrentit,and the housing allowance isdeducted.

the decision was notaccepted by the Zakat, Tax and Customs Authority, whichfiled its appeal againstthe

challengeddecision by means ofan appeal regulationthatincluded the followingsummary:

with regard to the Authority'sappeal againstthe decision of the Adjudication Circuit, the Authority appeals
the decision of the Adjudication Circuit, stating that it has taken into account the amounts paid with the
return amounting to SAR 36,362,273 and SAR 53,114,338 for the years 2019 AD and 2020AD, respectively,
according to the statement of accountin the system, an explanation of which is attached to the appeal
regulations, asitis clearfromthe abovestatementofaccountthatwhatwas paid by the Taxpayer when he
submitted the return was taken into account, as the amounts appear in the statement of account with a
negative movementsincethey were paid by the Taxpayerto the Authority. according to the above, itis clear

to Your Excellency thatthe Circuit's decision is incorrectand thatthe Authority's action is correctand valid.

on Tuesday, 09/01/2024, the FirstAppellate Circuitfor Income Tax Violationsand Disputes held its session
in the presence of its members, whose names are recorded in the minutes, via video conferencing in
accordance with the procedures for remote video litigation; based on the provisions of Clause 2 of Article
15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees issued by Royal Decree
No: (26040) and dated: 21/04/1441 AH.; Atthe call of the parties, Mr. ..., National IDNo. (...), appeared as
the Plaintiff's agentunder power ofattorney No. (...),and Mr. ... (National ID No. ...), as the representative
of the Defendant/Zakat, Tax and Customs Authority, under an authorization issued by the Deputy
Governor of the Zakat, Tax and Customs Authority for Legal Affairs No. (..) on March 19, 1445 AH., the

Circuitdecidedto close the pleadingsand reserve the case for adjudication.

Grounds:
| Gowds 5

Uponreviewing the case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

on the merits of the Taxpayer's appeal regarding the provision (disallowing the deduction of investments
up to the share in the profits of the ... company), and where the Taxpayer'sappeal lies in his claim to excude
the company'sshare in the profits of the investee company"Company ..." when calculating the profitsubject

to Zakat, and upon reviewingthe grounds for the contested decision, itappears that it was concluded to
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amend the Authority's decision regardingthe exclusion of Zakatable profitsfrom the profits of the investee

company to avoid doublededuction, and the deduction of investments after excluding the company's share
in the profits to avoid double deduction, which shows that the Authority accepted the company's request
to exclude the company's share in the profits of the investee company "Company .." therefore, the
company's requestregarding this clause should be dismissed, and the operative part of the decision should

be amended to "acceptthe Plaintiffsobjection” instead of "modify the Defendant'sdecision".

whereas, regarding the Taxpayer's appeal regarding the clause "Exclusion of Other Non-Current Assets
(Home Ownership Program)",and based on Article (5) of the Zakat Collection Executive Regulation issued
by Ministerial Decision No. (2216) dated 07/07/1440 AH and amended by Ministerial Decision No.
(58705) dated 21/9/1444 AH, which stipulates the following: "The following clauses shall be deducted
from the zakat base for the Taxpayer who maintains commercial books:" (f) Housing loans paid to
employees through employee housing support programs, if their contracts include a statement that the
financing was through Hassan loan or forward sale withoutthe company accruing any financial profits or

feesin excess ofthe principalamountofthe financing"

Based onthe above, andsincethe dispute liesin the appellant's claim to deductlong-term receivablesfrom
the Zakatownership program for the years 2019 AD and 2020 AD, while the Authority considers thatitis
notpermissible to deductthe clause as the receivablesowedto employeesunder the ownership of housing
units are notconsidered deductible clauses in accordance withthe provisions of the Executive Regulations
for the Collection of Zakatfor the year 1440 AH, and by reviewingparagraph (f) of Article (5) of the Zakat
Regulation for the year 1440 AH and amended by Ministerial Resolution No. (58705), itis clear that it
allowed the deduction of housing loans granted to employees in the event that the company does not
accrue any financial profits or fees for those loans, and since Ministerial Resolution No. (58705), by which
the above article was amended, included in Clause (Second) that the decision is effective from the date of
itsissuance, and therefore the company hasthe rightto deductother non-currentassets (home ownership
program) from the Zakat containerfor the years 2019 AD and 2020 AD, whichthe Circuitaccepts the appeal

of the taxpter and cancel the adjudication decision regarding this clause.

whereas, with regard to the Authority'sappeal on the clause (paid from the declaration), since the dispute
lies in whether or not the Authority took into account the amounts paid in dispute when submitting the
declaration, and upon reviewing the Authority's supplementary memorandum, it turns out that the
Authority provided copies of the Taxpayer's account statement in the system, which shows that the
Authority reversedthe payments made by the Taxpayerfor SAR(36,362,273) and SAR(53,114,338) for the
years 2019 AD and 2020 AD, which appear on the accountstatementwith a negative movementas itwas
paid by the Taxpayer to the Authority, which meansthatthe appeal should beaccepted and the decision of

the Circuitshould be annulled.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as fol lows:
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First: Accepting the appeal procedurally from the Taxpayer/ Company ... Commercial registration (..),

unique number (...) The appeal submitted by the Zakat, Tax and Customs Authority against the decision of
the first Circuitregardingviolations and disputes of income tax in the city of Dammam with number (IZD-

2022-2378)issuedin casenumber (Z-2022-113359) related to the zakatassessmentfor the year 2015 AD.
Second: On the Merits:

1- Dismissing the Taxpayer'sappeal on the provision (disallowing the deduction of investments within the

limits of the share in the profits ofacompany...).

2- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (Exclusion of other non-currentassets - Homeownership Program -).

3- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (paidfrom the return for the years 2019 AD and 2020 AD).
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024-176885

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-176885

Disputes in Riyadh

PrincipleNo.27

- Assetsmay be deducted, provided thatthey are used in the business activity.

Facts
_ &

Regarding the appeal filed on 09/02/2023 AD, from/... National ID number (..) as the statutory

representative of the appellant company under its articles of incorporation, and the appeal filed by the
Zakat, Tax and Customs Authority on 12/02/2023 AD against the decision of the Second Circuit for
Adjudicating Income Tax Violations and Disputes in Riyadh (ISR-2022-1830) issued in Case No. (Z-2021-
71193) related to the 2015 AD Zakat assessment, in the lawsuitfiled by the appellantagainstthe Zakat, Tax
and Customs Authority, in which the decision of the Adjudication Circuit ruled as follows: Zakat, Tax and

CustomsAuthority:
1/A- Dismissal of the case with regard to the clauseof deduction of investment property related to (...).

1/B- Cancel the Defendant's action With respectto the clause of deduction of investment property related

to (projects underimplementation).

since this decision was notaccepted by the Taxpayer (a company ...the Taxpayer filed a list of appeals, which
was reviewed bythe Circuit, where the Taxpayer'sappeallies on the clause (Investment Property Discount),
the Taxpayer explained that the company is appealing the decision of the adjudication committee, which
included the rejection of the company'sobjectionto investmentproperty relatedto (...) For the year 2015,
the Committee permitted the deduction of fixed assets registered in the names of the partners from the
zakat base, provided that such assets were used in the business activity and that justifications for the
inability to transfer ownership to the company were presented. Accordingly, itis important to note the
accounting treatmentofthese assets: when suchassets are recorded inthe company's accounts, this entails
recognition of the credit side used to finance them — whether from intemal or external sources such as
loans, additional capital, or otherwise — based onthe principle of double-entry accounting, which requires
balance and equality betweenthe two sides of the balancesheet. Therefore, either the financierof the asset

must be added to the zakat base and the corresponding asset deducted, or the financier is not added and
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the corresponding assetisnotdeducted. However, whenreferring to the procedure followed by the General
Authority of Zakatand Income (GAZT), itis observed thatitdid notallowthe deduction of these lands while
atthe same time includingtheir fundingsourcesin the zakatbase, which resulted in requiring the company
to pay zakat on these lands. That is because the financing sources for these assets and real estate
investments were already added to the zakat base. By not accepting the deduction of these assets, the
Authority, in effect, demands zakaton them due to the lack of title transfer or their personal use. Notably,
the company added the creditbalance of the partners’ currentaccounts — amountingto SAR 271,908,615
for2015 AD — to the zakatbase, and therefore the correspondingfixed assets recorded in the company's
books should be deducted. The underlying philosophy of the indirect zakat calculation method, which
levies zakaton assets by adding their sources of funding logically dictates thatwhen the funding source is
added and the assetis not deducted, the asset s effectively being zakated. Itis a well-established zakat
principle that property acuisition assets are not subject to zakat under any circumstances — whether
registered in the name of the taxpayer or not,and whetherused personallyor commercially. Thus, we ask
the Authority: is it legally permissible under Sharia to impose zakat on property acuisition assets merely
because they are not registered in the company’s name, or due to personal use? If the answer is no, then
they mustbe deducted from the zakatbase. If the answer is yes, then whatis the Sharia basis thatjustifies
zakat on property acuisition assets? this is confirmed in fatwa no: (22644) issued by the Permanent
Committee for Scientific Research and Fatwa, which states: "Whatthe company buys of real estate, cars and
the like forthe purpose of usingthemand notfor the purpose of tradinginthem is notsubject to zakat, and
thisis equalto whatis transferred or not, asthis has noeffecton theestablishment of ownership” (attached),
as this fatwa confirmed the right of the company to deduct these assets, investment properties and real
estate investments mentionedeven if they are not registered in the company's name, as long as they are
assets, investment propertiesand real estate investments thatbelong to the company and have been paid
forfrom the company's funding sourcesand are reflected in equity and long-termliabilitiesin the financial
statements. itshouldbe notedthatthe Authority has taken thisaction consid ering thatthese properties are
notregistered in the name ofthe company butare registered inthe name of the partners, and the company
objects to the action taken by the Authority, as these properties are actually owned by the company and
recordedinits booksandithas the full rightto disposeand use them and no partner hasthe rightto do so,
and the company exercises its activity proven by the memorandum of association through these properties
and other propertiesof the company. The Authority'sfailureto acceptthe deduction of the said real estate
investments actually results in these assets being subject to Zakat and added to the Zakat base indirectly,
whichis alegallyimpermissible measure, as these assets are assets of property acuisition an d use, for which
the company may not be required to pay Zakat. the committee also stated that "a lease contract was
submitted in 2017 for the Jeddah warehouse, which is not the year in question and is not related to the
subject of the dispute.” We disagree with the committee's statement, as the document confirms the

company's control over the warehouse completely, as the lease contractincluded thatthe company is the
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leasing party, and the leasing revenuesare includedin the company's revenues, which confirms the use of
the property in the company's activity, which entails thatit must be deducted from the Zakat base. the
Honorable Committee alsostated "After reviewing the Zakatreturn for the yearin question, itappears that
the balance of the partner's neighbor (zero)," and we do notknow wherethe Committee deducedthatthe
partner's balance (zero), while itappearsin the return thatthe funding from the partners' neighbor is added
to the full value of the base, as the otheradditionsin the return submitted by the company in the amount
of SAR(258,196,365) andthe returnamended by the Authority in the amount of SAR (259,614,502), which
shows the addition of the partner'sneighborto the base.for further clarification, the balance of the partmer's
neighbor in the audited financial statements shows an amount of SAR (271,908,615), and the total
liabilities and equity in the financial statements amounted to SAR(289,878,729), which clearly confirms
that the amountrelated to the partner's neighborhas been added to the Zakatbase. the committee stated
that with regard to the Al-Thumama rest house property, the Plaintiff stated that this land was mortgaged
to the National Bank and the mortgage was released in 2017 AD, which prevented the land from being
transferred in the name of the company, while what it was necessary to mention was that the Zakat
assessmentwas issuedin 2021 AD, and the companystill did nottransfer this land inits name, butitwas
sold and its profitwas entered in the financial statements, and this matter confirms thatthe mortgage is the
reason for nottransferring ownership ofthe property in the yearin dispute, and the committee stated that
the property was sold based on the company's decision according to its financial situation the committee
stated that the property was sold based on what the company decided according to its financial situation,
which necessitated the abandonment of this property, and the committee recognized that the company sold
the property and entered its profitin the financial statements, which confirms the company's ownership
and acquisition of these assets. the principleis thatall assets recognized in the company'saudited financial
statements belong to the company, are atits disposal, and are used in its activity immediately or in the
future, and whoever claims otherwise has the burden of proof, and since the Authority has not provided
any proof or evidence of this, the principle is that these assets are included in the company's activity, and
thisis confirmed with the sources offinancing these assets entering the zakatbase and affecting the zakat
base, and if these assets were notincluded in an activity, the correct procedure would be not to add the
sources of financing for them as well, butwhatthe Authority is claiming s clearly flawed and unfair to the
company's right what the Authority is demanding is clearly flawed and unfair to the company, as the
Authority demands the addition of the sources of financing for these assets while not accepting their
deduction fromthe deductions, under the pretextthatthe assetsare notusedin the company's activity. This
shows the incorrectness of the procedure from the Sharia perspective, as itis notpermissible to pay Zakat
onthis asset, as wellas from the accounting perspective, as the accounting proofis a single unitthat cannot
take one part of it without the other, and from the regulatory perspective, as the incorrect recognition of
these assets requires thatall the effects resulting fromthem are incorrect, notthatone partistaken without

what corresponds to it. by way of further clarification, those investment properties that the Authority did
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notacceptthe deduction are the property of the company and appeared in the financial statements issued

by the company as property of the company and certified by a certified public accountant, and they were
recorded in the accounting systemwith entry No. (674) dated December 31,2014 AD (the entry of adding
assets to the company at their cost) by increasing the partners' current credit against them, and the
accounting proofwas (increase fixedassetsand increase partners' currentcredit), and the company added
the partners' currentcreditto the Zakatbase (increase of the base) this meansthatnotdeducting the fixed
assets corresponding to the account of the partners’ current account added to the base means that these
assetsare subjectto Zakat, and this is theideaand philosophy of the indirectmethodthatdependson the
Zakatization ofassetsby adding theirfunding sources, and this appliesto the assets of the entire company,
as all assets are definitelyfunded by fundingsources,and therefore we request the Zakat, Tax and Customs
Authority to accept this deduction. on the other hand, with reference to Article 4 of the Executive
Regulations of the Zakat Collection Law issued by Ministerial DecisionNo. (2082) dated01/06/1438H (),
the following are deducted from the Zakat base: "Fixed Assets: "The netvalue of fixed assets (property
acuisition assets), any payments for the purchase of fixed assets, and the value of spare parts notintended
for sale, provided that these assets are owned by the Taxpayer - unless there is a barrier that prevents the
transfer of ownership - and that they are used in the activityBased on the above, the land and investment
propertiesthatare notdeducted from the Zakatbase are owned by the company and have been classified
as long-term assets as shown in the company's financial statements and supplementary notes, and as itis
known thatinvestment properties are properties that are held for more than one year, and therefore they
are property acuisition assets that must be deducted from the Zakat base, and we would like to point out
that Fatwa no: (22644), which states: "What the company buys of real estate, cars and the like for the
purpose of using them and not for the purpose of trading in them is not subject to zakat, and this applies
equally to whatis transferred and what is not, as this does not affect the proof of ow nership.” This fatwa
confirmed the right of the company to deduct the investment property mentioned - above -this fatwa is
supported by the executive regulation issued by Ministerial Decision No. (2216) dated 07/07/1440 AD,
whichtookinto accountthat the non-acceptance ofthe deduction ofa Zakatassetfinanced from funding
sources addedto the base requiresitto be zakatable in accordance with whatwas explainedabove, as the
regulation allowed the deduction of fixed assets acquired for the purpose of use in the activity without
requiring ownership as long as they are added in the financial statements, as Article 5 of the executive
regulation stated "The following clauses are deducted from the Zakat base for the Taxpayer who maintains
commercial books: 1- Net fixed assets and the like, including, but not limited to, the following: (a) Fixed
assets acquired for the purpose of use in the Taxpayer's activity, at the book value shown in the financial
statements.” We also confirm that we have all the relevant proofs that can be provided to the Authority,
which means that the statutory conditions for accepting the deduction of investment property have been
met, and therefore the Taxpayer requests that his appeal be accepted and that the decision of the

AdjudicationCircuiton the clauses subjectto his appeal be reversed.
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onMonday, on:22/04/2024 AD, the First Appellate Circuitfor Income Tax Violationsand Disputes held its

session inthe presence of all its members via video communication in accordance with th e procedures of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the
contents of the casefile, the Circuitdecided that the case has become ready for adjudication and issuing the
decisiononits subject matter, and since the Circuitfound nothing to require the presence of the parties to

the case, the Circuitdecided to closethe pleading door and reservethe case for adjudication.

Grounds:
| Grounds: 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevant laws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

the Taxpayer's appeal is regarding the Taxpayer's appeal regarding the clause (deduction of investment
properties), where the Taxpayer's appeal is to appeal the rejection by the Adjudication Circuit of his
objectionregardingthe disputedclause, as he claims thatitis a property acuisition assetand is notlegally
permissible to zakatit. based on paragraph (1) of clause (Il) of Article (IV) of the Executive Regulations for
Zakat Collection issued by Ministerial DecisionNo. 2082 dated 01/06/1438 AH,whichstipulates that "The
followingshall be deducted from the Zakat base: 1- Fixed assets include the following: The net value of
fixed assets (property acuisitionassets) and any payments for purchasingfixed assets and the value of spare
parts notintended forsale, provided thattheseassets are owned by the Taxpayer(unlessthere is an obstadle
preventing the transfer of ownership) and that they are used in the activity." Based on the above, it was
found that at the time of linking, the Authority disallowed the deduction of investment properties
represented by ... and the land behind ... accordingly, it was found that in order for the assets to be
deductible, they must be used in the activity, and when referring to the documents, it was found that the
Taxpayer did notattach proof of the obstacle that prevents him from transferring the ownership of real
estate registeredin the namesofthe partners,and thathisstatement thatthese lands are financed from the
partner's current account is not sufficient, and it was also found from the decision of the Dispute
AdjudicationCircuitthatthe partner's currentaccountaddedto the Zakatbase according to the Taxpayer's
declarationis zero. mortgaged to the bank... the Taxpayer alsoincluded the profitof the land inthe financial
statementsinthe yearofitssalein 2021 AD and subjected itto Zakat, which showsthatitis acceptable to
deductthe real estate ... Since there is something that prevents the transfer of ownership in the year of the
dispute, which ends with the Circuit accepting the Taxpayer's appeal and canceling the decision of the

AdjudicationCircuitregarding (real estate ...).
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regarding the ... the Taxpayer did not present anything that prevents the transfer of the ownership of the

warehouse to the company, but stated in his list that the warehouse was leased in 2017 AD for SAR
(150,000) for one year, and the leasing revenues were recognized in the company's financial statements,
thus claiming the validity of ownership, while he did not present proof of this for 2015, the year of the
dispute, as 2017 AD is a year subsequent to the dispute, which leads the Circuit to reject the Taxpayer's

appeal and upholdthe decision of the Adjudication Circuitregarding (JeddahWarehouse).

withregard to the land behindthe ...the Taxpayer did not provide proof of the company's ownership of the
land, asitturns outthatthe landwasin thenameof... itis notinthe name of the company and the Taxpayer
has notpresentedanything to preventthe transfer of the ownership of the landto the company for the year
in question. this leads the Circuitto rejectthe Taxpayer'sappeal and uphold the decision of the Adjudication

Circuitregarding(the landbehind the ... hotel).

with regard to the Authority's appeal regarding the clause "Discount of investment properties (projects
under implementation)’, and where Artide (70) of the Sharia Procedure Law issued by Royal Decree No.
(M/1) dated 22/01/1435 AH stipulates that: "The parties may requestthe courtin any case to record what
they have agreed uponinacknowledgmentor settlementor otherwisein thecaserecord, and the courtshall
issueadocumentto thateffect," as stated in paragraph (1) of Article (70) of the executiveregulations of the
Sharialitigationlaw issued by the Minister of Justice's decision No. (39933) dated 19/05/1435 AH."If the
agreement takes place before the case s set, the content of the claim and the answer must be monitored
before the agreementis recorded, takinginto accountthatthe origin of the case is within the jurisdiction of
the Circuit, even if the content of the agreementis within the jurisdiction of another court or Circuit,
provided thatthe merits of the case or someofitisamongthose agreed upon.” Based on the foregoing and
whereitis provento this Circuitthatthe Authority requestedto withdrawthe appealas stated in the letter
issued by the Authority in the supplementary memorandum containing the following: "The Authority
wishes to inform the Honorable Circuitthatits appeal with regard to the above clause specifically and the
consequentproceduresfor this clause as per the decision reached by the Dispute Adjudication Circuitin its

reasoning.." Therefore, the Circuitacceptsthe abandonmentofthe dispute.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Accepting the appeal procedurally from the Taxpayer / Company ..., commercial registration (..)
unique number (...)Andthe appeal submitted by the Zakat, Tax and Customs Authority against the decision
ofthe third circuitfor adjudicatingviolationsand disputes of income tax in Riyadhwith number (ISR-2022-

1830) issued in casenumber (Z-2021-71193) related to the zakatassessmentfor the year 2016 AD.

Second: On the Merits:
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1- Accepting the abandonment of litigation with regard to the Authority's appeal on the clause (Discounting

of investmentproperties (projects under implementation)).
2- With regard to the Taxpayer's appeal on the clause (deductionofinvestmentproperty):

(a) Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding (real

estate ...) according to the groundsand rationale providedin this decision.

(b) Rejecting the Taxpayer's appeal and supporting the decision of the Adjudication Circuit regarding

(Jeddah warehouse) in accordance with the groundsand rationales mentioned in thisdecision.

(c) Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding (the

land behind the ... hotel) according to the grounds andrationale provided in thisdecision.
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DecisionNo. R-2024-171573

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. Z-2023-171573

Disputes in Riyadh

PrincipalNo.28

- The proper Zakat treatment for dividend distributions is to ensure that Zakat has been paid for
them by the investee company, to justify not reducing the deducted investment from the Zakat

base of the investing company.

Facts
_ &

the appeal filed on 26/01/2023 AD, from/ Company ... and the Zakat, Tax and Customs Authority (ZTCA),

onthe decision of the First Circuitfor Adjudicating Income Tax Violations and Disputes in Dammam(IZD-
2022-2529) issued in Case No. (Z-2021-80697) related to the 2017 AD Zakatassessment, in the case filed
by the Taxpayer against the ZTCA, in which the Adjudication Circuit's decision ruled as follows: The

Taxpayer's claimwasfiled againstthe Zakat, Tax and CustomsAuthority:
1.modification of the Defendant's decision With respectto the 2017 AD Investments Clause.

2.annulment of the Defendant's decision with respect to an clause due from related parties for the year

2017 AD.

3.annulment of the Defendant's decision With respect to the clause Investments in foreign companies for

theyear2017 AD.

since this decision was notaccepted by the parties, each ofthem filed alistofappeals, whichincluded the

following:

with regard to the Taxpayer's appeal againstthe decision of the Adjudication Circuit, hisappealis inrelation
to the clause "Investments in local companies for the year 2017 AD", as the appellant (the Taxpayer)
requests the annulment of the Circuit's decision on this clause on the basis that the Authority ignored the
historical costofthe investments, whichresulted inthe abovedifferences, mo stof which consist of amounts
paid by the company to acquire investmentsin excess of the book value of the investments upon acquisition
to include goodwill, thus the investment value recorded in the books is higher than amounts disclosed as
equity in the financial statements of the investee company according to accounting principles. that the

company purchased the investments mentioned in his list of claims at fair market value, whichiis higher
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than the actual cost of the purchased stake. accordingly, the company disclosed this additional value of
goodwillas partofthe value of the investmentin the auditedfinancial statements. the Committee will also
note that Article 5(3) of the Zakat Regulation issued by Ministerial Decision no: 2216 clearly states that
intangibleassets acquired through purchasesuch asgoodwill are deductible fromthe zakatbase during the
calculation of the zakatbase. the Authority'streatmentaboveis to rejectthe claimto deduct goodwil | from
the zakat base without providing any basis or explanation for this treatment. the Authority also assigned
this transaction to the fourth paragraph of Article 5 of the Executive Regulations for Zakat Collection. in this
regard, the company would like to clarify that the article referred to by the Authority stipulates that the
investment may be discounted and not the percentage of ownership in the investment. the Honorable
Committee willnote thatthe decision of the adjudicationcommitteeto support the Authority'streatmentis
afailure to recognizethe auditedfinancial statements andignoringthe value proven inthe audited financial
statements approved by a charteredaccountantlicensedto practice the accounting and auditing profession
inaccordance with the regulations operatingin the Kingdom of Saudi Arabia, notto mention thatthe idea
of relying in determining the value of the investment by multiplying the ownership percentage by the
ownership right of the investee company is not sustainable in most matters in achieving the real value of
the investment, which confirmsthe invalidity of the decisionof the adjudication committee to supportthe
Authority's treatment. The Company wouldalso like to draw the attention of the Honorable Committee to
the fact that the above-mentioned investments were invested from equity and funded by the partnersand
it was the management’s intention to hold these investments on a long-term basis and not for trading
purposes. In other words, the money was out of the company's ownership when it financed the said
investments, which negates the mostimportant conditionunderwhichmoney is subjectto Zakat, which is

the ownership ofthe money.

The appellant(the Authority)stated thatitdisagreed with the decision of the Circuitunder appeal because
the Authority deducted the investmentinlocal enterprisesin the amountof SAR 202,860,543 fromthe base
based onthe company'ssharein the equity ofinvestee companiesfrom the financial statements of investee
companiesafterreducingitby the amountofthe company's share inthe profits ofinvestee companies, and
the calculation of investments was verified and the amounts matched with balances from the lists of
investee companies. moreover, the Taxpayer referred in his reply list submitted before the Adjudication
Circuitto misplacedcirculars,as whatapplies to this case are the provisions of the Zakat Regulation issued
by Ministerial Decision No. 2082, and itis clear that there is no statutory basis for the procedure of the

Circuitissuingthe decision.

the decisionwas notaccepted by the Zakat, Taxand Customs Authority, whichfiled its appeal againstthe

challengeddecision by means ofan appeal regulationthatincluded the followingsummary:

with regard to the Authority's appeal against the decision of the Adjudication Circuit, its appeal lies in

relation to the clause (Due from related parties for 2017 AD), as the appellant (the Authority) is requesting
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the annulmentofthe Circuit's decisionon this clause on the basis thatthe Circuitissuedthe decision under

appeal...the ownership percentage, asitrepresents adebitmovementto the owner's currentaccount, the
Authority responds thatitdisagrees with the conclusion of the decision of the Circuitunder appeal because
the Authority excludedthe deduction of the clause from the Zakatbase in the amountof SAR 14,000,000,
as the due fromrelated parties is for parties thatdo nothave ownershipstakes in the company, which are
as follows from Note (8) of the financial statements. The ZakatRegulation hasau thorized the deduction of
debitbalances of related parties within the limits of their share of the carried -over profits, and since the
related party whose debit balance the Taxpayer claims to deduct is not an owner in the company and
therefore has no share in the carried-over profits, his balance cannot be deducted, and accordingly the
Taxpayer's objection was rejected on the basis of Article (4) Il paragraph (5) of the ZakatRegulation, while
the Defendant's response stated that the company does notapprove the Authority's appeal against the
decision ofthe adjudicationcommittee to allow the claim of related partiesfrom the Zakatbase... to bring
to the attention of the Honorable Committee thatthe above loan was grantedto the related party, i.e. and
registered with the Authority with the unique number ..) in addition, ... a copy of the company's Zakat
declarationisattached in Annex 6. the regulator also notedin its views thatithad excluded the deduction
for the loanto a company that...because it does nothave any sharesin the company ....in this regard, the
company would like to informthe Honorable Committee that...is 99% owned by Company ... holdingand
1% for ... as disclosed in Note 1 of the audited financial statements of ... attached in Appendix 7. clause

(Investmentsin foreign companiesfor 2017 AD).

onWednesday, 22/05/2024 AD, the FirstAppellate Circuitfor Income Tax Violations and Disputes held its
session in the presence of all its members via video conferencing in accordance with the procedures of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the
contents of the case file, the Circuitdecided thatthe case has become ready for adjudication andissuing the
decision on its subject matter, so the Circuit decided to close the pleading doorand reserve the case for

adjudication.

Grounds:
| Growds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.
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on the subject of the Taxpayer's appeal regarding the clause "Investments inlocal companies for the year

2017 AD", withregard to ... with the distinctive number (...), and based on paragraph (4/a) of Article (4) of
the Executive Regulationon Zakat Collection issued by Ministerial Decision No. (2082) dated 01/06/1438
AH: "Investments in establishments inside the Kingdom - in partnershipwith others - if those investments
are subjectto the collection of zakatunder this regulation, and if the investmentin those establishments is
notsubjectto collection, itshall notbe deducted from the base." Based on Article 20 (3) of the regulation,
which stipulates that"The burden of proving the accuracy of whatis stated in the zakat declaration of the
Taxpayer regarding clauses and any other data lies with the Taxpayer, and if he is unable to prove the
accuracy ofwhatis stated in his declaration, the authority maynotapprovethe clausethatis notproven by
the Taxpayer or may impose an estimated assessmentaccording to the authority's perspectivein light of the

circumstancesand facts related to the case and the information availableto it."

Based on the above, and by reviewing the documents attached to the case file, i t was found that the
Authority accepted a deduction of SAR (34,589,823 )from the Zakatbase, in accordance with the share of
the company in the equity of the financial statements of the invested company, while the Taxpayer claims
todeductthe investmentin accordance with its financial statements in the amountof SAR92,143,770, due
to the fact that the difference is represented by goodwill. Accordingly, after reviewing the attached
documents, it was found that costs were incurred to acquire the investmentin the amount of SAR
80,090,116. The Taxpayer also submitted the documentary evidence of this, represented by the share
purchase agreement and proof of payment of the purchase price, and also submitted the documentary
evidence ofthe costs related to professionalfees, and by reviewing the financial statements of the company
.. specifically, Note (1) shows thatthe netassets of ... at the time of the acquisition date (January 19,2015
AD), the value of the investmentwas SAR59,800,000 and the Taxpayer's share of itwas SAR 23,920,000,
thus provingthatthe Taxpayerpaid avalue forthe investmentgreater thanthe netassets of the ... thisresults
in goodwill charged to the investment balance, SAR 56,170,116. As for the remaining difference from the
amountofthe dispute, itturns outthatitis represented by dividends to the costly company in the amount
ofSAR1,383,831, where, with reference to the attached documentsrepresentedin the financial statements
oftheinvestee companyfor the year 2018 AD, itappears from the statement of cash flows thatitdistributed
profits during the year, as the proper zakat treatment of these distributions is to prove their
recommendation to the investee company in order to accept that they do not reduce the investment
deducted from the zakatbase of the investee company, as the case is notas stated,as itdid notappearthat
the Taxpayer submitted evidence of recommendation for these distributions to the investee company,
which determinesthatitis notaccepted to addthemto the investment deducted fromthe zakat base, which

means thatthe Circuitaccepts

whereas, regarding the Authority's appeal on the clause (Duefrom related partiesfor 2017 AD),and based

on paragraph (fifth) of Article (IV), clause (Il) of the Zakat Executive Regulations of Royal Decree No. (M/40)
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dated 02/07/1405 AH issued on 01/06/1438 AH, "The currentaccount owed to the owner or partner
subject to Zakat shall be deducted from the Zakat base to the extent of their share in the rounded profits
the currentaccountowed to the owner or partner subjectto Zakatshall be deducted from the Zakatbase
to the extent thatit does not exceed their share of the rounded profits”, and based on paragraph (ll/a) of
Article (4) ofthe Executive Regulations for Zakat Collectionissued by Ministerial Decree No. (2082) dated
01/06/1438 AH:"Inthe case of including the Taxpayer's declaration a credit currentaccountand another
debitaccount, the difference between them is taken, and ifa creditcurrentaccount appears for one of the

partnersand adebitcurrentaccountforanother partner, no settlementwillbe made between them....".

whereas, the dispute over thisclause isthe deduction of the receivable fromrelated parties, as the Authority
appeals the adjudication decisionand claims thatthe receivable fromrelated parties should notbe ded ucted
because the receivable from related parties is for parties that do not have ownership interests in the
Taxpayer company, while the Taxpayer arguesthatthe related party is 99% owned by a company ... holding

and 1%for ... the two aforementioned companies are considered owners of the mandated company.

Based on the above, and since the proper treatment of the related party deduction is that the companies'
relationship is a direct relationship, while if the relationship is indirect, this is considered as commercial
transactions with otherparties (third party), which should notbe deducted from the Zakatbase, and upon
reviewing the casefile, itwas found that the relationship between the Taxpayer and a company...an indirect
relationshipas the company's...owned by acompany... Company ..the company's ... Company .. They also
own the company in charge, so it does not affect the deduction of related parties, and what the Taxpayer
has argued thatthese balanceshave been recommended bythe company ... therefore, since Zakatis due on
both the creditor and the debtor withoutthere beingasecond, as the creditor zakatizes the money thathe
ownsand isinthe debtor's possession, while the debtor zakatizesanother money thathe owns andis in his
hands and can dispose of, which means that the Circuit accepts the Authority's appeal and cancel the
decision of the Adjudication Circuitregardingthe clause "Due fromrelated partiesfor 2017 AD." This makes
it necessary for the Circuitto accept the Authority's appeal and cancel the decision of the Adjudication

Circuitregardingthe clause "Duefrom related parties”.

regarding the Taxpayer's appeal to the rest of the companies (a... - Company... according to its financial
statements - acompany...- schools...) whereas, thereis noblame onthe Circuitfor adopting the grounds for
the decision under appealwithoutaddingto them when itassessesthatthese reasons makeitunne cessary
to introduce anything new, because in upholding them, it is certain that the Circuit did not find any
objectionsto the decisionthatmeritaresponse beyondwhatwasincluded in these reasons, and because it
is proven that the decision under appeal regarding the dispute regarding the clauses under appeal was in
accordance with the validreasonson whichitwas based and sufficientto carry its judgment, as the issuing
Circuitscrutinizedthe contentofthe dispute inittheissuingCircuitscrutinized the dispute and cameto the

conclusionitreached inits operative part, and this Circuitdid notnotice any reason to appeal or comment
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onitin lightof the defenses raised before it, which leads this Circuitto reject the Taxpayer's appeal, reject

the Authority's appeal, and uphold the decision of the Adjudication Circuiton the basis of its reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Accepting the appeal procedurally from the Taxpayer / Company ... Commercial registration (..),
unique number (...) The appeal submitted by the Zakat, Tax and Customs Authority against the decision of
the first Circuitregardingviolations and disputes of income taxin the city of Dammam with number (IZD-

2022-2529) issued in case number (Z-2021-80697) related to the zakatassessmentfor the year 2015 AD.
Second: Onthe Merits:

1- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (due from related partiesfor 2017 AD).

2- Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (Investments in foreign companies for 2017 AD).
3-Regardingthe Taxpayer's appeal on the clause (investmentsin local companiesfor the year 2017 AD):

a. Acceptingthe Taxpayer's appealin partand amending the decision of the Adjudication Circuit regarding

the clause (Company...recorded).

b. Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (Company...).

c. Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (Discountforinvestmentinacompany...accordingto its financial statements).

d. Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (Company...).

e.Rejecting the Taxpayer'sappeal andupholding the decisionof the Adjudication Circuitwith regardto the

clause (Schools ...).
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DecisionNo. IR-2024-136298

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2022-136298

PrincipalNo.29

- Partner financing shall be deducted from the Zakat base in proportion to the ownership

percentage.

Facts
_ <&

the appeal filed on07/07/2022 AD by the company ... the appeal filed on 19/07/2022 AD by the Zaka,

Tax and Customs Authority against the decision of the Third Circuit for the adjudication of income tax
violations and disputes in Riyadh,No. (IFR-2022-5096) issued in Case No. (Z-2021-75637) related to the
2015 AD Zakat assessment, in the lawsuit filed by the company ... against the Zakat, Tax and Customs

Authority,inwhichthe decisionof the Adjudication Circuitruled as follows:

First:as a matter of form, the Plaintiff's objectionis accepted by the ... (Commercial Register No. ...),on the

decision of the Defendant/Zakat, Tax and CustomsAuthority.

Second: On the merits:

1- Annulmentofthe Defendant's decisionregarding the clause (Foreign Investmentsfor 2015 AD).
2-Rejecting the Plaintiff'sobjection regarding the clause (Accumulated Losses for 2015 AD).

3- Annulmentofthe Defendant's decisionWith respectto the 2015 AD Shrek Additional Contribution.
4- Amendingthe Defendant's decisionwith respectto (2015 AD Long-TermReceivables).

5- Modification of the Defendant's decision With respectto the clause (Partner Payments for 2015 AD).

6- Annulmentofthe Defendant's decision with regard to the clause (2015 AD Insurance Company Statutory

Deposit).

as this decision was not acceptable to the Taxpayer (Company...), he filed a list of appeals, which was
reviewed bythe Circuitand includedthe following: The Taxpayer requests the acceptance of his appeal and

the reversal of the decision of the Adjudication Circuiton the clausesthatare the subjectof his appeal.
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this decisionwas notaccepted by the appellant (Zakat, Taxand Customs Authority), so itsubmitted a list of

appeals, which was reviewed by the Circuit, where its appeal lies with regard to the clause (additional
contribution from a partner for 2015 AD),and the Authority explains its basis for itsactionwhenlinking the
non-determination of the partiesto the debtor relationship (company...) after studyingthe objection, itwas
partially accepted that the related parties deducted the amount of SAR(422,094,000) (35%) for the years
under objection due to the fact thatit is subject to Zakat in order to prevent flexingin the calculation of
Zakat. Therefore, the Authority maintainsthe validityandintegrity of its procedureand requests the reversal

of the decision of the Circuitof Dispute Resolutionon the clauses under appealfor the above reasons.

on Tuesday, 30/01/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presenceofits members whose namesare recorded inthe minute s, via video communication
inaccordance with the proceduresfor remote video litigation; based on the provisions of Clause 2 of Article
15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees issued by Royal Decree
No. (26040) and dated: 21/04/1441 AH; after reviewing the appeal request, the pleadings submitted, the
papers and documents contained in the case file, after deliberation, and since the case is ripe for
adjudication in its current state, the Circuit decides to close the pleadings and reserve the case for

adjudication.

Grounds:
| Grounds: 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

whereas, regarding the Authority'sappeal on the clause (Additional contribution from the partner for 2015
AD), where the Authority's appeal lies in the fact that when linking, it did not deduct the debtor's related
parties becauseitis notan elementofthe deduction from the Zakatbase. article (4), clause (I1), paragraph
(4a) of the Zakat Collection Regulationissued by Ministerial Decision No. 2082 dated 01/06/1438 AH
stipulates that "The followingshall be deducted fromthe Zakatbase: 4- (A): "Investments in establishments
within the Kingdom — Participation with others - If those investments are subject to zakat collection under
these regulations, if the investmentin those establishments is not subject to collection, it s hall not be
deducted from the base." Basedon the above, and upon reviewing the financial statements of the investee
company for the year 2015 AD, it was revealed through Note No. (19) about the additional contribution
from the partner thatfinancial fees were charged on this clause atarate of (6%) per year, as the financing

costs charged during 2015 AD amounted to SAR 35.1 million, which shows that the disputed clause
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represents financing and is therefore discounted by the ownership ratio, which leads the Circuit to accept

the Authority's appealand cancel the decision of the Adjudication Circuiton thisclause.

whereas, with regard to the Authority'sappeal on the clause (ForeignInvestments for 2015), Article (70) of
the Sharia Procedure Law promulgated by Royal Decree No. M/1 dated 22/01/1435 AH stipulatesthat "The
parties may request the courtin any case to record what they have agreed upon in acknowledgment or
settlementorotherwise in the case record, and the courtshallissuea documentto thateffect," as stated in
paragraph (1) of Article (70) of the executive regulations of the Sharia litigation law issued by the Minister
ofJustice's decision No. (39933) dated 19/05/1435 AH. "If the agreement takes place before the caseis set,
the content of the claim and the answer must be monitored before the agreement is recorded, taking into
account that the origin of the case is within the jurisdiction of the Circuit, even if the content of the
agreementis within the jurisdiction of another courtor Circuit, provided thatthe merits of the case or some
of itis among those agreed upon.” Based on the foregoing, and where this Circuit has established the
Authority's requestto leave the appeal as stated in the |etterissued by the Authority in the supplementary
memorandum,whichincludes the following: "The Authority wishes to informthe Honorable Circuitthatits
appeal withregardto the above clausespedcifically, andthe consequent proceduresfor this clause as per the
terms of the decision reached by the Adjudication Circuit, is left to its discretion.” Therefore, the Circuit

accepts theabandonmentofthe dispute.

whereas, with regard to the Taxpayer's and the Authority's appeal on the remaining clauses atissue in the
lawsuit, the Circuit has no faultin adopting the grounds for the decision under appeal without adding to
them, if it determines that these reasons make it unnecessary to introduce anything new, because in
supporting them with the content of those reasons, itis certain that it did not find any objections to the
decision that merit a response beyond what was included in those reasonsitis evident that the decision
under appeal regarding the dispute regarding the contested clauses was in accordance with the valid
reasons on which it was based and sufficient to carry its judgment, as the issuing Circuit scrutinized the
dispute and reached the conclusion itreached in its operative part, and since this Circuit did not notice

anything thatwarrants criticismor commenton it

inlightofthe defenses raised before it, this Circuitconcludesthatitrejects the appeal of the Taxpayer and
the Authority and upholdsthe decision of the Adjudication Circuitin its conclusion on the remaining clauses

atissueinthe case, basedonits reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:
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Decision:

First: Procedurally:

1- Acceptingthe appeal from the Taxpayer/...Company procedurally. commercial Register (...), distinctive
number (..), and the Zakat, Tax and Customs Authority, against the decision of the Third Circuit for
Adjudicating Income Tax Violations and Disputes (IFR-2022-5096) issued in Case No. (Z-2021-75637)

related to the 2015 AD Zakatassessment.
Second: On the merits:

1. Accepting the abandonment of litigation regarding the Authority's appeal on the clause (Foreign

Investments for the year 201 5AD).

2. Reject the parties’ appeal and uphold the decision of the Adjudication Circuit With respect to the 2015

AD Debtor Related Parties clause

3 - Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (Partner's paymentfor 2015 AD).

4 - Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (additional contribution from Shrek for 2015 AD).

5 - Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (additional contribution from Shrek for 2015 AD).

6. Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (Accumulated Losses for 2015 AD).
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024-127607

First Appellate Panelfor Income Tax Violations and
Case No. Z-2022-127607

Disputes in Riyadh

PrincipalNo.30

- Adebtthatarose duringthe yearand has not completed one full year may notbe deducted from

the Zakatbase.

Facts
_ &

the appeal was heardon 27/04/2022 AD, from..,,National ID No.(...) as an agentunder AgencyNo. (...) on

behalf of the appellant company, the appeal filed on 28/04/2022 AD from the Zakat, Tax and Customs
Authority (ZTA) against the decision of the First Circuit for the Adjudication of Income Tax Violations and
Disputes in Jeddah Governorate No. (1Z)-2022-687) issuedin Case No. (Z-2021-44626) related to the Zakat
assessmentforthe years 2015 ADto 2018 AD in the case filed by the Taxpayer againstthe Zakat, Tax and
Customs Authority, in whichthe decision of the Adjudication Circuitruled as follows: The Taxpayer's claim

isfiled againstthe Zakat, Taxand CustomsAuthority:

First:rejected the Plaintiff's objectionto the deferred contributions clausefor 2015 AD and 2016 AD.
Second:dismissedthe Plaintiff's objectionto the trade and other credits for the years 2015 AD to 2018 AD.
third, the Plaintiff's objectionto the loan clauseis dismissed.

Fourth:acceptingthe Plaintiff' sobjection to the investments clausefor 2015 AD and 2016 AD.

Fifth: Plaintiff's objection to the employee receivables-homeownership line clausefor 2018 AD is denied.
sixth: rejected the Plaintiff's objectionto the netinvestmentclausein the 2016 AD and 2017 AD leases.
seventh:accepting the Plaintiff's objection to the other long-termreceivables clause for 2016 AD.
eighth:accepting the Plaintiff'sobjection to the share of other comprehensive loss clause for 2017AD.
Ninth:acceptingthe Plaintiff'sobjection to the severance pay paid for 2018 AD.

tenth: dismissed the Plaintiff's objection to the assets held for exclusionfor 2015 AD.

eleventh:rejected the Plaintiff's objection to the unrealized financing componentof long-term receivables

for2016 AD and 2017AD.
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as this decision was not accepted by the Taxpayer (Company ...), he filed a list of appeals, which was

reviewed by the Circuit, whichincluded, inessence, thatthe Taxpayer requests the acceptance of his appeal

andthe reversal of the decision of the Adjudication Circuit.

this decision was not accepted by the appellant (Zakat, Tax and Customs Authority), so it submitted a list
ofappeals reviewed by the Circuit, where the Authority's appeal lies onthe clause (investments for the years
2015 AD and 2016 AD). The Authority explains that it deducted the balance of the last period after
deducting the loan to the subsidiary company, which was not taxed, and during the stage of studying the
objection, where the Plaintiff had previously submitted the financial statements of the company ..he
submitted the Memorandum of Association of the company and submitted the Board of Directors’
resolution approving the increase in the capital and where the additional contribution to the capital
appeared accordingto the listof changes in partners'rights of the company. SAR(75,000,000)in 2015 AD
and SAR (990,000,000) in 2016 AD, which is registered with the Authority and submitted the Zakat
declarationforthe two years and an examination casewas opened by the Authorityand the linkwas made
forthe two years and itbecame clear throughthe declarationthatthis contribution wasaddedto the capital
butthe company did nothave to pay Zakatsince the baseis negative, so the Authority rejected the Plaintiffs
objectionregardingthe aboveclause sincethese amounts were not Zakatin the subsidiary company. with
regard to the clause (Other Long-Term Receivables for 2016 AD), the Authority explains thatit did not
accept the deduction of the clause Other Long-Term Receivables from the Zakat base, as there is no
statutory provision supportingthe deductionof long-termreceivables, and during the stage of studying the
objection, thePlaintiff presented a courtruling issuedinfavorof...duringthe stage of studyingthe objection,
the Authority held a hearing on 21/02/2021 AD, in which itexplained its viewpointin its action taken
regarding the above clause, and accordingly, the Authority rejected the Plaintiff's objection regarding the
above clause, as the Zakat CollectionRegulationissued in 1438 AH did notauthorize the deduction of any
clause from the Zakat base that has no basis in the financial statements, and there is no article in the
regulation authorizingthe deduction of the clause, as no clause can be deducted exceptby a statutory text
regarding the clause (End of service gratuity paidfor 2018 AD): a- Regarding the amountof SAR (485,062),
the Authority explains thatwhen linking, it processed the allocations based on the provisions of paragraph
(9) of Article (4) of the Zakat Collection Regulation issuedin 1438 AH,which stipulates that: First: The zakat
base consists of all the funds of the Taxpayer subject to zakat, including: 9- Provisions at the beginning of
the year (excluding doubtful provisions for banks) after deducting the user during the year." what the
Plaintiff is claiming is the deduction of the payments included in the statement of other comprehensive
income, and since the Authority, when linking, took the net profit before zakat according to the income
statement, while the elements of comprehensive income were not taken when calculating the due zakat
and net profit because they are the result of valuation and notreal, the Authority rejected the Plaintiffs
objectionregardingthe above clause, and the Authority maintains the validity of its procedure. itasks that

itsappeal be acceptedand thatthe decision of the Adjudication Circuitbe reversed.
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on Sunday, March 10,2024 AD, the FirstAppellate Circuitfor Income Tax Violations and Disputes held its

sessioninthe presence ofits members,whose names are recorded in the minutes, via video conferencing
inaccordance with the procedures forremote video litigation; based on the provisionsof clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (25711) and
dated:08/04/1445AH.; and by calling on the opponents,he/she attended,/ ... national IDNo. (....), as agent
for the Plaintiffunder power ofattorney No. (...) i attended ... (National ID No. ...), as the representative of
the Defendant/Zakat, Tax and Customs Authority, under an authorization issued by the Deputy Governor
of the Zakat, Tax and Customs Authority for Legal Affairs No. (...) on March 19, 1445 AH,, the Circuit
reviewed the supplementary memorandum submitted by the Authority during the hearing. upon
presenting this to the Plaintiff's agent, he requested an extension to respond, and the Circuit decided to
accepthisrequestand informedthe Plaintiffthatitmustrespond to the Defendant's memorandumwithin
a maximum period of Sunday, March 17, 2024 AD, after which the pleadings will be closed and the case
will be submitted for deliberation and decision, and the Circuit will not accept any new documents or
memoranda submitted after the aforementioned date. Provided that the next hearing shall be on

23/04/2024 AD, which shallbe a hearing for pronouncementofthe decision.

on Tuesday, April 23,2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofits members, whose names are recorded in the minutes, via video conferencing
inaccordance with the procedures forremote video litigation; based on the provisionsof clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (25711) and
dated: 08/04/1445 AH.; Calling on the opponents, Mr. ... national ID No. (...), as agent for the Plaintiff by
virtue of power of attorney No. (...) ... (National ID No. ..) attended, as the representative of the
Defendant/Zakat, Tax and Customs Authority, under an authorization issued by the Deputy Governor of
the Zakat, Taxand Customs Authority for Legal Affairs No. (...) on March 19,1445 AH., the Circuitdecided

to close the pleadings and deliberations.

Grounds:
| Gounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthat the conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

on the merits, with regard to the Authority'sappeal on the clause (Investments for 2015 AD and 2016 AD),
and where the basis of the Authority'sappeal is thatitdeducted the balance of the last period afterdeducting
the loan to the subsidiary company, which was not taxed, according to the above, and where the basis of

the decision challenged inthe revocation of the Authority'sactionis thatthe investee companyis registered
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with the Authority and that the capital contribution was added to its Zakat base, which entails that this

contribution is considered an investment that may be deducted from the Zakat base of the company
appealed against,and where the Authority indicated in its supplementary appeal note thatthese amounts

are notsubjectto the investee company,and attachedthe following

with regard to the Authority's appeal on the clause (other long-term receivables for 2016 AD), and where
the Authority's appeal liesin the fact that the debt arose duringthe year in dispute and did not exceed a
year, and after the Circuitreviewedthe case file and the papers it contains, and the decision of the Circuitin
question, itappearsthatthe Authority's appeal on this clause lies in the fact that the debtarose during the
year in dispute and did not exceed a year, and by reviewing Note 26 of the financial statements for 2016
regarding other income it turns out that it includes the clause "Compensation from a customer” for an
amount of (96) million riyals, which includes the amount in dispute (48) million riyals, and through non-
currentassetsitis clear that there is an clause "Other long-termreceivables” for an amountof (48) million
riyals thatarose duringthe yearin dispute, which shows that the amount thatthe Taxpayer claimsto deduct
from the Zakat base did notexceed one year, and therefore it cannot be deducted from the Zakat base,
which leads the Circuitto acceptthe Authority's appeal and cancelthe decision of the Di spute Adjudication

Circuiton this clause.

regarding the Authority's appeal on the clause (End of service gratuity paid for 2018 AD): a- With regard to
the amountof ( SAR 485,062), where the Authority'sappeal liesin the fact that when linking, it proces sed
the allocations based on the provisions of paragraph (9) of Article (4) of the Zakat Collection Regulation
issued in 1438H.Based onthe above, and afterreviewingthe case file and the papers it contains, the Circuit
found through the documents provided by the Taxpayer in the Adjudication phase, represented by an
analytical statement prepared manuallyin addition to financial settlements, and tracing them, itwas found
thatthey amountto (3.) SAR213,562, which isless thanthe amount claimed by the Taxpayer, SAR 213,562,
which turns outto be less than whatis declaredin the lists and the amount claimed by the Taxpayer, which
leads the Circuitto partially acceptthe Authority'sappeal in the amountof SAR(485,062) and modify the

decision of the Adjudication Circuitfor not provingits payment.

b- With regard to the Authority's appeal regarding( SAR 3,468,000), Article 70 of the Sharia Procedure Law
promulgated by Royal Decree No.M/1 dated 22/01/1435 AH stipulates that: "The parties may requestthe
courtin any case to record whatthey have agreed upon in acknowledgmentor settlementor otherwise in
the case record, and the courtshallissue a documentto thateffect,” as stated in paragraph (1) of Article (70)
of the executive regulations of the Sharia litigation law issued by the Minister of Justice's decision No.
(39933) dated 19/05/1435 AH. "If the agreementtakes place before the case is set, the contentof the case
and the answer mustbe monitored before the agreementis recorded, takinginto accountthatthe origin of
the caseis withinthe jurisdiction of the circuit, evenifthe content of the agreementis within the jurisdiction

of another courtor circuit, provided thatthe merits of the case or some of itisamongthose agreed upon.”
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Based on the foregoing, and whereas this circuit has proven the Authority's request to leave the appeal as
stated in the letter issued by the Authority in the attachment memorandum the Authority informs your
Honorable Circuit that the Taxpayer is requesting that the user be deducted from the allowance and not
revaluation, and where the Taxpayer submitted a sample of the cash payment for the user from the
allowance alongwith hisobjection, and the movementofthe allowanceaccording to Note 24 of the Notes
to the Financial Statements confirmed the existence of amounts paid. aswell asthe statementof cash flows.
moreover, the amount that the Taxpayer claims to deduct is SAR 3,953,062, while the amount used
accordingto the financial statements is SAR 3,468,000, so the Authority would liketo inform the Honorable
Circuitto partially leave its appeal by deducting the user from the provision of SAR 3,468,000." Therefore,

the Circuitaccepts the abandonmentofthe dispute.

with regard to the Authority's appeal on the clause (share of other comprehensive loss for 2017 AD), and
where Article (70) of the Sharia Procedure Law promulgated by Royal Decree No. M/ 1 dated 22/01/1435
AHstipulates that"The parties may requestthe courtin any case to record whatthey have agreed uponiin
acknowledgmentorsettlementor otherwise inthe case record, and the courtshall issue adocument to that
effect,” as stated in paragraph (1) of Article (70) of the executive regulations of the Sharia litigation law
issued by the Minister of Justice's decision No. (39933) dated 19/05/1435 AH. "If the agreement occurs
before the case is set, the contentof the claim and the answer mustbe monitored before the agreementis
recorded, taking into accountthatthe origin of the case is within the jurisdiction of the Circuit, evenifthe
content of the agreement is within the jurisdiction of another court or Circuit, provided that the merits of
the case or some of itis among those agreed upon.” Based on the above, and whereitis proven that the
dispute ended with the Authority's acceptance of the claimant's requests as stated in the letter from the
Authority in the supplementary note, which includes: "In light of the above, the Authority accepts the
Taxpayer's view by discounting the amount of SAR 32,142,000 from the net profit without reducing it by
the amountofthe actuarial profitof SAR4,111,000 since itwas notdeducted from the rounded balance.”

therefore, itis necessary for the Circuitto establishthatthe dispute over the appeal on this clause is over.

with regard to the Taxpayer's appeal on the remaining clauses, the Circuit has no fault in adopting the
grounds for the decision under appealwithoutadding to them, ifit determines thatthese reasons make it
unnecessary to introduce anything new, because in upholding them with whatthese reasons contain, itis
clear that the Circuit did not find any objections to the decisionthat merita response beyond whatis
contained in these reasons, and whereas it is established that the decision under appeal regarding the
disputed clause was consistent with the valid reasons on which itwas based and sufficient to carry its
judgmentas theissuing Circuitscrutinizedthe dispute and reached the conclusionitreached in its operative
part,and as this Circuitdid notobserve anyreason to appeal orcommenton itin lightof the defenses raised
beforeit, this Circuitconcludes to reject the Taxpayer'sappeal anduphold the decision of the Adjudication

Circuitinits conclusion on the remainingclauses, in accordance with its reasons.
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Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally, submitted by /... Company Commercial registration number

(...), unique number (...), and the Zakat, Tax and Customs Authority, against the decision of the first
adjudication committee regarding violations and disputes of income tax in Jeddah province with number
(12)-2022-687) issuedin case number (Z-2021-44626) related to the zakatassessmentfor the years from
2015ADto 2018 AD.

