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Let’s talk
For a deeper discussion 

of how this issue might 

affect your business, 

please contact:

VAT treatment of foreign donor 
funded projects

2. The ODAA must provide that 

the international donor funding 

is not subject to tax; and

3. The project must have been 

approved by the Minister of 

Finance as an FDFP.

What is an ODAA?

An ODAA is defined with 

reference to guidance from the 

Organisation for Economic 

Cooperation and Development 

(‘OECD’) as ‘government aid that 

promotes and specifically targets 

the economic development and 

welfare of developing countries’.

South Africa’s National Treasury 

has adopted in its Policy

The amendments, effective 1 

April 2020, update the definition 

of an FDFP and introduce the 

concept of an ‘implementing 

agency’. An FDFP is specifically 

defined in the Value-Added Tax 

Act, 1991 (‘the VAT Act’) as a 

project established under an 

Official Development Assistance 

Arrangement (‘ODAA’) to supply 

goods or services to South 

African beneficiaries to which the 

Government of the Republic is a 

party. There are three additional 

conditions that must be met, i.e.:

1. The ODAA must be binding 

on the Republic in terms of 

section 231(3) of the 

Constitution of the Republic of 

South Africa;

In brief

A foreign donor funded project (‘FDFP’) is a development project funded by 

a foreign government under an Official Development Assistance 

Arrangement with the South African government.

In terms of legislative amendments effective from 1 April 2020, an FDFP is 

required to be registered as a branch carrying on a separate enterprise 

from that of the implementing agency (i.e. a separate VAT registration is 

required). 

Following the promulgation of these legislative amendments, the South 

African Revenue Service (‘SARS’) issued guidance (‘the guide’) that is 

aimed at addressing the current difficulties with the VAT treatment of 

FDFPs.

In detail
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Framework that an ODAA is an arrangement in 

terms of which resources officially flow ‘from the 

international donor community to South Africa in the 

form of grants, technical co-operation and financial 

co-operation, where the South African government is 

held at least partially responsible or accountable for 

the management of such resources’.

The guide refers to the following two types of 

agreements that fall within the ambit of the ODAA 

Policy Framework:

• The overarching agreement between the South 

African and a foreign government; or

• An engagement between a sphere of the foreign 

government and the South African government.

Importantly, the foreign donor must form part of a 

‘foreign government’ (which includes institutions 

such as the United Nations and the European 

Union). 

In order for an agreement to be regarded as an 

ODAA, the agreement must stipulate that the funding 

cannot be used to pay for any tax imposed under 

South African law.

Where a sub-agreement exists, the South African 

government must remain a party to the agreement 

and accept responsibility for how the funding is 

applied.

All ODAAs must be introduced in the National 

Assembly as contemplated in section 231(3) of the 

Constitution. In addition, the FDFP must be approved 

by the Minister of Finance and a letter in this regard 

must be issued by the National Treasury.

What is an implementing agency?

An implementing agency is defined to include one of 

the following persons, institutions or bodies that 

implement, operate, administer or manage an FDFP:

• Any national, provincial or local sphere of 

government of the Republic. This would include 

any municipality or department of national 

government;

• Any institution or body established and appointed 

by a foreign government (in this regard, section 

10(1)(bA)(ii) of the South African Income Tax Act, 

1962, is applicable). The institution or body must 

therefore have been appointed by the foreign 

government to perform its functions under an 

ODAA and the ODAA must specify that all 

receipts or accruals are exempt from income tax; 

or

• Any person who entered into a contract with any 

person specified above. This would not include 

a sub-contractor or supplier of goods or services 

to the project, but would include a person 

responsible for management and facilitation 

associated with the project.

Enterprise activities and registration

The definition of ‘enterprise’ has been amended to 

differentiate the activities of the implementing agency 

from those of the FDFP. Thus, each FDFP is 

regarded as a separate enterprise for VAT purposes 

and should be registered as a separate branch of the 

implementing agency (i.e. should have its own 

separate VAT registration). In short, where an 

implementing agency is responsible for multiple 

projects, each project must separately register for 

VAT as a branch of the implementing agent.

Consequences of a branch registration

• The FDFP will retain the same tax periods and 

accounting basis as the implementing agency’s 

main VAT registration.

• The implementing agency is responsible for 

submitting separate VAT (VAT201) returns and for 

making payments to SARS (if applicable) for each 

FDFP.

• In the event that the implementing agent fails to 

adhere to the requirements of the VAT Act (i.e. in 

relation to submission of returns for each tax 

period and the issuing of tax invoices), the 

implementing agency bears the ultimate 

responsibility for compliance.

• The implementing agency is also responsible for 

accounting for the receipt of funding and the 

distribution of funding received from the foreign 

donor, which must be kept separate from the 

general funding of the implementing agency. For 

the purposes of the branch enterprise and 

registration, the implementing agency must 

maintain an independent system of accounting for 

each FDFP.

