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3– TAXES FOR COMPANIES & INDIVIDUALS IN SAUDI ARABIA 

The Kingdom of Saudi Arabia (“KSA”) has a 
unique tax system that significantly differs 
from most countries. KSA is rapidly changing 
its tax landscape by making it an aƩracƟve 
desƟnaƟon for businesses and investors in the 
region. In this secƟon, we will provide an over-
view of the KSA tax system, its key features, 
and the principles governing taxaƟon in the 
country and some recent developments. 

TaxaƟon principles 

KSA operates on a dual tax system based on 
Islamic as well as tradiƟonal tax principles. The 
key taxes in KSA are as follows. 

Corporate Income Tax (“CIT”): The current 
corporate income tax system for businesses 
was introduced in 2004 imposing a corporate 
tax rate at 20% of taxable income which is dis-
cussed in more detail below. 

Zakat: Broadly, Zakat is levied at 2.5% on the 
higher of Zakat adjusted income or the net 
equity of a company where the Saudi / Gulf 

CooperaƟon Council (“GCC”) shareholders 
own their investment through a GCC-based 
ownership structure. 

Value Added Tax (“VAT”): Introduced in 2018, 
VAT at the rate of 15% applies to the supply of 
most goods and services in KSA. 

RETT – It was effecƟvely introduced on 4 Octo-
ber 2020 at 5% and applies to transacƟons 
that include the transfer of ownership or pos-
session of real estate.  

Customs DuƟes: Customs duty is levied on im-
ports of goods into KSA from outside the GCC 
at rates varying between 5% and 25% up to 
100% on specific products.  

Excise duƟes: The Excise Tax Law came into 
force on June 11, 2017, in KSA. It specifically 
targeted certain goods for excise tax, including 
tobacco products including e-cigareƩes and e-
liquids (taxed at 100%), soŌ drinks (taxed at 
50%), energy drinks (taxed at 100%) and swee-
tened drinks (taxed at 50%). 

Direct taxes 

Individual Income Tax: KSA currently does not 
impose an individual income tax (PIT) on its 
residents. However, there has been discussion 
of introducing a PIT in the future. In pracƟce, 
taxaƟon on individuals in KSA is relaƟvely low 
compared to many other countries. 

Social Security: Social insurance (managed by 
the Government OrganizaƟon for Social Insu-
rance, GOSI), is mandatory for all those em-
ployed in KSA. Social insurance covers pension 
and unemployment insurance for Saudi naƟo-
nals, and for all employees covers occupaƟo-
nal hazard contribuƟons. Payments are made 
monthly to GOSI as per the rates with a full 
breakdown in the table below (see next page): 

· Saudi naƟonals:  21.5 % of an employee’s 
maximum monthly applicable earnings 

· Expatriates: 2% of an employee’s maximum 
monthly applicable earnings paid by the 
employer as occupaƟonal hazard 

OVERVIEW OF THE SAUDI ARABIAN TAX SYSTEM 
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Corporate Income Tax: The CIT rate is set at 
20% of taxable profits. CIT is applicable on KSA 
tax resident companies on the share of non-
KSA/non-GCC naƟonal shareholding, though 
certain incenƟves and exempƟons may apply, 
parƟcularly in specific industries and economic 
zones. 

Withholding Tax 

KSA imposes withholding tax (“WHT”) on pay-
ments made to non-residents, including divi-
dends, interest, royalƟes, and most services. 
The WHT rates may vary depending on the ap-
plicable tax treaƟes, but generally range from 
5% to 20%. Contracts for supplies of goods to 
KSA including their shipping and insurance 

contracts are not considered to have resulted 
from an acƟvity in the KSA unless they include 
accompanying works such as transportaƟon, 
installaƟon, maintenance, training, or other 
similar works performed in Kingdom. In such 
cases, only accompanying works are consi-
dered to have resulted from an in KSA acƟvity. 
In other words, there is no WHT on payments 
made to non-residents for the import of 
goods. However, any accompanying services 
may be subject to WHT. 