Second: On the merits:

1- The Taxpayer's appeal is rejected and the decision of the adjudication committee regarding clause
(deferred contribution) is upheld.

2-The Taxpayer's appealis rejected and the decision of the adjudication committee regardingclause (rade
payables andother creditbalances) isupheld.

3-The Taxpayer's appealis rejectedand the decision of the adjudication committee regarding clause (long-
term loans) isupheld.

4- The Taxpayer's appeal is rejected and the decision of the adjudication committee regarding clause
(employee receivables - ownership of houses)is upheld.

5- The Taxpayer's appeal is rejected and the decision of the adjudication committee regarding clause (net
investmentin lease contracts) is upheld.

6- The Taxpayer's appeal is rejected and the decision of the adjudication committee regarding clause (assets
held forexclusion for the year 2015 AD) is upheld.

7- The Taxpayer's appeal is rejected and the decision of the adjudication committee regarding clause
(unrealized financing element from long-termreceivables) is upheld.

8- The authority's appeal is accepted and the decision of the adjudication committee regarding clause
(investments for the years 2015 AD and 2016 AD) isannulled.

9- The authority'sappeal isaccepted and the decision of the adjudication committee regarding clause (other
long-term receivables for 2016 AD) isannulled.

10- Confirmation of the end of the dispute regarding the authority's appeal on clause (share of other
comprehensive loss for 2017 AD).

11-Regarding the authority'sappeal on (end-of-service benefits paidfor 2018 AD):

A- The authority's appeal is partially accepted and the decision of the adjudication committee regarding
(amountof SAR(485,062))isamended.

B- Acceptance of the abandonmentofthe dispute regarding the authority's appeal concerning (amount of

SAR(3,468,000)).
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Appellate Committee for Tax Violations and Disputes DecisionNo. IR-2024-187839

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-187839

Disputes in Riyadh

PrincipleNo.31

- The general principle in Zakat calculation is to start with the accounting profitand adjust it by
adding expenses that are not deductible under Sharia. Thereafter, the Zakat base is determined,
which includes both the taxpayer’s assets and liabilities. Government grants that have not been

received mustbe adjusted in the Zakatbase, as they are considered elements of the balances heet

Facts
_ &

the appealfiled on March 16,2023 AD, by (...),National ID No. (...), as an agentof the appellant company

under power of attorney No. (...), and the appeal filed on 05/04/2023, by (...), and the appeal filed on
05/04/2023 AD, from the Zakat, Tax and Customs Authority, against the decision of the Third Circuit for
Adjudicating Income Tax Violations and Disputes in Riyadh (IFR-2022-6702) issued in Case No. (Z-2021-
47421) related to the 2015 Zakat assessment, in the lawsuit filed by th e Taxpayer against the Zakat, Tax
and Customs Authority, in which the decision of the Adjudication Circuit ruled as follows: Zakat, Tax and

Customs Authority:

First: accepting the objection of the Plaintiff/company ... (Commercial Registration No. ...) on the decision

of the Defendant/Zakat, Tax and Customs Authority in terms of procedurality.
Second: On the merits:

1- Amendingthe Defendant's decision With respectto the clause (notdeducting the governmentsubsidies

due atthe end of the year from the netprofitfor the years 2015 AD and 2016 AD).
2-All other objectionswererejected.
Since the decision wasnotaccepted by eitherparty, both submittedappeals, summarized as follows:

Regardingthe Taxpayer'sAppeal againstthe Adjudication Circuit's decision, the appeal concernsthe clause
of “Adding Loan Balances to the Zakat Base for 2015". The taxpayer requests cancellation of the decision
onthis pointand argues thatthe disputed loans, as described by the Authority, are long-termrevolving loans
that are settled duringthe year by issuinga new loan of the same value and term. This, according to the

taxpayer, provesthe loansare inherently renewable and continuousin nature.
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Furthermore, as clarified in the financial statement disclosures, these loans were intended to finance the

poultry farm andanother factory, which showsthatthe loans wereusedto finance capital assets. Regarding
2017 and 2018, the taxpayer disagreeswith the Authority’s application of Paragraph (3) (b) of Article Four
of Ministerial Resolution No. (2216) dated 07/07/1440 AH, arguing that the Authority is applying this
provision retroactively to years not covered by it, while ignoring that under Ministerial Re solution No.
(2082) of 1438 AH, loansare only zakatable if they have completed a full lunaryearor were used to finance

long-term assets deducted from the zakatbase.

The taxpayer emphasizes thatifthe Authority were correctlyapplying the provisions, o therparts of the same
regulation that are in the taxpayer’s favor should also be considered. He argues that treating loans as
“revolving”forzakatbefore the issuance ofthe Zakat Bylawsis incorrect, asthe regulation only applies from

2019 AD onwards.

With respect to 2015 AD and 2016 AD, the taxpayer cites Fatwa No. (22665) dated 15/04/1424 AH
regarding zakaton loan and creditorbalances, whichlaysoutthe conditionsforsuch loans to be subject to
zakat. He explains thatloans musteithercomplete a lunar year or be used to finance zakat-deductible assets.
Since the loans were usedfor the company's core business operations, andany amounts thatdid complete

ayearwere already voluntarily included inthe zakatbase, the Authority’s proceedings arein correct.

Short-term loanswere repaid within a maximum of six monthsand used foroperating activities. These loans
were not used to finance deductible assets. Therefore, the taxpayer refutes the Authority’s claim that the
loans are inherently revolvingand thus subjectto zakat, as each short-term loan was governed by a distinct

contractwith aclearamount, term, and purpose, and wasactually repaid, notsimplyrebooked.

He further clarifies thatthe definitionof "revolving"loansappliesonly when repayments are book entries,
notactual cash settlements. Here, actual repaymenttook place, which confirms the loans are short-termin

nature.

Foranyloans orfinancingsources usedto fund fixed assets, the taxpayer already added them to the zakat
base, including SAR 415,206,845 for 2015 AD (as submitted in the objection through the Authority’s
“ERAD” portal). The taxpayer states no objection to adding SAR 192,609,351 for 2016 AD and SAR
29,746,155 for 2017 AD — amounts confirmed to have financed fixed assets — provided the Authority

reverses its position on adding loans to the zakatbase generally.

As for the Authority’s Appeal, it pertains to the non-deduction of government grants accrued at year-end
from the 2015 AD net profit. The Authority clarifiesthatitdeducted the governmentgrants accrued in 2015
AD and 2016 AD from the zakat base only and rejected the taxpayer’s request to deduct them from net

profit. Itargues thatgrants are partof the zakatbase.

The Adjudication Circuit had amended the Authority’s calculation on the grounds that the grants had not

yetbeen received. The Authority replies that based on the decision and the taxpayer’s memorandum, the
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years in question (2015 AD—2016 AD) predate Ministerial Resolution No. (2082) dated 01/06/1438 AH,

meaning taxpayers were not yet required to calculate zakat based on whicheveris greater: zakat base or

adjusted netprofit.

Still, the Authority maintains that Article Two of Ministerial Resolution (2082) explicitly replaces all prior
circulars, decisions, and instructions with the procedures in the new regulation. Therefore, the Authority
considersitentitled to apply the regulation and its zakat treatmentto prior years as long as the objective is

to align with Sharia-compliantzakatcollection.

Regardingthe definition of governmentgrants, accordingto accounting standards, grantsare cashassets or
liability reductions provided by the governmentin return for the company carrying out certain programs or
policies. These are short-term transfers meant to fund the company’s ongoing operations or to cover
exceptional circumstances. Since such grants affect income, they are naturally disclosed in financial

statements.

If a grantis recorded inthe income statementas revenue, thenitshould be deducted fr om the zakatbase,
meaningitshould notbe zakated, providedithas notyetbeen received. Hence, the correcttreatmentis to

deductaccrued butunreceived grantsfrom the zakatbase, notfrom netprofit.

On Sunday, 04/02/2024 AD, the FirstAppellate Circuitfor Income Tax Violations and Disputes convened
its session via virtual hearing, as permitted under Article (15)(2) of the Rules for the Tax Violation and
Dispute Resolution Committees (Royal Decree No. 26040 dated 21/04/1441 AH). After reviewing the
appeals, memoranda, case file,and evidence,and confirmingthe casewasready foradjudication, the Circuit

closed the pleadingstage and reserved the case for finaljudgment.

Grounds:
| Grounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevant laws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

onthe subjectofthe Authority's appeal regarding the clause (notdeducting the governmentsubsidies due
at the end of the year from the net profitfor 2015 AD), the Authority clarifies thatit only deducted the
outstanding balance of government subsidies for 2015 AD from the Zakat base, and the Taxpayer's
objection to deducting the outstanding subsidies from the net profit and not from the Zakat base was
rejected, as subsidies are among the clauses in the Zakat base. Based on Fatwa No. (23408) dated
18/11/1426 AH issued by the Permanent Committee for Scientific Research and Ifta regarding debts due

from government entities, which stated the following: "Amounts owedto a person by any government
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entity, iftheir paymentis delayed for any reason from thatrequired entity, even if the rightholder is aware

ofit, zakatis notobligatory onhimuntil he receives itandayearpassesafterits receipt, as stated in the Holy
Quran:" (So fear Allah as much asyou are able),and because Zakatis aform of support itisnotdueona
personwho cannotcollectitand has nothingofitin his hand," as stated in p aragraph (6) of clause (first) of
Article (four) of the executive regulation for collecting Zakatissued by Ministerial Decision No. (2082)
dated 01/06/1438 AH, stating: First: The Zakat base consists of all the Taxpayer's funds subject to Zakat,
including:6- Governmental and non-governmental aid whenreceived”, and based on the foregoing, and the
Circuit'sreflection on the subjectof the dispute, as the Taxpayer primarily objects to the non -deduction of
non-received government subsidies from the net profit adjusted according to the charge on the income
statement, considering their non-entitlement, and not as issued by the decisionin question, while the
Authority demands the cancellation of the decision of the Adjudication Circuit, as the correcttreatment of
the clause isto deductthe duesubsidies fromthe Zakatbase accountby linkingand notfromthe netprofit
By reviewing the case file and the documents contained therein, itis clear thatthe basis of the dispute lies
inthe Taxpayer's claimto deductthe benefits due and charged to the income statement from the adjusted
netprofit. Since the origin of Zakatis the calculation of the accounting profitand its amendment by adding
expenses thatare notallowed to be deducted legally, and then calculating the Zakatbase, which incudes
whatis on the Taxpayer and whatis on it, and the government subsidies that are not received must be
adjusted in the Zakat base, as they are considered elements of the statement of financial position. The
Taxpayeralso arguedthatthe appeal decision issued againstthe company for the years 2003 AD and 2004
AD The decisionincludedthe adoption of the deduction of theserevenuesfrom the adjusted net profit, and
by reference to the aforementioned decision, this Circuitfound thatthe clause was a carryover loss and was
therefore affected by these accrued revenues. As for the clause of government subsidies due, the decision
indicated thatthe correcttreatmentis thatthe subsidy due from the Zakatbase accountis deducted in the
Iinkage and notfrom the netprofit, as the adjusted netprofitdepends heavilyon the accounting net profit
and the revenues and expenses related to reaching it,and thenitis amendedfrom a Zakat perspective and
includes expenses that are not permissible to be deducted Zakat such as are not documentary approved
and not related to the activity, in addition to the fact that the decision of the Adjudication Circuit was
defective, as the Taxpayer isdemanding the deduction of differentamounts fromwh atactually needs to be
deducted, and the claim was notin the place of the deduction of the adjusted profitor the Zakatbase, but
rather it was based on the accrued revenueschargedon the income statementorits balance shown in the
financial position, which leads the Circuit to accept the appeal of the authority and cancel the decision of
the Adjudication Circuit regarding the clause (non-ded government subsidies due at the end of the year

from the netprofitfor 2015 AD).

whereas, regarding the Taxpayer's appeal regardingthe clause (adding loanbalances to the Zakatbase for
2015 AD), the Taxpayer demands that the decision of the Adjudication Circuit regarding this clause be
annulled, andthe Taxpayer relied on Fatwa No. (22665) dated 15/04/1424 AH re garding the subjection of
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creditbalances and loans, whichspecifiedthe conditions thatmustbe fulfilled in order to subjectloansto
Zakat, and pointed out that the basis for adding loans to the Zakat base according to the aforementioned
executive regulation is thattheseloans musthavereached the end of the year or were used to finance long-
term assets discounted fromthe Zakatbase he pointed outthatthe basisforaddingloans to the Zakat base
accordingto the aforementioned executive regulations i s thatthese loanshave already passed the hawl or
have been used to finance long-term assets that are deducted from the Zakat base, and therefore the
amounts that the Authority added to the base do notapply to the mentioned criteria for subjecting the
companyto Sharia Zakat, as the loans obtained by the companywerefor the purpose of contributing to the
financing of the main activity of the company. Where paragraph (5) of clause (First) of Article (Fourth) of
the executive regulation for collecting Zakatissued by Ministerial Decision No. (2082) dated 01/06/1438
AH, stated that: "The zakat base consists of all the Taxpayer's assets subject to zakat, including" 5-
Governmentand commercialloans and other sources of financing suchas creditors, promissory notes,and
overdraft accounts owed by the Taxpayer as follows: A- What remains of itin cash and has completed a
year.B- What has been used to finance whatis intended for property acuisition. C- Whathas been used in
trade offers and has completed the year", as clarified by the fatwa issued by the Permanent Committee for
ScientificResearch andIftaNo. (22665) dated 15/04/1424 AH that: "What the company takes from money
as a loan from investment funds or others does not escape one of the following case s: A/ That the year
passes on all or part of it before spending it, so what has passed on it the year is due Zakat. 2/ That all or
partofitis usedto finance fixed assets, so there is no Zakaton whathas been used for that. 3/ To be used
in financing the company's current activity, which is considered one of the offers of trade, in which Zakat
mustbe paidin consideration of whathas become ofitand to be evaluated atthe end of the year. "Based
on the foregoing, loans are one of the components of the Zakat base of any kind, source or classification,
provided thatthey are transferred or used to finance the assets deducted from the Zakatbase withoutthe
requirementoftransferring them, and by informing the Circuitofthe casefile, itis clear that the Taxpayer
pays, considering thatthe revolvingand renewable loanswereissued after the years of the above objection
and thattheirapplicationisinappropriate. Referringto the Zakatand Fatwas listabove before the issuance
ofthe new regulation, itwas found thatthe 1440 AH listwas complementary to itand did not challenge the
previous procedures and articles, but rather complementary. By reviewing the documents attached to the
case file, it was found that the movement matched the financial stateme nts and it was not clear that the
short-term loans were revolving or renewable loans, as it was not clear that by comparing the dates of
repaymentofloans with the dates of receiptof the amounts, and by referringto the detailed movement, it
is clear thatwhathappenedto the divergencewas in the amountof SAR(93,825,000), and as for the loans
ofthe Agricultural Development Fund according to the clarification Loansin the financial statements turned
outto be forthe purpose of completing the poultry farm projectand for the purpose of completinga factory
... which means thattheir main purpose is to finance the assets and thatthe currentsituation in them was

SAR(196,500,000), and thereis noaddition, althoughthe additionsduringthe yearfunded assetsand must
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be added to the base ifthey exist, whichendswith the Circuit partiallyaccepting the Taxpayer'sappeal and

amendingthe decisionofthe Adjudication Circuitregarding the clause (addingloan balancesto the Zakat

base for 2015 AD).

whereas, regarding the Taxpayer'sappeal regarding all mattersrelated to the years 2016 AD, 2017 AD and
2018 AD, and upon reviewingthe three decisionsreferred to in its appeal list, it was found that the Taxpayer
registered a case for each of the years, and the Circuitissued four decisions in four cases for all years,
resultingin four duplicate decisions, whichis contrary to the nature of the judicial processand violates the
principle of res judicata, in addition to the fact that the decisions in this form make itimpossible to study
each case properly, as the Plaintiff has submitted defenses and documents for eachyearinaseparate case
itisimpossibleto study each caseproperly, as the Plaintiff submitted defenses and documentsfor each year
in a separate case, and merging the cases in this manner results in the loss of defenses and documents in
separate case files, in addition to the repetition of four identical decisions, and where the Plaintiff is
objecting in this case to the year 2015 AD, which requires the Circuit to cancel the decision of the

AdjudicationCircuitin allmatters related to the years 2016 AD, 2017 AD and 2018 AD.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/company ..., commercial registration (..) ,
distinctive number (...) , and the appeal submitted by the Zakat, Tax and Customs Authority, against the
decision of the third circuit regarding violations and disputes of income tax in Riyadh number (IFR-2022-

6702) issued in casenumber (Z-2021-47421)related to the Zakatassessmentfor the year 2015 AD.
Second: On the Merits:

1 - Acceptance of the authority's appeal and cancellation of the decision of the circuitregarding the clause
(notdeducting the government subsidies due at the end of the year from the net profit for the year 2015

AD).

2 - Acceptance of the Taxpayer's appeal partially and amending the decision of the circuit regarding the

clause (addingloan balances to the Zakatbase for the year 2015 AD).

3- Cancellationofthe decision of the circuitin all matters related to the years 2016 AD,2017 AD, and 2018
AD.
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Decision No. IR-2024-170015

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-170015

PrincipleNo.32

- Theportionofloans and advances corresponding to the investment percentage does not constitute
lending to a third party. Accordingly, the taxpayer (lender) is entitled to deduct from their Zakat
base the portion ofloansand advances granted to the subsidiary, in an amountequivalentto their

ownershippercentagein thatsubsidiary.

Facts
_ &

The submitted appeal was heard on: 15/01/2023 AD, from the Zakat, Tax and Customs Authority, on the

decision of the Third Circuitfor Adjudicating Income Tax Violationsand Disputes inRiyadh, No. (ITR-2022-
6028) issued in Case No. (Z-2021-47573) related to the Zakatassessmentfor 2016 AD, in the case filed by
the Taxpayer againstthe Zakat, Tax and Customs Authority, inwhich the decision of the Adjudication Circuit

ruled as follows:
First: Procedurally:

acceptance of the Plaintiff's objection/ (....) (......), on the decision of the Defendant/Zakat, Tax and Customs

Authority.
Second: Onthe merits:

1- Cancellation of the Defendant's decision with regard to the clause (not accepting deductions for

investments in listed Saudi companies).

2-Annulmentofthe Defendant's decision with regard to the clause (notaccepting the deduction ofaloan

owed to CompanyA).
3-Rejectall otherobjections.

Whereas this decision was notaccepted by the appellant (Zakat, Tax and Customs Authority), itsubmitted
anappeal regulation thatwas reviewed by the Circuit, where the appeal of the Authority lieson the clause
(non-acceptance ofadeductionofaloan due to Company A), the Authority explained thatitdid notaccept
the deduction ofloans providedto (A) asitwas notrecommended by the subsidiary, and after referring to

the investment movement submitted by the Taxpayer, these investments were deducted from the Zakat
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base and includedloans providedto the subsidiary, and as for whatwas stated in the Taxpayer's obj ection

that (A) the investment movement and financial statements showed that (A) (With a difference in the
wording) and did not clarify thatitis a company (A), and since the movement submitted by the Taxpayer
included the value of the loan within the clause of investmentsand therefore itwas deducted from the Zakat
base, and the grounds for the Circuit's decision are answeredthatitis incorrectand contrary to the correct
statutory requirement, and this was directed by the Authority to review the declaration submitted for the
yearsubjectofappeal to the appellantcompany, which showedthatthe loan was notdeducted withinthe
investments, and the Authority also reviewed the financial statements of the company for 2017 and it
became clearthatthe clause was includedin the non-currentassets as an clause of amountsdue from the
parties Related to the amount of SAR (30,509,598), and by reference to the financial statements of the
company (A) (the company receivingthe loan) for the year 2017 AD, the distinctive number (.....) the
financial statements of the investee company showed the partners’ loans within non-current liabilites,
including the Taxpayer's loan in the amount of SAR (21,600,000), and by reviewing the return submitted
by the investee company for the year 2017 AD, itis clear that the partners'loans were added to the Zakat
base in the amountof SAR(119,781,810), including the Taxpayer's loan in the amount of (21,600,000)
riyals,the Circuit's decision concluded that the entire loan should be deducted in the amount of SAR
(21,600,000) due to the factthatitis subjectto Zakatin the investee company in order to prevent bending,
whichisincorrect, asitisclearthatwhatmustbededucted isthe loan in an amountequal to the percentage
of the Taxpayer's sharein the capital of the investee company, and therefore the Authority maintains the
validity and integrity of its procedure and requests that its appeal be accepted and the decision of the

AdjudicationCircuitregarding the clause under appeal be overturned.

onThursday, February 29,2024 AD, the First Appellate Circuitfor Income Tax Violations and Disputes met
via videoconference in accordance with the procedures for remote videoconferencing; based on the
provisions of Clause 2 of Article 15 of the Rules of Work of the Tax Violations and Disputes Resolution
Committees issued by Royal Decree No. (26040) and dated: 21/04/1441AH; after reviewing the appeal,
after examining the contents of the case file, and after deliberating according to the law, and as the Circuit
did notfind itnecessary forthe parties to the appeal to be present, the Circuitdecidedto closethe pleadings

and reserve the case for adjudication.

Grounds:
| Gowds 5

Upon reviewingthe case documents and the appeal listsubmitted by the Authority, the Circuitfound that

the conditionsfor considering the appeal procedurally aremetin accordance with the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
because it was submitted by a competent party and within the statutory period prescribed for conducting

it.
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Onthe merits, and with regardto the Authority's appeal on the clause (non-acceptance of the deduction of

aloandueA), where the Authority's appeal lies in its non-acceptance of the deduction of loans provided to
(A), as it was not recommended by the subsidiary. Based on Paragraph (Second/5) of Article (4) of the
Executive Regulations for the Collection of Zakat issued by Ministerial Resolution No. (2082) dated
01/06/1438 AH, itis "the current account owed to the owner or partner subject to Zakat, not exceeding
their share in the profits carried forward.” Based on the above, since the investee company has submitted
its Zakatdeclarations, andthe loansand advancesto the subsidiary companyhas submitted its declarations
to the Authority, special Zakat treatment is required to avoid discouraging Zakat, as part of the loan and
advances (according to the investment percentage) doesnotrepresentlendingto another party. Therefore,
the Taxpayer (lender) is entitled to deduct partofthe loans and advances to the subsidiary company from
his Zakat base to the extent equal to his investment percentage in the subsidiary company to which he
provided the loan. as a result,the Circuit ended up accepting the Authority's appeal in part and modifying

the decision of the Adjudication Circuiton thisclause.

with regard to the the Authority's appeal regarding the clause (notaccepting the deduction of investments
in listed Saudi companies),the Circuit has no faultin adopting the grounds for the decision under appeal
withoutadding to themwhen itassessesthatthesereasons make itunnece ssaryto introduce anything new,
because in supporting the decision with the contents of these reasons, it is certain that the Circuit did not
find any of the objections to the decisionworthyofaresponse beyondwhatwas includedin these reasons
as theissuing Circuitscrutinized the dispute and came to the conclusionitreachedin its operative part, and
as this Circuitdid notnoticeanything thatwarrants censure or commentonitin light of the defenses raised
before it, this Circuitconcludes to rejectthe Authority's appealand upholdthe decision of the adjudication

CircuitWithrespectto the outcome itreached onthe clausesatissuein the case, bearingin mindits reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Zakat, Tax, and Customs Authority against the
decision of the third circuitregarding violations and disputes of income tax in Riyadhnumbered (ITR-2022-

6028) issued in casenumber (Z-2021-47573) related to the zakatassessmentfor the year 2018 AD.
Second: On the Merits:

1- Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (notacceptingthe deduction ofinvestments in listed Saudi companies).

2- Acceptingthe Authority's appealin partand amending the decision of the Adjudication Circuitregarding

the clause (notacceptingthe deduction ofan outstandingloan.......).
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DecisionNo. IR-2024-170651

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. Z-2023-170651

Disputes in Riyadh

PrincipleNo.33

- Theuserhastherightto apply the straight-line method of depreciation.

Facts
lllllllllllllll. &

the statutory representative of the Appellant Company under the Memorandum of Association, on the

decision ofthe Third Circuitfor Adjudicating Income Tax Violations and Disputes in Riyadh, Case No. (IFR-
2022-6622) issued in Case No. (Z -2021-50705) regarding the Zakat Tax Linkage for the years 2015 to
2018 AD, in the case filed by the Appellant against the Zakat, Tax and Customs Authority, in which the

decision ofthe Adjudication Circuitruledas follows:

First: acceptance of the Plaintiff's objection/ (....) , Commercial Register No. (...) on the decision of the

Defendant/Zakat, Tax and Customs Authority from a procedural pointof view.
Second: On the merits:
1.Regardingthe clause (Accounts payableand credits againstassets):

recognize the end of the dispute in relation to the clause "Other receivables and payables for the year 2016

ADinthe amountofSAR2,945,371".

recognize the end of the dispute in relation to the clause (Short-term loans for 2016 AD in the amount of

SAR1,150,736).

rejecting the Plaintiff's objection regarding the clause "Adding debts to the Zakat base and credits against

assets forthe years 2016 AD and 2018 AD".
2.Regardingthe clause (Credits):

prove the end of the dispute for the year (2017 AD).
Plaintiff's objectionis denied (2018 AD).

3- Disregarding the clause "Non-deductibility of spare parts inventory”.
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4-Rejecting the objection on allother clauses.

Whereas this decision was notaccepted by the Taxpayer (.....), he submitted an appealregulation thatwas
reviewed by the Circuit, where hisappeal lies with regard to the clause (adding debts to the Zakatbase for
the year 2016 AD), so the Taxpayeris awareof whatis stated in the executive regulations for the collection
of Zakat,inwhich the Zakatbase is specified for those whohold commercial books, as stated in paragraph
(10), which stipulates that any clause of liabilities must be added to one of the clauses deducted from the
Zakat base, so the criterion for adding debts to the Zakat base is whether these debts are funded or not
With regard to the clause (notdeducting the full value of the assets forthe year 2016), the Tax payer explains
that the value of the assets according to the financial statements is SAR(73,245,819) and the value of the
assets according to the amendment of the Authority is SAR (64,569,144), as the committee relied on the
income tax law applied to the persons mentioned in Article Two of the Income Tax Law and accordingly
tookits decisionto rejectthe clause, and since the clause in objectionis a Zakat clause and mustbe based
onthe Zakatcollectionlist, the Authorityalsojustified its rejection o fthis clause thatthe Taxpayer filled out
the assetschedule No. (10) on which the value was calculated The depreciation calculated by the table in
the numberthatTable No. (10) applies the group methodto calculate the depreciation percentage applied
according to the tax law. The Taxpayer states that he was unable to submit the declaration without filling
the assets table. When the Taxpayer was linked to the Taxpayer by the Authority, the terms of the linkage
were reviewed and the regulations were reviewed so thathe can understand the procedure carried out by
the Authority. Accordingto Article (6) of the Executive Regulations for the Collection of Zakat, which states
(Ifthe establishmentuses depreciationratios for itsassets thatare less thanthe ratios prescribed above, the
depreciation premium may notbe increased by the Authority to conform With the prescribed percentages),
and since all these assets are used in economic activity, and the chartered accountant has verified their
supportingdocuments and what is stated in the Executive Regulations for the Collection of Zakat, which
stipulates (the netfixed assets (property acuisitionassets) and any paymentsfor the purchase of fixed assets
and the value of spare parts notintended forsale,and provided thatthe assets are owned by the Taxpayer
—unless thereis an obstaclethat prevents the transfer of ownership — and thattheyare usedin the activity),
and with regard to the clause (spare parts for the years from 2016 to 2018), the Taxpayer expl ains that It
was counted in this clausewasa mistake by the Authority andthe errorisdue, butthe fact that the Taxpayer
did notobjectdoes notexemptthe Authority from reverting to the error because itis a violation of Sharia
and order and the instructions of the guardian in this regard, and the documents of the Taxpayer
conclusively supportthe error by the Authority in the method of calculation, and therefore he demandsto

accepthisappeal andoverturn the decision of the Adjudication Circuitin the clausessubject of his appeal.

onMonday, February 12,2024 AD, the First Appellate Circuitfor Income Tax Violationsand Disputes held
its session in the presence of its members, whose names are recorded in the minutes, through video

communication in accordance with the procedures for remote video litigation; based on the provisions of
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Article 15, Clause No. (2) of the Rules of Work of the Tax Violations and Disputes Resolution Committees

issued by Royal Decree No. (26040) and dated: 21/04/1441 AH; after reviewing the appeal request, the

pleadingssubmitted, the papersand documents containedin the case file, after deliberation, and sincethe
case is ripe for adjudication inits current state, the Circuit decides to close the pleadings and reserve the

case foradjudication.

Grounds:
| Gounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordance with the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
because itwas submittedby acompetentpersonand within the statutory period prescribed for conducting
it.

Onthe merits, the Taxpayer's appeal on the clause "Addingdebts to the Zakatbase for the year 2016", and
where the Taxpayer's appeal lies in the fact that the Authority added the year-end balance of long-term
loans as it was used to finance fixed assets, and based on paragraph (1/5) of Article (4) of the Executive
Regulations for Zakat Collection issued by Ministerial Resolution No. (2082) dated 01/06/1438 AH: "The
zakatbase consists of all the Taxpayer's assetssubjectto zakat, including:..5 - governmentand commercial
loans and other financing sources such as creditors, promissory notes, and overdraftaccounts owed by the
Taxpayer as follows:" A- What remains of itin cash and has completed a year. B- What has been used to
finance whatisintendedfor property acuisition. C- Whatwas usedin trade offersand has passed a year on
it" And based on paragraph(3) of Article (20) of the executive regulation for the collectionof zakatissued
by Ministerial DecisionNo. (2082) dated01/06/1438 AH, itstatesthat: "The burden of proving the accuracy
ofwhatis stated in the Taxpayer'szakat declarationfrom clauses and any otherdata lies with the Taxpayer,
andifheisunable to prove the accuracy of whatis stated in his declaration, the authority may notapprove
the clause that is not proven accurate by the Taxpayer or may proceed with an estimated assessment
according to the authority's perspective in light of the circumstances and facts related to the case and the

information available toit."

referring to the case file and the attached documents representedin the Authority's reply memorandum, it
is clearthatitadded the clause to the Zakatbase on the basis thatitis afinanced asset,and based on the list
of cash flows, itstated that the total addition to fixed assets duringthe yearamountedto SAR37,903,658,
while cash flowsfromoperating activitiesamounted to SAR 3,882,866, and stated thatitis certain that these
additions were financed through loans and other commitments. however, by referringto the cash flow
statement, it is clear that there are other cash flows from which the asset additions can be financed as
follows: -flows from operating activities SAR (3,882,886) - Cash at the beginning of the year SAR
(1,671,801) - Change in capital SAR (12,925,000) - Due to related parties SAR (20,213,639) Total cash
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inflows without loans = SAR (38,693,326) and that the total addition to fixed assets during the year was

SAR(37,903,658),acc0rdingly,itis clearthatthe addition to the assets mayhave been financed from any of
the above-mentioned activities and did not prove to be financed from loans, as loans appeared as cash
during the year in the statement of flows in the amount of SAR (1,150,736) and the company cannot rely
onthisamountto finance the discountedassets,and by referring to the financial statements, itis notclear
that loans financed the discounted assets according to the statement of cash flows, which concludes the

Circuitto acceptthe Taxpayer's appeal and cancel the decision of the Adjudication Circuitin this clause.

with regard to the Taxpayer's appeal on the clause (notdeducting the full value of the assets for 2016 AD),
where the Taxpayer's appeal lies in the deduction of the net value of the assets according to the financial
statements, and based on paragraph (2) of Article (7) of the Executive Regulations for Zakat Collection
issued by Ministerial Resolution (2082) dated 01/06/1438 AH, which stipulates that: "Fixed assets are
depreciated according to the straight-line method and their depreciation rate is as follows: ...". with
reference to the Authority's response, itis notclear to the Circuithow itis calculated, and wi th reference to
the Zakat Regulation, paragraph (2) of Article (7) of the Executive Regulations for the Collection of Zakat
issued by Ministerial Decision (2082) dated 01/06/1438 AH, where the regulation refers to the user's right
to use the straight-line methodfor depreciation. accordingto the response noteissued by the Authority, the
Taxpayer is using the straight-line method according to his lists. accordingly, the Circuit considers the
Taxpayer's requestto approvethe amountofthe assets deductedfrom the base as shownin the approved
financial statements to be correct, as the Taxpayerattached the approved liststo confirmthe correctness of
the amounthe claimed and as requested by the adjudication committee, which leads the Circuitto accept

the Taxpayer's appeal andannulthe decisionof the Adjudication Circuitin this clause.

with regard to the Taxpayer's appeal on the clause (spare parts for the years 2016 AD to 2018 AD), and
where the Taxpayer's appeal lies in the Authority's error in calculating the above clause, and based on
paragraph (1) of Article (22) of the Zakat CollectionRegulationissued by Ministerial Resolution No. (2082)
dated 01/06/1438 AH: "The Taxpayer has the rightto objectto the linking of the Authority within sixty days
from the date of receiving the linking letter, and his objection must be in a written and reasoned
memorandum submitted to the entity that notified him of the linking. when the objection period expires
during the official vacation, the objection shall be accepted if it is delivered on the first working day
immediately following the vacation.”" Based on the above, and since the disputed clause was not included
in the list of the Taxpayer's objection to the link issued by the Authority on December 10, 2020. as the
Taxpayer did not provide evidence of his objection to this clause before the Authority, as the entity
responsible forissuingthe linkand communicatingitto the Taxpayers, the Circuit concludesthatthis clause

should be disregarded.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

188
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number(..), againstthe decision of the third Circuitfor adjudicating violationsand disputes ofincome tax

in Riyadh with number (IFR-2022-6622) issued in case number (Z-2021-50705) related to the Zakat
assessmentforthe years from 2015 AD to 2017 AD.

Second: On the merits:

1. acceptingthe Taxpayer'sappeal and cancelingthe decisionof the Determination Circuitregarding

the clause (adding debtsto the Zakatbase for 2016 AD).
2. dismissing the Taxpayer's appeal on the clause (spare parts for the years 2016 AD to 2018AD).

3. Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding

the clause (notdeducting the full value of the assets for the year 2016 AD).
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DecisionNo. IR-2023-161337

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. /-2022-161337

Disputes in Riyadh

PrincipleNo.34

- Long-term employeehousingownership benefits may be deducted from the Zakatbase, provided

that the company doesnotgenerate any profit.

Facts
_ &

The appeal was consideredon 16/11/2022 AD, from (...) As the Chairman of the Board at the company ...
the appeal filed on 17/11/2022 AD by the Zakat, Tax and Customs Authority (ZTA) against the decision of

the First Circuit for the Adjudication of Income Tax Violations and Disputes in Dammam City (1ZD-2022-
2160) issuedin Case No. (Z-2022-112956) related to the Zakatassessmentfor the years 2019 AD and 2020
AD, in the case filed by the Taxpayer against the Zakat, Tax and Customs Authority, in which the decision
of the Adjudication Circuitruled as follows: The Taxpayer's claim was filed against the Zakat, Tax and

Customs Authority:

cancelingthe Defendant'sdecision regarding the clause of addingAuthoritysand follow -up fees related to

loans, and rejecting the other requests.

since this decision was notaccepted by the parties, each ofthem filed alistofappeals, whichincludedthe

following

with regard to the Taxpayer's appeal against the decision of the Adjudication Circuit, his appeal lies with
regard to the clause (social insurance difference added to the net profitfor 2019 AD), the appellant (the
Taxpayer) requests to cancel the Circuit's decision on this clause on the grounds thatthe Authority did not
specify the nature of the documents supporting its request, and the company does not agree with the
Authority's linkage due to the difference in the bases for declaring salaries and wages in the financial
statements and information from the social insurance certificate, and therefore, if the Authority provides
reasons forits action, the company will exercise its rightto provide the appropriate response, and requests
the cancellation of the Authority's linkage on the clause, whereas the response of the Defendant (the
Authority) stated that it refunded the overcharged social insurance difference by comparing the social
insurance charged to the Taxpayer's accounts according to the trial balance with the social insurance

accordingto the data of the General Organization for Social Insurance, and in response to the statementin
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the Taxpayer's list that the Authority did not provide the basis for the linkage, the Authority answers that

the clause was mentioned in the linkage sent to the Taxpayer on 22/09/2021 AD, and the Authority's
procedure was explained in detail to the Taxpayer during the hearingheld on 01/02/2022 AD and he was
notified ofthe linkage andthe grounds for rejecting the objectionto the clause, sothe statementis incorrect
in the appeal list, accordingly, the Authority relied on the data of the General Organization for Social
Insurance, which represents a third-party document showing the salaries of Saudis and foreigners subject
to social insurance, especially since itis the party responsible for collecting the value of social insurance,
and by comparing the load on the declaration with the insurance data at 12% of the wages of Saudi
participants and 2% of the wages of non-Saudi participants,the Authority rejected the Taxpayer's objection,
whereas the Authority bases its procedure on the provisions of paragraphs (2-4) of Article (9) of the
Executive Regulations for the Collection of Zakat issued by Ministerial Decision No. 2216 dated
07/07/1440 AH, and where the adjudication decision concluded infavor of the Authority's procedure, as
the Authority presented the method of calculatingthe differencein the socialinsurance expense, as for the
Taxpayer's objectionregarding the failureto inform him of the method of calculating the difference in the
expenseinthelinkissuedto himand the authority's merereference to the existence of a difference in the
expense, we believe that this does not affect the Taxpayer's right to object and he had to provide proof of
the expense from hispointofview, asthe burden of proof of the validity of the declaration accordingto the
text ofthe article of the regulationis on the Taxpayer, anditalsoappearsthatthere was a meetingbe tween
the authority and the Taxpayer to discussthe terms of the link, so the Circuitbelieves that his request does

notaffect the validity of the authority'saction.

With respectto the clause concerningthe addition of liabilities related to assetadditions, accrued expenses,
and other creditor balances for the year 2019 AD, the appellant (the taxpayer) requests cancellation of the
Circuit's decision regarding this clause, on the basis that he disagrees with the assessmentissued by the
Authority and demandsthatthe Authority presentthe basis of its calculation. He asserts that the Authority
assumed certain payable balances were used to finance deductible assets, whereas the company had
sufficientcash thatcould have beenusedto finance such assets. He also affirms thatthe companyincluded
all creditor balances due for more than one yearin its zakat base. Therefore, in the absence of a specific
calculation method provided by the Authority, it appears that the additions were mere assumptionsIn
response, the Defendant Authority stated that, regarding liabilities for assetadditions, ithad requested from
the taxpayer a statement of suppliers of fixed asset additions and spare parts prior to assessment. Upon
receiving this from the taxpayer, the Authority included supplier balances for assets and spare parts by
taking the lower of the opening or closing balance, treating them as funding sources for assets deducted
from the zakat base.The taxpayer, in his response dated 30/09/2021 AD, acknowledged that on ly SAR
4,820,936 should beadded, whereas the Authority added SAR 5,013,756 based on the submitted data. The
Authority also explained that, upon reviewing the submitted supplier schedules, it was clear the balances

were used to finance the deducted assets and spare parts.Regardingaccrued expenses, the Authority added
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the advance payments clause atthe lower of opening or closing balance, and also included dividends
payable, since no evidence was provided that these dividends were deposited in a separate ba nk
account.During the Authority’s review of the objection and at the hearing held on 01/02/2022, the
Authority explainedthis clause in detail and inquired aboutthe dividend payments. The taxpayer claimed
they were deposited in accounts separate from the company’s, and the Authority then requested bank
certifications confirming the amounts, balances atyear-end, and the accountnumbers, to prove they were
independent accounts not under company control.The Authority also requested a detailed breakdown of
the advance payments showing customer name, opening and closing balances, and debit/credit
movements, in orderto apply the proper calculation for each customer separately. The Authority maintains
thatitclarified its computation methodology multipletimes b efore issuing the assessment, as well as during
the objection phase and in official correspondence sent to the taxpayer on 10/02/2022 AD. Since the
taxpayer did notprovideany of the requested data, the Authority rejected the objection.As to the taxpayer's
claim thatthe Authority failed to explain its calculation basis, the Authority respondsthatthis is unfounded,
as the clause was added based on the taxpayer’s own submitted data, and the clause was included in the
initial assessmentissued on 22/09/2021 AD, with a final detailed assessment shared on 08/11/2021 AD,
and reiterated during the objection review and outcome notice. The Adjudication Circuit's decision upheld
the Authority’s treatment, finding that the assessment relied on the taxpayer’s own sup plier schedule for
assetand spare partadditions, and on financial statementbalances for other clauses due to the taxpayer’s

failure to submitdetailed accountmovements and supporting documents for dividend payments .

with regard to the clause (adding short-termloans to the Zakatbase for 2019), the appellant (the Taxpayer)
requests that the Circuit's decision on this clause be annulled on the grounds that the balance has not
remained outstanding for more than one year and that the Authority's procedure of taking the balance of
short-term loans,whicheveris less, isincorrect, as he statesthatif the Authority's objective in adding short-
term loans is to finance the company's assefs, itis an incorrect assumption because the com pany's cash is
able to finance the assets, he states that the Authority added short-term loans to the base without taking
into account the third paragraph of Article 4 of the Executive Regulations of 1440 AH, which clearly
stipulates thatdebts mustbe long-term inorder to be added, and therefore he demandsthatthe Authority's
action be canceled, whereas, the response of the Defendant (the Authority) stated that before the linking
procedure, itrequesteda detailed statementofthe short-term loans, and itwas found from the statement
provided by the Taxpayerthatthe short-termloansare revolving loans, meaningthatthe loans are renewed
as soon as they expire,and repayments and additions to the loans are made continuously during the year
in light of the above, and in light of the fact that short-term loans are revolving in nature, the Authority
rejected the Taxpayer's objection based on paragraph (B/3) of Article (4) of the Executive Regulations for
the Collection of Zakatfor the year 1440 AH, whereas, the adjudication decisio n concludedin favor of the
Authority's action, as by reviewing the detailed movement of short-term loans and by tracking the

movementoftheseloans,itwasfoundthatthey arerenewable and continuous, as theloan isobtained from
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the bank and after a short period of time, this loan is repaid and on a date close to the date on which the
repaymentis made, a loan of the same value is obtained, which shows that thisloanis in essence a long-

term loan.

the appellant(the Taxpayer)is requesting thatthe Circuit'sdecision on thisclause be overturned. He states
thatthe company incurredspecific expenditures on the home ownership program related to its employees,
whichisaresidentialscheme dedicatedto the company's Saudi employees, where homeswere grantedto
eligible employees according to certain criteria, according to Note 8 to the financial statements, he points
outthat the Authority did notallow the deduction of the value used for unallocated units and deferred cost
and states thatthe value used for unallocated units, whichare fixed assets of the company, are re -reported
in the company's balance sheet and have been classified within operating fixed assets, however, the
reclassification in the lists should notaffectthe deduction for Zakat purposes, the Company confirms that
itoperates ahome ownership programwherebythe Company builds homesforits eligibleemployees and
recovers the housingallowance plus17% ofthe employees'base salary and the unrecovered portion of the
costfrom the employeesis deferred and amortized over the life of the program, homes under construction
are capitalized as part of the "under construction” line clause and once completed, the housing units are
allocated to eligible Saudi employees or to fixed assets as partof other assets owned by the company and
the cost of these homes transferred to employeesis reported within the home ownership receivables
accountand the down paymentand installments paid by the employees are deducted against the said
receivables, he states thatthe company funds the home ownership program for employeesfrom equity or
othersourcesthatare alreadysubjectto Zakat, and thereforethe corresponding fundsin the assets should
be deductible under the Zakat regulations and emphasizes that the company has no intention of selling
these units, while in the response of the Defendant (the Authority) itstated that it did not accept the
deduction of long-term employee benefits as there is no provisionin the executive regulations for the
collection of Zakatissued in 1440 AH authorizing their deduction,the Authority clarifiesthatthe nature of
the clause is notin any way similar to the fixed assets used in the activity in terms of deduction from the
Zakat base, and the Zakat Collection Executive Regulation issued by Ministerial Decision No. 2216 dated
07/07/1440 AH stipulates that the fixed assets must be used in the activity, and the regulation allows the
deduction of assets financed to the lessee only in construction, operation and conversion pro jects, in
accordance with the provisionsof paragraphs (a - d/1) of Article (5) of Zakatd/1) of Article (5) of the same
regulation, therefore, receivables arisi ng from housingownership programs cannot be considered as fixed
assets, therefore, sincethe clause is notconsidered among the elements or clausesthatare deducted from
the base and is not considered one of the assets consumed in the activity according to Article (5) of the
Executive Regulations for the Collection of Zakat issued by Ministerial Decision No. 2216 dated
07/07/1440 AH, and there is no clause within the deductions of this name or of the same nature, the
Authority maintains the validity and soundness of its procedure, and notes that the Authority's procedure

was supported by decisionNo. IR-2021-37issued by the First Appeals Circuit for Income Tax Violations and
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Disputes, whereas, the adjudicationdecision concludedto upholdthe Authority'saction, as itturns out that

the clause thatthe Taxpayer claims to deductis notconsidered an assetintended for the company's use, but
are considered loans granted to employees and are not deducted from the Zakat base. "The Authority
indicates to your esteemed Circuit that the Taxpayer is not subjectto the provisions of the Ministerial
Decision on adding and amending some paragraphs of the articles of the Executive Regulations for Zakat
Collectionissued by Ministerial DecisionNo. 2216 dated 07/07/1440AH, concerning the determination of
clauses thatmay be deducted from the Zakatbase, which stipulates that: "a. Add subparagraphs (e) and (f)
to article (V), paragraph 1, to read as follows: (e) Employee housing owned by the Taxpayer. (f) Housing
loans paid to employees through the Employee Housing Support Program, if their contracts include a
statementthat the financing was through Hassan loan or forward sale without the company accruing any

financial profits or fees in excess of the principalamountofthe financing

1- The Executive Regulations for the Collection of Zakat issued by Ministerial Decision No. 2216 dated
07/07/1440 AH, stipulates in the third clause as follows: "The regulation attached to this decision shall

apply tofiscal years beginning on and after 01/01/2019 AD for all Taxpayers."

2-Ministerial Decision No. 58705 dated 21/09/1444 AH clarified the scope of its application in clause (Il),
asitreads as follows: "This decision shall be communicatedto those necessary to enforce i t,and itshall be
enforced from the date of its issuance.” Since the decision clarified thatitis enforced from the date of its
issuance, and the Ministerial Decision did notindicate thatitapplies to cases in which an administrative
decisionwasissuedwith retroactive effect, itis proven thatthe date of the linkissued by the Authority on
the Taxpayeris dated 04/11/2021 AD corresponding to 29/03/1443 AH, i.e. before the date of issuance of

the aforementioned Ministerial Decision.

3- We find that the amendment contained in paragraph (a) of Ministerial Decision No. 58705 dated
21/09/1444 AH on addingandamending some paragraphs of the articles of the Executive Regulations for
the Collection of Zakat issued by Ministerial Decision No. 2216 dated 07/07/1440 AH, which stipulates:
"A- Subparagraphs (e) and (f) shall be added to paragraph (1) of Article (V), with the following text: (e)
Employee housing ownedby the Taxpayer.”

the decisionwas notaccepted by the Zakat, Taxand Customs Authority, whichfiled its appeal against the

challengeddecision by means ofan appeal regulationthatincluded the followingsummary:

with regard to the Authority's appeal against the decision of the Adjudication Circuit, its appeal lies with
regard to (adding Authoritys and follow-up fees related to loans to the Zakat base for 2019 AH), the
appellant(the Authority) requests the annulmentofthe Circuit's decision on this clause and the Authority
explains that the income statement was charged with interest costs of approximately 16 million "interest
costs forloan discounti ngand borrowi ng" accordingto Note (20-4), accordingly,itappears thatthe amount

of Authoritys and feesinessencearises fromthe accountingmeasurementaccording to the effective interest




ay8jnallg duyllg dsgsjll glall dolsll ailodl
General Secretariat of Zakat, Tax and Customs Commiltees

rate method, and from the Zakat pointofview, itfollows the origin of the loan from whichitarose, which

is the long-term loan, and what confirms thisis thatitis classified in the financial statements as a single
clause and not classified by the Taxpayeras short-term accrued loan interest, whereas in the Defendant's
(the Taxpayer) response, the company asserts that these balances did not remain due for more than one
year and therefore the Authority'sactionto add themto the base isincorrect,and points outthatthere is no
relevance to the Authority's reference to the accounting policy as in Note (3-12) and financing costs Note
(20-4) accordingto the income statement because the basisadopted by the Authority in addingthe amounts
is their maturity formore than one year,and where the decision of the Adjudication concludedto cancel the
Authority's action, whereas, upon reviewing Note (3-12) of the Taxpayer's financial statements related to
loans, whichshowsthatthe amortizationofthe costsof the loans to whichthey relate and the capitalization
of costs thatrelate to subsequentfinancial periodsare recognized within the expenses of the year, and upon
reviewing Annex 5 in the case file containing the movement of these expenses, itis clear that the entire

balance ofthe firstperiod of these bank expenses has been paid, andthereforethere are no amountsdue.

on Tuesday, 11/28/2023 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofits members,whose names are recorded in the minutes, viavideo conferencing
inaccordance with the proceduresfor remote videolitigation; based on the provisions of Clause 2 of Article
15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees issue d by Royal Decree
No. (26040) and dated:21/04 /1441 AH; and by calling on the litigants, he attended / ... national ID No.
(...),as agentfor the appellantunder power ofattorney No. (...). (National ID No. ...), as the representative
of the Defendant/Zakat, Tax and Customs Authority, under an authorization issued by the Deputy
Governor of the Zakat, Tax and Customs Authority for Legal Affairs No. (.../.../1445) dated 19/03/1445 AH.
After examining the contents of the case file, the Circuit decided that the case has become ready for

adjudication and a decision on its substance, so the Circuit decided to close the pleadings and reserve the

case for adjudication.

Grounds:
| Gt 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpay er and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

on the merits of the Taxpayer's appeal regarding the clause (not deducting long-term employee benefits
from the Zakatbase and canceling the Circuit's decision),and based on paragraph (e) of the first paragraph
ofArticle 5 of the Executive Regulations for Zakat Collection issued by DecisionNo. (2216) of 07/07/1440
AH,as amended by Decision No. (58705)0f21/09/1444 AH, which sti pulatesthat: "The following clauses
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shall be deducted from the zakat base for the Taxpayer who maintains commercial books:" 1 - Net fixed

assets and their equivalents, including, butnotlimited to, the following: e. employee housingowned by the
Taxpayer." based on the seventh paragraph of Article 6 of the Executive Regulations for Zakat Collection
issued by Resolution No. (2216) of07/07/1440 AH, as amended by Resolution No. (58705) of 21/09/1444
AH, which stipulates that "The Zakat base is calculated by adding the clauses listed in Article (IV) of the
Regulation, minus the clauses listed in Article (V) of the Regulation, in accordance with the following
controls: 7- With regardto employee housing support programs, the price of the housing unitborneby the
employee mustnotexceed its actual costto the Taxpayer, and the employee mustnotbear any additional

amounts againstthe loan, including casesin whichthe contractis terminated before completing its term.”

Based on the above, the dispute lies in the fact that the Authority did not accept the long-term employee
benefits represented by the housing support program provided by the Taxpayer to his employeesbecause
there is no provision in the Zakat Collection Executive Regulations issued in 1440 AH. authorizing its
deduction, with referenceto the case file and whatitcontains, and since the dispute is centered on the lack
of atext authorizingthe deductionofthe clause, areview of the Executive Regulationsfor the Collection of
Zakatissued by Resolution No. (2216) of 07/07/1440 AH, as amended by Resolution No. (58705) dated
21/09/1444 AH, shows that paragraph (e) was added to the first paragraph of Article 5 authorizing the
deduction of employee housing owned by the Taxpayer and paragraph 7 to Article 6, which clarifies the
controls of the deduction, therefore, since the amendment was issued while the litigation is ongoing
between the parties and the Ministerial Decision did not stipulate the years to which the decision applies
and only mentioned "effective from the date of its issuance,”and since the amendmentapplies to the
regulation of 1440 AH, which is applicable to the case in question, the amendment may be applied to the
clause, and the regulation before the amendment did not contain an explanation of the correct treatment
of the clause, so the amendmenthas created a new fact regardingemployee housing, and the decision,as
mentioned above, did not provide for exceptions stating that it will not apply retroactively, and therefore,
upon reviewing the case file, where paragraph seven of Article Six of the executive regulation stipulates -
the company'spolicyfor the home ownership program. - a sample of contracts for employees who obtained
homes underthe Homeownership Program. the controlsstipulate thatthe price of the housing unitborne
by the employeemustnotexceed its actual costto the Taxpayer and thatthe employee mustnotbear any
additional amounts for the loan, including cases in which the contract is terminated b efore completing its
term, and thatthe contracts concluded with the employeesshow thatthe employee paysthe same total cost
incurred by thecompany for thehouse, and therewasno term in these contracts indicating aprofitintention
from the company for this project, and therefore, as itturns out that the mentioned controls applied to the
Taxpayer, which means that the appeal must be accepted regarding the non-deduction of employee

benefits.
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with regard to the Taxpayer's appeal on the remainingclauses, the Circuitis notto be faulted for adopting

the grounds for the decisionunder appeal withoutaddingto them, ifitdetermines that these reasons make
it unnecessary to introduce anything new, since in upholding the decision with the contents of these
reasons, itis clear thatthe Circuitdid notfind any objections to the decision thatmeritaresponse beyond
what is contained in these reasons, and since itis proven that the decision under appeal regarding the
disputed clauses was consistent with the valid reasons on which it was based and sufficient to carry its
judgmentsince the issuing Circuit scrutinized the dispute and came to the conclusion itreached in its
operative part,andsince this Circuitdid not notice anything thatwarrants censure or commentonitin light
of the arguments raised before it, this Circuit concludes to reject the Taxpayer's appeal and uphold the
decision ofthe Adjudication Circuit With respectto the resultitreached, taking into accountits reasons in

the remaining clausesunder appeal.

regarding the Authority's appeal on the restof the clause (adding Authoritys and follow -up fees related to
loans to the Zakatbase for 2019 AD),based on paragraph (3) of Article (4) of the Executive Regulations for
ZakatCollection issued by Ministerial DecisionNo. 2216 dated 07/07/1440 AH,whichstipulates that "The
zakatbase for the Taxpayerwho keeps commercial books consists of all hisassets su bjectto zakat collection,
includingthe following: "The debts owed by the Taxpayer classified as long-termand similar components
of the zakat base, such as: Government financing, commercial financing, creditors, promissory notes,
overdraftaccounts,andloans fromownersor partners (includingtheir currentaccounts), provided thatthe
followingis considered: A- If the debts owed by the Taxpayer or other sources of funding have a duration
ofthree hundredand fifty-four (354) days or more overlappingduringthe zakatyear and the following year,
they are added to the zakatbase according to the number of days for each zakatyear. B- The zakatyear for
debts does notcease with their renewal or reschedulingwith the samecreditor, or by replacingthese debts
with other debts or sources of funding that finance what these debts were financing. (c) The addition of
what is mentioned in this paragraph shall not exceed the total amount deducted from the base in
accordance with Article (S) of the Regulations." article 4, paragraph (10) also stipulates the following: "Any

clause of liabilities and equity thatfinanced an clause deducted from the zakatbase."

