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COMMENTARY FROM

PIERRE
ARMAN

Market Development

Lead for Tax & Accounting
at Thomson Reuters VAT went live in the United Arab Emirates

(UAE) and Kingdom of Saudi Arabia (KSA)
at the beginning of 2018. Given that most
taxpayers fall into the quarterly tax period,
many recently filed their first VAT returns.

The Thomson Reuters & ACCA VAT Return
Filing and Compliance Survey aims to gather
feedback on UAE and KSA based companies’
experiences of VAT compliance management
and reporting in the first few months of 2018,
as well as explore how these organizations
plan to continue with their VAT compliance
programs in the future. We believe it's important
to understand perceptions in the business
community and uncover insights that shape
recommendations for more robust VAT
strategies going forward.

The opening chapter of this new

tax regime has been a critical one

— and a steep learning curve for
many in the business community,

as companies put the efficiency of
their VAT preparation, new processes,
controls and systems to the test.
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IS RISKY BUSINESS

Not being able to sufficiently meet VAT
obligations could see organizations exposing
themselves to the risk of financial penalties and
reputational damage. In KSA, entities that do
not submit a VAT return within the specified
period are subject to a fine of 5-25% of the

tax value that should have been declared.!

In the UAE, penalties range from Dhs1,000

for a first offence of late filing, up to Dhs50,000
for repeated failures to maintain records and
tax-related information.?

The authorities have made it clear that they VAT IS HERE TO STAY,

will be clamping down on companies that SO VIEW IT AS AN OPPORTUNITY
do not take VAT compliance seriously.

KSA's General Authority for Zakat and Tax
(GAZT) registered over 3,000 VAT violations

in January and February. These breaches
included failure to register for VAT, issuing
invoices that lack the required VAT information,
over-charging VAT and omitting the VAT
identification number on an invoice.® It has
also been reported that the UAE's Federal

On a more positive note, VAT is expected

to generate a substantial revenue stream

for governments in the GCC and supports

the move forward from a commodity-centric
economic model. In the UAE, VAT is estimated
to generate Dh12 billion in the first year®,
while KSA is expecting to earn SAR35 billion
in VAT revenues during the same period.®

Tax Authority (FTA) has begun auditing firms’ VAT represents the beginning of a new
compliance efforts following the first VAT tax age in the GCC and more tax reforms
return submission deadline.* are expected to follow. Dealing with VAT

compliance effectively is now business
as usual — and for some, an opportunity
to put processes, systems, knowledge
and support in place that will make their
businesses more resilient.

For those companies that have filed their
first returns on time and feel that they have
done so successfully, it's important to keep
the momentum going. Hopefully this report
will provide insights for organizations looking
to make their VAT compliance processes
even more efficient and further minimize

the risks associated with non-compliance.

"https://www.zawya.com/mena/en/story/Saudi_clarifies_penalties_for_tax_violations-ZAWYA20171018072313/%20/

2 https:/ /www.zawya.com/uae/en/story/Fees_and_Fines_UAEs_tax_authority releases list_of tax_penalties_and_administrative_charges-ZAWYA20171003045024/
3 https:/ /www.zawya.com/mena/en/story/Taxing_times_Saudi_authority detects_thousands_of VAT violations-ZAWYA20180321053808/

“ http://www.ey.com/gl/en/services/tax/international-tax/alert--uae-completes-first-quarterly-vat-return-cycle---risk-areas-identified

® https://gulfnews.com/business/economy/vat/uae-vat-expected-to-raise-dh12b-in-tax-income-in-first-year-1.1949149

© http://gulfbusiness.com/saudi-companies-urged-file-vat-returns-month-end/
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COMMENTARY FROM

CHAS
ROY-CHOWDHURY

Head of Taxation at ACCA

Prior to VAT implementation in KSA and the
UAE on the Tst of January this year, we
conducted a similar survey to get a sense of
business readiness. This year, we are in the
thick of VAT having been introduced and we
want to know the sentiment and perception
in relation to this fiscal reform, so that we can
help and support business and inform our
discussions with governments through our
direct engagement.