The rates of WHT are listed in the following-
table on the right: 

 Social Security Annuity Unemployment Insurance OccupaƟonal Hazards 
  Total Employee’s 

Share 
Employer’s 

Share 
Employer’s Share Employee’s Share Employer’s Share 

Saudi employees 21.50% 9% 9% 0.75% 0.75% 2% 
Foreign NaƟonals 2% - - - - 2% 

Type of payment Rate 

Rent 5% 

Management fees 20% 

Royalty 15% 

Technical or consultancy services or 
international telecommunication 
services 

5% 

Dividends 5% 

Airline tickets and, air or sea freight 5% 

Loan interest 5% 

Reinsurance or insurance install-
ments 5% 

Any other payments 15% 
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ComputaƟon of taxable income 

The computaƟon of taxable income for a KSA 
tax resident company is largely based on the 
accounƟng measure of profit based on the sta-
tutory financial statements. The accounƟng 
net profit (under IFRS) is adjusted for certain 
temporary and permanent differences in order 
to arrive at the net taxable income: 

· Taxable gross income: Income subject to 
tax is gross income as reduced by tax ad-
missible deducƟons and allowances. The 
term ‘gross income’ includes all income, 
profits, and gains of any type and of any 
form of payment that is derived from car-
rying out business acƟvity, including capital 
gains and any incidental income and other 
than exempt income. Such income is then 
reduced by allowable deducƟons to deter-
mine the net taxable income liable to CIT. 

· The temporary differences mainly include 
depreciaƟon and provisions (such as for 
doubƞul debts and for employee reƟre-

ment benefits) 

· The permanent differences mainly comprise 
inadmissible expenses, such as entertain-
ment expenses, taxes and delay fines impo-
sed under the income tax law etc. 

Deductable and non-deductable expenses 

All expenses that are necessary and normal to 
the business, paid or accrued, are allowed de-
ducƟons provided they meet the following: 

· It is an actual expense, supported by veri-
fiable document or other proving evidence. 

· The expense relates to earning taxable in-
come. 

· the expense related to the subject tax year. 

· The expense is of non-capital nature. 

The following expenses are considered inad-
missible for tax purposes: 

· Expenses not connected with the earning of 
income subject to tax. 

· Payments or benefits provided to a share-
holder, a partner or their relaƟves which 
consƟtute employment income, or which 
do not represent an arm's length payment 
for property or services. 

· Entertainment expenses. 

· Income tax paid in the Kingdom or in ano-
ther jurisdicƟon. 

· Fines and penalƟes paid or payable to any 
party in the Kingdom (not including those 
paid for breach of a contractual obligaƟon). 

· Provisions and reserves other than provi-
sions for doubƞul debts made by banks. 

· There are limitaƟons on an enƟty’s ability 
to claim a full deducƟon of interest expense 
to the extent it is subject to CIT (not appli-
cable on Zakat share). Any interest expense 
in excess of the allowed limit is perma-
nently disallowed and hence would result in 
a 20% tax cost 
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Capital gains 

· Capital gains tax is levied at 20% on the dis-
posal of shares by a foreign shareholder in a 
KSA tax resident company.  

· Capital gains on the disposal of shares of a 
KSA tax resident company traded on the 
Saudi stock exchange (Tadawul) are tax 
exempt if the shares were acquired aŌer 30 
July 2004.  

· Capital gains realized from the disposal of 
securiƟes traded on a stock exchange out-
side the Kingdom will be exempt also. 

· There is a tax exempƟon on the transfer of 
shares/assets within companies in the same 
group provided certain condiƟons are met. 

Indirect taxes 

Value Added Tax (“VAT”): Saudi Arabia intro-
duced a Value Added Tax (“VAT”) system in 
2018 (starƟng 1 January 2018), aligning with 
the GCC VAT Framework Agreement. The stan-
dard rate when VAT was implemented was 5%, 

however, the rate was increased to 15% with 
effect from 1 July 2020. However, the supplies 
of some goods and services may be subject to 
zero-rate rate or are exempt. VAT registraƟon 
and compliance are essenƟal for businesses 
operaƟng in the country. 

The Zakat, Tax and Customs Authority 
(“ZATCA”) has published its Electronic Invoi-
cing RegulaƟon on 4 December 2020. The Elec-
tronic Invoicing RegulaƟon is the basis of the 
introducƟon of e-invoicing in the KSA. As a first 
phase, taxpayers are expected to generate and 
store e-invoices by the end of the grace period 
i.e., 4 December 2021. As a second phase, 
taxpayers must integrate their systems with 
ZATCA’s systems for e-invoicing clearance. 

ZATCA has also published the criteria for iden-
Ɵfying the companies that will be in the ninth 
wave of e-invoicing. In short, businesses that 
have reported taxable revenues exceeding SAR 
30 million in their 2021 and 2022 VAT returns 
will be part of the ninth wave. 