Based onthe above, as the dispute centersaround addingAuthorilys and follow-up fees related to loansto
the Zakatbase, where the Taxpayer believesthatthese costs relatedto loans have notye treached the end
of the year, while the Authority believes that these costs are partof the loans and are treated as loans and
the loan balances are taken according to the financial statements, and by referring to the case file and its
contents, the amount of the dispute is SAR (1,407,160), resulting from the difference between what the
Taxpayeradded andthe Authority's calculation of the loans, as the Taxpayeraddedloans in the amount of
SAR (727,889,840), while according to the Authority's link, the clause SAR (729,297,000), including
Authoritys and loan fees in the amount of SAR (1,407,160), and by reviewing the audited financial

statements, specifically Note (16-2) related to long-term loans, itappearsthatwhatwas declared for long-
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term loans amounted to SAR (729,297,000), which is the same amountadded by the Authority, including

Authoritys, sothe Taxpayer declared themwithin one clause, also, with reference to the explanations of the
loans (16), it appearsthatthe long-term loans financed a deductible asset "harvesting factories”, and since
the disputed Authoritys take the judgment of the related loan, and where paragraph (10) of Article (4)
mentioned abovestipulatesthatthe Zakat base for the Taxpayer who maintains commercial books consists
of all his funds subject to Zakat collection, including any clause of liabilities and equity that financed an
clause deducted fromthe Zakatbase, this doesnotaffectthe Taxpayer's pointthat there is no relevanceto
the Authority's reference to the accounting policy as in Note (3-12) and financing costs as in Note (20-4),
whereas, a review of the interest costs of discounting loans and borrowing declared within the income
statement in the amount of (16) million shows that they include Authoritys in the amount of SAR
(1,407 1 60),according to thedetailed movementofloanAuthoritys, as thetotal interest costs of discounting
loans and borrowingin theincome statementare theadditionsaccordingto the indicated movement, which
the Taxpayer requested to be deducted within the income statement, which means that the appeal
regarding the addition of Authoritys and follow-up fees related to loans to the Zakat base should be

accepted and the decision of the Circuitshouldbe canceled.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Accepting the appeal procedurally from the Taxpayer/ Company ... Commercial registration (..),
unique number(...) Andthe appeal submitted by the Zakat, Tax and Customs Authority,against the decision
ofthe firstcircuitfor adjudicating violations and disputes of income tax in Riyadh with number (12D -2022-
2160) issuedin case number (Z-2022-112956) related to the zakat assessment for the years 2017and2018
AD.

Second: On the Merits:

1- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (adding Authoritys and follow-upfees related to loansto the Zakatbase for the year 2019 AD).

2- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (social insurance differenceadded to the netprofitfor 2019 AD).

rejectingthe Taxpayer's appealand upholding the decision of the Adjudication Circuitregarding the clause
(Adding funding obligationsfor assetadditions, adding accrued expensesandaddingother credits for 2019
AD).

3- rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (adding short-term loansto the Zakatbase for 2019 AD).
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4- accepting the Taxpayer's appeal and canceling the decision of the Determination Circuit regarding the

clause (notdeducting long-termemployee benefitsfrom the Zakatbase for 2019 AD).
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DecisionNo. IR-2024-136107

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2022-136107

PrincipleNo.35

- Thecompanyis entitledto deductforeign investments fromits Zakat base, provided thatitsubmits

audited financial statements issued by a certified public accountantin the country of investment
This is to enable the Authority to calculate the due Zakat on these investments and ensure its
remittance. Accordingly, the invested amounts may be deducted from the investing company’s

Zakatbaseinorderto avoiddouble Zakatpayment.

Facts
_ &

the appealfiledon04/07/2022 AD, from ..., ID No. (...) as an agentunder Agency No. (...) On behalf of the

appellantcompany, and the appeal filed on 05/07/2022 AD by the Zakat, Tax and Customs Authority, on
the decision of the First Circuitto adjudicate incometax violations and disputes in the city of Dammam No.
(1ZD-2022-922)issuedin Case No.(Z-2021-41784)related to Zakatassessmentsfor the years from 2015
AD to 2018 AD, inthe case filed by the Taxpayer againstthe Zakat, Tax and Customs Authority, in which

the decision of the Adjudication Circuitstipulatedthe following:

1.annulmentofthe Defendant's decision regarding the clause of profits received for the years 2015 AD to

2017 AD.

2.modification of the Defendant's decision With respectto the additional matching contribution deduction

forinvestmentsin domestic subsidiariesfor the years 2015ADto 2018 AD

3.rejected the claimant's objection regarding the non-deductibility of investments in foreign companies

authorized as available-for-sale investmentsfor the years 2015 AD to 2018 AD.

4.rejecting the Plaintiff's objectionregarding the deductionofinvestments in local companiesatfair value

recognized intheincomestatementfor 2017 ADand 2018 AD.

5.dismissed Plaintiff's objection regardingthe non-deductibility of the long-term homeownership program

offered to employees for2017 ADand 2018 AD.

6.dismissedthe Plaintiff's objection regarding the use of loans to finance impaired assets for 2016 AD and

2017 AD.
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7.rescind the Defendant’s decision regardingthe incorrectaddition of the opening balance ofthe 2017 AD

End of Service Allowance.
8.annulmentofthe Defendant'sdecision regarding the clause ofnotded uctingthe Zakatpaidfor2016 AD.

this decision wasnotaccepted by the Taxpayer (Company ...).the Taxpayer'sappeal lies onthe clause "Non-
deduction of investments in foreign companies declared as available-for-sale investments for the years
2015 AD to 2018 AD." The Taxpayer explains that he submitted, upon the request of the Honorable
Committee, a copy of the financial statements of the invested foreign companiesapproved by an auditorin
the invested country, which wastranslated into Arabic, in additionto thatthe company paidthe zakatdue
onthe foreigninvestments in accordance with the reportof the independent chartered accountan tthrough
which zakat was calculated for the investments in foreign companies. regarding the clause (deduction of
investments in local companies atfair value recognized inthe income statementfor 2017 AD and 2018 AD),
the Taxpayer explains thatthe securities were recorded atfair value within other comprehensive incomein
2017 AD and 2018 AD and were classified as available-for-sale investments in accordance with the
requirements of IFRS9 "Financial Instruments” and therefore the related gainsand losses classified in other
comprehensive income became part of retained earnings on a regular basis and will be subject to Zakat
accordingto the Zakatcollection regulations, and theseinvestments are long-term and notfor commercial

purposes. he requests thatits appeal be accepted and the decision of the Adjudication Circuitbe reversed.

this decision was notaccepted by the appellant (the Zakat, Taxand CustomsAuthority), soitsubmitted an
appeal list, which was reviewed by the Circuit, where the Authority's appeal lies on the clause (dividends
received from the current year's profits of local invested companies that are not excluded from the
company's profit subject to zakat for the years 2015 AD, 2016 AD and 2017 AD), where the Authority
explains thatitadded these profits to the adjusted net profitdue to the Taxpayer's failure to provide proof
that the profits thatwere excludedare for the year (currentyear) by referringto the financial statements of
the invested companies, it was found that the balance of retained earnings is higher than the profits
announced to be distributed, and therefore the profits announced to be distributed are definitelyfrom the
retained earnings and not from the profits of the year, as for the distributions from the company.... the
Taxpayer's objection to the distributions of this company was accepted, in addition to the fact that the
announcement of dividends after the financial results is not an indication that the distributions were
actually made fromthe netprofit, as the date of the announcement of the distributions after the company's
financial results cannotbe linkedto the factthat the distributions were made from the net profitinstead of
the retained earnings, and that the customary basis for dividend distributi ons is the first balance of the
period from the retained earnings. it asks that its appeal be accepted and that the decision of the

Adjudication Circuitbereversed.

onThursday, March07,2024 AD, the First Appellate Circuitfor Income Tax Violationsand Disputes heldits

sessioninthe presence of its members, whose namesare recordedin the minutes, via videoconferencing in
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accordance with the procedures for remote videoconferencing; based on the provisions of Clause 1 of

Article 15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No. (25711)
and dated: 08/04/1445 AH.; and by calling on the opponents, he/she attended/... national ID No. (..), as
agent for the Plaintiff by virtue of power of attorney No. (...) i attended ... (National ID No. ...), as the
representative of the Defendant/Zakat, Tax and Customs Authority, under an authorization issued by the
Deputy Governor of the Zakat, Tax and Customs Authority for Legal Affairs No. (..) onMarch 19,1445AH,
the Circuitreviewedthe supplementary memorandum submitted by the Taxpayer. accordingly, the Circuit
decided to accept her request and informed the representative of the Authority that she must respond to
the Taxpayer's memorandum no later than Thursday, March 14, 2024, after which the pleadings will be
closed and the case will be submitted for deliberationand decision, and the Circuitwill notacceptany new
documents or memorandums submitted after the aforementioned date. the next session will be on

23/04/2024 AD to pronounce the decision.

on Tuesday, April 23,2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofits members,whose names are recorded in the minutes, via video conferencing
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (25711) and
dated: 08/04/1445 AH.; Calling on the opponents, Mr. ... national ID No. (...), as agent for the Plaintiff by
virtue of power of attorney No. (..) he attended ... (National ID No. ...), as the representative of the
Defendant/Zakat, Tax and Customs Authority, under an authorization issued by the Deputy Governor of
the Zakat, Taxand Customs Authority for Legal AffairsNo. (...) on March 19, 1445 AH., the Circuit decided

to close the pleadings and deliberations.

Grounds:
| Grounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

On the merits, with regard to the Authority's appeal on the clause "Dividends received from the current
year's profits of local investee companies thatare notexcludedfrom the company's profitsubject to Zakat
fortheyears 2015AD, 2016 AD and 2017 AD", and where the Authority'sappeal liesin thefactthatitadded
these profits to the adjusted net profitbecause the Taxpayer did not provide proof that the profits thatwere
excluded are for the profits of the year (current year), and Based on the above, the profits received are
deducted from theZakat baseif theyare tzedakkah by the company distributing the profits to avoid be nding

in Zakat,and whereas the dispute liesin the fact that the distribution was madethrough the balance of the
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first period of the retained profits and not from the profits of the year, and the Circuit's review of the case

file and referenceto the Authority's appeal regulationsand the Taxpayer'sresponse shows thatthe retained
profitsin the invested companies atthe beginningofthe periodare greater than the declared distributions,
soitappearsthatthe distributions weremadefrom the retained p rofits for the distributions of (Company ..
(...) fortheyears 2015 ADto 2017 AD, and (Company...) for the year 2016 AD, and (Company ... for the year
2016 AD).fromthe above, itis clear thatthe balance of the retained earnings is greater than the dividends
distributed, and there is no clearand explicit confirmation that the dividends distributed were made from
the profits of the year, and sinceitis the nature of business to distribute from the retained earningsandthen
distribute through the profits of the year, in addition to the above, itis clear by referring to the attached
documents represented in the dividend distribution decision that the announcements were all before the
fourth quarter (i.e. beforethe end of the lunar calendar) of the year, whichresults in the distributions being
deducted from the Zakat base for the invested companies. from the above, itis clear that dividends have
been distributed from the retained earnings, which leads the Circuit to accept the Authority's appeal and

overturn the decision of the Adjudication Circuitin this clause.

regarding the Taxpayer's appeal onthe clause (notdeductinginvestments inforeign companies declared as
available-for-sale investments for the years 2015 AD to 2018 AD) and where the Taxpayer's appeal lies in
attachingthe financial statementsof the company invested in outside the Kingdom from a certified public
accountant, and based on paragraph (4.b) of clause (II) of Article (4) of the Executive Regulations for Zakat
Collection issued by Ministerial Resolution No. (2082) dated 01/06/1438 AH which stipulates that "The
following shall be deducted from the zakatbase:" Investments in establishments outside the Kingdom - in
partnership with others - provided that the Taxpayer includes in their zakat declaration the zakat due on
these investmentsaccordingto the rules stipulatedin these regulationsand submitsthem to the authority,
alongwith auditaccountsfrom a certified accountantin the country ofinvestment, approved by the official
authorities; if they do not comply with calculating and submitting the zakat accordingly, it will not be
deducted from the zakat base. based on Ministerial Decision No. (1005) dated 04/28/1428 AH, which
stipulates “Second:investments in establishments outsid ethe Kingdom - in partnershipwith others - shall
be deducted from the Taxpayer's zakatbase, provided thatthe Taxpayer submits audited accounts from a
certified public accountantin the country of investment, in order to calculate the zakat due on these
investments and deliverthem to the authority, or provide proof thatzakathas been paid in the country of
investment, and then deduct these investments from the tax base of the Saudi investor company to avoid
discouraging zakatin these companies. If the Taxpayer doesnotprovide the above, these investments shall
not be deducted from his tax base.” Based on the above, the company is entitled to deduct the foreign
investment from its Zakat base, provided thatit complies with the provision, which is to provide the
Authority with auditedaccounts from a certified publicaccountantin the country ofinvestment, in order to
calculate the Zakat due on these investments and provide it to the Authority, and then deduct these

investments from the company's Zakat base whereas, the dispute over this clause is a based dispute, and
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the Circuit's reference to the attached case documents shows that the Taxpayer attached the financial
statements of the company investedin outsidethe Kingdomfrom a certified publicaccou ntant, in addition
to that the certified publicaccountantis the office of (....) at the end of hisreport, he stated, "The dataand
information in the financial statements provided to us by your company "Company ..." about those
companies and the financial statements that we verified and obtained from the financial statements
disclosed by the Swiss Capital Market Authority and the Australian Capital Market Authority, so it is
necessary to reissue our reportson the calculation of Sharia zakat for investments ininternational securities
ofthe companies"Company ... - Swiss nationality and Company ... - Australian nationality for the years2014
AD/2016 AD/2016 AD/2017 AD.", which concludes the Circuitto acceptthe Taxpayer's appealand cancel

the decision of the Adjudication Circuiton thisclause.

with regard to the Taxpayer's appeal on the clause (deduction of investmentsin local companies atthe fair
value recognizedin the income statementfor the years 2017 AD and 2018 AD) and where the Taxpayer's
appeal lies in his claim to deduct the investments with the balance of the last period, and based on
paragraph (4/a) of Article (4) of the Executive Regulations for Zakat Collection issued by Ministerial
Resolution No. (2082) dated 01/06/1438 AH: "Investments in establishments within the Kingdom —
Participation withothers- Ifthose investments are subjectto zakat collection under these regulations, if the
investmentinthoseestablishmentsis notsubjectto collection, itshallnotbe deducted fromthe base ." based
onArticle 20, paragraph (3),which stipulates that "The burden of proving the accuracy of whatis stated in
the Taxpayer's zakat declaration from clauses and any other data lies withthe Taxpayer,and if he is unable
to prove the accuracy of whatis stated in his declaration, the authority may notapprove the clause thatis
not proven accurate by the Taxpayer or may proceed with an estimated assessment according to the
authority's perspective in light of the circumstances and facts related to the case and the information
availabletoit." Basedon the above, andthe Circuit'sreview of the case fileand the defensesand documents
itcontains, itis clear thatthe Taxpayer claimsto deductthe investments with the balance of the last period
(i.e. after revaluation), as he argues that the revaluation gains/losses have affected the statement of
comprehensive income and have become partofthe retained earnings, which will be subjected by adding
them to the Zakat base for the same period, while theimpacton the balance ofinvestments has not been
calculated and deductedfrom the base.on 07/11/2022 AD, the attachments to the 2017 AD and 2018 AD
declarations (attached tables) were requested, as well as proof that other reserves including (revaluation
gains/losses) are subject to Zakat. accordingly, the Taxpayer has attached the full declarations with the
annexes and with reference to Table No. (12) (forother additions to the Zakatside), itis clear thatthe other
reserves with the balance at the end of the period are subject to Zakat, i.e. after the impact of revaluation
gains/losses onthem. since the Taxpayer proved thatthe revaluation gains/losses were included in equity
for the same year, as they were added to other additions in the return and found to be subject to Zakar,

which shows that the Authority’s procedure is incorrect, as the investments should be deducted with the
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balance ofthe lastperiod(i.e. after revaluation), which concludes the Circuitaccepts the Taxpayer's appeal

and annuls the decisionofthe Adjudication Circuiton this clause.

with regard to the Taxpayer's appeal on the remaining clauses, the Circuit has no fault in adopting the
grounds for the decision underappealwithoutaddingto them, ifit determines thatthese reasonsmake it
unnecessary to introduce anything new, because in upholding them with whatthese reasons contain, itis
clear that the Circuit did not find any objections to the decision that merita response beyond whatis
contained in these reasons, and whereas it is established that the decision under appeal regarding the
disputed clause was consistent with the valid reasons on which itwas based and sufficient to carry its
judgmentas the issuing Circuitscrutinized the dispute and reached the conclusionitreached inits operative
part,and as this Circuitdid notobserve anyreason to appeal orcommentonitin light of the defenses raised
before it, this Circuitconcludes to reject the Taxpayer'sappeal anduphold the decision of the Adjudication
Circuitinits conclusion on the remainingclauses,in accordancewith its reasons. On the basis of the above

and forthe grounds stated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance ofthe appeal procedurally, submitted by /... Company Commercial Registration No. (..)

Distinctive Number (...), andthe Zakat, Tax and Customs Authority, against the decision of the First Circuit
to adjudicate income tax violations and disputes inthe city of DammamNo. (IZD-2022-922) issued in Case

No. (Z-2021-41784)related to Zakatassessments for the years from2015 AD to 2018 AD.
Second: Onthe merits:

1- Accepting the Authority's appeal and canceling the decision of the Determination Circuit regarding the
clause (dividendsreceived from the current year's profits of local invested companies thatare notexcluded

from the company's profitsubjectto Zakatfor the years 2015 AD, 2016 AD, and 2017 AD).

2- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (Deducting additional contributions similar to investments in local subsidiaries at less than their

value forthe years 2015 AD to 2018 AD).

3- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the
clause (notdeductinginvestments in foreign companies declared as available -for-sale investments for the

years 2015 ADto 2018AD).

4- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the
clause (deductinginvestments in local companiesatthe fair value recognized in the income statement for

the years 2017 AD and 2018 AD).

5- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (notdeducting the long-term home ownership program providedto employees).
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6- Rejecting the Taxpayer's appeal and upholding the decision of the Determination Circuit regarding the

incorrectaddition of loans to the Zakatbase withouttakinginto accountthe use of the loan to financ e the

Zakatdeductibleassetsforthe years 2016 AD and 2017 AD.
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Decision No. IR-2024-171013

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. Z-2023-171013

Disputes in Riyadh

PrincipalNo.36

- Zakatis notdue on receivables until they are collected by the taxpayer and a full lunar year has
passed following their receipt, provided that the delay in payment is due to reasons beyond the

taxpayer’s controland notaresult of their negligence or non-compliance.

&

The submitted appeal was heard on: 22/01/2023 AD, of/ (....), National ID No. (.....), in his capacity as the

legal representative of the appellant company under the Commercial Register, on the decision of the First
Circuitto adjudicate incometax violationsand disputes in the city of Dammam No. (IZD -2022-2562) issued
in Case No. (Z-2021-78138) related to Zakat assessment for the year 2015 AD, in the lawsuit filed by the
appellant against the Zakat, Tax and Customs Authority, in which the decision of the Adjudication Circuit

ruled the following:
1.Dismissed the Plaintiff's objection With respectto the 2015 AD Zakatissuewithoutreasoning.

2.Rejection of the Plaintiff's objection regarding the clause disallowing the deduction of offshore

investments.
3.Dismissal the Plaintiff's objection With respectto the non-deduction ofamounts duefrom affiliates.
4.Rejection ofthe Plaintiff'sobjection With respectto the non-discounting clause for long-term reserves.

This decisionwas notacceptable to the Taxpayer(.....) the Taxpayer'sappeal liesin the clause (notallowing
the deduction of the foreign investment clause for 2015 AD). The Taxpayer explained that there is a dear
contradictionin the Circuit's decision regarding this clause, as the Circuitstated thatthe required condition
for the deduction of foreign investment is to submit the financial statements of the invested companies
audited by a certified publicaccountantin the country ofinvestmentto the Authority in order to calculate
the zakat due on these investments. It also stated that the company has submitted these audited financial
statements from a certified publicaccountantin the country of investmentis (...) After beingtranslatedinto
Arabic, the Circuitissued its decision rejecting the company's objection and deciding not to deduct
investments outside the Kingdom, despite the company's commitmentto the conditionrequired to deduct

these investments fromthe Zakatbase, whichis to submitthe financial statements of the invested company
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for review by a certified public accountant in the country of investment. The Circuit has supported many
decisionsin similar cases. The view of Taxpayers in deducting foreign investments in which the financial
statements of the invested companies are submitted for review by a certified public accountantin the
country of investment from the Zakat base. For example, The reasoning of the decision of your esteemed
CircuitNo. (IAR-2020-114) stated the clause of non-deduction of long-term foreign investments from the
Zakat base in the amount of SAR (21,902,406)),and where the Circuit, after contemplating the appeal
submitted by the company in charge of that clause, and the position of the Authority through the
preliminary decision that ruled the Authority's treatment of these foreign investments, which was
represented in the non-deduction of these investments from its Zakat base, and where the Taxpayer
submitted to the Authority the financial statements of the companiesinvested abroad, and where the
instructions for linking investments came The Authority has the documents with which it can calculate
Zakat on those foreign investments. Accordingly, the Circuit concluded the decision to deduct the
investments of the company abroad from the shares and shares in the companies to which it submitted
audited financial statements in the country of investment. Accordingly, the Authority shall calculate the
Zakatfrom these lists and include the share of the Taxpayer in the Zakat of these companiesonly, whether
itisaninvestmentinindebtedness instruments, shares or sharesin companies for which audited financial
statements have not been submitted, and this does not affect the payment by the Authority to respond to
the appeal ofthe company in charge by sayingthatthe appellantcompany didnotsubmitthe documents
provingwhatitclaims atthe time, and that this is excessive, and thatexcessiveloss is first, This is because
the purpose of the legislator of the law to determine the rules for the collection of zakatand its regulation
will be confirmedby linking to the Taxpayer when submittingto the Authority the financial documents and
statements of its investments abroad, which mustbe subject to zakat by the Au thority when submitted by
the Taxpayer, and thatthis matter will be directly achieved by the Authority forits rightto collectzakatas
required by the regulations, decisions and instructions regulating how to collect zakat for foreign
investments, as stated in the grounds of the decision of the Circuit No. (IAR-2020-117) the clause not to
deduct foreign investments from the zakat base for the year 2012 in the amountof SAR (19,974,343)
Whereas after the Circuithopes to appeal submitted by the company in chargeRegarding that clause, and
what was stated in the Authority's position through the preliminary decision that ruled on the Authority's
treatmentofthese foreign investments, which was notto deductthese investments fromits Zakat base, and
where the Taxpayer submitted to the Authoritythe financial statements of the companies invested abroad,
and where the instructions for linking foreign investments came by subjecting them to Zakat when not
recommended inthe country ofinvestment,and where the Authority has the documents that can calculate
Zakaton the Taxpayer regardingthese foreign investments. Accordingly, the Circuitconcluded to decide to
deductthe investments of the company assignedabroad from the shares and shares in the companies for
which auditedfinancial statementswere submitted in the country of investment. accordingly, the Authority

will calculate Zakat from these lists and include in the linkage the Taxpayer's share of the Zakat of these
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companies withoutany other investment, whether in debtinstruments, shares or sharesin companiesfor

which no audited financial statementshave beensubmitted.

regarding the Taxpayer's appeal regarding the clause "No deduction of amountsdue from affiliates for the
year 2015 AD", the Taxpayer explained that the grounds of the decision are related to adding the credit
balances that have passed the zakat threshold, while the company's objection is related to deducting
amounts due from affiliates owned by the company (100%) from the zakatthreshol d, and therefore these
grounds are notrelatedto the subjectof the company'sobjection. thegrounds for the Circuit's decisionwere
based onArticle (4) of the Executive Regulations for the Collection of Zakatissued by Ministerial Decision
(2082) dated01/06/1438 AH, which is the article related to additions to the Zakat base, while the
company's objection is to amounts deducted from the Zakat base, and the article related to deductions is
Article (5) ofthe regulation. accordingly,itis clear thatthe Circuit'sdecisionwasbased on anincorrect basis,
and therefore, itmustbe canceledand consideredas ifitwere not,and the companyemphasizesthatin its
additionalmemorandumitprovided a statementof the amounts due from Saudi companies wholly owned
by the Plaintiffcompany,and since the said amounts are due from Saudi companies wholly owned by the
Plaintiff company and submit their Zakat declarations to the Authority, they must be ded ucted from the
company's Zakat base in order to avoid flexing in Zakat. in many decisions, the objection and appeal
committees have supported the Taxpayers' view that loans and financing granted to subsidiaries that are
subject to zakat should be deducted in order to avoid zakat deductions. For example, the grounds for the
decision of your esteemed Circuit No. (IR -2021-20), which guided the company in its additional
memorandum, stated the following As for the appeal of the Taxpayer on the clause of loans to affiliated
entities, itwas foundthatthe subjectofthe appeallies inthatthe Taxpayer does notagree with the decision
of the FirstInstance Committee supporting the procedure of the Authority notto approve the deduction of
loans granted to affiliated entities because they are subject to Zakat in affiliated companies and therefore
mustbe deductedto avoid dissuasionin Zakat, whilethe Authority believesthataddingthem to these loans
is an application of the fatwas that emphasized the addition of loans to the base Zakat, the benefit of the
company fromit, whetheritis squandered or used to finance non-currentassets in application of the Sharia
Fatwa (22665), and where the Circuit found that the amounts in dispute represent loans to affiliates and
notinaddition to the amounts investedin them,andwhere the Circuitfoundthatthose entitiesare subject
to Zakatand submittheirdeclarationsto the Authority, and based on the investmentrelationship between
the Taxpayer and those affiliates, it was decided by the Circuit that the loans provided to those entities
require special Zakattreatmentto avoiddissuading Zakat, as partofthe loans according to the investment
ratio) does notrepresentaloanto a party Hence, the appellant(lender) has the rightto deductpartof the
loans providedto the affiliates from his Zakatbase in an amountequal to the percentage of his investment
in those entities to which the loan was provided, and this is not affected by what the Authority paid in its
response memorandum, as itwas the subjectof paymenton the loans received from affiliates, which was

notthe subjectofan appeal from the Taxpayer, which is why the Circuitdecided to amend the decision by
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determining the eligibility of the Taxpayer to deductloans, to the affiliates with the equivalent of his

percentage of ownership in his Zakatbase, and where whatis stated in the above decision applies fully to
the case of the amounts in dispute that the company demands to be deducted from the Zakat base. in
addition, the Appeals Circuitdidnotrequire proof thatthe amounts provided to the subsidiaries are subject
to Zakat in the subsidiaries in light of the fact that these companies are registered with the Authority and
submittheir declarations to the Authority, and the company asserts that the Authority did not require the
company to provide itwith a detailed movementofthe clause of amounts due from affiliates, but refused
to deduct the clause in principle on the pretext that the Executive Regulations on Zakat collection did not
provide forits deduction, and the Appeals Circuitdid notrequirethe company to provide itwith this detailed

movementto acceptthe company'sobjection.

regarding the Taxpayer's appeal regarding the clause (disallowing the deduction of long-term reserves for
the year 2015 AD), the Taxpayer explained that the grounds of the decision are related to the addition of
credit balances that have passed the zakat threshold, while the company's objection is related to the
deduction oflong-term receivablesfrom the zakat threshold, and therefore these grounds arenotrelated to
the subject of the company's objection. the grounds for the Circuit's decision were based on Article (4) of
the Executive Regulations for the Collection of Zakat issued by Ministerial Decision (2082) dated
01/06/1438 AH, whichis the article related to additionsto the Zakatbase, while the company's objection
is to amounts deducted from the Zakat base, and the article that relates to deductions is Article (5) of the
regulation.the company asserts thatthe long-term holdings atissue representamounts withheld by the ...
until the completion of the contracted works. the entire revenue of the said contract was subjected to Sharia
Zakatwhile the company did notreceive the entire revenue as the company deducted a percentage of the
contractas a guarantee for the proper execution of the project. the above contracted companydid not pay
these reserves, which led the Plaintiff company to file a lawsuit before the Commercial Courtin Jeddah in
2017 AD to collect the remaining balance due from these reserves amounting to SAR (21,994,888). the
Commercial Courtinjeddah ruledin favor of the Plaintiff companyand ordered the companyto ... by paying
the above-mentioned amount. As it turns out, the long-term debit holdings in dispute are not in the
possessionofthe company orinitscontrol and itshandistied, which prevents itfrom benefiting from them.
Therefore, the King's Completion Clause is excluded from what comes out of the funds in which zakat is
due. The Circuitissuing the decision in question itself has upheld decisions in support of the objection of
those charged with deducting the debit holdings from the zakat base. For example, the grounds for the
decision of the Adjudication Circuit No. (IZD -2020-10) stated, "With regard to the balances of debit
contracts and reservations payable upon the collection of the balances of debit contracts and reservations
due from the company (....), and the Plaintiff's claimto deductthe amounts retained by the company(.....)
dueto the factthatthe amounts claimed by the Plaintiffare in the hands of a full and non -delinquent person,
namely the company (.....), but the Plaintiff is unable to receive them, meaning that the reason for not

receiving theseamounts was notthe Plaintiffbut the company (.....), whichmeans thatthese amounts were
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notin the Plaintiff's hands andwerenotunder her control, and the Plaintiff'shandsare tied regarding these

amounts, which prevents him from benefiting from them, the Circuit decided to accept the Plaintiffs
objection by discounting the outstanding contract balances and reserves that ....... company owes. saudi
Arabiafrom his Zakatbowl for the years 2005 AD through 2012 AD." The Circuitalso supported many of
the decisions of the Taxpayers' appeal regarding the deduction of receivables that were not in the
possession of the Taxpayer and were not under his control. For example, the grounds for the Circuits
decisionNo. (IR-2020- 9) stated that "After hearing the statements of the partiesto the case, and reviewing
the letters exchangedbetweenthe appellant(the creditor) and the General Authority of Civil Aviation (the
debtor),itbecomes clear thatthe debtthat the company owes to othersisadebton full, which cannotbe
received, and therefore the reason for not receivingthese amounts is not due to the will of the Taxpayer,
butrather because itis attributed to the debtor, the Civil Aviation Authority, and since the amount of the
debtwas notinthe possession of the Taxpayer, and was notunder his control, which results inthe improper
inclusion of it within the Zakawi bowl of the taxpaying company. this does not affect the claim of the
General Authorityfor Zakatand Income (GAZT) thatthis debtis owedto a governmententity thatis full of
money, as the consideration is the ability of the creditorto receivethe amount of the debtafter the debtor's
claim, which was impossible to obtain for a reason not related to the Taxpayer's company. Therefore, the
Circuitconcluded to determine the impact ofthe appellant's defenses onthe resultreached by the contested
decision, whichentails rulingto exclude the debtors of tradereceivablesfrom the Taxpayer's zakat base for
theyear2011,and notsupporting the authority in its dealing with this clause byincludingitin the tax base
of the Taxpayer's Taxpayercompany.” as for whatwas stated in the rulings of the Adjudication Circuit that
the company didnotprovide the movementmadeon the end-of-termbalance, we state thatthe Authority
did notask the company to provide it with a detailed movement of the long-term receivables clause, but
rather refused to deduct the clause in principle on the grounds that the Zakat Collection Executive
Regulations didnotprovide forits deduction. therefore, the Taxpayer requests thathis appeal be accepted

and thatthe decision of the Dispute Adjudication Circuitregardingthe clauses underappeal be overturned.

on Sunday, March 17,2024 AD, the FirstAppellate Circuitfor IncomeTax Violationsand Disputes met via
videoconferencein accordance with the proceduresforremote vid eoconferencing; basedonthe provisions
of Clause 2 of Article 15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees
issued by Royal Decree No. (26040) and dated: 21/04/1441AH; after reviewing the appeal, after examining
the contents of the case file, and after deliberating according to the law, and as the Circuit did notfind it
necessary for the parties to the appeal to be present, the Circuitdecided to close the pleadingsand reserve

the case for adjudication.
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Uponreviewing the case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordance with the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
becauseitwas submittedby a competentpersonand within the statutory period prescribed for conducting
it.

On the merits, as for the Taxpayer's appeal regarding the clause (disallowing the deduction of the foreign
investment clause for 2015 AD), the Taxpayer's appeal lies in the appeal against the dismissal of his
objection regarding the disputed clause, as he claims that there is a contradiction in the Circuit's decision,
as the Circuit stated that the required condition for deducting the foreign investmentis to submit the
financial statements of the investee companies audited by a certified publicaccountant, and the company
provided this. based on Ministerial Decision No. (1005) dated 04/28/1428 AH: “Second: investments in
establishments outside the Kingdom - in partnership with others - shall be deducted from the Taxpayer's
zakat base, provided thatthe Taxpayer submits audited accounts from a certified publicaccountantin the
country of investment, in order to calculate the zakat due on these investments and deliver them to the
authority, or provide proof of payment of zakat in the country of investment, and then ded uct these
investments from the tax base of the Saudi investor company to avoid discouraging zakat in these
companies, ifthey do notprovide the above mentioned, these investments shall notbe deducted from his
zakatbase." Based onthe above,and based on the provisions of Ministerial Decision No. (1005) referred to
above, the Taxpayer is entitled to deduct the foreign investment from his Zakat base, provided that he
complieswith the provisions of the decision, namely thathe submits to the Authorityaudited accounts from
a certified public accountantin the country of investmentin order to calculate the Zakat due on these
investments and deliver themto the Authority, or provide proof of paymentof Zakatthereonin the country
of investmentifhe does notprovide whatwas referred to, these investmentswillnotbe deducted from his
Zakat base, and by reviewing the case file, it became clear that the Taxpayer submitted the financial
statements of the invested company, audited by a certified publicaccountantin the country of investment,
and provided a copy of theselists in Arabic, the Taxpayer emphasizedthathe has no objection to paying the
zakat that the authority will calculate on the investment, which led the Circuit to accept the Taxpayer's

appeal and cancelthe decisionofthe Adjudication Circuitregarding this clause.

with regard to the Taxpayer's appeal regardingthe clause "No deduction ofamounts due from affiliates for
the year 2015 AD", the Taxpayer's appeal is to appeal the rejection by the Adjudication Circuit of his
objectionregarding the disputed clause, ashe claimsthatthe amounts he claimsto deductare amounts due
from affiliates thatare 100% owned by the company from the Zakatbase. Based on paragraph (First/5) of
article (4) of the executive regulation for the collection of Zakat issued by the Ministerial Decision No.

(2082) dated01/06/1438 AH,which stated that: "The zakatbase consists of all the Taxpayer'sassets subject
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to zakat, including:".5- Governmentand commercialloans and other sources of financingsuch as creditors,
promissory notes, and overdraft accounts owed by the Taxpayer according to the following: A- What
remains of itin cash and has completed a year. B- What has been used to finance whatis intended for
property acuisition. c- Whatwas used in trade offers and has passed the hawl." Based on Article (4) clause
(I) paragraph (4a) of the Zakat Collection Regulation issued by Ministerial Decision No. (2082) dated

01/06/1438 AH, which stipulates that: "The following shall be deducted from the zakat base:" 4- (A):
“Investments in establishments within the Kingdom — Participation with others - If those investments are
subjectto zakatcollection under these regulations, if the investmentin those establishments is no tsubject
to collection, it shall not be deducted from the base." based on Article 20(3), which states: "The burden of
proving the accuracy of what s stated in the zakat declaration of the Taxpayer regarding clauses and any
other data lies with the Taxpayer, and if he is unable to prove the accuracy of what is stated in his
declaration, the authority may notapprove the clause thatis not proven by the Taxpayer or may impose an

estimated assessmentaccording to the authority's perspective in light of the circumstancesand facts related
to the case and the information available to it." Based on the above, loans provided to subsidiaries that
submittheir returns to the Authority require special zakat treatmentto avoid the discouragement of zakat,
as part of them (according to the percentage of investment) does not represent lending to another party,
and therefore the Taxpayer (the lender) isentitled to deduct partofthe loans providedto subsidiaries from

his zakat base in an amount equal to his investment percentage in the subsidiary company to which he
provided theloan, andwith reference to the case file andwhatitcontains, itis clear thatthe Taxpayer caims
to deductthe amounts due from 100% owned Saudicompanies, which are the following companies, (.....,
..... ) ceoeer s ) itturned outthatthe Authority refused to discount considering thatthe transactions with the
related partiesare expenses paid on behalf ofthe company and partofafinancing activity, as the expenses
paid on behalf were rejected as commercial transactions and not loans subject to Zakat in subsidiaries,
therefore, upon reviewing the audited financial statements, it became clear that the transactions were
classifiedas financing activities and expenses paid onbehalf of the company, whichleadsto the correctness
of the Authority's action in refusing to deduct the expenses paid on behalf of the company as commercial
transactions, as for the financing activities, we believe that the Taxpayer is entitled to deduct them, as the
loans provided to subsidiaries thatsubmittheir returns to the Authority requirespecial zakattreatment to
avoid discouraging zakat, as part of them (according to the investment percentage) does not represent
lendingto another party, andthe Authority'sargumentthatthe Taxpayer did not provethatthey are subject
to the subsidiaries, asthe subsidiariesare all Saudi companies and submittheirreturns to the Authority, and
the Taxpayer providedthe unique numbers of all subsidiaries, which leadsthe Circuitto partiallyaccept the

appeal and amend the decision of the Adjudication Circuitregarding this clause.

With respect to the Taxpayer's appeal regarding the "Disallowance of the 2015 AD Long-Term Reserves"
clause, the Taxpayer'sappeal is to appeal the Adjudication Circuit's rejection of his objection regarding the

disputed clause, as he claims that the basis for the disputed long-term reserves represents amounts
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previously withheldby (.....) until the completion of the contracted works, all revenues fromthe contractare

subjectto zakat. Based onthe above, Zakatis notobligatory onthe creditorin hisduefundsthathe isunable
to collectdue to delays from customers and notas aresultof his failure to comply with the standards and
requirements specified by the authority,and with reference to the case file and what it contained, it was
found through the financial statements thatthere are reserves inthe amount of SAR(29.779,160),itturned
outthat the Taxpayer stated thathe filed alawsuitagainstthe contracted companydue to its failure to pay
the amounts due, whichamountedto SAR (21,994,888), and by reviewingthe documents, itbecame clear
that the Taxpayer submitted a decision issued by the Commercial Courtin Jeddah on 03/07/1439 AH
obligating the contracted company "....." therefore, we believe that the amounts owed to the Taxpayerin
dispute and forwhicha courtjudgmenthasbeenissuedare notsubjectto Zakatuntil the Taxpayer receives
them, asthe reason for the delay in the paymentofthe receivables is due to reasons beyond the Taxpayer's
control and not as a result of his failure or non-compliance, which leads the Circuit to partially accept the

Taxpayer's appealand modify the decision of the Adjudication Circuitregar ding this clause.

with regard to the Taxpayer's appeal regarding the clause "Issuing the Zakatassessmentfor the year 2015
AD without reasoning”, wherein the Circuit has no faultin adopting the grounds for the decision under
appeal withoutadding to them when it assesses that these reasons make it unnecessary to introduce
anything new, because in supporting the decision with the contentofthese reasons, itis certain thatit did
notfind any objections to the decision thatmeritaresponsebeyondwhatis contained in these reasons, and
whereinitis establishedthatthe decisionunderappeal regarding the disputed clausesas the issuing Circuit
scrutinized the dispute and reachedthe conclusioniitreachedinits operative part, andas this Circuit did not
observe any reason to appeal or commentonitin lightofthe defensesraised before it, this Circuit concludes
to reject the Taxpayer's appeal and uphold the decision of the Adjudication Circuit With respect to the

outcomeitreached onthe clauses atissue in the case, bearingin mind its reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance ofthe appeal procedurally from the Taxpayer/ .., commercial registration (...) , distinctive
number (...) Against the decision of the first circuit for adjudicating income tax violations and disputes in
Dammam with number (IZD-2022-2562) issued in case number (Z-2021-78138) related to the zakat

assessmentforthe year 2007 AD.
Second: On the Merits:

1- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (issuingthe Zakatassessmentfor the year 2015 AD withoutreasoning).
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2- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (notallowingthe deductionofthe foreign investments clausefor the year 2015 AD).

3- Accepting the Taxpayer's appeal in partand amending the decision of the Adjudication Circuit regarding

the clause (notdeductingamounts duefrom affiliatesfor the year 2015 AD).

4- Accepting the Taxpayer's appeal in partand amending the decision of the Adjudication Circuitregarding

the clause (notallowingthe deduction of the long-termreservesclause for 2015 AD).
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024-179439

First Appellate Panelfor Income Tax Violations and
Case No. Z-2023-179439

Disputes in Riyadh

PrincipalNo.37

- The proper treatment of loans granted to a subsidiary company, in accordance with the Zakat
Regulations of 1440H, is thatsuch loans shall notbe deductible, as each company is considereda

separate legal entity.

<

The appeal submittedon 21/02/2023 AD by/ (...), Civil Registry No. (...), in his capacity as an attomey

underthe power ofattorney No. (....), and under the lawyer's licenseNo. (...), and the appeal submitted on
26/02/2023 AD by/Zakat, Tax and Customs Authority, against the decision of the Second Circuit to
adjudicate income tax violations and disputes in the city of Riyadh No. (ISR-2022-93030) issued in Case
No. (Z -2022-93030) related to Zakat ties for the years 2019 AD and 2020 AD, in the case filed by the
Taxpayer against the Zakat, Tax and Customs Authority, in which the decision of the Adjudication Circuit

ruled as follows:

First: accepting the lawsuit filed by the Plaintiff / ...., Commercial Registration No. (...), against the

Defendant/ Zakat, Tax and Customs Authority, procedurally.
Second: On the Merits:

1- Dismissingthe lawsuitwith regard to the VAT expense clause charged to the accounts for the years 2019

ADand 2020 AD.
2-Dismissing the case with regardto the clause of consulting fees for the years 2019 AD and 2020 AD.

3. Annulment of the Defendant's action With respectto the donation expense clause (...) for 2020 AD,

accordingto the grounds.

4- Amendingthe Defendant'saction withregardto the subsidizedloangrantedto a subsidiaryfor the year
2019 AD, by deducting the long-term loan provided to the subsidiary equal to the percentage of the

Plaintiff's ownershipinitfrom the Zakatbase,as stated in the grounds.

5- Revoke the Defendant's action With respect to the prepaid expenses clause for the years 2019 AD and

2020AD, as stated in the grounds.
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6- Dismissing the lawsuitregarding the clause of loansforemployeesfor the years 2019 AD and 2020 AD.

7-Dismissal of the claim regarding the cash versus bankguarantee for the years 2019 AD and 2020 AD.

Whereas this decision was not accepted by the Taxpayer (....), he submitted an appealstatement, which was
reviewed by the Circuit, where the Taxpayer's appeal lies on the clause (rejection of the VAT expense
charged to the accountsforthe years 2019 AD and 2020 AD). The Taxpayerexplainsthatthe representative
ofthe Authority during the hearing before the Adjudication Circuitindicated thatthe Authority has obtained
a certificate proving the registration of the company in VAT, but that The certificate submitted by the
Authority is notapplicable to the company and has no value atall, as the certificate of registration of the
company in the value added tax submitted by the Authority was issued automatically from the automatic
system ofthe revenue system, withoutthe company submitting an applicationto register the company for
the purposes of value added tax, in addition to the lack of application of the conditions and requirements
of registration for the purposes of value added tax, as its revenues, mainly its shar e of investmentin
subsidiaries, are exempt from value added tax. The company clarified this matter to the Authority
immediately after the Authority registered it for the purposes of value added tax and requested the
cancellation of registrationin value addedtax, whichwas completely ignored by the representative of the
Authority and did notaddress it. Accordingly, the company submitted a copy of the The e -mail sentby the
Authority to the company on October 29, 2019 AD, which confirms and proves that the company is not
registered for VAT purposes, whichis a conclusive documentthatincludes a confirmation to the Authority
that the company is not registered for VAT purposes, contrary to what the representative of the Authority
claimed before the Adjudication Circuit, which was ignored by the Adjudication Circuit by its decision under
this appeal. The Adjudication Circuit also indirectly recognized that VAT is a deduction award for
unregistered Taxpayersfor VAT purposes, which applies to the case of the company, as the company bears
thevalue of VAT oniits inputs, whichisconsidereda non-refundable cost, and therefore these amounts are
considered expenses imposed by the reality of the situation and the nature of the company's activity, and
the deduction award is considered within the profit adjustments in accordance with the provisions of the

ZakatRegulation.

the Taxpayer explains that the nature of these receivables are loans granted to the company's Saudi
employees, which are non-interest-bearing loans to help them purchase housing units within the home
ownershipprogram and are secured by amortgage on the purchased property. These loans are repayable
ininstallmentsovera maximum period of (15) years,and the installments due withinone year are classified
under "Prepayments and other receivables” within currentassets,such loans areamounts thatthe company
was forced to lend to its employees in accordance with the reality of the requirements of the activity and
the obligation of the company towards its employees, and thereforethe funds are retained and unutilized
and are notused intrade offers andhave notyetreached the endof the yearin the company’s liabilities. he

requests thatits appeal be accepted and the decision of the Adjudication Cir cuitbe reversed. this decision
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was notaccepted by the appellant (Zakat, Tax and Customs Authority) the Authority's appeal is based on

the clause (Refusal to deductthe backingloangrantedto a subsidiary companyfor the year 2019 AD). The
Authority explains thatitdid notdeductthe backingloan in the amountof SAR (339,291,000) for the year
2019, and the clause was not accepted in previous years, as it is one of the non-deductible clauses in
accordance with the provisions of paragraph (4) of Article 5 of the Executive Regulations for Zakat
Collectionissued by Ministerial Resolution No. 2216 dated 07/07/1440 AH, the Circuitissuing the decision
concluded to amendthe Authority's procedure by deducting a portion of the loans and advances provided
to the subsidiary company from the zakat base equal to the percentage of its investment (65%) in the
subsidiary company to which it provided the loan, and with reference to the financial statements of the
investee company.”...." itturns out that the clause is classified as non-current liabilities, and the loan is
commercial and carries financing interest against the loan granted and is not provided as an investment,
accordingly, the loan granted cannotbe consideredas aninvestmentto be deducted, as itis fi nancing for a
commercial purpose and an interest rate is charged on it; therefore, the loan granted to the investor
company must be recommended, and itis not considered additional or supportive financing, and even if
the Circuitissuing the decision considersitas additional financing and as an investment, the clause is not
deductible according to the provisions of paragraph (4) of Article (5) of the executive regulations of the
ZakatCollection Law issued by Ministerial Resolution No. 2216 dated 07/07/1440 AH, referred to above.
with regard to the clause (Refusal to deduct prepaid expenses for the years 2019 AD and 2020 AD), the
Authority explains that it did notaccept the deduction of prepaid expenses from Zakat in the amount of
SAR (508,000) and SAR (726,000) for the years 2019 AD and 2020 AD as a non-deductible clause,as the
Taxpayer stated in his objection thatthese expenses relate to expenses for more than one fiscal year, they
are considered deferred expenses andtake the judgment of capital expenditures, and the Authority referred
to the financial statements, which showed that the prepaid expenses appearin addition, these expenses
representoperatingexpenses(medical insurance, office rent, subscriptions) and are notcapitalized and do
notfall underthe provisionsof paragraph (6) of Article (5) of the Executive Regulations for Zakat Collection
issued by Ministerial Decision No.2216 dated 07/07/1440AH, in this regard, the Authority responds that
the Circuit's decision was incorrect; the Authorily asserts thatits procedure was correct as these expenses
represent operating expenses (office rent, insurance expenses) and are not capital expenses that are
deductible, noting that they are extracted from the trial balance provided by the Taxpayer, since these
prepaid expensesare considered operati ng expenses, andsince the accrual basis ofaccounting requires that
prepaid expenses berecognized as an clause of currentassets and thenperiodically amortized and charged
to income with the amortization expense annually in accordance with the principle of offsetting expenses
with income this means that this expense has been taken into account when calculating the Zakat base
since netincome is one of the components of the Zakatbase; in lightof this, the entire balance of deferred

expenses cannot be fully deducted from the Zakat base, but rather the realized expense is deducted
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periodically; this confirms the incorrectness of the Circuit's decision to accept a deduction for these

expenses. itasks thatits appeal be accepted andthatthe decision of the Adjudication Circuitbe reversed.

on Thursday, 16/05/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presenceofits members whose namesare recorded inthe minutes, via video communication
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No: (25711) and
dated: 08 /04 /1445 AH; after reviewing the appeal request, the pleadings submitted, and the papers and
documents contained in the casefile,and atthis session, the circuitreviewed the requestfor postponement
attached to the case file by the Authority. accordingly, the Circuit decided to accept the re quest and grant
the Authority a period of five working days ending on Thursday, 23/05/2024 AD,and to grantthe Taxpayer
a subsequent period of five working days ending on Thursday, 30/05/2024 AD, after which the written
pleadings will be closed and the case will be submitted for deliberation and decision based on the
documents contained in the case file, and the Circuit will not accept any new documents or memoranda

submitted after the aforementioned date.

on Tuesday, 04/06/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofits members, whose names are recorded in the minutes, via video conferencing
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (25711) and
dated:08/04/1445AH.; and by calling the opponents, he attended ....national IDNo. (....), as agentfor the
Plaintiff by virtue of power of attorney No. (....), and attended..... (National ID No.....), as the representative
of the Defendant/Zakat, Tax and Customs Authority, under an authorization issued by the Deputy
Governor of the Zakat, Tax and Customs Authority for Legal Affairs (....) on March 19, 1445 AH,, the
Defendant's representativewas asked aboutwhatitwould liketo add, and itstated thatitadheres to what
was previously submitted in this case. when the Plaintiff's agent was presented with this information, he
replied thathe was sticking to whathad already been submitted in this case. when the parties were asked
whatthey wishedto add, they replied inthe negative,and since the caseisripe foradjudication inits current

state, the Circuitdecides to close the arguments and reserve the case for adjudication.

Grounds:
G 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.
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On the merits, regarding the Authority's appeal on the clause (Refusal to deduct the backing loan granted

to a subsidiarycompany for the year 2019 AD), and wherethe Authority's appeallies in the fact that it did
notdeductthe backingloan, as the clause is one of the non-deductible clauses, and based on paragraph 3)
of Article (4) of the Executive Regulationsfor Zakat Collection issued by Ministerial Resolution No. (2216)
dated 07/07/1440 AH, which stipulates that: "The zakat base for the Taxpayer who keeps commercial books
consists of all his assets subject to zakat collection, including the following: "The debts owed by the Taxpayer
classified as long-term and similar components of the zakat base, such as: government financing,
commercialfinancing creditors, paymentnotes, overdraftaccounts,loans to owners or partners (induding
their currentaccounts)...",and based on paragraph (4) of Article (5) of the Executive Regulationsfor Zakat
Collection issued by Ministerial Decision No. (2216) dated 07/07/1440 AH, which stipulates that:
“Investments in an establishmentinside the Kingdom for non-trading purposes, if that establishment is
registered with the Authority and is subject to the collection of Zakat in accordance with the Regulations,
and assets thatare financiallyleased inthe commercial books of the lessor are not considered an investment
that is deducted from the Zakat base, regardless of their classification in the financial statements, and
neitherare debitloans, supportiveor additional financing andthe like granted to theinvested establishment
considered an investment that is deducted from the Zakat base."Based on the above, and the Circuits
review of the documents attached to the case file, it is clear that the amountrepresents a support loan
provided to the subsidiary company, and the dispute lies in the deduction of the supportloan, as the
Taxpayer demandsits full deductionaccording to the financial statements of the company, asthe subsidiary
company has fully zakat these supportloans provided by the parentcompany, butthe Authority argues that
the supportloanshouldnotbe deductedas itis considered oneof the non-deductible clauses and the dause
is classified within non-current liabilities and the loan is commercial and carries financing interest against
theloan granted and is notprovided as an investmentand therefore not considered additional financing or

a contribution.

with regard to the Authority's appeal on the clause (Refusal to deductprepaid expenses for the years 2019
AD and 2020 AD), the Authority's appeal is that it did not accept the deduction of prepaid expenses from
the Zakatbase as anon-deductible clause, and based on Article (18) of the Executive Regulations for Zakat
Collection issued by Decision No. (2216) dated 07/07/1440 AH, which stipulates that: "The burden of
provingthe validity of the clauses and any other data contained in the declaration is on the Taxpayer, and
in case the Taxpayer is unable to prove the validity of the clauses containedin his declaration, the Authority
may not authorize the clause that the Taxpayer does not prove to be valid or make a discretionary link
according to the Authority's view in light of the circumstances and facts related to the case and the
information available to it."Based on the above, the dispute between the parties lies in the Authority's
objectionto the deduction of prepaid expenses shown in the financial statements within currentassets as
non-deductible expenses, and that the expenses represent operating expenses consisting of medical

insurance, office rentand subscriptionsand notcapital expenses, butthe Taxpayer argues thatthey relate
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to more than one yearandaretherefore considered deferred expensesandtake the rule of long-term capital

expenses that may be deducted from the Zakat base, the Circuit's review of the Authority's appeal
memorandum showsthatthe prepaidexpensesare classified as currentassetsand are operational expenses
(office rent, insurance, subscriptions) and not capital expenses, and therefore may not be deducted from
the Zakat base, and since the Taxpayer did not provide evidence to the contrary, the Circuit concludes to

acceptthe Authority's appealand annul the decision of the Adjudication Circuitregarding this clause.

with regard to the Taxpayer's appeal on the clause (rejection of the VAT expense charged to the accounts
for the years 2019 AD and 2020 AD), and where the Taxpayer's appeal lies that the company is not
registered for VAT purposes, and based on paragraph (1) of Article (8) of the Executive Regulations for Zakat
Collection issued by Ministerial Resolution No. (2216) dated 07/07/1440 AH, which stipulates that: "The
followingexpensesmay be deductedto determine the netresultofthe activity: 1- Ordinary and necessary
expenses necessary for the activity, provided that the following controls are met: a. the alimony must be
actual and supportedby documents and evidence accepted bythe Authorityand verifiable, even ifitrelates
to previous years. b. it must be related to the Taxpayer's activity, and not related to personal expenses or
otheractivities notrelatedto the Taxpayer. c. notbe capitalistin nature. ifan expense of a capital nature is
included inthe expenses, the resultof the activity isadjusted, addedto the fixed assetsand amortized within
the depreciation of the asset."The Taxpayer argues that the certificate provided by the Authority is not
applicable to the company and has no value, as itwas issued automatically from th e automated system of
the IRAD system, and thatthe Authority registered the company for VAT and after communicating with the
Authority to cancel the registration becausethe conditionsand requirementsfor registration did notapply,
the Authority canceled its registration, which was confirmed by the Authority in its email sent to the
company on 29/10/2019 AD, which proves conclusively that the company is not registered for the

purposes of VAT.

with regard to the Taxpayer's appeal on the clause (notdeducting the balance ofloans to employees for the
years 2019 AD and 2020 AD), and where the Taxpayer'sappeal liesin the factthat the funds are withheld
and unutilized and are not used in trade offers and have not reached the due date in the company's
possession, and based on paragraphs (e) and (f) of Article (5) of the Executive Regulations for Zakat
Collection issued by Ministerial Resolution No. (2216) dated 07/07/1440 AH, which stipulates that: "Net
fixed assets and their equivalents, including but notlimited to, the following: e. Employee housing owned
by the Taxpayer. (f) Housing loans paid to employeesthrough employee housing support programs, if their
contracts include a statement that the financing was through Hassan loan or forward sale with out the
company accruing any financial profits or fees in excess of the principal amount of the financing." Based on
the above, itis permissible to deducthousing loans paid to employeesthrough employee housingsupport
programs classified as fixed assets from the Zakat base, provided that these loans do notinclude fees in

excess of the financing amount, with reference to the financial statements for the year 2019 (Note 9), it is
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clear that the loans represent non-interest-bearing housing loans and are secured by a mortgage on the

properties purchased under the employee housing ownership program. Therefore, since the Zakat
Regulation stipulates that housing loans paid to employees through employee housing support programs
may be deducted, the Circuit concludesto acceptthe Taxpayer's appeal and cancelthe decision of the Circuit

of Determination regardingthis clause.

