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The study aims to identify the impact of value-added tax (VAT) on Saudi banks, through measuring the
impact of changes in the banks before and after the implementation of Value Added Tax (VAT), in all of
total assets, total liabilities, customer deposits, retained earnings, total operating income, total
operating expenses and net operating income. The study targeted the fourth quarter of 2017 (before the
implementation of VAT), and the first and second quarters of 2018 (after the implementation of VAT).
The study found that there is a slight decline in total assets, total liabilities, customer deposits and
current accounts, in addition to a significant decline in retained earnings, total operating expenses after
the implementation of VAT. On the other hand, the study found that there is a slight increase in the total
income of operations and a significant increase in net operating income after the implementation of
value-added tax. Moreover, the study found that there are no statistically significant differences
between total assets, total liabilities, customer deposits, current accounts, total operating income, total
operating expenses, net operating income before and after the implementation of value-added tax;
while there are statistically significant differences between retained profits before and after VAT.
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INTRODUCTION

VAT is an indirect tax that first appeared in 1954 in
France. Maurice Loretta is the one who proposed its
concept and puts its main rules. It is a composite tax
implemented on the difference between the cost and
selling price of goods or services (Osaimy, 2018).

Value added tax was initially introduced to meet the
increasing needs for revenues that could not be easily
achieved by business taxes. There are many differences
in the structure of VAT and the way of its implementation,
but there is an international agreement on some of the
main issues, such as making consumption the final base
of this tax. In addition, itis characterized by a desirable
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feature which is the tax does exceed the productive
potential limits of economy. The 1990s saw a high rate of
dependence on VAT; as it is nearly adopted by all
countries of economic transformation (which reflects its
need to change its traditional revenue resources), and a
large number of developing countries (Awad, 2012).

The Kingdom of Saudi Arabia has adopted the unified
value added tax agreement of the Gulf Cooperation
Council (GCC) under the Royal Decree No. (M / 51)
dated 3/5/1438 (the unified agreement on value added
tax). Based on the provisions of the agreement, the
Kingdom issued the Value Added Tax (VAT) system as
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well as the implementing regulations of the VAT system.
VAT is considered as an indirect tax implemented on
importing and supplying of goods and services at each
stage of production and distribution, with some
exceptions. VAT is implemented in more than 160
countries around the world. VAT can be defined as a
consumption tax that is paid and collected at each stage
of the supply chain, from the purchase of the raw material
to the retailer's sale of the final product to the consumer,
and other taxes".

The percentage of value added tax in the Kingdom of
Saudi Arabia along with its partners (GCC countries) is
5%, which is the lowest percentage of value added tax in
the world; whereas the rate of VAT in Australia is10%, in
Egypt is 13%, in Turkey is 18%, while in Germany it is
19%, in Morocco, UK, France is 20%, and Italy is 22%°.

Therefore, the study focused on examining the
following question: Has Value Added Tax (VAT)
implementation affected total assets, total liabilities,
customer deposits (current accounts), retained earnings,
the total operating income, the total operating expenses,
net operating income? The study aims to identify the
impact of Value-added tax (VAT) On Saudi banks,
through measuring the impact of changes in the banks
before and after the implementation of Value Added Tax
(VAT), in all of total assets, total liabilities, customer
deposits, retained earnings, total operating income, total
operating expenses, net operating income.

LITERATURE REVIEW

In general, taxes are considered as an important tool in
achieving the objectives of countries. It is not only one of
the main sources of finance, but also it is an effective
means of enabling the state to intervene in economic and
social life. Sales tax or value added tax represents great
importance as a result of the accession of a large number
of countries to the World Trade Organization agreement
that raise or reduce tariff barriers. That led to the
reduction of customs collections in most of the
organizations and moving towards sales tax or value
added tax to compensate for shortfalls of customs tax
(Awad, 2012). The importance of the study is highlighted
in the lack of studies about value added tax in the
Kingdom of Saudi Arabia, as VAT was just implemented
in 2018.

VAT is a major source of revenue in most countries. It
is implemented in 51 countries around the world. Its
revenues represent more than 52% of global tax
revenues. This tax constitutes about one quarter of the
tax revenues and about 5% of the total Gross domestic
product (GDP). Among 184 member states of the two

! Financial Services Sector Manual, link:
https://www.vat.gov.sa/sites/default/files/2018-

02/VAT _Financial_Services_0702.pdf

2 Value Added Tax Manual, in Saudi Arabia, 2017. First Edition link:
https://www.vat.gov.sa/sites/default/files/2017-11-
2/VAT_Manual_Arabic_16_Nov.pdf
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international organizations (International Monetary Fund
(IMF) and the World Bank), there are 118 implied VAT or
sales tax (Ibrahim, 2015).

The adoption of VAT implementation as a condition of
membership in the European Union has helped in
spreading this tax in such countries (as well as non-
member countries such as Norway and Switzerland), and
has now been adopted in all OECD countries with the
exception of the United States. Given the importance of
taxation, countries strive to develop it in keeping with the
global economic developments which impose integration
into the economic system and the modernization of tax
structures in the way of the adequacy of legislation and
financial and tax regulations to become more compatible
and integrated with the new world systems (Awad, 2012).

