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1. Introduction  
 
VAT has been introduced in UAE and in KSA as of 1st January 2019. 
 
Since the inception of the new tax across the GCC, both the UAE Federal Tax Authority (FTA) and 
the KSA General Authority on Tax and Zakat (GAZT) have been delivering Guidance intended to 
address the general function of VAT and selected issues, as well. 
 
This effort resulted, in most cases, in shedding light on controversial issues and helped business in 
fitting their dealing in order to comply with tax authorities approach. 
 
The JIACC Tax Commission has been addressing some of those Guidelines in former Tax Insights 
delivered since April 2018. 

 
 
1. The Insurance VAT Guide 
 
The purpose of the “Insurance VAT Guide” (the Guide) is to shed light on VAT treatment in the 
insurance sector. 

 
 
1.1. Contract of insurance defined 
 
First, the Guide outlines the scope of the VAT Laws and Regulations concerning the insurance sector 
that is not defined within the Law while two types of insurance services (as a way of derogation) are 
defined, namely: (i) life insurance (that is exempt) and (ii) insurance related to the international 
transport of passengers and goods (zero-rated). 
 
Lacking a definition of insurance the FTA lists some elements that shall be considered in labelling a 
contract as “insurance contract” and treat it accordingly for VAT purposes. 
 
Insurance services entail the existence of a:1  

  
- contract providing entitlement to something on the occurrence of some event; 
- the event must involve some element of uncertainty; and   
- the insured must have an insurable interest in the subject matter of the contract (in cases of 

“reinsurance” the insured party is an itself a reinsurance entity)2.   
  

                                                           
1 FTA, Insurance Guide (2018), section 2.1.1., p. 5. 

2 FTA, Insurance Guide (2018), section 2.1.2., p. 6. 
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The contractual tie is described as follows: 
 

- the insurer makes an offer to the potentially insured party,  
- the insured party either accepts or rejects; 
- there must be an intention to enter into a legal relationship under which one party has an 

obligation to provide insurance; and 
- there must be some payment, right or benefit offered by the potentially insured party to the 

contract of insurance and  
- the premium is the insured consideration in return for the insurer’s promise to pay 

according to the terms of the policy.   
 
The FTA further clarifies that insurance contract do not include “warranties” that are generally 
provided for by the seller/manufacturer and stating that, e.g., the good supplied is not defective 
and the manufacturer will replace or repair any defective parts or parts which fail in the course of 
the normal operation of the good due to standard wear and tear.3  

 
 
1.2. VAT Treatment 
 
In principle supplies of insurance and insurance-related services are charged at standard rate (and 
Input VAT fully deductible) and Exported and Imported insurance shall be, namely, zero-rated and 
charged, according to the general rules for cross-border services.4 
 
However, life insurance contracts and intermediation services5 are exempt for VAT purposes.6 
 
Supplies charged at standard rate will be, e.g., health insurance contracts. Useful examples are 

provided for such as, e.g., an health insurance contract done for the family of the employee where 

the Input VAT will be recoverable only if there is a legal obligation to provide the insurance to the 

family members.7  

 
Another interesting case dealt with is the insurance in respect to Real Estate. 
 
The first element to consider is the place where the real estate is located but the complete supply 
shall be taken into consideration. Namely, one shall assess whether the relevant supply is either a 
‘single composite’ or a ‘multiple’ supply. In the former case, assuming the insurance contract is not 
the principle component of the supply, the relevant place of supply will be the place where the real 

                                                           
3 FTA, Insurance Guide (2018), section 2.1.1., p. 6. 

4 See FTA, Insurance Guide (2018), sections 4.1.4. and 4.1.5., pp. 12-13. 

5 Article 42(2)(i) and (j) UAE VAT Exec. Regs. 

6 Article 42(3) UAE VAT Exec. Regs. 

7 See FTA, Insurance Guide (2018), sections 4.4.1, p. 15. 
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estate is located. Further, the FTA clarifies that the insurance shall be provided by the same supplier 
that is providing for other services, such as maintenance, repairs, cleaning, etc.8 
 
The VAT treatment for Insurance agents is also addressed in the Guide. 
 
