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Quite apart from the actual
implementation process identified in
Chapter 2, the introduction of VAT in the
GCC poses a serious question for all
retailers – should they pass the additional
VAT charge on to their customers?

Indeed, some would say it would be
paradoxical not to: why introduce a
consumption tax only for businesses to
absorb it all? But it is never quite as simple
as that.
Who bears the VAT cost?
One of the key principles of a VAT system
is that it should be borne by the end
consumer, whether an individual, or an
unregistered business. Neither would, as a
general rule, be in a position to register for
VAT and therefore recover VAT incurred on
their purchases. As a result, VAT will
represent an additional cost of living or
doing business for those affected.
Retailers that are required to register
because they exceed the VAT registration
threshold (and those that register on a
voluntary basis) are required to account
for VAT on their sales. That is, they are
responsible for collecting the VAT and
paying the net amount of VAT that they
collect to the Taxation Authorities. The
reason we refer to them being required to
pay the ‘net amount of VAT’ is that they are
generally entitled to deduct the VAT that
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they have paid to other businesses for
purposes relating to their conducting the
business of making taxable supplies.
The concept of being required to ‘account
for VAT’ on their supplies is slightly
different from being required to charge
VAT on their sale. This is because one of
the core concepts of VAT is that it is the
supplier of the goods or services that is
responsible for accounting for the VAT on
the goods or services that it supplies – not
the purchaser. Whether the supplier is
able to recover the VAT from the
purchaser on the supplies that it makes
(so that it does not reduce its profit
margin) will be up to it to decide, and a
decision that the supplier makes based on
the market place that it is in.
It is common practice for retail goods,
particularly those that will be sold to final
consumers, to be priced on a VAT-inclusive
basis, which means that the price
advertised to the customer includes the
VAT element within it (“the price you see, is
the price you pay”). While this is not ideal
during the changeover period (from
January 1, 2018), in that customers will see
an immediate increase in the price, longer
term it may be better in that it avoids the
price shock that comes with someone
buying goods for, say, Dh100, only to find
that they have to pay Dh105 when they
get to the checkout.
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Retailers should consider
undertaking a detailed
price modeling analysis
(at least on their large
volume, or high value
stock items) to
understand what effect
the introduction of VAT
could have on demand
for their product. This will
help them decide how
much, if any, of the VAT
cost they may be able to
pass on to the customer.