The study aims to tackle the need to amend the
general sales tax to achieve maximum productivity and
high economic efficiency. Through the extrapolation of
tax systems in developed and advanced countries, where
it was found that there is a marked tendency to depend
on VAT, because it is characterized by achieving the
maximum simplicity and tax neutrality in addition to the
abundance of tax earnings. Tax burden also, is less than
what is applicable in the form of general sales tax
(Mohamed, 1999). The researcher found that VAT
implementation would spare more revenue for the state
at the lowest possible cost. In addition, Value Added Tax
(VAT) system is characterized by the deduction system
than other taxes on sales, which makes it neutral in tax
and economic efficiency. Moreover, VAT implementation
would contribute in improving the administrative efficiency
of the tax system at large through coordination with the
tax on commercial and industrial profits as well as
coordination in the field of indirect taxation among States.
VAT also helps in fighting fraud and ensuring effective
control over the financiers, because of its high demand of
submitting tax cards and invoices, which has helped in
fighting tax evasion (Mohamed, 1999).

The study aims to examine the most important
legislative problems that stand as an impediment to the
process of VAT implementation in Egypt. The research
was limited to the scope of general sales tax
implementation to review the main obstacles that impede
the implementation of value added tax in Egypt, and that
is by accessing to legislative texts, previous studies, and
scientific references in order to reach the ideal form of
value added tax (Mehdi, 2013). The study reached a
number of results that include: Tax deduction non-
circulation in Egyptian law is one of the main obstacles to
access the ideal form of VAT. In addition, the value
added tax shall be a flat rate that is to be more simple
and easy to implement. The tax examination according to
the correct scientific methods is one of the most
important steps to determine the correct tax base and to
reduce the differences between the tax authority and
financiers. One of the most important legislative problems
that face tax assessor is the difficulty to define value
added concept, and the lack of a fixed method of
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measuring the tax base, and the problem of treatment of
capital assets when determining tax base (Mehdi, 2013).

THEORETICAL FRAMEWORK
Concept of VAT value added tax

Value added tax (VAT) is a general tax introduced on
business activities that produce and distribute goods and
services. Value added tax is introduced on consumption
because it is ultimately paid by the consumer, although it
is gathered by the importer, producer or distributor
(Ibrahim, 2015). Value added tax can also be defined as
Osaimy (2018):

Cumulative Tax: Because the customs duty paid on the
imported goods as well as other taxes and duties will be
included in VAT base.

Comprehensive tax: The implementation of the tax law at
a uniform and one rate throughout the state (although
some countries apply multiple ratios).

It is a tax that is based on the principle of territoriality tax,
the principle of levying tax only within the territorial
jurisdiction in the borders of the state.

It is a tax that provides abundant and regular tax
revenue, because it is levied several times a year

The tax is considered as an important incentive for
investment as a result of the tax deduction. The tax is
levied on consumer spending rather than investment
spending.

General principles of tax treatment that levied on
financial services

In this study, attention is focused on tax treatment that
levied on financial services. The following statements
illustrate the general principles of the tax treatment levied
to financial services® (Table 1):

VAT is levied on all financial services in the Kingdom of
Saudi Arabia, and it is paid by a taxable person. It is paid
as a fee, commission or express trade discount (not
implied). The term "express fee" or "express commission"
means the amount to be paid for the service, whether this
amount is a specific monetary value or a percentage of a
certain amount. While the trade discount is a fixed
amount deducted from another due amount. The
following example will illustrate this: A bank in Saudi
Arabia provides mortgage loan to a customer who is a
resident in Saudi Arabia. The customer will pay interest to
the bank on the basis of interest rates offered by the
bank. The bank will also levy an annual fee of 220 SR to
the customer as an administrative fee for the bank.
Accordingly, the interest received from the Bank is

® Financial Services Sector Manual, link:
https://www.vat.gov.sa/sites/default/files/2018-
02/VAT _Financial_Services_0702.pdf

exempted from value added tax, as it is an implicit margin
for financial services. VAT will be levied on the annual
administrative fee (express fee)”.

Financial services sector products

We shall consider hereunder some of the products
offered in the financial services sector to determine
whether VAT is levied on them or not®:

Bank accounts: These include managing, operating and
executing operations in bank accounts, whether current
or savings account. These services are subject to tax
exemption except in cases where there is an express fee,
commission, or express trade discount.

Card services: means credit cards, debit cards, store
credit cards and cash withdrawals, and these types are
taxable services in case of charging any fees for
subscription, renewal or using the card. Tax exemption
levies on credit facilities that provided if the card services
include providing credit services to cardholder and pays
the consideration in form of an implicit margin (interest
fees).

Money transfer: Financial services for VAT purposes
include issuing, transferring, receiving, or dealing with
money or any dealing with securities, or any banknotes or
orders for payment. Such financial services are exempted
from VAT, except where they are in return for service in a
form of a fee, commission, or an explicit trade deduction.

Currencies: The profit margin earned by the provider of
foreign exchange against currency exchange and
deduction on the nominal value of the traveler's checks is
considered from implicit margins made as remuneration
for providing funds or bonds, so that the implied margin is
exempted from VAT. In cases where an explicit fee or
commission is levied on activities such as international
remittance, these transactions will be subject to value-
added tax with the core ratio.

