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Heading here

Introduction of VAT in the GCC

The representatives of the member states of the Gulf 
Cooperation Council (GCC) have now all signed the 
Unified VAT Agreement for the GCC (“GCC VAT Treaty”) 
and each of the six states will draft its own VAT legislation. 
VAT is likely to be introduced across the UAE on January 1 
2018. The rate will be low and is likely to be 5%. None of 
the six GCC countries have yet published VAT laws. 
However, the UAE Government is still planning to 
introduce VAT on 1 January 2018. The Federal VAT Law and 
the VAT Executive Regulations are currently in the process 
of being approved and it is hoped that they will be enacted 
and made public in the first half of this year. GCC member 
states that are not ready to implement

VAT by January 1 will have to introduce the levy from 
January 1, 2019, according to the UAE's Ministry 
of Finance.

Administrative details

The mandatory VAT registration threshold will be 
US$100,000, hence businesses that provide taxable goods 
or services with annual revenue of more than Dh375,000 
will be required to register. The voluntary VAT registration 
threshold will be US$50,000. In other words, businesses 
with taxable supplies below Dh375,000 but over 
Dh187,500 will have the option to register. Businesses with 
turnover below $50,000 cannot voluntarily register.

 – there will be quarterly returns with filing and payments 
due within a month after the quarter

 – tax invoices will be required to be issued within 14 days 
and up to 12 items will be specified as required on a 
tax invoice

 – registration, filing and payments will all be conducted 
electronically, with detailed specifications to follow 
later in the year

 – records, including tax invoices, must be retained for 
five years

 – businesses need to prepare for VAT to be introduced in 
the UAE from 1 January 2018

Specific considerations for oil and gas

This is a critical business sector in the Middle East - hence 
it is expected that governments will seek to ensure that this 
sector is not adversely affected by the introduction of VAT. 
It is unclear whether this will come in the form of specific 
relief and/or exemptions, however particular consideration 
should be given to the following:

 – VAT treatment of sub-contracting arrangements 
(zero-rating or exemption of O&G producers may or 
may not be extended to upstream and downstream 
service providers and sub-contractors)

 – for VAT purposes, determination of whether the 
Farm-out and Farm-in arrangement relates to transfer 
of goods or merely the provision of services

 – treatment of suspension or temporary importation of 
capital equipment, which may significantly impact the 
cash flow of the company

 – determining the correct VAT treatment of royalty 
payments and production sharing/cost recovery 
arrangements

 – VAT treatment of repairs and maintenance on 'floating 
production and storage offloading facilities' where 
these facilities are located in national, GCC waters or 
international waters

 – borrow and return or swapping of crude oil 
arrangements are treated as separate and distinct 
transactions requiring the issuance of valid tax invoices

Transitional periods and rules

It is expected that the Federal Government of the UAE will 
issue special rules to cover various situations that may arise 
in respect of the introduction of VAT on 1 January 2018 in 
order to minimize VAT evasion.

Such rules may cover, for example, recurring supplies or 
scenarios where a payment is received by a supplier prior 
to the introduction of VAT and goods are delivered after 
this date, or in the case of contracts which are silent in 
respect of VAT.

These rules have not yet been published.

Helping you navigate the regulations
VAT in the GCC



What should businesses do to get ready?

Businesses should initiate a VAT impact assessment 
immediately in order to determine the impact that VAT 
may have across their operations. This assessment should 
consider the impact of VAT on the following key areas:

 – finance and accounting

 – IT and systems

 – tax and compliance

 – supply chain

 – contracts

 – sales and marketing

 – legal structure

 – human resources

The design of VAT puts businesses in control of charging 
and collecting VAT, then remitting it to government at 
agreed times. For businesses unfamiliar with VAT, 
implementation can require a significant change to 
business operations, and will likely include:

 – understanding the likely impact of VAT on demand for 
goods and services and competitor responses

 – understanding VAT registration obligations and going 
through the process of applying for a VAT 
registration number

 – ensuring that the relevant books and records are 
maintained in the appropriate manner by a business

 – revising terms of business with customers to ensure 
that VAT becomes a cost to customers not to suppliers

 – ensuring that the Accounts Payable (AP) function 
evidences VAT paid and that it is recovered as quickly 
as possible

 – ensuring that the Accounts Receivable (AR) function 
understands when VAT should and should not be 
charged, and that it is accurately accounted for

 – revising Enterprise Resource Planning (ERP) systems to 
ensure that they can cope with the charging and 
recovery of VAT

 – implementing manual VAT accounting processes if no 
central ERP system is used

 – changing invoicing templates to ensure that new fields 
relevant for VAT accounting are included

 – ensuring the business is structured in such a manner as 
to avoid unnecessary cash-flow or absolute VAT costs 
arising, particularly on intercompany and transactions

Why this is important for your business?

Apart from the very important compliance issues 
associated with the new VAT regime, it will be important to 
consider the commercial impact that VAT will have. 
Businesses will need to ensure that they have thought 
through the impact on pricing contracts, what VAT they 
can recover on the goods and services which they buy in 
to provide goods and services to their clients. What will 
happen if there is any dispute over who is liable for the VAT 
or if there is any misunderstanding of how the new regime 
applies?  These matters need to be factored into all 
commercial contracts to ensure that businesses are 
properly protected.  Eversheds Sutherland can assist you 
navigate your way through this new regime. 

For further information please speak to your usual 
Eversheds Sutherland contact, Giles Salmond or Nasser 
Ali Khasawneh.
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Eversheds Sutherland (International) LLP is part of a global legal 
practice, operating through various separate and distinct legal entities, 
under Eversheds Sutherland. For a full description of the structure and 
a list of offices, please visit www.eversheds-sutherland.com.
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