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Chapter 2 – Indirect tax client survey 2017
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Deloitte is conducting a regular pulse
survey – Preparing for VAT in the GCC, in
order to gauge business’ attitudes towards
the introduction of VAT. Surveys are a
useful tool to provide us with a snapshot
of market attitudes at a particular point in
time, and in this case the results are
representative of the messages we are
hearing from businesses in the market
place every day. Over 150 respondents
participated, ranging from local
businesses operating within one GCC
state, to multinationals with operations
across the GCC. The overall messages
from the evolving results of the April, May
and July survey runs indicate much of what
we already understood about current
business attitudes, as many are
concerned about the introduction of VAT.
There has been a growing sense of
certainty that VAT is coming to the Gulf
and businesses also seem to have
become more informed about the indirect
tax throughout the past year.
In order to give some context to the
survey findings, a parallel client survey
was launched by the Malaysian Tax
Practice – Journey to Malaysian GST –
which asked clients to look back on their
implementation experience and offer
their views on whether, with hindsight,
they would have approached their
implementation projects differently. This
hindsight from businesses which have
recently been through the exact process
now being faced by GCC-based
enterprises is invaluable, and the overarching theme arising from that survey
was that businesses would have started
to prepare for GST earlier had they
understood the scale and complexity
of the projects which were facing them.
Three key messages can be taken from the
survey findings. Firstly, there is concern
amongst businesses about how the VAT
regime across the GCC will look, although
businesses have come to trust the ability
of the tax authorities now more than they
did earlier this year. Based on our July
survey, 48% of businesses have concerns
about the ability of the authorities to
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administer VAT compared to 70% in the
May survey. Secondly, the expectation
amongst businesses as to how long it will
take them to go through the preparation
process may be underestimating the scale
of the work involved, based on experience
from Malaysia. Thirdly, the single largest
area for concern is the effort involved in
adapting and configuring business’ IT and
accounting systems to deal with VAT.
These messages all seem to fall within the
overarching theme of preparedness – how
prepared a business will be on the VAT golive date will be driven by that business’
response to these challenges.

The single largest area
for concern is the effort
involved in adapting and
configuring business’ IT
and accounting systems
to deal with VAT.

The majority of businesses are
concerned, but are yet to take action
A theme is emerging amongst the
business population that whilst many
express concern about the introduction
of VAT, only half of businesses have taken
decisive action to begin preparing for this
significant change to the regulatory
environment. In all three surveys, more
than 75% of respondents expressed
concern about the introduction of VAT in
the GCC states, whilst just half (increasing
from 31.25% in the April survey) had
undertaken contingency planning (such
as setting aside a budget) for a VAT
implementation project, although the
readiness rate has been increasing. This
may be due to the relative unfamiliarity
with taxation in general across the region,
coupled with the delay in the formal
publication of the agreement and
domestic legislation in some of the GCC
states.
Three-quarters of our first survey
respondents (75%) cited 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.
Such concerns mirror those felt in
Malaysia at the outset of the GST
implementation, according to the
respondents to the Journey to Malaysian
GST survey. In that case, lack of knowledge
of the GST rules (35%) and ensuring the IT
systems could accommodate GST (27%)
were the main areas causing concern as
businesses began their GST
implementation projects. In both cases,
the majority of issues highlighted were
internal to the business – the availability of
information from the government being
the only external factor. This emphasizes
that whilst certainty over the detail of the
VAT law is helpful, there are many other
issues facing businesses on the brink of a
VAT or GST implementation.
There is much that businesses can plan
for now, regardless of whether they have
access to the domestic legislation in their
GCC state of operation(s); the ability to
be able to raise a VAT invoice is a feature
common to all VAT systems globally for
example, as is the ability to identify every
transaction within the accounting system
and assign a VAT treatment to it. An IT
project will need to be planned, with time
set aside and a budget allocated, staff will
need to be trained, contracts reviewed
and customers communicated with, all
in advance of the launch of the tax.
Businesses are aware of their own
challenges now and should begin to plan
the time to address these challenges,
recognizing the costs involved, to ensure
they are able to be VAT-compliant from
day one.
GCC businesses expect preparations
to take around six months, but
experience from Malaysia would
suggest longer
Over two-thirds of survey respondents
(69%) estimated that it would take six
months or more to review their business
operations and make the changes
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necessary to prepare the business to
be VAT-compliant. The remaining 31%
consider this work would be achievable in
less than six months, however experience
from Malaysia would suggest this is an
ambitious estimate – of those surveyed,
only 10% responded that it took them less
than six months to adequately prepare for
the introduction of GST. In fact, over half
(54%) of respondents to the Journey to
Malaysian GST survey stated that with
hindsight, they would have started their
GST implementation process earlier,
knowing what they now know about the
extent of work involved.
Given the anticipated VAT go-live date
across the GCC of 1 January 2018, it is
becoming increasingly important that
businesses raise VAT on the boardroom
agenda and secure buy-in for managing
the change project. The extent and
duration of the project will differ from
business to business depending upon
operational complexity, IT capability and
the intricacy of the VAT rules applicable to
the industry or industries in which the
business operates. Add to this fact that
best practice would usually involve
allowing a ‘buffer’ at the end of the project
of around a month prior to the official
launch of VAT in order to allow for
unforeseen issues, and the window
available for businesses to adequately
prepare is closing fast.
IT system changes are a common area
of concern and most likely to cause
budget overruns
In the case of respondents to the Journey
to Malaysian GST survey who stated that
their implementation project had
exceeded the initial budget allocation,
almost 70% confirmed that the overrun
was overwhelmingly as a result of 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 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.
The Preparing for VAT in the GCC survey
indicates the expectation amongst
respondents that the cost of configuring
or adapting IT systems could be
significant. Almost a third of respondents
(29.73%) estimate that the cost of system
changes alone could reach between
US$25-100,000 with a further 24.32%
believing this cost would exceed
US$100,000. In the event that a business’
current IT system is not able to be
adapted to deal with VAT, costs could be
even greater again. Ignoring other project
costs involved in a VAT implementation
(contract negotiations, commercial pricing
decisions, consultant’s fees etc.), the risk
of underestimating the scale of work
involved in the IT configuration aspect
of a project could have grave results for
project budgets, not to mention the
ultimate impact on VAT compliance.
Whilst the broad principles of the GCC
Agreement 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 multijurisdiction businesses.
VAT implementation is a wholebusiness process – time is becoming
critical
The implementation of VAT is not a matter
which will affect only the finance function
of a business – it affects business
operations across the board. Processes

We are reaching a critical
point in time for
businesses to react to the
quickly evolving tax
environment. There is a
great deal to be done for
every business to ensure
it can be compliant on
day one.
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 – the list goes on.
As we have seen, much can be learned
from the experience of businesses
operating in jurisdictions which have
recently been through this process, and
given that the GCC implementation
involves six countries rather than one,
businesses should take care to ensure
that they take on the lessons learned from
recent experience internationally in order
to avoid running in to issues. After all,
failing to prepare is preparing to fail.
We have reached a critical point for
businesses to react to the quickly evolving
tax environment. There is a great deal to
be done for every business to ensure it
can be compliant on day one. Those
businesses which have yet to take decisive
action to assess their current position
should ensure VAT implementation is
placed on the priority list – VAT is coming
to the GCC and preparing for its arrival is
unlikely to be as straightforward as one
might think.
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