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Starting 1 January 2016, the new Law On
Value Added Tax came into force. In
addition, there are another changes in the
tax law. This tax alert summarises main
highlights of the these updates.

I. NewLaw On Value Added T ax
Notions

A number of new notions were introduced, such as the
VAT withholder, e-invoice, user system, integrated
Sy stem, etc.

VAT withholder

* VAT withholder should be registered with tax
authorities and has an obligation to withhold, report
and transfer VAT to the state budget, when goods,
worksand services:

- sold/performedin Mongolia;
- imported, or
- exported.

* The law mentions legal entities, individuals and
permanent establishments as VAT withholders,
which formally leaves such persons, as
representative offices of non-residents,
outside the scope ofthelaw.

+ Still, there is an legislator’s intention to cover all
potential persons that can perform as VAT
withholders, including those that are not mentioned
directly.

VAT registration and threshold

* The law still provides a possibility for both
mandatoryand voluntary registration, however:

- The threshold forthe mandatory registration
isincreasedto MNT 50 millionofsales
income (MNT 10 million previously).

- The threshold forthevoluntaryregistration
shouldreach 20% of MNT 50 million of
sales income. Previously, the voluntary
registration waspossible (a) ifthereis an
investment of USD 2 million or more or (b)
taxableincomereached 80% ofthreshold
(e.g. MNT 8 million).

* The law removed a possibility to register as a VAT
withholder after the sale of fixed assets.

VAT de-registration

As previously, if the total taxable income for the
consecutive 12 months is less than the statutory
threshold, the tax authorities will automatically de-
register the VATwithholder.

Timing of VAT imposition

* Rules for timing of the VAT imposition were
amended, and the current law allows an
ambiguous interpretation that VAT may be
imposed upon the receipt of advance payments,
received for goods, works and services, which
are notyetdelivered.

New V ATable transactions

+ The following transactions were added, inter
alia, as VATableto thelaw:

- notaryservices;

property valuation services;

- legal services;

- brokerageactivities;

- state funding, subsidy and incentives;

- sale ofrights (previously, thelaw referred
only to business rights);

- sale/transfer of debt claims, including
factoring servicesand forfaiting;

- interest/finesreceived from
counterparties for breach of contracts.



T ransactions with non-residents

Works and services received from a non-resident
(irrespectively of whether they are supplied
in Mongolia or not) subject to VAT under the
reverse charge procedure (the RC VAT). Previously,

VAT refund

The new procedures for VAT refund were
implemented:

- “ProcedureonVAToffset, refund and

. . ting”
the law provided for taxation of only those accounting
transactions, which are performed in Mongolia, - “ProcedureonVATrefundofan
although the tax authorities opined that transactions individual VAT payer”

should be taxable regardless of their territory. Now
the law is aligned with the tax practice.

If goods received from a non-resident, were not
subject to the customs clearance, such goods
shall betaxed withthe RCVAT aswell.

The VAT threshold of MNT 50 million is not
applicable to goods, works and services purchased
from a non-resident — so, starting from 2016 the RC
VAT applies irrespectively of the transaction
amount.

Moreover, the separate tax return is introduced to
report the VAT paid under the reverse charge
procedure.* And since the RCVAT and ‘normal’ VAT
shall be reflected in different returns, VAT
withholders will not be able to offset their RC VAT
liability against the ‘normal’ VAT as it was done by
companiesbefore.

Restrictionoftheinput VAT

Inter alia, the law disallows the offset of the following

- “Procedureona lottery reward for an
individual VAT payer”.

More favorable quote was introduced to
provide the cash refund from the budget:
instead of 15 %, as it was before, the state may
refund to businesses 30 % of the VAT collected
inagiven year.

Individuals-VAT payers can now apply for up
to 20% of a VAT refund for the VAT paid on
purchases (previously this was not possible for
individuals).

Electronic VAT system

The new law introduces the electronic VAT
sy stem, which purposeis to:

ensure a correlation between VAT liabilities
and VAT credits of businesses and thus reduce
tax evasion;

provide access to real-time transactions;

input VAT: * reduce an administrative burden due to
- VATincurred withinthe development and simplification of reporting.
purchase offixed assets; Penalties and liability

- VATincurred atthe stage of mineral
exploration and pre-mining operation;
- VATwhichdoes notrelateto VATable

transactions ofthe reporting period;

- RC VATincurred upon purchases from non-
residents (thisrule waspreviouslysetby and
now it is introduced by the law aswell).

This may result in additional 10% cost for companies

Penalty and liabilities for a failure to comply with
the new VAT law will be regulated under the
Article 74 “Liability to be imposed on violators of
legislation” of the General Taxation Law dated 20
May 2008.

havingthese transactions.

*The new VATreturn form (TT-o3a)and RCVAT
reporting form (TT-03b) areissued as appendixes of the
Order #A/269 ofthe Head of General Taxation
Departmentdated 30 December 2015

* The Order ofthe Ministry of Finance # 333 dated 14
December2015. It replacesthe previous Order “On
Procedureregarding the VAT offset, refund and
accounting” #283, approved by the Ministry of Finance
on 15 December 2009.



I1.Otherlegislative amendments
New rateofinterest on underpaid taxes

The new interest rate on underpaid taxes is set at
0.0537% per day (previously it was 0.052 %).* This
interest is applied on late tax payments by taxpayers as
well as taxes over imposed by faults of tax inspectors.
This rateis effective from 1 January2016.

Changesto Personal Income Tax Law

* The exemption of interest income earned by a
Mongolian citizens from bank savings extended
until1 January 2018.

» This exemption does not cover savings over MNT100
million with a maturity less than one year, or demand
deposit.

* The Government'’s Resolution # 30 dated 11 January
2016
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