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A word from the
editorial team
It’s a good day to be a historian.
Historians can see events with more
alacrity. As Niall Ferguson, economic
historian and senior fellow at the Hoover
institute at Stanford University put it:
“Historians are more alert to these
disasters because they spend their time
studying disasters. We are sensitized to
this kind of risk.” While they are able to
stave off panic with a been-there-donethat mindset, historians are also able
to resist being drawn to unrealistic
expectations: “There’s no way this is
going to be a V-shaped recovery,” says
Ferguson, referring to projections of
economic growth by some governments
and investment banks.
But while it may still be early to
prognosticate the end of the world as
we know it, the effects of the COVID-19
pandemic and the panic it has wrought
have been huge. And who is bearing the
biggest brunt, be it businesses or the
common folk, or even countries as a
whole, is moot. As put by Soughit
Abdelnour in her article Signing the pact:
“The pandemic escalated matters with
the once controversial and blurry line
between work and life completely
vanishing, and work seeping into people’s
homes […] affecting not just their physical
wellness with the extra-long working
hours, but more importantly, their
mental health.”
The effects of the pandemic have not only
blurred the lines between work and life,
but also taxes. Abi Man Joshi, in his article
Pillars in cyberspace, writes that “while
some tech companies prosper due to
the work-from-home environment, the
international tax community is clamoring
louder for the imposition of a digital tax
as the government authorities are facing
growing budget deficits.”
Tax authorities in various countries have
been confused too according to Wissam
Merhej and Fernando Costa. In their
article Taxing Covid the authors write:

“With strict quarantine guidelines and so
many restrictions in place as regards the
movement of people, companies and
individuals raised concerns about the
tax implications on cross-border workers
and other related cross-border matters
such as tax residency, permanent
establishment, and right to tax, among
others.”
Mustafa Ibrahim and Michael Yehya voice
concern over the effects of the pandemic
on the GCC countries’ plans to diversify
their economies. “Combining
competitiveness with a strong and
diversified economy contributes to the
positioning of these countries as key
destinations to do business on a global
level,” they write in their article Changing
mindset, “what remains to be seen is how
things play out in terms of existing plans,
given the altered nature of the global
business environment that has risen as a
result of the widespread COVID-19 virus.”
Perhaps it is not all bad news. One effect
of the current work order is a conversion
of the skeptics to the better uses of
technology. In his article Auditing
disruption, Haseeb Akram writes: “From
data analytics to blockchain technology
to artificial intelligence, auditors must
continue to harness technology for better
and more informed decision-making.”
Another area where technology is proving
its worth is compliance. In their article
Follow the money, Ralph Stobwasser,
Nipun Srivastava and Saad Qureshi
write that in terms of source of wealth
corroboration, “digital technology
solutions can improve the effectiveness
of the remediation programs while
helping to reduce operational costs, client
interaction and human error. Due to
more accurate reporting and monitoring,
FIs have a more comprehensive
understanding of their risk portfolio.”
Whatever the speed of technological
growth before the pandemic, prompting
anxiety in some families with younger

children, the pandemic has accelerated it.
As concluded in the article of Tamer
Charife and Mohamed El Nems, Cyber
smarts: “Connectivity is here to stay, don’t
fight it! Control it in your family’s best
interests.” The authors offer tips for
parents to keep their children safe in
cyberspace.
As concerned as we are with COVID-19,
it is refreshing to note that the world still
moves on. The show, as Queen famously
sang, must go on. And it does in India
where a new notification recognizing the
UAE as a reciprocating territory enables
judgments issued by the competent
courts in the UAE to be enforced in India,
and vice-versa. “This update to the Code
of Civil Procedure 1908 marks a new
milestone in the UAE’s struggle to enforce
legislation around non-performing loans,”
write Ralph Stobwasser and Nikita Vaidya
in their article A new dawn.
For his part, Syed Samar Abbas is
concerned with interest rate benchmark
reform. “Although the transition from
IBOR is not expected before end-2021,
the reform will have a major impact on
financial products already being offered
and the risk management approaches
adopted by financial institutions and
corporates,” he writes in his article Beyond
IBOR: An important paradigm shift for
markets.
It is said that it is in times of adversity that
one’s true character shows. Can the same
be said of companies? Pandemics take a
while, says Niall Ferguson, they come in
several waves. He knows that, of course,
because he’s a historian. The German
philosopher Nietzsche believed that
perhaps the best use of history is an
understanding of the past to build a
better future. That will be the task of
governments, companies and individuals
today.
ME POV editorial team
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O

ver the last two decades, the
make-or-break for organizations
has been the ability to attract,
develop, and retain talent. The so-called
“war for talent” has become a constant
strife for companies competing to hire
the best talent with the hopes that this
talent will help them identify potential
threats and uncover new opportunities;
in other words, contribute to their
survival and growth.
Retaining high potential and critical-skill
employees, as opposed to hiring them, is
a completely different ballgame. The
ability to hold on to talent became
downright hard and complex, especially
during difficult economic times. With the
millennials comprising over a third of the
global workforce and Gen Z making an
entry, organizations are maximizing
efforts to hold on to this new group that
values work-life balance over meaningful
work and job progression.
The pandemic escalated matters with
the once controversial and blurry line
between work and life completely
vanishing, and work seeping into people’s
homes, invading their privacy and every
aspect of their lives, affecting not just
their physical wellness with the extra-long
working hours, but more importantly,
their mental health. These new realities
brought about a new norm and the
challenge for companies now is the risk
of losing their best talent, not to the
competition, but rather to personal
wellness–or the lack of it!
While prevention does trump a cure, it is
still not clear to what extent organizations
are tuned in to this emerging threat. Are
they keeping their finger on the pulse of
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The pandemic escalated
matters with
the once controversial
and blurry line between
work and life completely
vanishing, and work
seeping into people’s
homes, invading their
privacy and every aspect
of their lives, affecting
not just their physical
wellness with the extralong working hours, but
more importantly, their
mental health.
their employees’ well-being? Can they
continue to ignore the importance of a
corporate wellness culture that does not
just focus on programs, but also provides
opportunities for employees to look after
their mental well-being by endorsing
policies and practices that promote a
culture of wellness?
Findings from the latest 2020 Deloitte
Global Millennial Survey1 identify stress
and mental health as two of the main
critical issues facing employers. The
survey revealed that while stress levels
may have decreased slightly for
millennials and Gen Zs during the
pandemic (owing perhaps to spending
more time with family and less time
commuting in traffic jams or on packed
trains and subways), mental health
remained a critical issue.

% who say they’re stressed all or most
of the time
51%

50%
44%

42%

Primary survey
Pulse survey
(Nov. 2019 - Jan. 2020) (Apr. 2020 - May 2020)
Millennials

Gen Z

Stress and mental health a critical issue
for employers
Have taken time oﬀ work in the
past 12 months due to anxiety or stress

34%
Gen Z

29%
Millennials

Of those who have taken time oﬀ for stress,
percent who told their employers that their
absence was due to anxiety or stress

38%

44%

38%

39%

Gen Z

38%

Millennials

47%
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Well-being: from strategy to
responsibility
While the concept of employee wellness
is not new, its size and value in the
workplace have grown in a global market
valued at US$57.2 billion in 2019 with the
expectation to reach US$90.7 billion by
20262.

statistics that inspire mature
organizations to look into designing work
for well-being in order to ensure that
employees live and perform at their best.
The survey reveals that of all the other
business outcomes, well-being emerges
as the biggest driver in improving the
employee experience.

The notion of workplace wellness started
in 1682 with Bernardino Ramazzini3.
Ramazzini, an Italian physician, was the
first to focus on workers' health problems
in a systematic and scholarly way and
explore the effects of work exposure on
workers (occupational diseases) and the
possibilities of taking preventative
measures to help improve employee wellbeing. Workplace wellness programs,
however, did not really begin to exist until
the mid-1970s, driven primarily by cost
containment4.

Well-being drives improvements in workforce experience more often than any other
business outcome

More recently, the 2014 Global Human
Capital Trends survey: Engaging the 21st
century workplace introduced the concept
of the overwhelmed employee. Wellbeing emerged later in the 2018 Global
Human Capital Trends survey that
highlighted the need to set a dedicated
strategy for well-being, encouraging
organizations to act responsibly in the
hyper-connected workplace of the social
enterprise.

Innovation and adaptability

These days providing a robust well-being
strategy that focuses on physical, mental,
and spiritual health has become a
corporate responsibility for companies
motivated to retain their skilled talent,
especially in turbulent times. According to
Deloitte’s 2020 Global Human Capital
Trends survey5, the concept of workplace
wellness has evolved significantly with

Which of the following are most (positively) impacted by your well-being strategy?
Select all that apply.
Workforce experience
62%
Reputation in market
42%
Customer experience
40%
Financial outcomes
38%

34%
Source: Deloitte Global Human Capital Trends survey, 2020

In fact, 80 percent of the survey
respondents identified well-being as an
“important” or “very important” priority
for their organization’s success, and while
95 percent of HR leaders agreed that
burnout impacts employee retention, 96
percent believed that well-being is an
organizational responsibility and that
companies should continue to design
new or improve existing strategies that
address employee wellness. However, a
closer look at the survey shows that the
return on investment (ROI) in employee
well-being may not be as strong as it
could be.
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Most respondents’ well-being strategies take a broad view of well-being
Which statement best describes your organization’s well-being strategy?
Our well-being strategy is comprehensive and integrated into the way we design work and develop our
workforce experience to provide purpose and meaning
21%
Our well-being strategy focuses on the physical, mental, and financial health of our emplyees
34%
Our well-being strategy focuses on the physical health of our employees
13%
Our well-being strategy focuses on managing occupational safety
15%
We do not have a well-being strategy
17%
Source: Deloitte Global Human Capital Trends survey, 2020

This finding poses a serious question: If
the ROI from well-being programs is
yielding negative figures, while the
employee workforce experience is
significantly positively impacted, what
then is the best metric for measuring the
impact of corporate well-being programs?
Recent studies show that wellness ROI is
no longer important and that employee
well-being programs should be measured
in terms of the value they bring to the
organization through enhanced
employee experience, stronger
engagement and better retention rates.
In other words, companies may do better
to measure the impact of wellness
programs through VOI (value on
investment) vs. ROI (return on
investment)6.
Companies driven by ROI design wellbeing programs that focus on managing,
or reducing, healthcare costs and
reducing the number of sick days. On the
other hand, organizations that seek value
on investment strive to reduce employee
health risks, improve employee job
satisfaction, productivity, and morale.
Such companies are keen to attract
and/or retain talented employees,
improve employee energy levels at work,
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increase on-the-job safety, impact
business performance and profitability,
and improve comradery and team
effectiveness.

