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Taxation in the United Arab Emirates
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payable during the periods, in which they are members
of the Tax Group. Under certain circumstances the
FTA may on its own authority register related parties
as a Tax Group.

Rates

The Standard VAT Rate is 5 %. Some supplies may be
subject to a Reduced Rate of 0 % (e.g., export of goods
or services, international transportation, supply or
import of crude oil and natural gas, educational and
related goods, certain health care services).

Exemptions

Exempt supplies and services include specific financial
services (e.g., provision of credit, life insurance), real
estate supplies (e.g., residential buildings, bare land)
and transportation supplies (e.g., local passenger
transport).

Tax Invoice
VAT-registered businesses must issue Tax Invoices on
all supplies within 14 days of the time of supply.

The option to issue a Simplified Tax Invoice (STI) for
taxable supplies applies to all supplies below

AED 10,000 (approx. EUR 2,500) and where the
recipient of the goods or services is not registered for
VAT:

STI Minimum Requirements:

— Clearly displays “Tax Invoice”

— Date of issuance

— Name, address, and Tax Registration Number
(TRN) of supplier

— Description of goods or services

— Total consideration

— VAT amount charged

Full Tax Invoice (FTI) Additional Requirements:
Tax Invoice Number (unique and sequential)

— Name, address and TRN of the entity receiving the
goods or services

— Unit price, quantity or volume, net value, VAT rate
and VAT amount for each good or service

— Amount of discount offered

— Gross amount payable in AED

— Central Bank official Forex rate if the supply is in
other currency than AED

— Indication and reference to the relevant provision in
case the invoice relates to a supply or service for
which the recipient is required to account for tax

Input VAT recovery

Input VAT on purchases can be claimed during VAT
return submissions if goods and services are (intended
to be) used for making:

— Taxable supplies in the UAE
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— Supplies outside the UAE (if taxable when supplied
in the UAE) and
— Supplies of financial services outside of the UAE

Input tax can be deducted in the first tax period when a
valid tax invoice is received and there is the intention
to pay the consideration within 6 months after the
agreed payment term.

Both supplies at the Standard Rate and the Zero Rate
entitle Taxable Persons to claim Input-VAT, levied on
goods and services received.

Exempt supplies do not entitle to Input-VAT recovery.

Where a taxable person supplies both taxable and
exempt goods/services, it is entitled to claim Input
VAT based on certain apportionment principles.

Input tax on pre-registration supplies and imports may
be claimed in the first tax return following the
registration.

Designated Zones

Some Free Zones, as published in a Cabinet Decision,
enjoy the status of Designated Zones and are excluded
from the territorial scope of the UAE with regard to the
supply of goods and therefore obtain a special VAT
treatment.

Profit Margin Scheme

Tax can be calculated based on the profit margin
earned on a supply of second-hand goods, antiques and
collector’s items subject to conditions met.

Reporting/Filing/Payment
The competent authority for VAT-related issues is the
FTA.

The standard tax period is quarterly. Larger businesses
are required to file their tax returns on a monthly basis.

The tax filing and payment is due on the 28th day
following the end of the tax period.

The supply of goods at the standard rate is to be
reported for each individual Emirate.

The FTA also allows taxpayers to submit requests for
clarifications and administrative exemptions, where
appropriate.

Record Keeping/Limitation Period/Tax Audits
Taxable persons must keep proper records for five
years. This corresponds to the general limitation
period. Any records relating to real estate must be kept
for a period of 15 years. After the limitation period has
lapsed a Tax Audit or Tax Assessment may no longer
be conducted. However, some exceptions apply, for
example involving notification of the audit /
assessment during the five-year period, or if the
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Voluntary Disclosure (“VD”) is submitted in the fifth
year, or in cases of tax evasion or failure to register.

Excise Tax

The UAE implemented the Excise Tax Regime in
2017. Goods subject to the Excise Tax are referred to
as Excise Goods.