Excise Tax: Saudi Arabia imposes an excise tax 
on products that are likely to cause health pro-
blems and subsequently increase medical ex-
penses, such as soŌ drinks, energy drinks, 
sweetened drinks, cigareƩes, and tobacco pro-
ducts. 

KSA implements excise tax in accordance with 
the Unified GCC Agreement for Excise Tax, 
which was published on Friday, May 30, 2017. 

Excise tax is imposed on both local manufac-
turers as well as importers of excisable pro-
ducts. The excise tax base for excisable pro-
ducts is the Retail Selling Price (“RSP”) in the 
local market. 

Real Estate Transfer Tax (“RETT”): RETT was 
introduced in Saudi Arabia with effect from 4 
October 2020. Unless specifically exempted, 
RETT applies to all sales, assignments, trans-
fers and similar of land and property as well as 
rights thereto and shares in real estate compa-
nies. There are several exclusions from RETT 
provided for in the RETT legislaƟon. 
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All RETT transacƟons (including those 
exempted) must be reported. No threshold 
applies. The liability for RETT is with the trans-
feror, albeit that the transferee is jointly liable. 
Although in general the levy of RETT corres-
ponds with an exempƟon from VAT, there are 
transacƟons that (intenƟonally) may be sub-
ject to both RETT and VAT. 

Unlike VAT, RETT is not recoverable and there-
fore should be considered a cost to the busi-
ness. 

Custom duƟes: The rates of Customs duty vary 
depending on the type and quanƟty of the 
commodity. Customs duty applies to imported 
goods, generally at the rate of 5% of the cost, 
insurance and freight (“CIF”) invoice value. 
However, certain goods may be subject to cus-
toms duty at a higher rate. Most basic consu-
mer products are duty free.  

There are various methods available to reduce 
customs duty such as: 

· Industrial duty exempƟon 

The GCC states including the KSA grant in-
dustrial projects certain benefits and facili-
Ɵes to promote the industrial sector and 
aƩract new investments. One of the key 
benefits of the Industrial Law is the gran-
Ɵng of customs duty exempƟon for manu-
facturing and industrial projects on the im-
port of industrial inputs, primarily compri-
sing of machinery and equipment, raw ma-
terials, and spare parts in addiƟon to semi-
manufactured materials and packing mate-
rials required for immediate industrial pro-
ducƟon. 

· Special Economic Zones 

KSA has recently announced the introduc-
Ɵon of the following Special Economic 
Zones (“SEZs”): 

King Abdullah Economic City “KAEC” SEZ 
Located less than 90 minutes from King 
Abdulaziz InternaƟonal Airport (Jeddah 

Airport) and from Jeddah. The KAEC SEZ 
will focus on the following sectors: Auto-
mobile supply chain and assembly, Con-
sumer goods, ICT (Electronic light manu-
facturing), PharmaceuƟcals, MedTech, 
LogisƟcs. 

2. Ras - Alkhair SEZ located near Ras Al-
Khair Port, the Kingdom’s newest indus-
trial port in the Eastern Province, the 
focus sectors of the Ras Al-khair SEZ will 
be: Shipbuilding and MRO, Rig plaƞorms 
and MRO. 

3. Jazan SEZ located in Jazan province at 
the south part of the Kingdom and will 
focus on: Food Processing, Metal con-
version, LogisƟcs. 

4. Cloud CompuƟng SEZ located at Innova-
Ɵon Tower at King Abdulaziz City for 
Science and Technology (KACST) in 
Riyadh with a focus on the cloud compu-
Ɵng services sector.  
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2. In addiƟon to the above four zones, the 
previously announced Special Integrated 
LogisƟcs Zone “SILZ” located in King Kha-
led InternaƟonal Airport in Riyadh. 

From a customs perspecƟve, the introdu-
ced SEZs allows for a customs deferment 
and suspension scheme for goods imported 
to those SEZs. 

· Bounded zones / warehouses 

The KSA applies a duty suspension scheme 
where imported goods can be stored in 
bonded zones/warehouses under tax sus-
pension arrangement and can be cleared 
for domesƟc use (“local market”) when re-
quired. Here, customs duƟes are paid only 
once the goods exit the bonded zone / wa-
rehouse and are cleared for free circulaƟon 
purposes. UƟlizing available bonded zones/
warehouses (as applicable) may help to 
opƟmize the company’s cash flow manage-
ment.  