Electronic funds transfer: Due to the commercial
nature of modern cash management services and e-
banking activities, the remuneration that financial
services provider takes often involves a fee or
commission (such as transaction charges and electronic
payment fees) which is taxable.

Business services: Financial service providers always
provide their customers with products like; bills of

* Financial Services Sector Guide link :
https://www.vat.gov.sa/sites/default/files/2018-
02/VAT _Financial_Services_0702.pdf
® Financial Services Sector Guide link:
https://www.vat.gov.sa/sites/default/files/2018-
02/VAT _Financial_Services_0702.pdf
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Table 1. General principles of the tax treatment levied to financial services

(i) Financial services for which the consideration to be paid is in the form of an implied margin or
an implied profit margin (to name a few interest, profit margins, difference in the price of supply

and demand and commissions charged with an implicit profit margin).
(i) Similar financial equivalent which is collected from Islamic finance products.

(iii) Issuing or transferring debt or capital securities
(iv) Providing life insurance or reinsurance contracts

Exempt from VAT

(v) Financial services that offered within the Kingdom of Saudi Arabia for which the financial
obligation is payable, such fees and commissions paid expressly commercial discounts.

(vi) Providing other insurance contracts (without life insurance)
(vii) Financial intermediaries fees

(viii) Financial services provided to the recipients of the resident outside the Kingdom of Saudi

Arabia

Taxable by 5%

May be subject to zero percent
or it may be outside VAT scope
in Saudi Arabia

Source: Financial Services Sector Guide (2018:10).

exchange, letters of credit, guarantees and debt
instruments bonds, for the purposes of facilitating
domestic and international trade. All these products
represent a commitment by the providers of such
financial services to meet their obligations. The implicit
margin paid for business transaction financing services is
exempted from the value added tax such as revenue of
nominal value discounts for debt instruments or interest.
While any express fees or commissions levied on the
Customer for these services shall be subject to the
provision of VAT with the core ratio.

Borrowing: providing facilities through borrowing or
credit may include the issuance of debt securities and
charging interest on it. Such interest or borrowing fees
levied as an implicit margin are treated as VAT-exempt
financial services.

Syndicated loan: syndicated loan are provided through
the partnership of a group of financiers. One of the
financiers is the principal financier; he is responsible for
the initial arrangement and management of the
syndicated loan and collect the payments on behalf of the
other lenders. If the principal financier acts on behalf of
the other financiers in this way, the share of the financiers
of accrued interest is considered as VAT exempt
revenue.

Asset financing: Contracts that require transferring
possession of goods to the customer with the possibility
of transferring its possession in a time not later than
payment date of the consideration of goods. Transferring
goods under financing contracts where it is clear that the
main purpose of the contract is to acquire goods which
are the object of this contract and importing goods. Asset
financing contracts generally have two components:

(i) The main component (supply / purchase asset), which
is the value of the asset, the object of the contract and

any additional services such as insurance. This major
component is taxed at 5%.

(i) Reimbursement of the principal to the funder is
considered to be outside the scope of the tax, while the
interest of the loan is payable to the funder exempted
from VAT if it is charged on the implicit margin.

Financial Markets / Currencies: Financial markets are
the markets in which securities are traded. Issuing and
transferring securities by a person acting on his behalf as
principal, and the profits earned in the trading of other
bonds such as derivatives, options, swaps and future
contracts acquired by a person acting on his behalf as
supplies exempted from VAT. Money market transactions
are also exempted from VAT. The tax exemption does
not apply to fees imposed by brokers or intermediaries
who do not act as an agent acting in his or her own
name. Below are some of the financial services that are
outside VAT scope®:

Compensation: Where payments are made as
compensation for damages or penalties that are not
related to any supply by financial service provider outside
the scope of VAT.

Third party costs classified as expenses: The financial
service provider may collect the payment from the
customer directly for a third party supply or cost. If the
financial service provider acts on behalf of the customer,
it is possible to transfer or charge those fees without
adding VAT. In such a case, the financial service provider
shall not treat the cost as expenditure incurred or deduct
it as an input tax. Some of the products offered by the
financial services sector are summarized in Table 2:

® Financial Services Sector Guide Link:
https://www.vat.gov.sa/sites/default/files/2018-
02/VAT _Financial_Services_0702.pdf
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Advantages and disadvantages of VAT

The main advantages and disadvantages of VAT can be
summarized as follows (Ibrahim, 2015).

VAT advantages:

(1) Its fairness and breadth, as it includes all classes of
society and not directed against a particular class.

(2) Not against savings and investment

(3) It works on reducing unwanted consumption because
the tax raises the price of goods, which reduces the
demand on it.

(4) 1t works on increasing production in the society for
people with low and middle income, where it is necessary
to increase their work to compensate to make up the
shortfall in their purchasing power.

(5) Neutrality of the tax towards goods and services,
whether local or imported or towards the production and
circulation stages, and this would avoid double taxation.
(6) Encouraging investment and directing it to the desired
sectors.