These days providing a
robust well-being
strategy that focuses on
physical, mental, and
spiritual health has
become a corporate
responsibility for
companies motivated to
retain their skilled talent,
especially in turbulent
times.
While the premise of running wellness
programs differs between ROI and VOI,
the reality is that both ROI and VOI are
measures of value and both are
important for organizations to be able to
capture the financial impact as well as the
wide variety of outcomes within an
organization i.e. the softer measures.
Wellness VOI measures compare
employee well-being program
participants to non-participants; but in
addition to looking at financial metrics,
they look at other measures such as job
satisfaction and employee morale. This
led organizations to believe that
redesigning work around well-being can
yield impressive results. Some of the
tactics to redesign work around wellbeing as identified in the 2020 Deloitte
Global Human Capital Trends survey
included autonomy for employees on
how to do the work (45 percent),
leveraging the use of technology (41
percent), flexible work (39 percent), and
remote work (38 percent), among others.
The bottom line, however, is that
achieving a life of wellness and mental
health at work is similar to signing a
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Organizations identidied a variety of tactics to redesign work around well-being
How have you redesigned work to promote well-being in your organization? Select all that apply.
Giving workers more autonomy in how they do their work
45%
Using technology to promote more connectivity and collaboration
41%
Increasing flexible and/or predictable scheduling
39%
Increasing remote work opportunities
38%
Introducing wellness behaviors in day-to-day work
38%
Redesigning the physical workspace (e.g. standing desks)
33%
Providing part-time and gig opportunities
16%
Not redesigning work to enhance well-being
14%
Source: Deloitte Global Human Capital Trends survey, 2020
% who agree with the following statements about working from home/a remote location

69%
64%
I believe remote working enables a better work/life balance
67%
63%
After the COVID-19 disruption is over, I would like the option to work from a remote location more frequently
64%
60%
I would prefer to use video-conferencing more in the future instead of travelling for work
61%
57%
Gen Z

bilateral agreement that necessitates
investment from the parties involved.
Investment from the organization on the
one hand, be it driven by the finance
departments that want to manage or
reduce healthcare costs, number of sick
days, or disability claims, and /or others
looking for value and eager to improve
the employee experience, attract or
retain talented employees, reduce

While organizations focus on setting
strategies to navigate crises in the form
of economic breakdowns or pandemics,
it is essential that such strategies include
programs, practices and policies to
safeguard the personal wellness and
mental health of their talent to ensure
the retention of those critical-skill
employees. Mental health crises arising
from difficult economic times or
pandemics are serious and take time to
recover. Organizations are encouraged to
be cognizant of the repercussions and
approach the subject of mental health
with compassion, honesty, and openness
to be able to emerge as better leaders,
better people, and ultimately, better
companies.
by Soughit Kouly Abdelnour, Director,
Human Resources, Deloitte Middle East

Having the option to work from home in the future would relieve stress

Millennials

corporate wellness programs set in place
and lead a life of wellness and be able to
reach the work-life combination sense of
balance they seek.

employee health risks, improve
productivity, morale and job satisfaction.
Both scenarios positively impact business
performance and profitability.
Investment is also required from the
employees who should acknowledge the
fact that no matter how sophisticated a
well-being strategy their companies offer,
the onus is on them to benefit from the

Endnotes
1. In January 2020, Deloitte Global completed a
survey of 18,400 millennials and Gen Zs to
understand their views on work, society, and the
world at large. But soon after, the global
pandemic ushered in a new reality. To
understand how the crisis has impacted the
views of young people, Deloitte fielded a second
survey of 9,100 millennials and Gen Zs across
13 countries.
2. Deloitte 2020 Global Human Capital Trends
survey
3. Bernardino Ramazzini: The Father of
Occupational Medicine (www.ncbi.nlm.nih.gov/
pmc/articles/PMC1446786/)
4. The Interesting History of Workplace Wellness
(michaelrucker.com/well-being/the-history-ofworkplace-wellness/)
5. Deloitte 2020 Global Human Capital Trends
survey polled nearly 9000 business and HR
leaders in 119 countries
6. Wellness ROI vs. VOI: The best employee well-being
programs use both (www.wellsteps.com/blog/
2020/01/02/wellness-roi-employee-well-beingprograms/)
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Pillars in
cyberspace

The OECD’s Pillar One and
Pillar Two initiatives will
have significant impact for
multinationals operating
across the Middle East.
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C

onsumers in the Middle East
region apply their smartphones
each day for online research, eshopping, GPS navigation, and social
media. The ongoing digital transformation
spurs innovation, generates efficiencies,
and improves services while building
sustainable growth and enhancing wellbeing. However, as the digital economy
grows, the taxation complexities facing
digital businesses grow also.

The G20 and the Organization for
Economic Cooperation and Development
(OECD) have released Pillar One and Pillar
Two proposals to adapt the manner in
which businesses operating digitally1 are
taxed. Pillar One looks at new taxing rights
for jurisdictions based on consumer
usage, local marketing intangibles and
an in-country nexus concept based on
significant economic presence; Pillar Two
looks at a minimum rate of corporation
taxation to reduce the incentive for
multinational enterprises (MNEs) to shift
profits from high tax jurisdictions to low
tax jurisdictions.
Many Middle East jurisdictions have
become signatories to the BEPS2 inclusive
framework (IF). Jurisdictions fall into the
following categories in this regard:
1. Those that have already introduced
regulations in advance of the OECD
Pillar one and Pillar two proposals (such
as the UK revenue-based taxation for
large digital businesses);
2. Those that are G20, OECD member
states or IF signatories and have
committed to a fair and transparent tax
system;
3. Those that have not signed the IF
commitment (e.g. Kuwait and Iraq) and
will not be impacted by the proposals.
Background
In terms of the evolution of these
proposals, the BEPS IF adopted a Program
of Work (POW) in May 2019 to help
develop a consensus solution to the tax
challenges raised by the increasing
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digitalization of the economy. This POW
was later endorsed by G20 leaders in
June 2019. The POW calls for a unified
approach of Pillar One acknowledging the
commonalities of different proposals
recommended by the BEPS IF members.
Later in 2019, the OECD released public
consultations for Pillar One and Pillar Two.
In January 2020 it issued a statement
following public consultation to include
support from the BEPS IF members. This
is a positive step towards a consensusbased solution–MNEs value certainty and
consistency.
Pillar One brief overview
Pillar One proposals call for three types of
taxable profit that may be allocated to a
market jurisdiction, focusing on mainly
automated digital services and consumerfacing business:
1) Amount A: This is a new taxing right to
allocate a share of deemed residual profit
to a market jurisdiction using a formulaic
approach, irrespective of the existence of
physical presence.
2) Amount B: This is a fixed return-based
(or safe harbor) based on the arm’s length
principle for defined baseline distribution
and marketing functions.
3) Amount C: This covers the allocation
of additional profit at arm’s length which
exceeds the above amounts and is agreed
between the relevant jurisdictions under a
dispute resolution mechanism.
Pillar Two brief overview
Pillar Two proposals outline four methods
in which an MNE can be assessed on a
minimum rate of corporation tax in
particular operating locations:
1. An income inclusion rule to tax the
income of a foreign branch or a
controlled entity if that income were
subject to tax at an effective rate that is
below a minimum rate;
2. An undertaxed payment rule to deny
the deduction or impose source-based

taxation (including withholding tax) for
a payment to a related party if that
payment was not subject to tax at or
above a minimum rate;
3. A switch-over rule to be introduced into
tax treaties that would permit a
residence jurisdiction to switch from an
exemption to a credit method if the
profits attributable to a permanent
establishment or derived from
immovable property are subject to tax
below a minimum effective rate;
4. A subject to tax rule that would
complement the undertaxed payment
rule by subjecting a payment to
withholding or other taxes at source
and adjusting treaty benefits on certain
items of income where the payment is
not subject to tax at a minimum rate.

Pillar One proposals call
for three types of taxable
profit that may be
allocated to a market
jurisdiction, focusing on
mainly automated digital
services and consumerfacing business.
The OECD proposals recommend using
financial accounts to determine the tax
base, taking into account various
temporary and permanent differences
followed by blending high-tax and low-tax
income from different sources to
determine blended effective minimum tax
rate.
Thresholds and carve outs
To minimize the compliance and
administrative burden, the OECD is
considering certain thresholds and carve
outs to decide which businesses will be
impacted by Pillar One and Pillar Two.
Pillar One may have an equivalent
revenue threshold to country-by-country
(CbC) reporting (revenue threshold of
€750 million). As mentioned above, Pillar
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One is supposed to target MNEs that
operate digitally (such as online
marketplaces used or online advertising
services). It is hoped that Pillar Two
jurisdictions such as the UAE may be
exempted from a minimum rate of
corporation tax if there is sufficient
economic substance in that location
(clearly such a test would be practical for
the UAE in which there is a significant
amount of foreign direct investment).

are grappling with tax revenues and
crippling economies. And while some tech
companies prosper due to the work-fromhome environment, the international tax
community is clamoring louder for the
imposition of a digital tax as the
government authorities are facing
growing budget deficits. This can certainly
create new challenges to the OECD as it
tries to seek a consensual solution
towards the end of 2020.

Observations
The Pillar One and Pillar Two proposals
represent a major shift to the
international tax landscape. Businesses
value certainty and a consistent approach
without unilateral tax measures would be
a helpful outcome of the proposals. There
will need to be a workable solution for
both taxpayers and tax administrations
that takes into consideration the differing
administrative capacities. As the minimum
effective tax rate is not yet decided, it is
difficult to know what impact it will have
on tax base, investment, and innovation.
Furthermore, there needs to be more
clarity on the relationship between
income inclusion rules and undertaxed
payment rules within Pillar Two.

As a major setback to the OECD’s digital
tax initiative, and in response to the joint
proposal for a phased implementation of
Pillar One with respect to imposing the
taxation of digital businesses by the UK,
Spain, France and Italy, US Treasury
Secretary Steven Mnuchin, in June 2020,
called upon the OECD to pause
discussions of Pillar One, with a view to
resuming later this year. Mnuchin cited
current, serious public health concerns
and economic challenges as more
important issues to deal with. This move
comes at a delicate time in the OECD
consensus-based project. Further, the
lack of resolution can certainly create a
risk of proliferation of digital services tax
by some countries towards end-2020,
potentially leading to the United States
imposing tariffs as a retaliatory response,
thus creating further uncertainty in global
trade and commerce. We have yet to see
how the OECD and IF will address this
delicate matter.

More importantly, more and more
countries are implementing the existing
15 BEPS Action items to mitigate base
erosion and profit shifting. Taxpayers
may need additional time to digest these
existing changes before being faced with
additional international tax rules.
The OECD may therefore find it beneficial
to conduct a thorough economic impact
assessment to measure this additional
impact compared to the already
implemented BEPS actions. Preliminary
assessments by the OECD estimate the
combined effect of the proposals will be
4 percent of existing global corporate
income tax rate or US$100 billion
annually.
Recent developments and challenges
Due to the COVID-19 pandemic, countries

What does this mean for the Middle
East?
As members of Inclusive Framework,
many Arab countries have implemented
the four minimum standards under the
inital BEPS project in relation to Action 5
(Harmful Tax Practices), Action 6 (Tax
Treaty Abuse), Action 13 (Country by
Country Reporting) and Action 14 (Mutual
Agreement Procedure).
Notwithstanding the latest challenges
and developments aforementioned,
Middle East government authorities and
taxpayers certainly have to keep an eye

To minimize the
compliance and
administrative burden,
the OECD is considering
certain thresholds and
carve outs to decide
which businesses will be
impacted by Pillar One
and Pillar Two.
on the progress of Pillar One develpment.
If there is positive progress in this regard,
digital businesses operating in the region
above the threshold will be impacted
under Pillar One. As regards Pillar Two, it
is not just the zero tax jurisdictions of the
UAE and Bahrain that will be impacted:
• The minimum rate of corporation tax
being debated is 12.5 percent and this
will impact Qatar for example where
the current rate is 10 percent;
• Special regimes in the Middle East that
exempt certain classes of business from
taxation or impose a lower rate of
taxation (e.g. Zakat in Saudi Arabia or
special economic zones in Qatar).
Even if consesnus is reached in 2020, it
may be 2-3 years before full measures
are implemented. However, we are
already seeing jurisdictons introducing
their own domestic taxes on digital
businesses and we may see the
introduction of a corporate income
taxation in the UAE for example in
advance of the OECD propsals coming
into force.
by Abi Man Joshi, Director, Tax, Deloitte
Middle East

Endnotes
1. The current Pillar One proposals are likely to
impact very large digital businesses; while the
current Pillar Two proposals are likely to impact
all businesses irrespective of whether they are
digital or not and irrespective of size
2. Base Erosion and Profit Shifting
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Taxing Covid
With strict quarantine guidelines and
so many restrictions in place as regards
the movement of people, companies
and individuals raised concerns about
the tax implications on cross-border
workers and other related cross-border
matters such as tax residency,
permanent establishment, and right
to tax, among others.
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T

he coronavirus crisis became a
global issue that caused significant
impact in the economy and placed
a heavy strain on the health systems of
many countries. Changes in the work
routine have been seen in nearly all
countries in the world due to social
distancing and video conferences; digital
signatures and the home office became
the new normal. For most of us, 2020 will
always be remembered as the year of the
COVID-19 pandemic.

