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APPOINTMENT OF A SERVICE PROVIDER FOR VAT REVIEW AND RECOVERY SERVICES 


	1.  Guideline for Terms of reference


	This tender is for the appointment of a service provider for VAT review, recovery, calculation of Value Added Tax (VAT), apportionment percentage and application thereof for a contract of 12 months. 



A. Background

The Moqhaka Local Municipality requires the appointment of a suitably qualified and experienced Service Provider for Vat review, recovery, calculation of Value Added Tax (VAT), apportionment percentage and application thereof for a contract duration of 12 months. 

B. Scope of Work / Terms of Reference

1. VAT Review

(a) VAT is the only tax that has a direct impact on the financial affairs of a Municipality.
(b) The application of the Value Added Tax Act, Act No. 89 of 1991, is a complex issue and not easy to interpret and contains numerous exceptions and provision. Given the fact that the financial implications of such actions can be detrimental to the Municipality and the prescription period of this claim proviso (i) of section 17 of the VAT Act that limits the period in which a vendor may claim an input deduction to five (5) years.
(c) Facilitate a VAT review, which includes a review of the previous status of the treatment of VAT by the Municipality’s accounting system to ensure appropriate application of the relevant provisions of the VAT Act to ensure optimal claiming of the input tax and appropriate declaration of the output tax timeously.
(d) Detail examination into the general ledger where VAT was potential not claimed.
(e) Calculate the apportionment percentage based for the previous five (5) years.
(f) Apply the recalculated apportionment percentage to the mixed supply expenses and the amount of under or over payment of input tax, if any.

2. VAT Recovery

(a) A comprehensive written report must be submitted on the findings of the review/recovery identifying risk areas, internal control weaknesses and recommendations for improvement.
(b) Working papers of all relevant calculations should be handed over to the Municipality.

The VAT review/recovery process should include for the following:

2.1 VAT Reconciliations

(a) Obtain input and output figures from the general ledger per tax period.
(b) Obtain copies of the VAT 201's submitted to SARS.
(c) Reconcile the input figures from the general ledger with the input figures reflected on the VAT 201's (Submit an electronic reconciliation of the input VAT as per the financial system of the Municipality and compare the reconciliation with the figures as per the SARS system (VAT201)).
(d) Reconcile the output figures from the general ledger with the output figures reflected on the VAT 201's (Submit an electronic reconciliation of the output VAT as per the financial system of the Municipality and compare the reconciliation with the figures as per the SARS system (VAT 201)).
(e) Reconcile the figures on the VAT 201 returns to the VAT report from the financial system.
(f) Investigate differences.

2.2 VAT Input Reconciliation

(a) Obtain detailed line-by-line general ledger transactions electronically from the system.
(b) Link the line-by-line detailed transactions of the general ledger VAT input account(s) to the different lines of the different account transactions.
(c) Reconcile the above linked line-by-line transactions per the expense account to identify instances where VAT registered was not accounted for in the VAT 201 - code these exceptions as; supplier not VAT registered / require valid tax invoice from supplier / no VAT to be claimed / valid VAT saving / VAT charged but supplier not registered for VAT.
(d) Investigate expenses (general ledger entries) where no VAT as claimed by obtaining invoices/supporting documentation.
(e) The Service Provider to have its own team of staff members to retrieve incorrect, lost, misfiled or misplaced invoices from Municipal suppliers.
(f) Where VAT as charged by non-VAT vendors, the Service Provider is to recover the VAT charged.
(g) Investigate journals.

2.3 VAT Output Reconciliation

(a) Obtain detailed line-by-line general ledger transactions electronically from the system.
(b) Link the line-by-line detailed transactions of the general ledger VAT output account(s) to the different lines of the different income account transactions.
(c) Perform a detailed breakdown of the debtor’s sub-ledgers transactions to review the allocation of VAT.
(d) Reconcile the VAT linked with the VAT per income stream to identify instances where VAT was incorrectly accounted for in the VAT 201
(e) Investigate exceptions; Investigate journals.
(f) Verify income with bank statements/bank reconciliation.

3. The Detailed VAT Review Process

(a) The successful tenderer will be required to conduct a thorough and meticulous VAT review of the Municipality’s general ledger control accounts in relation to VAT transactions to ensure that the Municipality has correctly accounted for VAT on all the expenditure and revenue.
(b) Review of the VAT report from the financial system to ensure that output tax was declared on all receipts for taxable receipts from customers and input tax claimed for all payments made to VAT vendors.
(c) An investigation of the accounting system including correct flagging/coding of all expenditure and revenue votes to ensure all votes have been correctly set up for VAT.
(d) Establish the impact for the years under review if there is any over/under/claimed input and output due to the general ledger being incorrectly set up for VAT.
(e) Calculate the required VAT adjustments resulting from the review, if any, inclusion on the relevant VAT return.
(f) Transfer of skills to Municipal staff regarding all VAT facets should take place within the contract period.

