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Preferential Tax regimes

No or only Nominal Tax 
Jurisdictions (NTJ)

Concept of Base Erosion & Profit Shifting (BEPS)

High-Tax jurisdiction

Tax Base

12 NTJ’s as per OECD
1. Anguilla, 
2. Bahamas, 
3. Bahrain, 
4. Barbados, 
5. Bermuda, 
6. British Virgin Islands,
7. Cayman Islands,
8. Guernsey, 
9. Isle of Man,
10. Jersey, 
11. Turks and Caicos Islands,
12. United Arab Emirates
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Pillar 1 Pillar 2

OECD/ G20 : INCLUSIVE FRAMEWORK ON BEPS

BEPS 2.0

Aims to reallocate taxing
rights over multinational
enterprises (with > 20
Billion €) from their home
countries to the markets
where they have business
activities and earn profits,
regardless of physical
presence.

Introduces a global
minimum corporate tax rate
of 15% to ensure
multinational enterprises
pay a minimum level of tax
on all of their income,
preventing tax base erosion
through profit shifting to
low-tax jurisdictions.



Applicability of ESR : License Holder

 An Individual (Freelance Visa Holder) or 
 A Sole establishment

(a) a juridical person (incorporated inside or outside the State); or
(b )a Unincorporated Partnership;
registered in the State, including a Free Zone and a Financial Free Zone 

Carries on a Relevant Activity ?

Are you a Licensee that is wholly owned by one or more 
residents in UAE and meets the following two conditions :

(1) it is not part of an MNE Group; and
(2)it only carries out business in UAE.

A Licensee that is an Investment Fund

A Licensee that is a branch of a foreign entity the Relevant 
Income of which is subject to tax in a jurisdiction other than UAE

A Licensee that is a tax resident in a jurisdiction other than UAE

Exempted 
Licensee

Licensee

ESR is Not Applicable

 Required to Demonstrate the 
Economic Substance in UAE.

 ESR Notification must be 
submitted within 6 months from 
the end of the FY.

 ESR Report must be submitted 
within 12 months from the end 
of the FY.

 ESR Notification must be submitted within 6 months from the end of FY & Evidencing
 Exempted to Demonstrate the Economic Substance in UAE & No ESR Report Filing

YES

YES

YES

YES

YES

NO

YES YES

Relevant Income generated during the FY ?

YESNO



2. Connected Person: An entity that is a part of the same Group as the Licensee or the Exempted Licensee 

3. Foreign Connected Person: a Connected Person that is not tax resident in UAE. 

1. Group: Two or more entities related through ownership or control such that they are required to prepare Consolidated 

Financial Statements for financial reporting purposes under the accounting standards applicable thereto. 

IFRS 10 : Definition of Control 

Control of an investee : An investor controls an investee when the investor is exposed, or has rights, to variable returns 

from its involvement with the investee and has the ability to affect those returns through its power over the investee.

1) Does ESR applicable, even if the relevant activities are not stated on the Trade License, but are only carried by License ?

2) What if the licence is not actively engaged in any of the relevant business ?

(eg: the passive receipt of income under a finance lease would be considered as carrying on a Lease-Finance Business ?)

3) What if Licensee is undertaking more than one Relevant Activity ? 

It requires for demonstrating economic substance in respect of each Relevant Activity, unless the other Relevant Activities are 

ancillary to a main Relevant Activity.

Important Definitions

4) Does ESR still applies, if the Licensee is Invoicing to its group company on cost to cost basis with no profit/ Mark up ?

4. MNE Group : refers to any group that includes its entities in different tax jurisdictions or an entity taxed in one 

jurisdiction and through a branch or permanent establishment subject to tax in another jurisdition



Parent Company: means an entity that directly –

(a)holds a majority of voting rights in the Licensee or the Exempted Licensee; or

(b)has the right to appoint or remove a majority of the boards of directors of the

Licensee or the Exempted Licensee; or

(c) controls alone or pursuant to a joint arrangement with other shareholders or

members, a majority of the voting rights in the Licensee or the Exempted Licensee; or

(d)has the right to exercise, or actually exercises, dominant direct influence or control

over the Licensee or the Exempted Licensee.

Ultimate Parent Company: means an entity of a Group that-

(a) owns directly or indirectly a sufficient interest in the Licensee or the Exempted

Licensee such that it is required to prepare Consolidated Financial Statements

under the accounting standards applicable thereto or would be so required if its

equity interests were traded on a public securities exchange in its jurisdiction of tax

residence; and

(b) there is no other entity in the Group that owns directly or indirectly a sufficient

interest in such entity such that it is required to prepare Consolidated Financial

Statements under the accounting standards applicable thereto, or would be so

required if its equity interests were traded on a public securities exchange in its

jurisdiction of tax residence.