On 3 April 2020, the Organization for
Economic Development and
Development (OECD) published an
analysis on the application of tax treaty
rules and the impact of the changes in
work patterns as a result of the COVID-19
crisis.
The OECD report addresses the following
relevant tax issues arising from the
COVID -19 crisis and provides suggestive
interpretation on how the new work
circumstances should be treated in light
of the application of double tax treaties:
• Permanent establishment (PE)
exposure;
• Residency status–directed and
managed test; and

• Shift in tax residency and personal
income tax risks for stranded
employees.
PE exposure
Apart from the risk of denial of treaty
benefits, a prolonged stay for employees
in jurisdictions different to the country of
residency of their companies may trigger
PE exposure for their employers. Besides
the eventual tax liability, the PE risk may
further entail new tax filing and reporting
requirements.

Apart from the risk of
denial of treaty benefits,
a prolonged stay for
employees in
jurisdictions different to
the country of residency
of their companies may
trigger PE exposure for
their employers.

Many countries have, incorporated in
their domestic tax laws, thresholds to
determine whether foreign enterprises
create a taxable presence in that
territory. Depending on the domestic tax
rules, a PE may be created if an employee
of a company resident in Country A has
a fixed place of business in Country B or
acts as an agent of a foreign enterprise
in Country B.

As a result of the global restrictions due
to COVID-19, many employees had to
stay and work from their home countries
(or other jurisdictions), or were relocated
to third countries and are working from
temporary accommodations. Moreover,
many construction projects had to be
suspended due to governmental
limitations.

In addition, a PE may also be created
when an enterprise of one state
performs services in a construction site
situated in another state for more than
a certain period.

Therefore, the OECD has provided their
views on what should be the treatment
applicable for such cases in respect of
enterprises creating a PE in other
jurisdictions during these
unprecedented times.

PE risk

Argument raised

Outcome

Fixed place of
business test

Under this test, an enterprise may create a PE in another territory if it has a fixed place
of business there through which it carries its business. As stranded employees are
required to work from home, this raises an issue whether an enterprise has a PE by
virtue of having a fixed place of business, in this case the employees’ home in another
jurisdiction.

During the COVID-19 crisis, stranded employees
are required to work remotely because of
government directives i.e. it is not the enterprise’s
will. Therefore, given the unprecedented advent of
COVID-19, working from home should not create a
PE for the business/employer, given that such
activity lacks a sufficient degree of permanency or
continuity.

In general, a PE must have a certain degree of permanency and be at the disposal of
an enterprise in order for that place to be considered a fixed place of business
through which the business of that enterprise is wholly or partly carried on.
For a home office to be a PE for an enterprise, it must be used on a continuous basis
and the enterprise generally has to require the individual to use that location to carry
on the enterprise’s business.
Dependent
agent test

Under this test, an enterprise may create a PE in another territory where a person
(other than an independent agent) is acting on its behalf, and habitually exercises an
authority to conclude contracts in its name, in that other territory.

The OECD argues that an employee/agent’s activity
in a country is unlikely to be considered as habitual
if that employee is only working at home in that
country for a short period given force majeure
and/or government directives.

Construction
site

Under this test, an enterprise may create a PE in another territory if a construction site
lasts longer than 12 months (under OECD model) or 6 months (under the UN Model).
Under the commentaries to the OECD Model, it is explained that a site should not be
regarded as ceasing to exist when work is temporarily discontinued. Examples of
temporary interruptions given in the commentary are a shortage of material or labor
difficulties.

Many activities on construction sites are being
temporarily suspended by the COVID-19 crisis. The
duration of such suspended activities should be
included in defining the life of a site, and hence,
will impact on analysis whether a construction site
constitutes a PE.
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Residency status–directed and
managed tests
The imposed travel restrictions have
increased concerns around a potential
transfer of the “place of effective
management” of a company as a result
of the inability of its executive members
(CEO, CFO) to travel. The potential
consequence would be a risk of double
tax residency in jurisdictions where the
effective place of management is
determined based on the tax residency
of its decision makers.
The OECD argues that it is unlikely that
the COVID-19 situation will create any
changes to an entity’s residency status
under a tax treaty. A temporary change in
location of the executive members is an
extraordinary and temporary situation
due to global coronavirus pandemic and
such change of location should not
trigger a change in residency.
Shift in tax residency and personal
income tax risks for stranded
employees.
The OECD makes reference to
guidance/circulars issued by countries
such as the UK, Australia and Ireland to
cover the impact of COVID-19 on the
domestic and tax treaty determination of
residency status of individuals given the
extraordinary circumstances. The analysis
includes the following cases that may be
relevant:
• A person is temporarily away from their
home and gets stranded in a host
country due to travel restrictions;
• A person is working in a country and
has acquired residency there, but
temporarily returns to their previous
home country because of the COVID-19
crisis. In this case, the individual may
create cases of double tax residency
(home country and country of
employment).
Given the exceptional circumstances, the
OECD outlines that it is unlikely that
individuals may create a double tax
residency. Nevertheless, the tie-breaker
rule provided under tax treaties

considers different factors (permanent
home, center of vital interests, etc.) and
should assist individuals in determining
their tax residency.
What does this mean for the Middle
East?
Middle East countries such as the UAE,
Qatar and Saudi Arabia are known for
having a number of expatriate residents.
In view of this, foreign and local groups
may be concerned about whether some
of the employees working remotely in
other jurisdictions may create an
exposure from a tax perspective.
The overall message of the OECD report
is positive. The unexpected shift in the
work routines and office places should
be taken as something temporary and
extraordinary by the authorities when it
comes to assessing any permanent
establishment or tax residency.
In times like these, common sense
should be the general approach adopted
by countries since the current
arrangements of home office are not
habitual, but solely driven by a global
emergency.
We expect tax authorities across the
Middle East to take this rational
approach.
As a practical example, Bahrain and the
UAE have introduced the economic
substance rules (ESR). In order to meet
one of the requirements to demonstrate
substance in the country, a company
should have Board of Directors meetings
held in the country with the local
presence of the directors.
On the basis that many companies in
Bahrain and the UAE have directors that
are either foreign nationals or even
residents of other jurisdictions, the
worldwide travel restrictions may result in
the meetings being performed remotely
via videoconferences. As a result, the
conditions to meet the economic
substance test may not be observed.

Some territories that issued similar rules
(such as Jersey and Guernsey) have
announced that during the pandemic
crisis, companies should not fail the ES
test due to their inability to hold local
Board of Directors meetings. Although
both Bahrain and the UAE have
announced COVID-19 measures on
compliance obligations, neither of those
jurisdictions have relaxed their provisions
on the economic substance
requirements. Therefore, any future
developments should be closely
monitored, although similar treatment
would be expected.
Key takeaways for Middle East-based
taxpayers
How long the restrictive measures to
avoid movement of people will continue
is still a big question mark. Some
countries have gradually resumed their
social activity and work routines but still
have strict restrictions in place.
We all hope that the current situation
will be indeed a temporary condition and
the position adopted by OECD and tax
authorities across the world seems to
follow the same understanding. The
changes in the work routine and places
of where companies are being managed
and operated are provisional
arrangements that companies are
adopting to keep their business
operating.
Therefore, tax authorities should take
a practical and sensible approach in
advance of raising any risks of permanent
establishment, dual tax residency or noncompliance of economic substance due
to the direct consequences of COVID-19.
In the meantime, we should all be
concerned about keeping ourselves safe
and healthy.
by Wissam Merhej, Partner and
Fernando Costa, Senior Manager, Tax,
Deloitte Middle East

19

Deloitte | A Middle East Point of View - Summer 2020 | Audit

Auditing
disruption

The evolving role of
audit in a world of
emerging technologies
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A

number of new technologies
such as radio-frequency
identification (RFID), in
combination with advanced wireless
services (e.g. 5G mobile and wireless
broadband technologies) have now
enhanced the ubiquity of the internet—it
is accessible from almost any point—as
well as its mobility—it is accessible from
small, portable hand-held devices.
We live in a world of 3D printing,
household connectivity with remote
access to heat, water, doors, intruders
and windows, semi-autonomous vehicles,
assisted parking, and robots replacing
humans in the performance of repetitive
tasks.
Transforming the role of audit
Technologies such as robotic process
automation, cloud computing, natural
language generation, intelligent content
recognition, intelligent chatbot, predictive
modelling and blockchain are creating
new opportunities and risks for
organizations and are rapidly reshaping
businesses. We have moved from the
management of manual analysis to much
larger data sets and automated analysis
of unstructured data. These new
innovations are recognizing patterns,
identifying outliers and anomalies and
performing predictive analysis with
greater speed, accuracy and efficiency.
Auditors are intensifying transformation
initiatives by investing in new
technologies to improve the efficiency
and productivity of audit procedures. This
evolution in the sufficiency and source of
audit evidence puts further emphasis on
management’s internal control over
financial reporting with more in-depth
analysis and insights.
Emerging technologies, emerging
risks
Risk assessment is a mindset that
requires appropriate professional
skepticism and judgment.
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An appropriate risk assessment begins
with a thorough understanding of the
process. The extent of the procedures
necessary to gain this understanding
varies with the nature and the complexity
of the entity and its operations. An entity
with a completely automated process is
likely to have a different level of inherent
risk across all relevant assertions
compared to an entity that has a semiautomated or manual process.