With regard to the Taxpayer'sand the Authority's appeal the Circuithasno faultin adoptingthe grounds for
the contested decision without adding to them when it determines that these reasons do not contain
anything new, because in upholding them, itis clear that the Circuitdid not find any objections to the

decision worthy of consideration

Whereasitis evidentthatthe decision thatis the subjectofthe appeal regarding the dispute regardingthe
contested clauses was consistent with the valid reasons on which it was based and sufficient to carry its
judgment, as the issuing Circuitscrutinized the dispute andreachedtheresultitconcludedinits operative
part in light of the arguments raised before it, this Circuit concludes to reject the Taxpayer's and the
Authority's appeal and uphold the decision of the Appeals Circuit With respectto the outcome of the

remainingclauses, inaccordance with its reasons.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally, from the applicant/ ... Commercial Registration No. (..),
Distinctive Number (...), and the Zakat, Tax and Customs Authority, against the decision of the Second
Circuitto adjudicate income tax violations and disputes in the city of Riyadh No. (ISR-2022-93030) issued
in Case No. (Z2-2022-93030) related to Zakatassessments for the years 2019 AD and 2020 AD.

Second: On the merits:

1- Accepting the Authority's appeal in part and amending the decision of the Adjudication Circuitand
rejecting the Taxpayer's appeal with regard to the clause (rejecting the deduction of the subsidized loan

granted to asubsidiary for 2019 AD).

2-Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuit with regard to the

clause "Expenses for donations (...) for 2020 AD).

3- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (refusalto deductthe expensespaidin advance for the years 2019 AD and 2020 AD).

4- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (rejection of the VAT expense chargedto the accounts for 2019 AD and 2020AD).
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5- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (Consultancy feesfor 2019 AD and 2020 AD).

6- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (notdeducting the balance of loans to employeesfor the years 2019 AD and 2020 AD).

7- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (notdeducting a cash insurance versusa bank guarantee for the years 2019 AD and 2020 AD).
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024-179439

First Appellate Panelfor Income Tax Violations and
Case No. Z-2023-179439

Disputes in Riyadh

PrincipalNo.38

- Operatingexpenses thatare notcapital expenditure are considered non-deductibleitems from the

Zakatbase.

Facts
_ &

The appeal submitted on 21/02/2023 AD by/ (....), Civil Registry No. (....), in his capacity as an attormey

under the power of attorney No. (....), and under the lawyer's licenseNo. (...), and the appeal submitted on
26/02/2023 AD by/Zakat, Tax and Customs Authority, against the decision of the Second Circuit to
adjudicate income tax violations and disputes in the city of Riyadh No. (ISR-2022-93030) issued in Case
No. (Z -2022-93030) related to Zakat ties for the years 2019 AD and 2020 AD, in the case filed by the
Taxpayer against the Zakat, Tax and Customs Authority, in which the decision of the Adjudication Circuit

ruled as follows:

First: accepting the lawsuit filed by the Plaintiff / ...., Commercial Registration No. (...), against the

Defendant/ Zakat, Taxand Customs Auth ority, procedurally.
Second: On the Merits:

1- Dismissingthe lawsuitwith regard to the VAT expense clause charged to the accounts for the years 2019

ADand 2020 AD.
2- Dismissing the case with regardto the clause of consulting fees for the years 2019 AD and 2020 AD.

3. Annulment of the Defendant's action With respect to the donation expense clause (...) for 2020 AD,

accordingto the grounds.

4- Amendingthe Defendant'saction withregardto the subsidizedloangrantedto a subsidiaryfor the year
2019 AD, by deducting the long-term loan provided to the subsidiary equal to the percentage of the

Plaintiffs ownershipinitfrom the Zakatbase,as stated in the grounds.

5- Revoke the Defendant's action With respect to the prepaid expenses clause for the years 2019 AD and
2020AD, as stated in the grounds.

6- Dismissing the lawsuitregarding the clause of loansfor employeesfor the years 2019 AD and 2020 AD.
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7-Dismissal ofthe claim regarding the cash versus bankguarantee for the years 2019 AD and 2020 AD.

Whereas this decision wasnotaccepted by the Taxpayer (....), he submitted an appeal statement, which was
reviewed by the Circuit, where the Taxpayer's appeal lies on the clause (re]ection of the VAT expense
charged to the accountsfor the years 2019 AD and 2020 AD). The Taxpayerexplainsthatthe representative
of the Authority during the hearing before the Adjudication Circuit indicated that the Authority had
obtained a certificate proving the registration of the companyin VAT, butthat The certificate submitted by
the Authority is notapplicableto the company and has novalue atall, asthe certificate of registration of the
company inthe value addedtax submitted by the Authority wasissued automatically from the automated
system of the IRAD system, without the companysubmitting an application to registerthe company for the
purposes of value added tax, in addition to the lack of application of the conditions and requirements for
registration for the purposes of value added tax, as its revenues, mainly its share of investment in
subsidiaries, are exempt from value added tax. The company clarified this matter to the Authority
immediately after the Authority registered it for the purposes of value added tax and requested the
cancellation ofregistrationin value addedtax, which was completely ignored by the representative of the
Authority and did notaddress it. Accordingly, the company submitted a copy ofthe The e-mail sent by the
Authority to the company on October 29, 2019 AD, which confirms and proves that the company is not
registered for VAT purposes, which is a conclusivedocumentthatincludes a confirmation to the Authority
that the company is not registered for VAT purposes, contrary to what the representative of the Authority
claimed before the Adjudication Circuit, which was ignored by the Adjudication Circuit by its decision under
this appeal. The Adjudication Circuit also indirectly recognized that VAT is a deduction award for
unregistered Taxpayersfor VAT purposes, which applies to the case of the company, as the company bears
thevalue of VAT oniits inputs, whichisconsidereda non-refundable cost, and therefore these amounts are
considered expenses imposed by the reality of the situation and the nature of the company's activity, and
the deduction award is considered within the profit adjustments in accordance with the provisions of the

ZakatRegulation.

the Taxpayer explains that the nature of these receivables are loans granted to the company's Saudi
employees, which are non-interest-bearing loans to help them purchase housing units within the home
ownershipprogram and are secured by a mortgage on the purchased property. These loans are repayable
ininstallmentsovera maximum period of (15) years,and the installments due withinone year are classified
under "Prepayments and other receivables" within currentassets,such loans areamounts that the company
was forced to lend to its employees in accordance with the reality of the requirements of the activity and
the obligation of the company towards its employees, and thereforethe funds are retained and unutilized
and are notused in trade offers andhave notyetreached the end of the yearin the company's liabilities. he
requests thatits appeal be accepted and the decision of the Adjudication Circuitbe reversed. this decision

was notaccepted by the appellant (Zakat, Tax and Customs Authority) the Authority's appeal is based on
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the clause (Refusal to deduct the backing loan granted to a subsidiary company for the year 2019). The

Authority explains thatitdid notdeductthe backing loanin the amountof SAR (339,291,000) for the year
2019 AD, and the clause was not accepted in previous years, as itis one of the non-deductible clauses in
accordance with the provisions of paragraph (4) of Article 5 of the Executive Regulations for Zakat
Collectionissued by Ministerial Resolution No. 2216 dated 07/07/1440 AH, the Circuitissuing the decision
concluded to amendthe Authority's procedureby deductinga portion of the loans and ad vances provided
to the subsidiary company from the zakat base equal to the percentage of its investment (65%) in the
subsidiary company to which it provided the loan, and with reference to the financial statements of the
investee company.”...." itturns out that the clause is classified as non-current liabilities, and the loan is
commercial and carries financing interest against the loan granted and is not provided as an investment,
accordingly, theloan granted cannotbe consideredas an investmentto be deducted, asitis financing fora
commercial purpose and an interest rate is charged on it; therefore, the loan granted to the investor
company must be recommended, and itis not considered additional or supportive financing, and even if
the Circuitissuing the decision considers it as additional financingand as an investment, the clause is not
deductible according to the provisions of paragraph (4) of Article (5) of the executive regulations of the
ZakatCollection Law issued by Ministerial Resolution No.2216 dated 07/07/1440 AH, referred to above.
with regard to the clause (Refusal to deduct prepaid expenses for the years 2019 AD and 2020), the
Authority explains thatit did not accept the deduction of prepaid expenses from Zakat in the amount of
SAR (508,000) and SAR(726,000) for the years 2019 AD and 2020 AD as a non-deductible clause,as the
Taxpayer stated in his objection thatthese expenses relate to expenses for more than onefiscal year, they
are considered deferred expenses and take the judgment of capital expenditures, and the Authority referred
to the financial statements, which showed that the prepaid expenses appearin addition, these expenses
representoperatingexpenses (medical insurance, office rent, subscriptions) and are not capitalized and do
notfall under the provisions of paragraph (6) of Article (5) of the Executive Regulations for Zakat Collection
issued by Ministerial Decision No.2216 dated 07/07/1440AH, in this regard, the Authority responds that
the Circuit's decision was incorrect; the Authority asserts that its procedure was correct as these expenses
represent operating expenses (office rent, insurance expenses) and are not capital expenses that are
deductible, noting that they are extracted from the trial balance provided by the Taxpayer, since these
prepaid expensesare considered operating expenses, andsince the accrual basis of accounting requires that
prepaid expenses berecognized as an clause of currentassets and thenperiodically amortized and charged
to income with the amortization expense annually in accordance with the principle of offsetting expenses
with income this means that this expense has been taken into account when calculating the Zakat base
since netincomeis one ofthe components ofthe Zakatbase; in lightofthis, the entire balance of deferred
expenses cannot be fully deducted from the Zakat base, but rather the realized expense is deducted
periodically; this confirms the incorrectness of the Circuit's decision to accept a deduction for these

expenses.itasks thatits appeal be accepted and thatthe decision of the Adjudication Circuitbe reversed.
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on Thursday, 16/05/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its

sessioninthe presenceofits members whose names are recorded inthe minutes, via video communication
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No: (25711) and
dated: 08 /04 /1445AH; after reviewi ng the appeal request, the pleadings submitted, and the papers and
documents contained in the casefile,and atthis session, the circuitreviewed the requestfor postponement
attached to the case file by the Authority. accordingly, the Circuit decided to accept the request and grant
the Authority a period of five working days ending on Thursday, 23/05/2024 AD,and to grantthe Taxpayer
a subsequent period of five working days ending on Thursday, 30/05/2024 AD, after which the written
pleadings will be closed and the case will be submitted for deliberation and decision based on the
documents contained in the case file, and the Circuit will not accept any new documents or memoranda

submitted after the aforementioned date.

on Tuesday, 04/06/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofits members,whose names are recorded in the minutes, via video conferencing
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (25711) and
dated:08/04/1445AH.; and by calling the opponents, he attended ... national IDNo..(....), as agentfor the
Plaintiffby virtue of power of attorney No. (....), andattended..... (National IDNo.....), as the representative
of the Defendant/Zakat, Tax and Customs Authority, under an authorization issued by the Deputy
Governor of the Zakat, Tax and Customs Authority for Legal Affairs (....) on March 19, 1445 AH,, the
Defendant's representativewas asked aboutwhatitwould liketo add, and itstated thatitadheres to what
was previously submitted in this case. when the Plaintiff's agent was presented with this information, he
replied thathe was sticking to whathad already been submitted in this case. when the parties were asked
whatthey wishedto add, they replied inthe negative,and since the caseisripe foradjudication inits current

state, the Circuitdecides to close the arguments and reserve the case for adjudication.

Grounds:
| Grounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfound that the conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

On the merits, regarding the Authority's appeal on the clause (Refusal to deduct the backing loan granted
to a subsidiarycompany for the year 2019 AD), and wherethe Authority's appeallies in the factthat it did

notdeductthe backingloan, as the clause is one of the non-deductible clauses, and based on paragraph (3)
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of Article (4) of the Executive Regulationsfor Zakat Collection issued by Ministerial Resolution No. (2216)
dated 07/07/1440 AH, which stipulates that: "The zakatbase for the Taxpayer who keeps commercial books
consists of all his assets subject to zakat collection, including the following: "The debts owed by the Taxpayer
classified as long-term and similar components of the zakat base, such as: government financing,
commercialfinancing creditors, payment notes, overdraftaccounts,loans to owners or partners (including
their currentaccounts)...",and based on paragraph (4) of Article (5) of the Executive Re gulations for Zakat
Collection issued by Ministerial Decision No. (2216) dated 07/07/1440 AH, which stipulates that:
"Investments in an establishmentinside the Kingdom for non-trading purposes, if that establishment is
registered with the Authority and is subject to the collection of Zakat in accordance with the Regulations,
and assets thatare financiallyleased inthe commercial books of the lessor are not considered an investment
that is deducted from the Zakat base, regardless of their classification i n the financial statements, and
neitherare debitloans, supportiveor additionalfinancing and the like granted to theinvested establishment
considered an investment that is deducted from the Zakat base."Based on the above, and the Circuits
review of the documents attached to the case file, it is clear that the amountrepresents a support loan
provided to the subsidiary company, and the dispute lies in the deduction of the supportloan, as the
Taxpayer demandsits full deductionaccording to the financialstatements of the company, asthe subsidiary
company has fully zakatthese supportloans provided by the parentcompany, but the Authority argues that
the supportloanshouldnotbe deductedas itis considered oneof the non-deductible clauses and the clause
is classified within non-current liabilities and the loan is commercial and carries financing interest against
theloan granted and is notprovided as an investmentand therefore not considered additional financing or

a contribution.

with regard to the Authority's appeal on the clause (Refusal to deduct prepaid expenses for the years 2019
and 2020), the Authority'sappeal isthatitdid notacceptthe deductionof prepaid expenses fromthe Zakat
base as anon-deductible clause, and based onArticle (18) of the Executive Regulations for Zakat Collection
issued by Decision No. (2216) dated 07/07/1440 AH, which stipulates that: "The burden of proving the
validity of the clauses and any other data contained in the declaration is on the Taxpayer, and in case the
Taxpayeris unable to prove the validity of the clauses contained in his declaration, the Authority may not
authorize the clause thatthe Taxpayer doesnotprove to be valid or makea discretionary link accordingto
the Authority's view in light of the circumstancesand facts related to the case and the information available
to it."Based on the above, the dispute between the parties lies in the Authority's objection to the deduction
of prepaid expenses shown in the financial statements within current assets as non-deductible expenses,
and that the expenses represent operating expenses consisting of medical insurance, office rent and
subscriptionsand notcapital expenses,butthe Taxpayer argues thatthey relateto more than one yearand
are therefore considered deferred expenses and take the rule of long-term capital expenses that may be
deducted from the Zakatbase, the Circuit's review of the Authority'sappeal memorandum showsthatthe

prepaid expenses are classified as current assets and are operational expenses (ofﬁce rent, insurance,
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subscriptions) and notcapital expenses, and therefore may notbe deducted from the Zakatbase, andsince

the Taxpayer did notprovide evidence to the contrary, the Circuit concludesto acceptthe Authority's appeal

and annul the decision of the Adjudication Circuitregarding this clause.

with regard to the Taxpayer's appeal on the clause (rejection of the VAT expense charged to the accounts
for the years 2019 AD and 2020 AD), and where the Taxpayer's appeal lies that the company is not
registered for VAT purposes, and based on paragraph (1) of Article (8) of the Executive Regulations for Zakat
Collection issued by Ministerial Resolution No. (2216) dated 07/07/1440 AH, which stipulates that: "The
followingexpensesmay be deductedto determine the netresultof the activity: 1- Ordinary and necessary
expenses necessary for the activity, provided that the following controls are met: a. the alimony must be
actual and supportedby documents and evidence accepted by the Authorityand verifiable, even ifitrelates
to previous years. b. it must be related to the Taxpayer's activity, and not related to personal expenses or
otheractivities notrelated to the Taxpayer. c.notbe capitalistin nature.ifan expense of a capital natureis
included inthe expenses, the resultof the activity isadjusted, added to the fixed assetsand amortized within
the depreciation of the asset."The Taxpayer argues that the certificate provided by the Authority is not
applicable to the companyand has no value, asitwasissued automatically from the automated system of
the IRAD system, and thatthe Authority registered the company for VAT and after communicating with the
Authority to cancel the registration becausethe conditionsand requirements for registration did notapply,
the Authority canceled its registration, which was confirmed by the Authority in its email sent to the
company on 29/10/2019 AD, which proves conclusively that the company is not registered for the

purposes of VAT.

with regard to the Taxpayer's appeal on the clause (notdeducting the balance of loans to employees for the
years 2019 AD and 2020 AD), and where the Taxpayer'sappeal liesin the factthat the funds are withheld
and unutilized and are not used in trade offers and have not reached the due date in the company's
possession, and based on paragraphs (e) and (f) of Article (5) of the Executive Regulations for Zakat
Collection issued by Ministerial Resolution No. (2216) dated 07/07/1440 AH, which stipulates that: "Net
fixed assets and their equivalents, including butnotlimited to, the following: e. Employee housing owned
by the Taxpayer. (f) Housing loans paid to employeesthrough employee housing support programs, if their
contracts include a statement that the financing was through Hassan loan or forward sale without the
company accruing any financial profits or fees in excess of the principal amountof the financing.” Based on
the above, itis permissible to deduct housing loans paid to employeesthrough employee housingsupport
programs classified as fixed assets from the Zakat base, provided that these loans do notinclude fees in
excess of the financing amount, with reference to the financial statements for the year 2019 (Note 9), it is
clear that the loans represent non-interest-bearing housing loans and are secured by a mortgage on the
properties purchased under the employee housing ownership program. Therefore, since the Zakat

Regulation stipulates that housing loans paid to employees through employee housing sup port programs
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may be deducted, the Circuit concludesto acceptthe Taxpayer's appeal and cancel the decision of the Circuit

of Determination regardingthis clause.

with regard to the Taxpayer's and the Authority's appeal the Circuithas nofaultin adoptin g the grounds for
the contested decision withoutadding to them when it determines that these reasons do not contain
anything new, because in upholding them, itis clear that the Circuitdid not find any objections to the

decision worthy of consideration

whereasitis evidentthatthe decision thatis the subjectofthe appeal regarding the dispute regarding the
contested clauses was consistent with the valid reasons on which it was based and sufficient to carry its
judgment, as theissuing Circuitscrutin ized the dispute and reachedtheresultitconcludedinits operative
part in light of the arguments raised before it, this Circuit concludes to reject the Taxpayer's and the
Authority's appeal and uphold the decision of the Appeals Circuit With respectto the outcome of the

remainingclauses, inaccordance with its reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally, from the applicant/ ... Commercial Registration No. (..),
Distinctive Number (....), and the Zakat, Tax and Customs Authority, against the decision of the Second
Circuitto adjudicate income tax violations and disputes in the city of Riyadh No. (ISR-2022-93030) issued
in Case No. (Z2-2022-93030) related to Zakatassessments for the years 2019 AD and 2020 AD.

Second: On the merits:

1- Accepting the Authority's appeal in part and amending the decision of the Adjudication Circuit and
rejecting the Taxpayer's appeal with regard to the clause (rejecting the deduction of the subsidized loan

granted to asubsidiary for 2019 AD).

2- Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuitwith regard to the

clause "Expenses for donations (...) for 2020 AD).

3- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (refusalto deductthe expensespaidin advance for the years 2019 AD and 2020 AD).

4- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (rejection of the VAT expense chargedto the accounts for 2019 AD and 2020AD).

5- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (Consultancy feesfor 2019 AD and 2020 AD).

6- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (notdeducting the balance of loans to employeesfor the years 2019 AD and 2020 AD).




ai8ynally duyrilly digill lal dolall ailo
General Secrelarial of Zakat, Tax and Customs Commillees

7- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (notdeducting a cash insurance versusa bank guarantee for the years 2019 AD and 2020 AD).
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DecisionNo. IR-2024-181079

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-181079

PrincipleNo.39

- Theamountofimpairmentmustbedeductedand considered when calculating the Zakat base, and
the investmentmustbe presented in the financial statementsatits marketvalue, whichis the cost

adjusted forany lossesorincreased by any gains resulting frommarketvalue revaluation.

Facts
_ &

the appeal was heard on 28/02/2023 AD from /(......) National ID number (....) In his capacity as an agent

for the appellant company under the power of attorney No. (.....), the lawyer's license No. (.....), and the
appeal filed on05/03/2023 AD by the Zakat, Tax and Customs Authority,againstthe decision of the Third
Circuitfor the adjudication ofincome tax violationsand disputesin the city of Riyadh No. (IFR-2022-6912)
issuedin Case No. (Z-2021-89700) related to Zakatassessments for the years from 2016 AD to 2018 AD,
inthe casefiled by the Taxpayer againstthe Zakat, Tax and Customs Authority, in which the Adjudication

Circuit's decisionruledthe following:
First:acceptingthe objectionas a matter of form.
Second: Onthe merits:

1- Amending the Defendant's decision regarding the clause (non-discounting of available-for-sale

investments).

2-Rejectall otherobjections.

(notdeducting the impairmentprovision and selling the investmentfor the years 2016 AD and 2018 AD).
The Taxpayer explains that the company does not agree with the Authority's treatment after allowing the
impairment deduction and that the company claimed in its 2016 AD return the final balance of the
aforementionedinvestment (after deducting the impairmentlosses) as a deduction fromthe Zakatbase for
the aforementioned year. in other words, these losses reduced the value of the investments for the Zakat
deduction.acopyofthe 2016 ADZakat Declaration isattachedin Appendix 5. also,if the company had not

recorded any impairment loss, it would have deducted a higher amount for the investments equal to the
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amountofthe investments according to the declaration plusthe impairmentloss. furthermore,in the event

that the Authority continues not to allow such losses on long-term investments as a deduction from the
Zakatable Profitfor 2016 AD on the basis thatthis lossis notan actual expense, the Authority should apply
the same treatmentin calculating the deduction of investments from the Zakatable Base, i.e. adding these
losses to the closing balance of the investment (deduction of SAR196,388,502). the Authority will note that
disallowing the deduction of losson investments in a company(.....) itwould leadto bending Zakaton the
same funds once as part of the net profit and secondly as part of the amount of investments in the
deductions from the company's Zakat base which of course is neither the intention of the regulator nor
according to the provisions of Shari'ah. in addition, with regard to the Committee's decision that the
Chartered Accountantrelied onthe management'sdecisionto calculatean impairmentof SAR (20,011,016)
for 2016 and a provision was made for itwithout proving the existence of an opinion from a certified v aluer,
the company would like to state that if the Chartered Accountant was not satisfied with the value of the
impairment in investments, he would have expressed a different opinion in his report, as an absolute
opinion was given. he requests that its appeal be accepted and the decision of the Adjudication Circuit be
reversed. this decision wasnotaccepted by the appellant (Zakat, Taxand CustomsAuthority),which filed a

listofappeals demanding thatthe decision of the Adjudication Circuitbe reversed and annulled.

onWednesday, 22/05/2024 AD, the FirstAppellate Circuitfor Income Tax Violations and Disputes held its
sessioninthe presenceofits members whose namesare recorded inthe minutes, via video communication
inaccordance with the procedures forremote video litigation; based on the provisionsof clause (1) of Article
22 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No: (25711) and
dated: 08 /04 /1445 AH, after reviewingthe appeal request, the pleadings sub mitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.

Grounds:
| Grounds 5

Uponreviewing the case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

On the merits, the Taxpayer's appeal on the clause (notdeducti ng the provisionforimpairmentand sale of
investmentforthe years 2016 AD and 2018 AD), wherethe Taxpayer's appeal isthatthe companydoes not
agree with the Authority's treatment of not allowing the deduction of impairment of the investment, and
based on paragraph (A/4) of Article (4) of the Zakat Collection Regulation, which stipulates that: "Zakatis

calculated for Taxpayers who keep regular books and records as follows: Second: The following shall be
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deducted from the Zakat base: "Investments in establishments within the Kingdom — Participation with
others - If those investments are subject to zakat collection under these regulations, if the investment in
those establishments isnotsubjectto collection, itshallnotbe deducted fromthe base."based on paragraph
(h) thereof, which stipulatesthat: "For zakat purposes, the results of the revaluation of securities from profit
or loss according to the market value shall be taken into account.” Based on the above, and since the first
clause of the Authority's appeal relates to this clause, and the Circuit's decision in the firstclause ended in
accepting the deduction ofinvestments, i.e. rejecting the Authority's appealand upholding the decision of
the Adjudication Circuit, and since the investments that were deducted from the Zakat base did not take
into account the decrease in investment value by (SAR 20,011) therefore, based on the above statutory
grounds, theamountofthe decrease mustbe deducted andtaken into accountwhen calculating the Zakat
base, and the investment must appear in the financial statements atits market value, which is the cost
reduced by any loss, or raised by any gain as a result of the valuation atmarketvalue, which concludes that
the Circuit accepts the Taxpayer's appeal and overturns the decision of the Dispute Adjudication Circuit

with regard to this clause.

with regard to the Taxpayer's and the Authority's appeal onthe remaining clauses, the Circuithas no fault
inadopting thegrounds forthe decision underappeal withoutadding to themwhen itdeterminesthat these
reasons make it unnecessary to introduce anything new, because in upholding them with the content of
thosereasons, itis certain thatthe Circuitdid notfind any objectionsto the d ecision that merita response
beyond what was contained in those reasonsitis evident that the decision under appeal regarding the
dispute regarding the contested clauses was consistent with the valid reasons on which it was based and
sufficientto supportits decision, as the issuing Circuit scrutinized the dispute and reached the resultit

concluded

in light of the defenses raised before it, this Circuit concludes to reject the Taxpayer's and the Authority's
appeal and upholdthe decision of the Adjudication Circuitinits conclusion on the remainingclauses on the

basis ofits reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ (....) Commercial Registration No. (.....),
Distinctive Number (.....), and the Zakat, Tax and Customs Authority, againstthe decisionofthe Third Circuit
to adjudicate income tax violationsand disputes in the city of Riyadh No. (IFR-2022-6912) issuedin Case
No. (Z-2021-89700)related to Zakatties for the years from2016 ADto 2018 AD.

Second: On the Merits:
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1- Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (non-discounting of available-for-saleinvestments for the year 2016 AD).

2- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (non-discounting of investments for the year 2017 AD).

3- Regarding the Taxpayer's appeal on the clause (not deducting the provision for impairment and sale of

investmentfor the years 2016 AD and 2018 AD):

a. Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (notdeducting the provisionfor impairmentand sale of investmentfor the years 2016 AD and 2018

AD).

b- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (Lossonsaleofinvestmentamounti ngto SAR3,122,000in 2018 AD).

4- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (Accruedexpenses and other liabilities).

This decisionis consideredfinal according to the provisions of Articles 47 and 48 of the rules of operation

of the committees for adjudicating tax violations and disputes.




asjaallg duyallg aigsjll glall dolall ailodl
General Secrelarial of Zakat, Tax and Customs Commillees

DecisionNo. [IR-2024-194322

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-194322

Disputes in Riyadh

PrincipleNo.40

- ltispermissible to deductcarried forward losses thatwere previously reduced from the Zakat base

inthe yearinwhich they wereincurred.

Facts
_ &

The appeal submitted on 03/05/2023 AD, by/ (...), National ID No. (.....), in his capacity as the legal

representative of the appellant company under the decision of the Board of Directors, and by/the Zakat,
Tax and Customs Authority,againstthe decisionof the First Circuitto adjudicate income tax violations and
disputesin the city of RiyadhNo. (IFR-2023-152831) issuedin Case No. (Z-2022-152831) related to Zakat
assessment for the years 2016 AD and 2017 AD, was considered in the case filed by the Taxpayer against
the Zakat, Tax and Customs Authority, in which the decision of the Adjudication Circuit stipulated the

following:

First: Defendant/Zakat, Tax and Customs Authority'saction against the Plaintiff/ (.....) (......) the claim relates

to the clause of realizedlossesfor the years 2016 AD and 2017 AD, as explainedin the grounds.

Second: Defendant/Zakat, Taxand Customs Authority (Zakat, Tax and Customs Authority) vs. Plaintiff/ ....
(-....) related to the provision for losses in the investee company (equity) for the year 2016 AD, as explained

inthe grounds.

Third: Plaintiff's objection rejected. ..... (.....) on the decision of the Defendant/Zakat, Tax and Customs
Authority regarding the clause of investments in Saudi joint stock companies for the years 2016 AD and

2017 ADthatare the subjectofthe lawsuit.

Fourth: Plaintiff's objection rejected. ..... (.....) on the decision of the Defendant/Zakat, Tax and Customs
Authority regarding the deduction of prepaid expenses for the years 2016 AD and 2017 AD that are the

subjectofthe lawsuit.

Fifth: Plaintiff's objection rejected. ..... (.....) on the decision of the Defendant/Zakat, Tax and Customs
Authority (ZTA) regarding the provision for losses in the investee company (equity) for the year 2017 AD,

whichis the subjectofthe lawsuit.
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sixth: canceling the other decisions of the Defendant/Zakat, Tax and Customs Authority against the Plaintiff.

..... (....) related to the assessment in question.

since this decision was notaccepted by the parties, each of them filed alistofappeals, whichincluded the

following:

as this decisionwas notacceptableto the Taxpayer (...), hefiled an appeal list, which was reviewed by the
Circuitand included the following: the Taxpayer appeals against the decision of the Adjudication Circuit
regarding the clause (Investments in Saudi joint stock companies), the appellant demands the annulment
of the Circuit's decision regarding this clause, and the Taxpayer asserts his rightto deductthe value of the
investments from the Zakat base amounting respectively to SAR(15,249,588) and SAR (8,716),727), that
the legal basis foraccepting the deduction of these investments from the Zakatbase is in accordance with
the Shariafatwaand judicial rulingsissuedthatsupportthe rightto acceptthe deduction of the company's
investments in shares available for sale from the Zakat base, including Sharia Fatwa No. (22665) of 1424
AHonthe necessity of deducting investmentsin shares of companieswith the intention of acquisition even
ifthereisamovementon them,andthe Taxpayerindicatesby submittingatableand annexeshe indicated
that there is no movement on many of the investments, and that the shares have been held without any
disposal by the company, and that the movementshown in the tables provided also confirms that the
investments are long-term and have been held from the time they were purchased, as the majority of the
invested shares have not undergone any sale or purchase except for some shares that the company was
forced to sell due to a critical decline in value or the company's need to monetize them, and this is in
accordance with Sharia Fatwa No. (22665), and with regard to investments in shares available for sale for
2017 AD, the Taxpayer reports thatmostofthe shares were held from the time of purchase and extended
for more than 3 years, and that the process of decrease or increase in the number of shares is taken into
accountas for what the Adjudication Circuitindicated in its decision that the minutes of the Executive
Committee meeting dated 06/03/2017 AD indicate thatthere wasapproval to sellsome shares, this hasno
effect onthe company'sintentionto acquire, anditis notvalidto rely onitto infer the company's intention,
becauseits effectwas taken into accountwhen the value of the investments was deducted from the Zakat

base.

the decisionwas notaccepted by the Zakat, Taxand Customs Authority, whichfiled its appeal against the

challengeddecision by means ofan appeal regulationthatincluded the followingsummary:

withregard to the Authority's appeal againstthe decision of the Adjudication Circuit, the Autho rity requests
the annulment of the Circuit's decision on this clause on the basis that the Authority deducted the carried
forward losses fromthe Zakatbase, as the loss wasdeducted in2016 AD according to the 2015 AD linkage
as acknowledged by the Taxpayer, while in 2017 AD, the loss was deducted according to the 2016 AD
linkage after refunding the allocations as for the Taxpayer's reference to the existence of a case filed with

the committees for the year 2015 AD that has not been decided and relates to the deduction of the net
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rounded loss, the Authority respondsthatthe clause of the rounded loss according to the 2015 AD linkage

turned out to be a material error in the treatment of the rollover of the rounded loss to 2016 AD, and this
error was based onthis error was based on the carry forward of the rounded loss for 2017 AD, and by
amendingthe material error of the rounded loss clause according to the approvedlinksfor the years 2016
and 2017 AD, and since the result of processing the correctness of the rounded loss will resultin a larger
base, which indicates the incorrectness of the Taxpayer's claim, and therefore the losses received by the
Authority for the two mentioned years were approved based on Article XXI of the Zakat Regulations, and
the treatmentofthe discountofthe rounded loss came based on Article 4 of the same Regulations, and the
result of the 2015 AD escalationis still pending before the committees and the Authority maintains its
viewpoint according to the note attached to the year referred to which did not reach the decision of the
committees, and the resultofthe escalation of the year 2015 AD is still pending in front of the committees
and the Authority maintains its viewpointaccording to the note attached to the year referred to for which
no decision has been issued to date. The circuit issuing the appealed decision amended that clause,
reasoning thatthe previouslawsuitfor the year2015 AD wasaccepted some clauses affecting the net profit
and ended up amending the Authority's procedurebased on the final decision. The Authority answers that
the 2015 AD lawsuit,whichended in the acceptance of some clauses, has been appealed by the Authority
and to date no appeal decision has been issued on it. Moreover, the Authority reports that even if the
decision was issued in favor of the Taxpayer, there is still a net profit for the year 2015 AD. When
recalculatingthe losses carried forward during the objection stage, it became cle ar that the losses carried
forward for 2016 AD will be deducted in the amount of SAR(3,712,586) instead of the amount of SAR
(11,375,303).1n 2017 AD, an amount of SAR (492,548) was deducted instead of the amount of SAR
(7,170,169) fromthe elements of the Zakatbase. The losswas deductedin 2016 AD according to the 2015
assessment as well as the Taxpayer's declaration. While in 2017 AD, the circular loss was deducted
according to the 2016 AD assessment after processing the refund of allocations, and the amendment was
notmade during the objection, as the impactof the amendmentwill resultin a higherZakatthan Zakat, and
the treatmentof the deduction of the rounded loss was based on paragraph (11/9) of Article 4 of the
regulation issued in 1438 AH, so the Authority confirms the validity and regularity of its procedure. with
regard to the clause (Partner's salary expense), in case the Circuit overrides the procedural, the Authority
would like to inform the Honorable Circuit of the abandonment of its app eal with regard to the above-
mentioned clause in particular andthe consequences ofthe Authority'sappeal for this clause, inaccordance
with the reasoning of the Decision of the AdjudicationCircuit. with regard to the clause (Dividends), the
Authority requests the annulmentof the Circuit's decision on this clause on the basis that the Authority does
notacceptthe deduction of dividend income inthe amountof SAR(551,176) from the netresultof the year,
as itis represented by shares listed in the Saudi market (available-for-sale investments), and therefore,
becauseitdoes notapply to the textof Article 4 (11.4.c) of the Zakat Regulationsitshould also be noted that

it was previously met with the Taxpayer and the Authority requested to provide proof of the dividends
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resulting from the investmentand thatthey were made fromthe profits of the yearand notfrom the profits
of previous years, andthe Taxpayer's response came on21/08/2022 AD aboutthe inability to obtain copies
of dividend decisions for the required yearsfrom the Tadawul website because more than five years have
passed since thesedecisions wereissued,so thatthe Tadawul system doesnotshow any decisionsrelated
to dividends, so the Authority referred to the data provided during the examination phase since the
Authority did not originally approve the deduction of available-for-sale investments from the elements of
the Zakatbase due to the presence of buying and selling during the year, as they are traded investments for
the purpose of trading and are not subject to deduction, the effect of dividends resulting from these
investments was not accepted from the income of the resultand must be subjectto Zakat, based on
paragraph (1) of Article 1 of the Zakat Regulation, and based on paragraph (3) of Article (Twenty) of the
same Executive Regulations, the Authority did not accept the effect of dividends resulting from these
investments from the income of the result. in response to what is stated in the Taxpayer's list regarding
Zakat bending, the Authority clarifies the incorrectness of what the Taxpayer referred to in his list, as the
Authority's action does notresultin Zakatbending,so thatitis clear to the Circuitthatthere is no validity to
the Taxpayer's request to deduct the clause because it violates the legal requirement explained by the
Authority inthe above paragraph, noris there avalid basis for whathe addressed inhislist, as itis not based
onany legal evidencethatcan be relied uponas for whatthe Taxpayer relied on with regardto fatwas, the
Authority responds that this clause is governed by a clear statutory provision, and anything else is a
procedure contrary to the correctstatutory requirement, whether from decisions or otherwise, because the
statutory textis clear and explicitand prevents anydiligence to the contrary. The Circuitissued the appealed
decision canceling the Authority's decision due to the fact that the investments are long-term and for the
purposes of property acuisitionand thatthose companies investedin them are large Saudi companiesand
distribute profits to shareholders periodically. The Authority respondsto this by referring to the third clause
of the decision (the clause of investments in Saudijointstock companiesfor the years 2016 AD and 2017
AD), which rejected the Plaintiff'sobjection, asitwas statedin itsreasoning that the Circuit found that there
were purchasesand salesduring the years in dispute,which indicates thatthey are notfor the purposes of
property acuisition, and where the Circuit's decision in the clause of investments came in support of the
Authority's actionand thatthe Authority did notoriginally approvethe deduction ofinvestments fromthe
elements ofthe Zakatbase for the existence ofa sale and purchase movementduringthe year as they are
traded investmentsfor the purposeoftradingand isnotpermissible for deduction, andtherefore theimpact
of the dividends resulting from those investments was not accepted from the resultincome and must be
subjectto Zakat,based on paragraph (1) of Article 1 of the ZakatRegulations, and where the dividends are

consideredasourceofthe investmentactivity subjectto Zakat confirmed by the Authority.

on Sunday, 21/07/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presenceofits members whose namesare recorded inthe minutes, via video communication

inaccordance with the procedures of remote video litigation; based on the provisions of clause (1) of Article
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15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (25711) and

dated: 08 /04 /1445 AH, after reviewing the appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.

Grounds:
| Grounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated in the relevant laws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

Onthe merits, asitrelates to the Authority's appeal regarding the clause "Carried Forward Lossesfor 2016
AD and 2017 AD" and where the Authority is requesting the annulment of the Adjudication Circuits
decisionregardingthis clause on the basisthatthe Authority deducted the carried forwardlossesfrom the
Zakat base elements. Based on paragraph (Second/9) of Article (4) of the executive regulation for zakat
collection issued by Ministerial Decision number (2082) dated 01/06/1438 AH, which stated that: "The
followingshall be deducted from the zakat base:" 9. The net loss carryforward adjusted according to the
Authority's profitability after adding only provisions or reserves to it, with which the loss was previously
reduced in the year of its formation.” Based on the above, and the Circuit's review of the case file, itappears
thatthe Authority partially leaves itsappeal byamending the loss carryforward based on the appeal decision
issued (IR-2024-171656) in Case No.( Z-171656-2023) of 2015 AD to SAR (6,047,477) and SAR
(1,842,343) riyals for the years 2016 and 2017 AD, and with regard to the Taxpayer's claim to deduct the
losses carried forwardaccordingto the Zakat declarations submitted and confirmed by the auditedfinancial
statements, the losses carried forward from the elements thatmay be deducted fromthe Zakatbase are the
losses adjusted according to the links issued by the Authority after adding provisions to them and the loss
was previously reduced therefore, what is considered in the losses carried forward for Zakat p urposes is
what has been adjusted as required by the Zakat law and not the losses carried forward included in the
financial statements, which leads the Circuitto partially acceptthe abandonmentofthe dispute regarding
the Authority's appeal on the clause (adjusting losses in the amount of SAR (6,047,477) and SAR
(1,842,343) for the years 2016 ADand 2017 AD, accepting the Authority's appeal and canceling the
decision of the Adjudication Circuitwith regardto the clause (carried forward losses for the ye ars 2016 AD

and 2017 AD).

with regard to the Authority's appeal regardingthe clause "Partner Salary Expensefor 2016 AD", and where
Article 70 of the Sharia Procedure Law issued by Royal Decree No. M/1 dated 22/01/1435 AH stipulates

that: "The parties may request the court in any case to record what they have agreed upon in
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acknowledgmentorsettlementor otherwise inthe case record, and the courtshall issue a documentto that

effect,” as stated in paragraph (1) of Article (70) of the executive regulations of the Sharia litigation law
issued by the Minister of Justice's decision No. (39933) dated 19/05/1435 AH."If the ag reementtakes place
before the case s set, the contentof the claim and the answer mustbe monitored before the agreement is
recorded, takinginto accountthatthe origin of the case is within the jurisdiction of the Circuit, even ifthe
content of the agreement is within the jurisdiction of another court or Circuit, provided that the subject
matter of the case or some of itis among those agreed upon.” Based on the foregoing, and as it has been
established to this Circuit that the Authority has requested to abandon the dispute pursuant to its formal
communication stating: "In the event the Circuit proceeds beyond the procedural grounds, the Authority
wishes to inform the respected Circuit of its intention to abandon its appeal specifically regarding the
aforementioned clause and all related procedural consequences, in accordance with the reasoning
concluded by the Decision of the Adjudication Circuit," therefore the Circuit decides to accept the
abandonmentofthe dispute with respectto the Authority’s app eal concerning the clause (Partner's Salary

Expense for the year 2016 AD)

With respect to the Authority’s Appeal concerningthe clause “Dividend Distributions — Fiscal Year 2016
AD,” the Authority petitions for the revocation of the Adjudicating Circuit's decision, which had ruled in
favor of allowing the deduction of dividend income from the netresultfor the year, in the amountof SAR
(551,176) The Authority asserts thatthe dividends atissue originated from publicly listed shares in the Saudi
capital market,and hence werenoteligiblefor deductionunderthe applicableregulations. In support ofits
position, the Authority cites Article 4(4)(a) of the Executive Regulations for Zakat Collection (Ministerial
Resolution No. 2082 dated 01/06/1438 AH), which provides: “Investments in local establishments — in
partnership with others — shall be deductible only if such investments are subject to zakat under these
regulations; otherwise, they shall notbe deductible from the zakat base.” The Authority challenges the
Circuit's finding that such dividends were derived “predominantly from current-year profits,” asserting
instead that the distributions were made from retained earnings of prior years. The Authority submitted
supplementary documentation, includingequity movementstatements of the relevantinvestee companies,
which confirmthatthe dividendswere notdrawn from current profits butrather fromaccumulated retained
earnings. The taxpayerfailedto produceevidenceto the contrary and did notestablish th at the distributed
dividends were previously subjectto zakatby the distributing companies. As such, the Authority maintains
thatits positionis supported by Paragraph (10) of Article 4 of the Executive Regulations issued in 1438 AH.

It therefore seeks a rulingto upholdits proceedings and to annul the Circuit's prior rulingon this clause.

Regarding the Taxpayer's appeal on the remaining clauses in the case. Whereas there is no fault in the
Circuit's adoption of the grounds for the contested decision without adding to them, since it deemed that
those grounds were sufficient and did not require the addition of any new information, because in

upholdingitonthe groundssetoutin those grounds, it confirmed thatitdid notfind inthe objections raised




ay8jnallg duyllg dsgsjll glall dolsll ailodl
General Secretariat of Zakat, Tax and Customs Commiltees

againstthe decision anything thatwarranted a response beyond whatwas contained inthose grounds. That

being the case, and since it has been established that the decision under appeal in the dispute concerning
the contested clausesis consistentwith the valid groundson which itis based and sufficientto supportits
ruling, as the Circuitthatissueditexaminedthe substance of the dispute and reached the conclusionset out
inits ruling. This Circuit did not find anything that would warrant correction or comment in light of the
arguments presented beforeiit. This Circuit therefore rejects the appeal and upholds the decision of the
Circuitoffirstinstance inits entirety with regard to the remaining clauses of the claim, based onthe grounds

given.

Onthe basis ofthe above and for the groundsstated,the Circuitunanimously decided as follows:

Decision:

First: procedurality:

accepting the appeal procedurally submitted by ....., commercial registration (...), unique number (.. the
Zakat, Taxand CustomsAuthority (ZTCA) appealed the decision of the First Circuit of Income Tax Violations
and Disputes in Riyadh(IFR-2023-152831) issued in Case No.(Z-2022 -152831)regarding the Zakat
assessmentfor 2016 AD and 2017 AD.

Second: On the Merits:

1- Regarding the Authority'sappeal on the clause (2016 AD and 2017 AD realizedlosses):

a. Accepting the partial abandonment of litigation with regard to the Authority's appeal on the clause
(adjustinglossesby SAR(6,047,477)and SAR(1,842,343) forthe years2016 AD and 2017 AD).

b- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the
clause (2016 ADand 2017 AD realizedlosses).

2- Accepting the abandonment of litigation in relation to the Authority's appe al on the clause (2016 AD
Partner Salary Expense).

3- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the
clause (Dividends for the year 2016 AD).

4- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (investments in Saudijointstock companies).

This decisionis consideredfinal according to the provisions of Articles47 and 48 of the rules of operation

of the committees for adjudicating tax violations and disputes.




asjaallg duyallg aigsjll glall dolall ailodl
General Secrelarial of Zakat, Tax and Customs Commillees

DecisionNo. IR-2024-156597

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. /-2022-156597

Disputes in Riyadh

PrincipalNo.41

- Ifthe taxpayerdoesnotadd the amounts financed for costs to the Zakat base, then the full balance
of deferred costs may not be deducted from the Zakat base. Instead, only the periodicrealized
expense shall be deductible, as this item is not considered among the element's deductible from

the base.

Facts
N o

The appeal filed on 30/10/2022 AD by the Zakat, Tax and Customs Authority against the decision of the

FirstCircuitto adjudicate income tax violations and disputes in the city of Dammam No. (IZD -2022-1962)
issued in Case No. (Z-2022-112708) related to Zakat assessment for the years 2019 AD-2020 AD was
considered in the case filed by the Taxpayer against the Zakat, Tax and Customs Authority, in which the

decision ofthe Adjudication Circuitstipulated the following:

1.rescinding the Defendant'sdecision regarding the non-discounting of the costs of underwriting deferred

insurance policiesforthe years 2019 AD and 2020 AD.
2.dismissedPlaintiff's objection With respectto the Saudi partner'sadjusted loss carryforward for 2020 AD.

as this decision was notaccepted by the appellant (Zakat, Tax and Customs Authority), itfiled a list of

appeals, whichincluded the following:

as the Authority objects to the decision of the Appeals Circuit, it claims that with regard to the clause
"Underwriting costs of insurance policies for the years 2019 AD and 2020 AD," the Authority appeals the
decision of the Appeals Circuit and requests the annulment of the Circuit's decision, explaining that it did
not accept the deduction of the clause from the Zakat base due to the fact that the nature of the clause is

similarto prepaidexpenses

the Zakat Regulation does not provide for the deduction of the clause from the Zakat base, and the
Authority explained that the nature of this clause in insurance companies in general is a variety of costs
incurred by the company in order to complete the sale of insurance policies and the recognition of these
costs is deferredin accordance with the principle of matchingincome with expenses, and then amortized in

proportionto the acquisition ofinsurance premiumsrelated to these costs, and the Authority confirms that




ai8ynally duyrilly digill lal dolall ailo

General Secrelariat of Zakat, Tax and Customs Commillees

it approved the amortization expenses as stated in the Taxpayer's declaration in the amount of SAR
(17,622,031) and SAR (20,812,671) for the years 2019 AD and 2020 AD, respectively, and that what the
Taxpayer claims to deductare deferred costs, and since the accounting treatmentaccording to the accrual
basis and theincome-expense basis requiresthatexpensesthatare paid in advance and for whichincome
isnotrealized be recognizedas an clause of assets and then periodically amortized and charged to income
with the amortizationexpense thatrelates to the year,which meanstherefore, the entire balance of deferred
costs cannotbe fully deducted from the Zakatbase, butthe realized expenseis deducted periodi cally, and
the clause is not considered one of the elements or clauses that are deducted from the base according to

Article (5) of the Executive Regulations governingthe collection of Zakat.

whereas itis clear that the Defendant's (the Taxpayer) view is that the underwriting of insurance policies
covers more than one year, i.e. they are long-term assets and these deferred costs are amortized in the
statement of insurance operations and the accumulated surplus over the period of the related insurance
coverage, i.e. these costs are long-termassets because the insurance activity requires such costs to generate
profitand therefore are considered long-termassets, which are from the property acuisition offerings and
should be treated as fixed assets and deducted from the Zakat base and this is the practice applied by the
the Authority also explained that deferred costs represent the total costs incurred directly and indirecdy
related to the purchase or renewal of insurance contracts thatare allowedto be deferred over the period of
the insurance contract as defined by the accounting standards and are therefore capitalized, and deferred
policy underwriting costs include both Authoritys and other costs directly related to the underwriting of
insurance policies, so the nature of deferred policy underwriting costs also takes the rule of deferred

expenses becausethey relate to expenses for morethan one fiscal year.

on Tuesday, 09/01/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofits members, whose names are recorded in the minutes, via video conferencing
in accordance with the proceduresfor remote videolitigation; basedon the provisionsof Clause 2 of Artide
15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees issued by Royal Decree
No:(26040) and dated: 21/04/1441AH; and by calling onthe opponents, | attended/ ... (National ID No.
..), in her capacity as the representative of the appellant/Zakat, Tax and Custo ms Authority, under an
authorizationissued by the Deputy Governorofthe Zakat, Taxand Customs Authority for Legal Affairs No.
(..)and the date 19/03/1445AH, mr.(...),National IDNo. (...), appeared as anagentfor the appellantunder
power of attorney No. (....when the representative of the appellant was asked about the case, she replied
that she does notdeviate from whatwas mentioned in the objection memorandum filed with the General
Secretariatof Zakat, Tax and Customs Committees,and thatshe is satisfied with it, and upholds the grounds,
defenses and requests contained therein,andwhenthis was presented to the agent of the appellantagainst
her, he repliedthathe doesnotdeviate from whatwas mentioned in the reply memorandum, andis satisfied

with the memorandums filed on the General Secretariat of Zakat, Tax and Customs Committees, and
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upholds the grounds, defenses and requests contained therein. when the parties were asked what they
wished to add, they replied in the negative, so the Circuit decided to close the arguments and reserve the

case foradjudication.

Grounds:
== 5

Uponreviewing the case documents and the appeal listsubmitted by the Authority, the Circuitfound that

the conditionsfor considering the appeal procedurally are metin accordancewith the conditions stipulated
in the relevant laws, regulations and decisions, which means that the appeal request is accepted
procedurally, asitwas submitted by a personwith standing,and withinthe statutory period prescribed for

its conduct.

On the merits of the appeal, and based on paragraph (6) of Article (5) of the Executive Regulations for Zakat
Collection issued by the Minister of Finance Decision No. (2216) dated 07/07/1440 AH, which stipulates
that "The following clauses shall be deducted from the zakat base for the Taxpayer who maintains
commercial books:" 6- Net start-up, pre-operatingand similar capital expenditures”, and based on the
General Authority of Zakat and Income Circular No. (1433/16/2714) dated 15/1/1425 AH regarding the
deduction of deferred voluntary expenses, which states that "Deferred voluntary expenses are a real cost
that must be allowed to be deducted for zakat purposes, but because these expenses contribute to the
realizationofrevenue foranumber of years, they take the ruling of establishmentexpensesandfixed assets
in terms of allowing their annual amortization premium to be deducted among the deductible costs, and
the netbalance atthe end of the yearis deducted fromthe zakatable funds, justlike otherlegally deductible

offers of property acuisition.”

Based on the above, the Authority's appeal lies in its disagreement with the outcome of the contested
decision regarding the deduction of deferred underwriting costs. A review of the financial statements and
Note (8) of the movementin the calculation of the disputed clause shows that the initial balance of the
period is fully amortized during the year, and the balance that appears at the end of the year is what was
created duringtheyear,which showsthatthe disputed clausedoes notrepresentlong-term assets and does
nottake the rule of capital costs thatcan be deducted from the Zakatbase, and the Defendant's claim that
these costs relate to new insurance contracts, which represent unearned insurance premiums that appear
within the liabilities in the statement of financial position which represent unearned insurance premiums
shown as liabilities in the company's statement of financial position, this would entail adding a portion of
those premiums to the Zakat base to the extent of the acquisition costs of deferred insurance policies
deducted from the Zakat base, as they are among the clauses that financed what was deducted from the
Zakatbase in accordance with paragraph (10) of Article (4) of the Executive Regulations for the Collection
of Zakat, and with reference to the Zakat return for the two yearsin dispute, it appears that the Taxpayer

did not add the amounts financed for these costs to the Zakat base, which means that the balance of the
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deferred costs was not fully deducted from the Zakat base, rather, the realized expense will be deducted

periodically as the clause isnot considered among the elements orclausesthatare deducted from the Zakat
base accordingto Article (5) of the Executive Regulationsfor Zakat Collection, which meansthatthe Circuit
accepts the Authority's appeal and cancel the decision of the Determination Circuit regarding the clause

(Insurance Policy Underwriting Costsfor the years 2019 AD and 2020AD).

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

1-Accepting the appeal in form of the applicant/Zakat, Taxand Customs Authority, againstthe decision of
the First Circuit to adjudicate income tax violations and disputes in the city of Dammam No. (IZD-2022-

1962) issued in Case No. (Z-2022-112708) related to Zakatassessmentfor the years 2019 AD-2020 AD.
2.0n the merits:

accepting the Authority'sappeal and canceling the decision of the Adjudicatio n Circuitregarding the clause

(underwritingcosts of insurance policies for the years2019 AD and 2020AD).
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DecisionNo. IR-2024-156136

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-156136

Disputes in Riyadh

PrincipleNo.42

- Iftheamountsare subjectto Zakatin the subsidiarycompany's base, then the loans and advances

granted to the subsidiary maybe deducted fromthe Zakatbase.

Facts
_ &

Theappeal submitted on20/10/2022 AD by Zakat, Tax and Customs Authority, and the appeal submitted

on 23/10/2022 AD by Zakat, Tax and Customs Authority, against the decision of the Third Circuit to
adjudicate income tax violationsand disputes in the city of Riyadh No. (IFR-2022-5685) issued in Case No.
(Z2-2021-50579) related to Zakatassessmentfor the years from 2015 AD to 2018 AD, were considered in
the case filed by the Taxpayer against Zakat, Tax and Customs Authority, in which the decision of the

adjudication circuitruled the following;
First: Procedurally:

Acceptance of the Plaintiff's objection/ Company ..., Commercial Register No. (...) On the decision of the

Defendant/Zakat, Tax and Customs Authority.