Ultimate Beneficial Owner: an individual who owns directly or indirectly twenty

five percent (25%) or more of the share capital of the Licensee or the Exempted

Licensee.

UBO 1

Ultimate Parent 
company

Parent 
company 2

Parent 
company 1

UAE Licensee

UBO 2

Basing on 
right to 
vote & 
Appointing 
BOD

Basing on 
need for 
preparing 
CFS

Basing on 
Ownership



The Economic Substance Test
CIGA in UAE the Licensee conducts the necessary Core Income-Generating Activity in the State

Relevant Activity 
is directed and 

managed in UAE

If the Licensee is managed by a BOD or shareholder or a partner or by one or more managers
 Such Licensee’s BOD/ Manager/partner etc meets in UAE at an adequate frequency
 there should be a quorum in such meeting physically present in UAE;
 Minutes of such meetings are to be written and signed by all the attendees
 minutes of such meetings should record the making of strategic decisions in relation to the Relevant 

Activity at the meeting
 the directors/ managers/ partners/ shareholder of the Licensee should have the necessary knowledge and 

expertise to discharge the duties
 the minutes of all board meetings and the records of the Licensee are kept in UAE.

Adequate 
• Assets
• Employees
• Operational 

Expenditure

(i) there is an adequate number of qualified full-time employees in relation to that activity who are physically 
present in UAE
Note : whether or not employed by the Licensee or by another entity and whether on temporary or long-term 
contracts
(ii)there is adequate operating expenditure incurred by the Licensee in UAE; and
(iii)there are adequate physical assets in the State.

Outsourcing of 
CIGA is allowed 

Provided that : 
 CIGA is carried out by Outsourcing Provider in UAE
 Employees, expenditures and physical assets of the Outsourcing Provider are 

• adequate in respect of CIGA and 
• not counted multiple times by multiple Licensees when evidencing compliance with the ES Test

 Licensee must be able to monitor, control and demonstrate adequate supervision



Exchange of Information



Penalties

• AED 50,000 if the licensee fails to submit report or doesn’t meet the requirements of the tests in the
first year

• AED 400,000 if it happens in the second year also.

• AED 50,000 if the information given to RA or FTA is not correct/ accurate.

• AED 20,000 if notification is not submitted.

• License annulment for persistent non-compliance.



Distribution and Service Centre Business
Who are covered ? Who are not covered ?

Core Income Generating Activities
(i) transporting and storing component parts, materials or goods 
ready for sale.
(ii) managing inventories.
(iii) taking orders.
(iv) providing consulting or other administrative services.

Demonstrating Economic Substance
 CIGA is carried out in UAE
 CIGA is directed and managed in UAE
 Adequate Assets, Employees & Operational Expenditure
 CIGA can be Outsourced with in UAE under supervision
Not required to demonstrate if : 
(i) transaction is not in the ordinary course of business
(ii) Transaction is recharged at cost or Loss

Examples
1) XYZ LLC importing Goods from its Foreign connected person & sells it 

to related & unrelated customers.
2) ABC LLC providing HR & Admin support services to its Foreign 

connected person, on a Cost to Cost basis.
3) PQR LLC (an accounting firm) which has an inhouse IT support team 

has agreed to send one of its IT support staff to its Foreign 
connected person for 3 months support, on a salary reimbursement 
basis : PQR LLC not considered as carrying Distribution and Service 
Centre Business

Corporate Tax : QFZP Activities 
Qualifying Activity : 
Distribution of goods or materials in or from a Designated Zone,
to a customer that resells such goods or materials, or parts
thereof or processes or alters such goods or materials or parts
thereof for the purposes of sale or resale, provided such activities
are conducted in or from a Designated Zone and the goods or
materials entering the State are imported through the Designated
Zone.

Foreign Group 
Company

UAE 
Licensee

Related or 
Unrelated partiesPurchasing

Distributing

UAE Licensee

Foreign 
Group 

Company
consulting, administrative 

or other services

Unrelated 
Parties

UAE 
Licensee

Related or 
Unrelated partiesPurchasing

Distributing

UAE Licensee

Unrelated 
Partiesconsulting, administrative 

or other services



Lease-Finance Business
Who are covered ?