From data analytics to
blockchain technology to
artificial intelligence,
auditors must continue
to harness technology
for better and more
informed decisionmaking.
Risks emanating with technological
evolution that can impact an organization
include:
• Lack of scientific knowledge and
experience about the potential impact
and risk-absorbing system, which may
incur uncertainty.
• Poorly designed technologies can
increase and multiply processing and
operational errors.
• Algorithms used for these technologies
may be incomplete, outdated, or biased
due to inappropriate input, flawed
assumptions, inappropriate modeling
techniques, coding errors and
overfitting of automation algorithms.
• Integration with existing technologies,
along with mitigation tactics that are
unknown or unproven, may lead to
open exposures e.g. nanotechnology.
• Complexity of integration and system
dependencies such as risks related to
the Internet of Things, especially as
regards automation, robotics and
machine-to-machine communication.
• Misalignment or misconfiguration of

these technologies may result in
material weaknesses in internal controls
over financial reporting.
• Risk of non-compliance of data privacy
standards if the implementation lacks
required protection controls.
Additional audit procedures for
emerging risks
Audit has made enhancements through
proactively assessing and gaining insight
into the new risks associated with these
technologies to assess whether
appropriate controls are being
implemented to detect, and prevent, new
and emerging risks. Senior engagement
teams play a fundamental and
irreplaceable role as sponsors to push
the use of analytics or other technologies
and bring the benefits of using
technological tools to life, ensuring their
appropriate use and leading to
meaningful insights for their teams.
Significant professional judgment is
required when designing analytics,
interpreting results and determining how
the results influence the audit plan.
The ability of the auditor to analyze data
underlying the financial information
represented in the financial statements
enable the auditor to have a deeper
understanding of what has actually
occurred in the financial reporting
system—which is beneficial to the auditor
in making inquiries of entity personnel.
This provides the auditor with more
granular information to assess the nature
of the response to inquiries of entity
personnel and have a more robust basis
against which to assess or challenge the
response.
Where emerging technologies have been
implemented, risk assessment and audit
procedures need to take into account the
considerations below:
1. Data classification, privacy and
protection
In addition to the testing of areas of
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General IT Controls relevant to the
automated controls and/or computergenerated information identified in the
scope for IT Audit involvement, other
areas like data privacy standards and
regulations can be considered to ensure
the compliance with international best
practice standards. As auditors, we often
receive a list of security programs from
management that are currently in place,
however, first we need to make sure the
right information has been identified and
data sets are clearly defined for testing.
Considering the continuous change,
auditors confirm that the definition and
protection of data is being carried out by
taking reports directly from IT and
checking test results.
2. Use of third-party service
organizations
The use of third-party organizations to
deliver critical services is a growing trend.
In determining the sufficiency and
appropriateness of the audit evidence,
auditors review that management has
evaluated whether appropriate controls
are in place to prevent misuse of any
confidential customer information
aggregated by third-party service
organizations. The benefit is an objective
opinion about a standardized set of
objectives tested only once to minimize
business disruption.
3. Enhanced review of security and
privacy procedures
While the importance of addressing
cybersecurity is widely acknowledged,
auditors can review risk registers to
ensure that risks in relation to data
security and privacy have been
adequately identified and assessed
according to the risk management
process within the organization, and that
managers are working to, and within, risk
tolerances. Auditors review cyber breach
incidents and try to understand what
went wrong, ensure remediation
compliance and probe for other areas

of vulnerability to help combat future
attacks.
4. Application-generated reports and
data
When using emerging technologies as
part of robust fact-based risk assessment
or further audit procedures, there should
be careful consideration of the following
items:
• Nature and use of application general
reports and data;
• Assessment of the risk to which reports
relate;
• Complexity and quality of reports and
data;
• Complexity of judgment and conclusion;
• Significance of the report and data; and
• Likelihood that insufficient or
inappropriate report and data could
cause auditors to reach inappropriate
conclusions.
New skill sets: adapt to thrive
Disruptions brought on by the Fourth
Industrial Revolution are strengthening
auditors through the utilization of new
digital tools and the embracing of new
capabilities offered by technology to
meet the statutory requirements. The
ongoing development of skills and
adoption of automated tools are
essential to gain more business insight
and risk management tools. From data
analytics to blockchain technology to
artificial intelligence, auditors must
continue to harness technology for
better and more informed decisionmaking.

and adaptation. Students should learn to
handle high complexity and develop high
social cognition by using cognitive
enhancement tools to accomplish
complex tasks.
The use of technology in the financial
statement audit is evolving and exceeding
stakeholder expectation. In an
increasingly complex and high-volume
data environment, the use of technology
and data analytics offers opportunities
for the auditor to obtain a more effective
and robust understanding of the entity
and its environment, enhancing the
quality of the auditor’s risk assessment
and response. Appropriate risk
assessment procedures result in the
adequate identification or assessment of
relevant risks of material misstatement
that, in turn, may result not only in
obtaining appropriate audit evidence
to support the audit opinion, but also
result in avoiding unnecessary, poorly
articulated, ineffective, or duplicative
audit procedures.
This journey is evolutionary rather than
revolutionary; however, the pace of the
evolution is key. Auditors will need to stay
abreast of recent developments in this
space to consider how to tailor audit
procedures to take advantage of
disruptive technology benefits as well
as address incremental risks.
by Haseeb Akram, Director, Audit &
Assurance, Deloitte Middle East

New talent is always essential for future
success and education programs have
been adapted and focused on increasing
specialist expertise and stimulating the
mindset. A continuous evolution of the
skills we seek from graduate recruits and
lateral hires is also necessary. Education
systems can keep up with the changing
industry in order to fill the skills gap
through technological advancement
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Beyond IBOR:
An important
paradigm shift
for markets
In July 2017, the UK Financial Conduct
Authority (FCA) reported that the London
Interbank Offered Rate (LIBOR) will be
phased out as the interest rate index used
in calculating floating or adjustable rates
for loans, bonds, derivatives and other
financial contracts by the end of 2021. But
with LIBOR underpinning approximately
US$350 trillion in financial products
globally, what are the implications for
businesses?
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nterbank Offered Rates (IBORs), of
which LIBOR is one of the most
significant, are reference rates used by
financial market participants and quoted
on a daily basis by different banks with
the adjusted average representing the
quoted rate for unsecured borrowing
and lending.

Other commonly used reference rates
are the Euro Inter-Bank Offered Rate
(EURIBOR) and the Tokyo Interbank
Offered Rate (TIBOR).
The decision to replace LIBOR followed
a review initiated in 2013 by the FCA to
address concerns regarding its long-term
sustainability. LIBOR was discredited
when, during the 2008 financial crisis, the
authorities in the United States and the
UK found that traders had manipulated
it to make a profit.
In 2013, the G20 commissioned the
Financial Stability Board (FSB) to review
the major interest rate benchmarks
following concerns raised in the market
regarding the reliability and robustness of
benchmarks. In 2014 the FSB concluded
that risk-free reference rates (RFRs) could
be considered, in many cases, more
suitable than IBOR reference rates.
Who is impacted by the change?
The proposed change heavily impacts
financial institutions, corporate and
individual borrowers with billions of
contracts locked in with a reference rate
that is lined up for phasing out. Business
segments, as noted in figure 1, will be
affected globally and in the Middle East.
Certain financial institutions as well as
the regulatory bodies in the Middle East
region are working on the initial analysis,
gap assessment and different scenarios
for the transition.
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Figure 1: Segments that will be mostly impacted with
the transition from IBOR
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Figure 2: Products mostly aﬀected by IBOR
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What are the challenges associated
with the reform?
Due to the scale of usage of IBORs across
products and financial markets, the task
to replace the use of these rates (in
legacy and new trades) is vast. Banks
and corporates may face a number of
significant transition challenges:
• Changes to entities’ operating models
are expected to be significant given the
extent to which IBORs are likely to be
embedded in processes, systems and
controls, including IT infrastructure.
• Identification of areas where there are
dependencies between different
contracts tied to IBOR and potential
complications in meeting regulatory
capital rules and other requirements.
• Amending legacy contracts to refer to
RFRs could be more challenging and
financially dis-advantageous and
managing a range of fallback
replacements across different products
and currencies.
• Entities have to assess the impact on
liquidity and funding, and also treasury
teams will have to analyze the impacts
on the products traded by them.
• Insufficient and uncoordinated training
on new RFR products and transition
impacts could lead to conflicting
messages from different business areas,
including finance, risk management,
operations, treasury, etc.
• Counterparties will need to assess the
accounting issues, whether a reference
rate replacement for a legacy contract
constitutes a substantial modification
and therefore derecognition under IFRS.
• Entities will need to consider whether a
change in a hedging instruments’ terms
will lead to a cessation of the hedge
relationship and assess any implications
for designated cash flow hedges that
hedge IBOR cash flows beyond
transition.

Due to the scale of usage of IBORs
across products and financial markets,
the task to replace the use of these
rates (in legacy and new trades) is vast.
Banks and corporates may face a
number of significant transition
challenges.
• Entities will need to consider whether
amendments to existing contracts could
give rise to a disposal of the existing
contract for tax purposes and the
related tax implications.
Update on financial reporting
requirements on reform (IFRS
perspective)
The International Accounting Standards
Board (IASB) is engaged in a two-phase
process of amending its guidance to
assist in a smoother IBOR transition.
Phase 1 – The first phase of
amendments to IFRS 9, IAS 39 and IFRS 7
are focused on hedging relationships and
associated disclosure requirements,
effective from 1 January 2020. These
amendments provide certain reliefs and
exemptions for hedge accounting
requirements under IFRS.
Phase 2 – The second phase exposure
draft on 9 April 2020 focuses on the
financial reporting issues that may arise
when IBOR rates are either reformed or
replaced.

As a practical expedient, the IASB
proposes that the entities apply the
change to the contractual cash flows
prospectively by revising the effective
interest rate, instead of substantial
modification requirements under IFRS 9,
if both the below conditions are met:
a) The modification is required as a direct
consequence of IBOR reform; and
b) The new basis of determining the
contractual cash flows is economically
equivalent to the previous basis.
Similar reliefs are proposed for impact
on lease arrangements and insurance
contracts arising from IBOR reform.
Entities will need to amend their hedge
documentation to reflect any
modifications arising from IBOR reform.
Also, entities would be required to
disclose how they are managing the
transition and the risks arising from this
transition.
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Entities need to establish
a transition plan under
the supervision of their
Board of Directors and
execute planned work
steps over a dedicated
timeframe, providing
internal and external
feedback on progress.
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Global transition initiatives
Regulators have urged entities to take
action to ensure a smooth and orderly
transition away from IBORs at the end of
2021. There has been a heightened focus
on conduct risk mitigation by global
regulators in relation to transition from
IBOR.
Working groups made up of regulators,
central banks and industry experts,
have identified alternative RFRs for key
currencies to use as a replacement for
IBORs. Listed below are some alternative
RFRs for key currencies:
RFRs and IBORs work in different ways.
For example, SOFR is calculated using
actual transactions and is a broad
measure of cost of borrowing overnight
that is collateralized by treasury
securities, whereas LIBOR is set by a
panel of banks submitting their estimates
of what they think their borrowing
costs are.

Many regulators, including the Securities
and Exchange Commission, Financial
Reporting Council, Prudential Regulation
Authority, European Central Bank, Swiss
National Bank, The Association of Banks
in Singapore and the Bank of Japan have
issued key questionnaires, checklists and
conduct recommendations for adequate
governance during the transition process,
as well as clear communication strategies
and robust management of conflicts of
interest.
Next steps for impacted entities
Entities need to establish a transition
plan under the supervision of their Board
of Directors and execute planned work
steps over a dedicated timeframe,
providing internal and external feedback
on progress.
The key activities and work streams to
consider when setting out the roadmap
include:

Alternative RFRsv

Oversight body

United Kingdom

Sterling Overnight Index
Average (SONIA)

Bank of England

United States
of America

Secured Overnight Financing
Rate (SOFR)

Federal Reserve Bank of NY

European Union

Euro Short-Term Rate
(€STR)

European Central Bank

Switzerland

Swiss Average Rate Overnight
(SARON)

SIX Swiss Exchange
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Although the transition from IBOR is
expected by end of 2021, the reform
will have a major impact on financial
products already being offered and the
risk management approaches adopted
by financial institutions and
corporates.
Transition program and governance
• Structure the team and build a
transition program.
• Identify the risks arising from transition
and develop relevant mitigation plans.
• Arrange staff trainings and implement
an internal communications strategy.
Initial assessment and strategic
direction
• Perform an initial assessment of the
potential impact of the IBOR reform
on the business.
• Establish a strategy and target for
reducing IBOR exposure.
• Perform an impact assessment for
accounting and tax exposures,
operating model challenges and legal
impacts by applying different transition
scenarios.
Risk management
• Analyze contractual language and
affected counterparties.
• Assess and document legal impacts
(e.g. changes to fallback provisions,
implications for non-standard contracts).
• Amend regulatory reporting
requirements.