Second: Onthe merits:

1- Annulmentofthe Defendant's decisionWith respectto the clause (Dues to Partner).
2-Annulmentofthe Defendant's decisionregarding the clause (salariesand wages).
3.Annulmentofthe Defendant'sdecision With respectto the "Donations" clause
4-Rejectall other objections.

since this decision was notaccepted by the parties, each of them filed a listof appeals, whichincluded the

following:

with regard to the Taxpayer's appeal against the decision of the Adjudication Circuit, his appeal lies in the
clause (receivables from related parties) that the shareholders of the holding company are the same
shareholdersofthe subsidiary company, and in order to prevent Zakatdissuasion, this financing provided
to the subsidiarycompanyhas been recorded inits accountsin equity. during2014AD and 2015 AD in the

amountofSAR(14,896,500), itwas received from the company's shareholder in order to absorb the losses
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reported by ... The Taxpayer also objects to the clause (due to ... - (Payment of Dividends), (Foreign

Investments), (Advance Project Paymentthatwas written off), and (Payments nottaken into accountby the
Authority). Therefore, the Taxpayer requests that the decision of the Adjudication Circuit on the clauses

underappealbe overtumnedforthe above reasons.

with regard to the Authority's appeal against the decision of the Adjudication Circuit, it submitted a list of
appeals, which was reviewed by the Circuitand included the following: The Authority requests that its
appeal be accepted and that the decision of the Adjudication Circuit regarding the clause "Donations” be

reversed.

onMonday, on: 03/10/2022 AD, the FirstAppeIlate CircuitforIncomeTax Violationsand Disputesheldits
session in the presence of all its members via video conferencing in accordance wi th the procedures of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the
contents of the casefile, the Circuitdecided that the case has become ready for adjudication and issuing the

decision On the merits, so the Circuit decided to close the pleading door and reserve the case for

adjudication.

Grounds:
| Grownds 5

upon reviewing the case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and
Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

Onthe merits, the Taxpayer'sappeal regarding the clause (Receivables from Related Parties), and where his
appeal liesin objectingto the decision of the Adjudication Circuitregardingthis clause; as he claims that the
shareholdersofthe holding company are the same shareholders of the subsidiary company, andin order to
prevent Zakat dissuasion, this financing provided to the subsidiary company has been recorded in its
accountsin equity.during 2014 AD and 2015 AD, the amount of SAR(14,896,500) was received fromthe
company's shareholder for the purposeofabsorbing the losses reported by (...). Whereas paragraph (5) of
clause (Second) ofarticle (fourth) of the executive regulationfor the collection of zakatissued by Ministerial
Decision number (2082) dated 01/06/1438 AH states that: "The zakat base consists of all the Taxpayer's
assets subject to zakat, including:" 5- Government and commercial loans and other sources of financing
such as creditors, promissory notes, and overdraft accounts owed by the Taxpayer as follows: A- What
remains of itin cash and has completed a year. B- What has been used to finance whatis intended for

property acuisition. () Whatis used in trade offers and has passed the hawl." Article 20(3) of the Tax Law
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also stipulates that: "The burden of proving the accuracy of what s stated in the zakat declaration of the

Taxpayer regarding clauses and any other data lies with the Taxpayer, and if he is unable to prove the
accuracy of whatis stated in his declaration, the authority maynotapprovethe clausethatis not proven by
the Taxpayer or may impose an estimated assessmentaccording to the authority's perspectivein light of the
circumstances and facts related to the case and the information available to it." Based on the above, and
where the dispute lies in the Authority's procedure of deducting the funding provided by the holding
companiesto the subsidiaries accordingto the percentage of ownership, and by reviewing the casefile; and
whereas, regarding the deduction of the funding provided by the holding company, it turns out that the
Taxpayer claimsto deductthe total amounts due fromthe related parties from the Zakatbasefor the years
2015102018, and by reviewing the Zakatdeclarationsand financial statements of the years in question; it
turns out that the shareholders of the holding company are the same as those of the subsidiaries, as the
Taxpayer submitted the Articles of Association of the subsidiaries (thecom pany ... ltd.ltd, Company...,and
Company ...) therefore, since the Taxpayerhas proven the validity of his objection,and since these amounts
are subjectto Zakatin the subsidiary’s base, the loans and advances to the subsidiary are deducted fromthe
Zakat base, which leads the Circuit to accept the Taxpayer's objection and overturn the decision of the

AdjudicationCircuitin this clause.

whereas, with regard to the Taxpayer's appeal regarding the clause (paymentof dividends) and the clause
(advance project payment that was written off), and where Article 70 of the Sharia Procedure Law issued
by Royal Decree No.(M/1) dated 22/01/1435 AH stipulates that "The parties may requestthe courtin any
case to record what they have agreed upon in acknowledgment or settlement or otherwise in the case
record, and the courtshallissue adocumentto thateffect," as stated in paragraph (1) of Article (70) of the
executive regulations of the Sharia litigation law issued by the Minister of Justice's decision No. (39933)
dated 19/05/1435 AH. "If the agreement takes place before the case is set, itis necessary to monitor the
content of the case and the answer before recording the agreement, takinginto account that the origin of
the caseis within the jurisdiction of the Circuit, even if the content of the agreementiswithinthe jurisdiction
of another courtor Circuit, provided that the subject matter of the case or some of itis among those agreed
upon.”"Based onthe above, and where itis proven thatthe dispute ended with the Autho rity's acceptance
of the Taxpayer's objection as stated in the letterissued by itin the supplementary appeal note submitted
on 06/12/2023 AD, containing the following statements: "The Authority accepts the Taxpayer's objection
asstipulated inthe supplementaryappeal note: "3- Regarding the Taxpayer'sappeal onthe dividend clause
fortheyears 2015 AD to 2018 AD: the Authorityinformsyou that the Taxpayer's objection to this particular
clause is accepted. 4- Regarding the Taxpayer's appeal on the project advance payment clause that was
written off for 2018 AD: the Authority informsyou thatthe Taxpayer'sobjectionto this particular clause is

accepted.”
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regardingthe Taxpayer'sand the Authority'sappeal on the remaining clausesin the case. whereas, there is

no fault onthe partof the Circuitin adopting the grounds for the decisionunder appeal withoutadding to
them, ifitassesses thatthesereasons make itunnecessary to introduce anything new, because inupholding
them with the content of those reasons, itis certain that the Circuitdid not find any objectionsto the
decision that merit a response beyond what is contained in those reasons, and since itis proven that the
decision under appeal regarding the dispute regarding the clauses under appeal was consistent with the
valid reasons onwhichitwas based andsufficientto carry itsjudgment, since the issuing Circuitscrutinized
the contentofthe disputeinitand reached theresultinits operative partsince the issuing Circuitscrutinized
thedisputeand reachedthe conclusionitreachedinits operative part,andsince this Circuitdid notobserve
anything that warrants censure or commenton it in light of the defenses raised before it, this Circuit
concludes to reject the Taxpayer's appeal, reject the Authority's appeal, and uphold the decision of the
AdjudicationCi rcuit With respectto the restofthe clauses atissuein the case, basedon the groundsfor the

decision.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance ofthe appeal procedurally from the Taxpayer/ Company..., Commercial Registration (..)
, Unique Number (...) The appeal submitted by the Zakat, Taxand Customs Authority againstthe decision
ofthe third circuitregardingviolationsand disputes of income taxin Riyadh with number (IFR-2022-5685)
issued in case number (Z-2021-50579) related to the tax assessmentfor the years from 2015 AD to 2018
AD.

Second: Onthe Merits:

1-Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuitwith regard to the
(Donations) clause.

2- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the
clause (Receivables from related parties).

3- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (dueto ...- owed to a partner).

4-Proofofthe end of the dispute regarding the Taxpayer'sappeal on the clause (paymentof dividends).
5- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (foreigninvestments).

6- Proof ofthe end of the dispute regarding the Taxpayer's appeal on the clause (projectadvance payment
that was written off).

7-Rejecting the Taxpayer'sappeal and upholdingthe decision of the Adjudication Circuitwith regard to the

clause (payments nottaken intoaccountby the Authority).
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Appellate Committee for Tax Violations and Disputes DecisionNo.  Z-2023-169213

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-169213

Disputes in Riyadh

PrincipleNo.43

- The accounting treatment based on the accrual and matching principles requires recognizing
prepaid expenses, from which no revenue has yetbeen realized, as an assetitem. These expenses
shall then be amortized periodically, and the income shall be charged with the amortization

expense attributableto the relevantyear.

PrincipleNo. 44

- The full balance of deferred costs may not be deducted from the Zakat base; rather, only the

periodically realized expense included in the incomestatementshallbe deductible.

Facts
_ &

theappealfiled on 12/01/2023 AD from/... National ID number (.)asan agentforthe appellantcompany

under power of attorney No. (...), and the appealfiled on 15/01/2023 AD from the Zakat, Tax and Customs
Authority, againstthe decision of the Third Circuitfor Adjudicating Income Tax Violations and Disputes in
Riyadh (ITR-2022-6012)issued in Case No. (Z-2021-47441) related to the Zakatassessmentfor the years
2015 AD to 2018 AD, in the case filed by the Taxpayeragainst the Zakat, Tax and Customs Authority, in

which the decision of the AdjudicationCircuitruled as follows: Zakat, Tax and Customs Authority:

First: Procedurally:

Acceptance of the Plaintiff's objection/ Company ... — ... (Commercial Register No. ...), on the decision of the

Defendant/Zakat, Taxand Customs Authority.
Second: On the merits:
1- Annul the Defendant's decision regardingthe (distributable surplus to policyholders) clause.

2.Demonstrate thatthe controversyregarding the clause (Investmentsin acompany ...2017 AD and 2018

AD).
3- Annul the Defendant'sdecision With respectto the prepaidexpensesclause.

4-Rejectall other objections.
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since this decision was notaccepted by the parties, each ofthem filed a listofappeals, whichincludedthe

following:

With respect to the taxpayer’s appeal against the decision of the Adjudication Circuit, his appeal concerns
the clause (Investments — (A) Fund Investments for the year 2018). The taxpayer asserts that he has
submitted evidencedemonstratingthe investmentintention,and thatthere was no movementin the fund
units during the year. He further clarifies that the purpose of the fund was to acquire 19 real estate
properties for leasing purposes, an activity thatdoes notinvolve trading or resale. The taxpayer also states
that he does notobject to paying zakat on his share in the fund, which aligns with Appellate Committee
Decision No. (IR-2021-153) and withthe guidelines issued by the Authority concerning fund investments.
Accordingly, the taxpayer requests approval to deduct these fund investments from the zakat base while
confirming his readinessto pay zakaton his share within the fund. The taxpayeralso objects to the clause
(Investments — (B) Equity Investments) and the assessment of zakat based on the zakat base instead of
adjusted profit. Therefore, the taxpayer requests the reversal of the Adjudication Circuit's decision

concerning the contested clausesfor the groundsstated above.

With regard to the Authority's appeal against the decision of the Adjudication Circuit, its appeal lies in
relation to the clause (Prepaid Expenses for 2016 AD) thatitdid not accept the deduction of the prepaid
expenses clause from the Zakat base because they are not considered capital expenses, and the Taxpayer
demands thattheseexpenses provided by customersbe considered as deferred expenses, asthey represent
receivables that are periodically amortized as income is charged with amortization expenses annually,
which means taking this expense into account when calculating the Zakat base as net income is a
componentofthe Zakatbase, sothe balance may notbe deducted fromthe Zakatbase, butthe amortization
expense is deducted periodically whereas, the Zakat Executive Regulations issued by Royal Decree No.
(M/40) dated 02/07/1405 AH issued by Ministerial Resolution No. (2082) dated01/06/1438 AH did not
authorize the deduction of any clause from the Zakat base except by a statutory provision therefore, the
objection was rejected, as the year's profits must be subject to Zakat in full according to Article 1V/I
(Paragraph 10) of the Zakat Collection Regulation issued by Ministerial Decision No. (2082) dated
01/06/1438 AH. accordingly, the Authority maintains the validity and integrity of its procedure and
requests thatthe decisionof the Adjudication Circuiton the clause sunderappeal be reversed for the above

reasons.

on Monday, January 29,2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held
its sessionin the presence ofall its members via video conferencingin accordance with the proceduress of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the

contents of the case file, the Circuitdecided thatthe case has become ready for adjudication andissuing the
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decision on its subject matter, so the Circuit decided to close the pleading door and reserve the case for

adjudication.

Grounds:
| Gounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyar e metin
accordance with the conditionsstipulated inthe relevant laws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

Onthe merits, regarding the Authority'sappeal regarding the clause (Prepaid Expensesfor 2016), and where
itsappeal liesinthe factthatit did notacceptthe deduction of the prepaid expenses clause fromthe Zakat
base because they are not considered capital expenses, and the Taxpayer demands that these expenses
provided by customers be considered as deferred expenses as they represent receivables that are
periodically amortized, as the incomeis charged with the amortizationexpense annually,whichmeans that
this expense is taken into account when calculating the Zakat base because net income is one of the
components of the Zakatbase, so the balance of the prepaid expensescannotbe deducted fromthe Zakat
base, butthe periodically realizedexpense is deducted. whereas paragraph (7) of clause (11) of Article (4) of
the Executive Regulations for the Collection of Zakat issued by Ministerial Decision No. (2082) dated
01/06/1438 AH stipulates that "The following shallbe deducted from the zakatbase:" 7. Net start-up and
pre-operational expenses and similar capital expenditures, such as advertising campaigns.” The General
Authority of Zakat and Income Circular No. ( 1433 /16/2714) dated 15/01/1425 AH regarding the
deduction of deferred revenue expenses stipulates that: "Deferred revenue expenses are a real cost that
mustbe allowedto bedeductedforzakatpurposes, butbecause these expenses contribute to the realization
of revenue foranumberofyears, they take the ruling of establishmentexpenses and fixed assets in terms
of allowing theirannual amortizationpremiumto be deducted as a deductible cost,and the netbalance at
the end of the year to be deducted from the zakatable fundslike otherlegally deductible property acuisition
offerings.” Based on the above, since whatthe Taxpayer claims to deductare deferred costs, and sincethe
accounting treatmentaccording to the accrual basisand the matching basisrequiresthatexpensesthatare
paid in advance and for which income is not realized are recognized as an clause of assets and then
periodically amortized and income is charged with the amortization expense for the year, this means that
this expense was taken into account when calculating the Zakat base, since net income is on e of the
components of the Zakatbase. therefore, the entire balance of deferred costs cannotbe fully deducted from
the Zakatbase, butonly the periodically realized expenses included inthe income statement, and the dause
isnotconsidered one of the elementsor clausesto be deducted from the base, and there isno clausewithin

the deductions of this name or of the same nature, in addition to the Taxpayer's failure to present the
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movement of the accountin the financial statements, which leads the Circuit to accept the Authority's

appeal and annulthe decision of the Adjudication Circuiton this clause.

With regard to the taxpayer’s appeal concerning clause (Investments — (A) Investmentin the ... Fund for the
year 2018 AD), the basis of the appeal lies in the taxpayer’s submission of evidence establishing the
investmentintent, in addition to the absence of any transactions on the fund units, and the stated purpose
of the fund being the purchase and leasing of 19 properties—an activity not involving trading or resale.
The taxpayer further expressed no objection to paying zakat on his share in the fund. Article 4(a) of the
Executive Regulations for Zakat Collection issued by Ministerial Resolution No. (2082), dated 01/06/1438
AH, provides: “Investments in entities within the Kingdom—in partnership with others—if such
investments are subjectto zakatinaccordance with these Regulations, theymaybe deducted from the zakat
base. However, ifthe investmentis notsubjectto zakat, itshall notbe deductible.” Based on the foregoing,
and since the dispute concerns the non-acceptance of deducting investments in the ... Fund for the year
2018 AD, a review of the supporting documents in the case file reveals that the taxpayer submitted the
fund'’s terms and conditions, financial statements for 2018 AD, the zakat calculation for the fund, a Board
resolution affirming the investment, and the unit movementrecord. These documents indicate that the
fund’s activity centers on leasing real estate and is non-tradable, removing it from the scope of trading
assets. Accordingly, and having submitted documentation supporting his position, the Circuit concludes
that the taxpayer’s appeal shall be accepted and the Adjudication Circuit's decision on this clause shall be

annulled

regarding the Taxpayer'sand the Authority'sappeal on the remaining clausesin the case. whereas, there is
no fault onthe partof the Circuitin adopting the grounds for the decisionunder appeal withoutadding to
them, ifitassesses thatthesereasons make itunnecessary to introduce anything new, because inupholding
them with the content of those reasons, itis certain that the Circuitdid not find any objections to the
decision that merita response beyond what is contained in those reasons, and since itis proven that the
decision under appeal regarding the dispute regarding the clauses under appeal was consistent with the
valid reasons onwhichitwas basedandsufficientto carry itsjudgment, since the issuing Circuit scrutinized
the contentofthe dispute initand reached theresultinits operative partsince the issuing Circuitscrutinized
the dispute and reachedthe conclusionitreachedinits operative part, andsince this Circuitdid not observe
anything that warrants censure or commenton it in light of the defenses raised before it, this Circuit
concludes to reject the Taxpayer's appeal, reject the Authority's appeal, and uphold the decision of the
AdjudicationCircuitWith respectto the restof the clauses atissuein the case, based on the groundsfor the

decision.
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Decision:

First: Accepting the appeal procedurally from the Taxpayer / Company ..., commercial registration (..)

unique number (...) The appeal submitted by the Zakat, Tax and Customs Authority against the decision of
the third circuit regarding violations and disputes of income tax in Riyadh with number (ITR-2022-6012)
issued in case number (Z-2021-47441) related to the tax assessmentfor the years from 2015 AD to 2018
AD.

Second: On the Merits:

1 - Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (distributable surplus to policyholders).

2 - Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the

clause (Prepaid Expensesfor 2016 AD).
3 - Regarding the Taxpayer'sappeal on the clause (Investments)

a. Accepting the Taxpayer's appeal and canceling the adjudication decision regarding the clause

(Investmentsin ...for2018 AD).

b. Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (Investments in shares).

5 - Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit with regard to

the clause (calculating zakaton the base and noton the adjusted profit).

This decisionis consideredfinal according to the provisions of Articles47 and 48 of the rules of operation

of the commiittees for adjudicating tax violations and disputes.
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Adjustments to Net Profit
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Decision No. IR-2024-171218

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-171218

PrincipleNo.45

- The principlein Zakatis to calculate the accounting profit and amend it by adding expenses that

arenotlegally deductible,and then calculating the Zakatbase.

Facts
_ &

the appealfiled on March 16,2023 AD, by (...),National ID No. (...), as an agentof the appellant company

under power ofattorney No. (...),and the appeal filed on05/04/2023 AD, fromthe Zakat, Tax and Customs
Authority, againstthe decision of the Third Circuitfor Adjudicating Income Tax Violations and Disputes in
Riyadh (IFR-2022-6702) issued in Case No. (Z-2021-47421) related to the 2015 AD Zakatassessment, in
the lawsuitfiled by the Taxpayer againstthe Zakat, Tax and Customs Authority, in whichthe decision of the

AdjudicationCircuitruled as follows: Zakat, Tax and Customs Authority:

First: acceptance of the Plaintiff's objection/(....), Commercial Register No. (...) on the decision of the

Defendant/Zakat, Taxand Customs Authority in terms of procedurality.

Second: On the merits:

1- 1- Amending the Defendant's decision With respect to the clause (not deducting the government

subsidies dueatthe end of the year from the net profitfor the years 2015 AD and 2016 AD).
2- rejectall otherobjections.

since this decision was notaccepted by the parties, each ofthem filed a listofappeals, whichincludedthe

following:

With regard to the Taxpayer's appeal againstthe decision of the Adjudication Circuit, his appeal can be with
regard to the clause (addingloanbalancesto the Zakatbase for the year 2015 AD). The Taxpayerdemands
the cancellationofthe Adjudication Circuit's decision onthis clause. He pointed out that the disputed loans,
according to the authority's statement, are long-term loans of a renewable and rotating nature, and are
repaid duringthe year by creating a new loan of the samevalue for the same period, which sho ws that these
loans are in essence renewable and continuous loans, and according to the clarification of the loans In the

financial statements of the loans of the Agricultural Development Fund, itis for the purpose of completing
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the poultry farm projectand for the purpose of completingthe poultry processing plant, whichmeansthat

the purpose of the loans is to finance the assets. Forthe years 2017 AD and 2018, the Taxpayer does not
agree with the Authority's procedure in applying the provisions of paragraph (3/b) of Article (4) of
Ministerial Decision No. (2216) dated 07/07/1440 AH, as it included Ministerial Decision No. (2216)
issuedinthe year 1440 AHissuedin paragraph (3/b) of Article (4), on the groundsthatthe replacement of
loans with anotherdoesnotleadto the interruptionof strabismus, while the Authority uses that paragraph
retroactively The disputed years withouttakingintoaccountthatthe controls of Ministerial ResolutionNo.
(2082) of 1438 AH, which stipulated that the loan is subject to financing long-term assets or around the
year only, which the Taxpayerobjects to its application in linking, and ifthattreatmentis correct, rather the
application of other articles of the same resolution may be in the interest of the Taxpayer, and since the
addition of loans to the said regulation as renewable loans is in the interest of the Taxpayer, while the
executive regulations issued by Ministerial Resolution No. (2082) dated 01/06/1438 AH, included the
procedures of the Authority in dealing with loans, which did notinclude the addition of loans to Zakat as
renewableloans, and thatthe application of the executive regulations issued by Ministerial ResolutionNo.
(2216) dated 07/07/1440 AH is only for the fiscal years startingon and after 01/01/2019 AD. as for the
years 2015 AD and 2016 AD, the Taxpayer relied on Fatwa No. (22665) dated 15/04/1424 AH regarding
the subjectionof creditbalances andloans, which specified the conditions thatmustbe metto subject loans
to Zakat, and indicated that the basis for adding loans to the Zakat base according to the aforementioned
executive regulation is that these loans have become due or have been used to finance long-term assets
deducted from the Zakatbase, and therefore the amountsthatthe Auth ority added to the base do not meet
the aforementioned criteria for Zakat as the loans obtained by the company were for the purpose of
contributingto the financing of the company'smain activity, and the partthathas come due, the company
voluntarilyaddeditto the Zakatbase withinits Zakatdeclarations,and the companyhas short-termloans
that were repaid no later than six months and the said financing was usedfor the company's main activity
from financing operational operations (according to the note to the financial statements above) and that
these loans were not originally financed discounted, and therefore the Taxpayer believes that the
Authority's procedure is incorrectinits assumptionthatshort-termloansare ofarevolving natureand the
Zakatyearis notinterrupted, as short-termloansare obtained under contracts signed with the lending bank,
each contracthas a separate referencenumber as wellas the contract clarifiesthe amountand duration of
the loan as well as the purpose of obtaining the loan and at the end of the loan term, the loan is actually
repaid and notabookpayment, the Taxpayer addedthatitis understood thatthe term revolving/revolving
loans applies only to those loans obtained by the Taxpayer and the repayment of tho se loans is a book
paymentand notan actual repayment, which means that the loans are still held by the company, which
means thatthe company isstill in possession of the loansthis means thatthe loans arestill inthe possession
of the company and therefore should be subject to Zakat as the Zakat year is notinterrupted, but on the

contrary, the Authority was provided with the analysis of the bank loans, whichin turn confirms the acwal
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repayment of these loans, which means that the challenged loans re present short-term loans, and those

loans (or other sources of financing) that were used to finance the company's assets in the year under
examination and the company added them to the base in its Zakat declarations, and we note that the
company actually added SAR(415, 206,845) in the Zakat return for the year 2015 AD at the time of filing
the objectionin the electronic portal of the Authority (IRAD), anditdoesnotmindaddingthe amounts SAR
(192,609,351) and SAR(29,746,155) for the years2016 AD and 2017 AD respectively to the Zakatreturn,
whichwere proven to be financing fixed assets, if the Authority'sactionto add the loans to the Zakat return

is canceled from its pointof view.

the decisionwas notaccepted by the Zakat, Taxand Customs Authority, whichfiled its appeal againstthe

challengeddecision by means ofan appeal regulationthatincluded the followingsummary:

with regard to Authority'sappeal against the decision of the Adjudication Circuit, Authority explainsthatit
deducted the outstanding balance of governmentsubsidies for the years 2015 AD and 2016 AD only from
the Zakatbase, andrejected the Taxpayer'sobjectionto deductthe outstanding subsidies from the net profit
and not from the Zakatbase, as subsidies are amongthe clauses in the Zakatbase, and the Circuitissuing
the decision under appealamended the Authority's decision the Authority answers thatafter reviewing the
Committee's decision and the Taxpayer's objection memorandum,and where the decision concluded that
the yearofthe disputeis 2015 AD and 2016 AD was beforethe issuanceofthe Zakatregulationissued by
Ministerial Resolution No. (2082) dated 01/06/1438 AH, and therefore Taxpayers were not required to
calculate Zakatbased on the Zakatbase or adjusted netprofit, whicheveris greater, the Authority answers
that Ministerial Resolution No. (2082) dated 01/06/1438 AH stipulated in clause Il : "The rules and
procedures contained in the attached regulation shall replace all previous decisions, instructions and
circularsrelatedto the collection of zakat." This confirmsthe Authority's right to apply the regulation to all
years prior to its issuance, with its zakat treatments that ensure the realization of the legal aspectin the
calculation of zakat. as for the government subsidy, according to the accounting standard on government
subsidies andgrants, itisa monetary assetor a reduction of liabilitiesfroma governmententity in exchange
for the company's commitmentto implementlimited governmentpolicies and programs, and the subsidy,
according to the standard, is considered short-term operations or transfers to finance activities related to
the company's ongoing operations or to finance the entity's needs in unusual and exceptional
circumstances, and because granting the subsidy affects income, so any information about it will be
reflected in the financial statements, and the Authorily explains that ifthe accrued subsidy isincludedin the

income statementwith revenues, in this case itmustbe deductedand excluded.

on Sunday, 04/02/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofits memberswhose namesare recorded in the minutes, viavideo conferencing in
accordance with the procedures for remote video litigation; based on the provisions of Clause 2 of Article

15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees issued by Royal Decree
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No. (26040) and dated: 21/04/1441 AH; after reviewing the appeal request, the ple adings submitted, the

papers and documents contained in the case file, after deliberation, and since the case is ripe for

adjudication in its current state, the Circuit decides to close the pleadings and reserve the case for

adjudication.

Grounds:
| Grounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and
Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated in the relevant laws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

On the merits, the Authority's appeal regarding the clause (notdeducting the governmentsubsidies due at
the end of the year from the net profitfor 2015 AD), the Authority clarifies that it only deducted the
outstanding balance of government subsidies for 2015 AD from the Zakat base, and the Taxpayer's
objection to deducting the outstanding subsidies from the net profit and not from the Zakat base was
rejected, as subsidies are among the clauses in the Zakat base. Based on Fatwa No. (23408) dated
18/11/1426 AH issued by the Permanent Committee for Scientific Research and Ifta regarding debts due
from government entities, which stated the following: "Amounts owedto a person by any government
entity, iftheir paymentis delayed for any reason from thatrequired entity, evenifthe righthold eris aware
ofit, zakatis notobligatory onhimuntilhe receives itandayearpassesafterits receipt, as stated in the Holy
Quran:" (So fear Allah as much as you are able), and because Zakatis aform of support,itisnotdueona
personwho cannot collectitand has nothingofitin his hand," as stated in paragraph (6) of clause (first) of
Article (four) of the executive regulation for collecting Zakat issued by Ministerial Decision No. (2082)
dated 01/06/1438 AH, stating: First: The Zakat base consists of all the Taxpayer's assets subject to Zakar,
including: 6-governmentand non-governmentgrantsupon receipt,” and Based on the above, and upon the
circuit's consideration of the dispute, the Taxpayer fundamentally objects to not deducting unreceived
government grants from the adjusted net profit according to the burden on the income statement as they
are notdue, and notas stated in the decision under appeal, while the authority demands the annulment of
the decisionofthe circuit, as the correct treatmentofthe clause is to deductthe due grants from the Zakat
base accountin the linkage and notfrom netprofit,and upon reviewingthe case file and the documents it
contains, itis clear that the basis of the dispute lies in the Taxpayer's demand to deduct the due grants
charged to the incomestatementfromthe adjusted net profit, andsince the principle in Zakatis to calculate
the accounting profitand adjustit by adding non-deductible expenses legally, and then calculating the
Zakat base which includes whatis on the Taxpayer and what is owed to him, and the unreceived
government grants should be adjusted in the Zakat base, as they are considered elements of the balance

sheet, as the Taxpayerarguedthatthe appellate decisionissued againstth e company forthe years 2003 AD
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and 2004 AD included the approval of deducting these revenues from the adjusted net profit, and upon

returning to the mentioned decision,itbecame clear to this circuitthatthe clause waslosses carried forward
and thus affected by these due revenues, and as for the clause of due government grants, the decision
indicated that the correct treatment is to deduct the due grant from the Zakat base account in the linkage
and notfrom netprofit, as the adjusted net profitheavil y relies on the accountingnet profitand the related
revenues and expenses to reach it, and then it is adjusted from a Zakat perspective to include non-
deductible expenses Zakat-wise such as those not documented and not related to the activity, in addition
to the fact that the decisionof the circuitwasflawed, as the Taxpayer demands to deductamounts different
fromwhatshouldactually be deducted, andthe claim wasnotaboutthe deductionin adjusted profitor the
Zakatbase, butratheronthe due revenues chargedto the income statementor their balance shownin the
financial position, which leads the circuit to accept the authority's appeal and annul the decision of the
circuitregarding the clause (notdeducting due governmentgrants atthe end of the year from netprofitfor

the year2015AD).

whereas, regarding the Taxpayer's appeal regardingthe clause (adding loanbalances to the Zakatbase for
2015 AD), the Taxpayer demands that the decision of the Adjudication Circuit regarding this clause be
annulled, andthe Taxpayer relied on Fatwa No. (22665) dated 15/04/1424 AH regarding the subjection of
creditbalances and loans, whichspecifiedthe conditions thatmustbe fulfilled in order to subjectloansto
Zakat, and pointed out that the basis for ad ding loans to the Zakat base according to the aforementioned
executive regulation is thattheseloans musthavereached the end of the year or were used to finance long-
term assets discounted fromthe Zakatbase he pointed outthatthe basisforaddingloa ns to the Zakat base
accordingto the aforementioned executive regulations is thatthese loanshave already passed the hawl or
have been used to finance long-termassets that are deducted from the Zakat base, and therefore the
amounts that the Authority added to the base do notapply to the mentioned criteria for subjecting the
company to ShariaZakat, as the loans obtained by the companywerefor the purpose of contributing to the
financing of the main activity of the company. Where paragraph (5) of clause (First) of Article (Fourth) of
the executive regulation for collecting Zakatissued by Ministerial Decision No. (2082) dated 01/06/1438
AH, stated that: "The zakat base consists of all the Taxpayer's assets subject to zakat, including 5-
Governmentand commercialloans and other sources of financing suchas creditors, promissory notes,and
overdraft accounts owed by the Taxpayer as follows: A- What remains of itin cash and has completed a
year.B- What has been used to finance whatis intended for prope rty acuisition. C- Whathas been used in
trade offers and has completed the year”, as clarified by the fatwa issued by the Permanent Committee for
ScientificResearch andIfta No. (22665) dated 15/04/1424 AH that: "What the company takes from money
as a loan from investment funds or others does not escape one of the following cases: A/ That the year
passes on all or part of it before spending it, so what has passed on it the year is due Zakat. 2/ That all or
partofitis usedto finance fixed assets, so there is no Zakaton whathas been used for that. 3/ To be used

in financing the company's current activity, which is considered one of the offers of trade, in which Zakat
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mustbe paidin consideration of whathas become of itand to be evaluated atthe end of the year. "Based
on the foregoing, loans are one of the components of the Zakat base of any kind, source or classification,
provided thatthey are transferred or used to finance the assets deducted from the Zakatbase without the
requirementoftransferringthem. By informing the Circuitofthe case file, itis clear thatthe Taxpayer pays,
considering thatthe revolvingand renewableloanswere issued after the years of the above objection and
that their application is inappropriate. Referring to the Zakat and Fatwas list above before the issuance of
the new regulation, itwas found thatthe 1440 AH listwas complementary to itand did notchallenge the
previous procedures and articles, but rather complementary. By reviewing the documents attached to the
case file, it was found that the movement matched the financial statements and it was not clear that the
short-term loans were revolving or renewable loans, as it was not clear that by comparing the dates of
repaymentofloans with the dates of receiptof the amounts, and by referringto the detailed movement, it
is clearthatwhathappenedto the divergencewas in the amountof SAR(93,825,000), and as for the loans
ofthe Agricultural Development Fund according to the clarification Loansin the financia | statements turned
out to be for the purpose of completing the poultry farm project and for the purpose of completing the
poultry processing plant, whichmeansthattheir main purpose is to finance the assetsand that the current
situation in themwas inthe amountof SAR (196,500,000), andthere is no addition, although the additions
during the year funded assets and must be added to the base if they exist, which ends with the Circuit
partially accepting the Taxpayer's appealand amending the decision of the Adjudication Circuitregarding

the clause (addingloanbalancesto the Zakatbase for 2015 AD).

whereas, regarding the Taxpayer'sappeal regarding all mattersrelated to the years 2016 AD, 2017 AD and
2018 AD, and upon reviewingthe three decisionsreferredto inits appeal list, itwas found that the Taxpayer
registered a case for each of the years, and the Circuitissued four decisions in four cases for all years,
resulting in four duplicate decisions, whichis contrary to the nature of the judicial processand violatesthe
principle of res judicata, in addition to the fact that the decisions in this form make itimpossible to stdy
each case properly, as the Plaintiff has submitted defenses and documents for each yearin aseparate case
itisimpossibleto study each case properly, as the Plaintiff submitted defenses and documentsfor each year
in a separate case, and merging the cases in this manner results in the loss of defenses and documents in
separate case files, in addition to the repetition of four identical decisions, and where the Plaintiff is
objecting in this case to the year 2015AD, which requires the Circuit to cancel the decision of the

AdjudicationCircuitin allmatters related to the years 2016 AD, 2017 AD and 2018 AD.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:
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First: Acceptance of the appeal procedurally from the Taxpayer/company ..., commercial registration (),

Unique number (...) , and the appeal submitted by the Zakat, Tax and Customs Authority, against the
decision of the third circuit regarding violations and disputes of income tax in Riyadh number (IFR-2022-

6702) issued in casenumber (Z-2021-47421)related to the Zakatassessmentfor the year 2015 AD.

Second: On the Merits:

1 - Acceptance of the authority's appeal and cancellation of the decision of the circuitregarding the clause
(notdeducting the government subsidies due at the end of the year from the net profit for the year 2015
AD).

2 - Acceptance of the Taxpayer's appeal partially and amending the decision of the circuit regarding the

clause (addingloan balances to the Zakatbase for the year 2015 AD).

3- Cancellationofthe decisionofthe circuitin allmatters related to the years 2016 AD, 2017 AD,and 2018

AD.
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024-178632

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-178632

PrincipleNo.46

- Ifthe distributed profits are derived from the retained earnings of previous years of the investee

company, they mustbe subjectto Zakatwithin the investingcompany's Zakat base.

Facts
_ &

The appeal filed on 16/02/2023 AD by the Zakat, Tax and Customs Authority against the decision of the

FirstCircuitto adjudicate income tax violations and disputes in the city of Dammam No. (IZD -2022-2761)
issued in Case No. (Z-2021-81572) related to Zakat assessment for the years from 2013 AD to 2015 AD
was considered in the lawsuitfiled by the Appellee against the Zakat, Tax and Customs Authority, in which

the decision of the adjudication circuitstipulated the following:

annulmentofthe Defendant's decision with respectto investmentincome for the years 2013 AD to 2015

AD.

as this decision was notaccepted by the appellant (Zakat, Tax and Customs Authority), itsubmitted a list of
appeals, which was reviewed by the Circuit, where the Authority's appeal lies on the clause (investment
income for the years 2013 AD to 2015 AD). The Authority explains thatitdid notacceptthe income from
investments in affiliated companies for the disputed years, as the reason for not accepting them was that
the profits were distributed from the retained earnings accountofthe invested company and notfrom the
profitofthe year,and accordingly, the amountsfor the disputedyearswere refunded as indicated for each
year, in 2013 AD: SAR (9,627,500), in 2014 SAR (10,600,025), and in 2015 AD SAR (18,114,536). upon
examiningthe objection,the Taxpayer explained the groundsfor his objection in the Taxpayer's viewpoint
above, and after reviewing, studying and referring to the Authority's link, itwas found that the reason was
thatthese profits were notdistributedfrom the profitofthe yearin orderto be deducted fromthe net profit
to avoid being commended, but rather the distribution was made from the balance of the retained profits
for the first period of the invested companies, the financial statements of the investe d companies were
reviewed and ascertained the balance of retained profits and the amount of distributions the financial
statements of the investee companies were reviewed to verify the balance of retained earnings and the

amount of distributions and it was found that the distributions that were distributed were not from the
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year's profitbecausethere is a higher balance offirst profits forall years than the amounts distributed and
this clearly shows thatthe distribution was made from retained earningsand notfrom the year's profit, as
is clear in the list of changes in partners’equity for 2013 AD and 2014 AD for the distribution and for the
firstperiod balances of retainedearnings,and this appliesto the restof the years.in lightofthe above, the
Taxpayer's objection was rejected due to the lack of zakat discouragement to accept the deduction of the
distributed profit, as itis from the balance of retained profits carried forward from previous years, and since
these amounts are no longer available in the investee company, they should be recognized as investment
income, and the Authority confirms the correctness and soundness of its procedure, and requests the

acceptance ofits appeal andreversal of the decision of the Adjudication Circuit.

on Monday, April 15,2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presenceofits members whose namesare recorded inthe minutes, via video communication
inaccordance with the procedures forremote video litigation; based on the provisionsof clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No. (25711) and
dated: 08 /04 /1445 AH, after reviewing the appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationinits

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.

Grounds:
| Gownds 5

upon reviewingthe casedocuments andthe appeal list submitted by the Zakat, Tax and Customs Authority,

the circuitfound thatthe conditionsfor consideringthe appeal procedurally are metin accordance with the
conditions stipulated in the relevantlaws, regulations and decisions, whi ch means that the appeal request
is accepted procedurally, as it was submitted by a person with standing, and within the statutory period

prescribedforits conduct.

On the merits, and with regard to the Authority's appeal on the clause (investmentincome for the years
2013 ADto 2015 AD), and wherethe Authority's appeal liesin thefact that the profitswere distributed from
the retained profits account of the investee company and not from the profit of the year,and accordingly,
the amounts for the years in dispute wererefunded, andBased on the above, anduponreference to the file
of the case, the Circuit found that the view of the Authority is that the profits distributed to the company
were from the retained profits of the investee company and therefore they were notsubjectto Zak atin its
hands, and accordingly and by reviewing the change in partners’ rights of the investee company provided
by the Authority in its appeal list, it turns out that the profits were distributed from the retained profits of
the investee company and therefore they were not subject to Zakat it turns out that the dividends were
distributed from the retained earnings, and therefore they were not subject to Zakat in the investee
company, asitis knownthatifthe dividends distributed are fromthe previousy ears' profits of the investee

company, they are deducted from the rounded profits that are added to the Zakat base in the investee
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company in addition, the appellant (the Authority) attached a declaration form (the investee company),

which clearly shows thatithas excludedthese profits from its zakatbase, which leads the Circuitto accept

the Authority's appealand cancelthe decision of the Adjudication Circuiton thisclause.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

1-Acceptingthe appealin form of the appellant/Zakat, Tax and CustomsAuthority, againstthe decision of
the First Circuit to adjudicate income tax violations and disputes in the city of Dammam No. (1ZD-2022-
2761) issued inCase No.(Z-2021-81572)related to Zakatassessmentfor the years from2013 AD to 2015
AD.

2- Onthe merits:

Acceptance of the authority's appealand cancellation of the decision of the Adjudication Circuitregarding

the clause (investmentrevenues for the years 2013 AD to 2015 AD).
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DecisionNo. IR-2023-143268

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. ZW-2022-143268

PrincipleNo.47

- Distributable dividends are considered part of the Zakat base, provided that a full lunar year has
passed since their entitlementor they have been usedto finance assets deductiblefrom the Zakat

base.

PrincipleNo.48

- Thefundamental basis for calculating the Zakat base and determining the amountdue requires the

presence of the zakatable wealth in the possession of the taxpayer atthe end of the lunar year.

PrincipleNo.49

- The provisions of the Regulation apply only to matters occurring after its effective date and shall

nothave retroactive effect,in accordance with the principle of non-retroactivity of laws.

Facts
_ &

The appeal submitted on 01/09/2022 AD by Mr. (...), holder of National ID No. (...), in his capacity as the

authorized representative of the appellant company under Power of Attorney No. (...), and the appeal
submitted on 06/11/2022AD by the Zakat, Tax and Customs Authority,have been reviewed. Both appeals
relate to the decision issued by the Second Circuit for the Adjudication of Income Tax Violations and
Disputes in Riyadh, bearing reference number (ISR-2022-1134), issued in Case No. (ZW-2021-37852),
concerning zakatassessmentsfor the years 2016to 2018,in a claimfiled by the taxpayer against the Zaka,

Tax and Customs Authority. The ruling of the Adjudication Circuitin the case was as follows:

First: accepting the lawsuit filed by the Plaintiff/company ..., commercial registration number (..), against

the Defendant/Zakat, Tax and CustomsAuthority.
Second: On the Merits:

1- Recognize the end of the dispute regarding the capital losses for 2016, from the clause (Depreciation

difference for 2016 AD/2018 AD).
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2- Recognizing the end of the dispute regarding the withholdingtax and late penalty, from the clause

(Statutory Expensesfor the years 2016 AD to 2018 AD).

3.Reject them for the remainingclauses.

Since this decision was notaccepted by the appellant (... Company), itsubmitted an ap pellate memorandum
which was reviewed by the Circuitand included, in relation to the clause (Depreciation Difference for the
Years 2016 AD and 2018 AD), the taxpayer’s appeal to overturn the Circuit's ruling on the basis that the
company had applied the depreciation methodstipulated under Article (17) of the Income Tax Law, in line

with the Authority's Circular No. (2574) dated 14/05/1426 AH, which clarified the procedural provisions

and accounting rules of the Income Tax Law as applicableto zakatpayers.

The taxpayer asserts thatitcomplied with the law as outlined above, and thatthe aforementioned circular
was relied uponby zakat payers insubmitting their returnsfor the disputed years. Accordingly, the taxpayer
should notnow bepenalized forapplyinga depreciation method thatwas valid and available atthe time of
filing the return and should not be held responsible for subsequent changes. Conversely, the Authority
accepted capital losses for the year 2016 AD amounting to SAR(92,772),which created confusion for the
company regarding the depreciation method used by the Authority—particularly given that such capital
gains/losses are inherently linked to the depreciation method under Article (17). Therefore, the taxpayer
requests an adjustment of net profit by depreciation differences in accordance with the company’s

calculation, to be reflected in the amendedzakatassessmentfor the years 2016 AD and 2018 AD.

with regard to the clause (Guarantee fees due for 2016 AD as a provision and the clause used from the
provision for doubtful debts for the years 2016 AD, 2017 AD and 2018 AD), the Taxpayer requests the
annulmentofthe decisionofthe Adjudication Circuitregarding this clause on the grounds thatthe accrued
guarantee fees are an accrued expense, and whatis confirmed by the tabulationin the financial statements
approved by a certified auditor within the Kingdom, in addition to the fact that the accrued expenses are
confirmed liabilities and not probable, so the guarantee fees cannot be considered as a provision the
Plaintiff relied on the provisions of the Zakat Collection Law issued in 1370 AH and Sharia Fatwa No.
(2305).He addedthatthe company executed these debts based on a studyand follow -up proceduresto try
to collect them, and when it was determined that it was impossible to collect these debts, the Audit
Committee conducted a study to confirm this and the decision was taken, and the doubtful debts were

certified by a certified publicaccountantin the Kingdom whoissuedthe company's financial statements.

With respect to the clause (Non-Deduction of Provisions for the Years 2017 AD and 2018 AD from the
Partners’ Book Profit), the taxpayer requests the reversal of the Adjudication Circuit's decision on the basis
that the Authority, in its assessment, did not record the deduction of used provisions amounting to SAR
(35,939,737) for 2017 AD, and SAR (25,101,468) for 2017 AD and 2018 AD. The taxpayer demands that

the utilized provisions be deducted from the company’s book profitin accordance with applicable legal
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guidelines, whichstipulate thatthe zakatbaseshould notfall belowthe year’s profit. Therefore, in applying
thisrule, itis more appropriateto deductthe used provisionsfrom annual profitrather than fromthe zakat
base using beginning balances. Regarding the clause (Statutory Expenses for the Years 2016 AD to 2018
AD), the taxpayer argues that such expenses were actual and incurred by the company during the
mentioned years, and that they were necessary and essential for business continuity. Accordingly, the

taxpayer requests the deductionofthe disputedexpenses for the years 2016 AD to 2018 AD.

the Taxpayer argued that the company's objection in this clause includes its objection to not reducing the
net profitadjusted by the distributed profitfrom the year's profitfor the years 2016 to 2018AD, as well as
its objection to not considering these distributions when calculating the Zakat base in excess of the profit
retained at the beginning of the year, in accordance with the conditions for the obligation of Zakat the
Taxpayer also objected to the failure to consider these distributions when calculating the Zakat base in
excess of the retained earnings at the beginning of the year, as one of the conditions for the obligation of
Zakat s that the money mustbe the property of the company, and by full ownership is meant that the
company has full possessionthatenables itto dispose of the money, which is notthe case, as the dividends
are amounts thatcame out of the profitof the year forthe years 2016 AD through 2018 AD dividends are
amounts that came out of the company's liability and were deposited to shareholders according to the
dividend distribution resolutions issued by the board of directors, and amongthe legal conditions for the
obligation of zakatis thatthe money must have passed (12) monthsto be subjectto zakat, whichisalso not
the case, since the companydistributed the dividendsbeforethe turn of the year thisis alsonotthe case, as
the company distributed the dividendsbeforethe turn of the yearand itis not permissible to zakat them, as
theinstructions of the true Sharia emphasizedthatitis notpermissibleto zakatthe money thathas leftthe
Taxpayer's liability, and from the legal point of view, zakat has its rules that must be applied when
calculating the zakat base, and anything that violates these rules is not considered, and whereas the
Authority's acceptance of the deduction of dividends only within the limits of the balance of retained
earnings atthe beginning of the year, and its failure to acceptthe deduction of distributions in excess of the
balance of retained earnings atthe beginning of the year represents a contradiction in the Zakat treatment
of the same transaction, as the acceptance of the deduction of dividends within the limits of the balance of
retained earnings has a clear reason, namely the payment of dividend funds to shareholders and the
decrease ininvested funds with these distributionsthatwentfrom the company's liability to its shareholders
during the year, thisapplies fully to actual distributions in excess of the balance of retained earnings that
resultinadecrease in funds invested inthe company, therefore itisnotpossible therefore, the source of the
distributions can only be the profits realized during the year, and therefore the distributions must be fully
deducted, inaddition to the factthatthe executive regulationsfor the collection of zakatdid notinclude an
explicit provision to accept the deduction of profits in excess of the balance of retained profits at the
beginning ofthe year, whether from the adjusted netprofitor consequently from the zakat base, does not

mean thatthe basis for such a procedure is notvalid, as interim distributions are a new method in dividends
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and contrary to the custom of companies to distribute profits after the financial statements are issued, but

itis notcontrary and notdifferentin nature from retained profits balance atthe beginning of the period.

regarding the clause "Refusal to deductfixed assetadditionsthatwere financed from the profitof the year
for the years 2016 AD to 2018 AD", where the Taxpayer paid the profits of the year were used to finance
the additionsto the property acquisition offerings, asthe additions to theselong-termassets during the year
would not have been financed from the profits realized during the year that did not fall due, and the
company reliesin its treatment on Fatwa No. (23408) issued on 18/11/1426 AH, which stipulated in the
answer to the fourth question asfollows:" asfor whatthe Authority statedinitsreply note thatthe company
and its chartered accountant have acknowledged in the company's financial statements that the entire
adjusted profitis subjectto Zakat, relying on the company’s financial statements for 2018 AD, the Taxpayer
points outthatthe Authority failed to mentionthatthe company and its chartered accountant have stated
in paragraph (2-14) ofthe same notethatthe adjusted netprofit has been deductedfrom itin excess of the
balance ofthe retained earnings atthe beginning of the year of the same clarification thatthe adjusted net
profitwas deducted from it the dividends distributed in excess of the balance of retained earnings at the
beginning of the year, and therefore, the Authority's claim is incorrect as the company did notin any way
acknowledge thatthe adjusted profitsare fully subjectto Zakat. With respectto the clause " non-deduction
of amortization of deferred revenue for 2016 AD", the Taxpayer appeals the decision of the Adjudication
Circuit regarding this clause on the basis that there is no statutory basis for refusing to deduct the
amortization of deferred revenue for 2016 AD from the adjusted net profit. with regard to the clause
"Adding credit balances to the Zakat base forthe years 2016 AD and 2017 AD", the Taxpayer appeals the
decision of the Adjudication Circuitregarding this clause onthe basisthattheseamountsare not considered
loans and shouldnotbe subjectto Zakat, and if they are not financed with property acquisition offers, the
company based its opinion on a number of fatwas stating that Zakat s obligatory on the lender and not the

borrower.

Regarding the clause (Non-Acceptance of Deductionof Prepaid Expenses for the years 2016 AD and 2017
AD), the taxpayer argued that these temporary expenses are considered long-term capital expenditures,
which are deductible as per the Executive Regulations for Zakat Collection, and that these expenses were
fully paid and nolonger belong to the company. Therefore, they must be deducted. Regarding the clause
(Non-Acceptance of Ded uctingAdjustmentsto Retained Earnings for 201 7AD), the taxpayer appealed the
decision of the Adjudication Circuit and indicated that the adjustment to retained earnings for 2017 AD,
amounting to SAR (608,581), represents adjustments in other comprehensive income resulting from the
reversal of end-of-service benefitsdue to the application of International Financial Reporting Standard No.
(9), amounting to SAR (3,610,220). Regarding the clause (Loans and their equivalents), the taxpayer
appealed the Adjudication Circuit's decision on the grounds that the loans were used to finance purchase

orders for merchandiseunder a tripartite agreementbetweenthe company,the bank, andthe supplier. The
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term of these loans was only (105) days, and they were fully repaid on theirdue dates during the year 2018.

This was clarified in the audited financial statements for the mentioned year, and thus, the loans are entirely
related to the company's operating activities, asthey wereusedto purchase inventoryratherthan long -term
assets. The loan was fully repaid within the same year and did not complete a full zakat year. This is
evidenced by the financial statements for the year endingon 31/12/2018 AD, which show that the loan
(financing) was the only outstandingloan atthe beginning of 2018 AD, with a balance of SAR (84,153,000)
(disclosed in Note No. 9 under the title “Murabaha Facility for Purchase Orders” with a balance of SAR
(84,153,000) as of 31/12/2017 AD — beginning of 2018 AD), and had a zero balance as of 31/12/2018
AD, as it was fully repaid during 2018. In its rebuttal memorandum, the Authority alleges that the
documentation submitted bythe companymerely consistsof an analytical schedule showing repayment of
the opening balance of SAR (84,153,000) from the facility granted by the bank... However, the Authority
fails to acknowledge that the company also submitted (15) bank account statements from the same bank
supporting every transaction listed in the analytical schedule. Each entry in the schedule corresponds to
financing for a specific purchase order with a unique reference number, and the bank statements clearly
show repaymentofthose financing amounts, with the correspondingreference numbers stated, |eaving no
doubtthat the loan balance appearing atthe beginning of 2018 AD was fully settled. The final repayment
ofthis facility was made on10/04/2018 AD, which precludes the possibility of any portion of this financing
beingsubjectto afull zakatyear. Furthermore, the taxpayer submitted the tripartite agreement between the
company, the bank, and the supplier, as requested. Accordingly, if the balance of this financing was “zero”
at the end of 2018 AD — as clearly established above (whichin itselfis conclusive evidence that the
financing did notcomplete azakatyear) — and if the company provided definitive documents evidencing
full repayment of the opening balance of SAR (84,153,000) in 2018 AD, in order to repay this balance

specificallyand by referencenumbersforeach purchase orderfinanced.

The Taxpayer appeals the decision of the Dissolution Circuitand demandsthat Zakatbe calculated on the
net Zakat base and not on the adjusted profit, as the basis for calculating the Zakat base and determining
theamountdue requires the existence of the Zaka table amountin the company'spossession atthe end of
Hulu, and since the calculationof the netbase requires excluding the amounts thathaveleftthe company's
possessionto reach the Zakatestimate without considering the amountofthe adjusted profit, which does
not necessarily reflect the existence of the Zaka table amount in the company's possession, and since the
calculation of the netbase requires excluding the amounts thathave leftthe company's possession to reach
the Zakat estimate the main objective of the company is to deduct the dividends and additions of fixed
assets thatwere financedfrom the profitofthe year and used from the provisionsfor those deductions that
wentoutofits liability in accordance with the legal rulesfor the obligationof Zakat, in case you decide not
to acceptthe company's requestto calculate Zakaton the adjusted net profits, which doesnot necessarily

reflectthe presence of the money thatis due for Zakat.
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The Zakat, Tax and Customs Authority submitteda listof appeals, whichwas reviewed by the Circuit, which

included the Authority's appeal regarding the clause "Proving the end of the dispute regarding the
withholding tax and delay penalty from the regular expenses clause for the years 2016 AD to 2018 AD."
The Authority appeals the decision of the Adjudication Circuit, and emphasizes the incorrectness of the
conclusionreached bythe Circuitissuingthe decision, asthe Authority did notacceptthe Plaintiff's point of
view regarding the clause under appeal inanyway, nordiditrequestthe Circuitissuing the decisionto rule
that the dispute had ended the Authority did not accept the Plaintiff's point of view regarding the clause
under appeal in any way, nor did it ask the decision-making Circuit to rule that the dispute has ended. In
fact, the Authority explicitlyemphasized the incorrectness and illegality of the Plaintiff's requestto deduct
(withholdingtax) from the base, and explicitly clarified thatwithholding tax expensesare notconsidereda
permissible expense the Authority also points outthatwhatthe Circuit relied on in rulingto end the dispute
isin fact related to the Authority's acceptance of the Plaintiff'sviewpointon the (withholding tax and delay
penalty) clause, andhasnothing to do with the (statutory expenses) clause, which aretwo separate clauses,
each withits own subjectmatter, grounds, and requests,and cannotbe combined therefore, itis clear that
the Circuit's reliance on the acceptance of the Authority's Reply Memorandum is misplaced and that the
issuing Circuit did not address this clause and did not adjudicate it in accordance with the statutory
requirements, which makes its decision to end the dispute in the clause (Statutory Expenses "Withholding

Tax") legally invalid andshould be annulled withoutany doubt.

On Thursday, December 21,2023 AD, the First Appellate Circuit for Income Tax Violations and Disputes
held its session in the presence of its members whose names are recorded in the minutes, via video
conferencing in accordance with the procedures for remote video litigation; bas ed on the provisions of
Article 15, Clause No. 2 of the Rules of Work of the Tax Violations and Disputes Resolution Committees
issued by Royal Decree No. 26040 and dated: 21/04/1441 AH; after reviewing the appeal request, the
pleadingssubmitted, the papersand documents containedin the case file, after deliberation, and since the
case is ripe for adjudication inits current state, the Circuit decides to close the pleadings and reserve the

case foradjudication.

