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The UAE Corporate Tax Law (CT Law) is effective for
any financial year beginning on or after 1 June 2023
(i.e., for a company following calendar year, the first tax
year would be 1 January 2024 to December 2024).

The CT Law is applicable to any juridical person
incorporated in the UAE including Free Zone Entities
(this includes companies, firms, LLPs, unincorporated
JVs, etc.) and natural person carrying on business
activities. Furthermore, any juridical person
incorporated outside the UAE but effectively managed
from the UAE would also be considered as a resident
for UAE corporate tax purposes.

Non-residents would be taxed in the UAE in respect of
their income derived from a Permanent Establishment
(PE) in the UAE or in respect of income derived through
a ‘Nexus’in the UAE.

Corporate tax shall be imposed on a taxable person at
the rate of 9%.

A Qualified Free Zone Person (QFZP) would be liable to
a 0% corporate tax on its qualifying income and 9% tax
on non-qualifying income.

Free Zone Entities

UAE CT impact on Free Zone Entities

A Free Zone person, to avail 0% corporate tax benefits,
has to first become a QFZP. In order to become a QFZP,
the following conditions are required to be satisfied:

« Should be part of the Free Zone which is recognized
as a qualifying Free Zone.

* Should maintain adequate substance in the Free
Zone (i.e. have sufficient operations, employees, and
directors on the ground in the Free Zone).

» Should not have elected to be subject to corporate
tax.

» Should comply with the arm'’s length principle for
related party transactions and connected persons.

+ Should earn/derive ‘Qualifying Income’.
» Prepare and maintain audited financial statements.

» Comply with any other conditions as may be
prescribed.
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The term ‘Qualifying Income’ has now been defined by
way of Cabinet Decision No. 100 read with Ministerial
Decision No. 265 of 2023.

« A person shall be said to be earning Qualifying
Income if his income is derived from:

o Transactions with other Free Zone persons, other
than income from excluded activities’'.

o Transactions with non-Free Zone persons
(including non-UAE customers) only in respect of
qualifying activities2 which are not excluded
activities.

 In case a QFZP earns non-qualifying revenue?, then
the same should not exceed 5% of their total revenue
or AED 5 million, whichever is lower.

* In case of failure to meet the above conditions, a
Free Zone person shall cease to be a QFZP for that
tax period and the subsequent four tax periods.

Compliance Requirement for a Free Zone
Company

 All Free Zone persons (including ones subject to 0%
tax rate) shall be required to undertake following
compliances:

o Obtain corporate tax registration
o Gettheir accounts audited
o Filetax returns

o Ensure transactions with related
parties/connected persons are based on the
arm'’s length principle. Transfer Pricing (TP)
documentation (such as master file, local file)
must be maintained subject to certain
conditions*.
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Important Aspects to be kept in mind by Free
Zone persons in the UAE

Ensuring that QFZP has substance in the Free Zone will
be very critical. It is important to note that unlike
Economic Substance Regulations (ESR), UAE CT Law
requires entities to have substance within the Free
Zone. Accordingly, companies would have to evaluate
the level of activity, assets, and employees present in
Free Zones and not in the UAE.

QFZP cannot be a part of tax groups, transfer tax
losses, or claim small business relief. Furthermore,
QFZP are not eligible for tax relief on intra-group
transfers and restructuring.

Free Zone exemption is now activity-based and hence, it
becomes very critical for Free Zone companies to
evaluate whether they qualify for 0% corporate tax or
not. In case they are not qualifying for the exemption,
then it would be important for them to evaluate whether
there is any opportunity to restructure the business or
evaluate the pros and cons of opting out of the
exemption.

While the Qualifying Income and excluded activities
have been defined, there are still certain areas which
may require clarifications, especially on what would be
the definition of certain terms such as securities, wealth
management services, headquarter services, trading
businesses, etc. Accordingly, it would be important to
conduct a detailed impact assessment based on the
business activities conducted by the company.

Free Zone persons would be required to adhere to the
arm'’s length principle and maintain adequate TP
documentation. It would become imperative for
businesses to review their inter-company transactions,
formulate a transfer pricing policy, and maintain
relevant documents/records to substantiate its position
on transfer pricing.

Furthermore, the CT Law provides that Qualifying Free
Zone Persons that are part of a large multinational
group® are to be taxed at 15% in line with OECD BEPS
Pillar Two. Detailed guidance will be released shortly.

1. Excluded activities include any transactions with natural persons (except for certain specified activities), banking activities, insurance
activities, finance and leasing activities, ownership and exploitation of immovable property (specific cases), and any activity ancillary to

the above.