• Identify instruments that might be
affected by accounting and tax issues
and address the reporting
requirements.
Operational readiness
• Update key processes, systems and
controls associated with reform.
• Redesign or discontinue existing
products due to reform.
• Deliver training on reform and establish
a process for employees to escalate
issues arising during transition.
Customer communications
• Ensure customers understand the risks
or outcomes they might face from
transition.
• Review feedback from clients and other
stakeholders and any
disagreements/litigations that might
need to be addressed.

input data, transparency of
methodology and clear communication
to stakeholders.
• Ongoing monitoring of IBOR reform and
archival of transition implementation
documentation.
Although the transition from IBOR is not
expected before end-2021, the reform
will have a major impact on financial
products already being offered and the
risk management approaches adopted
by financial institutions and corporates.
As there may be many uncertainties
associated with the transition, entities
will have to move forward within a
transition scenario scripted to minimize
the downside risks and manage the
operational challenges without triggering
a crisis. As put by William C. Dudley,
former President and CEO of the Federal
Reserve Bank of New York: “The impact
of a disorderly transition would be huge.
Therefore, a half-hearted effort or a
failure to act would be inexcusable,
especially after all we have learned from
the experience of the financial crisis.
Moving this core piece of the global
financial system to a firm and durable
foundation is essential and worth the
cost”.
by Syed Samar Abbas, Director, Audit &
Assurance, Deloitte Middle East

Execution and monitoring
• Roll out a transition program and
discontinue legacy IBOR processes,
systems and technology.
• Post go-live, governance and control
framework need to ensure quality of
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Changing mindset

How can competitiveness
accelerate economic
growth?
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In the GCC region,
countries have improved
competitiveness
according to key metrics
and rankings in global
reports, but structural,
institutional and policy
deficiencies continue to
be areas that require
additional focus.

I

nvestors around the world are
exploring destinations that maximize
returns or create cost efficiencies via:
proximity to markets, access to
technology, finance or natural resources,
or the cost of doing business. To improve
country ranking and the overall business
environment in a way that successfully
and sustainably maximizes impact and
returns on the economy, three steps can
be taken to introduce a competitiveness
mindset that wins in regional and global
markets: collect/define, evaluate, and
execute reforms. In this article we review
what it takes to be competitive and how
the Kingdom of Saudi Arabia launched
the National Competitive Center to rise
up the competitiveness ladder.

What makes an economy truly
competitive?
According to the IMD World
Competitiveness Center:
“Competitiveness is the extent to which
a country is able to foster an environment

in which enterprises can generate
sustainable value.” In other words,
competitiveness is the outcome when
strategy, systems, policy, and innovation
come together to spur economic growth.
The Competitiveness Model, shown in
Figure 1, helps explain how
competitiveness contributes to economic
growth at a national level. The bottom
line is that competitiveness leads to
productivity growth, which means more
output with the same amount, or even
fewer resources.
Competitiveness at its core includes
increasing economic freedom and overall
quality of life. Countries that do not adopt
the Competitiveness Model may increase
their rankings in international reports, but
not the prosperity of their citizens, as
measured by the Legatum Prosperity
Index (LPI), which measures national
prosperity based on economic and social
well-being. As shown in Table 1, BRIC
countries (Brazil, Russia, India, China)

Figure 1: Competitiveness models
Strategy

System

• Long-term national strategy
• Short-term implementation plan
focusing on priority sectors/verticals
• Establishment of milestones
• Establishment of responsibilities and
accountability

• Political will
• Good governance
• Alignment
• Reduction of silos
• Procedural eﬃciency
• Resolving disputes

Strategy

Policy

System

Prosperity

Innovation

Policy

Innovation

• Establishment of business-friendly
policies
• Reduction of bureaucracy
• Promotion of transparency
• Zero tolerance of corruption

• Infusing creativity and innovation
throughout society
• Providing funding for innovation
• Developing an ecosystem that
connects innovation with strategy
and systems
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Table 1: BRIC rankings
Country

WEF Global
Competitiveness
Report (2018)
(x/140 countries)

WB Ease of Doing
Business Report (2019)
(x/190 countries)

Legatum Prosperity
Index (2018) (x/149
countries)

Brazil

72

109

65

Russia

43

31

96

India

58

77

94

China

28

46

82

Table 2: Top global performers
Country

WEF Global
Competitiveness
Report (2018)
(x/140 countries)

WB Ease of Doing
Business Report (2019)
(x/190 countries)

Legatum Prosperity
Index (2018) (x/149
countries)

United States

1

8

17

Germany

2

24

14

Singapore

3

2

21

Switzerland

4

38

4

experienced super-heated economic
growth in the late 1990s and early 2000s
that favorably impacted their rankings in
major competitiveness reports.
However, their momentum slowed down
and then declined after 2010, indicating
that their competitiveness did not lead to
prosperity because their reforms did not
truly reinvent their economies. Their latest
rankings in key competitiveness-oriented
reports show that their competitiveness
models have become impediments to
sustained growth. While one may rightly
argue that rankings in reports are not true
indicators of national competitiveness,
they do provide a lens through which one
can examine the factors that drive these
rankings. In contrast to BRIC, some of the

Within the Middle East,
the governments of
countries like Egypt, the
Kingdom of Saudi Arabia
(KSA), the United Arab
Emirates (UAE) and
Morocco, are designing
and investing in
programs with the sole
purpose of increasing
national rankings across
multiple indexes.

world’s most prosperous countries
continue to make major gains in
economic growth due to constant
reinvention. This is illustrated by Table 2,
which highlights rankings in major global
competitiveness reports. These rankings
reflect an approach to competitiveness
that has established a pattern of ongoing
increase in the quality of life and
economic livelihood of their citizens.
In the GCC region, countries have
improved competitiveness according to
key metrics and rankings in global reports,
but structural, institutional and policy
deficiencies continue to be areas that
require additional focus. The challenge
will be enabling these countries to sustain
competitiveness through a combination
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of strategy, good governance, businessfriendly reforms, and innovation that
leads to ongoing reinvention and strategic
course corrections. Within the Middle
East, the governments of countries like
Egypt, the Kingdom of Saudi Arabia (KSA),
the United Arab Emirates (UAE) and
Morocco, are designing and investing in
programs with the sole purpose of
increasing national rankings across
multiple indexes.
Table 3: Data types
Quantitative

Qualitative

• Economic statistics that can be tracked year-toyear.

• Inputs from individuals and/or organizations that
provide anecdotal and/or valid information to
augment qualitative analysis.

• Comes from primary data, which is defined as the
closest to the source and/or the most valid data,
• Typically gathered from surveys, interviews and
and secondary data, which is used to validate
focus groups.
primary data and is data gathered from other
than the primary source.
• Validity depends on:
a) appropriateness of the data,
b) whether it can be tracked year-to-year, and
c) whether it can be validated by a secondary
source.

• Validity depends on mapping input to quantitative
data and using it only as a mechanism to
augment other research rather than a singular
source used for analysis.

Combining competitiveness with a
strong and diversified economy
contributes to the positioning of these
countries as key destinations to do
business on a global level.
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What are economic indicators and
how do they measure
competitiveness?
International competitiveness experts
understand the value of analyzing data,
quantitative and qualitative (explained in
Table 3), as a way to measure
competitiveness.
Quantitative data is typically segmented
into macro and micro indicators, as
shown in Figure 2. Macro indicators track
economic trends on a high level while
micro indicators track trends within
economic categories that relate to these
macro indicators. When data is tracked
over a number of years, it provides insight
into overall trends regarding a country’s
current state of competitiveness. A
competitiveness expert analyzes the
collected data to draw conclusions that
provide insight into strategy, policy, or
implementation changes that can
establish an alternative competitiveness
course or develop an entirely new one.
What are the different approaches to
improve regional competitiveness
within a country?
There are many approaches that a
country can adopt to improve the
competitiveness of its regions. A popular
competitiveness model is the circular
cumulative causation model developed
by Swedish economist Gunner Myrdal.
Myrdal argued that increasing returns in
faster developing regions typically sets
in motion a process where production
factors, especially human capital, move
away from lower developing regions to
embrace opportunities in those that are
more competitive, thus providing more
opportunity. The consequences faced
by many countries adopting this model
are that they force migration to highperforming regions, which further erodes
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Figure 2: Macro and micro indicators
Macro indicators

Micro indicators

Business
registration

Budget

Taxation

Education

Cost of
living

Finance

Investment
flow (FDI)

Trade

Innovation

Infrastructure

Real
estate

Income

Labor
productivity
growth

GDP

Ranking in
key global
reports

the ability of low-performing regions
to compete. This causes a lack of
competitiveness in low-performing
regions, which affects overall
competitiveness. In attempting to correct
this problem, monetary investment
and/or incentives are directed towards
low-performing regions, which in turn
pulls resources away from highperforming ones. This undermines
competitiveness in high-performing
regions while typically having only a
marginal impact on low-performing ones.
Myrdal argued that state intervention in
terms of policy and resources is required
to “level the playing field” between
regions, which makes sense in theory, but
can only be so if a country understands
the competitiveness of its regions and has
a clear picture of what needs to be done
to address inequities. The ability of

The NCC has proved that
it can deliver results and
play an instrumental role
in achieving the
ambitious plans set by
Vision 2030 on a regional
and global scale.

Workforce

countries to track, analyze and thus
understand regional competitiveness is
more compatible with the endogenous
growth theory that was developed by
Nobel prize-winning economist Paul
Romer and others. This theory postulates
that accumulation of knowledge
generates increased returns. Thus,
enhancing regional competitiveness
occurs when leaders harness strategy
and resources that lay the foundation for
sustainable regional competitiveness. This
requires a rethinking of Myrdal’s more
spatially-oriented approach to instead
focus on the broader areas of people
and institutions, thus adopting a “spatial
blindness” approach. Figure 3 provides an
overview of these theories of regional
development. Also included are examples
of countries that have utilized each
concept.
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Figure 3: Overview of regional competitiveness theories
Focal
area

Target
stakeholders

Geography

Innovation

Institutions

Financing

Countries utilizing the
theoretical model/approach

Reforms

Cumulative causation theory

Parity

Provides incentives
for investment in lowperforming regions

Focuses on helping
low-performing
regions catch up

Takes a more spatial
approach and holistic
one (regional approach)

Targets support for
institutions in lowperforming regions

Does not infuse
innovation as part of the
development process

Targets reforms on
spatial-centric
interventions

Thailand, Serbia

Endogenous growth theory

Performance

Focuses on assets within
a region as building
blocks for investment and
competitiveness

Aligns skills and resources
behind sectoral strategy
that focuses on regional
assets (skills approach)

Provides non-regional
specific incentives to build
on sectoral assets and to
align education, skills,
infrastructure, et al.

