07/30/2002
NOTICE FOR USAID CONTRACTORS AND GRANTEES
Subject: VAT GUIDANCE

As discussed at previous meetings with contractors and grantees, VAT is an extremely sensitive
and important issue for our Mission. Careful attention must be paid to avoiding VAT whenever
possible and, failing that, obtaining valid VAT receipts so that USAID may seek VAT refunds
from tax authorities. Failure to do so could put the Mission’s programs in jeopardy and possibly
lead to a USAID determination that VAT costs are unatlowable.

The Mission is continuing its dialogue with Palestinian VAT authorities to effect broad
implementation of a 0% VAT procedure whereby VAT expenses would be avoided at the point
of sale. In the meantime, for both Israeli and Palestinian VAT, USAID will reimburse
contractors and grantees for incurred costs in accordance with the payment provisions of their
agreements; provided, however, that the following procedures are followed:

1. Reasonable efforts must be made to avoid Israeli and Palestinian VAT at the point of sale
whenever possible. Those contractors and grantees that have exemption mechanisms in
place should continue to follow those.

2. In cases where Israeli or Palestinian VAT cannot be avoided at the point of sale, original
VAT receipts must be obtained from all vendors that are legally authorized to issue such
receipts. To be considered valid and acceptable, receipts must conform to the
requirements stated in the checklist attached to this notice. Receipts shall be submitted to
USAID’s Financial Management Office on a monthly basis, no later than the fifteenth
day after the end of the month. This will enable USAID to process refund claims with
VAT authorities on a timely basis.

Failure to comply with both of these requirements may result in a determination that the VAT
costs in question are unallowable under your contract or grant, in which case those costs would
be financed from your organization’s own funds.

Since USAID will be reimbursing VAT expenses in contractor and grantee billings, the refunds,
when received, will be deposited to the account of USAID.

In addition to submitting original VAT receipts to USAID, contractors and grantees must retain
on file copies of receipts and related documentation reflecting their VAT submissions to USAID.
This is needed to avoid the risk that VAT costs may be questioned during an audit and possibly
disallowed.

The requirements discussed in this notice apply to not just prime contracts and grants, but also
subcontracts and subgrants with non-local entities — that is, entities that are present in the West
Bank or Gaza solely for the purpose of performing work financed by USAID or other tax-exempt
donors.

If you have any questions, please contact Robert Bonnaffon (03-51 [-4880) or Leone! Pizarro
(03-511-4852)
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ATTACHMENT 1

VAT INVOICES
REQUIRED ATTRIBUTES

ISRAELI VAT INVOICES

The following information is required on Israeli VAT invoices in order
for them to be accepted for purposes tax refunds:

Vendor’s name

Invoice date

Vendor’s tax identification number (TIN)

Tax invoice number

Document must be an original, copies are not accepted
The document must indicate on its face that it is

a tax invoice...a hishbunit mas, or in Hebrew: om manawn

PALESTINIAN VAT INVOICES

The following information is required on Palestinian VAT invoices in
order for them to be accepted for purposes of tax refunds:

e The purchaser’s name and address
Name of the vendor
e The document must state “Authorized Dealer” and then the dealer
number. For example:
e The document must state on its face that it is a “Tax Invoice” and
f an invoice number. For example: 4y pa3 )5l

* The invoice must state on its face “Original”.
| For example: obayi da il