Free Trade Agreements (“FTA”) :  it is pos-
sible to benefit from preferenƟal duty rates 
in respect of the following FTAs:  

1. GCC Economic agreement which in-
cludes Bahrain, the Kuwait, the State of 
Oman, Qatar, KSA, and the United Arab 
Emirates. The agreement removes all 
customs duƟes and restricƟons on intra-
GCC trade and applies unified customs 
tariffs on GCC imports. However, KSA 
had introduced the KSA NaƟonal Rules 
of Origin on the 2nd of July, 2021 
applying addiƟonal condiƟons to be met 
in order to apply the preferenƟal 
treatment on GCC originated goods.  

2. GCC - European Free Trade AssociaƟon 
(“EFTA”) agreement between GCC 
states, Iceland, Liechtenstein, Norway, 
and Switzerland. The EFTA agreement 
removes all customs duƟes on imports 
of originaƟng products from EFTA and 
GCC States.  

3. GCC-Singapore agreement (“GSFTA”) 
between GCC states and Singapore. It 
allows GCC goods full duty-free access 
to Singapore, and qualifies 99% of Singa-
porean domesƟc exports to the GCC for 
tariff-free concessions. In addiƟon, GCC 
States shall not increase an exisƟng cus-
toms duty or introduce a new customs 
duty on the importaƟon of goods origi-
naƟng from Singapore, or vice versa.  

4. Greater Arab Free Trade Area Agree-
ment (“GAFTA”) which includes most 
Arab countries excluding Somalia, Dji-
bouƟ, Comoros, and Mauritania. It in-
tends to liberalize trade in goods by re-
moving or reducing tariffs and limiƟng 
the applicaƟon of non-tariff measures. It 
provides a full exempƟon on all commo-
diƟes, both agricultural and industrial. 
The domesƟc value added in the rules of 
origin is 40% and there are preferenƟal 
rules of origin for some goods. 
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ZATCA is responsible for overseeing various tax
-related maƩers and plays a crucial role in tax 
administraƟon. 

Zakat, Tax and Customs Authority (“ZATCA”) 

ZATCA is the key tax regulatory body in Saudi 
Arabia, responsible for: 

· CollecƟng and managing Zakat, taxes, VAT. 

· Administering tax laws and regulaƟons. 
· Ensuring tax compliance by individuals and 

businesses. 
· Developing and implemenƟng tax policies. 
· Offering guidance to taxpayers and provi-

ding assistance with tax-related maƩers. 
· Establishing tax treaƟes with other coun-

tries to prevent double taxaƟon. 

ZATCA’s online plaƞorm provides taxpayers 
with tools to file returns, make payments, and 
access necessary informaƟon. The authority is 
dedicated to simplifying the tax process and 
improving transparency, making it easier for 
businesses to operate in Saudi Arabia. 

Some key characterisƟcs of the tax administra-
Ɵon in Saudi Arabia are given below: 

· The exisƟng CIT law has been in place for a 
liƩle over 18 years now. However, the ZAT-
CA pracƟces are sƟll evolving and are incon-
sistent. Different pracƟces are adopted by 
assessing officers in certain areas.  

· There is no self-assessment regime, and 
every return is potenƟally subject to as-
sessment by ZATCA. The Tax Law provides 
for a 5-year limitaƟon for assessments. The 
limitaƟon period for Tax Assessments can 
go up to 10 years where a Tax Return was 
either not filed or was incomplete or incor-
rect with the intenƟon of tax evasion.  

· There is no law of precedent in KSA. Conse-
quently, appellate decisions and judicial 
pronouncements do not form binding pre-
cedents and unƟl recently were not binding 
on ZATCA. In pracƟce, we have seen the 
assessing officers restricƟng the applicaƟon 
of appellate decisions to the specific case 

and not applying the same principles in 
other cases with similar facts.   

· As stated earlier, the KSA Tax Law provides 
for overriding effect for provisions contai-
ned in bilateral double tax agreement avoi-
dance. However, anƟ-avoidance provisions 
of the Tax Law can override treaty benefits. 
Accordingly, benefits contained in bilateral 
tax treaƟes are subject to anƟ-avoidance 
provisions of the domesƟc Tax Law.   

· ZATCA has announced an extension of the 
Tax Amnesty program for an addiƟonal six 
months, pushing the deadline from 31 
December 2023 unƟl 30 June 2024.  

· Tax Amnesty covers a range of taxes, inclu-
ding CIT, WHT, VAT and RETT. It offers relief 
from fines related to late registraƟon with 
ZATCA, delayed payments, overdue submis-
sion of returns, correcƟons to VAT returns, 
and violaƟons of e-invoicing and general 
VAT requirements. 