The survey findings make for some interesting
reading. Many businesses still seem unsure
about what is required of them in relation to
certain aspects of the VAT regime and require
further clarification. Then there are numerous
organizations that highlighted they are yet

to file their returns. These companies feel ready
but will gain more certainty and confidence
once their returns have actually been lodged.

It seems almost universally clear, while not
explicitly stated in the survey responses, that
businesses view VAT filing as a chance to find
out whether they are indeed filing correctly and
are thus compliant. There is a lot of insecurity
around what is and is not correct - leading

us to believe that the details of VAT compliance
and reporting still remain slightly ambiguous.

Back to Contents »

ACCAS T2 TENETS OF TAX

A presumption to tax neutrality
Openness and transparency
Simplification

Certainty

1
2
3
4
5 Accountability and regular review
6 Tax policy is a percentage of GDP
7 Efficiency

8

Tax shifting and hypothecation
have a role to play

9 Taxis a matter of national sovereignty
10 Tax is subject to the rule of law

T Respect for Human rights

12 Avoidance of double taxation
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Those survey questions that
were based on some of ACCA's
"12 Tenets of Tax’ highlighted
key principles that businesses
within the GCC should also take
into consideration in order to
aid compliance:

A PRESUMPTION TO TAX NEUTRALITY

In an ideal world, tax collection should not
add an extra layer of cost to the business or
collecting agent. However, we do see from the
survey that several businesses did choose to
outsource their VAT compliance at significant
expense, which could impact SMEs’ margins
and stability.

SIMPLIFICATION

ACCA believes that tax legislation should be
as simple to comply with as possible and that
tax operations should be straightforward.
Complexity in the tax system diverts energies
away from productive activities.

The survey findings revealed that 39% of
respondents found the VAT compliance
and filing process to be relatively simple,
while 26% were of the opinion that the
process was not that straightforward. Both
are significant percentages and the details
will be discussed further in the survey findings,
along with other results that provide more
insight into the levels of simplification
experienced during the first months of
VAT compliance.
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EFFICIENCY

Small businesses play a significant role

in economic activity. When taxpayers are able

to efficiently comply with tax requirements,

their administrative burdens and compliance costs
tend to be lighter. This benefits the businesses
themselves and the economy. To complement

the findings relating to levels of simplification, the
survey asked whether respondents were planning
to change their approaches to VAT in light of their
first filing experiences, and 63% of respondents
said they were happy with their existing internal
VAT processes. This could be taken as an indicator
of early efficiency on the part of the tax collection
agents, i.e. the business community. However,
cost control could also be an influencing factor,

as some organizations choose to continue
managing VAT compliance in-house rather

than spending on tax advisory services. We will
continue to explore this issue further, in the next
section and in subsequent surveys.

We at ACCA, as professional accountants,

will be doing all we can to help businesses to
get to grips with the VAT regime. We are positive
about the introduction of the new tax and

we will be actively smoothing its path as well

as providing assistance when other taxes are
introduced in the future.
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WHO RESPONDED?

Our typical survey respondent is a finance
manager, consultant, chief financial
officer or head of tax from a small

to medium-sized organization.

Size of organization: Number of employees

The VAT Adoption Landscape in the GCC | Key Findings 7
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PRIMARY INDUSTRIES

Our 250+ survey respondents represent
businesses from a diverse range of industries.

These sectors include manufacturing, financial
services, retail, construction and engineering,
consultancy, energy, oil and gas, healthcare,
transport and logistics, among several other
areas of the business community.

The geographic split of those surveyed is
weighted more towards the UAE, with 78%
of these organizations based in the UAE and
the remaining 22% in Saudi Arabia.