(7) Sovereign revenues are highly sensitive towards
economic changes due to its rapid impact in the term of
revenues on the level of general State revenues.

(8) Reduce tax evasion or double taxation.

VAT disadvantages

(1) Price increase and the emergence of waves of
inflation in the economy at the beginning of taxation.

(2) Rising prices cause low demand from low-income
earners.

(3) It is a semi-compulsory tax levied on most goods and
services.

(4) It never achieves social justice, where income is not
an effective factor, as it is levied on the rich and the poor.
(5) Its income may not be commensurate with the tax
collection costs.

(6) It requires a fairly advanced accounting system
knowledge and understanding from companies and
institutions.

Osaimy (2018) agreed that one of the disadvantages of
VAT is that it is levied on various social strata with an
equal percentage and it affects market prices directly or
indirectly in addition to the full tax levied on the final
consumer.

Registration in value added tax in Saudi Arabia

Types of registration in VAT could be divided into two
types’: Mandatory Registration and Optional Registration.
Registration is considered as mandatory if the total

" Link of Financial Services Sector Guide:
https://www.vat.gov.sa/sites/default/files/2018-
02/VAT _Financial_Services_0702.pdf

taxable supply within 12 months exceeds 375,000 SR
(registration limit). In this case, the person must register
for VAT purposes. Supplies subjected to VAT do not
include the following: Exempted supplies: such as
exempted financial services or tax-free housing rent,
purchases that fall outside the scope of the value-added
tax in any (Gulf Cooperation Council) GCC member;
while registration is optional for those who exceed the
total taxable amount of SR 187,500 (optional registration
limit) within 12 months. However, if the total taxable
supply is less than 187,500 it is not required to register
for VAT purposes.

MATERIALS AND METHODS

The study is based on the practical aspects of the commercial
banks’ financial statements in the Kingdom of Saudi Arabia, which
are all 12 listed on the Saudi Stock Exchange, by identifying the
following data that exist in financial position (total assets, total
liabilities, customer deposits and retained earnings) in addition to
the data in the statement of income (total operating income, total
operating expenses, net operating income). In order to examine the
impact of changes in banks before and after implementation of
VAT, the study targeted the fourth quarter of 2017 (before
implementation of VAT) and the first and second quarters of 2018
(after implementation of VAT). The reason for choosing two
quarters in 2018 is that change needs a period more than 3
months.

Study hypotheses

(1) There are statistically significant differences at the level of 0.05
and below between total assets before and after VAT
implementation.

(2) There are statistically significant differences at the level of 0.05
and below between total liabilittes before and after VAT
implementation.

(3) There are statistically significant differences at the level of 0.05
and below between Total customer deposits (current accounts)
before and after VAT implementation.

(4) There are statistically significant differences at the level of 0.05
and below between total retained earnings before and after VAT
implementation.

(5) There are statistically significant differences at the level of 0.05
and below between total operating income before and after VAT
implementation.

(6) There are statistically significant differences at the level of 0.05
and below between total operating expenses before and after VAT
implementation.

(7) There are statistically significant differences at the level of 0.05
and below between net operating income before and after VAT
implementation.

The study followed the inductive methodology in the theoretical
part, which is the extrapolation of previous researches and studies
related to the research subject either in the literature of accounting
or in other sciences (Saad and Rahman, 2007). On the practical
part, content analysis methodology was followed through analyzing
certain financial statements items (Financial position statement,
income statement). In financial position statement, the study
focused on total assets, total liabilities, customer deposits, current
accounts, retained earnings, while in income statement, the study
targeted the following data (total operating income, total operating
expenses, net operating income) from the data of 12 commercial
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. . . Product
VAT treatment Financial equivalent
Bank accounts
All fees, commissions, commercial discounts Current account
Basic ratio Fees of withdrawal from ATMs internationally Savings account
Fees for issuing a certified check Deposit account
Exempt The percentage of the annual interest rate, other implicit amounts

QOutside implementation scope

Basic ratio

Exempt

Outside implementation scope

Basic ratio

Exempt

QOutside implementation scope

Basic ratio

Exempt

Outside implementation scope

Basic ratio

Exempt

Outside implementation scope

Money transfer

Basic ratio

Fees of a penal nature
Penalties fees (fines)

All fees, commissions, commercial discounts
Fees of withdrawal from ATMs internationally
Money transfer fees (external or internal)

The percentage of the annual interest rate, other implicit amounts

Fees of a penal nature
Penalties fees (fines)

All fees, commissions, commercial discounts
Fees for issuing an additional check book
Bank check certified cancellation fees

The percentage of the annual interest rate, other implicit amounts
Fees of a penal nature
Penalties charges (fines)

All fees, commissions, commercial discounts
International Balance Inquiry Fees
Issuing fees bank account from branch

The percentage of the annual interest rate, other implicit amounts
Fees of a penal nature
Penalties fees (fines)

All fees, commissions, commercial discounts
International authorization fees

International cash withdrawal fees

A fee for the international process

Fees of issuing international card operations statement
Fees of Issuing a lost / stolen card

Annual fees, balance transfer fees

The percentage of the annual interest rate, other implicit amounts
The margin of differences in currency exchange rate

Fees of a penal nature
Penalties fees (fines)