Based on overseas experience, in
business to consumer (B2C) transactions
we expect the majority of retailers to seek
to increase the price of their goods to take
into account the additional VAT charge
that they wish to pass on to the consumer.
However, retailers should consider
whether this is the best thing to do, and
this is not a ‘one size fits all’ decision.
There will be numerous factors that each
business will wish to take into account, not
least of which will be the marketing impact
of any such decision.
Retailers’ margins immediately after the
introduction of VAT could be squeezed, in
the event that there is any irrecoverable
VAT in the supply chain impacting on the
price of their own purchases. Therefore, it
will be very tempting for retailers to pass
this increased cost and the additional VAT
charge on to their customers, unless there
are good commercial reasons not to.
At the same time, it has been observed in
other countries that have implemented
VAT/GST systems, that astute marketers
may increase their prices in the months
running up to the implementation of VAT,
for two reasons.
Firstly, they take advantage of the preimplementation sales rush to obtain extra
profits, and secondly, it allows them some
leeway to ‘reduce’ prices after the
implementation in order to accommodate
the VAT that is to be charged. This allows
them to maintain their long running
average margins, while being able to take
the moral high ground by claiming, postVAT, that they will cover the additional VAT
cost to the benefit of the consumer- “You
pay the pre-VAT price, and we will pay your
VAT!”
These sorts of schemes are typically
frowned upon by the authorities, but in
practice, generate a lot of goodwill
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amongst consumers as long as they are
not aware of the pre-implementation price
hike.
Price elasticity
Generally speaking, all other things being
equal, price increases should lead to a fall
in demand. Some retailers may actually
be better off only passing a smaller
proportion (say 50 percent) of the
increased cost on to their customers
and suffering 50 percent of the increase
themselves in an effort to retain market
share. Alternatively, many may, as an initial
marketing ploy, offer to cover the full
amount of the VAT in order to keep
volume of sales at a reasonable level
during the settling-in period. Clearly these
will all be commercial decisions that need
to be considered.
Much will depend on the price elasticity
of the product in the market at that time.
When demand is perfectly inelastic (i.e. an
increase in price has no effect on demand)
retailers should be able to pass on the full
burden of VAT to the customer. This is,
however, seldom, if ever, permanently the
case as there may be a number of other
factors that could have an impact, albeit
for a short period only. If this is the case,
however, retailers should consider
undertaking a detailed price modeling
analysis (at least on their large volume, or
high value stock items) to understand
what effect the introduction of VAT could
have on demand for their product. This
will help them decide how much, if any, of
the VAT cost they may be able to pass on
to the customer.
Such an analysis could also give the
retailer the tools to be able to establish
how much it could limit any price
increases to, in order to ‘buy’ market share
without necessarily engaging in the
practices described above.
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Not all bad news?
A business issue that retailers need to
ponder is what will happen on the night of
December 31 2017? The answer to this is
that any self-respecting budget conscious
shopper will consider perhaps
accelerating a purchase, in order to
attempt to avoid the VAT cost.
There are some VAT technical points
here – will tax point rules mean that,
notwithstanding a purchase being
executed before January 1 2018, VAT will
be due? And the answer is perhaps in
cases where actual delivery of the goods
is planned to take place on the January 1
2018 then there may well be special rules
to address this (something an online
retailer will perhaps be more conscious
of, but also those that deliver large items
e.g. furniture etc). However, for
straightforward purchases executed
before and taken home by the shopper
(in a retail environment) the chances are
VAT will not be due.
The fact that VAT may be briefly avoided
like this could make shoppers tempted to
accelerate shopping trips – particularly if
they are needing to purchase higher value
goods. In all, probably some businesses
may well encourage this temptation in
order to boost sales and accelerate
income, and each business will have to
review marketing plans to respond to this
activity. Businesses may also want to
consider product stocking levels
(particularly for high value household
items where there is likely to be more
demand), as well as logistics including
such things as how many staff will be
needed in the weeks leading up to
January 1 2018 and whether to open late
on the night of the December 31 2017!
Finally, after the potential boom in the run
up, things are inevitably going to be

Businesses may want to consider
product stocking levels (particularly
for high value household items where
there is likely to be more demand), as
well as logistics including such things
as how many staff will be needed in
the weeks leading up to January 1 2018
quieter, and so businesses may also need
to consider the financial and operational
issues associated with lower income and
lower activity.

rated, and the other is standard rated;
and
• Additional VAT recovery considerations
for goods sold on finance.

Other issues for retailers to consider
In many VAT jurisdictions, retailers have
special rules applicable to the way in
which they may transact, and these may
be different to those applicable to other
businesses. Similar rules may be
applicable for retailers in the GCC, and
could potentially include:

The above list is by no means exhaustive,
but is useful to highlight just a few of the
additional considerations that retailers
need to bear in mind when considering
the impact that VAT implementation will
have on their business.

• Different methods of accounting for
VAT (special retail VAT schemes);
• Alternative invoicing requirements for
goods under a certain value i.e. a
simplified VAT invoice;
• Potentially complex rules for discounts,
promotion schemes, loyalty programs
and vouchers;
• Special rules for paying a ‘security
deposit’ for purposes of ensuring that
a transaction will be completed;
• Tourist refund scheme criteria and
indeed whether such a scheme will
apply;
• Treatment of linked products, for
example where one product is zero-

Retailers should start considering the
impact it may have on their business as
soon as possible, so that they can fully
understand the implications, and plan and
implement the steps required to be ready
ahead of the implementation.
One final issue that retailers should
consider is the possibility that there could
be some ‘anti-profiteering’ regulations put
in place prior to the introduction of the
VAT. This could have an impact on its
ability to raise prices for a period following
the introduction of VAT.
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