
Published in association with:

T A X  R E F E R E N C E  L I B R A R Y  N O  1 2 5

Transfer Pricing
Energy and Resources 5th edition



T P  E N E R G Y  A N D  R E S O U R C E S

2 2  W W W . I N T E R N A T I O N A L T A X R E V I E W . C O M

Transfer pricing in the Middle
East’s oil and gas sector

As resource-rich
Middle Eastern
governments suffer a
decline in oil revenues,
many governments are
reforming transfer
pricing (TP)
regulations to limit
capital flight.
Deloitte’s Shiv
Mahalingham, Alena
Kovalova and Claire
Boushell discuss the
regional regulatory
trends. 

T he Middle East’s oil and gas (O&G) sector represents the govern-
ments’ primary source of revenue. As a result of the recent fall in
global oil prices, the revenues of OPEC states have fallen by $450

billion, or 60%, from a high of $1.2 trillion in 2012 to $782 billion in
2016. This has led to budget constraints in the Middle East, with gov-
ernments likely to turn to tax revenues to make up for the shortfall in
O&G revenue (see Figure 1).
A number of tax authorities in the region have introduced transfer

pricing (TP) regulations in recent months. For example, in October and
December 2018, Qatar and the Kingdom of Saudi Arabia (KSA) respec-
tively introduced a number of TP regulations, while others are likely to
follow suit in 2019 and 2020. This is a critical time for businesses oper-
ating in the region, which should subsequently expect an increase in tax
audits going forward.

The transfer pricing environment 
Transfer pricing regulations have been in place in Europe and the US
for more than 50 years, and the Middle East and North Africa
(MENA) territories have some catching up to do, even though many
tax authorities have committed to introducing TP regulations. Since
the OECD’s publications of the BEPS Action Plan in 2013, the major-
ity of jurisdictions have amended or enhanced their TP rules. A signif-
icant number of jurisdictions in the Middle East have adopted, or are
soon to adopt, TP regulations. 
Oman, Qatar, Bahrain, and the United Arab Emirates (UAE) have all

signed the BEPS Inclusive Framework (IF), committing to implementing
the four minimum standards, which includes Action 13 (TP documenta-
tion and country-by-country reporting, or CbCR). Members of the IF
have committed to implement four minimum standards of the BEPS ini-
tiative, which in addition to Action 13 include Actions 5, 6 and 14, relat-
ing to harmful tax practices, treaty abuses and dispute resolution,
respectively.
Other IF signatories for the Middle East include Egypt and Saudi

Arabia. Meanwhile, Tunisia and Kuwait have signed the Multilateral
Convention (MC), and Lebanon has expressed an interest to do so. While
formal TP regulations have yet to be introduced, Kuwait has enacted the
arm’s-length concept into local law, including deemed profit margins for
specific types of transaction. Signing the MC (to implement tax treaty-
related measures to prevent base erosion through profit shifting) signals a
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commitment to be in line with broader international tax
developments. There were a number of significant TP
changes in the region in 2018, which are discussed below.

Qatar
Qatar introduced CbCR rules in September 2018. Before
their introduction, TP obligations were relevant only to
companies subject to the Qatar Financial Center (QFC)
regime. There have been some instances in which non-QFC
companies have been challenged on the arm’s-length nature
of their intragroup transactions. However, the introduction
of CbCR rules marked the first time that all Qatari compa-
nies (above the specified threshold) would be required to
focus on TP reporting.

Egypt
In October 2018, Egypt updated its TP guidelines (which
have been in place since 2010) to provide additional guid-
ance. The updated guidelines now total 126 pages and con-
tain thorough guidance on topics such as the burden of
proof and the frequency with which documentation must be
updated. The guidelines were mostly in line with OECD
standards, and the new level of detail has been helpful to
businesses in addressing compliance. 
One significant clarification in the updated guidelines

relates to the establishment of an advance pricing agreement
(APA) programme that will assist companies obtain advance

certainty and approval of their intragroup arrangements,
which may help mitigate double taxation. 
The guidance also clarifies the introduction of the three-

tiered documentation approach in Action 13, which includes
the master file, the local file and the CbC report. One impor-
tant observation is that Egyptian-parented groups will be
required to file a CbC report if they exceed the threshold of
EGR 3 billion ($170 million) in consolidated revenue. This is
much lower than the OECD-recommended threshold of
€750 million ($845 million), which is something that
Egyptian groups will need to take into consideration.