The Excise Tax is an indirect tax levied on goods that
are typically harmful to human health or the
environment.

The legal basis for the Excise Tax in the GCC is the
Excise Tax Treaty. The Treaty sets out general rules
and grants the ‘GCC Financial and Economic
Cooperation Committee’ the power to adopt additional
rules at GCC treaty level. The treaty is only effective if
the GCC Member States implement the framework in
their domestic legislation.

Categories of Goods and Excise Tax Rates
Excise Taxes are applicable to three categories of
goods:

Category ‘ Rate
Tobacco, tobacco products and
electronic smoking devices 100 %
(including the liquid used in the °
vape)
Energy drinks 100 %
Carbonated drinks and products with

50 %

added sugar or other sweeteners

Tax rates imposed on Excise Goods may not exceed
200 % of the price of the goods.

Tax Registration, Tax Payment and Tax Filing
of Excise Goods

Importers and manufacturers of Excise Goods released
for consumption in the UAE are required to register
with the FTA.

This also applies in certain cases to anybody involved
in the stockpiling of Excise Goods in the UAE or with
the responsibility to oversee an Excise Warehouse or
Designated Zone.

The Excise Tax is paid by the manufacturer or importer
of the taxable good at the point of entry into the UAE.
The tax return must be filed electronically through the
FTA’s online portal (EMARATAX) on a monthly
basis.

Exemptions

Certain goods are exempt from the Excise Tax,
including medicines, medical equipment and supplies,
and exports of taxable goods.
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Penalties for Non-Compliance

Penalties can be imposed for non-compliance,
including fines, imprisonment, and suspension or
revocation of the business’s Excise Tax Registration.

Direct Tax

Corporate Income Tax (CIT)

Issued on 3 October 2022 (Federal Decree Law No. 47
0f 2022), the CIT Law became effective 15 days after
its publication in the Official Gazette on 10 October
2022.

Scope

UAE CIT is a direct tax imposed on a Taxable Person’s
Taxable Income exceeding AED 375,000 at a rate of

9 %.

Qualifying Income of Qualifying Free Zone Persons is
subject to 0 % CIT for the remainder of a Free Zone’s
tax incentive period, upon fulfilment of further
conditions.

In line with the Pillar Two Rules of the OECD
regarding global minimum taxation the CIT was
amended in October 2023 to introduce a supplementary
tax on multi-national enterprises so that the total
percentage of the actual tax imposed is fifteen percent.
It has been announced that the UAE will introduce a
Domestic Minimum Top up Tax (DMTT) effective for
Financial Years starting on/after 1 January, 2025. This
means that large Multinational Enterprises (MNEs)
with a global turnover above EUR 750,000,000
(approximately AED 3,000,000,000) will be effectively
taxed at 15% on their profits. Likewise, tax incentives
for Research and Development (R&D) and high-value
employment activities are being considered. An official
decision has not yet been released in this regard.

Taxable Person (TP)
TP may be Resident Persons or Non-Resident Persons.

A Resident Person refers to any juridical person
incorporated or otherwise established or recognized
under the applicable laws of the UAE. Juridical persons
incorporated or otherwise established or recognized
under foreign laws are only considered a Resident
Person if they are effectively managed and controlled
in the UAE. Natural persons (individuals) are subject to
CIT when conducting a business or any business
activity.

Free Zone Persons and their branches are explicitly
included. Offshore companies are also incorporated
under the laws of the UAE and are accordingly
considered as Resident TPs.

A Non-Resident Person is any person who is not a
Resident Person but maintains a Permanent
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Establishment in the UAE or derives UAE-sourced
income or has a nexus in the UAE.

Partners in an Unincorporated Partnership (UP)
conducting a business are treated as individual TP but
can opt for the UP to be treated as a TP in its own right.

