Preparing for VAT in the GCC
Indirect Tax Survey 2017

Introduction
VAT is coming to the GCC
It has been announced that VAT will be
introduced by all six GCC countries. The GCC
VAT Treaty has now been signed by all six
countries and we are seeing the GCC states
taking positive steps towards the
implementation (for example, the formation of
the UAE Federal Tax Authority in October 2016).
We understand the implementation process is
on track to introduce VAT in early 2018, with
States aiming for a ‘go live’ date of 1 January
2018.
Whilst awaiting the publication of the Treaty,
we conducted our Indirect Tax Client Survey in
order to gauge the level of knowledge of VAT
within the GCC marketplace and to understand
the preparations already underway to get ready
for the introduction of VAT.
As a result we have come to learn that the
majority of respondents are concerned about
the introduction of VAT in the GCC countries, yet
many have not started to plan for an actual
implementation.
© Deloitte & Touche (M.E.). All rights reserved.

Businesses believe that it will take them longer
than six months to adequately prepare for the
introduction of VAT. Whilst this is a fair estimate,
where large or complex businesses are
concerned, or those with an IT infrastructure
that cannot be easily adapted, businesses may
need more time to be comfortable that they
will be able to meet their VAT compliance
obligations on day one, which clearly means
that some businesses are already running out
of time.
In order to give our recommendations some
context, we conducted a parallel survey
amongst clients of our Malaysian Firm, The
Journey to Malaysian Goods and Services Tax
(GST), so that we can oﬀer you insights from
businesses that have very recently been
through a GST implementation process. We
have included these Malaysian insights at
relevant points throughout this report.
Interestingly, many Malaysian businesses have
stated that they would have started their GST
preparations earlier, had they known the scale
of the work involved.

The implementation of VAT is not a matter
which will just aﬀect the ﬁnance function of a
business - it aﬀects business operations across
the board. Processes need to be re-designed,
transaction mappings need to be re-assessed,
staﬀ need to be trained adequately,
consideration needs to be given to pricing
strategy, contracts need to be renegotiated,
procurement decisions need to be taken, and
the list goes on.
We are reaching a critical point in time for
businesses to react to the quickly evolving tax
environment. We have summarized in the next
few pages the results of our client survey which
demonstrates where businesses are today.
There is a great deal to be done for every
business to be able to achieve day one
compliance. We hope these results provide
some interesting food for thought on the
commencement of your implementation
journey.
Justin Whitehouse
Middle East Indirect Tax Leader
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Cross-sector response
Our survey was completed by businesses spanning all
industry sectors, giving a true reﬂection of the opinions
of the business community as a whole
Our survey respondents represent a broad
spectrum of industries, including the ﬁnancial
services industry, consumer business,
technology, media and telecommunications
(TMT), real estate and others. As a result, the
ﬁndings of this survey are a true reﬂection of
the opinions felt by the business community as
a whole.
The survey covers the responses given by
individuals who, in principle, should have direct
contact with VAT within their organization, as
the majority of them hold a role within the tax,
ﬁnance or management department of their
respective businesses.

Financial
services

24%

Consumer
business

18%
Other

17%
Energy, resources
and utilities

16%

Real estate

10%
TMT 6%
Manufacturing 6%
Life sciences and health care 3%
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Global respondents
The survey respondents represent businesses primarily
owned or headquartered in the GCC, but also further aﬁeld
Almost two-thirds of the respondents (63%)
were based in the Middle East and came
primarily from businesses owned or
headquartered in the GCC. As a result, many of
these businesses will be facing the challenge of
dealing with VAT for the very ﬁrst time and may
have to drastically adapt their business
processes and systems to deal with their new
VAT compliance obligations. Whilst this can be a
signiﬁcant task for any business, it can become
even more of a challenge for those
organizations which are not familiar with the
constraints that can come from operating within
a tax jurisdiction.
Not only were respondents primarily based
within the GCC, 69% had ongoing business
operations in at least two GCC countries. The
task then for these businesses is not only to
adapt to a new tax regime in general, but also to
understand both the similarities and the

diﬀerences which could arise in the drafting of
each GCC state’s domestic VAT legislation.
Businesses will also face the challenge of
ensuring the correct VAT reporting of intra-GCC
trade and multi-jurisdiction client contracts.

