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1. Introduction on transitional rules       

 
VAT has been introduced in a context in which non-GCC Multinational Enterprises (‘MNEs’) had 
already signed and in place contracts with GCC counterparties. 
 
One of the answers to be asked is: what’s the VAT treatment for all such supplies that are provided 
for in contracts signed before 2018? 
 
In order to draw complete and comprehensive guidelines one shall divide supplies into main groups 
and sub-groups, namely: 

(i) one-off supply and  
(ii) continuous supply. 

 
 
   

1.2. ‘One-off’ and ‘Continuous’ Supplies 
 
For the purposes of transitional rules, it is worth dividing between, ‘one-off’ and ‘continuous’ 
supplies. The distinction is dealt with in Tax Insight 0218, GCC VAT: An Introduction – Part 2. 
 
Among these two groups, one shall further distinguish supplies dividing between: 

(i) supplies completed before December 31, 2017 and  
(ii) supplies spanning through 2018. 

 
Another distinction that may be relevant is based on the terms of the contract, since some 
contracts concluded before 2018 already provided for clauses related to taxation. 
 
 
 

1.3. ‘Grandfathering’ Rules 
 
KSA Exec. Regs. provides for a ‘grandfathering rule’ for contracts entered into before 30 May 2017. 
 
According to the ‘grandfathering’ rule – upon fulfilment of certain pre-requisites – VAT on supplies 
of goods or services until 31 December 2018 (or amendment or renewal of the contract, whichever 
is earlier) shall be at zero-rated. 
 
Namely, the ‘grandfathering’ rule applies provided that the contract:  

(i) was entered into before May 30, 2017;  
(ii) the client can deduct input VAT (or is entitled to VAT refund) and, accordingly;  
(iii) the client provides a “written certification” that he is able to either deduct Input VAT 

or be refunded such VAT. 
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The grandfathering rule shall not apply if the contract “anticipates” the effect of VAT, namely 
providing for rules related to or concerning taxation. 
 

Example 01 
On 15 February 2017, an Italian manufacturing company (ACo) signs a sale contract with a 
Saudi retailer (BCo). According to the terms of the contract, (ACo) shall send to (BCo) a 
certain stock of listed items any each 1st day of the month for a 3-years period starting from 
the signature of the contract (i.e. from 1st March 2017 to 1st March 2020). 
The contract does not provide anything concerning VAT (or ‘taxes’ in general terms, or 
‘indirect taxes’, ‘ad valorem’ taxes, ‘transactional taxes’, or the like). 
The ‘grandfathering’ rule applies to all supplies until the end of 2018. 
As of January 2019, VAT will be charged at the statutory 5% rate. 

 
 Example 02 

As in Example 01, in April 2018, (ACo) and (BCo) sign a new agreement (superseding the 
former one signed in February 2017) to renegotiate some clauses of the contract and such 
amendment shall be effective as of 1st June 2018. 
The ‘grandfathering’ rule applies to first 5 months of 2018 (January to May) and such 
supplies shall be zero-rated.  
Subsequent supplies – i.e. as of June 2018 in than – shall be charged at 5% standard rate. 

 
 
 

1.4. One-off Supplies before and after Jan 2018 
 
One-off supplies can be deemed to be done either:  

(i) before January 2018, or  
(ii) as of January 2018. 

 
Supplies that are deemed to be done in 2017 shall not be charged VAT, irrespective of when 
payment is made/received or invoice issued. 
 
Whereas, payments in relation to one-off supplies completed in 2017 shall be ‘adjusted’ in 2018, 
the supplier would be obliged to issue a credit/debit note (not including any VAT). 
 

Example 03 
As in Example 01, however in October 2017, (BCo) decides to unilaterally conclude the 
contract because items received are defective. In December 2017, (ACo) and (BCo) settle 
the dispute and (ACo) accepts to pay back to (BCo) 50% of the consideration received for 
defective items. In January 2018, (ACo) issues a credit note to (BCo) equal to 50% of the 
consideration received.  
The ‘time‘ of the supply of goods sold in October is October 2017. Such sale is not charged 
VAT, accordingly. The credit note issued in January 2018 (related to the supply that is 
‘completed’ in 2017) shall not be charged VAT. 
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Example 04 
(ACo), an Italian retailer sells goods to a large Mall held by (BCo) that is based in the UAE. 
(BC0) is remunerated according to a percentage of 15% lump-sum payment of inventories 
that are extracted from (ACo)’s warehouse and delivered to (BCo) in furtherance of orders 
received by (ACo). In late 2017 – due to forthcoming introduction of VAT – (ACo) and (BCo) 
agree that (ACo) shall pay future compensation immediately, calculated as follows:  
Remuneration = (market value of items stored in warehouse) * 15%.  
The parties agree that, should (ACo) not deliver to (BCo) such goods within 12 months, the 
related remuneration shall be paid-back to (ACo). 
The supplies of 2018 (i.e., goods sent to (BCo) in 2018) shall be charged VAT. 