Exempt Person
If all criteria are met, exemptions from CIT mainly
exist for:

— Government (controlled) Entities

— Persons engaged in extractive Business or non-
extractive Natural Resource Business to the extent
of their income being subject to Emirate Level
Corporate Tax

— Qualifying Public Benefit Entities

— Qualifying Investment Funds

Corporate Tax Base (CTB)
The juridical TP’s CTB is its worldwide income. The
same applies to a natural person’s income insofar as it

relates to the business or business activities conducted
in the UAE.

Non-Resident Persons are subject to tax on the income
attributable to their Permanent Establishments in the
UAE and state-sourced income not attributable to their
PE in the UAE.

Permanent Establishment (PE)
A PE exists in case of

— A fixed or permanent place in the UAE, through
which business is conducted (e.g., a branch, office,
factory, workshop, building site, or place of
management)

— A person habitually concluding contracts on behalf
of the Non-Resident Person or a dependent agent
negotiating contracts concluded by the Non-
Resident Person without material modifications

— A Non-Resident Person having any other form of
nexus in the UAE

Qualifying Free Zone Person (QFZP)
A QFZP is a Free Zone Person that meets the following
criteria during a tax period:

— Maintains adequate substance
— Derives Qualifying Income
— Has not elected to be subject to CIT
— Complies with the Arm’s Length Principle (ALP)
and Transfer Pricing Documentation requirements
— Any other conditions as may be prescribed by the
MOoF, i.e.
o Prepares audited financial statements;
o Does not exceed the de-minimis threshold for
Non-Qualifying Income (i.e., the lower of AED
5 million or 5% of total revenue for the Tax

Period)
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The ALP is adhered to if the results of the arrangement
involving Related Parties is consistent with the results
that would have been achieved if Persons who were not
Related Parties made a similar arrangement under the
same conditions.

Other conditions may be prescribed by adjacent rules
and regulations.

Qualifying Income
In general, the following income of a QFZP can be
subject to the zero percent tax regime:

— Income derived from transactions with other UAE
Free Zone Persons (must be the beneficial recipient
of the good or service) and not derived from
excluded activities

— Income derived from Qualifying Activities with
Non-Free Zone Persons if not from Excluded
Activities

— Income derived from the ownership or exploitation
of Qualifying Intellectual Property (separate
considerations for determining this).

— Any other income if de-minimis requirements are
satisfied

Income attributable to a Domestic or Foreign PE are
generally taxed at the standard rate of 9 %.

Qualifying Activities are:

a) Manufacturing of goods or materials

b) Processing of goods or materials

¢) Trading of Qualifying Commodities

d) Holding of shares and other securities for
investment purposes

e) Ownership, management and operation of ships

f) Reinsurance services

g) Fund management services

h) Wealth and investment management services

i) Headquarter services to Related Parties

j) Treasury and financing services to Related Parties
or for its own account

k) Financing and leasing of aircraft

1) Distribution of goods or materials in or from a
Designated Zone to resellers or public benefit
entities

m) Logistics services

n) Any activities of ancillary nature to such activities

Excluded Activities are:

— Any transactions with natural persons, except
transactions in relation to the Qualifying Activities
as mentioned above under ¢), g), h) and k) above.

— Banking activities

— Insurance activities (but not those under f) and 1)
above)

— Finance and leasing activities (but not those under
¢), e), j) and k) above)
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— Ownership or exploitation of immovable property
other than commercial property located in a
Free Zone where the transaction in respect of such
commercial property is conducted with other Free
Zone Persons

— Any activities that are ancillary to those activities.

Taxable Income (TI)

The TI for a tax period is determined separately based
on adequate standalone financial statements prepared
for financial reporting purposes, in accordance with
accounting standards accepted in the UAE (IFRS).
Such accounting income is subject to adjustments as
provided for in the CIT Law (e.g., exempt income and
non-deductible expenses).

The TP may elect to recognize either gains and losses
for all assets and liabilities subject to fair value or
impairment accounting on a realisation basis or only
for assets and liabilities held on capital account at the
end of a tax period at realisation basis and consider
unrealized gains and losses for those held on revenue
account.