Licensees that Offering credit or financing for any kind of consideration
(Interest, Fee, gain on conversion, late penalties) :
• loans to related or unrelated parties,
• entering into finance leases in relation to assets other than land, and
• providing credit in the form of hire purchase agreements,
• long term credit plans, and other types of financing arrangements

(including cash pool arrangements).

Who are not covered ? 
• Investment in bonds or similar securities or debt

instruments that are traded on a regulated exchange
would also not be considered a Lease-Finance Business

• Trade-credit arrangement is not a Lease-Finance
Business, as the credit is not offered with the intention
of generating interest, but rather to facilitate the
trading business

Core Income Generating Activities

(i) agreeing funding terms.
(ii)identifying and acquiring assets to be leased (in the case of 
leasing).
(iii)setting the terms and duration of any financing or leasing.
(iv)monitoring and revising any agreements.
(v)managing any risks.

Corporate Tax : QFZP Activities 

Qualifying Activities
• Financing and leasing of Aircraft
• Treasury and financing services to Related Parties

(includes the provision of cash and liquidity
management, financing, debt management, and
financial risk management and related advisory
services to Related Parties, including centralised
payment and collection activities for or on behalf of
Related Parties)

• Ownership, management and operation of Ships.

Excluded Activities :
All other Finance and leasing activities

Examples
1. STU LLC (UAE) lends AED 1,000,000 to its subsidiary, VWX LLC, at a 

10% interest rate per annum.
2. STU LLC subsequently assigns the AED 1,000,000 loan to YZ LLC 

(UAE), another group company. Now YZ LLC will be considered as 
carrying on a Lease-Finance Business.

3. Central treasury center of the group extending loans to the other 
group companies (even on Cost to Cost) is a Lease finance Business.



Intellectual Property Business
Who are covered ?

A business which holds, exploits, or receives income from the 
Intellectual Property Asset(s).
Income from Intellectual Property Assets: includes: (a)royalties;
(b)income from a franchise agreement;
(c) income from licensing the Intellectual Property Asset; or
(d)capital gains and other income derived from the sale of an 
Intellectual Property Asset.

Who are not covered ?
Ownership of Intellectual Property Asset would not be 
considered as carrying on an Intellectual Property Business as the 
Intellectual Property Asset is merely auxiliary to the main 
business of the UAE business. 
No separately identifiable income from such IP assets. Instead, 
the Intellectual Property Assets contribute to or protect the value 
of the good or services.

Core Income Generating Activities
• Patent (eg : copyrighted software, technical know-how and 

other similar novel, useful and protected assets) : R & D
• Marketing intangible (eg : trademarks, brands, customer lists 

and relationships) : Branding, marketing and distribution

Demonstrating economic Substance
 CIGA is carried out in UAE
 CIGA is directed and managed in UAE
 Adequate Assets, Employees & Operational Expenditure
 CIGA can be Outsourced with in UAE under supervision
In Exceptional circumstances (if Licensee has not undertaken the 
R&D or Branding, marketing and distribution) below can be 
considered as CIGA :
(1) Taking strategic decisions and managing (as well as bearing) 
the principal risks related to :
• development and subsequent exploitation of IP Asset
• acquisition by third parties and subsequent exploitation and 

protection of IP Asset
(2) carrying on the ancillary trading activities exploiting IP Asset, 
leading to the generation of revenue from third parties.

Examples
• SoftwareCo has developed a unique IT software platform & 

licenced it to others to use within their online marketing 
businesses

• ChocolateCo has a trademarked range of chocolates, which it 
manufactures and sells to unrelated third parties. (NOT an IP 
Business)



High Risk IP Licensee
What is High Risk IP License ?

High Risk IP Licensee : is a Licensee which carries on an Intellectual Property Business and the Licensee:
(a)did not create the intellectual property in an Intellectual Property Asset which it holds for the purposes of its business;
And
(b)acquired the Intellectual Property Asset either from -

(i)a Connected Person; or
(ii)in consideration for funding research and development by another person situated in a country other than the State;

And
(c) licenses or has sold the Intellectual Property Asset to one or more Connected Persons, or otherwise earns separately identifiable
income from a Foreign Connected Person in respect of the use or exploitation of the Intellectual Property Asset.

Enhanced : Demonstrating economic Substance
Any High Risk IP Licensee, is by default, deemed to have failed the Economic Substance Test, unless such entity is able to adduce 
sufficient evidence to refute this determination.