Primary Industry

Media @ rertesertttatterettasitettiatetestaseereseaseressanien s 1%
Legal @ ettt ettt ettt et aee e eaaeeeaaan 1%
Government C@F st tecetaetecattattteitaattettanttetaansteannanea 2%
Healthcare @ ettt e e ettt tareseraree e 49
Transport & Logistics cee e terettateeeeseasetestasittettaseressesoerastasnaeas 6%
Energy/Oil & Gas e et et e ettt ae ettt tareserarer e 6%
Consultancy et ettt ettt tarererateeaae e 6%
Construction/Engineering -+ -+ @ - creceereteasitettitittestasitreteaserestasterastana 8%
Retail  eeeees @ vttt et et ttetebaee e 10%
Financial Services =~ «cee-- S 10%
Manufacturing ~ ceeeeees ettt ettt erae e 13%
Audit/Accounting ~ ceeeeeees @ vt ccreretiisittttiatttettasteresttserestanienas 14%
Other ~ eeeeeieniane @ rereesereetittitittesierestasereastasnnnae 20%
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VAT ADOPTION:
EXPERIENCES
AND PERCEPTIONS

Companies across the UAE and Saudi Arabia
have now filed their first VAT returns. Most

of these organizations were addressing the
challenges of dealing with VAT compliance
and management — and the taxation process
itself — for the first time.

This experience has been more demanding

for some businesses than others. When asked
how their first VAT return filing went, our survey
findings reveal that more than a quarter (26%)
of respondents experienced some difficulty,
with 18% saying it was “challenging” and 8%
saying it was “very challenging”. On the other
hand, 39% had a more positive experience.
These results seem fairly evenly split.

How was your first VAT return filing?

.o
cee

..........
...........
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More than a third of respondents (35%)
had not yet filed their VAT returns at the
time of interview (end April 2018).

This could be because the FTA extended
the VAT filing deadline in the UAE and
these firms needed the additional time,
or perhaps these organizations did not
fall within the VAT net.

coe
e
........
-----
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Another indicator related to this new tax regime’s
level of simpilicity, respondents were asked whether
there was clarity around what was needed to file
their VAT returns correctly. Here, the majority (57%)
said "yes”, while 14% said “no”.

Was it clear what was need
to file the VAT return correctly?

noN/A

57% 14% 30%

Those who answered ‘no’ were asked to provide
a reason. Some of these explanations included:

“Too many scenarios under-explained”

o “There is ambiguity in the technicalities
Y thatapply to my industry”

% “Paperwork requirement and evidences

were not clearly mentioned”

i “Last minute updates”

There does seem to be a certain level

of uncertainty around VAT reporting and
management obligations. However, this does
not appear to be the only reason why some
businesses found VAT filing to be a challenge.

It's important to also look at business's capacity
to manage VAT compliance - in terms of their
knowledge, skills and resources.

The VAT Adoption Landscape in the GCC | Key Findings 10



APPROACHES
TO MANAGING
VAT COMPLIANCE

Last year's survey revealed that 38% of
respondents lacked VAT-knowledgeable
resources in-house to support compliance.
When asked how they planned to manage
VAT, 51% of the organizations surveyed said
they would establish an internal tax function,
developing VAT compliance processes and
adopting tax technology software solutions.

A further 36% planned to engage an external
tax advisor for certain processes and functions
(otherwise known as co-sourcing), while

13% planned to outsource their entire VAT
reporting obligations.

How VAT returns were filed

............
. c e

32%

Shared efforts between our tax

advisors and our organization

......
........

00%

Internally with
our own resources
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8Y% ': Outsourced the

process to a tax adviser
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One way to reduce the compliance
burden is to assess existing
technology capabilities and evaluate
whether it's worth filling any IT gaps
in order to introduce more efficiency
and accuracy into VAT processes.

Back to Contents »

This year’s survey revealed that more
companies than expected chose an in-house
VAT management model. Among the
respondents who did file their returns, 60%
filed their first VAT returns internally, using their
own resources, while 32% co-sourced and 8%
outsourced the process.

With the majority of organizations relying on
internal expertise and resources to file their
VAT returns, this could leave more room for
error as the majority of businesses are still

in a learning cycle.

However, after their first VAT filing experience,
63% of these companies said they were happy
with their current internal process; and only 6%
plan to move from an internal process to a tax
advisor going forward.

These decisions could be motivated by cost.
While VAT isn't a direct cost to the company,

it does place a compliance burden on the
business. Ideally, in keeping with ACCA's 12
Tenets of Tax mentioned earlier, VAT compliance
should not be a major financial strain.

