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Introduction
The Kingdom of Saudi Arabia has established a distinctive taxation landscape that is
unlike most other countries around the world. Whereas many nations levy personal
income taxes, property taxes, and inheritance taxes, Saudi Arabia’s tax system is
rooted in both Islamic principles and modern economic considerations, leading to a
blend of Zakat, corporate taxation, and various indirect taxes. Understanding how the
Saudi tax system operates is essential for both individuals and organizations wishing
to work, invest, or do business within the Kingdom.

A central feature of Saudi taxation is the absence of personal income tax on earned
income. Instead, the system relies heavily on Zakat—an obligatory almsgiving rooted
in Islamic law—and a series of other taxes that apply primarily to businesses and
certain types of transactions. The system is administered and enforced by the Zakat,
Tax and Customs Authority (ZATCA), the national authority responsible for oversight,
collection, and compliance across all areas of taxation and customs within Saudi
Arabia.

Over the past several years, Saudi Arabia has undertaken significant tax reforms,
introducing new forms of taxation such as Value Added Tax (VAT), Excise Tax, and the
Real Estate Transaction Tax (RETT), while also modernizing its tax administration with
the adoption of electronic invoicing and a greater focus on digital compliance. These
efforts are coordinated to help diversify government revenues beyond oil, strengthen
the nation’s economy, and contribute to broader social and structural development
goals outlined in Saudi Vision 2030.

For both local and foreign businesses, understanding the intricacies of corporate
income tax, the split between CIT and Zakat based on ownership structures, and the
detailed rules around VAT and withholding taxes is vital for ensuring legal compliance
and optimizing tax planning. At the same time, international investors will find that
Saudi Arabia’s growing network of tax treaties and special economic incentives are
making the Kingdom an ever more attractive hub for regional and global operations.

This book serves as a comprehensive guide to Saudi taxation. From the foundations of
the Saudi tax system—including Zakat, CIT, VAT, Excise Tax, and more—to the
procedures established for compliance, audit, and dispute resolution, each chapter
delves into a key component of the tax regime. Readers will also find discussion of
incentives, exemptions, international aspects such as double tax treaties, and the
broader context and objectives behind ongoing reforms.

Whether you are a business owner, investor, tax professional, or individual seeking to
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better understand how the Saudi tax system affects you, this guide provides the
essential knowledge needed to navigate the Kingdom’s evolving fiscal environment.
With an emphasis on clarity, practical application, and current regulations,
“Understanding how the Saudi Tax System Works: A Guide to Saudi Taxation” is your
entry point to informed participation in Saudi Arabia’s economic future.
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CHAPTER ONE: The Foundations of the Saudi Tax
System
Embarking on an exploration of any nation's tax system can feel akin to navigating a
labyrinth. Each country presents its own unique set of rules, rates, and administrative
quirks designed to fund public services and shape economic behavior. The Kingdom of
Saudi Arabia is no exception, but its fiscal framework possesses characteristics that
set it apart from many Western models. At its heart, the Saudi tax system is built upon
a blend of traditional Islamic obligations and modern economic necessities, overseen
by a centralized authority tasked with steering the Kingdom towards its ambitious
future goals.

One of the most striking features that immediately distinguishes the Saudi approach is
the notable absence of a personal income tax on earned income for individuals. While
many people around the world see a portion of their salaries deducted before it even
hits their bank account, residents and citizens in Saudi Arabia generally receive their
earned wages free from this particular levy. This fact alone often sparks considerable
interest and is a key part of the system's identity. However, the lack of an income tax
on salaries doesn't mean there's no taxation at all. The system is layered, involving
several other significant taxes and contributions that impact both businesses and
consumption.

Central to the Saudi fiscal structure is the concept of Zakat. Far from being a
conventional tax in the purely secular sense, Zakat is an obligatory religious
contribution for Muslims who meet specific wealth criteria. It is one of the Five Pillars
of Islam and serves as a means of wealth redistribution to support the less fortunate
and contribute to the welfare of the community. In Saudi Arabia, Zakat is formalized
and collected by the state, specifically by the Zakat, Tax and Customs Authority
(ZATCA), acting as a unique intersection of religious duty and state revenue collection.

While Zakat applies primarily to Saudi and Gulf Cooperation Council (GCC) citizens and
companies wholly owned by them, businesses with foreign ownership are subject to a
different principal charge: Corporate Income Tax (CIT). This dual approach to business
taxation is a fundamental pillar of the Saudi system. It means that how a company is
taxed depends significantly on the nationality of its owners, creating a clear distinction
between entities subject to Zakat and those subject to CIT.

Corporate Income Tax in Saudi Arabia is levied on the net adjusted profits derived
from business activities within the Kingdom. For non-Saudi and non-GCC shareholders
in resident companies, foreign individuals conducting business, or foreign companies
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operating through a permanent establishment, CIT is the relevant tax. The standard
rate is set at a level intended to be competitive while generating essential government
revenue, providing a predictable framework for international investors operating
within the Kingdom's borders.

Beyond Zakat and Corporate Income Tax, the Saudi system incorporates several other
taxes designed to broaden the revenue base and align with international fiscal trends.
Value Added Tax, or VAT, stands out as a significant component. Introduced relatively
recently, VAT is a broad-based consumption tax applied at various stages of the
supply chain for most goods and services. Its implementation marked a major shift in
the Kingdom's tax landscape, moving towards indirect taxation on consumption as a
key revenue source.