TAX ADMINISTRATION IN SAUDI ARABIA 
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· Tax Amnesty does not cover fines imposed 
for tax evasion, fines that have already 
been paid, or fines imposed for returns due 
aŌer 1 June 2023.  

Assessment and appeal procedures 

Detailed guidelines have been laid out in the 
tax regulaƟons to deal with tax disputes. There 
are two levels at which a taxpayer can object 
to an assessment made by ZATCA as follows.  

· Tax ViolaƟon and Dispute ResoluƟon Com-
miƩee (“TVDRC”): It is a judicial body that 
is responsible for resolving tax disputes bet-
ween taxpayers and the ZATCA. The rulings 
of the TVDRC are final and non-appealable 
in front of any other judicial body. 

· Tax ViolaƟon and Dispute Appeal Com-
miƩee (“TVDAC”): It is a judicial body that 
is responsible for hearing appeals from 
taxpayers who are not saƟsfied with the 
decisions of the TVDRC. The TVDAC is com-
posed of three judges and two experts, and 

its rulings are final and binding.  

Internal Dispute SeƩlement CommiƩee 
(“ISC”): ISC is responsible for resolving tax dis-
putes with ZATCA without going to court. It is 
opƟonal and not binding. ISC is a separate dis-
pute resoluƟon commiƩee. 
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Applicability of TP and brief summary on TP 
compliance and documentaƟon requirements 

The KSA TP Bylaws were introduced in Fe-
bruary 2019 and were made applicable from 
the financial year ended 31 December 2018, 
although, the ZATCA has been applying them 
retrospecƟvely while conducƟng transfer pri-
cing audits by relying on general anƟ-
avoidance provisions in the Income-tax law.  

The KSA TP Bylaws and TP Guidelines are gene-
rally consistent with the OrganizaƟon for 
Economic Co-operaƟon and Development 
(“OECD”) TP guidelines and apply to income 
tax paying enƟƟes. 

However, through an amendment introduced 
by ZATCA in March 2023, the applicability of 
KSA TP Bylaws has been expanded to cover 
100% Zakat paying enƟƟes for fiscal years be-
ginning on or aŌer 1 January 2024.  

OVERVIEW OF TRANSFER PRICING ("TP") REGULATIONS IN SAUDI ARABIA 

TP compliance and 
documentaƟon 
requirements 

Threshold 
Income tax 
paying enƟ-
Ɵes 

100% Zakat 
paying enƟ-
Ɵes 

Disclosure Form1 
No monetary threshold - All related party transacƟons, whether monetary or 
non-monetary, are required to be disclosed irrespecƟve of the amount involved. 

ü 
ü* 
  

Master File2 
1) Income tax paying enƟƟes - If the aggregate value of related party transacƟons 
exceeds SAR 6 million. 

2) 100% Zakat paying enƟƟes - If the aggregate value of related party transacƟons 
exceeds the following thresholds For FY 20204 – FY 2027 : SAR 100 million 
FY 2027 onwards – SAR 48 million3. 

ü 
ü* 
  

Local File2 ü 
ü* 
  

CbCR Consolidated revenue of the group exceeding SAR 3.2 billion ü4 ü 

CbCR NoƟficaƟon Consolidated revenue of the group exceeding SAR 3.2 billion ü ü 

* from 1 January 2024 onwards 

 
1. The TP disclosure form is to be submiƩed along with the annual tax return and should include details of the related party (controlled) trans-
acƟons, the applicable TP method and a confirmaƟon that the TP documentaƟon is maintained. 
in accordance with the TP regulaƟons. Together with the TP disclosure form, an affidavit issued by a licensed accountant in KSA is also required 
to be submiƩed, cerƟfying that the related party (controlled) transacƟons are consistent with the TP policy. 
2. In certain cases, the tax authority may at its discreƟon direct any taxpayer to prepare and maintain TP documentaƟon. The burden of proof 
lies on the taxpayer to maintain robust documentaƟon to support that the arm’s length value of the transacƟons, even if the value of the relat-
ed party (controlled) transacƟons is less than the prescribed threshold. 
3. Thresholds are menƟoned in the decision of Board of Directors of ZATCA [8-2-23 dated 08/28/1444 AH corresponding to 03/20/2023 AD]. 
4. Secondary filing of a country-by-country report is required only in certain cases.  
5. The TP regulaƟons in KSA have an extended related party definiƟon, due to the introducƟon of effecƟve control criteria. This is in addiƟon to 
the ownership and common control criteria already present in the Income Tax law. 
6. The TP local file has certain addiƟonal requirements above the OECD standard local file, including the requirement to include an industry 
analysis and specific requirements for a comparability analysis. It is recommended that TP documentaƟon, i.e. TP local file and TP master file, is 
maintained at the Ɵme of filing the tax return as this needs to be submiƩed to the tax authority upon request within the specified period (i.e. 
30 days from the date of request). 
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Advance Pricing Agreements (“APA”) 

