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α   α    α 
This information is based on various announcements made up to 23rd July 2017. Final rules and regulations will be confirmed when The Federal VAT Law is published. 

 

INTRODUCTION OF VALUE ADDED TAX [VAT] IN THE UAE 
 

The representatives of the Member States of the Gulf Cooperation Council (GCC) have all signed the Unified VAT Agreement ("GCC VAT 
Treaty") and each of the six Member States will draft their own VAT legislation. The UAE Government has announced the introduction of 
VAT in the UAE with effect from 1

st
 January 2018. The Federal VAT Law and The VAT Executive Regulations are currently in the process of 

being approved and it is hoped that they will be enacted and made public very soon. The standard VAT rate of 5% has been agreed by all 
Member States of the GCC, and will be applied on goods and services (e.g. food, consulting services, maintenance works etc.) that are not 
VAT exempt or zero-rated. It is anticipated that The Federal VAT Law will announce various categories of supplies as being subject to either 
a zero rate (such as exports of goods and services, international transportation, newly constructed residential dwellings, education and 
healthcare) or as exempt from VAT (such as essential food supplies, specific financial services, bare land, local passenger transport and 
residential properties). This means that VAT will not apply to such supplies. 
 

Overall Concept: In essence VAT is simply a tax on consumption. A registered business supplying goods or services to clients will charge 
an additional 5% on its invoices. This is known as “output tax”. When the registered business purchases goods or services it will suffer 
an additional 5% on the value of its purchases. This is known as “input tax”. At the end of the accounting period, the registered 
business deducts the total of input tax from the total of output tax and the resultant figure is either paid to the Federal Tax Authority 
or application for a refund is made if input tax exceeds output tax.  
 

Input tax can be fully recovered if it relates to a taxable supply (5% or zero-rated supply). Input tax may not be recoverable if it relates to a 
non-taxable supply (exempt supply) or if it is incurred for private purposes (e.g. personal use of a motor vehicles). In the event an expense 
relates to both taxable and non-taxable supplies, it will be expected to apportion input tax between the taxable and nontaxable 
supplies. In the first instance, this should be calculated using the ratio of recoverable input tax to total input tax incurred, although 
there will be the facility to use other methods where they are agreed and fair. 
 

Further points to note: 
 Any business that needs to be registered and charge VAT from 1

st
 January 2018 must register as specified by the Federal Tax Authority. 

 Businesses with taxable supplies in excess of Dhs 375,000 pa must register as well as those having imports exceeding the threshold. 

 There will be a voluntary registration facility for businesses making taxable supplies in excess of Dhs 187,000 pa. 

 Place of supply will determine whether the supply is made within the UAE (liable to VAT) or outside of UAE (not liable to VAT. For the supply of 
goods, the location of goods where the supply takes place will determine liability to VAT. For supply of services the location where the supplier is 
based will determine liability to VAT. 

 The Ministry of Finance will issue further information on the treatment of companies registered in FreeZones. 

 VAT on real estate will depend on whether a business makes supplies (including sales and leases) of commercial properties (standard rate of 5%) 
or residential property (zero rate for the first sale). 

 VAT will be calculated on the value of goods including customs duties. No offset facility is available. 

 Two or more entities carrying out a business with common ownership should be able to apply to be a VAT Group with inter-group supplies being 
exempted from VAT. 

 There will be special rules to ensure businesses do not bring forward expenses relating to periods after 1
st

 January 2018 (ie: paying rent in 
advance or buying excessive stocks before the introduction of the VAT regime).  

 A “Reverse Charge” rule will move the responsibility for applying VAT from the seller to the buyer in certain situations. 

 A non-resident entity making a chargeable supply in the UAE is required to register for VAT unless a UAE resident person is responsible for 
accounting for VAT of such supplies or the reverse charge rule will apply (ie: offshore company charging UAE resident commercial rent). 

 Registered entities will be required to declare additional information on their VAT Returns. 

 The VAT regime places the onus for keeping proper accounting records on the company, its directors and shareholders. 

 Guidelines will specify the exact format of sales invoices, accounting for output and input tax, and calculating net balance. 

 Quarterly returns will be required and submitted online with full details of sales and expense invoices where VAT is applied. Strict rules for 
remitting amounts due to the Federal Tax Authority. 

 Severe penalties for any infringement of VAT rules with onsite inspections by the Authorities. 
 

What can Alpha Management offer? 
When the rules and regulations are introduced, they will place a large burden on business owners, not only in achieving compliance 
with the rules, but maintaining proper accounting systems, submitting accurate returns and being prepared for onsite audits by the 
authorities. The penalties will be quite severe. These issues are further compounded if the business owners live overseas. We can assist 
by offering: 
 Help in setting up acceptable accounting, recording, monitoring and reporting systems in compliance with the regulations. 

 Assistance in registering the business and maintaining its registration. 

 Assistance in establishing which supplies are standard rated, zero rated and exempt and advising on the relevant VAT implications. 

 Preparing and submitting VAT Returns and liaising with the Authorities. 

 Assistance in preparing management accounts so that an accounts file may be prepared and submitted to the company’s auditors. 
 

Please call Ahmad Khawar on 04 354 4433 to discuss your requirements and ask for a fee quote. Once the new rules are issued, the 
time for registration and implementation as of 1

st
 January 2018 will be short and you should not risk non-compliance and penalties. 

 


