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Cambodia tax alert
Implementation of Value Added Tax on
Non-taxable Supplies

Cambodia’s Ministry of Economy and Finance (MEF) issued a
regulation (Prakas No. 559) on 25 May 2017 that clarifies the
value added tax (VAT) treatment of nontaxable supplies and
provides guidance on certain outstanding issues raised by
taxpayers. The regulation provides definitions of certain
nontaxable supplies and offers entities providing both taxable
and nontaxable supplies an option to claim a proportional input
VAT credit.

Nontaxable supplies
The regulation clarifies the definitions of the following terms:

e “Primary financial service” refers to a type of financial
service in which profit margins are derived from:

o Deposit, credit or loan transactions, excluding
relevant service fees for loan processing;

o Initial public offerings of stock, trading of stock or
other financial instruments and clearing and
settlement services relating to the Cambodia
Securities Exchange;

o Currency exchange;

o Security (surety); or

o Trading of raw gold.

e “Electrical power” refers to electricity supplied for
household or business consumption. The supply of
electricity does not include installation services or
measuring instruments.

e "“Clean water” refers to clean water supplied for
household or business consumption, except for the
production of drinking water. Such a supply excludes
the installation of pipelines and measuring instruments.



e “Unprocessed agricultural products” refers to trees,
bark, leaves, flowers, fruit, nuts, roots or tubers of
plants from a local plantation or agriculture, regardless
of whether they have been ground, that have not yet
been processed into finished goods.

e “Liquid/solid waste” refers to liquid/solid items or
substances that are no longer useful or are required to
be disposed.

In addition, article 5 of the regulation formalizes the additional
types of supplies that are treated as nontaxable supplies (i.e.
included in article 57 of Cambodia’s law on taxation) as from 1
January 2017:

e Educational services;

e Electricity and clean water;

e Unprocessed agricultural products; and

e Liquid/solid waste collection services

Previously, the MEF issued a confirmation letter to each
association seeking an exemption for such supplies, which will
no longer be necessary.

Input VAT credit

The new regulation permits such entities to claim a VAT credit
for the taxable portion of their supplies, using the formula/pro-
rata basis provided in articles 29 to 41 of the VAT sub-decree
dated 24 December 1999.

Comments

It is questionable whether nontaxable supplies are limited to
only the defined terms and examples mentioned above. For
example, there are a number of services not specifically
included in the definition of primary financial services, such as
account maintenance fees, bank charges for funds transfers,
etc. that are core banking services. If these services are taxable
(i.e. if output VAT is imposed on the customer), under the law,
the financial institution will be required to issue a VAT invoice
for the services, which would create a significant compliance
cost for the financial institution.

If you have any questions on this tax alert, please contact us
our tax director, Ms Kimsroy CHHIV, via kchhiv@deloitte.com.
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