


Zakat rules for investment funds

As part of the Kingdom’s 2030 vision in providing a safe and stable
investment environment, Zakat, Tax and Customs Authority (ZATCA)
introduced Zakat rules for investments funds, on August 4, in the form of
a public consultation paper.

The purpose of the introduced rules is to clarify the zakat calculation
mechanism and provisions for the Capital Market Authority (CMA)
approved investment funds and their investors.

In detail

Applicable payers

e  The rules would apply to investment unit holders of
CMA-approved investment funds (other than financing funds)
who engage in activities subject to zakat collection in accordance
with the provisions of the Zakat By-Laws.

e  Financing Funds subject to CMA regulation are obligated to pay
Zakat to ZATCA, and the Zakat will be calculated in accordance
with the Zakat By-Laws applicable to the financing institutions.

Actions to consider

e All CMA-regulated investment funds are required to register with
ZATCA. The investment fund manager is required to submit to
ZATCA an informative Zakat return containing fund-related
information. The fund manager must also provide ZATCA with a
list of unit holders in addition to other information.

e  The investment unit holders may deduct their investment in the
fund from the Zakat base provided that:

a. The investment is not held for trading as stated in Article

The purpose of the introduced (5) of the Zakat By-Laws:
rules is to clarify the zakat ’

calculation mechanism and b.  Zakat is calculated on the funds by virtue of a CPA
provisions for the Capital Market certificate

Authority (CMA) approved
investment funds and their

: Zakat calculation on the investment funds:
investors.

° Additions

Article 4 of the Zakat By-Laws stating the items to add to the
Zakat base, in addition to the following:

o  Net assets belonging to the unit holder in the value shown
in the Fund’s financial statement at year end;

o  Debts payable by the fund are added in accordance with
Article (4) paragraphs (3) and (10) of the Zakat By-Laws.
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° Deductions

Article 5 of the Zakat By-Laws stating the items to deducted from the Zakat base, in addition to the
following:

o Investment funds not held for trading should be treated the same as foreign investments stated
in Article (5) of the Zakat By-Laws.

o  The percentage of the investment funds not held for trading is determined using the following:

a. The higher from the below should be divided by the net investment value in the fund’s
share for the same month:

1. The total amount from subscription activities is deducted from the total amount
of purchase activities on a monthly basis; OR

2.  The total amount of the refund process is deducted from the total amount of
sales.

b.  The preceding applies to all months in a year, and the highest percentage in the year is
to be considered and multiplied by the investment value in the shares' ending balance
as reflected in the fund's statement of financial position. According to Article (5) of the
Zakat By-Laws, the result is classified as the percentage held for trading, and the
remaining percentage is treated as non-trading.

c. The preceding paragraphs will apply to funds whose primary activity is investing in listed
shares.

e  Other considerations
o Investment real estate that are not held for trading are subject to the same Zakat treatment as
fixed assets.

o Fixed assets and available for sale investment real estate are not deductible from the Zakat
base.

o  The difference between net adjusted profit and accounting profit should be added to the Zakat
base noting that fund management fee expenses, custodian, supervisory and audit fees are
Zakat deductible.

Zakat base

The minimum zakat base for the investment unit holder is his share of the fund's adjusted net profit, whether
the profit is distributed or not.
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Filing date for Zakat return

Within 60 days from the end of the fiscal year, regardless of the length of the fiscal year.

Documents to be submitted with the return

1. The investment fund's financial statements and reports.
2. Alist of the owners of investment units during the fiscal year, when requested by the ZATCA.
3.  Arecord of the investment fund's transactions with related parties.
4.  Any other data requested by the ZATCA from the Fund.
Notification

Fund manager to inform the ZATCA within 60 days upon liquidation or termination of a Fund.
Additional points to consider:

e The owner can issue consolidated financial statements with the fund in case he owns 100% (direct or
indirect) of the fund.

e  Transfer pricing rules apply to the Fund.

e Fund is under ZATCA and CMA penalties rules.
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The takeaway

Once these By-Laws are enforced, which is expected soon, the Zakat impact will be significant, and companies in KSA
and unit holders will be affected differently depending on whether or not these companies invest in investment funds.

It is recommended that applicable payers (investment unit holders) ensure the implementation of these By-Laws on their
investments in investment funds and that Zakat be calculated by a certified CPA in order for ZATCA to accept the
deductibility of these investments in these payers' zakat declarations.
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