 
 
 

1.5. Continuous Supplies before and after Jan 2018 
 
Continuous supplies related to contract entered into before January 2018 imply that each supply 
could be regulated according with different rules. 
 
First, one shall consider the terms of the contractual arrangement. 
 
Whereas, the contract between the parties provides that the payment of consideration shall be 
done in periodical and regular instalment, the KSA Law provides for splitting of contract so that 
each and any payment is considered (and regulated) as a single supply. 
 
For a distinction between single-composite and multiple supplies, see Tax Insight 0218 GCC VAT: An 
Introduction – Part 2. 
 

Example 05 
On October 2017, (ACo), a sport-clothes enterprise based in Italy, signs a contract with a 
Saudi Real estate company for renting out a large space at a Mall, based in Riyadh for an 
annual rent of 240,000 SAR. The annual rent shall be paid once any each two months (i.e. 
40,000 SAR per 6 instalments, on the first day of Jan, Mar, May, Jul, Sep and Nov). The first 
instalment is paid in Nov 2017, the second on 2nd January 2018 and the third (instead that 
on Mar 2018) is paid on Feb 2018. The fourth one is delayed on Jun 2018 
The first instalment is not charged VAT. The second instalment is charged VAT on January 
2018. The third is charged VAT on the date of payment (occurring before the instalment 
date). 
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2. VAT Duties: Registration 
 
As held above, for the moment being, the only two GCC States that have been implementing VAT 
are the UAE and KSA. 
 
VAT discipline can be roughly divided into substantial norms (e.g. definitions of Taxable Persons and 
Taxable Supplies, Place and time of Taxable Supplies, Deduction, etc.) and procedural duties 
instrumental to VAT application (e.g. Registration, Invoicing, Bookkeeping, Auditing, Assessments, 
etc.). 
 
Taxable persons shall fulfil some duties and, namely: 

- Registration; 
- Bookkeeping; 
- Invoicing, Return filing and Payments 

 
 
 

2.1. Mandatory Registration 
 
Such duties are instrumental to the application of VAT and for the purposes of Tax Audit and Tax 
Assessments that could be carried out by the Tax Authorities. 
 
This Tax Insight focusses on the Registration phase.  
 
 
 

2.2. How to calculate the Registration threshold 
 
Registration can be either Mandatory or Voluntary. 
 
Different thresholds, requirements and sanctions are provided for registration in the UAE and in 
KSA. 
 
The Taxable Person shall register within 30 days from the day in which the obligation to register 
arises. 
 
Mandatory registration is required if the Taxable Person exceeds the threshold of 375,000 SAR/AED 
during the previous 12 months period. 
 
In KSA, a transitional provision applies so that: 

- Business whose annual turnover is above 1,000,000 SAR had to register before Dec 
31st, 2017; 

- Business whose annual turnover is below 1,000,000 SAR and above 375,000 SAR 
shall register before Dec 31st, 2018. 
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Whereas the Taxable Person is expected to exceed the threshold in the following 30 days, GAZT 
shall register him. 
 

Example 06 
A French luxury furniture company (ACo) establishes on Feb 2nd, 2018 (BCo), a UAE 
subsidiary, based in Dubai.  
Since (BCo) is in the start-up phase, the entity is expected to incur costs in the first two years 
(2018-2019) and start making profits in Q1 2020. 
On February 2018 (BCo) shall not register mandatorily. 
Assuming that (BCo) is in the start-up phase yet (hence not generating any turnover) n 2018 
and 2019, (BCo) is not required to register. 

  
Example 07 
As in Example 01, on 15th of April 2018 (Bco) enters into a contract with (CCo) - a KSA 
distributor - that is going to buy a stock of shoes in three instalments as follows: 1st 
instalment 400,000 SAR (1st June 2018); 2nd instalment 500,000 SAR (1st Sep 2018) and 3rd 
instalment 300,000 SAR (1st Oct 2018). 
(BCo) shall register mandatorily within the 15th June 2018. 