Focuses on value-added
interventions and creation
of high-value jobs

Targets reforms on
strategies and actions
that build sector-based
competitiveness

Targets support for
institutions and
organizations that can
enhance regional assets
for growth

Jordan, United Arab
Emirates, Czech Republic,
Cyprus

Spatial blindness approach

People

Provides funding to build
the capacity of people,
institutions, and innovation
throughout the country,
targeting specific
interventions on regions
based on their value
propositions
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Does not focus on
geography, but on building
overall competitiveness
through the nexus of
regional assets and
emerging opportunities

Focuses on increasing the
prosperity and quality of
life of citizens by focusing
reforms and resources on
building the capacity of
people (people approach)

Infuses innovation in
every strategy and action,
leveraging technology
and promoting creativity

Targets people instead of
geography. Removes
roadblocks that prevent
individual growth and
quality of life

Targets support for
systems across the board
so that all institutions in a
region can gain capacity,
visibility, and good
governance

Finland, New Zealand,
Denmark, Ireland
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What is the successful model that
the Kingdom of Saudi Arabia (KSA)
adopted to deliver competitiveness?
On 24 October 2019, KSA officially
launched the National Competitiveness
Center (NCC) accompanied by the World
Bank’s announcement on KSA’s Ease of
Doing Business ranking, which witnessed
an exceptional improvement moving up
30 places to rank 62nd globally. A total of
62 reforms were submitted, of which 28
were accepted, helping enhance KSA’s
ranking in 9 out of 10 pillars. The NCC
consists of four main units (summarized
below) that work together to evaluate and
monitor competitiveness and implement
the necessary reforms.

What remains to be seen is how things
play out in terms of existing plans,
given the altered nature of the global
business environment that has risen
as a result of the widespread
COVID-19 virus.

• Business intelligence and analytical unit:
will act as a research think tank within
the NCC to develop competitiveness
reports and reforms to improve the
competitiveness status and the business
environment of the kingdom.
• Execution management unit: will, with
governmental collaboration, support
and monitor reform implementation and
ensure that they achieve the desired
impact.
• Compliance unit: will conduct investor
engagement activities and provide
evidence of reform success in
addressing investor concerns.
• Communications and marketing unit: will
focus on campaigns to raise awareness
and enhance the perception of the
investment climate.

World Economic Forum, and presented
the advancement of the Kingdom by 3
places to become 36th globally. It ranked
11th within the G20 group and 4th within
Europe and North Africa. Many reforms
related to the “Women, Business, and Law
Report”, published yearly by the World
Bank Group, such as the prevention of
discrimination between men and women
in the workplace, the prevention of the
dismissal of women from work during
pregnancy, and an equal retirement age
between men and women were also
implemented. The NCC also analyzed
and prepared recommendations for the
results of a survey performed with 600
local and foreign investors, aiming to
address common challenges in economic
sectors. The NCC has proved that it can
deliver results and play an instrumental
role in achieving the ambitious plans set
by Vision 2030 on a regional and global
scale.

The Kingdom’s ranking in the IMD World
Competitiveness Yearbook improved
immensely, moving up 13 places to reach
26th worldwide. The Kingdom ranks 7th
within the G20 group and 16th within
North Africa and Europe. The Global
Competitiveness Report was issued at the
beginning of October of 2019 by the

In conclusion, the GCC region is aiming at
diversifying and growing its economy to
reduce dependency on oil, create better
employment opportunities and induce
long-term prosperity all around. These
goals can be achieved by introducing a
mindset of competitiveness, which
creates the foundation for a sustainable

economy. Combining competitiveness
with a strong and diversified economy
contributes to the positioning of these
countries as key destinations to do
business on a global level. In turn,
because the competitiveness of an
economy is indelibly linked to prosperity
for its citizens, the countries will also very
likely experience growth and affluence on
a national scale. What remains to be seen
is how things play out in terms of existing
plans, given the altered nature of the
global business environment that has
risen as a result of the widespread
COVID-19 virus.
by Mustafa Ibrahim, Partner,
Consulting, and Michael Yehya,
Manager, Monitor Deloitte, Middle East
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Follow the money
Private banking and wealth
management: challenges with
Source of Wealth and Source
of Funds corroboration
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Regulations on Customer
Due Diligence have
evolved over time and
have not been
sufficiently descriptive
and consistent.

T

he UAE’s geographical location, its
open economy and status as
crossroads between the East and
West, exposes it to increased risks. The
recently published Financial Action Task
Force (FATF) Mutual Evaluation Report1
complimented the UAE on demonstrating
a high-level of commitment to better
understand and mitigate its money
laundering and terrorist financing risks.
However, the report also highlighted gaps
in the effectiveness of the financial crime
controls in the country, which may impact
its development as a global financial and
business center.
The pressure for global tax transparency
from governments around the world—in
Europe in particular—to focus on tax
evasion and tax fraud has led to a
significant scrutiny of free zones, offshore
centers, private banks and wealth
managers, including in the UAE. The
good news is that the European Union
removed the UAE from a list of countries
described as tax havens2, but more work
needs to be done.
Based on our experience and insights,
Financial Institutions (FI), particularly in
the private banking and wealth
management sector, are struggling to
comply with the regulatory requirement
of taking a risk-based approach to
mitigating financial crime risks.
Common challenges include:
• Insufficient Know Your Customer and
ongoing Customer Due Diligence
procedures, particularly around
corroborating clients’ Source of Wealth
(SOW) and Source of Funds (SOF).
• Absence of comprehensive financial
crime risk assessment as a basis for a
risk-based approach.
• A suitable customer risk assessment
methodology that should be dynamically
updated.
• Adequate monitoring of client behavior.
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Our focus in this article will be on the
challenges with the SOW/SOF
corroboration and approach an
institution can take to address the gaps.
Challenges with Source of Wealth and
Source of Funds corroboration
Regulations on Customer Due Diligence
have evolved over time and have not
been sufficiently descriptive and
consistent. This has made it more difficult
for FIs to answer the following questions:
• What constitutes sufficient
documentation to corroborate the
SOW/SOF of a client?
• Is it required to verify the complete
amount in the account or only large
deposits?
• What are the acceptable documents for
verification of the SOW/SOF? What is
included in primary corroboration vs.
secondary corroboration?
• In case of SOW, what is the furthest
point in time required to be verified?
The industry faces a number of common
challenges in SOW corroboration that
include:
• Pace of regulatory change: In a survey
carried out by the UK’s Financial
Conduct Authority (FCA)3, FIs identified
that the pace of regulatory change was
ranked among their greatest challenges.
Remaining abreast of the latest
regulatory changes can be a costly and
time-consuming process, putting strain
on institutions’ compliance functions.
For this reason, FIs have collected client
information in differing detail.
• Inconsistency across jurisdictions: The
SOW/SOF requirements often differ
across jurisdictions (e.g. the definition
of the ultimate beneficial owner).
There is also lack of consistency and
standardization with regards to the
information that FIs are required to
obtain from clients (client can become
non-cooperative towards institutions
which follow a higher standard).
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• Inconsistency in client risk assessments:
Client risk assessments regulations are
not clearly defined, which leads to a
number of FIs incorrectly classifying
their clients and hence not
corroborating their SOW/SOFs as per
the regulations.
• Legacy clients: FIs have been there for a
long time and given the changing and
varying regulatory requirements, the
information available may not be of the
regulatory environment of today.
Furthermore, the information available
is in various formats in multiple sources
and after numerous client outreach.
• Impact on Business As Usual (BAU):
Addressing the gaps in SOW/SOF
information is time consuming, labor
intensive and costly as it entails
collecting, corroborating and updating
data for a large number of clients. FIs
may face challenges with accessing and
consolidating data and significant
pressure on staff involved in any
remediation program.
It has been challenging for FIs to keep up
to date with the requirements for the
identification and verification of the

SOW/SOF of their clients. While a
proactive approach to regulatory
compliance is always preferable,
sometimes a reactive response is
unavoidable.
How to implement an effective
SOW/SOF remediation program
Based on our experience of conducting
KYC remediation projects, we have
identified a number of key steps in
SOW/SOF corroboration for any FI.
• Comprehensive framework – Due to
regulatory pressure, FIs are under
constraint to complete the SOW/SOF
identification and verification swiftly to
reduce the potential reputational and
regulatory risks and the impact on BAU.
This increases the risk for FIs to overlook
a number of key aspects required to
truly mitigate the risk arising from
incomplete SOW/SOF corroboration.
To address this, FIs need to consider a
comprehensive framework customized
to their respective requirements to
provide a structured approach that will
help them address all gaps efficiently in
a time-bound manner.

While a proactive
approach to regulatory
compliance is always
preferable, sometimes a
reactive response is
unavoidable.

Model remediation framework
RMs

Remediation team

Clients
Contact client for
information collection

Review results

EDD review results
SOW/SOF review
Wealth structure
review

Quality
assurance

Compliance
EDD
required?

Recommendations

Yes
File
accepted?

No

Yes

Enhanced EDD

Close case

BAU

Exit account

Client
engagement team
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• Adequate list of documents – Each
client has made their money in a
different way. The FIs need to articulate
an acceptable list of documents and
information to be collected for each
client to verify the SOW/SOF.
• Reasonable verification – FIs need to
clearly articulate the extent to which
each client’s SOW/SOF is required to be
reasonably verified to comply with its
requirements, including the time period
for which information needs to be
requested. They also need to adopt a
customized approach for different
clients in verifying their SOW/SOFs,
sometimes on a case-to-case basis.
• Structured approach – FIs need to
have structured a step-by-step
SOW/SOF remediation process flow
ensuring requisite checks and controls
through stakeholder involvement. This
approach will allow FIs to document
evidence and record a complete audit

trail to help in future reviews and client
communication. It further encourages
a culture of discussion among
stakeholders and enhances awareness
of risks related to the client portfolio.
• Stakeholder management – Due to
the nature of private banking and wealth
management clients, there are multiple
stakeholders involved from senior
management, and sometimes even
the directors on the board and the
regulator. This, coupled with the sheer
volume of work required and the
dependency on clients’ timely
responses, makes reporting and
stakeholder management an onerous
task. What is required is a solution that
can serve as a fit-for-purpose case
management platform with key
functionalities such as workflow, audit
trail, document repository, quality
metrics and stakeholder reporting
dashboards.

Illustrative management reporting dashboard

Typical ECM
reporting
dimensions

Progress to
date/projected
completion rate

Geographic
disposition of
cases/findings

X axis displays the entire
population of the KYC files
reviewed, by category (e.g.
Country, RM)

Y axis displays
all review test
scripts (i.e. the
review
standard)
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Volume of
findings
(i.e. errors)

Origination
of Errors
(e.g. RMs)

Quality metrics
(e.g. common
errors/types)

Estimated time
to complete
a case

Cases in
a ‘pending’
status

Example error heat map

Density of
errors / findings
according to
procedure /
test script will
clearly show
where gaps in
execution exist
and main areas
of concern
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Effective remediation programs help
FIs meet regulatory obligations and
provide opportunities to improve their
technological and reporting capabilities.
Digital technology solutions can improve
effectiveness of remediation programs
while helping to reduce operational costs,
client interaction and human error. Due to
more accurate reporting and monitoring,
FIs have a more comprehensive
understanding of their risk portfolio,
allowing them to build their business by
attracting the appropriate clientele and
tailoring their service propositions.