Agents or brokers (acting as disclosed agents) for an insurance transaction can provide the 
insurance to the insured and charge the premium to the insured and the relevant supply will be 
liable to VAT at the standard rate.  
 
However, if the agent collects the premium (which may be paid in instalments) from the insured on 
the insurer’s behalf this supply is not a supply for VAT purposes, unless the agent charges a fee (or 
commission) to the insurer or insured for the services provided.  In the latter case, this is a supply 
and is either liable to VAT (at standard (or zero) rate), or is out of scope, depending on the 
application of the place of supply rules.   
 
It may also be the case that the intermediary remits the premium to the insurer and this is not a 
supply for VAT purposes.   
 
Conversely, where the intermediary acts “in its own name” (that is as an undisclosed agent) then, in 
any each of the relevant cases, any component is a single supply for VAT purposes.9 

 
 

1.3. Input VAT Apportionment Methods 
 
Input VAT shall be recovered in accordance with a ‘fair and reasonable method’ whenever both 
taxable and exempted supplies are at stake.  
 
Although the apportionment method is left in taxpayers’ hand, importantly, taxpayers shall duly 
consider that:10 

“The FTA will closely examine the results of input tax apportionment methods used by 
businesses as part of their normal compliance program and, where necessary, will intervene 
in order to ensure that a fair and reasonable outcome is secured” 

 
The methods that might be applicable are, in a nutshell, the following ones. 
 
Whether all Input VAT can be wholly attributed to any particular supply, than Input VAT shall be 

attributed to that supply (so called ‘direct attribution’ or DA). 

On the opposite, according to the so called ‘standard method’, all Input VAT that is not directly 

attributable to any relevant supply shall be recovered according to the relevant ratio: 

                                                           
8 See FTA, Insurance Guide (2018), section 4.4.2., p. 16. 

9 FTA, Insurance Guide (2018), section 4.4.3., p. 17. 

10 FTA, Insurance Guide (2018), section 5.1.1., p. 18. 
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Input VAT under DA / (Input Vat under DA + Input VAT not under DA) 

Such ration shall be applied to the residual amount of supplies (not attributable under DA) and the 
relevant result will be the deductible VAT in that period. 

 
 
3. The Charities Guide 
 
Notably, VAT applies in respect of Taxable Supplies done by Taxable Persons (see JIACC Tax Insight 
0118, “GCC VAT An Introduction – Part I” and JIACC Tax Insight 0218, “GCC VAT An Introduction – 
Part II”). 
 
Charities can carry out both institutional activities (that would be outside the scope of VAT) and 
Taxable supplies.11 
 
Interestingly, the FTA stresses that since Charities often receive donations of goods and services 
and use these as part of their onward provision of charitable activities, since the relevant goods or 
services would be received (as a general rule) free of charge and the Charity will not have incurred 
any costs in relation to these, there will be no VAT on costs to recover in such circumstances.12  
 
Charities supplies can be controversial also in respect of deemed supplies. 
 
The FTA considers that the definition of ‘business’ for VAT purposes is broad and may include 

charity “using goods and services within the terms of charitable activity” so that where goods or 

services are used for such charitable purposes – e.g. property made available for free for events or 

kitchen appliances used in providing free meals – then this is not a deemed supply for VAT purposes 

(if and to the extent the relevant goods and services remain part of the assets of the charity). 

 

Charities can recover input VAT according to the rules described above under: (i) either the ‘direct 

attribution’ method, or (ii) the standard method described above (see par. 1.3.). 

 

Special VAT recovery rules apply to the so called ‘Designated Charities’. 

 

                                                           
11 See FTA, Charity Guide (2018), section 2.1.3., p. 4 and Roberto Scalia and Pietro Paolo Rampino, Prime note sulla 

VAT del Cooperation Council for the Arab States of the Gulf (GCC) 31 August 2018 (available at 

http://www.dirittobancario.it/approfondimenti/fiscalita/prime-note-sulla-vat-del-cooperation-council-arab-states-

gulf-gcc) 

12 FTA, Charity Guide (2018), section 2.1.3., p. 4. 
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Namely, a Designated Charity may recover VAT on any expenses incurred by it as long as the 

expenses do not relate to exempt supplies made by the charity and are not the type of expenses for 

which input tax deductions are “blocked” (such as business entertainment).13 Therefore, where a 

Designated Charity is not engaged in exempt activities and which does not have any “blocked” 

expenses, may treat all VAT incurred on costs as recoverable in full.    