The introduction of VAT, initially at a lower rate and subsequently increased,
underscored the government's strategic focus on diversifying its income streams away
from a heavy reliance on oil revenues. As an indirect tax, VAT is ultimately borne by
the final consumer, but it is collected and remitted to the authorities by businesses
registered within the system. Its widespread application affects almost all economic
transactions, making it a foundational element of modern Saudi taxation.

In addition to VAT, the Saudi system includes Excise Tax, levied on specific goods
considered detrimental to public health or the environment. This type of tax, common
in many countries, targets items such as tobacco products, energy drinks, and
sweetened beverages, serving both as a revenue generator and a tool to influence
consumer behavior for public good. Like VAT, it is collected from manufacturers and
importers, forming another layer in the Kingdom's multi-faceted tax structure.

Real Estate Transaction Tax (RETT) is another relatively recent addition to the Saudi
tax framework. This tax is imposed on the disposal or transfer of real estate within the
Kingdom. Its introduction aimed to create a more transparent and stable real estate
market while providing another source of government revenue. It applies to the value
of the property being transferred, adding a specific tax layer to property transactions.

Rounding out the key foundational elements are Withholding Tax (WHT) and Customs
Duties. Withholding tax applies to certain payments made from a Saudi source to non-
residents who do not have a permanent establishment in the Kingdom. This ensures
that income earned within Saudi Arabia by foreign entities or individuals is subject to
taxation at source on specified types of payments like royalties, management fees, or
services. Customs duties, meanwhile, are applied to goods imported into the Kingdom,
serving as a traditional border tax to regulate trade and generate revenue.

Overseeing this entire intricate system is the Zakat, Tax and Customs Authority
(ZATCA). Formed through the merger of previous tax and customs bodies, ZATCA is
the central administrative body responsible for the collection, compliance, and
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enforcement of all these taxes and Zakat. Its role is critical in ensuring the smooth
operation of the tax system, from registering taxpayers and processing returns to
conducting audits and implementing penalties for non-compliance. ZATCA's efforts are
increasingly focused on digital transformation to streamline processes and enhance
efficiency.

The structure of the Saudi tax system, with its distinct components and the clear
administrative role of ZATCA, reflects the Kingdom's broader economic objectives. The
push towards revenue diversification, a key pillar of Saudi Vision 2030, necessitates a
robust and comprehensive tax framework that can generate sustainable income
beyond traditional sources. By implementing and refining these various taxes and
contributions, Saudi Arabia is building a resilient fiscal foundation capable of
supporting its economic transformation and development plans.

Understanding these foundational elements – the absence of personal income tax on
earned income, the dual nature of business taxation with Zakat and CIT, and the
significant roles of VAT, Excise Tax, RETT, WHT, and Customs Duties, all administered
by ZATCA – provides the essential context for delving deeper into the specifics of each
component. These are the main pillars upon which the entire Saudi tax landscape
rests, shaping the financial obligations and considerations for anyone operating within
the Kingdom's borders.

The interplay between Zakat, rooted in Islamic tradition, and modern taxes like CIT
and VAT highlights the unique character of the Saudi system. It's a system that
acknowledges both religious obligations and the practical demands of a modern
globalized economy. This blend requires careful understanding, as the rules and their
application can differ significantly depending on the nature of the entity or individual
and the type of transaction involved.

For businesses, particularly those with international ties, grasping the distinction
between Zakat and CIT based on ownership is paramount. It dictates which set of rules
applies and significantly impacts compliance requirements and tax liabilities. This
foundational split is often one of the first points of clarification needed for foreign
investors or companies looking to establish a presence in the Kingdom. Navigating this
requires a clear understanding of shareholder structures and their implications under
Saudi tax law.

The expansion of the tax base through the introduction of VAT and Excise Tax has also
fundamentally altered the economic landscape. Businesses previously unconcerned
with consumption taxes suddenly found themselves needing to register, collect, and
remit VAT, while specific industries became subject to excise duties. These changes
have required significant adjustments for businesses and consumers alike, making an
understanding of these taxes a crucial part of operating within the Kingdom.
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While the focus of this chapter is on the fundamental building blocks, it's important to
recognize that each of these components has its own set of detailed rules, regulations,
and compliance procedures. The rates may vary, exemptions may apply under specific
circumstances, and the filing and payment requirements differ for each type of tax.
These specifics, while not delved into here, form the intricate details that require
careful attention for accurate compliance.

The administration by ZATCA ties all these elements together. The authority is
responsible not just for collection but also for interpreting and enforcing the tax laws.
Their increasing reliance on digital platforms and data analytics underscores the
modernization of the system and the importance of accurate record-keeping and
electronic filing for taxpayers. Engaging with ZATCA, whether through registration,
filing, or audits, is an unavoidable aspect of participating in the Saudi economy.

In essence, the foundations of the Saudi tax system are characterized by its unique
blend of Islamic and secular principles, the absence of personal income tax on earned
income, the distinction between Zakat and CIT for businesses, and the growing
importance of indirect taxes like VAT and Excise Tax. These elements, underpinned by
the administrative authority of ZATCA, form the basis of the fiscal environment in
Saudi Arabia, setting the stage for a more detailed examination of each component in
the chapters that follow.
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