2. Manufacturing and/or processing of goods, trading of qualifying commaodities, holding of shares and securities, operation and
management of ships, re-insurance services, fund management, wealth and investment management, headquarter services and
treasury services to related parties, financing and leasing of aircrafts, distribution of goods through designated zones, logistic services,

and any activity ancillary to the said services.

3. Non-qualifying revenue means revenue from excluded activities or from activities which are not qualifying and where the other party is
a non-Free Zone person. However, revenue attributable to domestic and foreign PEs of a Free Zone person shall not be included and
certain immovable property transactions shall not be included in non-qualifying revenue.

4. Revenues in a relevant tax period of at least AED200 million, or they are part of an MNE group with a total consolidated group revenue

of at least AED 3.5 billion in the relevant tax period.

5. MNE Groups which have consolidated revenues in excess of AED 3.15 billion
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Free Zone Entities — Next Steps

» Evaluate whether your entity is complying will all the
conditions to be considered as a QFZP. This would
include reviewing substance in the Free Zone,
formulation of a transfer pricing policy for
transaction with related parties/connected persons,
etc.

» Review the nature of activities, types of customers,
etc. to determine whether your entity is earning
Qualifying Income or not. Identify areas for
restructuring to ensure you optimize your tax costs in
the UAE.

* In case your entity is liable to tax, examine your
accounting policies, deductible expenses, etc. to
optimize your tax costs.

» Entities with overseas subsidiaries and investment
holding companies would have to evaluate
participation exemption eligibility and also ensure
that there is no risk for subsidiaries/investments to
become a resident in the UAE due to their control and
management being in the UAE.

» Plan and prepare for corporate tax implementation
after conducting a detailed impact assessment to
ensure that your entity is on the right side of the law
and geared up for compliances from an operational
as well as legal perspective.
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Nexdigm is an employee-owned, privately held, independent global
organization that helps companies across geographies meet the
needs of a dynamic business environment. Our focus on problem-
solving, supported by our multifunctional expertise enables us to
provide customized solutions for our clients.

We provide integrated, digitally driven solutions encompassing
Business and Professional Services, that help companies navigate
challenges across all stages of their life-cycle. Through our direct
operations in the USA, Poland, UAE, and India, we serve a diverse
range of clients, spanning multinationals, listed companies,
privately-owned companies, and family-owned businesses from
over 50 countries.

Our multidisciplinary teams serve a wide range of industries, with a
specific focus on healthcare, food processing, and banking and
financial services. Over the last decade, we have built and leveraged
capabilities across key global markets to provide transnational
support to numerous clients.
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From inception, our founders have propagated a culture that values
professional standards and personalized service. An emphasis on
collaboration and ethical conduct drives us to serve our clients with
integrity while delivering high quality, innovative results. We act as
partners to our clients, and take a proactive stance in understanding
their needs and constraints, to provide integrated solutions. Quality at
Nexdigm is of utmost importance, and we are ISO/IEC 27001 certified
for information security and ISO 9001 certified for quality
management.

We have been recognized over the years by global organizations, like
the International Accounting Bulletin and Euro Money Publications,
World Commerce and Contracting, Everest Group Peak Matrix®
Assessment 2022, for Procurement Outsourcing (PO) and Finance
and Accounting Outsourcing (FAO), ISG Provider Lens™ Quadrant
2023 for Procurement BPO and Transformation Services and Global
Sourcing Association (GSA) UK.

Nexdigm resonates with our plunge into a new paradigm of business;
it is our commitment to Think Next.

India Hong Kong Japan

Reach out to us at ThinkNext@nexdigm.com

Listen to our
podcasts on all
major platforms

This document contains proprietary information of Nexdigm and cannot be reproduced or further disclosed to others without prior written permission from Nexdigm unless reproduced or disclosed in its entirety

without modification.

Whilst every effort has been made to ensure the accuracy of the information contained in this document, the same cannot be guaranteed. We accept no liability or responsibility to any person for any loss or damage

incurred by relying on the information contained in this document.

© 2024 Nexdigm. All rights reserved.


https://www.youtube.com/channel/UCkMbTFPOPb9c1K_BYswNJmw
https://twitter.com/Nexdigm_
https://www.instagram.com/nexdigm/?hl=en
https://www.nexdigm.com/podcasts/
https://www.nexdigm.com/podcasts/
https://www.nexdigm.com/podcasts/
https://www.nexdigm.com/podcasts/
https://www.linkedin.com/company/nexdigm/
https://www.linkedin.com/company/nexdigm/
https://www.linkedin.com/company/nexdigm/
https://www.facebook.com/NexdigmThinkNext/
http://www.nexdigm.com/
mailto:ThinkNext@nexdigm.com

	Slide 1
	Slide 2
	Slide 3
	Slide 4

