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A company registered in a free zone (hereinafter – “Free Zone Person”) in the UAE is not automatically eligible for 0% corporate tax rate.

Corporate tax rates in the UAE are as follows:

9% - the standard corporate tax rate in the UAE, 
0% - the rate, which might be applicable for Free Zone Persons provided that they are treated as a Qualifying Free Zone Person.

In order to be considered as a Qualifying Free Zone Person, a Free Zone Person must meet the following requirements: 

1) derive qualifying income from relevant transactions (further discussed below);
2) maintain adequate substance in the free zone (further discussed below);
3) satisfy the de minimis requirement (further discussed below);
4) have not elected to be subject to corporate tax;
5) comply with the transfer pricing rules and documentation requirements (for related parties transactions);
6) prepare and maintain audited financial statements.

Requirement 1 - Qualifying Income:

Qualifying Income is the income that can benefit from the 0% Corporate Tax rate.
Qualifying Income includes: 

1) Income derived from transactions with other Free Zone Persons, provided they are beneficial recipients for goods or services (except for income derived from Excluded Activities);

2) Income derived from transactions with any Non-Free Zone Person (includes overseas and mainland companies), only in the case of Qualifying Activities that are not Excluded Activities; 

3) Income derived from the ownership or exploitation of Qualifying Intellectual Property;

4) Any other income where the de minimis requirement is satisfied.

Excluded Activities  

Qualifying Income does not include income derived from Excluded Activities.

 The Excluded Activities include:

• Transactions with natural persons, except in relation to certain Qualifying Activities;  
• Banking, insurance, finance and leasing activities that are subject to the relevant regulatory oversight of the relevant competent authority in the UAE, except for certain exceptions; 
• Ownership or exploitation of UAE immovable property, other than Commercial Property located in a Free Zone provided such activity in relation to Immovable Property located in a Free Zone is conducted with other Free Zone Persons; 
• Ownership or exploitation of intellectual property assets; and
• Activities that are ancillary (which serve no independent function) to the above activities.

Qualifying Activities  

If the income is derived from sources other than from other Free Zone Persons, the income earned is not by default the qualifying income, taxable at 0%.

Qualifying income includes income derived from transactions with Non-Free Zone Persons only in respect of Qualifying Activities.
The qualifying activities include:

a. Manufacturing of goods or materials.
b. Processing of goods or materials.
c. 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.
k. Financing and leasing of Aircrafts.
l. Distribution of goods or materials in or from a Designated Zone.
m. Logistics services.
n. Any activities that are ancillary to the Qualifying Activities specified in paragraphs (a) to (m) of this Clause.

Should a Free Zone Person generate income from activities as mentioned above, it might be considered as a qualifying free zone person provided all obligatory requirements are satisfied.

Requirement 2 - Adequate substance requirements 

To meet the adequate substance requirements, a Free Zone Person must have their core-income generating activities (e.g. the activities that are of central importance) performed within the Free Zone, these can be undertaken by the Free Zone Person or outsourced to a Related Party or third party who is located in a Free Zone. 

The Qualifying Free Zone Person must also have adequate supervision over any activities that are outsourced to a Free Zone Related Party or third party. The Qualifying Free Zone Person (or its outsourced party) must be able to demonstrate that it has adequate staff and assets, and that it incurs adequate operating expenditures within the Free Zone.                                                 

As business vary, adequate substance is determined on a case-by-case basis, following the test criteria. This may include the number of qualified full-time employees, adequate operating expenditure and physical assets. In any case, the analysis also takes into account the nature and level of activities performed by the Qualifying Free Zone Person, the Qualifying Income earned, and any other relevant facts and circumstances.

Requirement 3 - The de minimis requirement  

For a Free Zone Person to be a Qualifying Free Zone Person, the de minimis requirements must be met.

The de minimis requirements are met where the non-qualifying Revenue in a Tax Period does not exceed the lower of:

• AED 5,000,000; 
and
• 5% of total Revenue (calculated as total amount of non-qualifying Revenue total Revenue).  

The de minimis requirement allows a Qualifying Free Zone Person to earn a small or incidental amount of non-qualifying Income without being disqualified from the Free Zone Corporate Tax regime.

Where the requirement has been met, income that does not fulfil the first two categories of Qualifying Income will be treated as Qualifying Income.

IMPORTANT NOTE:

· If any of 6 conditions listed above is not satisfied, the Free Zone Person will lose the right to apply 0% rate on ALL its profits for 4 consecutive years. 


If you are interested, please approach InBusiness for Consultation.  
Learn more at InBusiness.com →	Comment by Madina Rustamzoda: Link should be to Contact Us Page 
image1.png
InBusiness

OOOOOOOOOOOOOOOOOOOOOOO