All fees, commissions, commercial services
External transfer fee

Foreign service fee

The international remittances fees

Transfer commission fees

Electronic Funds
Transfer

Checkbooks

Fees for issuing
bank statement

Card Services
ATM cards
credit cards
Prepaid Cards

Money transfer

17
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Table 2. cont'd

Exempt

Fees of a penal nature

Outside implementation scope . .
P P Penalties fees (fines)

The percentage of the annual interest rate, other implicit amounts

All fees, commissions, commercial discounts

Safe deposit boxes

Basic ratio Renting a safe box inside the kingdom
Fees for loss / replacement of treasury key
Exempt Annual interest rate / other implicit amounts

L . Fees of a penalt
QOutside implementation scope P y

Business service

Fines for delaying payment of rent

All fees, commissions, commercial discounts

Admission fee
Negotiate bills fees
collection fee
extension/renewal fee

Basic ratio

endorsement/ Ratification or amendment fees

(traded or received)
bills

Shipping fee or postal transport

Exempt

Capital markets

The percentage of the annual interest rate, other implicit amounts
The income earned from discounted bills

All fees, commissions, commercial discounts

Brokerage fee
Basic ratio

Supply of basic commodity

Extension fee / renewal collection fee

The subscription fee

The percentage of the annual interest rate, other implicit amounts

Issuance of securities

Exempt

Trading gains

Fees of a penal nature

Outside implementation scope )
P P Early Recovery fine

The sale and purchase of securities (trading as an asset)
Option contracts allowances
Trading revenues gained

Securities
operations

Fees of a penal nature are interpreted in a narrow range and applied only to separate charges for products/ services.
Source: (List of Financial Services that Subjected to Value Added Tax and exemptions, 2017)

banks in Saudi Arabia, all listed on the Saudi Stock Exchange. It
should be noted that the analysis of the content depends mainly on
the quantitative method in the analysis, but is applied for the
analysis of different purposes, including comparison (Assaf, 1995),
which finds the researcher suitable for the nature of the study. The
study aimed at the period of time, namely the data for the fourth
quarter of 2017 (before the implementation of VAT) and the data for
the first quarter and the second of 2018 (after the implementation of
VAT).

Study data

Financial Statements of Commercial Banks in Saudi Arabia
According to the Saudi Stock Exchange are given in Table 3.

Statistical tests

The study included all 12 commercial banks in the Kingdom of
Saudi Arabia. On the statistical side, the data were analyzed
descriptively and testing interrelated samples using the SPSS
program.

Data analysis (descriptive analysis)

Table 4 and Figure 1 illustrate the results of the comparison
between the average of the total assets in Saudi commercial banks
before and after implementation of VAT, where the data indicate a
slight decrease in the total assets after implementation of VAT.
Table 5 and Figure 2 illustrate the results of the comparison
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Table 3. Financial statements of commercial banks in Saudi Arabia according to the Saudi stock exchange.

After tax implementation

Before tax implementation

Bank No.1

Second quarter 2018

First quarter 2018

Fourth quarter 2017

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Bank No.2

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Bank No.3

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Bank No.4

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Bank No.5

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Bank No.6

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

215,476,278

178,541,332

153,418,142
2,624,366
7,702,280
4,395,309
3,342,487

Second quarter 2018
69,764,537
58,370,161
49,775,115

1,015,749
686,528
435,712
253,386

Second quarter 2018

101,953,029
87,441,176
71,300,751

685,951
671,084
337,474

Second quarter 2018
84,884,278
71,425,984
66,180,048

1,332,269
877,027
626,114
253,585

Second quarter 2018
188,918,291
156,814,765
146,704,729

7,564,670
1,665,132
744,475
920,657

Second quarter 2018
183,013,114
150,043,001
135,930,778

7,549,356
1,886,056
453,661
1,432,395

213,670,065

177,501,064

151,921,098
1,781,879
7,989,139
3,979,581
4,049,477

First quarter 2018
67,976,487
59,506,873
52,621,181

1,126,971
657,798
415,327
245,301

First quarter 2018

91,531,235

76,810,160

61,032,444
778,102
686,324
354,156

First quarter 2018
88,803,427
75,575,944
70,501,590

1,105,997
860,054
577,332
286,055

First quarter 2018
184,017,627
152,323,664
141,943,684

7,046,506
1,744,483
634,893
1,112,119

First quarter 2018
182,622,033
150,727,169
138,416,248

7,332,542
1,784,029
745,089
1,038,940

216,282,171

177,659,178

154,365,549
4,013,536
8,011,766
3,706,079
4,352,408

Fourth quarter 2017
68,287,455
59,458,616
52,284,748

1,526,541
648,082
456,721
193,752

Fourth quarter 2017

93,796,219
79,517,152
66,942,620
1,284,858
677,442
357,520

Fourth quarter 2017
99,869,830
86,270,134
78,274,963

1,469,189
924,899
599,265
326,516

Fourth quarter 2017
192,928,881
161,267,500
150,954,187

6,856,552

1,619,681

1,198,990
422,767

Fourth quarter 2017
187,615,344
154,144,873
143,238,261

8,798,120

1,766,706

1,060,596
706,110
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Table 3. Cont'd