Due to more accurate reporting
and monitoring, FIs have a more
comprehensive understanding of their
risk portfolio, allowing them to build
their business by attracting the
appropriate clientele and tailoring
their service propositions.

by Ralph Stobwasser, Partner, Nipun
Srivastava, Director and Saad Qureshi,
Assistant Director, Financial Advisory,
Deloitte Middle East

Endnotes
1. Deloitte White Paper on UAE FATF MER which
highlights focus areas for the UAE authorities
2. UAE removed from the EU’s ‘tax haven’ blacklist
3. Pace of Regulatory Change – An Article
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Cybersmarts:
a parent’s guide
The Internet has created a world within our
world, building a cyberpathway that parents
may sometimes find difficult to navigate.
But it doesn’t have to be complicated say
these authors. Most often what works in
the real world works in cyberspace. Here’s
how parents, like their kids, can have
cybersmarts.
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T

he constant launch of new apps
and social media sites leave
children exposed to new
experiences on a regular basis. According
to Homeland Security, if a child sleeps
eight hours a night, then half the time
they are awake is spent online—that
makes for eight of their 16 waking hours
online. While there is no denying that
the cybersphere can be a tool for
information, learning, and connection,
parents cannot deny the potential for
harm it can present. As parents, it is our
job to give children the right tools and
knowledge to navigate cyberspace safely.
As a starting point, parents should
understand the various types of
cybercrime that can exist and the various
ways in which cybercriminals may try to
defraud their children.
Crimes that happen in real life, such as
stealing and bullying, also happen on the
Internet. Just like you have to look both
ways before crossing the street, you have
to be careful when crossing the Internet
pathway.

While some parents may try to vilify or
limit using the Internet as a means of
keeping their children safe, that is not
necessarily the way to go. There are
measures parents can take once they
build awareness and educate
themselves about the ways of
cyberspace.
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Some common online issues younger
generations face include:
• Cyberpredators (people on the Internet
searching for victims to cause them
harm in any sort or form).
• Cyberbullying (threatening or spreading
rumors about someone mostly using
social media platforms).
• Identity theft (using another’s online
identity for cyberspace activity).
As an example, in 2018 a suspect tried to
lure a boy with money and expensive gifts
but failed when the boy informed his
father who advised him to report the
case through Dubai Police’s e-crime
platform.
While some parents may try to vilify or
limit using the Internet as a means of
keeping their children safe, that is not
necessarily the way to go. There are
measures parents can take once they
build awareness and educate themselves
about the ways of cyberspace.
Connectivity is here to stay, don’t fight it!
Control it in your family’s best interests.
Younger generations are now growing up
in a connected world and enjoying the
benefits of being a part of a cyber world.
Considering the risks involved, it is
important to educate them about
cybercrimes and what they should do to
protect themselves from the dangers of
the Internet while online.
It is important to avoid scaring children
away from using the Internet—it is a
valuable resource that they can learn
how to best use over time. Instead, talk
to them and create an environment of
trust to have an open and honest
discussion about anything they face
online that seems to be inappropriate or
suspicious. Below are some guidelines
that may prove helpful.
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• Educate children not to talk to
strangers. Similar to how we educate
our children to behave offline, so the
same education applies online. We
have to make them aware not to
communicate with strangers online and
never agree to meet in person if we
don’t know who they are meeting with.
• Never send personal pictures to
strangers. Always know who the
person is before sharing any personal
pictures or information.
• Never meet in person with anyone
whom you met on a social
networking site because some of
the people may not be who they
say they are. Instead, they should be
informed to tell a parent, teacher, or an
adult they trust if a stranger contacts
them on a chat, through email, or via
text messaging.
• Assume that anything that gets
posted on a social media site will
remain on the Internet forever. A lot
of children don’t know this and may
unintentionally make posts that they
later won't want to make public. Talk to
your kids about what is appropriate to
share and not share. This is extremely
important in protecting their identity,
reputation, and future.
• Give your children the confidence to
stand up to cyberbullying.
Cyberbullying is one of the biggest risks
out there for kids. Teach them to never
send or respond to mean or insulting
messages. If they become a victim of
cyberbullying, or hear others talking
about sending or receiving hurtful
messages, they should report this
behavior to an adult.
If something happens online that makes
them feel uncomfortable or scared, they
should talk to an adult about the
situation immediately.

• Teach them to be respectful online.
Educate your children to treat people
like you want to be treated. Avoid using
bad words or irrespectful behavior
when chatting online.
• Think before you click. Don’t open
emails from strangers and don’t click
on links for unfamiliar sites.
• Look both ways before crossing the
street. Make them aware when
entering contests, joining clubs, or
sharing personal information without
checking with an adult they trust, that
name, address, password, age, phone
number, birthday, email address, school
address, and other facts about them
are personal and shouldn’t be shared
without checking first.

Talk to your kids about
what is appropriate to
share and not share. This
is extremely important in
protecting their identity,
reputation, and future.
• Educate them about the criticality of
passwords and to never share them
with anyone. No matter who asks for
their password whether it is an online
form, or people they are chatting with.
No one should know their passwords
except their parents.
• Teach them how to create strong
passwords. A strong password is hard
to guess and easy to remember. Using
complex phrases should be the norm
and simple passwords should be
completely avoided.
• If an offer received seems too good
to be true, it probably is. How many of
you have ever received an email offering
something free, like a cell phone or

concert tickets? These are designed to
get you to give up personal information
or click on links to automatically install
malware or spyware (this is what we call
phishing). Make sure they don’t fall for
that trap.
• Keep their mobile phones locked.
Always lock their devices when not in
use. Use strong passwords, multifactor or any other form of strong
authentication mechanism.
• Teach them to be aware of the
copyrights and terms and conditions.
Our cyberculture needs to change, and
we should educate our children to read
the copyright and the terms and
conditions before using any online
content or applications, as that will
allow them to understand how the
application is using their information
and they will also learn how to respect
the rights of the author and ask for
permission before reusing.
Like in all aspects of life, education starts
at home. It is our responsibility to
produce a generation that is cyber-aware
and cyber-responsible, because the
world of cyber has started and will
inevitably take over the old-fashioned life
as we have come to know it. Remember
that cybersecurity is everyone’s
responsibility.
by Tamer Charife, Partner, and
Mohamed El Nems, Manager, Risk
Advisory, Deloitte Middle East
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A new dawn
Enforcement of UAE
judgments in India opens
a new chapter in the UAE’s
struggle with recovering
non-performing loans
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In the past, the efforts of
UAE financial institutions
to recover nonperforming loans from
Indian-owned business
owners, who had
guaranteed these loans
but had fled the country,
were often in vain. With
the ability to enforce UAE
judgments in India, will it
be different this time?

O

n 17 January 2020, the
Government of India issued a
new notification recognizing the
UAE as a reciprocating territory1. This
update to the Code of Civil Procedure
1908 (CPC) marks a new milestone in
the UAE’s struggle to enforce legislation
around non-performing loans (NPL) as
it enables judgments issued by the
competent courts in the UAE to be
enforced in India, and vice-versa.
The new notification has come at an
opportune time, with the UAE banking
system expecting an increase in
corporate loan defaults2 due to the
slowdown in economic activity, in turn
due to the double impact of COVID-19
and a drop in oil prices. A survey of
business leaders conducted by the Dubai
Chamber of Commerce in late April 2020
showed that more than two-thirds of the
respondents saw a moderate-to-high risk
of going out of business in the coming six
months. While it is small and medium
businesses (SME) that are particularly
affected, there have already been some
high-profile cases involving corporate
defaults of Indian-promoted businesses.
In the past, the efforts of UAE financial
institutions to recover non-performing
loans from Indian-owned business
owners, who had guaranteed these loans
but had fled the country, were often in
vain. With the ability to enforce UAE
judgments in India, will it be different this
time?
Background
Given the long-standing strong relations
between the two countries, the Republic
of India and the UAE on 25 October 1999
entered into a bilateral treaty titled
“Juridical and Judicial Cooperation in Civil
and Commercial Matters for the Service of
Summons, Judicial Documents,
Commissions, Execution of Judgements and
Arbitral Awards”3. This treaty was ratified
by the Government of India a year later
but was never truly enforced. The new
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notification can be perceived as a crucial
and long-awaited addendum to this
bilateral judicial arrangement.
According to the new notification, the
final judgments, passed by any of the
below mentioned competent courts in
the UAE, can be executed through the
district courts in India without having to
file a fresh suit.
• Federal Supreme Court.
• Federal, First Instance and Appeals
Courts in the Emirates of Abu Dhabi,
Sharjah, Ajman, Umm Al Quwain and
Fujairah.
• Abu Dhabi Judicial Department.
• Dubai Courts.
• Ras Al Khaimah Judicial Department.
• Courts of Abu Dhabi Global Markets.
• Courts of Dubai International Financial
Centre.
What does this mean in practice?
A decree passed by the aforementioned
UAE courts can be executed in India
under Section 44A of the CPC4 provided
that it meets the following criteria:
• It must have been pronounced by a
Court of competent jurisdiction;
• It must have been given on the merits
of the case;
• It must be founded on a correct view
of international law;
• It must recognize the law of India in
cases in which such law is applicable;
• It must have complied with the
principles of natural justice;
• It should not have been obtained by
fraud;
• It must not be founded on a breach of
any law in force in India.
Cornerstones for successful
execution
There are three cornerstones to a
successful execution of this notification:
A. Do your homework: Intelligence
gathering and asset search exercise
To evaluate the merits of pursuing the
execution process in India, it is advisable
to conduct thorough intelligence
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gathering and asset search exercises.
These should typically include:
• Identifying the exact location of the
defendant (defaulter);
• Compiling a comprehensive list of all
the assets (both tangible and intangible)
owned by the defendants and their
close family members, and determining
any encumbrances on them;
• Where possible, acquire relevant
documents from the public registry to
evidence ownership;
• Review any statement of wealth
provided by the defendant at the time
of loan procurement or providing
personal guarantee, to check for any
potential instances of dissipation of
assets or evidence of misstatement.
Such an intelligence gathering exercise
should be ongoing throughout the legal
process. This will also help when an
interim asset freeze order or injunction is
obtained before receiving the final
execution orders. Any non-disclosure or
attempt to dissipate assets by the
defaulter, especially after an asset freeze
order has been served, can lead to a
criminal action, which will further
strengthen the claimant’s case.
B. Establish jurisdiction
This is key in order to ensure that
appropriate jurisdiction is identified for
execution. The notification states that in
order to execute the judgments issued by
competent courts in the UAE, one must
approach the district courts in India for
them to issue execution orders. Hence, it
is critical to identify the appropriate
jurisdiction where either the defendant is
residing or has assets in.
C. Ensure that due process of
notification was followed in the UAE
It is critical to prove to the district courts
in India that reasonable efforts were
taken to notify or serve the defendant at
various stages of the legal process in the
UAE. This gives the district courts in India

the comfort that the defendants had
enough opportunity to present their case
and all the principles of natural justice
were upheld. This is extremely critical
especially as most of the final judgments
issued from the UAE will be ex-parte.