Registration date

It is generally accepted that VAT registration is 

effective from the date the project commences. If the 

VAT registration is only applied for after the project 

commencement date, the Commissioner will 

backdate the VAT registration to the commencement 

date.



Registration procedures

Where and how does registration take place?

• The FDFP branch should be registered at a SARS 

branch office, and the trading name of the FDFP 

must be the name of the project as per the 

agreement. 

Documentation required for registration

• Either the ODAA agreement or the agreement 

between the implementing agency and the foreign 

donor or government.

• A signed letter with a unique reference from 

National Treasury confirming the approval of the 

project as an FDFP for VAT purposes.

• A certified copy of the representative vendor’s 

identity document.

• Proof, not older than three months, of the 

implementing agency’s business address and the 

representative vendor’s residential address.

• An original letter from a bank on the bank’s 

letterhead with an original bank stamp, reflecting 

the date on which the bank account was opened 

(or a bank statement with an original bank stamp).

Deregistration

An FDFP has a limited lifespan. As soon as the 

relevant project ends, the FDFP ceases to carry on 

any further enterprise activity and is thus required to 

deregister for VAT.

Output tax and input tax

A FDFP is deemed to make a zero-rated taxable 

supply to a foreign donor in terms of section 11(2)(q)

of the VAT Act.

Importantly, supplies between the implementing 

agency and the FDFP are subject to VAT at 15%, 

unless specifically zero-rated or exempt. The FDFP, 

being separately registered for VAT, is entitled to a 

full input tax recovery of the VAT incurred (provided it 

is in possession of the required documents).

If the project is only partly funded by a foreign donor, 

an input tax claim is only allowed on a portion (if the 

other person providing funding does not meet the 

requirements of a FDFP).

Tax invoices

Generally, tax invoices issued by the FDFP must 

meet the usual requirements applicable to tax 

invoices. However, the tax invoice must reflect the 

VAT registration number and trading name of the 

FDFP (and not that of the implementing agency).

The FDFP must be in possession of a valid tax 

invoice at the time of the input tax claim. However, 

SARS has indicated that the FDFP may obtain a tax 

invoice that reflects:

• the VAT registered name of the FDFP; and

• the VAT registration number of the FDFP.

This implies that the implementing agency’s own 

VAT registration number may not be reflected on the 

tax invoice

Public Finance Management Act 

procurement system

Where the implementing agency is subject to the 

Public Finance Management Act (‘PFMA’), it must 

make use of the PFMA procurement system. 

Because this system may only be accessed in the 

implementing agency’s own capacity, the 

implementing agency will be acting as an agent on 

behalf of the FDFP in respect of procurement with 

suppliers.

In these circumstances, orders placed by the 

implementing agency on the PFMA procurement 

system must reflect the project name as well as the 

FDFP VAT registration number. The tax invoice 

issued by the supplier may, however, contain the 

details of the implementing agency (including the 

implementing agency’s own VAT registration 

number) and not that of the FDFP.

The VAT Act requires an agent (i.e. the implementing 

agency in its capacity as a separate VAT enterprise), 

to maintain sufficient records to ensure that the 

name, VAT registration number and other relevant 

details of the principal (i.e. the FDFP) are readily 

available. 

Agency statement

The implementing agency must also ensure that 

each FDFP receives a statement containing the 

following information regarding each supply made to 

the implementing agency in its own VAT 

registration’s capacity as agent of the relevant FDFP:

• Full and proper description of the goods or 

services;

• The quantity or volume supplied; and

• The value of the supply, the VAT levied on the 

supply, and the consideration for the supply.

This statement must be provided to each FDFP 

within 21 days of the month following the month in 

which the supply was made to the implementing 

agency.
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Transitional rules

FDFPs registered under the old regime will remain 

under that regime for the duration of the project. If a 

project was required to be registered as an FDFP 

under the old regime but failed to register before 1 

April 2020, the VAT registration procedures 

applicable to the new FDFP regime must be 

followed.

Impact of the FDFP new regime

• The requirement that an FDFP be approved by 

the Minister of Finance as an FDFP for the 

purposes of the definition is onerous and may lead 

to delays in VAT registration. 

• The transitional rules relating to the old regime are 

not entirely clear.

• The amendments create significant challenges. 

Implementing agencies are required to register 

each FDFP separately and consequently 

administer multiple VAT registrations (and submit 

multiple VAT returns) on a monthly basis.

• Procurement processes will have to be adjusted to 

ensure that goods and services are procured 

under the specific trading name and VAT number 

of the FDFP. Failure to achieve accuracy in this 

process will result in SARS continuously denying 

input tax deductions as a result of invalid tax 

invoices.

• The requirement for the maintenance of an 

independent system of accounting for each FDFP 

has not been clearly defined. There is insufficient 

clarity regarding whether each FDFP requires its 

own accounting records (i.e. general ledger, trial 

balance and financial statements) and accounting 

system (i.e. company code)).

Comments will be provided by PwC to National 

Treasury in respect of practical difficulties that have 

been identified.