Activity in how many GCC countries?
None at present
Just

1

2-3
4-5
All

6

5
0%
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5%

10%

15%

20%

25%

30%

Where is your organization owned or headquartered?

In the GCC

57.72%
Elsewhere in
the Middle East

4.88%

Further overseas

37.40%

© Deloitte & Touche (M.E.). All rights reserved.

6

Attitudes towards the introduction of VAT in the GCC
Businesses are aware of the introduction of VAT, but only a
quarter would say they feel very well informed
Our survey shows that whilst the majority of
respondents are aware that VAT is coming to
the GCC, little over a quarter of respondents
(26%) feel well informed on the subject.
This indicates that whilst businesses are aware
that VAT is coming to the GCC, there is a need to
source further detailed information from the
respective governments or assistance from
advisors in order to be adequately prepared for
the actual implementation.
It is important to note that whilst domestic VAT
legislation in each State may not have been
published yet, it is possible to predict many
aspects of how the VAT system will operate.
Indeed, there are many aspects which are
generic to all VAT and GST systems around the
world which can be planned and prepared for
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without waiting for the publication of domestic
legislation. Given the timeline in play,
businesses should not delay in beginning their
preparations.

How well informed do you feel regarding reports of the introduction of VAT
in the GCC states?

72.2%
I have heard about it and know something about it
This is the first time i have heard or considered it

25.6%

3.2%

Very well informed
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Attitudes towards the introduction of VAT in the GCC
The majority of businesses have concerns
The majority of respondents (83%) expressed
concern about the introduction of VAT in the
GCC states. This may be as a result of the
relative unfamiliarity with taxation in general
across the region.
Surprisingly, despite formal announcements from
the GCC, less than half of the respondents believe
that VAT will be introduced in the GCC very soon,
with 2.4% going as far as to consider that it will
never be brought in.
This belief amongst the business population is
directly contradicted by oﬃcial announcements,
such as that by the GCC Chairman, Bahrain’s
Finance Minister, Sheikh Ahmad bin
Mohammed al-Khalifa, who oﬃcially conﬁrmed
that the ministers approved the introduction of
GCC VAT and re-aﬃrmed previous statements
made by other GCC Ministry of Finance oﬃcials
to the eﬀect that the GCC countries would be
ready for the ﬁrst phase of VAT implementation
by the beginning of 2018.
© Deloitte & Touche (M.E.). All rights reserved.

Does the potential introduction of
VAT concern you?
I do not know

6.45%

Do you believe VAT will be
introduced in the GCC?
Yes, very soon

No

48%

10.48%
No, never

2.40%

Yes, eventually

49.60%
Yes

83.06%
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Business impacts
Respondents believe that the introduction of VAT will
damage competitiveness in the GCC and will represent
a real cost to businesses in the region
43% of respondents believe that the
introduction of VAT would signiﬁcantly damage
the competitiveness of GCC states, and the
same proportion (almost 43%) believe the
annual cost to their business of being VAT
registered could be between US$25-100k.
Clearly businesses will be impacted ﬁnancially
by the introduction of VAT, both initially by the
work involved in updating their business
operations to be VAT compliant and on an
ongoing basis, particularly in sectors where VAT
may be wholly or partially irrecoverable.
It is important that businesses start to
understand these impacts now in order to take
steps to mitigate the hard cost of VAT
implementation, e.g. contract renegotiations,
business restructuring, pricing considerations,
supply chain management etc.
© Deloitte & Touche (M.E.). All rights reserved.

What do you think the ongoing
annual cost for VAT will be?