Bank No.7

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Bank No.8

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Bank No.9

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Bank No.10

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Bank No.11

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Bank No.12

Total assets

Total liabilities

Customer deposits
Retained earnings

Total operating income
Total operating expenses
Net operating income

Second quarter 2018
167,784,223
142,456,389
129,238,639

4,555,135
1,646,249
731,223
919,101

Second quarter 2018
231,700,874
188,234,181
168,597,957

6,942,531
2,078,543
678,364
1,400,179

Second quarter 2018
348,439,181
295,648,670
280,386,624

15,154,275
4,288,070
1,719,236
2,568,834

Second quarter 2018
68,406,882
60,693,188
54,186,261

1,016,470
842,677
566,779
275,898

Second quarter 2018
116,587,762
97,000,135
88,937,931
2,442,449
1,231,004
606,259
621,325

Second quarter 2018
454,374,068
389,342,082
317,652,668

13,737,539
4,660,554
2,081,077
2,579,477

First quarter 2018
168,396,134
143,257,206
130,026,929

4,434,359
1,533,159
708,296
816,498

First quarter 2018
228,910,523
185,346,303
172,327,251

7,166,507
1,939,021
633,707
1,305,314

First quarter 2018
349,243,305
298,803,087
283,936,380
12,702,596

4,142,405
1,759,799
2,382,606

First quarter 2018
65,778,334
58,057,729
52,780,428

990,572
790,974
534,862
256,112

First quarter 2018
113,747,007
93,568,290
89,339,506
3,049,148
1,109,760
532,660
581,812

First quarter 2018
437,506,289
372,645,341
309,000,832

23,225,383
4,779,241
1,792,364
2,986,877

Fourth quarter 2017
171,701,699
146,635,734
136,048,089

4,445,494
1,584,652
953,721
634,430

Fourth quarter 2017
227,611,079
182,928,927
167,987,571

8,543,111
1,903,012
690,096
1,212,916

Fourth quarter 2017
343,116,528
287,365,610
273,056,445

17,969,236
4,198,453
1,745,485
2,452,968

Fourth quarter 2017
63,207,676
55,618,883
49,789,534

770,805
784,397
558,537
225,860

Fourth quarter 2017
115,005,067
94,407,914
89,064,751
3,088,493
1,298,660
738,875
560,054

Fourth quarter 2017
443,865,867
379,590,269
308,942,120

22,631,586
4,515,536
1,959,148
2,556,388

*All numbers are in a thousands.
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Table 4. Comparison between total assets average before and after the implementation of VAT.

Variable

Average Standard deviation

Total assets before the implementation of VAT
Total assets after the implementation of VAT

185273984.67
184312707.63

114404409.28
115929832.14

185400000 185273984.7
185200000
%185000000
3 184800000
3134600000
184400000
184200000
184000000

183800000

Total assets before the
imonlementation of VAT

184312707.6

Total assets after the
implementation of VAT

.Evaluating point

Figure 1. Comparison between the average of the total assets in Saudi commercial banks before and after

implementation of VAT.

Table 5. Comparison between total liabilities average before and after the application of VAT.

Variable

Average Standard deviation

Total liabilities before VAT implementation
Total liabilities after VAT implementation

155405399.17
155005578.92

96512140.87
98581526.51

between the average total liabilities in Saudi commercial banks
before and after VAT implementation. The data indicate a slight
decrease in the total liabilities after VAT implementation. Table 6
and Figure 3 illustrate the results of the comparison between the
average of customer’s deposit in Saudi commercial banks before
and after the VAT implementation, where the data indicate a slight
decrease in customer deposits after VAT implementation. Table 7
and Figure 4 illustrate the results of the comparison between the
average profits retained in Saudi commercial banks before and
after VAT implementation, where the data indicate a significant
decrease in profits retained after VAT implementation. Table 8 and
Figure 5 illustrate the results of the comparison between the
average gross operating income of Saudi commercial banks before
and after VAT implementation, where the data indicate a slight
increase in the total operating income after VAT implementation.
Figure 6 illustrates the comparison between average total operating
expenses before and after VAT implementation. Table 9 and Figure
7 illustrate the results of the comparison between the average net
operating income of the Saudi commercial banks before and after
VAT implementation. The data indicate a significant increase in net
operating income after VAT implementation.

Testing the study hypotheses

The paired sample test, which is one of the T-Test tests was used.
The T-Test is one of the most famous scientific tests used to
compare two groups through their arithmetic mean. For regression

analysis; the test determines whether regression line coefficients
are statistically significant (Shiraz, 2015:339).

First hypothesis: There are statistically significant differences
at the level of 0.05 and less between the total assets before
and after VAT implementation

Null hypothesis (Ho): There are no statistically significant
differences between the total assets before and after VAT
implementation.

Alternative hypothesis (Hi): There are statistically significant
differences between the total assets before and after VAT
implementation.

Table 10 indicates that the value of the significance level equals
0.542, which is greater than the significance level (0.05). We accept
the null hypothesis which supposes that there are no statistically
significant differences between the total assets before and after the
implementation of value added tax.