The amended TP Bylaws also allow income 
taxpayers and zakat payers to apply for Ad-
vance Pricing Agreements (“APA”) for fiscal 
years beginning on or aŌer 1 January 2024. 
The introducƟon of APAs is a posiƟve and si-
gnificant development, as it provides 
taxpayers and zakat payers with an alternaƟve 
and binding arrangement with ZATCA and 
other tax authoriƟes. This arrangement can 
offer more certainty on their TP posiƟons for a 
defined period. 

KSA recognizes the importance of internaƟonal 
cooperaƟon on tax maƩers and acƟvely parƟ-
cipates in iniƟaƟves to prevent tax evasion and 
promote fair taxaƟon. In addiƟon to its domes-
Ɵc tax system, KSA has entered into double 
taxaƟon treaƟes with numerous countries to 
facilitate internaƟonal trade and investment. 

InternaƟonal Tax TreaƟes 

KSA has signed double taxaƟon treaƟes with 
more than 50 countries to prevent double 
taxaƟon of income and ensure taxpayers' 
rights are protected. These treaƟes provide 
guidelines for determining the taxing rights of 
each country and reducing withholding taxes 
on cross-border transacƟons. 

MulƟlateral ConvenƟon to Implement Tax 
Treaty-Related Measures to Prevent BEPS 
(“MLI”) 

KSA is a party to the MulƟlateral ConvenƟon to 
Implement Tax Treaty-Related Measures to 
Prevent Base Erosion and Profit ShiŌing 

(“BEPS”). The MLI, established under the 
OECD, aims to modify exisƟng tax treaƟes to 
prevent abuses and promote internaƟonal 
cooperaƟon in tax maƩers. 

The MLI is significant for KSA as it aligns its tax 
treaƟes with BEPS recommendaƟons, thereby 
improving the country's ability to combat tax 
avoidance and evasion. 

3– TAXES FOR COMPANIES & INDIVIDUALS IN SAUDI ARABIA 

INTERNATIONAL TAXATION IN SAUDI ARABIA 
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KSA has entered into Double Tax Avoidance 
Agreement (“treaty”) with France, which plays 
a vital role in promoƟng economic cooperaƟon 
and trade between the two naƟons. The treaty 
ensures that income is not subject to double 
taxaƟon, thus providing certainty and protec-
Ɵon to taxpayers. 

The KSA-France Double TaxaƟon Treaty 

The double taxaƟon treaty between KSA and 
France covers various aspects of income taxa-
Ɵon, including business profits, dividends, inte-
rest, royalƟes, and capital gains as per the be-
low table:  

*According to ArƟcle 7 of the tax treaty, for 
income from debt-claims arising in KSA and 
paid to a resident of France to be taxed in KSA, 

the debt-claim must be effecƟvely connected 
with a business carried on in KSA by the benefi‐
cial owner of the income. This condiƟon implies 
that if the debt-claim is not associated with a 
business conducted in KSA by the recipient of 
the income, the taxaƟon of that income is ex‐
clusively within the jurisdicƟon of the other 
ContracƟng State. 

** According to ArƟcle 8 of the tax treaty, for 
royalƟes arising in KSA and paid to a resident 
of France to be taxable in KSA, the right or pro‐
perty by virtue of which the royalƟes are paid 
must be effecƟvely connected with a business 
carried on in KSA by the beneficial owner of the 
royalƟes. This condiƟon implies that if the right 
or property generaƟng the royalƟes is not as‐
sociated with a business conducted in KSA by 
the recipient of the royalƟes, the taxaƟon of 
those royalƟes is exclusively within the jurisdic‐
Ɵon of KSA 

 

 

It also addresses the taxaƟon of income from 
real estate, shipping, and air transport. 

Key provisions of the treaty typically include: 

· ReducƟon of Withholding Taxes: The treaty 
oŌen lowers withholding tax rates on divi-
dends, interest, and royalƟes to encourage 
cross-border investments. 