42.86%

Do you believe that implementation
of VAT, even at 5%, would significantly
damage the competitiveness of the
GCC countries?
Yes, definitely

43%

No opinion

18%

15%

24%

Not at all

Not if there is no VAT on exports

36.61%

20.54%

US$25k

Between
US$25-100k

More than
US$100k
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Malaysian insight 1
Underestimating the scale of work involved in adapting IT
systems was the single largest reason for budget overruns
Almost 70% of respondents to the Journey to
Malaysian GST survey who exceeded budgets
for their implementation project conﬁrmed
that the principle reason was issues with the
IT system.
Underestimating the scale of work involved in
adapting the current IT system to deal with
the new tax is costly and time consuming.
Failing to properly understand the work
involved and planning suﬃcient resources to
deal with any issues which arise could be the
downfall of a project. Even where Enterprise
Resource System (ERP) systems have built-in
tax capability, consideration needs to be given
to the cost of adapting and customizing the
tax capability to deal with the tax rules in the
country of operation.

Whilst the broad principles of the GCC Treaty
will apply across all six GCC states, certain
rules are expected to diﬀer subtly from
country to country. Where business
operations cross more than one tax
jurisdiction, the accounting systems need
to be conﬁgured to properly capture where
the transactions take place and apply the
correct tax treatment.
The GST implementation in Malaysia
concerned only one country, whilst in the
GCC we are dealing with six diﬀerent
countries and six sets of domestic legislation.
The potential for IT-related issues is therefore
greater where GCC VAT implementation is
concerned, particularly for multi-jurisdiction
businesses.

Where the overall cost of the project
exceeded the initial budget, what
was the main reason for the
overrun?

15.38%

15.38%

69.23%
Inadequate resources
Issues with the IT system
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Other
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Business impacts
Over half of respondents feel VAT would have a negative
impact on their business
When questioned further about exactly how the
introduction of VAT would aﬀect their business,
over half of respondents (56%) commented that
the introduction of VAT in the GCC would have a
negative impact on their business in the Gulf
region.
The vast majority of this group cited the reason
for this belief to be that VAT will have a direct
impact on the proﬁt margin of their business,
due to the fact that they either cannot increase
their prices in an already more than competitive
market or because they think that a price
increase will have a negative impact on the
demand of products as a whole.
This reiterates the point that VAT is more than
simply a ﬁnance function – VAT will impact the
business as a whole, from pricing strategy and
contracts to technology updates and supply
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chain management. Strategic decisions need
to be taken in order to eﬀectively manage the
huge shift in the business landscape.

How do you feel VAT would impact your business ﬁnancially?

18.55%

Do not know

16.94%

8.87%

It will have no
impact because
the customer
would be able to
reclaim the VAT
we charge them
in addition to the
normal price

It will have
no impact
because
we can
increase
our prices

21.77%

13.71%

It would be a
problem for us
because we
cannot increase
our prices so we
would pay it
from our proﬁts

We are
worried our
services
would be
VAT exempt
so we could
not reclaim
VAT on our
costs

20.16%

We can
increase prices,
but demand
will decrease
so we will be
worse oﬀ
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Business impacts
Many businesses feel it would take longer than six months
to prepare for VAT implementation but also have limited
resources with experience of the process
More than half (53%) of the respondents have
no experience with VAT implementation in other
jurisdictions and could not readily source
people with that experience. It is obvious many
businesses will need to consider recruiting
experts to take on in-house roles, or to engage
advisors to support in their preparations
because 69% of respondents estimated it
would take longer than six months for their
business to adequately prepare for the
introduction of VAT although 30.91% thought it
would take their business less than six months
to get ready, which contrasts signiﬁcantly with
the Journey to Malaysian GST survey, in which
only 10% of respondents needed less than six
months to prepare (see Malaysian insight 2 for
further details).

Do you have experience with VAT
implementation projects in other
countries, or are you readily able to
source people with that knowledge?
Yes

47.2%

More than
a year

24.55%
Between
6 months
and a year

44.55%

No

43.2%

Less than
6 months

30.91%
Do not know

9.6%
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If VAT were to be introduced right
now, how long would it take your
business to prepare for it?
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Malaysian insight 2
By way of comparison, feedback from Malaysian businesses is that
in hindsight they would have started their preparations earlier
How long did it take for your business to adequately prepare for the
introduction of GST in Malaysia?
Less than

6

10%

I do not know

31%

6-9

9%

No

37%

27%

9-12
More than

In hindsight, would you have started
earlier with the implementation
process?

