
Introduction of VAT across the GCC 
 

Value-added tax (“VAT”) is a consumption tax operated in jurisdictions across the globe. It is due to go-live 
across the Gulf Cooperation Council (“GCC”) member states from 1 January 2018. 

 

Generally, VAT is levied on transactions. The precise VAT rules need to be considered in detail to determine 
whether VAT is applicable to the transaction. Systems and processes need to be designed to ensure that VAT is 
accounted for correctly and the fundamental considerations include: 
 

n whether any given transaction is subject to VAT, and 
 

n whether any VAT incurred on costs can be recovered. 
 

Once these fundamental points have been addressed, accounting processes can be properly implemented to 
capture the requisite transaction data, accurately computing and applying VAT charges. 
 
How will VAT apply to takaful-insurance transactions in the GCC? 
 

Given the paucity of technical guidance, it is not yet clear how the insurance and Shari'ah-compliant 
takaful sector will be treated for VAT purposes in the GCC. Based on the experience of the many countries that 
already operate VAT systems, the insurance sector is likely to be afforded special treatment. As a tax on 
consumption, VAT does not sit well with financial services, including insurance. Within Europe, this has led to 
insurance being exempted from VAT across all 28 EU member states. 
 

The GCC VAT system shares great similarity in structure and methodology with the EU VAT system including 
provision for zero-rating and exemptions. At present, there is no specific guidance on how VAT will be 
implemented in GCC in respect of the takaful-insurance sector.  
 

Where the takaful-insurance is subject to VAT or is zero-rated, then it is likely that the VAT incurred on costs will be 
recoverable. However, if takaful-insurance if granted a VAT exemption, this will result in increased costs. Under 
the exemption, VAT will not be recoverable on the costs incurred in making the VAT-exempt supplies. It may also 
be that different treatments apply to different types of takaful-insurance transactions. We await further clarity. 
 

Where a takaful-insurance business makes some exempt supplies and some taxable supplies, a methodology for 
the partial recovery of VAT will be required.              

GCC VAT: the Takaful-Insurance sector 



What are the implications of VAT exempt takaful-insurance transactions? 
 

Takaful-insurers will suffer VAT on costs associated with their business. If this VAT cannot be recovered then this 
cost will have to be passed on to customers or profit margins will be reduced. It is therefore important to 
consider transactions carefully and correctly categorise them within the scope of the legislation. 
 
Our assistance 
 

The level of work required could vary significantly depending on the final VAT treatments imposed. Areas where 
Hansuke can assist, include:  
 
Preparatory ‘health-check’ reviews: Ensuring accounting systems can deal with VAT accounting and reviewing 
the types of transactions undertaken by the business to correctly assess the VAT liability once the legislation is in 
place. 
 
Systems implementation: Implementing systems to ensure VAT is applied correctly. Identifying which costs carry 
VAT and whether this VAT is recoverable or not, and implementing systems to ensure these are correctly and 
consistently treated. 
 
Training and awareness: Training staff to correctly identify the VAT liability of products sold and on coding VAT 
on costs correctly. Additionally, providing training on preparing and submitting VAT returns as well as working 
with staff on implementing checks within the systems. 
 
Formulating VAT recovery methodology:�Where a methodology for VAT recovery is required, formulating a fair 
method and agreeing this with the authorities. 

VAT declaration on purchases: Identification, classification and declaration of overseas purchases (imported 
services) where the same service from a local supplier would be subject to VAT. 

Cost effective strategies and VAT registration: Providing assistance to prevent structural weaknesses and help 
avoid unnecessary costs associated with transactions where VAT cannot be reclaimed. 
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