However, the survey indicates that among those
businesses that outsourced the preparation of
their VAT returns — 7% are paying USD 40,000
or more per annum for such services and 16%
are paying between USD 3,000 to USD 25,000
per annum. These can be significant additional
costs for SMEs and may impact business
resilience to a certain extent.
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PLANNING FOR VAT FROM A
TECHNOLOGY PERSPECTIVE

Technology can significantly ease VAT's
administrative burden through automation
and streamlined data management. Our
2017 survey shone a light on the fact that
many organizations in the GCC still needed to
address the VAT readiness of their technology
systems, with only 29% saying their systems
were capable of supporting their VAT
implementations.

This year, we asked respondents how they set
up their VAT determination logic. Only 4% of
those surveyed had a dedicated tax engine in
place. More than two-thirds (67%) were using
a VAT configuration in an existing SAP, Oracle
or other legacy ERP system.

How did you set up
your VAT determination logic?

. VAT configuration
... inother legacy ERP
S . e ;.,B%,-E ! VAT configuration
: “eees . in Oracle (EBTax)

........
.............

........

........

.....
......

Other

.....
.....

. .o
..........

VAT configuration *,
in SAP

. . . L S,
DRE TIPS . . LI . .
: o . i A4%:

.. . . O e

L. 4 Taxengine
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While many of today’s ERP systems
contain VAT functionalities, these
do need to be configured and

— as with any manual adjustment -
this can lead to errors that increase
the risk of non-compliance.

" https://www.ey.com/uk/en/services/tax/vat--gst-and-other-sales-taxes/tax---indirect-tax---ittp---erp
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According to a report by EY’, weaknesses
in ERP VAT configurations can be caused by:

Evolving business models and changes
in transactional flows

Loss of configuration knowledge over time
as staff members leave and are replaced

% Changes in local VAT legislation, which

can be a complex issue for companies that
have VAT obligations in several jurisdictions

Inconsistencies in approach due to manual
"workarounds” and system “fixes” by certain
team members or units.

With more countries across the GCC due to
introduce VAT and the potential for further
developments in the tax sphere, maintaining
and updating configurations can be an onerous
(and risk-prone) task.

While a large number of organizations are
currently relying on VAT configurations in
existing systems, as they begin the next phase
of their VAT journeys, it's worthwhile planning
for a tax landscape that will grow even more
demanding in the future.

Going forward, business need to consider taking
a long-term view on technology and introduce

a more robust solution, such as a tax engine
that has in-built VAT logic and enables them

to determine, calculate, record and report VAT
at the transaction level. This type of solution

can make every VAT process simpler, from
calculating the right amount of tax on invoices
to e-filing monthly VAT returns and running
exception reports.
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THE NEXT
CHAPTER

Learning from the first phase

of VAT adoption and this survey’s
findings will hopefully help
businesses in the GCC to drive
continuous improvement of VAT

compliance across their enterprises.
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Before the next VAT returns are due,
businesses based in the UAE, Saudi Arabia
and the rest of the GCC, are advised to review
their VAT compliance processes, systems

and strategies, and take the following
recommendations into consideration:

'o|Ask for assistance where needed

Given the consequences of non-compliance,
it's essential to address any aspects of VAT
legislations, regulations and guidance that
are ambiguous. It's worthwhile seeking

tax advisory services to bridge any gaps in
knowledge or understanding.

Don't get too complacent

For those businesses who feel they are on top
of their VAT obligations, it's important to begin
preparing for VAT for entities in Bahrain, Oman,
Kuwait or Qatar (if any).

Take a long-term view on technology
Selecting an appropriate technology vendor
to address IT gaps and provide a solution
that is capable of supporting VAT-compliant
processes and outputs in an evolving tax
landscape can help to lighten the compliance
burden in the long-run.