 
 
4. The Farm Houses and Land Clarification 

  
The FTA has been issuing another enlightening Clarification concerning the Real estate Sector, aside 
the landmark Real estate Guide.14 
 
The FTA namely, tackles the issue of Farm Houses and Farm Land Clarification.15 
 
VAT Treatment of Real Estate sector widely varies according to some elements and, roughly, the 
following are at stake. 
 
Farm Houses that meet the condition to be considered ‘residential buildings’ shall be exempted, 
unless sold within three year from the date of completion (in such cases will be zero rated). 
 
In order to provide clarity about the notion of ‘residential building’ the FTA holds that the following 
shall not be deemed to be a ‘residential building: 

- any building not fixed to the ground and which can be moved without being damaged;  
- any building that is used as a hotel, motel, b&b, or  
- a serviced apartment for which services in addition to the supply of accommodation are  

provided; 
- any building constructed or converted without lawful authority. 

 
Farm Houses other than ‘residential buildings’ will be charged VAT at standard rate. This is the case, 
e.g., where a farm house may be used as: 

- a ‘non-principal’ place of residence of a person (e.g. only used on weekends), or  
- a building may be used for a commercial farm-related purpose (e.g. barns, livestock sheds, 

granaries, stables etc). 
 
Farm Land shall be treated differently if ‘bare’ or ‘covered’ Land. In the former case (bare land) the 
supply should be exempted from VAT. In the latter case (covered land) the supply shall be charged 
VAT at standard 5% rate. 

                                                           
13 FTA, Charity Guide (2018), section 3.1., p. 9. 

14 For a comprehensive overview of the Real Estate treatment under UAE and KSA Vat Law, see our Tax Commission 

member latest article Thomas Vanhee & Guillermette Thomas, VAT on Real Estate Transactions – A Comparative View 

of Saudi Arabia and the United Arab Emirates, in 29 International VAT Monitor 6(2018). 

15 FTA, Farm Houses and Farm Lands PC (2018), p. 2. 
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Farm land deemed to be commercial land (covered land or not “bare” land) will normally be 
generally: (i) covered with infrastructure or civil engineering works as, e.g. irrigation systems, roads, 
utility connections, etc. The underlying reasoning for considering such type of land as commercial 
land is that “Farm land which has been developed to this degree would normally be expected to be 
used for commercial purposes”.16 This will be not the case where such farm land has merely been 
‘developed’ or ‘worked’ for the purposes of “growing crops, with no civil engineering works built 
into the land”.17 

  
The FTA further tackles the issue of single composite supplies  and multiple supplies holding that 
whether the main use of a farm is as a principal place of residence of a family, with the farm land 
being used for personal enjoyment of the family, this would be the case for a ‘single composite 
supplies’ where the residential building would likely be the predominant purpose and the whole 
supply would be exempt from VAT accordingly.  
 
If a ‘commercial farm’ has a residential building which, e.g., permanently accommodates the 
manager of the farm and his or her family, the supply, again, would be a ‘single composite supply’ 
but the use of the farm for commercial purposes would likely be a main component of the supply, 
and therefore the sale would in principle be subject to VAT.18 
 
Multiple supplies shall be treated according with the relevant rules applicable to each and any 
supply. The FTA clarifies that an indicator that the supply is not a single composite supply could be 
the “separate identification of prices for different parts of the farm” specified in the sale contract. 
  
 

                                                           
16 FTA, Farm Houses and Farm Lands PC (2018), p. 5. 

17 FTA, Farm Houses and Farm Lands PC (2018), p. 6. 

18 FTA, Farm Houses and Farm Lands PC (2018), p. 6. 