Unrealised gains and losses include Forex gains and
losses.

TPs with revenues of no more than AED 3,000,000
may prepare financial statements using the Cash Basis
of Accounting.

Exempt Income
Dividends and other profit distributions are exempt if
received from:

— a Resident Juridical Person or
— aso-called Participating Interest in a Foreign
Juridical Person

The main characteristics of a Participating Interest are:

— Not holding less than 5 % interest in
ownership/profit and liquidation proceeds (or)
acquisition cost of no less than AED 4,000,000

— The (intention to) holding the Participating Interest
uninterrupted for more than 12 months

— The Participating Interest is subject to not less than
9% CIT

— Not more than 50% of the (in)direct assets of the
Participation must consist of ownership interests
which would not qualify for the Participation
Exemption if held directly.

Capital gains on disposals of a Participating Interest
(local or foreign) are exempt.

Furthermore, Resident Persons can elect to not
consider income and associated expenditures of their
foreign PEs if the PE is subject to CIT or similar tax
under the tax system of a foreign jurisdiction.
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The CIT Law provides some relief for transfers of
assets within a so-called Qualifying Group. Assets and
liabilities can be transferred at Net Book Value
between members of a Qualifying Group. Members of
a Qualifying Group can only be Taxable Resident
Juridical Persons with 75 % or more ownership interest
held directly or indirectly. Furthermore, a Non-
Resident Person’s PE can be part of a Qualifying
Group. All group members must have the same tax
year and apply the same accounting standards. QFZP
cannot be included.

Non-Deductible Expenses
The following expenses are non-deductible for CIT
purposes:

— Expenditure not incurred for the purpose of the
TP’s business

— Expenditure incurred in deriving exempt income

— Losses not connected with or arising out of the TP’s
business

— 50 % of Entertainment expenses (unless pertaining
to staff entertainment)

— Donations to Non-Qualifying Public Benefit
entities

— Most fines and penalties, bribes and other illicit
payments

— Dividends, profit distributions and other benefits of
similar nature

— Amounts withdrawn from the Business by a natural
person who is a TP

— CIT imposed on TP

— Recoverable UAE Input VAT

— Foreign tax imposed on TP

— Other as issued in a decision by the Cabinet at the
suggestion of the Minister

Interest Deduction Limitation Rule

Net interest expenses are deductible in the Tax Period
in which they were incurred. In general, the net interest
expense incurred is deductible up to 30% of the taxable
person's accounting Earnings Before Interest, Taxes,
Depreciation, and Amortization (EBITDA). The
EBITDA must be adjusted for any tax-exempt income
that may be included. However, there are numerous
specific rules that limit interest deductibility.

Net interest expenditure disallowed may be carried
forward and deducted in the following 10 years.

This 30% restriction is not applicable where the Net
Interest Expenditure does not exceed AED 12,000,000.

The above limitation does not apply to banks,
insurance providers and natural persons undertaking a
business or business activity in the UAE.
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Transactions with Related Parties and
Connected Persons

Arrangements between related parties must meet the
Arm’s Length Principle (ALP). Under the CIT law, the
following transfer pricing methods are accepted:

— Comparable Uncontrolled Price Method

— Resale Price Method

— Cost-Plus Method

— Transactional Net Margin Method

— Transactional Profit Split Method

— Other methods if above cannot be reasonably
applied and comply with the ALP

Transfer Pricing rules apply if the context requires for
payments to Connected Persons (owner, director of a
TP or related party of those) unless they are traded on a
recognised stock exchange, subject to the regulatory
oversight of a competent authority in the state or other
person as may be determined in a decision issued by
the Cabinet at the suggestion of the Minister of
Finance.