:

Uponreviewing the case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, whichmeans that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

On the merits, with regard to the Taxpayer's appeal onthe clause (not deducting the allocations for 2017
and 2018 AD from the netbook profitofthe partners),with regard to the appealon SAR(35,633,835)and
SAR (25,101,468), and where Article (70) of the Sharia Procedure Law issued by Royal Decree No. (M/1)




ay8jnallg duyllg dsgsjll glall dolsll ailodl
General Secretariat of Zakat, Tax and Customs Commiltees

dated 22/01/1435 AH stipulates that: "The parties may request the courtin any case to record what they

have agreed upon in acknowledgment or settlement or otherwise in the case record, and the court shall
issue adocumentto thateffect," as stated in paragraph (1) of Article (70) of the executiveregulations of the
Sharialitigationlaw issued by the Minister of Justice'sdecision No. (39933) dated 19/05/1435 AH."If the
agreement occurs before the case is recorded, itis necessary to document the content o f the case and the
response before recordingthe agreement, provided that the original case is within the jurisdiction of the
circuit, even if the content of the agreement is within the jurisdiction of another court or circuit, provided
that the subjectofthe case or partofitisamongwhathas been agreedupon,”and Based onthe above,and
since this circuithas confirmedthe end of the dispute between the two partiesaccording to what was stated
inthe letterissued by the authority in the supplementary memorandum stating that “the authority informs
your esteemed circuit after studying the submitted documents that it partially accepts the Taxpayer's
objection..." therefore, the Circuit shall prove the end of the dispute With respectto the appeal of SAR
(35,633,835) and SAR (25,101,468) as for the amount of SAR (305,902), the Taxpayer demands that the
decision of the Adjudication Circuitregarding this clause be canceled on the grounds thatthe Authority did
notdeduct the user from the provisions amounting to SAR (35,939,737) for theyear 2017 AD and SAR
(25,101,468)forthe year 2017 AD and 2018 AD, and the Taxpayer demands thatthe balances of the user
of provisions be deducted from the net book profit of the company, given the statutory instructions that
require that the Zakat base should notbe less than the profits of the year, it is more appropriate when
applyingthisruleto deductthe user of provisionsfrom the profitofthe yearinstead of deducting fromthe
Zakatbase from the balance of the firstperiod. Based on paragraph (9) of clause (First) of Article (4) of the
executive regulation for the collection of zakat issued by Minister of Finance Decision No. (2082) dated
01/06/1438 AH, which stated: "The zakat base consists of all the Taxpayer's assets subject to zakat,
including:" 9- Provisions at the beginning of the year (excluding doubtful provisions for banks) after
deducting the user thereof during the year." Based on the above, and since the Circuit found that the
Taxpayer did notsubmitthe documents supporting the write-off, the Circuitrejects the appeal and upholds

the decision of the Adjudication Circuitwithregard to the amountof SAR (305,902).

Regarding the Taxpayer's appeal on the clause (life insurance expenses), the Taxpayer argued that the
expenses areactual expenses incurred by the company during the mentioned years, and theyare actual and
necessary expenses for the continuation of the activity, so the Taxpayer demands the deduction of the
disputed expensesfor the years 2016 AD to 2018 AD. Based on paragraph (3) of Article (20) of the Executive
Regulations for Zakat Collectionissued by the Ministerof Finance Decision No. (2082) dated 01/06/1438
AH, which stipulates that "The burden of proving the authenticity of the clauses and any other data
contained in the Taxpayer's Zakat declaration is on the Taxpayer, and in case he is unable to prove the
authenticity of the clauses contained in his declaration, the Authority may not authorize the clause that is
not proven by the Taxpayer or make an estimated link according to the Authority's view in light of the

circumstances and facts related to the case and the information available to it." Based on paragraph (a) of
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Article 5 (1) of the sameregulation,which stipulates that:"All ordinary and necessary expenses required for

the activity are deductible whether paidoraccrued to reach the net resultof the activity providedthatthe
following controls are met:" it must be an actual expense supported by supporting documents or other
evidence thatenables the Authority to ascertainits authenticity, even ifitrelates to previousyears.” Based
onthe above, and since Zakatis notobligatoryon moneythathas leftthe Taxpayer's possession, itfollows
that the Taxpayer is entitled to deduct the life insurance expense for the years in dispute. Whereas the
Authority did notdispute the validity of the expense, and whereasiitis established by law thatall ordinary
and necessary expenses may be deducted for the realization of taxable income, provided that they are
supported by supporting documents and are related to the realization of taxable income, and whereas the
determination of expenses relatedto the realization of taxable income - unlessiitis stipulated thatitis not
deductible or by specifyingspecial controls for it - requires consideration of the current custom to consider
these expenses as relatedto the realization ofincome or not,and whereasitis customary for companies to
compete to provide insurance benefits of allkinds as for the Zakataspectrelatedto this clause, whereithas
been proven that the Taxpayer spentthe disputed money, and since the principle is that Zakat is not
obligatoryon money thathas leftthe Taxpayer'spossession,whichresults in the Taxpayer's rightto deduct
the life insurance expenses for the years in dispute, and where the Authority’s opinionis not based on a
legal or statutory basis thatcan be relied upon inconnectionwith this clauseitalso does notaffectthe basis
of the decision of the adjudication in Article (5) of the Executive Regulation of the Zakat Collection Law
issued in 1438 AH, asitwas issued later than the years in dispute, so the provisions of the regulation are
only applicable to what falls on the date of its enactmentin accordance with the principle of non-
retroactivity of laws, the provisions of the regulation apply only to whatfalls on the date of its entry into
force, and its effects do not apply to what occurred before it, in accordance with the principle of non-
retroactivity of laws, and the Circuit accepts the Taxpayer's appeal and cancel the decision of the

AdjudicationCircuitregarding the clause (life insurance expense).

regarding the Taxpayer's appeal on the clause (Notto reduce the adjusted dividend by the p rofitdistributed
from the year's profitfor the years 2016 AD to 2018 AD), With respect to the appeal on the following
amounts SAR(258,112,000), SAR(366,228,058) and SAR (388,069,000) ,and whereas Article (70) of the
Sharia Procedure Lawissued by Royal Decree No. (M/1) dated 22/01/1435 AH stipulates that "The parties
may requestthe courtin any case to record whatthey have agreeduponin acknowledgmentor settlement
orotherwiseinthe caserecord, and the courtshall issue adocumentto thateffect," as stated in paragraph
(1) of Article (70) of the executive regulations of the Sharia litigation law issued by the Minister of Justice's
decision No. (39933) dated 19/05/1435 AH. "If the agreementoccurs before the case is recorded, itis
necessary to documentthe contentofthe case and the response beforerecording the agreement, provided
that the original case is within the jurisdiction of the circuit, even ifthe contentof the agreementis within
the jurisdictionofanother courtor circuit, provided thatthe subjectofthe case or partofitisamongwhat

has been agreed upon,” andBased on the above, and since thiscircuithas confirmedthe end of the dispute
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between the two parties according to what was stated in the letter issued by the authority in the

supplementary memorandum stating that "the authority informs your esteemed circuit after studying the
submitted documentsthatitpartially accepts the Taxpayer's objection..." "Therefore, itis necessary for the
circuit to document the end of the dispute regarding the appeal on the following amounts:" SAR
258,112,000, SAR366,228,058, and SAR 388,069,000. as for the followingamounts: SAR 380,888,000 and
SAR 380,771,942 and SAR 501,431,000, based on paragraph (8) of clause (First) of Article (Fourth) of the
executive regulations for collecting zakat issued by the Minister of Finance's decision No. (2082) dated
01/06/1438 AH, which stated the following: "The zakatbase consists of all the Taxpayer's assets subject to
zakat, including:" 8- The balance of retained earningsfrom previous years atthe end of the year,” and Based
onthe above,and upon reviewingthe case file where the authority arguedthatthe adjusted profit cannot
bereducedasitis consideredareturn on capital, which isan element of the zakatbase, the circuitsees that
these distributions occurred during the year in phased periods (quarterly), resulting in a deficit in the
retained earningsbalance,whichis aresultofthe company's method of distributing profits, and since there
is legal evidence to determinethe necessity ofimposing zakaton wealth thatthe Taxpayer no longer owns
after transferring it to others before the year has passed on it, itis necessary for the circuit to accept the
appeal and cancelthe decision of the circuitregarding the following amounts:" SAR380,888,000and SAR
380,771,942 and SAR501,431,000, and the full deduction of the profitdistributions thatoccurred during

the year from the zakatbase withoutlimitingitto the opening balance of the zakatbase.

with regard to the Taxpayer's appeal on the clause (Loansand the like for the year 2018 AD), the Taxpayer
appeals the decision of the Adjudication Circuitregarding this clause on the basis thatthe loans consist of
financing orders forthe purchase of goods accordingto a tripartite agreement between the company, the
bankand the supplierand the term of these loans is only (105) days and was fullyrepaid on the due dates
duringthe year 2018 AD, and this was clarified in the audited financial statements for the mentioned year,
which is thus fully related to the operational activities of the company. Based on paragraph (First/5) of
Article (4) of the executive regulation for the collectionof zakatissued by Ministerial Decision No. (2082)
dated 01/06/1438 AH, it states that: "The zakat base consists of all the Taxpayer's assets subject to zakat,
including:" 5- Government and commercial loans and other sources of financing such as creditors,
promissory notes, and overdraft accounts owed by the Taxpayer as follows: A- What remains of itin cash
and has completed a year. B- What has been used to finance what s intended for property acquisition. C-
Based onthe above, loans are considered one of the components of the Zakatbase, regardless of the ir type,
source or classification, if they are used to finance assets that are deducted from the Zakat base without
requiring them to turn over, and the Circuit reviewed the documents in the case file, the bank account
statement...And the agreementbetween the company, the bank andthe supplier and the bankstatements
show that the loans were repaid during the year, which makes it necessary for the Circuit to accept the
Taxpayer's appeal and cancel the decision of the Adjudication Circuit regarding the clause (loans and the

like for the year 2018 AD).
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With regard to the Taxpayer's appeal on the remaining clauses, whereas there is no fault for the Circuit to

adoptthe grounds forthe decisionunder appeal withoutadding to them when itassessesthat theser easons
make it unnecessary to introduce anything new, because in upholding them with the content of these
reasons, itis certain thatthe Circuitdid notfind anyobjectionsto the decision thatmerita response beyond
whatwas includedinthese reasons,and whereasitis established that the decision under appeal regarding
the disputed clauseswas consistentwith the valid reasons on whichitwas based and sufficientto support
its decision since the issuing Circuit scrutinized the dispute and came to the conclusionitreached in its
operative part, and since this Circuit did not notice any reason to appeal or comment on itin light of the
defenses raised before it, this Circuit concludes to reject the Taxpayer's appeal and uphold the decision of
the Adjudication CircuitWith respectto the outcomeitreached onthe clauses atissue in the case, bearing

inmind its reasons.

Based on the above and for the grounds stated, the Circuit unanimouslydecided as follows:

Decision:

First: Acceptance ofthe appeal procedurally from its submitter/ Company.., Commercial Registration (..),
Unique Number (...),and the Zakat, Tax and Customs Authority,againstthe decision of the second circuit
regarding the violations and disputesofincome tax in Riyadh with the number (ISR-2022-1134)issued in
case number (ZW-2021-37852) related to the zakatassessmentfor the years from 2016 AD to 2018 AD.

Second: On the Merits:

1- Rejecting the Taxpayer's appeal and upholding the decision of the circuit regarding the clause
(depreciationdifference for the years 2016 AD and 2018 AD).

2-Rejecting the Taxpayer'sappeal and upholding the decision of the circuitregarding the clause (guarantee
fees due for 2016 AD as a provision and the clause of the user from the doubtful debts p rovision for the
years 2016 AD, 2017AD, and2018AD).

3-Regarding the Taxpayer'sappeal on the clause (notdeducting the provisionsfor the years 2017 AD and
2018 AD from the partners' book net profit):

A- Confirming the end of the dispute regardingthe appeal on the amount of SAR 35,633,835 and the

amountof SAR 25,101,468

B- Rejectingthe appealand upholding the decision of the circuit regarding theamount of SAR 305,902.
4-Regardingthe Taxpayer's appeal on the clause (Ordinary expensesfor the years 2016 AD to 2018 AD):

A-The Taxpayer's appeal is rejected, and the decision of the Adjudication Circuit regarding the clause
(Income tax expense)is upheld.
B-The Taxpayer's appeal is rejected, and the decision of the Adjudication Circuit regarding the clause

(Penalty expense paid to the Capital Market Authority) isupheld.
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C-The Taxpayer's appealis accepted, and the decisionof the Appeals Committee regarding the clause (Life

insurance expense) is canceled.

D-The matter regardingthe Taxpayer's appeal on the clause (Withholdingtax) is dismissed.

E-The Taxpayer's appealis rejected, and the decision of the Adjudication Circuitregarding the clause (Fines
expense) is upheld.

5-Regardingthe Taxpayer'sappeal on the clause (non-reduction of adjusted profits by the distributed profit
from the annual profitfor the years 2016 AD to 2018 AD):

A-Establishingthe end of the dispute regarding the appeal on the following amounts: SAR 258,112,000,
SAR 366,228,058, and SAR 388,069,000.

B-The appeal is accepted, and the decision of the Appeals Committee regarding the following amounts is
canceled: SAR380,888,000,SAR 380,771,942, and SAR501,431,000.

6-The Taxpayer's appeal is rejected, and the decision of the Adjudication Circuit regarding the clause
(Rejection of deductions for fixed assetadditions financed fromthe annual profitfor the years 2016 AD to
2018 AD) is upheld.

7-The Taxpayer's appealis rejected,and the decision of the Adjudication Circuitregarding the clause (non-
deduction of deferred revenue write-offs for the year 2016 AD) is upheld.

8-The Taxpayer's appeal is rejected, and the decision of the Adjudication Circuit regarding the clause
(Addition of creditbalances to the zakatbase for the years 2016 AD and 2017 AD) isupheld.

9-The Taxpayer's appealis rejected,and the decision of the Adjudication Circuitregarding the clause (non-
approval of deductions for advance payments for the years 2016 AD and 2017 AD) s upheld.

10-The Taxpayer's appeal is rejected, and the decision of the Adjudication Circuitregardingthe clause (non-
acceptance of deductions for adjustments on retained earnings for the year 2017 AD) is upheld.

11-The Taxpayer's appeal is accepted, and the decision of the Appeals Committee regarding the clause
(Loans and similar for the year 2018 AD) is canceled.

12-The Taxpayer'sappealis rejected,and the decision of the Adjudication Circuitregarding the clause (The

company's claimto calculatezakaton the zakatbase and notthe adjusted profit) is upheld.
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DecisionNo. [R-2024-171810

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-171810

PrincipalNo.50

- Thegoodwillamountandits amortization expense, asrecorded in the audited financial statements

approved by a certified publicaccountant, shall be deductible from the Zakatbase.

Facts
_ O

The appealfiled on 26/01/2023 AD from ..., ID No. (...) Was considered as an agentunder Agency No. (..)

On behalf of the appellant company, the Zakat, Tax and Customs Authority (ZTA), on the decision of the
FirstCircuitof Income Tax Violations and Disputes in Jeddah Governorate (1Z)-2022-2561) issuedin Case
No.(Z-2021-63938) related to the 2015 Zakatassessment, in the case filed by.... Ltd. Vs. The Zakat, Tax and

Customs Authority, in whichthe decision of the Adjudication Circuitruled as follows:

1- Accepting the Plaintiff's objectionto the amortization difference clause.

2- Acceptingthe claimant'sobjection to the investment profits clause.

3- Accepting the Plaintiff's objectionto an clause of profitfromthe sale of property and equipment (cars).
4- Accepting the Plaintiff's objectionto the fixed assets clause.

5- Rejecting the Plaintiff sobjection to the short-term obligations clause.

6- Accepting the Plaintiff's objectionto the allowance for doubtful debts.

7) Rejectthe Plaintiff's objection to the goodwill amortizationclause.

this decision wasnotaccepted by the Taxpayer(...company).the Taxpayer explains that he has attached the
supporting documents and emphasizes that the Zakat, Tax and Customs Authority added goodwill
depreciation expensesin the amountof SAR 500,000 to the net book profit, while deducting the same
amount from the netinvestment,at the same time, it deducted the same amount from the net investment
from the zakat base (Note 6 of the financial statements), and this procedure will lead to the addition of
goodwill twice, once in the net book profit and the other by reducing it from the investment, and for the
equation to be straightfrom the legal and accounting point of view, goodwillamortization expenses must

be added to the amountofthe investmentdeductedfrom the zakatbase.
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This decision was alsonotaccepted by the appellant (Zakat, Tax and Customs Authority). [tsubmitted an

appeal regulation reviewed by the Circuit, where its appeal lies with regard to the clause (profits of
investments). The Authority clarifies that it did not accept the removal of the impact of profits on
investments because the Taxpayerinvests accordingto the fair value, so the profits were recognized within
theincome statementand notaccepted to be deducted fromthe netprofitadjustments. Italso became clear
to the Authority thatthe Taxpayer invests ata rate of (5%) in the modern companyfor the sale of cars and
equipment on credit limited (forward), a distinctive number (3001889638) in the cost method and not
equity method. Itadds thatthe profits of investmentsamountingto SAR(3,537,799) areonly the Taxpayer's
share ofthe distributions, as shown by the daily entry of these profits. Itadds thatthe investmentis one of
the vessel's deductions. The profits resulting fromthese investments are one of the vessel's components by
addingthem from the revenues to reach the net profit. The Authority affirmsthatno addition or deduction
is made exceptby textand the fourth article is specifiedin its clauses (first) and (second) with the elements

to be added to the vessel andthe elements thatare added from the vessel.

regarding the clause (allowance for doubtful debts), the Authority explains that after reviewing and
reviewing the movement of the allowance accordingto the trial balance provided by the Taxpayer, it
requires a) adding the component allowance to the net profitin the amountof SAR (4,529,334),and b)
deductingthe user from the base by takingthe firstperiod balance minusthe user (3,392,875 - 4,797,172)
= SAR(1,404,297),so thatthe netaddition to the base is SAR (3,125,037),therefore, the Authority believes
that the treatmentshould be corrected by treating the componentby addingitto the netprofitand treating
the user in the bowl additions based on the provisions of Article (6) Paragraph (6) of the Executive
Regulations for Zakat Collection andArticle (4) Clause (I/9) of the Regulations, and the Authority maintains
the validity and soundness of its procedure and requests thatits appeal be accepted and that the decision

of the AdjudicationCircuiton the clauses subjectto its appeal be reversed.

on Thursday, 08/02/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presenceofits members whose namesare recorded inthe minutes, via video communication
inaccordance with the proceduresfor remote video litigation; based on the provisions of Clause 2 of Article
15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees issued by Royal Decree
No. (26040) and dated: 21/04/1441 AH; after reviewing the appeal request, the pleadings submitted, the
papers and documents contained in the case file, after deliberation, and since the case is ripe for
adjudication in its current state, the Circuit decides to close the pleadings and reserve the case for

adjudication.

Grounds:
| Grownds 5

Upon reviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
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accordance with the conditionsstipulated in the relevant laws, regulations and decisions, which means that

the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

Onthe merits, the Authority's appeal on the clause (Investment Profits), whereinthe Authority's appeal lies
in the fact that the Taxpayer invests 5% in the Modern Company for the Sale of Cars and Equipment on
Postponed Terms Limited by the cost method and not equity and that the amountin dispute is only the
Taxpayer's share of the distributions, and based on the provisions of paragraph (4/a) of Article (4) of the
Executive Regulations for the Collection of Zakat issued by Ministerial Resolution No. (2082) dated
01/06/1438 AH, on: "Investments in establishments within the Kingdom — Participation with others - If
those investments are subject to zakat collection under these regulations, if the investment in those
establishments is not subject to collection, it shall not be deducted from the base.” With reference to the
attached case file (memorandum in response to the Authority'sappeal), the memorandum of association of
the modern company for the sale of cars and equipment on a postponed basis, and Article (4) shows that
the percentage of the shareholding of {........ } company at a rate of (5%), along with the journal entry
indicating that the disputed amount represents investment profits for the year 2015 AD. Upon reviewing
Note No. (16) of the financial statements regarding investments, it becomes clear that these investments
reflect the company's share of profits from the investee company. The taxpayer's claim that these profits
were subjectto zakatby the modern company does notnegate this conclusion, as no supporting evidence
was provided. Accordingly, the Circuit concludes by accepting the Authority’s appeal and annulling the

decision of the Adjudication Circuit.

Whereas, regarding the Authority's appeal on the clause (Allowance for Doubtful Debts), and where the
Authority's appeal lies inits correcting the treatment by treating the componentby adding it to the net profit
and treating the user in the vessel additions, and based on paragraph (9) of clause (1) of Article (4) of the
Executive Regulations for Zakat Collection issued by the Minister of Finance Decision No. (2082) dated
01/06/1438 AH,whichstipulates that: "The zakatbase consists of all the Taxpayer'sassets subjectto zakat,
including:" 9- Provisions at the beginning of the year (excluding doubtful provisions for banks) a fter
deducting the user during the year." with reference to the case file and the defenses and documents it
contains, itis clear thatthe Taxpayer submitteda statementof the movementofthe allowance account for
doubtful debts, indicating the value of the provisions atthe beginning of the period in the amountof SAR
(3,.392,874) andthe debitbalance duringthe year (bad debts) SAR (4,797,171) and the balance atthe end
of the period in the amount of SAR (3,125,037), and by calculating the credit movement (formed during
the year) in the amountof SAR (4,529,334), therefore, according to the above, itis clear to the Circuitthat
the firstperiod balance of the allowance for doubtful debtsin theamount of SAR(3,392,874),392,874 riyals
was paid in full during the year (as the user amounted to SAR (4,797,171) and a difference of SAR

(1,404,297),thus notadding the provision to the Zakatbase and adding the componentofthe provision to
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the net profit after taking into account the deduction of the user from the provisions in excess of the first

period balance (4,529,334- 1,404,297 = SAR3,125,037), which leads the Circuitto acceptthe Authority's

appeal and cancelthe decisionofthe Circuitof Adjudication.

whereas, regarding the Taxpayer's appeal on the clause (depreciation of goodwill), and where the
Taxpayer's appealliesinthe factthatthe Authority added goodwill depreciationexpenses in the amount of
SAR 500,000 to the net book profit and at the same time deducted the same amount from the net
investmentfrom the Zakatbase, and based on whatis stated in paragraph (3) of Article 4, Section 2 of the
Executive Regulations for Zakat Collection issued by Ministerial Resolution No. 2082 dated 01/06/1438
AH,which stipulatesthat: “Second: The following shall be deducted from the Zakatbase: Intangible assets
such as goodwill and patents.” And in reference to the decision of the appellate committee number (IR-
2023-47727)issuedin case number (Z-2021-47727) and uponreviewing the case file and the defenses
and documents included, it was found that the Taxpayer submitted the audited financial statements
approved bya certified accountantfor the year 2015 AD, and upon reviewing note number (6), itwas found
that the goodwill amountof SAR (5,000,000) was recorded, which represents the goodwill paid in excess
ofthe actual costofthe company'sshare in the invested company's capitaland an amount of SAR (500,000)
as net goodwill, therefore, based on the appellate decision mentionedabovefor the same Taxpayer issued
for a previous year (2010 AD) which includedthe Taxpayer's appeal regarding the goodwill clause andits
amortizationexpenses,which endedin favor of the Taxpayer by acceptinghisappealto ded uct the goodwill
amountand its amortization expense as it is established according to the audited financial statements
approved by a certified accountant, therefore, since the Taxpayer's appeal is similar to the grounds of the
previous decision and the Taxpayer submitted the approved statements for the year 2015 AD which
established the disputed clause, the committee concludes to accept the Taxpayer's appeal and cancel the

decision ofthe Appeals Committee.

Article (70) of the Sharia Procedure Law promulgated by Royal Decree No. (M/1) dated 22/01/1435 AH
stipulates that: "The parties may request the courtin any case to record what they have agreed upon in
acknowledgmentorsettlementor otherwise inthe case record, and the courtshall issue adocumentto that
effect,” as stated in paragraph (1) of Article (70) of the executive regulations of the Sharia litigation law
issued by the Minister of Justice's decision No. (39933) dated 19/05/1435 AH. "If the agreement takes place
before the case is set, the content of the case and the answer must be monitored before the agreement is
recorded, taking into account that the origin of the case is within the jurisdiction of the circuit, even if the
contentofthe agreementiswithin the jurisdiction of anothercourtor circuit, provided thatthe merits of the
case or some of itis among those agreed upon.” Based on the foregoing, and where it was proven to this
Circuitthe Authority's requestto leave the appeal for the clause (depreciation differences) (Depreciation),
(Profits from the sale of property and equipment(cars)),and (Fixed Assets), as stated in the letter issued by

the Authority in the appended memorandum, which contains the following: "The Authority informs your
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esteemed Circuitto abandonits appeal with regard to the above clause specifically and the consequences

ofthe Authority'sappeal for thisclausein accordance with the decision of the Adjudication Circuitin terms

of reasons." Therefore, the Circuitaccepts the abandonmentofthe dispute.

with regard to the Taxpayer's appeal regarding the clause (Short-term obligations), the Circuithas no fault
inadoptingthegrounds forthe decision underappeal withoutadding to themwhen it determinesthatthese
reasons make it unnecessary to introduce anything new, because in supporting the decision with the
content of these reasons, itis clear that the Circuit did not find any objections to the decision that merita
response beyond what is contained in these reasons, and whereasitis evident that the decisi on under
appeal regarding the disputed clauses was consistent with the valid reasons on which it was based and
sufficientto supportits decision since the issuing Circuitscrutinized the dispute and reached the conclusion
itreached inthe operative part of the decision, andsince this Circuitdid notnotice any reason to appeal or
commentonitinlightofthe defensesraised before it, this Circuit concludes to reject the Taxpayer's appeal
and upholdthe decisionof the Adjudication Circuitin its conclusionon the clause (Short Term Obligations),

taking into accountits reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ Co mpany... Commercial registration (..)
number (...) and the Zakat, Tax and Customs Authority, against the decision of the first circuit regarding
violationsand disputes of income tax in Jeddah with number (1Z)-2022-2561) issued in case number ( Z -

2021-63938) related to the Zakatassessmentfor the year 2015AD.

Second: On the Merits:

1- Acceptance of the withdrawal of the dispute regarding the authority'sappeal on the clause (depreciation
differences).

2-Acceptance of the authority's appeal and cancell ation of the decision of the Appeals Committee regarding
the clause (investment profits).

3- Acceptance of the withdrawal of the dispute regardingthe authority's appeal on the clause (profits from
the sale of propertiesand equipment (cars)).

4- Acceptance of the withdrawal of the dispute regarding the authority'sappeal onthe clause (fixed assets).
5- Acceptance of the authority's appeal and cancellation of the decision of the Appeals Committee regarding
the clause (provision for doubtful debts).

6 - The Taxpayer's appeal is rejected and the decision of the Adjudication Circuit regarding clause (short-
term obligations) is upheld.

7 - The Taxpayer's appeal is accepted and the decision of the Circuit regarding clause (goodwill

consumption) iscanceled.
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DecisionNo. [IR-2024-178773

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-178773

Disputes in Riyadh

PrincipalNo.51

- Whenthetaxpayerdeductsassets based ontheirbook values as statedin the financial statements,
inadditionto deducting depreciationdifferences fromthe assets’book values atyear-end and from

the net profit, this resultsin double deduction.

<

The submitted appeal was heard on: 16/02/2023 AD, from the Zakat, Tax and Customs Authority, on the

decision ofthe Third Circuit for Adjudicating Income Tax Violations and Disputesin Riyadh, No. (IFR-2022-
6721) issued in Case No.(Z-2021-87349) related to the Zakatassessmentfor 2016 AD, in the case filed by
the Taxpayer againstthe Zakat, Tax and Customs Authority, inwhich the decision of the Adjudication Circuit

ruled as follows:
1- Disregard the clause (short-termloans for 2016 AD).

2- Cancellation of the Defendant's decision regarding the clause (consumption differences for the years

2016 ADto 2018 AD).

3- Amending the Defendant's decision With respectto the clause "Parties dueto related parties for the year

2016 AD".

4- Amendingthe Defendant's decision With respectto the clause (Reserves payable for constructionwork

in progress for the year 2016 AD).

5- Cancellation of the Defendant's decision regarding the clause (Accounts payable for construction in

progress forthe year 2016 AD).
6- Amendingthe Defendant's decision With respectto the clause (allocations provided for 2018 AD).
7.Rejectall other objections.

as this decision was not accepted by the appellant (Zakat, Tax and Customs Authority), it submitted a list
ofappeals, which wasreviewed bythe Circuit, wherethe Authority's appeal lies onthe clause (depreciation
differences for the year 2018 AD), the Authority explained that it did not accept the deduction of

depreciation differencesbecausethe Taxpayer discounted theassets based on thenetbook valueaccording
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to the financial statementsofthe years in dispute, and when studying the objection and after reviewing the

links, itturned out that the Taxpayer discounted the assets at the book values mentioned in the lists in
addition to deducting the depreciation differences from the net profit therefore, the Taxpayer's procedure
isincorrect,andwhatthe Authority did was to exclude the differences because the Taxpayer discounted the
assets accordingto the book values, and therefore the straight-line method was reversed and taken into
accountwhen discounting the assets from the deductions of the base, and therefore the differences should
notbe deducted from the netprofit,andin lightof the above, the Taxpayer'sobjectionwas rejected based
on Article 4 paragraph (1) of Clause 2 of the Zakat Collection Regulation:" The net value of fixed assets
(property assets) and any payments for the purchase of fixed assets, and the value of spare parts not
intended for sale, provided that these assets are owned by the Taxpayer - unless there is an obstade
preventing the transfer of ownership - and thatthey are usedin the activity." the Circuitissuing the decision
under appeal also annulled the Authority's decision because the Defendant provided evidence that it had
followed the straight-line method in the Zakat Collection Regulation. The Authority responds that the
Circuit's conclusion isincorrect, as the Authority did not accept the deduction of depreciation differences
because the Taxpayer discounted the assets based on the net book value according to the financial
statements, and after reviewing the links, itwas found that the Taxpayer discountedthe assets at the book
values in the lists in addition to deducting depreciation differences from net profit, and therefore the
Taxpayer's procedure is incorrect and what the Authority did was to exclude the difference. for 2018 AD:
Authority states that it deducted the linkage SAR (410,364,996), which is higher than the Taxpayer's
declarationof SAR (404,881,325) and a difference of SAR(5,483,671), which is the same amount thatwas
returned to the netprofitabove fromthe depreciation difference, which meansthatthe impacton the Zakat
base is zero, as the processing was done correctly and the Auth ority upholds the correctness and integrity
ofits procedure andrequests thatits appeal be accepted andthe decision of the Dispute Adjudication Circuit

regardingthe clause under appeal be overturned.

On Sunday, April 14,2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes met via
videoconferencein accordance with the proceduresfor remote videoconferencing; based on the provisions
of Clause 2 of Article 15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees
issued by Royal Decree No. (26040) dated: 21/04/1441 AH; after reviewingthe appeal, after examining the
contents of the case file, and after deliberating according to the law, and as the Circuit did not find it
necessary for the parties to the appeal to be present, the Circuitdecided to close the pleadingsand reserve

the case foradjudication.

Grounds:
| Grownds 5

Upon reviewingthe case documents and the appeal listsubmitted by the Authority, the Circuitfound that

the conditionsfor considering the appeal procedurally aremetin accordance with the conditions stipulated

in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
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because it was submitted by a competent party and within the statutory period pres cribed for conducting

it.

Onthe merits, the Authority'sappeal regarding the (2018 consu mption differences) clause, the Authority's
appeal is to challenge the Adjudication Circuit's acceptance of the Taxpayer's objection regarding the
disputed clause, claiming thatthere is adoublededuction. Based on paragraph number (1) of clause (2) of
article four of the executive regulation for collecting zakat issued by Ministerial Decision number (2082)
dated 01/06/1438 AHwhich stated: "The followingshallbe ded ucted from the zakatbase: 1- Fixed assets,
including the following: The netvalue of fixed assets (acuisition assets) and any payments made for the
purchase offixed assets, as wellas the value ofspare parts notintended for sale, provided thatsuch assets
are owned by the taxpayer — unless there is a legal restriction preventing the transfer of ownership —
and that they are used in the business activity. This is based on paragraph (2) of Article (7) of the Executive
Regulations for Zakat Collection issued by Ministerial Resolution No. (2082) dated 1/6/1438 AH, which
states: "Fixed assets are depreciated according to the straight-line method and their depreciation rate is as
follows: ...". Based on the above, and upon reviewingthe case file, it became cl ear that the dispute lies in
that the Taxpayer deducted the assets atthe book values statedin the statements in addition to deducting
depreciation differences from the assets at book values at the end of the year and also deducting
depreciation differences from the net profit, indicating the existence of double deduction, and what the
authority did wasto add the clauseto the netprofitin the amount of SAR(5,483,671) forthe year2018 AD,
and that the Zakat treatment s to deduct the depreciation expense from the net profitand also calculate
the bookvalue offixedassets atthe end of the year according to the financial statements and deductit from
the Zakatbase, which leads the Circuitto partially acceptthe authority'sappeal andamendthe decisi on of

the Circuitregarding thisclause.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

1- Acceptance of the appeal procedurallyfrom the Zakat, Tax, and Customs Authority against the decision
of the third circuit regarding violations and disputes of income tax in Riyadh numbered (IFR-2022-6721)

issued in case number(Z-2021-87349) related to the zakatassessmentfor the year 2018 AD.
2- Onthe merits:

Partially accepting the authority's appeal and amending the decision of the Circuit regarding clause

(depreciationdifferencesfor the year 2018 AD).
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DecisionNo. IR-2024-192511

Appellate Committee for Tax Violations and Disputes
First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-192511

PrincipalNo.52

- Necessary and essential expenses incurred to carry out the activity are considered deductible

expenses.

Facts
_ &

The submitted appeal was heard on: 19/04/2023 AD, from/ ..., National ID No. (..)inhis capacity as Vice

Chairman of the Board of Directors of the Appellant Company underits Articles of Incorporation, on the
decision ofthe First Circuit for Adjudicating Income Tax Violationsand Disputes in Jeddah Governorate No.
(12)-2023-97598) issued in Case No. (Z-2022-97598) regarding the estimated Zakat assessment for the
year 2018 AD, in the case filed by the Appellantagainst the Zakat, Taxand Customs Authority:

1-Rejecting the claimant's objection regardingthe 2018 AD investments clause.

2-Rejecting the Plaintiff sobjection regarding the 2018 AD dividend clause.

3-Rejecting the Plaintiff'sobjection regarding the exclusion of overchargedsocial insurance expenses.
4- Rejecting the Plaintiff'sobjection with regard to the rental expense differences clause.

5-The Plaintiff's objection regarding the trade receivablesclauseis rejected.

6- Rejectthe Plaintiff's objection regarding the employee benefits clause.

7-Rejectthe Plaintiff's objection regarding the accrued expenses and vacationallowance.

8- The Plaintiff's objection With respectto the clause OtherCreditsis dismissed.

9- Rejecting the Plaintiff'sobjection regarding the liability clause for investmentin subsidiaries.

Since this decision wasnotaccepted by the Taxpayer (... Company), itfiledalistofappeals, whichincuded

the following:

The taxpayer objects to the decision of the Adjudication Circuitunderappeal, claiming thatwith respect to
the clause “Investments,” the company disagrees with the Authority’s treatment and the Circuit’s decision

on the method used to calculate deductible investments in subsidiaries. Before delving into the technical
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and accounting aspects of investment deductions, the taxpayer notes that the Authority and the Circuits
rejection of the company’s approach — deducting investments based on their reported value in the
company’s audited financial statements — lacks legal basis. The referenced regulation does not require
calculating the investment’s value based on the financials of the investee companies, which led to these
discrepancies. The company’sactivity includes establishing, managing, operating, and maintaining a clinic,
aswellastheimportand export, wholesale andretail trade of medical products, cosmetics, and sunglasses,
and the establishmentand maintenance of healthinstitutes, fitnessand wellness centers, medical factories,
and hospitals. The company deducts its investments based on its own audited financials and submits a
detailed breakdown of investment movements each year within its zakat filings. These filings take into
account any adjustments to the investment balance related to components that have already been
subjected to zakat at the level of the investee company — for example, dividend distributions from the
investee’s net income — in accordance with the Executive Regulations on Zakat Collection and the
principles of Islamic Sharia to prevent double zakat on the same asset within the same year at the group
level. The company’s investments are in subsidiaries, meaning entities controlled by the company, where
control exists when the company has the ability to directly govern the financial and operational policies of
another entity to benefitfrom its activities. Financial statements o f subsidiaries arenot consolidated where
the intention is to retain the investment temporarily, or where the subsidiary is subject to significant
restrictions limiting its ability to transfer funds to the parentcompany, or wherethe subsidiary’s financials
areimmaterial. The company respectfullysubmits to the Honorable Committee thatthe Authority’s method
for calculating deductible investments is inconsistent with zakatregulationsand bylaws. The zakat bylaws
do notrequire deductible investments to be calculated as a product of the ownership percentage and the
equity of the investee company. Rather, the starting point is the taxpayer’s zakat declaration and its
supporting audited financial statements, which reflect the allowable investment values afte r adjustments
forthe company’s share of the investee’sresults. with regard to the Taxpayer'sappeal regardingthe clause
(dividendsof SAR 3,000,000), the Taxpayer explained thatthe company does notagree with the Authority's
treatment and the decision of the Adjudication committee, in addition, the company wishes to point out
that the Authority rejected the supporting documents for the payment of SAR 3,000,000, in this regard, the
company wouldliketo clarify thatsuch classifications areautomatically determinedin accordancewith the
electronic banking system defined by the Saudi Central Bank, which was not formed to comply with the
requirements of the Authority and the Executive Regulations for the collection of Zakat, and therefore the
rejection of the Authority and the Adjudication Committee above is notjustified. regarding the Taxpayer's
appeal regarding theclause (Rental Expense), the Taxpayer explained thatthe company does notagree with
the Authority's treatment of excluding the above amount, as these amounts represent other rents, and these
expenses areclassifiedwithinthe costofrevenueaccording to the audited financial statements,and the fact
that the Authority introduced the above amendments violates the provisions of Article 5 of the Zakat

Executive Regulations issued by Ministerial Decision No. (2082) dated 01/06/1438 AH, which allowsthe




ai8ynally duyrilly digill lal dolall ailo

General Secrelariat of Zakat, Tax and Customs Commillees

deduction of all ordinary and necessary expenses, whether paid or accrued, up to the net result of the

activity. Accordingly, these expensesare basicand necessary businessexpenses for the company.
gly p y p pany

on Monday, June 24, 2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presenceofits members whose namesare recorded inthe minutes, via video communi cation
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No.: (25711) and
dated: 08 /04 /1445 AH, after reviewingthe appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.

Grounds:
| Gowds 5

Uponreviewing the case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordancewith the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
becauseitwas submittedby a competentpersonand within the statutory period prescribed for conducting
it.

On the merits, the Taxpayer's appeal relates to the clause (Investments), and the Taxp ayer's appeal lies in
objecting to the decisionofthe Adjudication Circuitregardingthis clause,as he claims that the investments
were deducted according to the company'sshare in the investee companies, as the value of the investment
was determined according to the financial statements of the investee companies. based on the provisions
of paragraph (10) - Equity Method - IAS 28: "Underthe equity method, on initial recognition, an investment
in an associate or joint venture is recognized at cost, the carrying amount s increased or decreased to
recognize the investee's share of the investee's profit or loss after the acquisition date, and the investee's
share ofthe investee's profitorlossis recognized inthe investee's profitor loss. dividends recei ved from the
investee reduce the carrying amount of the investment. adjustments to the carrying amount may also be
necessary for changes in the investee's proportionate share of the investee arising from changes in the
investee's other comprehensive income. such changes include those arising from the revaluation of
property, plantand equipment and foreign currency translation differences. the invested entity's share of
these changes shallbe recognized within the other comprehensive income of the invested entity.” Based on
Article (4) Clause (Il) Paragraph (4/a) of the Zakat Collection Regulation issued by Ministerial DecisionNo.
(2082) dated 01/06/1438 AH, which stipulates that "The followingshall be deducted from the zakat base:"
4- (A):"Investments in establishmentswithin the Kingdom — Participation with others - If those investments
are subject to zakat collection under these regulations, if the investmentin those establishments is not
subjectto collection, itshallnotbedeductedfromthe base.” Based on the above, as itis clear thatthe dispute

is that the Taxpayer is required to discount the balance of investments in subsidiaries as recorded in their

288
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financial statements, butthe Authority hasdiscountedthe investmentbalance by the company's percentage

of ownership in the equity of the subsidiaries at the book value of the investee's equity, and Based on the
above, where the investment is accounted for using the equity method, thatis, the purchase cost when
acquiring theinvestmentand notthe book value of the subsidiary's equity, this may resultin differences in
the value ofinvestmentson the acquisitiondate in the books of the investor and the books of the investee

dueto the difference between the bookvalueofthe investmentand the eq uityofthe investee.

regardingthe Taxpayer's appealregarding the clause "Dividends of SAR 3,000,000", the Taxpayer'sappeal
lies in objecting to the decision of the Adjudication Circuit regarding this clause, as he claims to have
submitted supportingdocuments. According to paragraph (8) of clause (First) of Article (4) of the executive
regulations for the collection of Zakat issued by the Minister of Finance's decision No. (2082) dated
01/06/1438 AH, which stated the following: "The zakat base consists ofall the Taxpayer's assets subject to
zakat, including:" 8- The balance of carried forward profits from previous yearsatthe end of the year." Based
on the above, and since the dispute is limited to the Taxpayer's claim to deduct the amounts of SAR
(3,000,000) and SAR (1,707,448), and upon reviewing the documents submitted, it appears that the
Taxpayersu bmittedabankstatementd istributingthe amount SAR of (3,000,000) to the company ..., which
leads the Circuitto acceptthe Taxpayer'sappealand annul the decision of the Dissolution Circuit regarding

this clause because itis proven thatthe funds lefthis liabilitybefore the lunar calendar.

regarding the Taxpayer's appeal regarding the clause (Rental Expenses), where the Taxpayer's appeal liesin
objecting to the decision of the Adjudication Circuitregarding this clause,as he claims thatitis an essential
and necessary businessexpense for the company. Based on the textof paragraph (1/A) of article (5) of the
executive regulation for Zakat collection issued by Minister of Finance decision number (2082) dated
01/06/1438 AH related to the expenses thatcan be deducted which stated that: "All ordinaryand necessary
expenses required for the activity are deductible whether paid or accrued to reach the net result of the
activity provided that the following controls are met:" A- The expense must be actual and supported by
documentary evidence or otherindications thatallowthe authority to verify its validity, even ifitrelates to
previous years. Basedon the above, andsincethe disputeis overexcluding rental expense differences from
net profit,and since necessary and essential expenses to achieve the activity are deductible expenses, and
since the decisionto dismissis based on the dispute being documentary, and uponreviewingthe submitted
documents, itappears that the Taxpayer has provided several lease contracts, which leads the circuit to

acceptthe Taxpayer's appeal and cancelthe decisionofthe circuit regarding this clause.

withregard to the Taxpayer'sappeal on the remainingclauses inthe case, the Circuitis notto be faulted for
adopting the grounds for the decision underappeal without adding to them when it assesses that these
reasons make it unnecessary to introduce anything new, because in upholding them with what these
reasons contain, itis certain thatitdid notfind any objectionsto the decision that merita response beyond

whatis contained in these reasons as the issuing Circuitscrutinized the dispute and reached the cond usion
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itreachedinits operative part,and as this Circuitdid notobserveany reason to appeal or commentonitin

light of the defenses raised before it, this Circuit concludes to reject the Taxpayer's appeal and uphold the
decision of the Adjudication Circuit With respect to the outcome it reached on the clauses atissue in the

case, bearingin mind its reasons.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ Company .., commercial register (..,

Unique number (...) Againstthe decision of the first circuitfor adjudicating violations and disputes of income
tax in Jeddah Province with number (1Z)-2023-97598) issued in case number (Z-2022-97598) related to

the estimated zakatassessmentfor the year 2018 AD.

Second: On the Merits:

1- Acceptthe Taxpayer's appeal and cancel the decision of the circuitregarding clause (investments).
2-Regarding the Taxpayer's appeal on clause (dividends):

A- Acceptthe Taxpayer's appeal and cancel the decision of the circuit regarding (in the amountof SAR

3,000,000).

B- Reject the Taxpayer's appeal and uphold the decision of the circuit regarding (in the amount of SAR
1,707,448).

3-Reject the Taxpayer's appealand uphold the decision of the circuitregarding clause (exclusion of social

security expenses loaded with increases).
4- Acceptthe Taxpayer's appealand cancelthe decision of the circuitregarding clause (rental expenses).

5- Rejectthe Taxpayer's appealand uphold the decision of the circuitregarding (various clauses represented

in (creditcommercial accounts, employee dues, accrued expensesand vacation pay, othercreditbalances).

6- Rejectthe Taxpayer's appeal anduphold the decision of the circuitregarding clause (adding a liability for

investmentin subsidiaries).
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DecisionNo. [IR-2024-169240

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputesin Riyadh Case No. /-2023-169240

PrincipalNo.53

- Contractrevenue is recognized as part of the income statement in the accounting period during

which the work is performed. Accordingly, revenues from work are accounted for based on the
percentage of completion, in accordance with the requirements of the applicable accounting

standards.

Facts
_ &

the appeal filedon 12/01/2023 AD by ... company, againstthe decision of the Third Circuitfor Adjudicating
Income Tax Violations and Disputes in Riyadh, No. (ITR-2022-6014) issued in Case No. (Z-2021-47205)

related to the 2018 AD Zakat assessment, in the case filed by the appellant against the Zakat, Tax and

Customs Authority, inwhichthe decision of the AdjudicationCircuitruled as follows:

Acceptance of the Plaintiff's objection/ Company ... (Commercial Register No. ...), appeals the decision of

the Defendant/Zakat, Tax and CustomsAuthority on the formal aspectand rejects iton the meritsaspect.

Since this decision wasnotaccepted by the Taxpayer(‘.. Company), itfiledalistofappeals,whichincluded

the following:

the Taxpayer disputes the decision of the Adjudication Circuit, claiming that with regard to the clause "Other
Expenses (a) regarding the amountof SAR 1,580,617 the expense is related to and incurred for the purpose
of practicingthe activity, isaccounted for in the company'sbooksand records, is supported by supporting
documents, andis adeductibleexpense basedon Article 5(1) of the ZakatExecutive Regulations, andis not
a capital expense; the Taxpayer submitted an analytical statement the Taxpayer submitted an analytical
statement about the expenses and a set of sample invoices in addition to an analysis of the value of the
expense and proof of paymentofthe expense, asthe dispute is documentary and the Taxpayerhas the right

to submitall documents ifthey are availableaccording to Article (1909) of the Shari'ah Procedures Law.

the Taxpayer claimsthatthe expenseis relatedand incurred for the purpose of practicingthe activity andis
accounted for in the company's books and records and supported by supporting documents, and is
considereda deductible expensebased on paragraph (1) of Article (5) of the Executive Regulations for Zakat

Collection,anditis nota capital expensethe Taxpayer submitted an analytical statementon the expenses
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and asetofinvoices asasamplein additionto an analysis of the value of the expense and proof of payment

ofthe expense, as the dispute is documentary and the Taxpayerhas the right to submitall documentsif they
are available basedon Article (1909) of the Shari'ah Procedures Law. the Taxpayer claims thatthe Authority
added an unauthorized estimatedrevenueclause to the Zakatbasein theamountof SAR 2,033,856, despite
the fact that the Taxpayer has audited financial statements approved by a certified public accountant and
consistent with the Zakat declaration submitted by him, and the revenues shown in the Zakat base are
identical to the revenues shown in the financial statements in the amount of SAR (48,519,202,47)the
attached analysis shows the movement of revenues according to the percentage of completion with the
total revenues during 2017 AD and2018 AD and what has beeninvoiced. Therefore, the Taxpayer confirms
that his total revenues in the Zakatdeclarationand financial statements includethese estimated revenues
because they are the total invoices issued from the project, which represents a Zakat enrichment. the
Taxpayeralso objects to the clause (Other expenses (b) regarding the amountof SAR832,168) (Expenses
charged from the head office), (Salaries and wages differences and support for the Circuit's decision), and
(Accounts payable balances). Therefore, the Taxpayer requests the reversal of the decision of the

AdjudicationCircuitunder appealfor the above reasons.

on Monday, January 29, 2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes met
via video conferencing in accordance with the procedures for remote video litigation; based on the
provisions of Clause No. (2) of Article Fifteen of the Rules of Work of the Tax Violations and Disputes
Resolution Committees issued by Royal Decree No. (26040) and dated: 21/04/1441 AH; after reviewing
the appeal, after examining the contents of the case file, and after deliberating accordingto the law, and as
the Circuitdid notfind it necessary for the parties to the appeal to be present, the Circuit decided to close

the pleadings andreserve the case for adjudication.

Grounds:
| Grounds 5

Upon reviewingthe case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordancewith the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
because itwas submittedby a competentpersonand within the statutory period prescribed for conducting
it.

Onthe merits, as for the Taxpayer's appeal regarding the clause "Other Expenses (A) for SAR 1,580,617, the
Taxpayer's appealisthatthe expenseisrelated andincurredfor the purpose of practicing the activity andis
accounted for in the company's books and records and supported by supporting documents and is
considered a deductible expense and is not a capital expense; the Taxpayer submitted an analytical
statement of the expense and a set of invoices as a samplein addition to an analysis of the value of the

expense and proof of paymentofthe expense. Where paragraph 1(/Second) of Arti cle (5) of the executive
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regulation for the collection of Zakat issued by Ministerial Decision (2082) dated 01/06/1438 AH states:

"All ordinary and necessary expenses required for the activity shall be deducted whether they are paid or
accrued, leading to the netresultofthe activity, provided thatthe following controls are met: A- [tmust be
an actual expense supported by documentary evidence or other indications that enable the authority to
verify its validity, even if related to previous years. B- It must be related to the activity and not related to
personal expenses or other activities. in the event that an expense of a capital nature is included in the
expenses, the result of the activity shall be adjusted and the fixed assets shall be included and amortized
accordingto the statutory rates." Article 6(2) of the Law stipulatesthatexpensesthatmay notbe deducted
shall be: "Expenses for which the Taxpayer is unable to substantiate the expenditure by supporting
documents or otherevidence." Article 20, paragraph (3) of the Code alsostipulates: "The burden of proving
the accuracy of whatis stated in the zakat declaration of the Taxpayer regarding clausesand any other data
lies with the Taxpayer, and if he is unable to prove the accuracy of whatis stated in his declaration, the
authority may not approve the clause that is not proven by the Taxpayer or may impose an estimated
assessment according to the authority's perspective in light of the circumstances and facts related to the
case and the information available to it." Based on the above, and where the Taxpayer's objection is that
these expenses should be deducted because they are valid and incurred for the purpose of practicing the
activity, while the Authority argued thatitmaintains the validity and integrity of its procedure and requests
that the decision of the Adjudication Circuitbe upheld, and where itis established by law thatall ordinary
and necessary expenses to achieve income may be deducted provided they are supported by supporting
documents, and with reference to the documents submitted, namely (financial statements, statement of
total expenses, statementofaccountreport, samplesofinvoicesand journal entries),and where we did not
find in the financial statements an adequate and clear description of the nature of these alleged expenses
whereas, we did notfind in the financial statementsa sufficientand clear description of the nature of these
alleged expenses, and after reviewing the submitted statement, the Taxpayer clarifies the existence of
several expensescategorizedas (12) relatedto the disputed clause, and throughthe documents submitted
by the Taxpayer,samples were selected and matched with the submitted statementof accountas follows:
1/ (Expensesfor the removal of waste for projects) with avalue of SAR(375,811) (The Taxpayersubmitted
registration No. 00004304 andthe supporting invoiceswithavalueof SAR19,500 andwhatis proven and
paid), 2/ (Expenses for concrete works for projects) with avalue of SAR(475,143) (The Taxpayersubmitted
several invoices related to a company ...), 3/ (Backfilling expenses) with a value of SAR(635,813) (The
Taxpayer submitted an invoice for an institution .... (SAR 32,915), 4/ (Project Equipment Expenses) (SAR
93,850) (The Taxpayer provided one of two samples, an organization ... therefore, since the Taxpayer
proved that he incurred the disputed expenses by submitting sample documents and invoices to support
his objection, the Circuit concluded by accepting the Taxpayer's appeal and canceling the decision of the

AdjudicationCircuitin this clause.
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with regard to the Taxpayer's appeal regarding the clause (Expenses for the rental of machinery and
equipment), the Taxpayer's appeal lies in the fact that the expense is related and incurred for the purpose
of practicing the activity and is accounted forin the books and records of the company and supported by
supportingdocuments and is considered a deductible expense and is not a capital expense; the Taxpayer
submitted an analytical statementonthe expense anda setof invoicesas a samplein addition to an analysis
of the value of the expense and proof of payment of the expense. Where paragraph 1(/Second) of Article
(5) of the executive regulation for the collection of Zakat issued by Ministerial Decision (2082) dated
01/06/1438 AH states: "All ordinary and necessary expenses required for the activity shall be deducted
whether they are paid or accrued, leading to the net result of the activity, provided that the following
controls are met: A- Itmustbe an actual expense supported by documentary evidence or other indications
thatenable the authority to verify its validity, even if related to previous years. B- [t mustbe related to the
activity and notrelated to personal expenses or other activities. in the event that an expense of a capital
nature is included in the expenses, the result of the activity shall be adjusted and the fixed assets shall be
included and amortized according to the statutory rates." Article 6(2) of the Law stipulates that expenses
that may not be deducted shall be: "Expenses for which the Taxpayer is unable to substantiate the
expenditurewith supporting documents or other evidence.” Based on the above, andwhere the Taxpayer's
objectionis thatthese expensesshouldbe deducted because they are validand incurredfor the purpose of
practicing the activity, whilethe Authority argued thatitmaintainsthe validity and integrity of its procedure
and requests thatthe decision of the Adjudication Circuitbe upheld, and upon reviewing the case file; and
where the Taxpayer provided the documents represented in (financial statements, statement of total
expenses for renting machinery and equipment, account statement report showing description, date and
movement, invoice samples, paymentsamples, andjournal entries); and wherethe Taxpayer provided the
documents represented in (financial statements, statement of total expenses forthe rental of machinery and
equipment, statement of account report showing description, date and movement, invoice samples,
paymentsamples and journal entries) after reviewing the documents submitted by the Taxpayer, it was
found thatthe documents submitted are sufficientto supportthe Taxpayer'sappeal thathe incurred these
expenses, as the balances in the submitted statements match the balances shown in the finandial
statements, and he also provided proof of payment of these expenses, which means that the Taxpayer is
entitled to deduct these expenses from his Zakat base, which leads the Circuitto accept the Taxpayer's

appeal and annulthe decision of the Adjudication Circuiton this clause.

whereas, regarding the Taxpayer's appeal regarding the clause (Revenues according to the unauthorized
percentage of completion), his appeal lies in the fact that the Authority added an unauthorized estimated
revenue clause to the Zakat base in the amount of SAR 2,033,856, although the Taxpayer has audited
financial statements approved by a certified public accountant and consistent with the Zakat declaration
submitted by him, and the revenues shown in the Zakat base match the revenues shown in the financial

statements in the amountof SAR (48,519,202,47).the attached analysis shows the movementof revenues
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according to the percentage of completion with the total revenues earned during 2017 AD and 2018 AD
and whatwas invoiced. Where paragraph (4) of clause (First) of Article (Fourth) of the executive regulation
for the collection of Zakat issued by Ministerial Decision No. (2082) dated 01/06/1438 AH states: "The
zakat base consists of all the Taxpayer's assets subject to zakat, including: 4- The revenues presented that
have completedayear."The accounting standard for construction andservice contracts issued by the Saudi
Organization for Certified Public Accountants, approved by the Board of Directors in Decision No. (2/3)
dated 28/02/2009 AD states: "3/3 Recognition and measurement of revenue and expenses. 1/3/3 At the
date of the statementoffinancial position, whenitis possible to estimate the outcome of the contract with
a reasonable degree of certainty — recognize the revenue and the costs associated with the contract as
revenues and expenses, and measure them based on the percentage of completion method. (Paragraph
113) 4/3/3 The percentage of completion method requires matching the contract revenue with the costs
incurred up to the date of reaching the specified percentage of completion, resulting in amounts for both
revenue and expenses and profits or lossesrelated to the completed parto fthe contract, which have been
presented in the financial statements. Paragraph 116.5/3/3 According to the percentage of completion
method, the contract revenue must be recognized within the revenues in the income statement for the
accounting periodin which the workwas completed, and the contract costmust be recognized asexpenses
intheincome statementfor the accounting periodsin which the related work was completed. The expected
increase in the total cost of the contract over its total revenue must be charged to the income statement,
according to paragraph (129)." Based on the foregoing, and where the Taxpayer's objection to the
amendment of the Authority regarding this clause is disputed because the revenues disclosed in the
declarations are identical to the financial statements submitted, while the Authority argued thatitrequests
the response of the Taxpayer's appeal and the support of the decision of the Adjudication Circuit, and to
reflect on the subject of the dispute, and where the Taxpayer's activity is represented in construction and
contracts,and where the Taxpayersubmitted the fi nancial statements, the statementof account, and a table
to follow up the contracts, whichshows the revenues according to the percentage of completionto date in
the amountof SAR(227,175,582) andthe revenuesaccordingto the percentage of completion duringthe
previous years in the amount of SAR (189,616,563); This means that the revenues according to the
percentage of work completed during the year amounting to SAR (37,559,019), whichis disclosed in the
Zakat declarations and conforming to the approved financial statements, and according to the method of
completion, the contractrevenue is recognized in the income statementin the accounting periodin which
the workwas completed, and the costof the contractis recognized as expenses in the income statementin
the accounting periods in whichthe related work was completed, and therefore the revenues of suchworks
are recognized accounting according to the percentage of work completed in accordance with the
requirements of the approved accounting standards, and since the audited financial statements are based

onthe presumption of validity Andsafety, andsince theauthority did notsubmitanything challenging these
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lists, which leads the Circuit to accept the Taxpayer's appeal and cancel the decision of the Adjudication

Circuitin this clause.