A High Risk IP Licensee must provide sufficient evidence supporting that it has, and has historically had, a high degree of control over 
the  :

• Development, 
• Enhancement, 
• Maintenance, 
• Protection and 
• Exploitation (the so-called “DEMPE functions”) of the Intellectual Property Asset.

 Adequate number of full-time Qualified employees who permanently reside and perform their activities in the UAE 
 A business plan showing the reasons for holding the ownership in the Intellectual Property Asset in the UAE; 



S N Nature of Expense incurred for Qualifying Intellectual Property
Qualifying 

Expenditures
Overall 

Expenditures
A Expenditures incurred to fund research and development activities :

(i) Conducted Directly by the Qualifying Freezone Person INCLUDE INCLUDE
(ii) Outsourced to any Person in the State INCLUDE INCLUDE
(iii) Outsourced to any Person outside the State that is not a Related Party INCLUDE INCLUDE
(iv) Outsourced to any Person outside the State that is a Related Party NOT TO INCLUDE INCLUDE

B
Expenditures directly connected with the creation, invention or significant 
development of the Qualifying Intellectual Property INCLUDE INCLUDE

C Acquisition costs of the Qualifying Intellectual Property NOT TO INCLUDE INCLUDE

D Expenditures on Non Qualifying Intellectual Property NOT TO INCLUDE NOT TO INCLUDE

Corporate Tax : QFZP Activities 
Income from Qualifying Intellectual Property



Headquarters Business
Who are covered ?

Core Income Generating Activities
(i) taking relevant management decisions.
(ii)incurring operating expenditures on behalf of a Group.
(iii)coordinating Group activities.

Demonstrating economic Substance
 CIGA is carried out in UAE
 CIGA is directed and managed in UAE
 Adequate Assets, Employees & Operational Expenditure
 CIGA can be Outsourced with in UAE under supervision

Corporate Tax : QFZP Activities 
Qualifying Activity :
Headquarter services to Related Parties includes the
• administering, overseeing and managing of Business Activities of Related Parties,
• including the provision of senior and general management, captive insurance services,
• administrative services, procurement services, business planning and development, risk management, coordination of group

activities, and
• in general incurring expenditures on behalf of Related Parties and providing other support services to Related Parties.

UAE Licensee

Foreign 
Group 

Company

Services

The Licensee takes on the responsibility for 
• the overall success of the group; or
• An important aspect of the overall group’s performance.

 the provision of senior management;
 the assumption or control of material risk for activities

carried out by foreign group companies; or
 substantive advice in relation to the assumption or

control of such risks.



Shipping Business
Who are covered ?

A Licensee must operate one or more ships in international traffic,
for the transport of either passengers, cargo or both.
Ship doesn’t include:
● vessels used for fishing;
● vessels that are “small” (i.e. tonnage does not exceed ten
tonnes); and
● leisure vessels (e.g. cruise ships and private yachts).

Who are not covered ?
• Chartering of ships on a bareboat basis (but fall under

Lease-Finance Business)
• Travel agencies and international shipping agencies will not

be treated as carrying on a Shipping
• Entities that arrange for their own or other businesses’

goods to be transported overseas by sea

Core Income Generating Activities
(i) managing crew (including hiring, paying and overseeing crew 
members).
(ii)overhauling and maintaining Ships.
(iii)overseeing and tracking shipping.
(iv)determining what goods to order and when to deliver them, 
organising and overseeing voyages.

Demonstrating economic Substance
 CIGA is carried out in UAE
 CIGA is directed and managed in UAE
 Adequate Assets, Employees & Operational Expenditure
 CIGA can be Outsourced with in UAE under supervision

Examples
Licensee has made the below earnings in the business of operating
a ship, or ships, in international traffic:
● the rental on a charter basis of ships
● the sale of tickets or similar documents
● the use, maintenance or rental of containers
● the management of the crew of ships.

Corporate Tax : QFZP Activities 
Qualifying Activity :
Ownership, management and operation of Ships



Holding Company Business
Who are covered ?

A business that: 
(a)has as its sole function the acquisition and holding of shares or 
equitable interests in other companies;
(b)only earns dividends and capital gains from its equitable 
interests.