12

32%
Months

Respondents with experience of VAT implementation

Taken from the Journey to Malaysian GST survey, over half of respondents would have started
their GST implementation process earlier knowing what they now know about the extent of
work involved. In particular, the majority of respondents with prior experience of VAT
implementation would recommend setting aside at least six to nine months for the process.

Yes

54%

© Deloitte & Touche (M.E.). All rights reserved.
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Business impacts
Three-quarters of survey respondents cite internal factors as
being their main area of concern for the introduction of VAT
Three-quarters of our survey respondents (75%)
cite internal factors as their main area of
concern in ensuring their business is ready for
the introduction of VAT, e.g. lack of knowledge
regarding VAT rules, programming systems to
account for VAT, resource constraints and the
need to train or recruit specialists.
Given that these factors are already known and
are internal to the business, there is nothing to
stop these organizations from beginning their
preparations now in order to put themselves in
the best possible position to be compliant on
the date that VAT is introduced. Businesses do
not have to wait for the domestic legislation in
the GCC country of operation to be released
before preparations commence, and indeed it
may be that by the time the law is published,
businesses will have insuﬃcient time to take all
the necessary actions.

© Deloitte & Touche (M.E.). All rights reserved.

What would be the main area of concern for you in ensuring business
readiness for VAT?

17.74% 8.06% 2.42% 22.58% 8.06% 24.19% 12.10% 4.84%

Dealing with the tax authorities
in relation to VAT

Need to train or recruit specialists
to deal with VAT

Diﬃculties with pricing

Programming systems to account for VAT

Do not know

Resource constraints

Lack of knowledge regarding VAT rules

Other
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Malaysian insight 3
Business concerns during the GST implementation in Malaysia
mirror those currently being experienced across the GCC
When asked what their main area of concern
was at the outset of the process to prepare
their business for the implementation of GST,
respondents to the Journey to Malaysian GST
survey cited similar concerns to those
currently experienced by businesses across
the GCC. In practice the majority of these
concerns are internal to the business – the
availability of information from the
government being the only external factor. Yet
time and time again businesses will use the
lack of a published law to delay commencing
their VAT implementation preparations. A
published VAT law will not impact the ability of
the IT systems to accommodate the required
changes, or make it any easier to recruit
individuals with a detailed knowledge of VAT.

35%
27%

16%

14%
8%

Validity and ming Ability to source
the right people
of informaon
made available by for the project
the government
© Deloitte & Touche (M.E.). All rights reserved.

Lack of
knowledge
regarding GST
rules

Need to train or Ensuring that the
recruit specialists IT systems could
to deal with GST accommodate GST
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Business impacts
Despite the timeframes involved and concerns over internal
business factors, many businesses have not yet undertaken
any strategic planning to prepare for the introduction of VAT
Given the levels of concern which respondents
appear to have about the introduction of VAT
and its impact on their business, it is concerning
that 69% of respondents said they had not
undertaken, or were not aware of, any strategic
planning around the introduction of VAT. Given
the length of time which businesses will need to
become adequately prepared, especially with
regards to their IT infrastructure, it is important
that VAT is put on the boardroom agenda as a
matter of urgency.

Has any contingency planning been
undertaken for the introduction of
VAT, for example setting aside a
budget to deal with implementation?
No

60.71%

45.95%

29.73%

Yes

31.25%

8.04%

Do not know
© Deloitte & Touche (M.E.). All rights reserved.

Can you estimate how much it would
cost to adapt your business
accounting system to deal with VAT?

US$25k

Between
US$25-100k

24.32%

More than
US$100k
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Malaysian insight 4
Some businesses were required to make signiﬁcant accounting
system adjustments to adequately handle GST compliance – major
IT changes add signiﬁcant time to project timelines
Whilst the majority of respondents to the
Journey to Malaysian GST survey were able to
adapt their accounting system to adequately
deal with the introduction of GST, those that
were not were largely able to deal with the
issue by purchasing an ‘add on’ tax engine or
procuring other system ﬁxes. Early
identiﬁcation of IT issues such as this is
important, as it requires additional time to
identify the problem, ﬁnd a solution and
implement it eﬀectively. Such signiﬁcant
system changes need to be adequately
factored in to a project timeline so that
suﬃcient time is provided to then ‘test’ the
implementation prior to the go-live date and
make adjustments as required.