Second hypothesis: There are statistically significant
differences at the level of 0.05 and less between total liabilities
before and after VAT implementation.

Null hypothesis (Ho): There are no statistically significant
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155500000

155405399 2

155400000
155300000
Average 155200000
155100000
155000000
154900000

1548300000

Total liabilities before VAT implementation

155005578.9

Evaluating
points

Total liabilities after VAT
implementation

Figure 2. Comparison between the average total liabilities in Saudi commercial banks before and after VAT implementation.

Table 6. Comparison of average customer deposits - current accounts - before and after VAT implementation.

Variable

Average Standard deviation

Customer deposits before VAT implementation
Customer deposits after VAT implementation

139245736.50
138173217.25

82543683.17
85269010.61

139400000
139200000
139000000
Average 128800000
138600000
138400000
138200000
138000000
137800000

Customer deposits before VAT
implementation

139245736.5

138173217.3

Customer deposits after VAT

Evaluating . :
implementation

points

Figure 3. Comparison between the average of customer’s deposit in Saudi commercial banks before and after

the VAT implementation.

Table 7. Comparison between the average retained earnings before and after VAT implementation.

Variable Average Standard deviation
Retained Earnings before VAT implementation 6783126.75 6957663.62
Retained Earnings after VAT implementation 5640055.08 5633677.63

differences between total liabiliies before and after VAT
implementation.

Alternative hypothesis (Hi): There are statistically significant
differences between total liabilities before and after VAT

implementation.

Table 11 indicates that the value of the significance level equals
0.816, which is greater than the significance level of (0.05); we
accept the null hypothesis, which is supposed that there are no
statistically significant differences between the total liabilities
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S000000

GFEILZ2G.75
LHGA00L5 00X

Average

1000000
[
Retained Earnings before applying  Evaluating VAT implementation

VAT points

Figure 4. Comparison between the average profits retained in Saudi commercial banks before and after VAT
implementation.

Table 8. Comparison between average gross operating income before and after VAT implementation.

Variable Average Standard deviation
Total operating income before VAT implementation 2327773.83 2197032.32
Total operating income after VAT implementation 2343816.29 2178803.59
2AS0000
2343816G.29
2345000
g-, AT NNINININ]
I
’a-_) 2ARSO00
E 2330000 2327773.83
2325000
2AR20000

2315000
Total operating income Evaluating Total operating income
before VAT implementation points after VAT implementation

Figure 5. Comparison between the average gross operating income of Saudi commercial banks before and
after VAT implementation.

Table 9. Average total operating expenses before and after VAT implementation.

Variable Average Standard deviation
Total operating income before VAT implementation 1168752.75 940497.67
Total operating income after VAT implementation 1085156.21 1097704.16

Table 10. Average total operating expenses before and after VAT implementation.

Variable Average Standard deviation
Total operating income before VAT implementation 1166335.33 1291763.67
Total operating income after VAT implementation 1260467.58 1139286.31

23
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1180000 116875275
1160000
11 4000
11 20000
110D
10RO

Average

AR RN

Total operating expenses before
VAT implementation

108915621

Total operating expenses
after VAT implementation

Evaluating
points

Figure 6. Comparison between average net operating income before and after VAT implementation.

1230000
1260000
1240000
1220000
1200000
1180000
1160000
1140000
1120000
1100000

1166335.33

Average

Net operating income before VAT
implementation

1260467.58

Evaluating
points

Net operating income
after VAT implementation

Figure 7. Comparison between the average net operating income of the Saudi commercial banks before and

after VAT implementation.

Table 11. Differences between the total assets before and after the implementation of value added tax.

Paired differences

std 95% Confidence interval of the ¢ df Sig. (2-
Mean Std. deviation m'elzrrzor difference tailed)
Lower Upper
Pair 1 2222:2 before_s4 = 561277.04167 5289671.13996 1526996.52829 -2399619.65661 432217373995 630 11  0.542

before and after the implementation of value added tax.

Third hypothesis: There are statistically significant differences
at the level of 0.05 and less between the total customer
deposits (current accounts) before and after VAT
implementation.

Null hypothesis (Ho): There are no statistically significant
differences between total customer deposits (current accounts)
before and after VAT implementation.

Alternative hypothesis (Hi): There are statistically significant
differences between total customer deposits (current accounts)
before and after VAT implementation.

Table 12 shows that the value of the significance level is 0.514
which is greater than the significance level (0.05). Thus, the null
hypothesis is accepted that there are no statistically significant
differences between customer deposits before and after the
implementation of value added tax.

Fourth hypothesis: There are statistically significant
differences at the level of 0.05 and less between the total
retained earnings before and after VAT implementation.

Null hypothesis (Ho):
differences total retained earnings before and after
implementation.

There are no statistically significant
VAT
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Table 12. differences between the total liabilities before and after the implementation of value added tax.