It is critical to prove to
the district courts in India
that reasonable efforts
were taken to notify or
serve the defendant at
various stages of the
legal process in the UAE.
Possible challenges with the
execution process
This new notification is certainly a huge
leap forward into a more efficient legal
procedure for the execution of UAE
judgments in India. The costs of legal
recourse against the absconded
defaulters should be reduced significantly
and the timelines for recovery will be
more predictable. However, this process
is yet to be tested, and it is not without
its own challenges:
• The defendant may challenge the
enforcement in India by appealing
through higher courts.
• If the defendant has assets in multiple
locations in India, one needs to
approach the respective district courts
to get enforcement orders. This will
impact the costs and timelines for
execution.
• The district courts can use their
discretion to ratify these judgments
and issue an execution order.
• The period of 12 years for execution
continues to apply5. So, as of today,
judgments older than 2008 do not fall
under the purview of this notification.

relating to absconded defaulters. The key
factors for success will include ensuring
that reasonable efforts were taken to
notify or serve the defendant at various
stages of the legal process in the UAE, a
solid evaluation process of significant
assets that can be enforced in India and
the identification of which district court
to file in India. Best outcomes will be
achieved through a combination of a
strong team of business intelligence
professionals, competent lawyers and
persistent bankers.
Defaulters, on the other hand, should
take this as a serious warning and should
consider entering into restructuring or
settlement discussions with their
respective banks in good faith. Their
non-cooperation can result in a severe
drain on their already troubled financial
position, as well as the social
embarrassment and stigma that may
come with attachment of their bank
accounts or properties and businesses
in India as part of the execution process.
by Ralph Stobwasser, Partner and
Nikita Vaidya, Assistant Director,
Financial Advisory, Deloitte Middle East

Endnotes
1. egazette.nic.in/
2. Report published by S&P Global Ratings dated
26 March 2020 titled “Outlooks on Five UAE
Banks revised to negative on deteriorating
operating environment.”
3. www.spglobal.com/ratings/en/research/articles/
200326-outlooks-on-five-uae-banks-revised-tonegative-on-deteriorating-operatingenvironment-11401115
4. legalaffairs.gov.in/agreement-between-republicindia-and-uae
5. www.indiacode.nic.in/

Outlook
The ability to enforce UAE judgments in
India can help UAE lenders improve the
recovery rates on non-performing loans

51

Deloitte | A Middle East Point of View - Summer 2020 | Publications

Thought leadership
publications from Deloitte
ME PoV provides you with a selection of Deloitte’s most recent
publications accessible on Deloitte.com
Energy, Resources
and Industrials

TMT

TMT Middle East |
COVID-19 response
The future of
networks will be
resilient

TMT Middle East |
COVID-19 response
Unlocking the
lockdowns
A data driven
approach

Tech Trends 2020
Middle East
Perspective

The future of
intangible assets in
the Kindgom of Saudi
Arabia

A Market Overview
of Custody for
Digital Assets

Impact of the oil
industry crisis on the
GCC and potential
responses

Financial Advisory

Middle East Real
Estate Predictions:
Dubai 2020

52

Saudi mortgage
market
A decade of reforms
towards vision 2030
targets

Deloitte | A Middle East Point of View - Summer 2020 | Publications

Middle East
Point of View

Deloitte
Review

www.deloitte.com/middleeast

Consulting

Risk Advisory

COVID-19
Leapfrogging into
recovery

Retail

The retail evolution’s
great acceleration
How to maneuver in
the pandemic-driven
recession

Work from anywhere.
Cyber everywhere.

Increasing
organizational
resilience in the face
of COVID-19

Healthcare and Life
Sciences

Energy, Resources
and Industrials

Forces of change
The future of health

Swim, not just float
Driving innovation
and new business
models through
Industry 4.0

A tool to help boards
and executives
navigate COVID-19

2020 Global chemical
industry mergers and
acquisitions outlook
Clearing the hurdles

53

Deloitte | A Middle East Point of View - Summer 2020 | Deloitte offices

Deloitte offices
Regional office
Gefinor Center, Block D
Clemenceau Street
P.O. Box 113-5144
Beirut, Lebanon
Phone +961 (0) 1 748 444
+961 (0) 1 748 999
Fax
Consulting
Emaar Square, Building 3, 6th floor
Downtown Dubai
P.O. Box 4254 Dubai,
United Arab Emirates
Phone +971 (0) 4 376 8888
+971 (0) 4 376 8899
Fax
Risk Advisory
Emaar Square, Building 3, 6th floor
Downtown Dubai
P.O. Box 4254
Dubai, United Arab Emirates
Phone +971 (0) 4 376 8888
Fax
+971 (0) 4 376 8899
Financial Advisory Services
Al Fattan Currency House,
Building 1, DIFC
P.O. Box 112865
Dubai, United Arab Emirates
Phone +971 (0) 4 506 4700
Fax
+971 (0) 4 327 3637
Tax Services
Al Fattan Currency House,
Building 1, DIFC
P.O. Box 282056
Dubai, United Arab Emirates
Phone +971 (0) 4 506 4700
Fax
+971 (0) 4 327 3637
Deloitte Digital Center
Al Ra’idah Digital City
Building: RDC IN 01, 1st floor
Riyadh, Saudi Arabia
Phone +966 (0) 11 404 5900

Quick links
deloitte.com/middleeast
Blog: deloittemiddleeast
matters.com
Twitter: @DeloitteME
@DeloitteMEjobs
Facebook: Deloitte Middle
East
Linkedin: Deloitte Middle
East company profile

Bahrain
Manama
United Tower
Bahrain Bay
P.O. Box 421
Manama, Kingdom of Bahrain
Phone +973 (0) 1 721 4490
+973 (0) 1 721 4550
Fax
Cyprus
Nicosia
24 Spyrou Kyprianou Avenue
CY1075
Nicosia, Cyprus
Phone +357 (0) 22 360300
+357 (0) 22 360400
Fax
Limassol
Maximos Plaza, Block 1, 3rd floor
213, Arch. Makariou III Avenue
CY3030
Limassol, Cyprus
Phone +357 (0) 25 868686
+357 (0) 25 868600
Fax
Egypt
Cairo
Nile City South Tower – 6th floor
2005 A Cornish El Nile
Ramlet Boulaq
Cairo, Egypt
Phone +20 (0) 2 246 199 09
Fax
+20 (0) 2 246 199 04
Alexandria
Madinet El Sayadla
Building No 10, Smouha
Alexandria, Egypt
Phone +20 (0) 3 426 4975
Fax
+20 (0) 3 426 4975
Iraq
Erbil
Empire Business Complex
Building C1 – 5th Floor
Erbil, Iraq
Phone +964 (0) 66 219 3323
Baghdad
Al Mansour, Al Amirat Street
District 601, Street 15, Villa no. 41
Baghdad, Iraq
Phone +964 (0) 770 694 6554
Jordan
Amman
Jabal Amman
190 Zahran Street
P.O. Box 248
Amman, Jordan
Phone +962 (0) 6 550 2200
Fax
+962 (0) 6 550 2210
Kuwait
Kuwait City
Dar Al-Awadi Complex
Ahmed Al-Jaber Street, Sharq
P.O. Box 20174
Safat, Kuwait
Phone +965 2240 8844
Fax
+965 2240 8855

54

Lebanon
Beirut
Arabia House
131 Phoenicia Street
Ain Mreisseh
P.O. Box 11-961
Beirut, Lebanon
Phone +961 (0) 1 364 700
+961 (0) 1 369 820
Fax
Libya
Tripoli
Tripoli Tower
P.O. Box 93645
Tripoli, Libya
Phone +218 (0) 92 370 1049
Oman
Muscat
Minaret Al Qurum Building, 6th floor
Qurum Area, Muscat
P.O. Box 258
Ruwi, Postal Code 112
Muscat, Oman
Phone +968 (0) 2481 7775
Fax
+968 (0) 2481 5581
Palestinian Territories
Ramallah
Al Mashreq Insurance Building
P.O. Box 447
Ramallah, Palestinian
Controlled Territories
Phone +970 (0) 2 295 4714
Fax
+970 (0) 2 298 4703
Qatar
Doha
Al Ahli Bank Building
Sheikh Suhaim Bin Hamad Street
P.O. Box 431
Doha, Qatar
Phone +974 (0) 4434 1112
Fax
+974 (0) 4442 2131
Saudi Arabia
Riyadh
Prince Turki Bin Abdullah
Al-Saud Street
Sulaimana Area
P.O. Box 213
Riyadh 11411, Saudi Arabia
Phone +966 (0) 1 282 8400
Fax
+966 (0) 1 282 8428
Al Khobar
ABT Building, Al Khobar
P.O. Box 182
Dammam, Saudi Arabia
Phone +966 (0) 13 668 5700
Fax
+966 (0) 3 887 3931
Jeddah
The Headquarters Business
Park Tower
40th floor, Corniche Road
P.O. Box 442
Jeddah, Saudi Arabia
Phone +966 (0) 12 578 1000

United Arab Emirates
Abu Dhabi
Al Sila Tower, 11th floor
Abu Dhabi Global Market Square
P.O. Box 990
Abu Dhabi, United Arab Emirates
Phone +971 (0) 2 408 2424
+971 (0) 2 408 2525
Fax
Dubai
Emaar Square, Building 3, 6th floor
Downtown Dubai
P.O. Box 4254
Dubai, United Arab Emirates
Phone +971 (0) 4 376 8888
+971 (0) 4 376 8899
Fax
Fujairah
Al-Fujairah National Insurance Co.
Building, 6th floor
P.O. Box 462
Fujairah, United Arab Emirates
Phone +971 (0) 9 222 2320
+971 (0) 9 222 5202
Fax
Ras Al-Khaimah
Julphar Commercial Towers, 19th floor
P.O. Box 435
Ras Al-Khaimah, United Arab
Emirates
Phone +971 (0) 7 227 8892
Fax
+971 (0) 7 227 7465
Sharjah
United Arab Bank Building, 13th floor
Al Buhairah Corniche
P.O. Box 5470
Sharjah, United Arab Emirates
Phone +971 (0) 6 517 9500
Fax
+971 (0) 6 517 9501
Yemen
Sana’a
Sanaa Trade Center
Algeria Street, Sanaa
P.O. Box 15655
Alsafyah, Yemen
Phone +967 (0) 1 448 374
Fax
+967 (0) 1 448 378

For the world to shine,
stars need constellations.
Connect for impact
www.deloitte.com/me
© 2020 Deloitte & Touche (M.E.). All rights reserved.

This publication has been written in general terms and therefore cannot be relied on to cover specific
situations; application of the principles set out will depend upon the particular circumstances
involved and we recommend that you obtain professional advice before acting or refraining from
acting on any of the contents of this publication.
Deloitte & Touche (M.E.) LLP (“DME”) is the affiliate for the territories of the Middle East and Cyprus
of Deloitte NSE LLP (“NSE”), a UK limited liability partnership and member firm of Deloitte Touche
Tohmatsu Limited, a UK private company limited by guarantee (“DTTL”).
Deloitte refers to one or more of DTTL, its global network of member firms, and their related entities.
DTTL (also referred to as “Deloitte Global”) and each of its member firms are legally separate and
independent entities. DTTL, NSE and DME do not provide services to clients. Please see
www.deloitte.com/about to learn more.
Deloitte is a leading global provider of audit and assurance, consulting, financial advisory, risk
advisory, tax and related services. Our network of member firms in more than 150 countries and
territories, serves four out of five Fortune Global 500® companies. Learn how Deloitte’s
approximately 300,000 people make an impact that matters at www.deloitte.com.
DME would be pleased to advise readers on how to apply the principles set out in this publication to
their specific circumstances. DME accepts no duty of care or liability for any loss occasioned to any
person acting or refraining from action as a result of any material in this publication.
DME is a leading professional services firm established in the Middle East region with uninterrupted
presence since 1926. DME’s presence in the Middle East region is established through its affiliated
independent legal entities, which are licensed to operate and to provide services under the applicable
laws and regulations of the relevant country. DME’s affiliates and related entities cannot oblige each
other and/or DME, and when providing services, each affiliate and related entity engages directly and
independently with its own clients and shall only be liable for its own acts or omissions and not those
of any other affiliate.
DME provides audit and assurance, consulting, financial advisory, risk advisory and tax, services
through 26 offices in 14 countries with more than 5,000 partners, directors and staff.
© 2020 Deloitte & Touche (M.E.). All rights reserved.