The VAT Adoption Landscape in the GCC | The Next Chapter 15
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APPENDIX

TOP 10 INDUSTRIES SIZE OF ORGANIZATION

Audit/Accounting 4% <ccoeeee No. of employees
Manufacturing 1B% e
Financial Services 10% «ecc-- . C e
Retail 10% «oveee . 110%; 5011000
i i i Off eooese " .-.".‘

Construction/Engineering 8% E 430/ SR
Consultancy 6% : 0 :29%:1001-5000
Energy/Oil & Gas 6% - Fewer than 100 e
Transport & Logistics 6% o/ -
Healthcare 4% +-- 25%
Other DO% e ecevenene it o 101‘500-.-'

. Ao '
Based in ~75,001-10,000
UAE 78% teveeeerenceecruncocsoncscsocccocsnn

KSA 22% =ceccecces Annual revenue

.....

Over $150 million D30 e e enveeenas
ROLE $15 to 150 million e I
$2 to 15 million 189 < v e en
Finance Manager Less than $300,000 15% oo ¢oeoe
................ @ cccercrcnnnnecanceeen 40% $7OOIOOOt02mimon .

Consultant
P PPt 12% $300,000 to 700,000 10% =<+

Chief Financial Officer

D Y 8%
Head/Director of Tax

1 T Y 5%
Director of Finance

N IR R I 2%
Head/Director of Compliance

Over 250 people participated in the Thomson
Reuters and ACCA VAT Return Filing and
Compliance Survey from across UAE and
KSA. The respondents were from a diverse
range of industries including financial
services, oil and gas, manufacturing

and retail.
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1ST VAT RETURNS FILED

How was the experience?

Very easy 2%

Okay DAYy oo e oo
Relatively straightforward 13% *°**
Challenging 8% == -

Very challenging 8%

Haven't filed yet 35% e

Were the requirements clear?

. .
. .
. :
@ .
: .
. e:@
.
.

N/A

.
.
.
.

Yes No

APPROACHES TO MANAGING VAT
Who prepared your return(s)?

60% 32% 8%

In-house: Co-sourced: Qutsourced:

used own some tax to a tax

resources advisory advisor
services

Process going forward?

Happy with current in-house process

....................... @ e 539

Will move from outsourced to in-house process

...... L [ A

Happy with current outsourced process

..... P Lot A

Will move from in-house to outsourced process
@ ccccccrreettttcet et et e 6%
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What's your annual budget for outsourcing?

Less than $3,000 2% - - -
$3,000 to 7,000 % <
$7,000 to 15,000 5% -

$15,000t0 25,000 4% -*

$25,000 t0 40,000 3% °*

Over $40,001 4% o

Don't outsource 66% oo
TECHNOLOGY USED

How did you set up your VAT determination logic?

Other legacy ERP
SAP
Oracle (EBTax)

Other

.....

. .
.......

. .
.. .
......
. [
. e
........

""""""
-------

REST OF THE REGION

Have you started preparing for VAT for your
entities in Bahrain, Oman, Kuwait or Qatar?

63% Does
Not Apply

ce .,
..
.
....
.......
......
. S
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Thomson Reuters provides trusted answers as a dedicated partner serving consultancy and accounting firms, corporations and governments. Blending intelligence, technology and
human expertise, we provide leading tax and accounting solutions for a fast-paced and evolving world. We work with your organization to introduce ONESOURCE® VAT-approved
trusted advisors and systems integrators to help make the VAT implementation process as seamless as possible.

ACCA (the Association of Chartered Certified Accountants) is the global body for professional accountants, offering business-relevant, first-choice qualifications to people of application,
ability and ambition around the world who seek a rewarding career in accountancy, finance and management. ACCA supports its 200,000 members and 486,000 students in 180
countries, helping them to develop successful careers in accounting and business, with the skills required by employers. ACCA works through a network of 101 offices and centres and
more than 7,200 Approved Employers worldwide, who provide high standards of employee learning and development. Through its public interest remit, ACCA promotes appropriate
regulation of accounting and conducts relevant research to ensure accountancy continues to grow in reputation and influence. ACCA is currently introducing major innovations to its
flagship qualification to ensure its members and future members continue to be the most valued, up to date and sought-after accountancy professionals globally.

Founded in 1904, ACCA has consistently held unique core values: opportunity, diversity, innovation, integrity and accountability. More information is here: www.accaglobal.com

the answer company™

Thlnk Ahead ACCA The intelligence, technology and human expertise THOMSON REUTERS®

you need to find trusted answers.