4. A Detailed Examination into the Municipality’s General Ledger, Journal Vouchers, Tax Invoices to ascertain if VAT was claimed due to:

(a) The supplier being recorded as a non-VAT vendor on the system but there is proof otherwise.
(b) Incorrect classification of votes for VAT purposes e.g. classified exempt and VAT originally claimed.
(c) The supplier does attract VAT, but this was omitted.

5. VAT Apportionment Percentage Review

(a) Analysis of computation of current apportionment ratio applied.
(b) Review and recalculate the apportionment ratio for the previous five (5) years as per approved formula.
(c) Apply the recalculated apportionment percentage to determine:
(i) whether the VAT apportionment percentage has been correctly calculated;
(ii) whether the VAT apportionment percentage has been correctly applied; and
(iii) the amount of under or over paid input tax, if any.
(d) Create Excel models that will be used as a basis to calculate apportionment percentage for this period.
(e) Calculate the required VAT adjustments resulting from the review, if any, inclusion on the relevant VAT return.
(f) Provide detail workings for the calculation of the apportionment percentages/ adjustments in excel for the Auditor General and SARS.

6. Methodology

The methodology and procedures applied during the verification process ensure that the savings and exposures identified are 100% verifiable to any 3rd party, i.e. SARS or the Auditor General. The procedures applied must comply with the VAT Act.


C. Expected outputs / Outcomes (Returnable)

· Project plan and proposal as indicated on the scope of work.
· The Municipality shall pay to service provider (xxxxx %) of all savings identified by the service provider including claims of any overpayments, under deductions, undue assessments, undue penalties, or interest due to the Municipality.
· Should the service provider, after a proper review, not able to identify any savings for the Municipality, which shall include claims of any overpayments, under deductions, undue assessments, undue penalties, or interest, then the Municipality shall not be entitled to any fee in respect of the review, and also the Municipality should not be entitled to any claim.
· Attachments required for evaluation purposes.
· 
D. Reporting

The Manager Expenditure will be responsible for the reporting as and when deliveries are done.  



	2.  Preferential Points System

	Indicate whether the tender will be evaluated in terms of 80/20 below 50 million and 90/10 above 50 million.

	80/20




	3.  Duration of the Contract

	State how long the contract will take  

	  12 months




	4.  Functional or Technical Evaluation Criteria  (If Applicable) 

	See examples of Functional Evaluation Criteria below in Annexure A   

	

	




ANNEXURE ‘’A’’
       Technical or Functional Evaluation Criteria and Functional Evaluation Report Guideline
Only those tenderers who score the minimum of 70 points in respect of the following criteria are eligible for further evaluation

	CRITERIA
	WEIGHT
	POINT
	DOCUMENTS TO BE SUBMITTED AS PROOF OF SCORING

	Company’s experience with similar projects:
VAT RECOVERY
Above R100 million 
R50 million to R100 million
Below R50 million
	

5
3
1
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	Provide proof of appointment of similar projects completed, with contact details for references that can be contacted by the Municipality to confirm outcome of the appointed services.
Select biggest recovery from a single client as evidence (Recoveries to be calculated from a single client for a contract period of 36 months).

	Expertise of Project Team must consist of full time employed Professional Accountants:
3 and more Professional Accountants - Original signed Affidavits confirming employment, Certified ID Copies, Membership Certificates

2 Professional Accountants - Original signed Affidavits confirming employment, Certified ID Copies, Membership Certificates

Below 2 Professional Accountants - Original signed Affidavits confirming employment, Certified ID Copies, Membership Certificates

	

5




3



1
	






35
	





Provide proof of qualification of key personnel – registration with professional bodies (attach certified copies of membership).

	Expertise of Project Team must consist of full time employed Professional Accountants:
5 and more Tax Practitioners - Original signed Affidavits confirming employment, Certified ID Copies, Membership Certificates

4 - 2 Tax Practitioners- Original signed Affidavits confirming employment, Certified ID Copies, Membership Certificates

Below 2 Tax Practitioners - Original signed Affidavits confirming employment, Certified ID Copies, Membership Certificates
	


5


3




1
	





35
	




Provide proof of qualification of key personnel – registration with professional bodies (attach certified copies of membership).

	Locality:
Outside Free State
Free State
Fezile Dabi
Moqhaka
	
0
1
3
5
	

10
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