  
Example 08 
(ACo) has a KSA-based branch that on Dec 2017 has an annual turnover of 800,000 SAR and 
in 2018 decreases its turnover to 400,000 SAR. 
(BCo) was not obliged to register within Dec 17, 2017, since the turnover was lower than 
1,000,000 SAR (transitional mandatory registration threshold). However (BCo) could register 
on a voluntary basis. 
(BCo) will be required to register within Dec 17, 2018, since the annual turnover exceeds the 
mandatory registration threshold. 

  
Non-resident persons are obliged to register, regardless of their business turnover, if they are 
obliged to pay VAT. 
 
However, non-resident persons have to appoint a Tax Representative to fulfil their tax duties in the 
relevant State 
 

Example 09 
As in Example 01, (BCo) sells several items to (D), a Saudi client, for his own villa in Riyadh 
for a consideration of 500,000 AED. Items shall be consigned, assembled and installed at the 
client’s own address in Riyadh. 
The place of such supply is in KSA and KSA VAT shall be charged accordingly. 
However, (D) is not a Taxable Person in KSA and cannot charge VAT through the reverse 
charge mechanism. 
(BCo) can appoint a Tax Representative in KSA to fulfil invoicing, return and payment duties. 
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2.2. How to calculate the Registration Threshold 
 
Registration is conditional upon the annual turnover of the Taxable Person exceeds the Mandatory 
Registration threshold. 
 
The calculation of the threshold shall be based on annual turnover and, namely, on the amount of 
supplies of goods and services sold in the 12-months period. 
 
However, the following shall not be included in calculating the annual turnover: 

- Exempt supplies; 
- Out-of-scope supplies; 
- Capital asset turnover 
 
Example 10 
(XCo), a KSA company holds a Hotel and 2 apartments in Riyadh and 2 apartments, furnished 
and rented out only for residential purposes, in Jeddah. 
(XCo) annual turnover in 2017 is composed as follows: 
- Hotel activity: 850,000 SAR. 
- Jeddah Apartment 1: 100,000 SAR 
- Jeddah Apartment 2: 100,000 SAR 
- Riyadh Apartment 1: 100,000 SAR 
- Riyadh Apartment 2: 200,000 SAR 
In late 2017 (XC0) sales the Jeddah Apartment 2 for a consideration of 200,000 SAR. 
The annual turnover, for VAT Registration purposes is calculated as follows, including 
taxable and zero-rate supplies, and excluding exempt, out-of-scope supplies and supplies of 
capital assets: 
 

 
Supplies 

▼ 

 
Type of Supply 

▼ 
 Taxable Zero-rate Exempt Out-of-scope Capital Asset 

Hotel 850,000     
Jeddah Ap. 1    100,000  
Jeddah Ap. 2    100,000  
Riyadh Ap. 1   100,000   
Riyadh Ap. 2     200,000 
ANNUAL T.  850,000     

 
XCo should not register mandatorily within Dec 17, 2017 since the annual taxable turnover 
is 850,000 SAR below the compulsory registration threshold for 2017 (that is 1,000,000 SAR) 
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2.3. Voluntary Registration 

  
Registration is conditional upon the annual turnover of the Taxable Person exceeds the Mandatory 
Registration threshold. 
 

Example 11 
As in Example 03, but the annual turnover in 2018 is 187,500 SAR. 
(BCo) can opt for the voluntary registration until Dec 17, 2018, since the annual turnover 
does not exceed the mandatory registration threshold. 
  

Assuming that the Taxable Person incurs costs, being charged VAT, such VAT is not ‘neutral’ for the 
Taxable Person (that cannot offset Input and Output VAT). 
 
However, the Taxable Person can recover such VAT by way of refund. To this token, the Taxable 
Person shall be registered.  

  
Example 12 
As in Example 01, (BCo) affords in the period ranging between February 2018 and 
September 2018, costs for: (i) setting-up a warehouse, (i) renting two flag-shop and (iii) 
renting a dwelling for the Italian employees seconded to Dubai, (iv) paying consultancy fees 
to local consultants, etc. 
All such costs and fees are charged UAE VAT. 
Since (BCo) does not want to suffer a cash-flow disadvantage, (BCo) registers with the FTA. 
(BCo) can claim refund of Input VAT incurred in 2018. 
 
 
 
 
 

 