· ProtecƟon Against Double TaxaƟon: It es-
tablishes mechanisms for offseƫng taxes 
paid in one country against the tax liability 
in the other, thus prevenƟng double taxa-
Ɵon. 

· Non-DiscriminaƟon: The treaty usually en-
sures that residents of one country are not 
subject to discriminatory tax treatment in 
the other country. 

 

OVERVIEW OF THE AGREEMENT FOR THE AVOIDANCE OF DOUBLE TAX BETWEEN KSA AND FRANCE 

Treaty 
partners Dividends Interest RoyalƟes 

France 0% 0%* 0%** 
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Impact of the MulƟlateral ConvenƟon to Im-
plement Tax Treaty-Related Measures to Pre-
vent BEPS (“MLI”) 

The MLI is significant for the KSA-France 
double taxaƟon treaty. It helps align the treaty 
with the internaƟonal standards and recom-
mendaƟons aimed at prevenƟng base erosion 
and profit shiŌing. 

The MLI modifies several provisions of the 
exisƟng treaty to include: 

· Principal Purpose Test (“PPT”): The MLI in-
cludes a PPT clause, which allows either 
country to deny treaty benefits if it is esta-
blished that the primary purpose of a tran-
sacƟon is to obtain treaty benefits without 
a substanƟal business purpose. 

· AnƟ-Abuse Rules: The MLI introduces anƟ-
abuse rules to prevent treaty shopping and 
other forms of abuse. 

· Dispute ResoluƟon Mechanism: The MLI 
incorporates provisions for resolving dis-

putes between the two countries, ensuring 
a fair and transparent process. 

In summary, the KSA-France double taxaƟon 
treaty, coupled with the MulƟlateral Conven-
Ɵon to Implement Tax Treaty-Related Mea-
sures to Prevent BEPS, ensures that both coun-
tries conƟnue to enjoy the benefits of reduced 
double taxaƟon, increased economic coopera-
Ɵon, and adherence to internaƟonal tax stan-
dards. This treaty remains crucial for busi-
nesses and individuals engaged in cross-border 
transacƟons between KSA and France. 

Impact of Tax Treaty benefits for Permanent 
Establishment (“PE”)  

Under the tax treaty the profits of a contrac-
Ɵng-state enterprise (France) are subject to 
taxaƟon only in that state unless the enter-
prise engages in industrial or commercial acƟ-
viƟes in another contracƟng state (KSA).  

If the enterprise conducts such acƟviƟes in the 
other contracƟng state, tax may be imposed 

on its profits in that state, but only if those 
profits are related to the acƟviƟes carried out 
in that other state. Profits derived from indus-
trial or commercial acƟviƟes in the other con-
tracƟng state, such as construcƟon, assembly, 
or supervisory work, or profits from services, 
training, technical assistance, or related stu-
dies for export, are taxable in that other con-
tracƟng state unless the site, construcƟon, as-
sembly, or other acƟviƟes last for a period ex-
ceeding three months. 

 Profits arising in the other contracƟng state 
from industrial or commercial acƟviƟes invol-
ving intellectual or technical services, including 
engineering services, research (including tech-
nical or scienƟfic studies and research), consul-
tancy, supervision, accounƟng, legal services, 
architecture, or other menƟoned acƟviƟes in 
ArƟcle 10, are subject to taxaƟon in the other 
contracƟng state if these acƟviƟes persist for a 
period exceeding three months. 
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The Minister of Finance in KSA has issued Re-
soluƟon 26 July 2023 with effect from 15 Sep-
tember 2023, to amend certain arƟcles of the 
Tax by-laws and Zakat regulaƟon.  

We set below a list of amendments, followed 
by our brief comments. 

CIT by-laws  

Expenses Allowable for DeducƟon [ArƟcle 9, 
Para 2]: The amendment clarifies that interest 
capitalized relaƟng to capital assets is not to 
be considered in calculaƟng limitaƟon of inte-
rest expense.  

Expenses Allowable for DeducƟon [ArƟcle 9, 
Para 8]: DefiniƟon of “unfunded obligaƟons” 
has been clarified to mean the amount of em-
ployer’s contribuƟon as at the beginning of the 
fiscal year and that remains unpaid at the end 
of that fiscal year. 