Was your existing ERP system able to cope with the implementation
of GST?

30%

Purchase a 'tax engine'
to bridge the gap

30%

Other (e.g. modifications to
current ERP setup)
Yes

63%

10%

I do not know

13%

Manually intervene in the
process (i.e. use Excel)
No

25%
© Deloitte & Touche (M.E.). All rights reserved.

20%

Upgrading the existing ERP
system (i.e. purchase of add-on
modules to handle GST)

10%

Moving to a new ERP system
with the capability to handle GST
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Quotes
Some thoughts from our survey respondents

One of the most luring elements
of opening business in the GCC
was the lack of VAT. It will be a
turning point for all businesses
There are still a lot of questions
unanswered on this subject…
How will the introduction of VAT
eﬀect the free zones within the
GCC?

This is invisible so far. I hope the
GCC makes it clear and oﬃcial.
Companies cannot rely on
rumors.

Copy an eﬃcient system from
elsewhere and use that as the
basis. Minimal exceptions and
zero-rating.

We can make reasonable assumptions about how the system
will operate in 90% of cases, based on our experience with
other VAT/GST systems and can help businesses to begin
preparing as soon as possible - Deloitte

Delay in the framework is
putting pressure on the timeline
of January 2018 giving less time
for companies to prepare.

© Deloitte & Touche (M.E.). All rights reserved.

Very concerned that the tax
authorities will not be suitably
prepared.
VAT can be a very complex
matter that requires
signiﬁcant planning eﬀort.

Tax advising ﬁrms have to
play a vital role in educating
and assisting their clients to
be prepared for VAT
implementation.
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Key industry ﬁndings
Highlights by industry on the key matters arising from the survey

Manufacturing

Consumer
business

Energy, resources &
utilities

Real estate

Financial services

71% 60% 52% 46% 29%
Felt they would need
the help of VAT
specialists

Were concerned VAT will
have a negative impact

Thought specialist advice
would not be needed

Believe it will take
them less than 6
months to prepare

Were mainly concerned
with the lack of knowledge
of VAT rules
19

© Deloitte & Touche (M.E.). All rights reserved.

What are the next steps?
Businesses can begin preparing for the introduction of VAT by analyzing where they are now
and where they need to be, and planning the actions they need to take in order to get there

01
02

Impact

Identify the impact of VAT on the business at an organizational,
operational and financial level

Develop a roadmap strategy setting out the key tasks
to achieve on the path to implementation

Roadmap

03
04
05

Design

Design the changes to be made to business processes and
systems
Implement the changes to ensure VAT compliance is accurate,
on time, optimized and well managed

Implement

Test

© Deloitte & Touche (M.E.). All rights reserved.

Undertake testing on pre- and post-implementation to ensure
output is accurate
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Preparing for VAT in the GCC client survey
Highlights of the 2016 Indirect Tax Client Survey
Manufacturing
80%
Were
concerned

71% felt they would need
the help of VAT specialists

19%
Were not
concerned

88%
Were
concerned

Respondents with
experience of VAT
implementation
1%
Do not
know

8%
Do not
know

Respondents
with no
experience of VAT
implementation

4%
Were not
concerned

Consumer
business
60% were concerned VAT
will have a negative impact

Energy, resources &
utilities
52% thought specialist
advice would not be needed

Real estate

66%
Cite internal factors
as their main concern
in terms of VAT
implementation

56%
Believe VAT will
have a negative
impact on their
business

© Deloitte & Touche (M.E.). All rights reserved.