Regarding the remaining clauses subject to the lawsuit, there is no fault with the Circuitin adopting the
grounds of the decision under appeal without adding to them when it deemed that those reasons are
sufficientwithoutmentioning anything new, because in its endorsement of them with whatthose reasons
contained, itis confirmed that it did not find in what was directed against the decision by way of appeals
anythingthatdeservesaresponse with more than whatthose reasons contained. Sincethis is the case,and
itis established that the decision subject to appeal regarding the dispute concerning the clauses under
appeal camein accordance with the validreasonson whichitwas based and which are sufficient to support
its judgment, as the Circuitthat issued itundertook to examine the essence of the dispute therein and
concluded regarding it with the resultit reached in its operative part. Since this Circuit did not observe
anythingthatcalls for correctionor commentregardingitinlight of whatwas presented by way of defenses
raised before it, this leads this Circuitto rejectthe Taxpayer's appealand uphoId the Adjudication Circuits
decision subject to appeal in what it concluded as a resultin the remaining clauses subject to the lawsuit,

based onits grounds.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ Company .., commercial register (..)

Unique number (...) Against the decision of the third circuit for adjudicating violations and disputes of
income taxin Riyadh with number (ITR-2022-6014) issued in case number(Z-2021-47205) related to the
Zakatassessmentforthe year 2018 AD.

Second: On the Merits:
1- Regarding clause (Other Expenses):

A. Accepting the Taxpayer's appeal and canceling the decision of the adjudication circuit regarding the

amountof(1,580,617).

B. Rejecting the Taxpayer's appeal and affirming the decision of the adjudication circuit regarding clause

(832,168).

3 - Acceptingthe Taxpayer's appeal and canceling the decision of the adjudicationcircuit regarding clause

(Expenses for renting machines and equipment).

4 - Rejecting the Taxpayer's appeal and affirming the decision of the adjudication circuit regarding dause

(Expenses charged from the head office).
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5 - Rejecting the Taxpayer's appeal and affirming the decision of the adjudication circuit regarding clause

(Salary and wage differences and affirming the decision of the circuit).

6 - Acceptance of the Taxpayer's appeal and cancellation of the decision of the Circuit regarding clause

(revenues according to the unauthorized percentage of completion).

7 - Rejection of the Taxpayer's appeal and affirmation of the decision of the Circuit regarding clause

(accounts payable balances).
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DecisionNo. [R-2024-178265

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-178265

PrincipleNo.54

- The entire adjusted netprofitforthe yearis subjectto Zakat, asitis consideredareturn on capital,

regardlessofwhetherafull lunaryearhas passed or whetherithas been distributed.

Facts
_ &

the appeal filed on 14/02/2023 AD, from / Company ... and the Zakat, Tax and Customs Authority (ZTA),

onthe decision of the Second Circuitfor the Adjudication of Income Tax Violations and Disputes in Riyadh
(ISR-2022-1977)issuedin Case No. (Z-2021-83160) relatedto the 2020 AD Zakatassessment, in the case

filed by the Taxpayer againstthe Zakat, Tax and Customs Authority:
The claimisaccepted procedurallyand on the merits:

1- Amending the Defendant's procedure with regard to the clause of excluding dividends paid from the
year's profitfor 2020 AD, by deducting the remaining amount of dividends paidin excess of the balance of

retained earningsatthe beginning of the period from the Zakatbase (year's profit).

2- Rejecting the claim regarding the clause of excluding the financing of assets from the general profit for

2020AD.

since this decision was notaccepted by the parties, each ofthemfiled alistofappeals, whichincluded the

following:

regarding the Taxpayer's appeal, it submitted a list of appeals, which was reviewed by the Circuit, which
stated that the Taxpayer requests thatits appeal be accepted and that the decision of the Adjudi cation

Circuitbe overturned.

the decisionwas notaccepted by the Zakat, Taxand Customs Authority, whichfiled its appeal against the

challengeddecision by means ofan appeal regulationthatincluded the followingsummary:

With regard to the Authority'sappeal against the decision of the Adjudication Circuit, its appeal may be with
regard to (excluding the dividends paid from the profit for the year 2020 AD), as the Appellant (the
Authority) demands the cancellation of the Circuit's decision on this clause on the basis that what the

Taxpayer is claimingis the deduction of dividends from the net profit for the year and this treatment s
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baselessasitwas notmentioned in the executiveregulationsfor the collection of Zakat. The Authority also

confirms thatthe executive regulations for the collection of Zakatissued by Ministerial Decision No. 2216
dated 07/07/1440 AH stipulated that The Authority explicitly states that the adjusted net profit is one of
the funds subjectto Zakatin paragraph (7) of Article (4). Therefore, deducting partof the profits distributed
from the netincome means thatthis profitis notsubjectto Zakat. The Authority also clarifies that Chapter
11 (Article 8 and 9) of the Executive Regulations for the Collection of Zakat issue d by Ministerial Decision
No. 2216 dated 07/07/1440 AH, clarified how the result of the activity is modified, and did notinclude
whatallowsdeducting the dividends from the profitof the year as anamendmentto the result of this activity
on the one hand. On the other hand, the Authority clarifies that the profits are not necessarily They are
absorbed incash until the completion of the property isaddressed, as the companies rely on the calculation
of profits on the basis of accrual in the sense of listing revenues despite the fact that they were not collected
in cash, and bear the expenses due despite the fact that they were not paidin cash. From this, it becomes
clear that the profit does not necessarily meet the full property condition. In response to the view of the
Taxpayer regarding the non-conversion of the profits, the Authority clarifies that the jurisprudential
characterization of profits as money benefited fromthe growth of the firstcapital, which is the capital, and
growth may be by the nature of the thing or by work. Growth is more general than profit, as well as itis
called the yield resulting from the exploitation of exploitations. These profits are added to their origin and
are aboutone, whichisaboutthe originalin accordance with Sharia Fatwa No. (19643) dated 23/05/1418
AH. in the event that the Taxpayer's objection is applied, the profits realized during the year will not be
zakatable, as the Taxpayer's pointof viewis that the profits realized during the year will notbe zakatabl e, as
they have notyet been zakatable, if the Taxpayer's objectionis applied, the money earned duringthe year
will not be zakatable as it was not originally zakatable according to the Taxpayer's view. Rather, the
company can zakat it immediately upon receipt and not wait for the passing of the hawl, which is the
doctrine of Al-Awzai'i and Al-Dhahiriya and a baseentially meaningful opinion fromImam Ahmad, chosen

by Shaykh Al-IslamIbn Taymiyyah

on Thursday, April 25,2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presence ofits members, whosenamesare recordedin the minutes,viaVideoconferencing in
accordance with the procedures for remote videoconferencing; based on the provisions of clause (1) of
Article 15 of the Rules of Work of Zakat, Tax and Customs Commiittees issued by Royal Decree No: (25711)
and dated: 08/04/1445 AH; and by appealing to the litigants, he attended ..., National ID No. (..),in his
capacity as an agentfor the Plaintiffunder Power of Attorney No. (412087430), and attended... (National
IDNo....), as the representative of the Defendant/Zakat, Tax and Customs Authority, under anauthorization
issued by the Deputy Governor of the Zakat, Tax and Customs Authority for Legal Affairs No. (...) on March
19,1445 AH., the Defendant's representative was asked whatitwishedto add, and itstated thatitadheres
to what was previously submitted in this case. when the Plaintiff's agent was presented with this

information, he replied that he was sticking to what had already been submitted in this case. when the
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parties were asked whatthey wished to add, they repliedin the negative, so the Circuitdecided to close the

hearingand deliberations.

Grounds:
Gt 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevant laws, regul ations and decisions, whichmeans that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

Onthe merits, whereas, with regardto the Taxpayer'sappeal regardingthe clause (excluding the financing
of assets from the general profit), the Circuit has no faultin adopting the grounds for the decision under
appeal withoutaddingto themifitdetermines thatthesereasons makeitunnecessary to introduce a nything
new, becauseinsupportingthe decision with the contents of these reasons, itis certain thatit did notfind
any objections tothe decision thatmeritaresponsebeyondwhatiscontained inthese reasons,and whereas
it is established that the decision under appeal regarding the disputed clauses as the issuing Circuit
scrutinized the dispute and cameto the conclusionitreached initsoperative part, and as this Circuitdid not
notice anythingthatwarrants appeal orcommentonitin lightof the defenses raised before it, this Circuit
concludesto rejectthe Taxpayer's appealand uphold the decision of the Adjudication Circuitin the appeal

Withrespectto theresultitreached onthe clausein question, bearingin mindthe grounds itgave for it.

Whereas, regarding the Authority'sappeal on the clause (excludingdividends paid fromthe profitof 2020),
paragraph (7) of Article (4) of the Executive Regulations for Zakat Collection issued by Ministerial Decision
No. (2216) dated 07/07/1440 AH, stipulates the following: "The zakat base for the Taxpayerwho keeps
commercial books consists of all his assets subject to zakat collection, including the following: 7. The net
profit of the zakat year adjusted for zakat collection purposesin accordance with the provisions of the
regulation.” Paragraph (1) of Article (6) of the Executive Regulations for Zakat Collection issued by
Ministerial Decision No.(2216) dated 07/07/1440 AH also stipulates the following: "The Zakatbase shall
be calculated by adding the clauseslisted in Article (4) of the Regulations, minus the clauses listed in Article
(5) ofthe Regulations, in accordancewith the followingcontrols: 1-The Taxpayer's Zakatbase mustnot be
less than the net profit adjusted for the purposes of collecting Zakat in accordance with the provisions of

theregulation.”

Based onthe above, and since the dispute lies inthe Authority's failure to acceptthe reduction of the profits
adjusted to the profit distributed from the profit for the year in question, as the Authority considers the
imposition of Zakat on the adjusted profitwhile notreducing it by the paid dividends that exceed the
balance of the beginning of the period for the retained profits, on the basis that the Zakat collection

regulation issued in the year 1440 AH explicitly stipulates that the adjusted net profitis one of the funds
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subjectto Zakat, and alsostipulatesthatthe adjusted profitis the minimumamount of the Zakat base, While

the Taxpayer confirms his entitlement to deduct the dividends fromthe adjusted net profit, on the basis that
the Shariarules stipulate thatifthe netprofitis spentbefore the completion of the zakat, there is no zakat
init, and by reviewing paragraph (1) of Article (6) of the Zakat Collection Regulations issued in the year
1440 AH, itbecomes clearthatitstipulates thatthe zakatbase mustnotbe less than the adjusted profitas
a minimum when calculating zakat, and since what the Taxpayer demands to deduct the dividends from
the adjusted net profit entails that the adjusted profit is not subject to the collection of zakat, which
contradicts what It was stipulated in the Zakat collection regulation, which subjected the entire net profit
forthe year adjustedfor Zakatto the extentthatitis a return of capital withoutregardto the yeararoundit
and before distribution from it, as these profits are about their origin, which shows the validity of the
Authority's procedure not to reduce the profits adjusted for the dividend from the profit of the year, and
does not affect what the Taxpayer pays from the issuance of a decision by the Appellate Circuit No.(IR -
2022-1201 )forthe samecompany for the years from2011 AD to 2015 AD, which ended up accepting the
company's appeal by deducting all dividends paid during the year withoutits limitwith any limits suchas
retained profits, as well as reducing the net profit adjusted for the dividends made from the profits of the
year when determiningthe Zakat base, as the aforementioned decision relates to years that were not
governed byastatutory text, while the year in questionisgoverned by the ZakatRegulation 1440 AH, which
did notinclude the reduction of profits adjusted for the dividends distributed from the profit of the year,
which the Authority mustacceptthe appealand cancel the adjudication decision with regard to the clause

(excludingdividends paidfrom the profitof 2020 AD).

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Accepting the appeal procedurally from the Taxpayer / Company ... (...), unique number (...) And the

appeal submitted by the Zakat, Tax and Customs Authority against the decision of the third circuit for
adjudicatingviolationsand disputesofincome tax in Riyadh with number (ISR-2022-1977) issued in case
number (Z-2021-83160) related to the zakatassessmentfor the year 2016 AD.

Second: Onthe Merits:

1- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the
clause (exclusion of dividends paid from the 2020 AD profit).

2- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (excluding assetfinancing from the general profit).
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DecisionNo. [IR-2024-192728

Appellate Committee for Tax Violations and Disputes
First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-192728

PrincipleNo.55

- The occurrence of sale transactions involving investments results in their classification as trading

inventory (commercial goods).

Facts
_ &

the appeal filed on 25/04/2023 AD, from .., National ID No. (.) was considered as the statutory

representative of the appellant company under its articles of incorporation, and the appeal filed by the
Zakat, Tax and Customs Authority on 26/04/2023 AD against the decision of the Third Circuit for the
adjudication ofincome tax violations and disputesin Riyadh with number (IFR-2022-6685) issued in Case
No.(Z-2021-82799)related to the Zakatassessmentfor the years 2015 AD to 2018 AD, in the casefiled by
the Taxpayer againstthe Zakat, Tax and Customs Authority, inwhich the decision of the Adjudication Circuit

ruled as follows: Zakat, Tax and Customs Authority:

First: Acceptance of the Plaintiff's objection/ Company ..., Commercial Register No. (...) on the decision of

the Defendant/Zakat, Taxand CustomsAuthority in terms of procedurality.
Second: On the merits:
1- Cancel the Defendant's decision regardingthe clause "Available for Sale Securities".

2- Cancel the Defendant's decision regarding the clause (unrealized profits from available-for-sale

securities).

3- Cancel the Defendant'sdecisionregarding the clause "Realized profits from available -for-sale securities".
4- Annulmentofthe Defendant's decisionregarding the "creditors” clause.

5- Annul the Defendant'sdecision regardingthe clause "Accrued Expenses”.

6- Rejectall other objections.

since this decision was notaccepted by the parties, each of them filed alistofappeals, whichincluded the

following:
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with regard to the Authority's appeal againstthe decision of the Adjudication Circuit, its appeal isin relation

to the clause (Available for Sale Securities). Itclaims thatthe Authority disallowed the value of available for
sale financialinvestments amountingto SAR(29,749,430), SAR(24,879,431), SAR(18,404,913),and SAR
(16,279,297)for the years 2015 AD to 2018 AD, respectively, due to the presenceofa sale movementin all
years, which indicates thattheir purpose is to trade,and uponobjection, the Taxpayer submitted the Board
of Directors' decision dated 10/12/2008 AD, whichrecommendsinvesting in the following companies: (..-
.. —...) -itis clear thatone of the objectives of the investmentis to evade paying zakaton the cash amount
atthe end of the year by deducting these investments from the zakat base, and by reviewing the financial
statements for the years under study, itis clearthat partof the shares were sold inall th e years under study,
and the existence of sales operations confirms that these investments are for the purpose of trading in
additionto the presence ofa cash balance within the investments, which indicates thatitis an investment
fund, and two basic conditions mustbe metto considerthe investmentas a long-term investment, namely:
The presence of documented intentby the authorized person beforethe investmentdecision is made, and
the absence of trading activity (movement) during the year on such investments, are required conditions.
Since one of these two conditions does not apply to the company’s investments, the taxpayer’s objection
was rejected. The Authority’s procedure was affirmed in Appellate Decision No. (1670) for the year 1438
AH and Appellate Circuit Decision No. ( IR- 2021- 23). As for the reasoning provided by the Circuit, the
Authority responded thatitisincorrectand contrary to the applicablelegal framework. With regard to the
Authority's appeal regardingthe clause (Realized profits from available-for-sale securities forthe years 2015
AD, 2016 AD and 2017 AD), where the Authority disallowed the adjustmentofthe net profitby the value
of dividends received from investing in available-for-salesecurities, as they are funds thatcame outof the
invested company and excluded them from its accounts and from its Zakat base under the clause of
dividends and are considered revenues realized from the investment in the invested company, although
these revenues weresubjectto Zakatin the investedcom pany, butthis was doneina previous yearfor the
year in which they were distributed, and therefore they are subjectto Zakat in the invested company
although these revenues were subject to zakat in the investee companies, this was done ina year prior to
the yearinwhich they were distributed, and therefore they are subjectto zakatin the investee company as
income added to the investee company's revenues in a year subsequent to the year in which they were
subject to zakat in the investee companies, and this is evident from the statement of changes in equity of
investee companies, an example of which is the distributions of [........... | company for the years 2017 AD
and 2018 AD. Accordingly, the Taxpayer's objection was rejected and the Authority'sactionin notadjusting
the net profit by dividends was upheld in Appeal Decision No. (1479) of 1436 AH. As for the Circuits
reasoning, the Authority responded thatit is incorrectand contrary to the statutory requirement. With
regard to the Authority's appeal regarding (Accrued Expenses (2015 AD and 2018 AD) and (Accrued
Expenses (2016 AD), the Authority clarified with regard to 2015 AD: Upon reviewing the datasubmitted for

accrued expenses for the year 2015 AD upon examination and with objection, it turned out that the
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balances do notmatch the financial statements, so the examiner's action was supported by addingthe first

or last period, whichever is less, based on paragraph (second) (5) of Article (4) of the executive regulation
issued by Ministerial Decision No. (2082) dated 01/06/1438 AH corresponding to 28/02/2017 AD, which
states that the followingshall be added to the Zakat base:" Government and commercial loans and other
sources of financing such as creditors, promissory notes, and overdraft accounts owed by the Taxpayer
accordingto the following: A- Any portion thereof remainingin Cash and over which afull Lunar Year has
elapsed.B- Whathas been usedto finance whatis intendedfor property acuisition. c- Whathas been used
intrade offers and has passed thehawl" and paragraph (3) of Article (20) of the Executive Regulationsissued
by Ministerial DecisionNo.(2082) dated 01/06/1438 AH corresponding to 28/02/2017 AD, which states
that: "The burden of proving the accuracy of what is stated in the Taxpayer's zakatdeclarationfrom clauses
and any other data lies with the Taxpayer, and ifhe is unable to prove the accuracy of whatis stated in his
declaration, the authority may not approve the clause that is not proven accurate by the Taxpayer or may
proceed with an estimated assessmentaccording to the authority's perspective in light of the circumstances
and facts related to the case and the information available to it." the Taxpayer did not submit a detailed
statement with the objection, so reliance was placed on the statement submitted at the time of the
examination,andby reviewing the statementsubmitted at the time of the examination, itbecame clear that
the accrued expenses balance amountingto SAR (420,435), and therefore the Authority's action to add
what has turned into the Zakat base is correct based on paragraph (l1) (5) of Article (4) of the executive
regulationsissued by Ministerial ResolutionNo. 2082 dated 01/06/1438 AH corresponding to 28/02/2017
AD, as for the year 2018: upon examination, the Taxpayer provided a detailed statement corresponding to
the endingbalance in the financial statements, which showsthatthe accrued expensesbalance for the year
2018 AD amounted to SAR (2,202,420),0n objection, the Taxpayer submitted a detailed statement
corresponding to the financial statements, but upon examination of the statement, it was found that the
Taxpayer zeroed out the beginning balance of the period, which made it not match the ending balance of
theaccountin 2017 AD, andthe movement during the year did not matchthe financial statements, sowhen
examiningthe objection, reliance was placed on the statement submitted during the examination, which
confirms the validity of the Authority'saction by adding the amount of SAR (2,202,420) based on the
aforementioned article, therefore, the Authority requests the reversal of the decision of the Dispute
Adjudication Circuit on the clauses under appeal for the grounds set forth above. this decision was not
accepted by the Taxpayer (Com pany..‘), so hefiled alistofappeals, which was reviewed by the Circuitand
included the following statement: "The Taxpayer requests the acceptance of his appeal and the reversal of

the decision of the Adjudication Circuit.

on Thursday, on: 27/06/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held
its sessioninthe presence of its members whose names are written in the minutes, viavideo communication
inaccordance with the procedures of remote video litigation; based on the provisions of clause (1) of Article

15 of the working rules of zakat, tax and customs committees issued by Royal Decree No: (25711) and
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dated: 08 /04 /1445 AH, after reviewingthe appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reserve the case for adjudication.

Grounds:
| Grounds: 5

Uponreviewing the case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

On the merits, regarding the Authority’s appeal concerning the clause “Available-for-Sale Securities”, the
appeal centers on objecting to the decision of the Adjudication Circuitregarding this clause. The Authority
asserts that there was trading activity involving these investments during all the disputed years, which, in
its view, indicates that the investments should be treated as trading inventory rather than being held for
investment purposes. based on paragraph (4/a) of Article (4) of the Executive Regulations for Zakat
Collection issued by Ministerial Decision No. (2082) dated 01/06/1438 AH, which stipulates that
“Investments in establishments inside the Kingdom - in partnership with others - if those investments are
subjectto the collection of zakatunder this regulation, and if the investmentin those esta blishments is not
subjectto collection, itshall notbe deductedfromthe base." Based onArticle 20 (3) of the regulation, which
stipulates that"The burden of proving theaccuracy of whatis stated inthe zakat declaration of the Taxpayer
regarding clauses and any other data lies with the Taxpayer, and if he is unable to prove the accuracy of
whatis stated in his declaration, the authority may notapprove the clause thatis not proven by the Taxpayer
or may impose an estimated assessment according to the authority's perspective in light of the
circumstancesand facts related to the case andthe informationavailableto it." Based on the foregoing and
since two essential conditions mustbe metforinvestments to be considered capital holdings and therefore
eligible for deduction from the zakat base — namely, (1) documented intent by an authorized person
specifying the purpose of the investment, and (2) absence of any sales transactions during the year — a
review of the case file reveals that the dispute concerns the Authority’s rejection of the deduction of
available-for-sale financial investments for the years 2015 AD to 2018 AD, due to the existence of sales
activity within the investment portfolio. The taxpayer, however, argues that the company’sintent was
documented byaresolutionofthe Board of Directors, and thatthe sale of investments resulted from a need
to address liquidity issues. The company’s management had resolved that, in the absence of sufficient
liquidity, certain investments could be sold to ensure continuity of operations. Nevertheless, upon
examining the documents, itappears that the taxpayer did not submit any Board resolution specifically
authorizing the sale of investments for liquidity purposes. Moreover, a review of the taxpayer’s financial

statements shows that sales activity occurred across all the disputed years, which indicates that the
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investments aretreatedin practice as trading inventory rather than capital assets. Sincethe absence of sales
activity is a condition for investment deduction, the Circuit concludes by accepting the Authority’s appeal

and overturningthe Adjudicating Circuit'sdecision on this clause.

Regardingthe Authority's appeal regarding the clause "Realized profits fromavailable -for-sale securities for
the years 2015 AD, 2016 AD, and 2017 AD", the Authority's appeal lies in objecting to the decision of the
Adjudication Circuit regarding this clause, as it claims thatitis money that has left the investee company
and excluded itfromits accounts and itsZakatbase. based onArticle 20(3), paragraph (3), whichstipulates
the following: "The burdenof provingthe accuracy of whatis statedin the zakat declaration of the Taxpayer
regarding clauses and any other data lies with the Taxpayer, and if he is unable to prove the accuracy of
whatis stated in his declaration, the authority may notapprove the clause thatis not proven by the Taxpayer
or may impose an estimated assessment according to the authority's perspective in light of the
circumstances and facts related to the case and the information available to it." Based on the above, and
uponreviewingthe casefile, itis clear thatthe disputebetweenthe parties lies in the Taxpayer'sargument
that the profits have been zakatized in the investee companies and their addition is considered as zakat
deduction however, the Authority argues that the funds came out of the investee company's assets and
excluded them from its accounts and its Zakat base under the heading of dividends and are considered
revenues realized from the investment in the investee company, and that these revenues were subject to
Zakatin the investee companiesin a year prior to the year in which they were distributed and therefore
subject to Zakat in the investee company asincome added to the revenues of the investee company in a
year subsequentto the year in which they were subjectto Zakatin the investee companies, since the
Taxpayer did not provide evidence that the Authority's argument is not correcttherefore, the Circuit
concludesto acceptthe Authority's appeal and cancel the decision of the Adjudication Circuit regarding this

clause.

regarding the Authority's appeal regarding the clause (Accrued expenses for 2015 AD and 2018 AD) and
the clause (Accrued expenses for 2016 AD), where the Authority's appeal is to dispute the decision of the
AdjudicationCircuitregardingthisclause; it claimsthatfor 2015 AD, the balances do not match the financial
statements, and for 2016 AD, it claims that the Taxpayer did notsubmita detailed statement with the
objection, sothe statementsubmitted atthe time of the examination wasreliedupon for 2016 AD, it claims
thatthe Taxpayer did notsubmita detailed statementwith the objection, sothe statementsubmitted at the
time of the examination was relied upon, and for 2018 AD, it claims that the Taxpayer zeroed out the
beginning balance of the period, which did not match the ending balance of the account. Based on
paragraph number (5) of clause (First) of Article (4) of the executive regulation for the collection of zakat
issued by Ministerial Decision No. (2082) dated 01/06/1438 AHwhich states: "The zakatbase consists of
all the Taxpayer'sassets subjectto zakat, including: 5- governmentand commercial loansand other sources

of funding such as creditors, promissory notes, and overdraft accounts that are owed by the Taxpayer
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accordingto the following: A-Whatremains of itin cash and has completed a year. B- Whathas been used
to finance what s intended for property acuisition. (c) What has been used in trade offers and has passed
the hawl", and based onthe textof Article 20(3) of the Tax Law, which stipulates the fol lowing: "The burden
of provingthe accuracy of whatis statedin the zakat declaration of the Taxpayer regarding clauses and any
other data lies with the Taxpayer, and if he is unable to prove the accuracy of what is stated in his
declaration, the authority may notapprove the clause thatis notproven by the Taxpayer or may impose an
estimated assessmentaccording to the authority's perspective in light of the circumstancesand facts related
to the case and the information availableto it." Based on the above, trade payablesand accrued expenses
are considereda componentofthe Zakatbase, provided they are turned over or usedto finance the assets
deducted from the Zakat base, and a review of the case file and the defenses and documents it contains
reveals the following: with regard to the years of disagreement 2015 AD and 2018 AD, itappears that the
Taxpayer submitted the audited financial statements in addition to the analytical statements, and by
reviewing the analytical statements, itis clearthatthe balances match the financial statements and that the
amounts that fell due are (SAR 2,659,237.08) for 2015 and (SAR 557,784.87) for 2018, which leads the
Circuit to partially accept the Authority's appeal and modify the decision of the Adjudication Circuit
regardingthis clause. as forthe year 2016 AD, it is clear thatthe Taxpayer submitted the audited financial
statements but did not submit the analytical statement of the detailed movement of the disputed clause,
which leads the Circuitto acceptthe Authority's appealand cancel the decision of the Adjudication Circuit

regarding this clause.

with regard to the Taxpayer's and the Authority's appeal on the remaining clauses atissue in the case, the
Circuithas no fault in adopting the grounds for the decision under appeal without adding to them if it
determinesthatthese reasonsmakeitunnecessary to introduce anythingnew, because in upholding them,
itis clearthatitdid notfind any objectionsto the decisionthatmeritaresponse beyond whatis contained
in these reasons, and since this is the case and itis proven that the decision under appeal regarding the
dispute regarding the clauses under appeal was consistentwith the valid reasonson whichitwasbased and
sufficientto carry its judgmentsincethe issuing Circuitscrutinized the dispute and cameto the conclusion
it reached inits operative part, and since this Circuitdid not notice anything that warrants censure or
commentonitinlightofthe defensesraised beforeit, this Circuit concludes to reject the Taxpayer'sappeal,
rejectthe Authority's appeal, and uphold the decision of the adjudicatio n Circuit With respectto the rest of

the clauses in the case, in accordance with its reasons.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:
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Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ Company.., Commercial Registration (.)

, Unique Number (...) The appeal submitted by the Zakat, Taxand Customs Authority against the decision
ofthe third circuitregardingviolationsand disputes of income taxin Riyadh with numbe r (IFR-2022-6685)
issued in case number (Z-2021-82799) related to the tax assessmentfor the years from 2008 AD to 2016
AD.

First: On the Merits:

1- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the

clause "Available for Sale Securities".

2- Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (unrealized profits from available-for-sale securities for the years 2015AD, 2016 AD, 2017 AD, and
2018 AD).

3- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the
clause (Realized profits from available-for-salesecurities for the years 2015 AD, 2016 AD, and 2017 AD).

4- Rejecting the Authority's appeal and amending the decision of the Adjudication Circuit With respect to

the (creditors) clause.
5-Regarding the Authority'sappeal on the clause (Accrued Expenses):

a. Acceptingthe Authority's appealin partand amending the decision of the Adjudication Circuitregarding

(2015 AD and 2018 AD).
b.Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit (2016 AD).

6- Rejection of the Taxpayer's appeal and upholdingthe decision of the circuitregarding the clause (related

parties).

7- Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the
clause "Projects underimplementation (2015AD and 2016 AD)".
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024-169269

First Appellate Panelfor Income Tax Violations and

C No. Z-2023-169269
Disputes in Riyadh aselmo

PrincipleNo.56

- The certificate issued by the certified publicaccountantis considered one of the requirements for

substantiatingthe validity of written-off debts.

Facts
_ &

the appeal filed on 12/01/2023 AD from/...National ID number (...) as an agentfor the appellantcompany
under Agency No. (...),and the appeal filedon 15/01/2023 AD from the Zakat, Tax and Customs Authority

(ZTA), againstthe decision of the First Circuit for Adjudicating Income Tax Violations and Disputes inJeddah
Governorate No. (1Z]-2022-2426) issued in Case No. (Z-2021-81678) related to the 2017 AD Zakat
assessment, in the case filed by the Taxpayer against the ZTA, in which the decision of the Adjudication

Circuitruled as follows:

First: deny the Plaintiff' sobjection to the currentliabilities clause.
Second:acceptingthe Plaintiff's objection to the salary difference clause.
Third:deny the Plaintiff'sobjection to the bad debtclause.

Fourth: the Plaintiff's objectionto alabor hireclausewas rejected.
Fifth:accepting the Plaintiff'sobjection to the OPT clause.

since this decision was notaccepted by the parties, each of them filed alistof appeals, whichincluded the

following:

with regard to the Taxpayer's appeal againstthe decision of the Dispute Adjudication Circuit, the Taxpayer's
appeal with regard to the clause (Bad Debts for 2017 AD) is that the clausein dispute has metthe conditions
for deduction in Article 5(3) of the Zakat Executive Regulations, as the Taxpayer submitted both a signed
and sealed certificate fromthe Chartered Accountantas well as the Board of Directors' resolution to con firm
the validity ofthe company's position. the Taxpayer also objects to the clause (Current Liabilities for 2017
AD) and the clause (LaborHire for 2017 AD). Therefore, the Taxpayer requeststhe reversal of the decision

of the AdjudicationCircuiton the clauses under appeal for the abovereasons.
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with regard to the Authority's appeal against the decision of the Adjudication Circuit, its appeal lies in

relation to the clause (Salary Difference for the year 2017 AD) that the Taxpayer did not provide
documentary proof of the disputed clause, asthe Authority requested the Taxpayer to providethe following
duringthe linking phase: (An analytical statementofdirectand indirectsalaries and wages with the name
of each Taxpayer and all details, a screenshot for each month in social insurance and for all branches and
salaries and wagessu bjectto socialinsurance), wherethe Taxpayer submitted the requiredinformation and
after the examination, the unexplained difference related to salaries was refunded in the amount of SAR
(2,143,221) during the objection stage, hedid not provide ajustification for the differenceand merely stated
that these differences "cannot be documented” and provided the statements provided during the
examination that were taken into account when refunding the difference, and accordingly, due to the
Taxpayer's failure to provide the necessary documentary proof, his objection was rejected.the Authority
states that the dispute lies in the addition of a salary expense difference clause in the amountof SAR
(2,143,221) to the netresult, resulting between the Taxpayer's submission of statements and supporting
documents for the disputed clause and the rejection of the difference that is not documented, and the
acceptance of the proven documents, and the Authority states thatthrough the Taxpayer'ssubmissions of
defenses and documents to the decision-making Circuit, which isarepeat of whathe previously submitted,
as the decision of the Circuit stated that the clause is accepted in favor of the Taxpayerbased on the data
submitted, which is nottrue, as according to the Taxpayer's claim sheet it is impossible for there to be a
difference without documentary proof and the Taxpayer stated that while the Authority demands
documentary proof of the difference, which the Taxpayer did not provide during the litigation phase, the
decision of the Adjudication Circuit accepted all salary expenses without explaining the nature of the
difference, whichis the subjectof the dispute with the Taxpayer,based onparagraph (2) of Article (6) of the
Executive Regulations governing the collection of Zakat issued by Ministerial Resolution No. (2082)
mentioned above, which confirmsthatthe expenses thatthe Taxpayercannotprove their disbursement by
supportingdocuments or other evidence of proof, the Taxpayer failed to provide documentary proof of the
paymentofsalariesand the approved work organizationregulation to verify the expenditure, which makes

the decisionincorrectin its conclusion and mustbe overturned.

regarding the clause (Difference in foreignpurchases for 2017 AD), the Authority clarifiesthatitrefunded
the difference between the foreign purchases based on the Taxpayer's declaration and the foreign
purchasesincluded in the customs declaration, after reviewing the documents submitted by the Taxpayer,
namely: (The Authority explains that it refunded the difference in the unsubstantiated expense to the net
profit because the Taxpayer did not provide justification for this difference and support its validity as an
expense. The Authority respondsto the groundsfor the Circuit's decisionthatitis incorrectand contrary to
the correctlegal requirement because the dispute lies in the addition of an expense difference clause for
foreign purchasesof SAR(2,781,303) to the netresult, resulting from the amountchargedinthe declaration

from whatis containedin the company's booksand notmatchingthe customsdeclarationaccordingto the
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documents submitted, load in the declaration from what s contained in the company's books and not

matching it with the customs declarations according to the documents submitted, as the load in the
declaration was compared with whatiis in the books according to the Excel spreadsheet provided by the
Taxpayer to the Authority as itreflects the reality of the customs declaration, and the difference thatis not
documented was refundedbasedon Article 6 paragraph 2 of the Executive Regulations in addition, and in
view of the existence of a difference and discrepancy between the customs data and the excel sheet
submitted as stated in the Authority's appeal regulation, as the customs declaration submitted by the
Taxpayer has a total value of SAR (454,383,621), while the company's records are worth SAR
(2,370,315,525), which represents a larger value than the customsdeclaration, thisiswhatwas relied upon
inthe Authority's memorandumwhen comparingwith whatwasstated in the declaration, as the Taxpayer
was previously discussedaboutthis discrepancy and provided statem ents and documents, some of which
match and somedo notmatch due to the existenceofadjustments during the year, and itwas found difficult
forthe Taxpayer to explainthis difference, as he stated thatitresulted fromerrorsin customs clearance and
liesin the timing of the month and the end of the year, but the Taxpayer did notprove this documentarily
to the Authority, and based on the mentioned facts, itappears thatthe Taxpayer reportsthatthe difference
amountsto SAR(55,987,520)and providedan unsupportedanalysis of the amount, and the dispute with
the Taxpayer of the difference added by the Authority liesin the amountof SAR(2,781,303), which the
Taxpayerwas unable to provide the supportingdocumentsto verify its validity, so the Author ity maintains
the validity and integrity of its procedure and requests the reversal of the decision of the Circuit of

Adjudicationofthe clauses underappeal for the abovereasons.

on Thursday, 02/01/2024 AD, the First Appellate Circuit for Income Tax Vio lations and Disputes held its
session in the presence of all its members via video conferencing in accordance with the procedures of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the
contents of the casefile, the Circuitdecided that the case has become ready for adjudication andissuing the
decision On the merits, so the Circuit decided to close the pleading door and reserve the case for

adjudication.

Grounds:
| Gowds 5

upon reviewing the case documents and the appeal listsubmitted by the Taxpayerand the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurally are metin
accordance with the conditionsstipulated inthe relevantlaws, regulations and decisions, which means that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.
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On the merits, regarding the Authority's appeal regarding the clause (Salary Difference for 2017 AD), and

where its appealliesin thefactthatafter examining the documents submitted by the Taxpayer atthe request
ofthe Authority, the unjustified salary difference of SAR(2,143,221) was refunded, and duri ng the objection
stage, he did notprovide ajustification for the differenceand provided the statements submitted during the
examination, which were taken into account when refunding the difference, and accordingly, due to the
failure to provide the necessarydocumentary proof, his objection was rejected. Where paragraph (1/A) of
Article (5) of the executive regulation for the collectionof zakatissued by Ministerial Decision No. (2082)
dated 01/06/1438 AH states that: "All ordinary and necessary expenses required for the activity shall be
deducted whether they are paid or accrued, leading to the net result of the activity, provided that the
following controls are met: A- It must be an actual expense supported by documentary evidence or other
indicationsthatenablethe authority to verify its validity, eveniifitrelates to previousyears." Paragraph (3)
of Article (20) of the executive regulation for the collection of zakat issued by Ministerial Decision No.
(2082) dated 01/06/1438 AH states that: "The burden of proving the validity of what is stated in the
Taxpayer's zakatdeclaration regarding clauses and any other data lies with the Taxpayer. Ifhe is unable to
prove the validity ofwhatis stated in his declaration, the authority may refuseto approvethe clausethatis
not proven valid by the Taxpayer or proceed with an estimated assessment according to the authority's
perspective in light of the circumstances and facts related to the case and the information available to it"
Based onthe above,and sincethe dispute between the two parties liesin adding the sala ry difference to the
adjusted netprofit; and since the authority appeals the Circuit's decision and clarifies thatthe dispute liesin
adding the clause of salary expense difference amounting to SAR (2,143,221) to the net profit, as the
difference is represented between what s stated in the declaration and what the Taxpayer submitted in
documents andsupporting evidencefor the disputed clause, the authority rejected the unprovendifference,
while the Taxpayer argues that the salary clause represents nece ssary expenses incurred in the ordinary
course of business; therefore, it should be recognized as actual expenses. Upon reviewing the documents
submitted in the case file, itis clear that the Taxpayer submitted the financial statements for the year in
question, where the salaries mentioned in those statements amounted to a total of (334,121) thousand
riyals (267,914 thousand riyals + 65,207 thousand riyals as employee costs) in addition to an analytical
statement of salaries. Upon reviewing the statement, it became clear thatit does not match the financial
statements; the total amountin the submitted statementwas SAR(257,165,935). However, the essence of
the dispute doesnotlie in matching the statementsubmitted by the Taxpayer with the financial sta tements,
butrather in the difference between the salaries registered in the Taxpayer's declaration and the salaries
verified in the statementsubmitted by the Taxpayer to the authority. The authority matched the statement
submitted to itby the Taxpayer (included in the authority's appeal statement) with whatwas stated in the
zakat declaration, which resulted in a difference of SAR (2,143,221) ( SAR 277,573,126 - SAR
257,429,905). Upon reviewing the statement submitted in the authority's appeal, which the Taxpayer

provided to it during the objection phase, it became clear that there were differences amountingto SAR
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(2,143,221) listed as adjustments (Adjustment), which is the same amount that the authority demands to

be proven with documentary evidence. Upon reviewing the documentssubmitted inthe case file, itbecame
clearthat the Taxpayer did not provide the supporting documents for his objection regarding the grounds
for those differences (adjustments) mentioned in the statement he submitted, and that they indeed
represent amendments to the salary clause which resulted in that difference. The Taxpayer's claim in his
objection before the Circuitthat the differences arose due to an error in classifying employee bonuses
withoutany supporting evidence does notaffectthis,which leads the Circuitto accept the authority'sappeal

and overturn the decisionofthe Circuitregarding thisclause..

regarding Authority's appeal regarding the clause (Foreign Purchases Difference for 2017 AD), and where
its appeal lies, itrefunded the difference between the foreign purchases fromthe Taxpayer's declaration and
the foreign purchases includedin the customsdeclaration, after reviewingthe documents submitted by the
Taxpayer, where it refunded the difference in the unsupported expense to the net profitbecause the
Taxpayerdid notprovide the justification for this difference and supportits validity as an expense. Where
paragraph (3/A) of Article (20) of the executive regulation for the collection of zakat issued by Ministerial
Decision No.(2082) dated 01/06/1438 AH states that: "The burden of proving the validity of whatis stated
in the Taxpayer's zakat declaration regarding clauses and any other data lies with the Taxpayer. If he is
unable to prove the validity of whatis stated in his declaration, the authority may refuse to approve the
clause thatis not provenvalid by the Taxpayer or proceed with an estimated assessment according to the
authority's perspective in light of the circumstances and facts related to the case and the information
availableto it." Based on the above, and since the dispute between the parties lies in adding the foreign
purchase difference to the adjusted net profit, the Authority appeals against the Circuit's decision and
clarifies thatthe dispute liesin addingthe purchase differenceclause in the amountof SAR(2,781.303)t0
the net profit, as the difference is the result of what is loaded in the declaration with what is in the books
accordingto the Excel spreadsheetprovided by the Taxpayerto the Authority as itreflects the reality of the
customs declaration, and the difference thatis not documented was refunded, while the Taxpayer argues
thatthese differences are due to the timingdifference of foreign currencies, Based on the above, the imports
statementissued by the General Authority of Customs is a basic evidence from a neutral third party,and by
reviewingthe casefile itappears thatthe Authority action is to adjust the results of the Taxpayer's business
dueto the differencesin the value ofthe imports and the value of the imports based on the differences in
the value of imports included in the Taxpayer's declaration compared to the imports according to the
statementsubmitted by the Taxpayer,which reflectsthe reality of the customs declaration, and by reviewing
the documents submitted in the case file, it appears that the Taxpayer submitted a reconciliation of
purchases (attached additional documents - Purchase Reconciliation 2017 AD), and by looking at page (2),
(which the Authority considered to reflect the validity and reality of the customs declaration after the
Authority accepted all the adjustments attached to the declaration) the total purchases according to the

statementsubmitted by the Taxpayeramounted to SAR (2,370,315,525), while the Zakatreturnfor the year
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indisputeincluded SAR(2,373,096,828), thus, comparing the statementwith the Zakat return; this resulted

in differences inthe amountof SAR (2,781,302, 88).upon reviewing the documents submitted, itwas found
that the Taxpayer did not provide any of the documents supporting this difference, as he merely stated that
these differences are due to exchange rates, which cannot be verified because there is no evidence to
supportit, whichleads the Circuit to accept the Authority's appeal and cancel the decision of the Dispute

Adjudication Circuitinthis clause.

with regard to the Taxpayer's appeal regarding the bad debts clause for the year 2017 AD, the Taxpayer's
appeal is that the disputed clause met the conditions for deduction stipulated in Article 5(3) of the Zakat
Collection Executive Regulations, as the Taxpayersubmitted documents in supportof his objection. Where
paragraph (3) of Article (5) of the executive regulation for the collection of zakat issued by Ministerial
Decision No.(2082) dated 01/06/1438 AH states that: "Bad debts are considered an expense that may be
deducted in accordance with the following rules: A- It must have been previously declared among the
Taxpayer's revenues in the year the revenue is due. B- The bad debts must result from the activity being
practiced. C- The Taxpayer must providea certificate from theirlegal accountantindicating the write -off of
these debts from the books by a decisionfrom the authorized person. D- The debts shouldnotbe owed to
parties related to the Taxpayer. the Taxpayer'sobligation to declareincome debts oncethey are declared.”
Based onthe above, and since the dispute isaboutthe failure of the disputed clause to meetthe conditions
set forth in the Zakat Regulation for the collection of Zakat, the Authority argues that the certificate
submitted by the Taxpayerrelatedto bad debtsis invalidbecause itis notareasonable confirmation of the
write-off of these debtsiitis clear thatthe dispute over this clause is based on the documents submitted in
the case file,and itis clear thatthe Taxpayer has provided evidence thatitfulfillsthe conditions for the bad
debtdeduction,represented by (a certificate from the legal accountantin addition to the board of directors'
decision to confirmthatthe debts have beenwritten off), and thisdoes notaffectthe Authority'sargument
this does not detract from the Authority's reference to considering the certificate as a non -confirmation
reportto prove the validity of the write-off of debts, as a review of the professional standard governingthe
auditor'sreportreveals thatthe text referred to by the Authority, whichis partofthe requirements of that
standard (Standard 4400), which the chartered accountant must comply with when issuingthe report; as
the certificate submitted has taken into accountwhatmustbe applied from the standard, as the certificate
issued by the chartered accountantis a sufficient confirmation to provethe validity of the written-off debts,
which leads the Circuitto acceptthe Taxpayer's appeal and cancel the decision of the Adjudication Circuit

inthis clause

Regarding the Taxpayer's appeal on the remaining clauses in the case. Whereas there is no fault in the
Circuit's adoption of the grounds for the contested decision without adding to them, since it deemed that
those grounds were sufficient and did not require the addition of any new information, because in

upholdingitonthe groundssetoutin those grounds, itconfirmed thatitdid notfind inthe objections raised
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againstthe decision anything thatwarranted a response beyond whatwas contained inthose grounds. That

being the case, and since it has been established that the decision under appealin the dispu te concerning
the contested clausesis consistentwith the valid groundson whichitis based and sufficientto supportits
ruling, as the Circuitthatissueditexaminedthe substance of the dispute and reached the conclusionset out
inits ruling. This Circuit did not find anything that would warrant correction or comment in light of the
arguments presented beforeiit. This Circuit therefore rejects the appeal and upholds the decision of the
Circuitoffirstinstance inits entirety with regard to the remaining clauses of the claim, based onthe grounds

given.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

Acceptance of the appeal procedurally from the Taxpayer/company ..., commercial registration (-..), unique
number (...), and the appeal submitted by the Zakat, Tax and CustomsAuthority, againstthe decision of the
first circuitregarding violations and disputes of income tax in Jeddah Province with number (1Z] -2022-
2426) issued in casenumber (Z-2021-81678) related to the Zakatassessmentfor the year 2017 AD.
2.0n the merits:

1 - Acceptance of the Authority's appeal and cancellation of the decision of the circuit regarding clause
(salary differencesfor the year 2017 AD).

2 - Acceptance of the Authority's appeal and cancellation of the decision of the circuit regarding clause
(differencesin external purchasesfor the year 2017 AD).

3 - Rejection of the Taxpayer's appeal and upholding the decision of the circuit regarding clause (cu rrent
liabilitiesfor the year 2017 AD).

4- Acceptance of the Taxpayer'sappeal and cancellationof the decision of the circuitregarding clause (bad
debts forthe year2017 AD).

5 - Rejection of the Taxpayer'sappealand upholdingthe decision of the cir cuitregarding clause (hiring labor

forthe year 2017 AD).
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DecisionNo. [IR-2024-170306

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and

Disputes in Riyadh Case No. Z-2023-170306

PrincipleNo.57

- Theexistence ofincentivesmustbe linkedto the procedures prescribed bythe Labor Law, and they
have no bearing on the Zakat treatmentin terms of whether their amounts are included in the

taxpayer’'s Zakatbaseor not.

Facts
_ &

the appeal filed on 16/01/2023 AD, from .., National ID No. (...) was considered inhis capacity as the

General Manager of the appellant companyunderthe Memorandum of Association, on the decision of the
First Circuit for AdjudicatingIncome Tax Violations and Disputes in Jeddah Governorate No. (1Z)-2022-
2475) issued in Case No. (Z-2021-89209 ) regarding the 2019 AD Zakatassessment, inthe case filed by the
appellant against the Zakat, Tax and Customs Authority, in which the decision of the Adjudication Circuit

ruled as follows:
First:rejecting the Plaintiff's objection to the (technicians - installation) incentives clausefor 2019 AD.

Second:rejectingthe Plaintiff's objection to the incentives clause (administrators and supervisors) for 2019

AD.

Since this decision wasnotaccepted by the Taxpayer(... Company), itfiledalistof appeals, whichinduded

the following:

the Taxpayer disagrees with the decision of the Appeals Circuit, claiming that with regard to the clause
(incentives/technicians/installation), the Authority and the Committee installation), the Authority and the
Committee determined that they were not satisfied with the deductibility of the expense from the
organizational point of view only and did not look at the fact that the money was proven to have left the
Taxpayer's estate, since the Authority's disapproval lies inits disagreement with the | egality of deducing
theseincentives foremployees on the grounds thatthey do notcomply with whatthe Labor Law requires
for their approval to become a deductible expense, and what the Authority stated and the Committee
supported inthe legality of the existence of thesebonuses andincentives and the need for themto be based

onthe procedures established by the Labor Law, has nothingto do with the calculationof the Zakat base it
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is irrelevant when calculating the zakat base and decidingwhether or not the amounts enter the base,
because these regulatory procedures are intended for another purpose from which the regulator aims to
achieve the protection of the rights of workers in establishments, and since the basis for the obligation of
zakatonthe money is thatitremainsin the hands of the Taxpayer when the turn of the year passes,and the
documents presented to the Authorityand the Committee proved thatthe money leftthe Taxpayer's hands

and was spenton these bonusesand incentives forworkers.

with regard to the clause (incentives/administrators/supervisors)the Taxpayer claims that documents
supportingthe receiptofthese incentivesby employees (administrators and technicians) were submitted,
and itis clearfrom the decision under appeal that these documentswere accepted by the Authority and did
notaddress them, butrequestedanincrease in the regularity of the expenseby having aninternal regulation
approved by the Ministry of Labor, whichis contrary to the provisions of paragraph (1) of Article (5) of the
Zakat Collection Executive Regulations, and the Taxpayer proved to the Authority that this incentive
expenseisapplicable to all conditions stipulated in the aforementioned article,as he provided proof of the
fact ofthe expense, whichis the incentiveaccountstatementwith the names of the employees entitledto it
all the conditionsmentioned in the aforementionedarticleapply to it, as he provided proof of the reality of
the expense, whichis theincentive accountstatementwith the names of the employees entitled to it, and
also provided the documents of disbursement of theseincentives to employees, whether transfers or receipt
authorizations, and provided proof of the nature of this expense, thus all the conditions mentioned in the
article - which does notinclude the requirementthatsalaries be registeredin the insurance or incentives be
approved by the labor office - have been applied to itexclusively he submitted documents supporting the
deduction of the expense before the Authority during the examination process and submitted other
documents and the internal policies regulation approved by the Labor Office during the filing of the
preliminary lawsuit. The Taxpayer referred to the documents proving the expense as well as the
reimbursementtransfers, although the article didnotrequire proof of reimbursement, butonly proofof its

entitlement,and also attacheda copy of the internal policies regulationapproved by the Labor Office.

onWednesday,07/02/2024 AD, the FirstAppellate Circuitfor Income Tax Violationsand Disputes met via
videoconferencein accordance with the proceduresfor remote videoconferencing; based on the provisions
of Clause 2 of Article 15 of the Rules of Work of the Tax Violations and Disputes Resolution Committees
issued by Royal DecreeNo. (26040) and dated: 21/04/1441 AH; after reviewingthe appeal, after examining
the contents of the case file, and after deliberating according to the law, and as the Circuit did notfind it
necessary for the parties to the appeal to be present, the Circuitdecided to close the pleadingsand reserve

the case for adjudication.




ai8ynally duyrilly digill lal dolall ailo

General Secrelariat of Zakat, Tax and Customs Commillees

Grounds:
| Gounds 5

Uponreviewing the case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordance with the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
becauseitwas submitted by a competent personand within the statutory period prescribed for conducting
it.

On the merits, as for the Taxpayer's appeal regarding the clause (incentives/technicians/installation), the
basis of the Taxpayer's appeal isthatthe money mustremain in the hands of the Taxpayer when the turn of
the year arrives, and itis proven from the documents submitted to the Authority and the Committee that
the money leftthe Taxpayer's possessionand was spenton these bonuses and incentives for the employees.
Based onthe above, and after reviewingthe appeallistand the replying memorandum, itappearsthatthe
dispute between the partiesliesin the incentives for technicians - installation for 2019 AD in the amount of
SAR (3,278,824), and that the subject of the Taxpayer's appeal lies in the non-acceptance by the
AdjudicationCircuitof the Taxpayer's objection despite the documents that were submitted to the Authority
and the Committee and the exitof the money fromthe Taxpayer's liability and spendingitonthese bonuses
and incentives foremployees, sincethe Taxpayer submitted the labor regulationapproved by the Minister
of Labor, bank transfers, disbursement documents and a statement of the incentives that were disbursed,
and since the existence of these bonuses the existence of these bonusesand th e need for them to be based
onthe procedures prescribed bythe LaborLawisirrelevantwhen calculating the Zakattransaction, because
these regulatory procedures areintendedforanotherpurpose, whichisintended by the Law to achieve the
protection of the rights of workers in establishments, which leads the Circuitto acceptthe Taxpayer'sappeal

and cancel the decision of the Circuitof Determination on this clause.

with regard to the Taxpayer's appeal regarding the clause (incentives/administrators -supervisors), and
where hisappealliesin the factthathe submitted documents supporting the receipt of these incentives by
employees (administrators and technicians), and it is clear from the decision under appeal that these
documents are accepted by the Authority and did not address them, but requested an increase in the
regularity of the expensein the presence ofan internal regulation approved by the Ministry of Labor, which
is contrary to the approval of paragraph 1 of Article 5 of the Executive Regulationsfor the Collection of Zakat
Zakat (Zakat Collection). Based on the above, and after reviewing the appeal list and the replying
memorandum, itappears thatthe dispute between the two parties lies in the incentives for administrators
and supervisorsforthe year 2019 AD in the amountof SAR (49,013 )the Taxpayer'sappeal lies in the fact
that the Adjudication Circuitdid notacceptthe Taxpayer's objection despite the submission of documents
supporting the receipt of these incentives by employees (administrators and technicians) and that the
money was released from the Taxpayerand spent on these bonuses and incentives for employees, as the

Taxpayer submitted the work organization regulation approved by the Minister, bank transfers,




ai8ynally duyrilly digill lal dolall ailo

General Secrelarial of Zakat, Tax and Customs Commillees

disbursement documents and a statement of the incentives that were dis bursed the existence of these
bonuses and the need for them to be based on the procedures prescribed by the Labor Law is irrelevant
when calculating the Zakat transaction, because these regulatory procedures are intended for another
purpose thatthe Law aims to achievein orderto protectthe rights of workersin the establishments, which
concludes that the Circuit accepts the Taxpayer's appeal and cancels the decision of the Determination

Circuiton this clause.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/ Company .., commercial register (..)
Unique number (...) Againstthe decision of the first circuitfor adjudicating violations and disputes of income
tax inJeddah Province with number (1Z]-2022-2475) issued incase number(Z-2021-89209) related to the

zakatassessmentforthe year2015 AD.
Second: On the Merits:

1- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the

incentives clause (technicians - installation).