Tax Losses

Tax losses may be offset against TI of subsequent tax
periods up to a maximum of 75 % of the TI before such
tax loss relief. A tax loss carry back is not possible.
There is no expiry date to the losses carried forward.
However, throughout the entire tax period the same
person(s) must continuously hold more than 50 % of
the ownership interest with the TP. Otherwise, special
restructuring provisions must be met.

Tax losses incurred prior to the commencement of the
CIT law or before becoming a TP cannot be claimed,
nor can losses pertaining to exempt income.

Two or more Taxable Juridical Resident Persons with
the same financial year and subject to the same
accounting standards may offset a loss or a portion
thereof with TI of the other party. Under the
circumstances that they have direct or indirect
ownership of at least 75 % in each other or when a
third person has such ownership in both of them.
QFZPs cannot participate in such loss transfer.

Tax Group

The CIT law outlines the conditions and procedures for
forming a Tax Group in which a parent company can
apply to the FTA to form a Tax Group with one or
more subsidiaries, provided that certain conditions are
met, including the ownership of at least 95 % of the
share capital, voting rights, profits, and net assets of the
subsidiary.

For legal purposes, the Tax Group is regarded as a
single TP, represented by the parent company. The
parent company is responsible for complying with all
tax obligations on behalf of the Tax Group.
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The parent company and each subsidiary are jointly
and severally liable for Corporate Tax, payable by the
Tax Group. A subsidiary can join an existing Tax
Group or leave the group in certain circumstances.

The FTA may dissolve a Tax Group or change the
parent company based on information available to it.

Some other Reliefs

In addition to the reliefs already discussed above, the
following are amongst the reliefs available under the
CIT Law:

— Small Business Relief
— Business Restructuring Relief
— Foreign Tax Credits

Withholding Tax (WHT)

Certain state sourced income derived by a Non-
Resident Person that is not attributable to any of their
PEs in the UAE is subject to WHT.

At the suggestion of the Minister, the cabinet may
specify other income subject to WHT.

The TP can apply for a Tax Credit that reduces its
Corporate Tax liability. The Tax Credit is capped at the
lower of the WHT paid or the Corporate Tax due in the
tax period. Any unutilized credit can be carried
forward.

Currently, the WHT rate applicable to such income is
0 %.

General Anti Abuse Rules (GAAR)

The CIT Law contains General Anti Abuse Rules
(GAAR), which allow the FTA to adjust certain tax
advantages, obtained for transactions or arrangements
that lack valid commercial or non-fiscal reasons and
have the main purpose (or one of its main purposes) in
creating a Corporate Tax advantage, such as obtaining
tax refunds or avoiding or reducing the Corporate Tax
payable. The FTA must prove that its determination is
reasonable.

Record Keeping

In addition to the provisions of the Tax Procedures
Law, TP are required to maintain all records and
documents for a period of 7 years after the end of the
relevant tax period. These records must support the
information provided in tax returns or other documents
filed with the FTA and enable them to easily determine
the TI.

Exempt persons must maintain records that allow their
exempt status to be easily determined by the FTA for
the same period.
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Registration

The FTA prescribed time limits for Taxable Persons
that existed before 1 March 2024. Its timelines are
expired already.

With respect to those companies incorporated or
otherwise established/recognised after 1 March 2024,
the timelines are as follows:

— Resident Juridical Persons: three months from
incorporation.

— Non-Resident Juridical Persons which are managed
or controlled from within the UAE: three months
from the end of the financial year

— Non-Resident Judicial Persons with a PE in the
state: six months from establishment of the PE —
Non-Resident Judicial Persons with a Nexus in the
State (e.g. real estate): three months from
establishment of the Nexus.

Natural self-employed Persons with revenues over
AED 1,000,000:

— Residents: 31 March of the following year.
— Non-Residents: three months from the date of
meeting the conditions for being subject to tax.

Failure to follow the timelines warrants a penalty of
AED 10,000. This penalty is waived if the returns are
submitted within 7 months from the end of the
Financial Year.

