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Ministerial Decision No 139 of 2023 AL

Taxability and exemptions for Free Zone Entities ADVISORY &

ACCOUNTING

Taxable

Yes Qualifying Free berson

Zone Person

Conditions for QFZP

Maintains adequate substance
Derives Qualifying Income

Not opting for regular CT
Complies with transfer pricing
Maintains audited financials Source of

Income?

Domestic or

Free Zone
Person*

Non-Free Immovable Property
Zone Person located in a Free Zone

Foreign PE

Beneficial

Qualifying
Activity

Non-Qualifying and
Excluded Activity

Commercial
Property?

recipient?

Yes De Minimis
Threshold
exceeded?

Free Zone I
Person?

Excluded
Activity?

[No I

Loss of QFZP
Status

*Excluding income from Immovable Property located in
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Freezone - Impact Assessment

Approach Agenda: Nuances to gear up for!
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1. Exempt v/s non-exempt expense bifurcation
Maintaining robust chart of accounts, arrive at right
allocation keys and being future ready for FTA audits and
corroborating positions with appropriate documentation

® 2. Mainland entity having freezone branch
Interpreting the applicability of the di-minimis rule,
4 T whether mainland can be treated as Domestic PE of the
2 branch, etc?

3. Qualifying activities: HQ services
Management fees - Related mapping against actual
8§" activities and function — Identifying appropriate cost

~3° bases and FAR analysis for transfer pricing

» l:to!st.f"aQ

4. . Consultation Document

Other activity specific nuances to consider as a fallout of
the Public Consultation Document and watch out for
impact basis the revised cabinet/ ministerial decision

path

AHEAD




Case Study 1 - Expense bifurcation o .

QFZP having different streams of income ADVISORY &

ACCOUNTING

=\

QFZP Entity

E Income from .
! immovable E
: property in FZ

Income from
Qualifying activities Income from excluded

1 1 1

1 1 1

1 1 1

! ! ! Income from
1 1 . .

! ie. manufacturing and ! ! activity

| | |

1 1 1

1 1 1

1

1 1
1 1
1 1
1 1
! branch — Domestic E
"""""""""" i |
1 1

distribution from FZ to ie. exploitation of IP PE

FZ and FZ to Non-FZ

______________________

Approach - Need for focus on ERP nuances as a part of impact assessment?




Case Study 1 - Expense bifurcation o .

QFZP having different streams of income ADVISORY &

ACCOUNTING

Four Pillar Assessment

Income Logic based Corroborative Staff
Recognition allocation keys evidence Training
Robust segmental '@ Need for well ®  Robust policies @ Procedure manual
accounting and documented and document & trainings for
dealing with expense allocation repository book-keeping
composite keys team
contracts

A robust four pillar assessment and related implementation would assist in achieving more informed tax
positions and being future ready for tax audits

Key takeaways

©

*To be satisfied only in case of Immovable Property and Intangible assets



Case Study 2 - Freezone Branch
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Treating mainland HQ as domestic PE of the branch ADVISORY &
Providing host of consultancy and advisory services
Accounts for 90% of the total revenue [¢)
R _ L HH I O gin O
i F H F RN
1
i -
: Mainland LLC \\p Top;: Clients across
! SS 1(711? .
i [TTTTTTTTTTToT o m T ! 8, GCC region
! | Providing advisory and I Teal W,
! | consultancy services to : T \SO{} s
: ' clients across GCC region | ~ 6 Tee
. e e e e o o — — ——— I S~ ~o N fo)
: S~ \13 e bc’?] Mainland
......._._,_._.i ......................................................................................................................................................................... = -*—;--I:Gf- 1-._ ......................................................................................................................
i T~ e Free Zone
i St
1
!
! Providing management consultancy services
: Accounts for 10% of the total revenue ©

.
‘m
IIilth

Freezone Branch - ADGM

Providing advisory and
consultancy services to
clients in Freezone

Freezone clients



Case Study 2 - Freezone Branch A

Treating mainland HQ as domestic PE of the branch AADVISORY &

Whether Branch can be considered as a FZP?