Saudi Arabia
In December 2018, KSA announced detailed TP regula-
tions, which will apply to KSA companies subject to corpo-
rate income tax (CIT) from 2018. The rules were finalised
on February 15 2019.
The KSA rules require compliance with the three-tiered

documentation requirement of Action 13, and KSA compa-
nies will have to produce a master file, local file, and file a
CbC report. The local file is expected to contain additional
information to the OECD’s recommendations, such as
industry analysis. 
The proposed rules required KSA companies to provide

the local file to the tax authority within seven days of a
request. However, the final rules provide 30 days for taxpay-
ers to provide the local file upon request. 
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In addition to this documentation requirement, KSA
companies will have to prepare and produce a TP disclosure
form, due to be submitted for 2018 by April 30 2019, along
with tax returns, which will provide detailed information on
the companies’ controlled transactions and TP policy. 
On a more positive note, the KSA TP rules are consistent

with the OECD TP guidelines (even though they are not
explicitly referenced in the regulations). The final bylaws
provide an updated definition of effective control under
Article 1 in certain cases. With respect of outstanding loans,
guarantees and overall value of business activities, the deter-
mination of whether an effective control relationship exists
should be made using the year-end balances of the afore-
mentioned transactions.

New jurisdictions to follow
A number of MENA countries have signed the IF and must
now act on that commitment. It is difficult to estimate when
the new rules will be announced or become effective, but
taxpayers should be aware that this region is fast to action
when necessary.
For example, in the KSA, the draft TP rules were

announced in December 2018, and will be effective for the
2018 financial year, having been finalised in February 2019.
KSA is the largest economy in the region, so it may be only
a matter of months before another country announces the
introduction of TP rules. 
The UAE and Bahrain may introduce a form of CbCR in

2019, while Oman may issue some form of TP regulations.

Jurisdictions that may not reform 
Other countries may decide to monitor the effect of new TP
rules in the region, but not take any action themselves.
Countries such as Iran, Iraq, Jordan, Libya, Kuwait, the
Palestinian Territories and Yemen have not introduced (or
expressed any desire in introducing) TP rules in the near future. 
As a result, we do not foresee any abrupt challenges from

the tax authorities regarding the arm’s-length principle or TP.
Nevertheless, taxpayers should remain aware that even opera-
tions within these countries could find themselves indirectly
subject to MENA TP rules if the counterparty to a transaction
is located in a country that has enacted a TP regime. 

The TP outlook for MENA
The introduction of TP legislation is of particular interest to
O&G multinationals because of the complexity of intra-
group transactions and the tax rate differentials created by
specific tax legislation. 
For example, O&G multinationals must often take into

account regulatory issues such as pricing restrictions on
commodity products (which may influence TP considera-
tions within a specific jurisdiction and create potential dou-
ble taxation issues). 

The correlation between the introduction, revision and
enforcement of TP rules and regulations in MENA coun-
tries, and the expanding operations of O&G multination-
als, means that TP will continue to grow in importance to
the O&G industry in the Middle East.
O&G multinationals operating in the region face the

challenge of divergent approaches to TP, which has made
it essential for those companies to assess their TP risks and
develop strategies to mitigate those risks on a priority
basis. 
To tackle these challenges, O&G multinationals are

advised to assess their group’s intragroup transactions and
to adopt efficient global documentation strategies that
can be tailored to meet local requirements in higher-risk,
more complex countries, and devise dispute resolution
plans. This should form a key part of risk management,
given that the consequences of not doing so effectively
can lead to cash tax outflow, penalties and even reputa-
tional risks. 
By incorporating TP into risk management and busi-

ness planning, O&G multinationals can maintain a well-
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Alena advises clients on international tax planning and TP,
with a particular focus on international tax planning, M&A and
private equity transactions, corporate reorganisations and plan-
ning and design of TP policies. She is experienced in advising
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Alena has experience working with a wide range of clients,
from start-ups to supermajors. She is ACCA and CTA qualified.

managed tax profile with surprises kept to a minimum, 
thereby enhancing shareholder value and reducing risks.