ObjecƟon and Appeal [ArƟcle 60, 61 & 62]: 
The amended ArƟcle 60 clarifies that objec-
Ɵons and appeals are to be dealt with in terms 
of “Tax Disputes and ViolaƟon CommiƩee 
Procedures” issued by Royal Decree No. 2604 
dated 04/21/1441AH (18 December 2019). 
Consequently, the redundant provisions of Ar-
Ɵcles 61 & 62 have been deleted. 

Withholding tax [ArƟcle 63]:  

· AccepƟng a longstanding demand of 
taxpayers, the disparity in the rates for wi-
thholding tax between payments to related 
and unrelated parƟes has been removed.  

· The higher rate of 15% for withholding tax 
on payments to related parƟes has been 

reduced to 5% in relaƟon to payments for 
technical & consulƟng services and for in-
ternaƟonal telecommunicaƟon services.  

· This amendment, that was due aŌer the 
issuance of Transfer Pricing regulaƟons in 
2019, is a reflecƟon of the business-friendly 
approach adopted by the Zakat, Tax and 
Customs Authority (ZATCA). 

· The amendment clarifies that 5% withhol-
ding tax is applicable on internaƟonal tra-
vels deparƟng from KSA. 

Zakat regulaƟons 

Closing provision [ArƟcle 30]: The amend-
ments mainly relate to guidelines and rulings 
issued by ZATCA. The key features are: 

· Zakat guidelines and rulings will now be bin-
ding on ZATCA officials, except for the follo-
wing situaƟons: 

* Actual facts, acƟviƟes and transacƟons 
are different than those stated in the ap-
plicaƟon for ruling. 

RECENT AMENDMENTS AND UPCOMING DEVELOPMENTS IN THE SAUDI TAX AND ZAKAT LAWS 

Tax by-laws 
ArƟcle Details 

9 (2) & 9 (8) 
Expenses allowable for 
deducƟon for determin-
ing the taxable income 

60, 61 & 62 ObjecƟon and appeal 

63 (1) & 63 (4) Withholding tax 
Zakat regulaƟon 
ArƟcle Details 
30 Closing provision 
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* Omission or misrepresentaƟon of mate-
rial facts. 

* TransacƟons that do not meet assump-
Ɵons or requirements set out in guideline 
and rulings. 

· Zakat guidelines and rulings will be applied 
prospecƟvely from the date of issuance, pu-
blicaƟon and amendments. 

· Zakat guidelines and rulings are issued only 
to provide the clarity to Zakat payers.  

Zakat guidelines and rulings cannot provide 
any excepƟon, exempƟon, privilege, deducƟon 
or any other advantage other than provided in 
the Zakat regulaƟon. 

The Regional Headquarters (“RHQ”) Program 

The RHQ Program is an iniƟaƟve introduced by 
KSA to aƩract mulƟnaƟonal corporaƟons 
(“MNCs”) to establish their regional headquar-
ters in the country. The program offers a range 
of aƩracƟve incenƟves, including a 30-year tax 
exempƟon on corporate income tax and WHT 

related to approved RHQ acƟviƟes. In addiƟon, 
RHQ companies are eligible for a range of 
other benefits, such as land grants, visa facili-
taƟon for expatriate employees, and access to 
government support programs.  

Special Integrated LogisƟcs Zone (“Zone”) 

The Zone aims to aƩract qualitaƟve in-
vestments with added value to the naƟonal 
economy by carrying out authorized acƟviƟes 
in accordance with the applicable regulatory 
framework. The program offers a range of 
aƩracƟve incenƟves, including a 50 years’ tax 
exempƟon on corporate income tax and WHT 
related to approved RHQ acƟviƟes.  

The Special Integrated LogisƟcs Zone is an area 
with a suspended arrangement for customs 
duƟes and restricƟons. Therefore, goods im-
ported into the Zone are subject to special cus-
toms controls and procedures, and the sus-
pension extends to include VAT in accordance 
with the VAT provisions and legislaƟon in force 
in KSA. 

Proposed income tax regulaƟon 

ZATCA has published a proposed Income Tax 
RegulaƟon and Zakat & Tax Procedure law for 
public consultaƟon. The new proposals are 
intended to bring new tax law line with inter-
naƟonal best tax pracƟces including concepts 
like hybrid mismatches, foreign tax credits, 
increased withholding taxes made to the pre-
ferenƟal tax regimes, detailed definiƟon of re-
sidence, anƟ-avoidance rules etc. The last date 
to submit comments on the proposed tax laws 
by 25th December 2023. At this stage, it is not 
clear when the new law will come into effect.  