Economic Substance Regulations
(ESR)

As part of the UAE’s commitment towards its
membership in the Organization for Economic
Cooperation and Development (OECD)/ G20 Inclusive
Framework (IF), and in response to the UAE’s
evaluation by the European Union Code of Conduct
Group (Business Taxation) and consequent
blacklisting, the UAE has enacted a number of
regulations, which together form the ESR, to ensure
compliance with OECD and EU standards.

Based on the ESR, it is necessary to ensure that all
companies, both in the UAE Mainland and in the Free
Zones, comply with the prescribed requirements to the
extent that a “Relevant Activity” (RA) as defined in the
Regulations is being carried out.

Essentially, the Regulations require companies
engaged in one or more of the RAs contained in the
ESR to demonstrate an adequate "economic presence"
in the UAE in proportion to the RA they carry out.

ESR has been abolished with effect from financial
years ending after 31 December 2022. Below is an
explanation on the obligations relating to Financial
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Years commencing from 1 January 2019 until
Financial Years ending on 31 December 2022.

Relevant Activities (RA)
RA, within the meaning of the ESR are:

— Banking Business

— Insurance Business

— Investment Fund Management Business

— Finance Leasing (Lease-Finance Business)
— Headquarters Business

— Shipping Business

— Holding Company Business

— Intellectual Property Business

— Distribution and Service Centre Business

Companies must self-assess whether or not they carry
out a RA.

Reporting Requirements

Companies that carry out a RA must submit an
Economic Substance Notification within 6 months
from the end of the fiscal year indicating the RA. This
is regardless of whether the licensee is exempt from the
ESR or whether income was earned from a RA.

An Economic Substance Report must be submitted
within 12 months from the end of the fiscal year if
income was earned in the period from a RA and the
licensee was not exempt from the ESR. The report
must include information to prove that sufficient
substance requirements were met in relation to the RA.

Substance Requirements

The required substance that a company has to
demonstrate for its RA varies depending on the nature
of the activity with certain minimum requirements
applying to all companies, such as:

— management and administration of the company in
the UAE,

— physical presence, defined by an office, and

— an adequate number of employees and operating
expenses.

Penalties for Non-Compliance
Failure to comply with the reporting requirements or to
pass the test can result in significant fines.

Disclaimer

The information provided herein is intended to provide
a general overview on certain aspects of the UAE’s
Tax Laws and Regulations. This document is not an
official interpretation or comprehensive analysis of
such Law and associated Executive Regulations,
Cabinet and Ministerial Decisions. Please note that
only the MoF and the FTA have the authority to issue
official interpretations of the Tax Laws and
Regulations.

This leaflet was drafted in collaboration with the law and tax consultancy firm emltc (www.emltc.com). The information
provided is for informational purposes only. No guarantee is given for the accuracy and completeness of the information.
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Readers are strongly advised to only rely on official
publications from these bodies for authoritative
information on this subject.

While we have made every effort to ensure that the
information provided in this document is accurate and
up-to-date at the time of publishing, the Laws and
Regulations governing taxes in the UAE are subject to
change.

We accept no liability for any loss or damage arising
directly or indirectly from reliance on the information
contained in this document. This document does not
constitute legal or tax advice and should not be used as
a substitute for consultation with professional legal or
tax advisors. If you have specific questions about any
legal or tax matter, please consult with your attorney or
tax consultant.

Key Contacts

Dr. Constantin Frank-Fahle, LL.M.
Attorney-at-Law (Germany)
Founding Partner

emltc DMCC
frank-fahle@emltc.com
+971 (0)4 422 9331

Andreas Heinrich, LL.M. oec.
Attorney-at-Law (Germany)
Tax Advisor (Germany)
Counsel

emltc DMCC
heinrich@emltc.com
+971 (0)4 422 9331

Michael Jansen
Tax Advisor (Germany)
Counsel

emltc DMCC
jansen@emltc.com
+971 (0)4 422 9331

emltc il

Emerging Solutions.
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