Would mainland income and Freezone branch income
be eligible for separate tax regimes — Given one return and
one of the condition being freezone not opting for normal CT

| |
| |
: As per the extant provisions of the law, FZP is defined to :
! include a juridical person incorporated, established or !
! otherwise registered in a Free Zone :
|

| |
| |
| |
| |

FAQ no. 114 issued by MoF clarifies that a branch of
mainland UAE entity shall be considered as FZP and eligible
for a 0% tax rate on satisfying the conditions

Would the income from mainland be treated as
Non-Qualifying income and hence breach the Di-minimis
threshold in all scenarios?

Alternatively, whether mainland be treated as a Domestic PE
e of the Branch (deviation from general understanding of PE)

Tax Registration Number
and therefore to be taxed at straight 9%

Considering that the branch is considered as an extension of
the HO, ideally there would be only one TRN that would be

issued to the Mainland including the Free Zone Branch ;
T T e Need to maintain robust segmental for PE attribution?




Case Study 3 - Headquarter Services e\

Assessment on availability of data to undertake transfer pricing benchmarking ADVISORY &

ACCOUNTING

100%

Providing procurement and risk
management services

Providing admin support services

Iiiith
iih

Regional Headquarter
QFZP Entity

1
1
/Ej\ i Equipped to provide | 1 A
""" I host of services !
ezl B : depending upon the : B el
[ ,  request from related =
| parties |
1 1
Mainland T ToTTTTTTTTmTmmTmTo ' Related Parties
Related Party Globally

Approach - Impact from a Transfer Pricing Standpoint?




Case Study 3 - Headquarter Services
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Assessment on availability of data to undertake transfer pricing benchmarking ADVISORY &

> <

Prescribed Headquarter Services Areas for consideration
. > < "
A1 P

Administering, overseeing and CIJ !
managing of business activities of === m

related parties .
P === Senior and general management

A
EBo
@

i

Business planning and o A 0
development _‘A

o e Administrative services

Q-]

Risk management == @Cf@

= Procurement
5Co—ordination of group activities
and in general incurring - g &
expenditure on behalf of related 5 Vh
arties
P - Other support services

0O 0O 0O

All activities ancillary to the above-mentioned activities



Case Study 4 - Other Areas AL

Readiness areas while we await revised guidance ADVISORY &

* Process of converting Software ¢ Goods manufactured in FZ,
a product from one I Manufactutre however sale made to a
form to another would p and sale business end user — how to
generally be‘treated as ensure beneficial receipient
manufacturing condition and onus?

* Cost Allocation and transfer
pricing between two segments
— Manufacture and trading
within the same free zone
entity

* Software development
may be deviation from
the generally accepted
meaning of
manufacture

Clarifications

awaited

* Deviation for Free Zone
Trading entities not defined as a
would it be outside the Designated Zone being
purview of excluded outside the purview of
activity? exemption in case of high
sea sales where the goods
are not entering the country

e Embedded software vs

Software as a service — Embedded

software

Note: All views and illustrative examples covered in this presentation are personal views of the speaker and do not represent any formal opinion or interpretation of the corporate tax law

or formal view of ARDENT 10



Key Takeaways

ARDENT
Way Forward ACCOURTING
Key Takeaway
from the session Way
Forward
hlmvpact Assit;issr?ent ton Appropriate training for
i:ne afge:A N ocr:::si: @ all stakeholders and book ° -
Pee s;ste::: e keeping staff Undertake a Prepare
holistic robust SOPs
Impact and
Need for robust tax Free Zone Person Assessment ® documents

policies and manuals exemption — Decision Tree

Review with
multiple

for FTA audit readiness stakeholders

Well documented

Customised ERP reports
. o
allocation keys
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Questions

Questions

Answers

12



Thank You!

Please feel free to contact us for more information

Abu Dhabi Dubai
14% Floor, Dar Al Salam Building 1201 & 1202, Al Moosa Tower 2
Comiche Road Shiekh Zayed Road

P.O. Bax 42500 P.O. Bax 24501

Abu Dhabi, UAE Dubai, UAE

T:+9712622 6700 T:+9714321 5622

Email : nfda@ardentadvisory.com or dchauhan@ardentadvisory.com
Website : www.ardentadvisory.com
Whatsapp: +971 50 539 1739

©2023 ARDENT Advisory & Accounting LLC is a limited liability company
registered in the United Arab Emirates. The ARDENT name and logo are owned
by ARDENT Advisory & Accounting LLC. Private & Strictly Confidential.

A

ARDENT

Abu Dhabi | Dubai
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