2- Accepting the Taxpayer's appeal and canceling the decision of the Adjudication Circuit regarding the

incentives clause (administratorsand supervisors).
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Appellate Committee for Tax Violations and Disputes DecisionNo. IR-2024-191565

First Appellate Panelfor Income Tax Violations and
Case No. Z-2023-191565

Disputes in Riyadh

PrincipleNo.58

- Employee bonuses are considered deductible expenses, provided that supporting documents

evidencingtheirdisbursementare available.

Facts
_ &

the appeal filed on 05/04/2023 AD, from the Zakat, Tax and Customs Authority, and the appeal filed on

06/04/2023 AD, from ... commercial Register No. (...), on the decision of the First Circuit for Adjudicating
Income Tax Violations and Disputes in Jeddah Governorate No. (1Z]-2023-90609) issued in Case No. (Z-
2022-90609) related to the 2016 AD Zakatassessment, in the case filed by the Taxpayer against the Zakat,

Tax and Customs Authority,in whichthe decisionof the Adjudication Circuitruled as follows:
First: proofthatthe dispute over the end-of-service clause for 2016 AD has beenresolved.
Second:the Plaintiff sobjectionto the hired labor clausefor 2016 AD is denied.
Third:acceptingthe Plaintiff's objectionto the remuneration clause for 2016 AD.
Fourth:deny the Plaintiff's objection to the 2016 AD salariesand wages clause.

Fifth: deny the Plaintiff's objection to the receivables clause for 2016 AD.

sixth: rejecting the Plaintiff'sobjection to the other payables clause for 2016 AD.
seventh:rejected the Plaintiff's objection to the 2016 AD receivables clause.

as this decision was not accepted by the Taxpayer (Company ...), he filed a list of appeals, which was
reviewed by the Circuit, in which he demanded that his appeal be accepted and that the decision of the

AdjudicationCircuitbe reversed and annulled.

this decision was notaccepted by the appellant (Zakat, Tax and Customs A uthority), so itsubmitted an
appeal list, which was reviewed by the Circuit, where the Authority's appeal lies on the clause (bonuses).
The Authority explains thatitdid notacceptthe deduction of the bonuses for the contested year from the

Zakat base, and refunded them to the adjusted net profit because the Taxpayer did not submit the labor
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regulation approved by the Ministry of Labor (previously), which explains the mechanism of bonuses and

incentives, as follows

the Authority basesiits action to deny the approval of this expense on Article 5(1) of the Zakat Collection
Regulation regarding the expenses that may be deducted. The Circuitissuing the decision underappeal
accepted the Defendant's objection on the pretext of providing supporting documents. In this regard, the
Authority would like to informyou thatthe Defendant'sobjection initially lacked documentary proof of the
clause under appeal and proper accounting proof of this clause; the Defendant stated in his claim that he
had submitted the work organization regulationto the Authority, which the Authority affirmsis completely
untrue, and as for the contents of the decision under appeal, it does not change the regularity of the
deduction ofrewards and incentives on the basis of theirinconsistency with the regulations the Authority
emphasizes that this is completely untrue, and as for the contents of the decision under appeal that the
failure to submitthe approved labor regulation does not change the legality of deducting bonuses and
incentives on the basis of their non-compliance with the requirements of the Labor Law to become a
deductible expense, inaddition to whatis included in the decision the Authority responds that the issuing
Circuit'sreliance onthe decisionisincorrect, asitis no secretto your esteemed Circuitthatin order to verify
the validity of the expenseand the completeness of its statutory elements, the followingmustbe presented:
a. Employee contracts; to verify whether or not they include a clause for the payment of bonuses to
employees. b. A labor organization regulation approved by the Ministry of Social Affairs to clarify the
mechanismfor calculating bonusesandthe extent to which they correspond to employee contracts. c - Proof
of disbursements to employees under the two paragraphs above, so that they are identical to what was
authorized inthe financial statements. the Authority also assures youresteemed Circuitthatthere is notruth
to the statement in the grounds for the decision that the Defendant provided proof of payment of these
amounts atthe examination stage, as after reviewing the case file,no documentwas found to supportwhat
was mentionedand hedidnotprovidealistof sanctions and rewardsapproved by the Ministry of Labor, in
addition to his failure to provide proof of payment of the bonus through bank receipts or receipt bonds,
which confirmsthathe doesnotmeetthe legal conditionsforacceptingthe expense; therefore, it cannot be
consideredadeductible expense. itrequeststhatits appeal be acceptedand the decision of the Adjudication

Circuitbereversed andannulled.

on Saturday, 08/06/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its
sessioninthe presenceofits members whose namesare recorded in the minutes, via video communication
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Committees issued by Royal Decree No: (25711) and
dated: 08 /04 /1445 AH, after reviewingthe appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case foradjudication.
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Grounds:
Gt 5

the conditions for considering the appeal procedurally are fulfilled in accordance with the conditions

stipulated in the relevant laws, regulations, and decisions, which means that the appeal reques ts are
accepted procedurally, as they were submitted by a person with standing, and within the statutory period

prescribedfortheir conduct.

Onthe merits, with regardto the Authority's appeal on the clause (remuneration), and where the Authority's
appeal liesinthe factthatitdid notacceptthe deductionofthe remuneration for the disputed year fromthe
Zakat base, and based on Article 6, paragraph 2, regarding the expenses that may not be deducted, as
follows: "Expensesthatthe Taxpayer is unable to prove their expenditure by supporting documents or other
evidence." Based on paragraph (3) of Article (20) of the Zakat Collection Executive Regulations issued by
Ministerial Decision No. (2082) dated 01/06/1438 AH, whichstates: "The burden of proving the validity of
the clauses and any other data containedin the Taxpayer'sZakatdeclaration shall be on the Taxpayer, and
incase he isunable to prove the validity of the clauses contained in his declaration, the Authority may not
authorize the clause whose validity is not proven by the Taxpayer or make an estimated link according to
the Authority's view in light of the circumstances and facts related to the case and the information available
toit."Based onthe above, andafter the Circuit'sreview,whereitfound thatthe dispute betweenthe parties
is a documentary dispute, and by reviewing the documents attached to the case file, it appears that the
Taxpayer did notprovide proof of the disbursementof these bonusesand their discharge from his liability,
which is the payment of bonuses to employees, and where the adjudication decision was based on the
Authority's defense that the labor regulationis not available and did not refer to the failure to provide
disbursement documents whereas, the Authority referred to the failure to provide disbursement
documents, while the Authorityreferredtoitin the appeal listby notproviding any supporting documents
for this clause, such as proof of disbursement of the bonus through bank receipts or receipt bonds, and
where the Taxpayer did not attach the necessary documents, which leads the Circuit to accept the

Authority's appeal and cancel the decision of the Adjudication Circuitwith regard to this clause.

with regard to the Taxpayer's appeal on the remaining clauses, the Circuit has no fault in adopting the
grounds for the decision under appeal withoutaddingto them when itassesses thatthese reasons makeit
unnecessary to introduce anything new, because in upholding them with whatthese reasons contain, itis
certain thatitdid notfind any objectionsto the decision that merita response beyond whatis contained in
these reasons as the issuing Circuit scrutinized the dispute and came to the conclusion itreached inits
operative part,and as this Circuitdid notnotice anything thatwarrants appeal or commentonitin light of
the defenses raised beforeit, this Circuit concludes to reject the Taxpayer's appealand uphold the decision

ofthe AdjudicationCircuitinitsconclusion on the remainingclauses, based on the grounds for the decision.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:
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Decision:

First: Acceptance of the appeal procedurally, from the applicant/ ... commerecial Register No. (..), Unique

number (...), and the Zakat, Tax and Customs Authority, against the decision of the First Circuit for
Adjudicating Income Tax Violations and Disputes in Jeddah Governorate No. (1Z)-2023-90609) issued in
Case No. (Z-2022-90609) related to the 2016 AD Zakatassessment.

Second: On the Merits:

1- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the

(rewards)clause.

2. Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (hiredlabor).

3 - Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (salaries and wages).

4- Rejecting the Taxpayer's appeal and upholding the decision of the adjudication circuitregarding clause

(Accounts payable).

-5-Rejection of the Taxpayer's appeal and upholding the decision of the Circuitregarding the clause (other

creditbalances).

6. Rejecting the Taxpayer's appeal and upholding the decision of the Adjudication Circuit regarding the

clause (amounts due).
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2023-94578

First Appellate Panelfor Income Tax Violations and
Case No. /-2022-94578

Disputes in Riyadh

PrincipalNo.59

- Seasonallabor costexpenses are considered deductible, provided thatthe conditionsstipulated in

the Regulationregardingdeductible expensesare met.

PrincipleNo.60

- Expenses related to gifts for pilgrims are considered deductible, provided that the conditions

stipulated in the Regulationregarding deductibleexpensesare met.

Facts
_ o

The appeal submitted on 07/02/2022 AD by the Zakat, Tax and Customs Authority, and the appeal

submitted on 18/03/2022 AD by..., inhis capacity asthe director of the appellantcompany underits articles
ofincorporation, against the decision of the First Circuit to adjudicate income tax viol ations and disputesin
the city of Dammam No. (IZD-2021-1943) issuedin Case No. (Z-2020-16565) related to Zakat assessment
for the years from 1436 to 1439AH, were considered in the case filed by the Taxpayer against the Zakat,

Tax and Customs Authority,inwhichthe decisionof the Adjudication Circuitruled as follows:

1-Amendingthe Defendant'sdecision regardingthe clause of calculating the amount of Zakat paid for the

year 1438 AH.
2-Annul the Defendant'sdecision regardingthe seasonallabor cost clause.
3-Deny the Plaintiff'sobjection With respect to the Pilgrims' Gift Costs clause.

since this decision was notaccepted by the parties, each of them filed alistof appeals, whichincluded the

following:

the Taxpayer claims that this clause is the only clause for which he has only temporary invoices from the
agentofthe Chinese factory from which the gifts wereimported, and dueto the disappearance of the agent
andthe company's lossof large sumsof moneyas aresult, he tried throughoutthe pastperiodto reach the

factory until they were contacted and agreed to provide the Taxpayer with invoices for these gifts and
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attached them (two invoices) to make these invoices the only documentthatwas notprevi ously attached

because he was unableto obtainitdue toimportissuesand others,therefore, he requests the cancellation
ofthe Authority's decisionto re-establish the Zakatassessment on the mentioned gifts clause, as this clause
inthe activity ofinternal pilgrimsisnotarecreational or optional clause, butan expenseimposed oninternal
pilgrimscompaniesaccording to the regulation of the Ministry of Hajj, therefore, the Taxpayer requests the

reversal of the decision of the Circuitof Determination of the clauses under appealfor the above reasons.

the decisionwas notaccepted by the Zakat, Taxand Customs Authority, whichfiled its appeal against the
challengeddecision by means ofan appeal regulation thatincludedthe following summary: with re gard to
Authority's appealagainstthe decision ofthe Adjudication Circuit, its appeal lieswith regard to (the costof
seasonal labor). Authority explainsthatthe Adjudication Circuitreviewed samples and notthe entire clause,
asitdid notconductathorough examination, did notclarify the typeand date of these samples, and did not
request the certification of a chartered accountant on them. Authority also appeals the clause (formality)

and the clause (calculatingthe amountof Zakatpaid for the year 1438 AH).

On Thursday, December 21,2023 AD, the First Appellate Circuit for Income Tax Violations and Disputes
held its sessionin the presence ofallits membersvia video conferencingin accordance with the procedures
ofremote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the
contents of the case file, the Circuitdecided thatthe case has become ready for adjudication andissuing the
decision On the merits, so the Circuit decided to close the pleading door and reserve the case for

adjudication.

N 0

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer and the Zakat, Tax and

Customs Authority, the Circuitfoundthatthe conditionsfor considering the appeal procedurallyare metin
accordance with the conditions stipulated inthe relevantlaws, regulations and decisions, whichmeans that
the two appeals are accepted procedurally, as they were submitted by a person with standing, and within

the statutory period prescribed for their submission.

On the merits, with regardto the Authority'sappeal regarding the clause (calculation of the amount of Zakat
paid forthe year 1438 AH) and where Article (70) of the Sharia Procedure Law issued by Royal DecreeNo.
M/1 dated 22/01/1435 AH stipulates that: "The parties may request the courtin any case to record what
they have agreedupon inacknowledgmentor settlementor otherwisein the caserecord, and the court shall
issueadocumentto thateffect," as stated in paragraph (1) of Article (70) of the executiveregulations of the
Sharialitigationlaw issued by the Minister of Justice's decision No. (39933) dated 19/05/1435 AH."If the

agreement takes place before the case is set, the content of the case and the answer must be monitored
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before the agreementis recorded, taking into accountthatthe origin of the case is within the jurisdiction of

the Circuit, even if the content of the agreementis within the jurisdiction of another court or Circuit,
provided thatthe merits of the case orsomeofitisamongthose agreed upon.” Based on the foregoing and
where this Circuithasestablished the Authority'srequest to abandon the appealas stated inthe letterissued
byitin the supplementary memorandum containing the following; "In the eventthat the Circuitoverrides
the formalities, the Authority would like to inform the Honorable Circuit thatits appeal in relation to the
above-mentioned clause in particular,and the consequences of the Authority's appeal in relation to this
clause, has been dismissed by the Circuit in accordance with the reasoning of the decision of the

AdjudicationCircuit." Therefore, the Circuitaccepts the abandonmentofthe dispute.

Whereas, withregard to the Authority'sappeal regarding the clause (Cost of Seasonal Labor), the Authority's
appeal liesin objecting to the decisionmade bythe Adjudication Circuitregarding this clause; it claims that
the Adjudication Circuit reviewed samples and not the entire clause, as it did not carry out a thorough
examination, did not clarify what kind of samples or the date, and did not require a certified public
accountant to certify them. Whereas paragraph (1) of Article (5) of the Executive Regulations for Zakat
Collection issued by the Minister of Finance Decision No. (2082) dated 01/06/1438 AH, concerning the
expenses that may be deducted, stipulates that "All ordinary and necessary expenses required for the
activity are deductible whether paid or accrued to reach the net result of the activity provided that the
following controls are met:" A- The expense must be actual and supported by documentary evidence or
otherindicationsthatallow the authority to verify its validity, even if itrelates to previous years. Based on
theabove, itis clear thatthe Authority abandoned its appeal regarding the years 1438 AHand 1439 AH for
the Taxpayer's submission of supporting documents, and regarding the years 1436 AH and 1437 AH, the
Authority maintainsits appeal for failure to submitdocuments,and accordingly, with reference to the case
file,itbecame clear thatallthe documents submitted by the Taxpayerregarding the above clause are for the
years 1438 AH and 1439 AH only, and he did not submit any documents regarding the other years 1438
AH. And 1439 AH. Only, and no document was submitted for the other years, which | eads the Circuit to
accept the Authority's appeal regarding the years 1436 AH. And 1437 AH. Because the Taxpayer did not
provide documentary proof of these expenses, cancel the decision of the Dispute Adjudication Circuit
regardingit,and acceptthe abandonmentofthe litigationregarding the appeal for the years 1438 AH. And
1439 AH.

With regard to the Taxpayer's appeal regarding the clause (Pilgrims' Gift Costs), the Taxpayer's appeal lies
inobjectingto the decision of the Adjudication Circuitregardin g this clause; he claims thatthis clause in the
internal pilgrims’activity is neither a recreational nor optional clause, butan expense imposed on the
internal pilgrims' companies according to the Ministry of Hajj'sregulations. Whereas paragraphs(1/a) and
(1/b) of Article (5) of the Executive Regulations for the Collectionof Zakatissued by the Minister of Finance

Decision No.(2082) dated01/06/1438 AH, concerningthe expenses thatmay be deducted, stipulate that
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"All ordinary and necessary expenses required for the activity are deductible whether paid or accrued to

reach the net result of the activity provided that the following controls are met:" A- It must be an actual
expense supported by documentary evidence or other indications that enable the a uthority to verify its
validity, evenifrelated to previous years. B. They mustbe related to the activity and notrelated to personal
expenses or other activities."Based on the above, it is clear that the Authority accepted the Taxpayer's
objection forthe years 1437 AH, 1438 AH, and 1439 AH only for submitting supportingdocuments, while
for the year 1436 AH, the Authority maintains its rejection of the Taxpayer's objection for not submitting
supportinginvoices, and accordingly, with reference to the casefile, itis clear thatthe Authority'sreference
to the failure to submitsupportinginvoicesis correct the Circuittherefore concludesto rejectthe Taxpayer's
appeal forthe year 1436 AH forfailureto provide documentary proof of these expenses, uph old the Circuits
decision thereon, andestablish the end of the dispute for the years 1437 AH,1438 AH, and 1439 AH for the

Authority's acceptance of the Taxpayer'sappeal.

Regarding the Authority's appeal onthe remainingclausesin the case. Whereas, there isno faulton the part
of the Circuitin adopting the grounds for the decision under appeal without adding to them, if it assesses
that these reasons do not contain anything new, because in upholdingthem with what these reasons
contain, itis certain thatit did notfind any objections to the decision thatmeritaresponsebeyond what s
contained inthese reasons, and because itis proven thatthe decision under appeal regardingthe disputed
clauses wasin accordance with the sound reasonsonwhich itwasbased and sufficientto carryits judgment,
as theissuing Circuitscrutinized the dispute initand reached the resultin its operative partsince the issuing
Circuitscrutinized the dispute and came to the conclusion itreached in its operative part, and since this
Circuitdid notnotice anythingthatwarrants commentingonitin light of the argumentsraised before it, this
Circuitconcludesto rejectthe Authority's appeal and upholdthe decision of the adjudication Circuit With
respectto the outcome of the remainingclausesin the case, bearingin mindits reasonsfor doingso. On the

basis of the above and for the grounds stated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally from the Taxpayer/Company..., Commercial Registration (..)

, Unique Number (...) And the appeal submitted by the Zakat, Tax and Customs Authority, against the
decision of the first circuit regarding violations and disputes of income tax in Riyadh number (12D -2021-
1943) issuedin case number (Z-2020-16565) related to the zakatassessmentfor the years from 1436 AH
to 1439 AH.

Second: On the Merits:

1-Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuitwith regard to the

(formalities) clause.
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2- Accepting the abandonmentoflitigation regarding the Authority's appeal on the clause (calculating the

amountofZakatpaid for the year 1438 AH).
3-Regarding the Authority'sappeal on the (seasonal labor cost) clause:

a- Accepting the appeal and canceling the decision of the Adjudication Circuit for the years 1436 AH and
1437 AH.

b- Acceptance ofabandonmentoflitigation in relationto appeals for the years 1438 AHand 1439 AH.
4- Regarding the Taxpayer's appeal on the clause (costs of pilgrims'gifts):
a- Rejectingthe appeal andupholdingthe decisionof the Adjudication Circuitregarding the year 1436 AH.

b- Proving the end of the dispute regarding the appeal for the years 1437 AH, 1438 AH,and 1439 AH.
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DecisionNo. Z-2023-192726

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. /-2023-192726

Disputes in Riyadh

PrincipleNo.61

- The burden of proof lies with the taxpayer to provide supporting documents substantiating their
position—such as copies of invoices/contracts, bank payment notices, and financial
statements—in order to verify whether the expense is deductible in accordance with the

applicable Zakatlaws andregulations.

Facts
_ &

The appeal filed on 25/04/2023 AD by the Zakat, Tax and Customs Authority against the decision of the

Second Circuitto adjudicate incometax violations and disputes in the city of Riyadh No. (ISR-2023-133881)
issued in Case No.(Z-2022-133881) related to Zakatassessmentfor the year 2019 AD was considered in
the lawsuitfiledby the Taxpayer againstthe Zakat, Taxand Customs Authority, in whichthe decision of the

adjudication circuitruled the following:

First:accepting the lawsuitfiled by the Plaintiff/ Company .., Commercial Registration No. (..), againstthe

Defendant/ Zakat, Taxand Customs Authority, procedurally.
Second: On the Merits:

1- Annul the Defendant's action With respectto the Fines and Penalties clause for 2019 AD, asstated in the

grounds.
2-Dismissal ofthe claim With respectto the 2019 AD trade creditors clause.
3- Dismissal of the claim in relation to the clause of retained insurance to secure business for 2019 AD.

4- Revoke the Defendant's action with respectto an additional funding line clause for 2019 AD, as stated in

the grounds.
5- Dismissal of the case With respectto the 2019 AD advance revenue clause.
6- Rejectthe Plaintiff's objection With respectto the 2019 AD loss carryforward clause.

as this decision was notaccepted by the appellant (Zakat, Tax and Customs Authority), itfiled a list of

appeals, whichincluded the following:
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In objecting to the decision of the Appealed Decision, the Authority claims that with regard to the clause

(Fines and Penalties for 2019 AD), the Authority explains that the Circuitissuing the Appealed Decision
annulled the Authority's decision onthe groundsthatthe Authority did notsubmitits response on the merits
and thatitmade aresponse thatdid notmeetthe reality of the case. The Authority respondsthatthe Circuit
should havespecifically asked the Authority representative aboutitsview on that clausein accordance with
the general rulesin courtproceedings and Article (60) of the Sharia Procedure Law: "If the Defendantrefuses
to answer atall,orresponds with ananswer thatisnotrelevantto the case, thejudgeshall repeat the request
for the correctanswerthree timesinthe same session, andif he insistson this, he shall be considered a nakl
after warning him, and the case shall proceed as per the legal requirements”, which makes it clear to your
Circuitthatthe Circuit's procedures aredeficient, and accordingly, the Authority requests that this clause be
returned to the Circuit thatissued the decision to study the point of view of the Authority in detail in the
eventthat youresteemed Circuitwishes to consider the merits of the clause, the Authority explains thatit
amended thatclauseasitrepresents addedtax fines and trafficfines, afterinquiring from the Taxpayerand
responding on 18/11/2021 AD, and during the objection phase, the Authority reviewed the financial
statements and data submitted, as the Taxpayer provided a detailed movementofthe fines clausefor a total
amountof SAR(401,523), where itwas found thata total of SAR(312,361,41) representtrafficfines and
VAT fines thatcannotbe deducted as they are notrelated to the activity based on Article 8 paragraph (1) of
the Executive Regulations for Zakat Collection issued by Ministerial Resolution No. (2216) dated
07/07/1440 AH, which stipulates (The followingexpenses may be deducted to determine the netresult of
the activity: of which: b. They mustbe related to the Taxpayer'sactivity,and notrelated to personal expenses
or other activities that do not belong to the Taxpayer.) Based on paragraph (3) of Article 9 of the same
regulation, whichstipulates the expenses thatmaynotbe deducted, including "3 - Zakat or tax due or paid",
and the Authority maintainsthe validity of its procedure, and Based on the above, the decision of the Circuit
inthis case underappeal is legallyincorrectand should be annulled withoutany doubt, and therefore the

Authority requests the reversal of the decision of the Circuitfor the above reasons.

On Thursday, on:27/06/2024 AD, the First Appellate Circuitfor Income Tax Violations and Disputes held
its sessioninthe presence of its members whose names are written in the minutes, viavideo communication
inaccordance with the procedures of remote vid eo litigation; based on the provisions of clause (1) of Article
15 of the working rules of zakat, tax and customs committees issued by Royal Decree No: (25711) and
dated: 08 /04 /1445 AH, after reviewingthe appeal request, the pleadings submitted, the pap ers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.

.

Uponreviewing the case documents and the appeal listsubmitted by the Authority, the Circuitfound that

the conditionsfor considering the appeal procedurally aremetin accordancewith the conditions stipulated
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in the relevant laws, regulations and decisions, which means that the appeal request is accepted

procedurally, asitwas submitted by a personwith standing,and withinthe statutory period prescribed for

its conduct.

Onthe merits, as itrelates to the Authority's appeal regarding the clause (Fines and Penaltiesfor 2019 AD),
and where the Authority'sappeal liesin objectingto the decision of the Adjudication Circuitregarding this
clause, as it claims thatitis not related to the activity and therefore cannot be resolved. Based on Article
Eight Paragraph (1) of the Executive Regulations for Zakat Collection issued by Ministerial Decision No.
(2216) dated 07/07/1440 AH, which stipulates: (The following expenses may be deducted to determine
the netresult of the activity: of which: b. It mustbe related to the Taxpayer's activity, and not related to
personal expenses or other activitiesnotrelated to the Taxpayer), andbased on paragraph (6) of Article (11)
of the Executive Regulations for Zakat Collection issued by the Minister of Finance Decision No. (2216)
dated 07/07/1440 AH: "Bad debts, subject to the following conditions: a. It must have been previously
recognized as revenue in the year the revenue is due. B. The debts must be the result of practicing the
activity", and based on paragraph (3) of Article 9 of the Executive Regulations for the Collection of Zakat
issued by Ministerial Resolution No. (2216) dated 07/07/1440 AH, which stipulates the expenses that may
notbe deducted, including "3- Zakator taxdue or paid”,and based on Article (18) of the Zakat Collection
Executive Regulation issued by the Minister of Finance Decision No. (2216) dated 07/07/1440 AH:
"Withoutprejudice to the provisions of Article (10) of the Regulation, every Taxpayer shall maintain - within
the Kingdom and inArabic- the commercial books necessary to accurately determine the amount of Zakat,
as well as the documents that prove their authenticity and the data and explanations that support them.
The burden of proving the authenticity of the clauses and any other data in the declaration is on the
Taxpayer, and if he is unable to prove the authenticity of the clauses in his declaration, the Authority may
notapprove the clause thatis notproven by the Taxpayer or makean estimated link accordingto the view
of the Authority in lightof the circumstancesand facts related to the case and the information available to
it" Based onthe above, itappearsthatthe Authority's appealincludedthe detailed movement of fines and
penalties expenses totaling SAR (401,523) for the year 2019, which was rejected by the Authority in the
amountof SAR(312,361) for the year 2019 AD as theyrelate to both (VAT fines and trafficfines), and since
the Taxpayer did notprovide proofthatthese fines are notthe resultofviolating the laws and regulations
in force in the Kingdom and that they are due to the failure to fulfill the contractual conditions and given
the Taxpayer's failure to provide documents supporting his point of view (copiesof invoices/contracts, bank
payment certificates and financial statements) to verify whether or not the expense can be deducted in
accordance with Zakat laws and regulations, the burden of proof lies on the Taxpayer, which leads the
Circuitto accept the Authority's appeal and annul the decision of the Adjudication Circuit regarding this

clause.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:
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1-Acceptingthe appealinform of the applicant/Zakat, Taxand CustomsAuthority,againstthe decision of

the Second Circuit to adjudicate income tax violations and disputes in the city of Riyadh No. (ISR-2023-

133881) issuedin Case No.(Z-2022-133881) related to Zakatassessmentfor the year 2019 AD.
2.0n the merits:

accepting the Authority'sappeal and canceling the decision of the Adjudication Circuitregarding the clause

(fines and penaltiesfor 2019 AD).

This decisionis consideredfinal according to the provisions of Articles 47 and 48 of the rules of operation

of the commiittees for adjudicating tax violations and disputes.
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DecisionNo. [IR-2024-169242

Appellate Committee for Tax Violations and Disputes

First Appellate Panelfor Income Tax Violations and
Case No. 7-2023-169242

Disputes in Riyadh

PrincipalNo.62

- The taxpayer may deduct dividend distributions from the Zakat base if they provide the partners’
resolutions approving such distributions, along with evidence of the actual distribution in dispute
and bank statements proving that the amounts were disbursed from the claimant’s assets before

the completion ofthe lunaryear.

Facts
_ &

The appeal filed on 12/01/2023 AD by the Zakat, Tax and Customs Authority (ZTA) against the decision of

the FirstCircuitfor the Adjudication of Income Tax Violations and Disputes inJeddah Governorate No. (IZD-
2022-2450) issuedin Case No. (Z-2021-68151) related to the Zakatassessment for the years 2017 AD and
2018 AD, was considered in the case filed by the Taxpayer against the Zakat, Tax and Customs Authority,
inwhich the decision of the Adjudication Circuitruled as follows: The Taxpayer's claimwas filed against the

Zakat, Taxand Customs Authority:

First: confirmation of the end of the dispute based on the Plaintiff's agreement to take action against the

Defendanton the clause of non-deductible expenses (Authoritys andincentives) for the year 2017 AD.

Second: confirmation of the end of the dispute based on the Plaintiff's agreement to take action by the

Defendanton the clause of non-deductible expenses (donations) for the year 2017AD.
Third:acceptingthe Plaintiff's objectionto the clause of Zakat profitsfor the years 2017AD and 2018AD.

Fourth: Rejecting the Plaintiff's objection to the dividend difference clausefor the years 2017AD and 2018
AD.

As this decisionwas not accepted by the appellant (Zakat, Tax and Customs Authority), itfiled a list of

appeals, whichincluded the following:

The Authority objects to the decision of the Adjudication Circuit, claiming that with regard to the clause
(clause Zakat Dividendsfor 2017), ithas disallowed the deduction of dividendsreceived for 2017 AD from
the adjusted profitof ( SAR 9,950,000), based on Note (2) in the financial statements, as it recognizes

investments using the cost method, and upon reviewingthe objection, it turns out that the Taxpayer's
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objectionliesin hisrequestto approve the deduction fromnetincomeoflocal investmentdividend income

of (SAR9, 950,000) for the year 2017 AD, since he distributed them duringthe yearand discharged them

from his liability, and with reference to the Taxpayer's objection, itturns outthatthe amountdisputedis the
distribution of profits of investments in local companies received during theyear2017 AD, and by reviewing
the lists of invested companies "Company .company .., Company ..." it turns out that the dividend
distributions were made from the balance of the rounded profits of the invested companies, and with
reference to the cash flow statement within the Taxpayer'sfinancial statements, accountstatements, entries
and transfers provided by the Taxpayer; it turns out that the Taxpayer distributed profits during the year
amounting to  SAR (21,458),in light of the above, the Taxpayer's objection was rejected because the
company recognizes investments using the cost method, and dividends are recorded as income to the
company, soitis notcorrectto exclude the profits ofinvestments from the adjusted profitevenifthey are
distributed and the distributions are deducted not exceeding the balance of the carried forward profits
accordingly, and based on Article (4) of the first paragraph (6) of the Executive Regulations governing the
collection of Zakat issued by Ministerial Resolution No. (2082) dated 01/06/1438 AH, the Authority
maintains the validity of its procedure, and the Circuitissuing the decision under appeal accepted this
clause, reasoningthatthese profits were distributed to the partners and did notclarify that date or address
what the Authority argued above, which makes the Circuit's decision flawed. Therefore, the Authority
requests that the decision of the Adjudication Circuit on the clauses under appeal be overturned for the

abovereasons.

On Monday, January 29,2024 AD, the First Ap pellate Circuitfor Income Tax Violations and Disputes held
its sessionin the presence ofall its members via video conferencing in accordance with the procedures of
remote video litigation; based on the provisions of clause no:(2) of Article Fifteen of the Rules of Work of
the Committees for Adjudicating Tax Violations and Disputes issued by Royal Decree No. (26040) dated
21/04/1441 AH; after reviewing the appeal submitted by the parties to the case, and after examining the
contents of the case file, and where the Circuit found nothing to require the presence of the parties to the
appeal, the Circuit decided that the case has become ready for adjudication and issuing a decision on its

subject, so the Circuitdecided to close the pleading door andreserve the case for adjudication.

Grounds:
| Gouwds 5

Uponreviewing the case documents and the appeal listsubmitted by the Authority, the Circuitfound that

the conditionsfor considering the appeal procedurally aremetin accordancewith the conditions stipulated
in the relevant laws, regulations and decisions, which means that the appeal request is accepted
procedurally, asitwas submitted by a personwith standing,and withinthe statutory period prescribed for

its conduct.
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Onthe merits, and as for the Authority'sappeal regarding the clause (Zakat profits clause for the year 2017

AD), and whereits appeal liesin that, referring to the Taxpayer's objection, it was found that the objected
amount is the distribution of profits of investments in local companies received during the year 2017 AD,
and by reviewing the lists of invested companies, it was found that the dividends were made from the
balance of the profits of the invested companies, and it was also found that the Taxpayerin 2017 AD
distributed profits during the year amount of SAR (21,458,501), including (the balance of profits at the
beginning of the period and the netincome of the year, including the dividends of investments received
during the year). In light of the above, the Taxpayer's objection was rejected because the company
recognizes investmentsin a costmanner,and the dividendsare recordedas revenuesof the company, soit
is not valid to exclude the profits of investments from the adjusted profit even if distributed and the
distributionsare deducted notexceeding the balance of profits carried over the beginningofthe year. And
since paragraph (8) of clause (First) of Article (4) of the executive regulations for the collection of Zakat
issued by the Minister of Finance's decision No. (2082) dated 01/06/1438 AH stated: "The zakat base
consists of all the Taxpayer's assets subject to zakat, including:" 8- The balance of carried forward profits
from previous years at the end of the year." Based on the above, it was found that the dispute lies in the
deduction of dividends received, and since the Taxpayermay deductdividends,and sincethe dispute over
this clause is an evidentiary dispute, and since the Taxpayer did not submit documents for the year 2017
except for the undated distribution decision, the Circuit concludes that the Authority's appeal should be

accepted and the Circuit's decisionon this clause should be overturned.

Whereas, with regard to the Authority's appeal regarding the clause (2018 AD Zakat Profits Clause), and
after the Circuit's consideration of the merits of the dispute,and after the Circuit's review of the Authority's
appeal,and wherethe Circuitmayadoptthe groundsfor the decisionunderappeal withoutadding to them
when itdetermines that those reasons do not contain anything new, because in supporting the decision
with whatthose reasonscontained, itis certain thatitdid notfind any objectionsto the decision that merit
a response beyond what was contained in those reasons, and whereas itis established that the decision
under appeal with regard to the dispute regarding the clause under appeal was consistent with the sound
reasons thatitwasbased onandsufficientto carry its judgment, as the issuing Circuit scrutinized the dispute
initand concluded with regardtoitthe issuing Circuitscrutinized the dispute and came to the conclusion
itreached inits operative part,and wherethis Circuitfound thatthe conclusion reached by the adjudication
Circuitinits decisioniscorrectand thatthe groundsonwhichitbasedits decision are sufficientto support
that decision, and where this Circuit did not notice anything that warrants censure or comment in light of
the defenses raised beforeit, which leads this Circuitto rejectthe Authority'sappeal and uph old the decision

of the adjudication Circuitin this clause on the basis of its reasons.

Onthe basis of the above and for the groundsstated, the Circuitunanimously decided as follows:
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First: Acceptance of the appeal procedurally from the appellant, the Zakat, Tax and Customs Authority

against the decision of the first Circuit regarding violations and disputes of income tax in Jeddah province
with number (IZD-2022-2450) issuedin case number (Z-2021-68151) related to the zakatassessment for
theyears 2016 AD, 2017AD.

Second: On the Merits:

1- Accepting the Authority's appeal and canceling the decision of the Adjudication Circuit regarding the
clause (Zakat Dividend Clausefor 2017 AD).

2 - Rejecting the Authority's appeal and upholding the decision of the Adjudication Circuit regarding the
clause (Zakat Dividend Clausefor 2018 AD).
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Estimated Assessment
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Appellate Committee for Tax Violations and Disputes DecisionNo.  IR-2024-191136

First Appellate Panelfor Income Tax Violations and
Case No. ZIW-2023-191136

Disputes in Riyadh

PrincipalNo.63

- Liabilityfor Zakatcollectionislinkedto the practiceand exercise of an activity intended to generate
profit, regardless of whether a profitor loss is realized, as such activity is considered a form of

tradinginventory (commercial goods).

Principal No.64

- Intheeventthe taxpayer ceasestheir activity, they mustsubmitevidence of deregistrationwith the
Ministry of Commerce or provide supporting documents proving thatthe activity is no longer being

carried out.

Facts
_ &

The appeal was considered on 29/03/2023 AD, from/ ..(National ID No .....) as a former owner of a...

commercial Register No. (...), on the decision of the Third Circuit for the Adjudication of Income Tax
Violations and Disputes in Riyadh, No. (ZIWR-2022-64432) issued in case No. (ZIW-2022-93222)
regardingthe estimated Zakatassessmentfor the years 1429 AHto 1433 AHand 1442 AH, inthe case filed
by the appellant against the Zakat, Tax and Customs Authority, in which the decision of the Adjudication

Circuitruled as follows: The appellant's appealis filed against the Zakat, Tax and Customs Authority:
the caseisinadmissible in procedurality.

As this decisionwas notaccepted by the Taxpayer (...), he submitted an appeal list, whichwas reviewed by
the Circuit, where the Taxpayer's appeal lies on the clause (year 1442 AH). The Taxpayer explains that all
declarations on the commercial register expired on 19/05/1429 AH, and the commercial register was
canceled by the Ministry of Commerce on 16/03/1434AH. He requests thatits appeal beaccepted and the

decision ofthe Adjudication Circuitbe reversed.
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On Monday, 27/05/2024 AD, the First Appellate Circuit for Income Tax Violations and Disputes held its

sessioninthe presenceofits members whose namesare recorded inthe minutes, via video communication
inaccordance with the procedures forremote video litigation; based on the provisions of clause (1) of Article
15 of the Rules of Work of Zakat, Tax and Customs Commiittees issued by Royal Decree No. 25711 and
dated: 08/04/1445 AH, after reviewing the appeal request, the pleadings submitted, the papers and
documents contained in the case file, after deliberation, and since the case is ripe for adjudicationin its

currentstate, the Circuitdecides to close the pleadingsand reservethe case for adjudication.

Grounds:
| Grounds 5

Uponreviewingthe case documents and the appeal listsubmitted by the Taxpayer, the Circuitfound that

the conditionsfor considering the appeal are procedurally metin accordance with the conditions stipulated
in the relevant laws, regulations and decisions, which makes the appeal request procedurally admissible
because itwas submitted by acompetentpersonand within the statutory period prescribed for conducting
it

On the merits, and regarding the Authority’s appeal concerningthe clause (Zakated Profitsfor the Year 2017
AD), the basis of the appeal is thatupon reviewingthe taxpayer's objection,itwas found that the disputed
amountrepresents distributed profits from investments in local companies received during the year 2017
AD. Upon reviewing the financial statements of the investee companies, it was determined that the
distributions were made from the retained earningsbalances of the investee companies. Itwas also found
that the taxpayer distributed profits during 2017 AD amounting to SAR (21,458,501), which include (the
retained earnings balance atthe beginning of the yearand the netincome for the year, whichincludesthe
investment dividends received during the year). In light of the foregoing, the taxpayer’s objection was
rejected because the company recognizes investments under the cost method, and dividend distributions
are recorded as income; accordingly, investment dividends cannot be excluded from the adjusted profi,
even if distributed, and such distributions are deductible only up to the retained earnings balance at the
beginningofthe year. According to paragraph (8) of section (First) of Article (4) of the Executive Regulations
for Zakat Collection issued under Ministerial Resolution No. (2082) dated 01/06/1438 AH: “The Zakat Base
shallinclude all zakatableassets of the Taxpayer, including: 8. Retained e arningsfrom previous years as of
year-end.”Based on the above, the dispute pertains to the deductibility of received dividends. Since this is
a document-based dispute, and since the taxpayer did not submit documentation for the year 2017 AD
except for an undated distribution resolution, the Circuit resolves to accept the Authority’s appeal and

cancel the Decision of the Adjudication Circuitregarding this clause.

With regard to the Taxpayer's appeal on the clause (for the years 1429 AH to 1433 AH), the Ci rcuithas no
faultin adopting thegroundsfor the decision under appeal withoutaddingto them when it determines that

these reasons makeitunnecessary to introduce anything new, because in supporting the decision with the
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contents of these reasons, itis certain thatitdid notfind any objectionsto the decision that merita response

beyond whatis containedin thesereasons, andsince thisis the caseand itis proven that the decisionunder
appeal regarding the disputed clauses was in accordance with the valid reasons on whichitwas based and
sufficient to carry its judgment as the issuing Circuit scrutinized the dispute and reached the conclusion it
reached in the operative part of its decision, and as this Circuit did not notice any reason to appeal or
commentonitinlightofthe defensesraised before it, this Circuitconcludes to reject the Taxpayer's appeal

and upholdthe decision of the Adjudication Circuitin this clause, bearingin mind its reasons.

Onthe basis ofthe above and for the groundsstated, the Circuitunanimously decided as follows:

Decision:

First: Acceptance of the appeal procedurally, from the applicant/ ... Identity No. (...), distinctive number (...),
againstthe decision of the Third Circuitto adjudicate income tax violations and disputesinthe city of Riyadh
No. (ZIWR-2022-64432)issuedin Case No. (ZIW-2022-93222) related to the estimated zakat assessment
forthe yearsfrom 1429 AHto 1433 AH, and the year 1442 AH.

Second: On the Merits:

1- Rejecting the Taxpayer's appeal and upholding the decision of the adjudication committee regarding

clause (forthe years 1429 AHto 1433 AH).

2- Accepting the Taxpayer's appeal and canceling the decision of the adjudication committee and the

authority's actionregarding clause (forthe year 1442 AH).
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Detailed Index of Principles

Principle

Subject

number

Principle

Additions to the Zakat Base

The capital increase shall be added to the Zakat based upon
the lapse of a full lunar year (Hawl) or if it originates from
equity items or is used to finance an asset that has been

deducted from the Zakatbase.

The Zakat treatment of provisions involves adding the
amount formed during the year to the accounting net profit
and adding the opening balance—after deducting the
utilized portion—to the positive elements of the Zakat base
in order to determine the amount that has completed a full

lunaryear (Hawl).

The portion utilized from the provision for doubtful debts
related to related parties is considered a non-deductble

expense.

A distinction must be made between ordinary financial
transactions and debts arising from loan agreements between
the lenderand the borrower, as the determining factor liesin
the substance of the obligation and the resulting liability
incurred by the debtor due to the benefit derived from funds
granted to or retained by them. The debtoris obligated to pay
Zakat on such funds if they remain in their possession at the
end of the lunar year (Hawl), while the creditor holds a right
inthe debtor’s liability, which constitutes a form of ownership
in the debtor’s obligation. Accordingly, the funds are not

subjectto double Zakat.

Addingtheincreaseinthe
1
capital of the Zakatbase
Addingthe carried-forward
2 balance ofthe end-of-
service provision.
Provision for doubtful
3
debts
4 Trade Payables
5 Loan from partner

Aloanfromapartnerisconsidered partofthe Zakat base and
shall be added to the Zakat base without applying the

deductible limitifitis classifiedunderequity.
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Loans are considered partofthe Zakat base regardless of their
type, source, or classification, provided that a full lunar year
6 Long-termloans (Hawl) has passed over them, or if they have been used to
finance assets deducted from the Zakat base, in which case

the passage ofafull yearis notrequired.

The balance of retained earnings that has completed a full
Difference inretained
7 lunaryear (Hawl) issubjectto Zakat, after deductingactuarial
earnings
losses.

Reserves are added to the Zakat base at the beginning of the

8 Other Precautions
year.
Subcontracting activities are considered part of the Zakat
base, provided thata full lunar year (Hawl) has passed over
9 Subcontractors

them, or if they have been used to finance assets deducted

from the Zakatbase.

Inthe Zakattreatmentofaccounts payable, all Taxpayer funds
Accounts payable for
10 . mustbe added ifthey are used to finance whatis prepared for
construction
the Taxpayer.

Accrued expense balances are considered part of the zakat
Miscellaneous Accrued
11 base, provided thata full lunar year has passed over those
Expenses
balances.

Deductions from the Zakat Base ‘

Holding companies that provide loans to subsidiaries are
Settlementofwhatis
entitled to deductpartofthe loans provided to the subsidiary
12 required fromrelated
from the Zakatbase inanamountequal to the percentage of
parties
theirinvestmentin the subsidiary.

Land and buildingsin the The Taxpayer has the rightto deduct any increase in assets

13
name of the partners thatis offsetby a correspondingincreasein liabilityor equity.
Inthe eventofany dispute arising prior to the issuance of the
Implementing Regulations of the Zakat Collection Law in
14 Net Fixed Assets

1440H, the provisions of the Implementing Regulations

issued in 1438H shallapply.
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15

Propertiesunder

development

Real estates under development are considered deductible fro
the Zakat base, provided that two conditions are met: (1)
documented intent by the authorized person clarifying
intended purpose of the properties, and (2) the absence of aj

sales transactionsduringthe year recorded in the account.

16

Balances duefrom

customers

Debts shall not be deducted from the Zakat base, unless it

proven thatthey cannotbe collected.

17

Zakatbase for foreign

investments

The Taxpayer has the right to deduct foreign investments
from their zakat base, provided they comply with the stated
condition — namely, submitting audited finandial
statements from a certified public accountantin the country
of investment. Thisis for the purpose of calculating the zakat
due on those investments and remittingit to the Authority,
thereby allowingthe deduction of such investments from the

zakatbase ofthe investing company to avoid double zakat.

18

Investments atfairvalue

Investments classified as long-term holdings (Qunyah) are
considereddeductible fromthe Zakatbase, provided that wo
conditionsare met: (1) a documentedintentby the authorized
person clarifying the purpose of the investment, and (2) the
absence of any sale transactions during the year involving

such investments.

19

Investments in subsidiaries

and associates

The taxpayer is entitled to deduct the investment in a
subsidiary from their Zakatbase when Zakatis calculated on
the taxpayer’s share in that investment based on the

subsidiary’s financial statements.

20

investingin astock

portfolio

If the investments in shares are held for long-term retention
(Qunyah) and not for sale or trading they may be deducted

from the Zakatbase.

21

GovernmentDebt

Zakat is not due on amounts owed to the creditor by
government entities when the delay in collection is
attributable to the government entities themselves, and not

due to the creditor’'s own negligence or failure to meet the
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standards and requirements set by the relevant government

authority.

22

Overdue GovernmentDebt

Adebtmay be deductedfromthe Zakatbase if itis proven that
the inability to collect the debtis due to delays by the other
party, and not due to any negligence on the part of the

taxpayer.

23

Deducting aforeign
translation reservefrom

the Zakatcontainer

The taxpayer’s submission of evidence proving the payment
of Zakat on their investments serves as proof of compliance

with Zakatobligationsrelated to those investments.

24

Fixed Assets Calculation

The Regulations issued in the year 1438H supersede all

previous resolutionsand circularsrelated to Zakat collection.

25

Lands registered inthe

name of the partners

Assets registered in the names of partners may be deducted
from the Zakatbase, provided thatsuch assets are used inthe
business activity and supporting justification is submitted
explaining the reasons preventing the transfer of ownership

to the company.

26

Othernon-currentassets

(homeownership program)

Housing loans granted to employees may be deducted,
provided that the company is not entitled to any finandial
gains or fees in return for such loans, inaccordance with the
ImplementingRegulations of the Zakat Collection Law issued

in 1440AH.

27

Deduction ofinvestment

PI’OPCI’I)’

Assets may be deducted, provided that they are used in the

businessactivity.

28

Investmentsin local

companies

The proper Zakat treatment for dividend distributionsis to
ensure that Zakat has been paid for them by the investee
company, to justify not reducing the deducted investment

from the Zakatbase of the investing company.

29

Additional contribution
from apartner (deduction

of related parties)

Partner financing shall be deducted from the Zakat base in

proportionto the ownership percentage.
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30

Long-term receivables

A debtthatarose during the yearand has notcompleted one

full year may notbe deducted from the Zakatbase.

31

Failure to deduct
governmentsubsidies due
attheend ofthe yearfrom

the net profit

The general principle in Zakat calculation is to start with the
accounting profitandadjustitby adding expenses that are not
deductible under Sharia. Thereafter, the Zakat base is
determined, which includes both the taxpayer’s assets and
liabilities. Government grants that have not been received
must be adjusted in the Zakat base, as they are considered

elements of the balance sheet.

32

Failure to acceptdeduction

of loan due from subsidiary

The portion of loans and advances corresponding to the
investment percentage does not constitute lending to a third
party. Accordingly, the taxpayer (lender) is entitled to deduct
from their Zakat base the portion of loans and advances
granted to the subsidiary, in an amount equivalentto their

ownershippercentagein thatsubsidiary.

33

Not deducting the full

value of assets

The user has the right to apply the straight-line method of

depreciation.

34

Not deducting long-term

employeebenefits

Long-term employee housing ownership benefits may be
deducted from the Zakat base, provided that the company

does notgenerate any profit.

35

Not deductinginvestment

in foreign companies

The company is entitled to deduct foreign investments from
its Zakat base, provided that it submits audited finandial
statements issued by a certified public accountantin the
country of investment. This is to enable the Authority o
calculate the due Zakat on these investments and ensure its
remittance. Accordingly, the invested amounts may be
deducted from the investingcompany’s Zakatbase in orderto

avoid double Zakatpayment.

36

Failure to Allow Deduction

of Long-TermRetention

Zakatis notdue onreceivablesuntil they are collected by the
taxpayer and a full lunar year has passed following their

receipt, provided that the delay in payment is due to reasons
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beyond the taxpayer’s control and not a result of their

negligence or non-compliance.
glig pl

Refusal to deductthe

The proper treatment of loans granted to a subsidiary

company, in accordance with the Zakat Regulations of

37 subsidyloan granted to a
1440H, is that such loans shall not be deductible, as each
subsidiary ‘ ‘ ‘
company is considered a separate legal entity.
Refusal to deductexpenses | Operating expenses that are not capital expenditure are
38
paid considerednon-deductible items fromthe Zakatbase.
The amountofimpairmentmustbe deductedand considered
Failure to deductprovision | when calculatingthe Zakatbase, andthe investment must be
39 forimpairmentandsaleof | presented in the financial statements at its market value,
investment which is the cost adjusted for any losses or increased by any
gains resulting from marketvalue revaluation.
It is permissible to deduct carried forward losses that were
40 Retained Losses previously reduced from the Zakat base in the year in which
theywereincurred.
Ifthe taxpayer does notaddthe amounts financedfor costs to
the Zakatbase, then the fullbalance of deferred costs may not
Deferred Underwriting
41 be deducted from the Zakat base. Instead, only the periodic
Costs
realized expense shall be deductible, as this item is not
consideredamongthe element's deductiblefrom the base.
If the amounts are subject to Zakat in the subsidiary
Amounts due from related '
42 ‘ company's base, then the loans and advances granted to the
parties o
subsidiary maybe deducted fromthe Zakatbase.
The accounting treatmentbased on the accrualand matching
principles requiresrecognizing prepaid expenses, from which
no revenue has yet been realized, as an asset item. These
43 Expenses Paid

expenses shall thenbe amortized periodically, and the income
shall be charged with the amortization expenseattributable to

therelevantyear.
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The full balance of deferred costs may not be deducted from
44 the Zakat base; rather, only the periodically realized expense

included in the income statement shallbe deductible.
Adjustments to Net Profit ‘

Failure to deduct
The principlein Zakatisto calculate the accounting profitand
governmentsubsidies due
45 amend it by addingexpenses that are not legally deductible,
atthe end ofthe yearfrom
and then calculating the Zakatbase.
the net profit

If the distributed profits are derived from the retained
earnings of previous years of the investee company, they must
46 Investmentincome ] o ) ) ,
be subject to Zakat within the investing company’s Zakat

base.

Not to reduce the adjusted | Distributable dividends are considered partofthe Zakatbase,
47 profits by the distributed | provided that a full lunar year has passed since their
profitfromthe profitofthe | entittement or they have been used to finance assets

year deductible fromthe Zakatbase.

The fundamental basis for calculating the Zakat base and
determining the amount due requires the presence of the
48 Life Insurance
zakatable wealth in the possessionofthe taxpayer atthe end

of thelunaryear.

The provisions of the Regulation apply only to matters
occurring afterits effective date and shallnothave retroactive
49 Non-retroactivity of laws
effect, in accordance with the principle of non-retroactivity of

laws.

The goodwill amount and its amortization expense, as
o ‘ recorded in the audited financial statements approved by a
50 Amortization of goodwill
certified publicaccountant, shallbe deductible from the Zakat

base.

51 Depreciation differences When the taxpayer deductsassets based on their book values

as stated in the financial statements, in addition to deducting
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depreciation differencesfrom the assets’book valuesatyear-

end and from the netprofit, this resultsin double deduction.

Necessary and essential expenses incurred to carry out the

52 Rental Expense
activity are considered deductible expenses.
Contract revenue is recognized as part of the income
Revenuesaccordingtothe | statementin the accounting period during which the work is
53 percentage of unauthorized | performed. Accordingly, revenues from work are accounted
completion forbased on the percentage of completion, inaccordance with
the requirements of the applicable accounting standards.
The entire adjusted net profit for the year is subject to Zakar,
Dividend paid excluded
54 asitis consideredareturnon capital, regardless of whethera
from profitfor the year .
full lunaryear has passedor whetherithas been distributed.
The occurrence of sale transactions involving investments
Dividendsfrom securities ‘ - o ‘
55 resultsin their classification as trading inventory (commercial
availableforsale
goods).
The certificate issued by the certified public accountant is
56 Bad Debts . . ..
considered one of the requirements for substantiating the
validity of written-off debts.
The existence of incentives must be linked to the procedures
prescribedby the Labor Law, and they have no bearing onthe
57 Incentives
Zakat treatment in terms of whether their amounts are
included inthe taxpayer'sZakatbaseornot.
Employee bonuses are considered deductible expenses,
58 Rewards provided that supporting documents evidencing their
disbursementare available.
Seasonal labor cost expenses are considered deductible,
59 Seasonal labourcost provided that the conditions stipulated in the Regulation

regarding deductible expenses are met.
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Expenses related to gifts for pilgrims are considered
60 Pilgrims Gift Costs deductible, provided that the conditions stipulated in the

Regulation regarding deductibleexpensesare met.

The burden of proof lies with the taxpayer to provide
supporting documents substantiating their position—such
as copies of invoices/contracts, bank payment notices, and
61 Fines and Penalties
financial statements—inorder to verify whether the expense
is deductible in accordance with the applicable Zakat laws

and regulations.

The taxpayer may deduct dividend distributions from the
Zakatbase ifthey provide the partners’ resolutionsap proving
ZakatDividend (Dividend | such distributions, along with evidence of the actual
o2 Received Deduction) distribution in dispute and bank statements proving that the
amounts were disbursed fromthe claimant'sassets before the

completionofthe lunaryear.

Estimated Assessment

Liability for Zakat collection is linked to the practice and

exercise of an activity intended to generate profit, regardless

°3 of whether a profit or loss is realized, as such activity is
consideredaform oftrading inventory (commercial goods).
Estimated Assessment
Inthe eventthe taxpayer ceasestheir activity, they mustsubm
64 evidence of deregistrationwith the Ministry of Commerceor

provide supportingdocuments provingthatthe activity is no

longer being carriedout.