98%
Believe that VAT
will be introduced
across the GCC

46% believe it will take
them less than 6 months
to prepare

Financial services
29% were mainly
concerned with the lack of
knowledge of VAT rules

01

Impact
Identify the impact of VAT on the business at
an organizational, operational & financial level

02

Roadmap

Develop a roadmap strategy setting out the key
tasks to achieve on the path to implementation

03

Design
Design the changes to be made to
business processes and systems

04

Implement

Implement the changes to ensure VAT compliance
is accurate, on time, optimized and well managed

05
Test

Undertake testing on pre- and postimplementation to ensure output is accurate
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The Journey to Malaysian GST
Looking back so we can move forward
54%
Yes

In hindsignt, would
you’ve started earlier
with the implementation process?
9%
37%
Do not
No
know

32%
More than
12 months

Respondents
with experience
of VAT
implementation
10%
less than
6 months

27%
9-12
months

31%
6-9
months

59%

68%

Said it took them at
least 9 months to
adequately prepare
their business for
GST…

Of the group above,
68% would have
started earlier with
implementation in
hindsight

54%
Only 54% felt
adequately
prepared when ﬁling
their ﬁrst GST return

35%
27%

There are still a lot of
questions unanswered on
this subject… How will the
introduction of VAT eﬀect the
free zones within the GCC?
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One of the most luring
elements of opening
business in the GCC was
the lack of VAT. It will be
a turning point for all
businesses

16%
14%

Validity and timing
of information
made available by
the government

Ability to source
the right people
for the project

8%

Lack of
knowledge
regarding GST
rules

Need to train
or recruit
specialists to
deal with GST

Ensuring that the
IT systems could
accommodate GST
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About the survey
Over 120 respondents participated in the ‘Preparing for VAT in the GCC client survey’ conducted by Deloitte. Companies
vary from being established in the Middle East, to businesses overseas. Respondents also came from a diverse range of
industries, such as ﬁnancial services, manufacturing and real estate.

Contacts
Justin Whitehouse
Indirect Tax Leader
Tel +971 (0) 4 376 8823
jmwhitehouse@deloitte.com

Stuart Halstead
Director
Indirect Tax
Tel +971 (0) 4 506 4700
shalstead@deloitte.com

Bruce Hamilton
Director
Indirect Tax
Tel +971 (0) 4 5064 700
brucehamilton@deloitte.com

Matt B Parkes
Director
International Gulf VAT Desk
(London/GCC-based)
Tel +44 782 527 5871
maparkes@deloitte.co.uk

© Deloitte & Touche (M.E.). All rights reserved.

23

This publication has been written in general terms and therefore cannot be relied on to cover specific situations; application of the
principles set out will depend upon the particular circumstances involved and we recommend that you obtain professional advice before
acting or refraining from acting on any of the contents of this publication. Deloitte & Touche (M.E.) would be pleased to advise readers on
how to apply the principles set out in this publication to their specific circumstances. Deloitte & Touche (M.E.) accepts no duty of care or
liability for any loss occasioned to any person acting or refraining from action as a result of any material in this publication.
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (“DTTL”), its network of
member firms, and their related entities. DTTL and each of its member firms are legally separate and independent entities. DTTL (also
referred to as “Deloitte Global”) does not provide services to clients. Please see www.deloitte.com/about for a more detailed description of
DTTL and its member firms.
Deloitte provides audit, consulting, financial advisory, risk management, tax and related services to public and private clients spanning
multiple industries. Deloitte serves four out of five Fortune Global 500® companies through a globally connected network of member
firms in more than 150 countries bringing world-class capabilities, insights, and high-quality service to address clients’ most complex
business challenges. To learn more about how Deloitte’s approximately 225,000 professionals make an impact that matters, please
connect with us on Facebook, LinkedIn, or Twitter.
Deloitte & Touche (M.E.) is a member firm of Deloitte Touche Tohmatsu Limited (DTTL) and is a leading professional services firm
established in the Middle East region with uninterrupted presence since 1926.
Deloitte provides audit, tax, consulting, and financial advisory services through 26 offices in 15 countries with more than 3,300 partners,
directors and staff. It is a Tier 1 Tax advisor in the GCC region since 2010 (according to the International Tax Review World Tax Rankings). It
has also received numerous awards in the last few years which include best employer in the Middle East, best consulting firm, the Middle
East Training & Development Excellence Award by the Institute of Chartered Accountants in England and Wales (ICAEW), as well as the
best CSR integrated organization.
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