Who are not covered ?
A UAE business that does not meet the narrow definition of a 
Holding Company Business because it either;
(i) carries on another activity; and/or
(ii) owns other forms of investments or assets (e.g. interest-
bearing loans)

Core Income Generating Activities
The CIGAs of a Holding Company Business are all activities related 
to acquiring and holding shares or equitable interests in other 
companies

Reduced Economic substance requirements
(a)Complies with the requirement to submit any documents, 
records or information to the relevant Regulatory Authority in 
accordance with the law applicable to such Licensee in the State; 
and
(b)Has adequate employees and premises for holding and 
managing the Holding Company Business

Examples

DEF LLC manufactures food products, and holds the shares in 
another company (GHI LLC) which operates a restaurant.
Despite DEF LLC holding the shares of GHI LLC and earning 
dividend income, DEF LLC is not considered a Holding Company 
Business because its business is food production.

Corporate Tax : QFZP Activities 

Holding of shares and other securities for investment purposes is 
a Qualifying Activity



Investment Fund Management Business
Who are covered ?

Licensees that provide discretionary investment management 
services in relation to domestic or foreign “Investment Funds”.

Who are not covered ?
UAE businesses providing
• fund administration,
• custodian,
• investment advisory, and other Investment Fund related

services

Core Income Generating Activities

(i) taking decisions on the holding and selling of investments.
(ii)calculating risk and reserves.
(iii)taking decisions on currency or interest fluctuations and 
hedging positions.
(iv)preparing reports to investors or any government 
authority with functions relating to the supervision or 
regulation of such business.

Demonstrating economic Substance
 CIGA is carried out in UAE
 CIGA is directed and managed in UAE
 Adequate Assets, Employees & Operational Expenditure
 CIGA can be Outsourced with in UAE under supervision

Examples

Morpheus LLC, as the investment manager of the Trinity Fund, is
considered as carrying on an Investment Fund Management
Business.

Corporate Tax : QFZP Activities 

Qualifying Activity :

Fund management services that are subject to the regulatory 
oversight of the Competent Authority in the State. 



Banking Business
Who are covered ?

“Banking Business” means the business of accepting deposits of 
money which may be withdrawn, or that are repayable on demand 
or after a fixed period, or after notice, by cheque or otherwise, and 
the use of such deposits, either in whole or in part, in:

A. the making or giving of loans, advances, overdrafts, 
guarantees or similar facilities; or
B. the making of investments,

for the account and at the risk of the Licensee.

Who are not covered ?
• Licensee is part of Banking group but ONLY provides

advisory, arranging and other services to clients of the
banking group would generally not be considered to conduct
a Banking Business.

• Businesses engaged in exchanging foreign currency and
remitting money.

• financial intermediaries in the sale and purchase of domestic
and foreign stocks and bonds, currencies etc

Core Income Generating Activities
(i) Raising funds, managing risk including credit, currency and
interest risk.
(ii)taking hedging positions.
(iii)providing loans, credit or other financial services to customers.
(iv)managing capital and preparing reports to investors or any
government authority with functions relating to the supervision or
regulation of such business

Demonstrating economic Substance
 CIGA is carried out in UAE
 CIGA is directed and managed in UAE
 Adequate Assets, Employees & Operational Expenditure
 CIGA can be Outsourced with in UAE under supervision

Examples
ABC Bank (UK) offers current accounts, savings accounts, loans,
credit cards, and other products and services to individual and
corporate customers through a number of branches in the UAE.
ABC Bank clearly undertakes a Banking Business in the UAE and is
subject to the ESR Regulations.

Corporate Tax : QFZP Activities

Banking activities is an Excluded activity



Insurance Business
Who are covered ?

The business of accepting risks by effecting or carrying out 
contracts of insurance, in both the life and non-life sectors, 
including contracts of reinsurance and captive insurance 
arrangements.

Who are not covered ?
• Licensees providing captive insurance services are not also

considered engaged in a Distribution and Service Centre
Business.

• Insurance brokers, agents, and other UAE businesses
providing insurance related services

Core Income Generating Activities
(i) predicting and calculating risk.
(ii)insuring or re-insuring against risk and providing Insurance 
Business services to clients.
(iii)Underwriting insurance and reinsurance.

Demonstrating economic Substance
 CIGA is carried out in UAE
 CIGA is directed and managed in UAE
 Adequate Assets, Employees & Operational Expenditure
 CIGA can be Outsourced with in UAE under supervision

Examples
First Life LLC (UAE) provides life, health and car insurance in
and from the UAE, and is regulated as an Insurer by the UAE
Securities & Commodities Authority . First Life LLC clearly
undertakes an Insurance Business and is subject to the
substance requirements.

Corporate Tax : QFZP Activities 

• Qualifying Activity : Reinsurance services.

• Excluded Activity :   Insurance activities
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