Paired differences

95% Confidence interval of the t df Sig. (2-
Mean Std. deviation Std. error difference tailed)
mean
Lower Upper
an E'fi‘gg'iﬂgzsbefore—)"'sg%zo.250005804440.29257 1675597.58270 -3288145.16382  4087785.66382 .239 11 0.816
Table 13. Differences between customer deposits before and after the implementation of value added tax.
Paired differences
95% Confidence interval of the Sig. (2-
; t df -
Mean Std. Deviation Stri.et;rr:or difference tailed)
Lower Upper
Pair Customer  deposits, y;,51 ¢ 550005504867.423931589118.34453 -2425106.64394 4570145.14394 .675 11  0.514
1 before__4 — deposits
Table 14. Differences between profits before and after VAT implementation.
Paired differences
95% Confidence interval of ¢ df Sig. (2-
Mean Std. deviation  Std. error mean the difference tailed)

Lower Upper

Earnings before _4

Pair 1 ;
— earnings

1143071.66667 1542096.10416

445164.80043

163270.54713 2122872.78620 2.568 11 0.026

Alternative hypothesis (Hi): There are statistically significant
differences between total retained earnings before and after VAT
implementation.

Table 13 indicates that the value of significance level equals 0.026,
which is less than the significance level of (0.05); it means that it is
highly statistically significant. Thus, the null hypothesis can be
rejected and the alternative hypothesis is accepted which is
supposed that there are statistically significant differences between
profits before and after VAT implementation.

Fifth hypothesis: There are statistically significant differences
at the level of 0.05 and less between the total operating income
before and after VAT implementation

Null hypothesis (Ho): There are no statistically significant
differences between total operating income before and after VAT
implementation.

Alternative hypothesis (H;): There are statistically significant
differences between total operating income before and after VAT
implementation.

Table 14 shows that the value of the significance level is 0.591,
which is greater than the significance level (0.05). Therefore, we
accept the null hypothesis that there are no statistically significant
differences between the total operating income before and after
VAT implementation

Sixth hypothesis: There are differences of statistical
significance at the level of 0.05 less between the total
operating expenses before and after VAT implementation.

Null hypothesis (Ho): There is no statistically significant difference
between total operating expenses before and after VAT
implementation.

Alternative hypothesis (Hi): There are statistically significant
differences between total operating expenses before and after VAT
implementation.

Table 15 shows that the value of significance level is 0.277, which
is greater than the significance level (0.05); we accept the null
hypothesis that there are no statistically significant differences
between the total operating expenses before and after the
implementation of value added tax.

Seventh hypothesis: There are differences of statistical
significance at the level of 0.05 less between net operating
income before and after VAT implementation

Null hypothesis (Ho): There are no statistically significant
differences between net operating income before and after VAT
implementation.

Alternative hypothesis (H'): There are statistically significant
differences between net operating income before and after VAT
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Table 15. Differences between the total operating income before and after VAT implementation.

Paired differences

95% Confidence interval ¢ df Sig. (2-
Mean S.td: Std. error of the difference tailed)
deviation mean
Lower Upper
Operating income —
Pair1  Operating income 16042.45833 100419.85142 28988.71412 -47761.27126 79846.18793 0.553 11 0.591

before )4

Table 16. Differences between the net operating income before and after VAT implementation.

Paired differences

95% Confidence interval of t df Sig. (2-
Mean Std. deviation Str?]'e‘zrrzor the difference tailed)
Lower Upper

Net operating income —
Pair 1 net operating income 94132.25000 315453.99035 91063.72312 -106297.65322 294562.15322 1.034 11 0.323
before 4

implementation. (viii) There are no statistically significant differences
o L _ between customer deposits before and after the
Table 16 indicates that the value of the significance level is 0.323,

which is greater than the significance level (0.05). Therefore, the Impleg‘ematlon of .VAT'" iqnifi diff b
null hypothesis is there are no statistically significant differences (ix) There are statistically significant differences between

between the net operating income before and after VAT retained profits before and after the implementation of
implementation. VAT.

(X) There are no statistically significant differences

between total operating income before and after the
CONCLUSION AND RECOMMENDATIONS implementation of VAT.

(xi) There are no statistically significant differences
The findings of the study can be concluded in the between the total operating expenses before and after
following points: the implementation of VAT.

(xii) There are no statistically significant differences
(i) There is a slight decrease in total assets after the between the net operating income before and after the

implementation of VAT. implementation of VAT.

(ii) There is a slight decrease in total liabilities after the

implementation of VAT. Finally, the study findings illustrate that banks in Saudi
(iii) There is a slight decrease in customer deposits after Arabia were not significantly affected by the
the implementation of VAT. implementation of VAT, but the effect was very limited.
(iv) There is a significant decrease in retained earnings

after the implementation of VAT. We cannot also say that this effect was a direct result of
(V) There is a slight increase in the total operating income VAT implementation. However, other local, regional and
after the implementation of VAT. international factors, economic and political changes,
(vi) There is a significant decrease in the total operating inflation and deflation shall also affect the banking sector.
expenses after the implementation of VAT. This opens the way for research opportunities by looking
(vi) There is a significant increase in net operating at the factors affecting the banking sector in Saudi
income after the implementation of VAT. Arabia, as well as examining the impact of VAT
(vi) There are no statistically significant differences  implementation on different sectors at different periods.

between the total assets before and after the

implementation of VAT.

(vii) There are no statistically significant differences CONFLICT OF INTERESTS
between the total liabilities before and after the

implementation of VAT, The author has not declared any conflict of interests.
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