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By 
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JUSTIFICATION  FOR THE STUDY

In January 2008, six member states of the Gulf Cooperation Countries (GCC)
agreed to launch a common market to increase investment and trade between
GCC member countries, including the United Arab Emirates (UAE), Saudi
Arabia, Kuwait, Qatar, Oman and Bahrain. To facilitate investment and trade,
member countries agreed to implement a value-added tax (VAT) system by
2012.

It is critical that the basic principles and implications of the VAT taxation
regime be thoroughly examined and understood before adoption.

The intent of this research initiative is to:

� Provide a comprehensive analysis of the proposed new VAT collection
system and how it is likely to affect the economies of countries that
implement it, especially Ras-Al-Khaimah (RAK);

� Identify potential risks to the economies of UAE and RAK; and

� Formulate options to mitigate such risks.
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Types of VAT

There are three chief types of VAT according to their treatment of the
deductibility of capital equipment.

1. A gross product VAT contains the largest tax base. It permits only a
limited choice of deductions, such as cost of raw materials. Thus, it levies a
tax on purchases of capital investments. Because it does not eliminate
taxes on the acquisition of capital goods, it places a hindrance on purchases
of capital goods. As a result, it might be a deterrent to capital investment,
because capital investment is taxed twice by this kind of VAT.

2. An income VAT permits additional deductions. It allows the deduction of
depreciation of capital goods as a net investment purchase (gross
investment minus depreciation). It has almost the same tax base as a
general income tax.

3. A consumption VAT allows deduction of the whole capital investment.
With a consumption VAT, business purchases would be deducted or
excluded. The outcome would be a tax base of totally private consumption.
This kind of VAT has been adopted by New Zealand.
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Research Objectives

The study seeks to identify the impact of the proposed VAT arrangements on
GCC member states, with particular reference to the UAE and, more
specifically, RAK. A key element of the study will be to critically analyze the
potential impact of the VAT policy on customs revenue collection in the UAE.
The study will therefore explore the impact of having a value added tax regime
on the UAE as a whole and RAK in particular.

It is the intent of this research to analyse both qualitative and quantitative data
in order to evaluate the potential economic impact of a VAT regime. In doing so
it will seek to achieve the following objectives:

1. To critically examine the direct and indirect effects of implementing the
proposed VAT scheme on RAK;

2. To assess the validity and viability of the proposed VAT scheme,
including the associated revenue sharing arrangements, and the potential
it holds for the future financial landscape of RAK;

Research Objectives (continued)

3. To establish and determine the issues surrounding the implementation
of VAT regimes in other economies. This will provide a broad overview of a
typical VAT system, the basis for considering viable alternatives to a VAT
regime, methods of distributing VAT revenue among member states, and
compliancemanagement strategies; and

4. To identify the most appropriate VAT policy options for RAK in the
context of a federal (UAE) revenue sharing system being applied.
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Research Questions

Research questions will focus on key elements of the proposed VAT regime;
how RAK Emirate is likely to cope with the introduction and implementation
of VAT policies; and what the likely impact will be on the ability to generate
revenue. The research questions include the following:

1. What economic and political policies should support the principle of
implementing a VAT regime?

2. What are the potential advantages and disadvantages of adopting a VAT
regime for RAK?

3. What VAT models around the globe have been successfully implemented
in selected countries?

Research Questions (Continued)

4. What are the basic compliance requirements of a VAT regime, and how
would such a regime impact on the different sectors of trade in RAK?

5. What is the optimal revenue-sharing method for RAK?

6. What is the expected income from the new VAT system relating to the
introduction of Corporate Tax?

7. What is the expected income from foreign companies working in the
Emirate of RAK that choose to pay their tax in the UAE rather than paying
in their own countries in order to benefit from the lower tax fee?

8. What will be the likely effect of implementing the VAT on the public
sector and the social economy of the Emirate of RAK?
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Thesis Outline

In addition to a Literature Review and Research Methodology, the thesis will
contain five or more main chapters as will be required at the time of study and
collection of data but the main chapters will be as follows:

1. Introduction

In this chapter the history of the customs levy and the VAT plans both in the
GCC (Gulf Cooperation Countries) and the UAE will be examined and
discussed to explain to the reader key issues being faced within these countries,
and the identified need to change the present system of customs collection to a
VAT or Sales Tax system.

2. VAT History

This chapter will discuss implementation of VAT in several countries around
the world, including its application under different names and methods. The
different types of regimes and their advantages and disadvantages will also be
discussed, as well as the reasons why countries have adopted them .

Thesis Outline (continued)

3. Federal VAT sharing methods
In this chapter the research will discuss three different federal VAT sharing
systems. The proposed countries are Australia, Malaysia and the UK with
the purpose of identifying and comparing the different methods that are
applied in distributing VAT among a country’s states, provinces or
territories.

4. RAK Special effects
This chapter will focus on the main purpose of this study, i.e. identifying
the likely effects on Ras Al Khaimah in key sectors of commerce, industry,
social and revenue income.

5. Conclusion
The conclusion of the research will provide the full picture of the most
appropriate VAT system and sharing arrangements to be implemented to
serve the interests of Ras Al Khaimah Emirate, with recommendations on
key structural and system management requirements.
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CHAPTER 1: INTRODUCTION

The GCC agreed to adopt a ‘New Zealand-type’ VAT system. A three to five
percent VAT rate was recommended. This, however may positively or negatively
effect RAK, one of seven emirates of the UAE, a federation located in the
eastern portion of the Arabia Gulf.

In this chapter the history of the customs levy and the VAT plans both in the
GCC and the UAE will be examined and discussed to explain to the reader key
issues being faced within these countries, and the identified need to change
the present system of customs collection to a VAT or Sales Tax system.

CHAPTER 2:

VAT History

This chapter will discuss implementation of VAT in several countries around
the world, including its application under different names and methods .The
different types of regimes and their advantages and disadvantages will also be
discussed, as well as the reasons why countries have adopted them .

The information reported in this chapter will serve as baseline qualitative
information that will be analyzed along with quantitative data in a later portion
of the study. Tables, figures, graphs, and charts will be included in this chapter
along with descriptive text.
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CHAPTER 3

Federal VAT Sharing Methods

In this chapter the research will further analyze the adoption of VAT in
different countries in order to address three different federal VAT sharing
methods.

The proposed countries are Australia, Malaysia and the UK.

The research will identify and compare the different methods that are applied
in distributing VAT among a country’s states, provinces or territories.

CHAPTER 4

RAK Special Effects

This chapter will focus on the main purpose of this study, i.e. identifying the
likely effects on Ras Al Khaimah in key sectors of commerce, industry, social
and revenue income.

This chapter will present and analyze the data collected, including the results
of economic analyses and responses to questionnaires by economic and
administrative authorities.

Different configurations and computations of VATs will be detailed, analyzed,
and compared in the form of tables and descriptive text.

Research questions will be restated and answered, as based on the results of
the analyses. This will provide the source of information for the remaining
chapters.
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CHAPTER 5

Conclusion

The conclusion of the research will provide a complete picture of the most
appropriate VAT system and sharing arrangements to be implemented to serve
the interests of Ras Al Khaimah Emirate, with recommendations on key
structural and system management requirements.

This chapter will conclude the investigative research, with conclusions being
drawn from the analysis of both qualitative and quantitative data.

The chapter will include both general and specific conclusions, including:

� Recommendations on key structural and system management requirements

� Suggestions for future research and investigative study.


