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The United Arab Emirates (UAE) released the Cabinet of Ministers Resolution n. 31/2019 with effect from 30 April
2019, concerning the Regulations for Economic Substance (ES) in the UAE. The introduction of the new ES rules
is a milestone for the UAE’s tax policy towards its alignment with the global Organization for Economic Cooperation and Development’s(OECD) Base Erosion and Profit Shifting (BEPS) directives.

In May 2018, the UAE joined the OECD Inclusive Framework on BEPS and committed to introduce the minimum
standards. One of the requirements to be adopted by the UAE refers to BEPS Action 5 which aims to prevent
businesses from setting up corporate structures by relocating activities to jurisdictions with a privileged tax
system for the sole purpose of benefiting from a more advantageous tax regime.
The purpose of the ES rules is to bring specific requirements for businesses to demonstrate the actual economic
activity in the UAE. The UAE is in line with other jurisdictions that are parties of the OECD Inclusive Framework
and have similar tax environments, i.e. no or only nominal tax (NOONs), which have also introduced ES
regulations recently (for example, Bahrain, Cayman Islands, Mauritius and British Virgin Islands).
With the introduction of the ES rules, we would expect that the UAE should be removed from the European Union
(EU) blacklist of tax havens (UAE was included in the last updated blacklist from the EU in March 2019. Access
our recent client alert by clicking here).
The UAE ES rules are broadly similar to the regulations introduced by other countries, as they follow the
guidance issued by the EU and OECD. Essentially, there are three tests that a resident entity (or ‘Licensee’ as
foreseen in the UAE law) that undertakes relevant activities (further details below) should fulfill to demonstrate
economic substance.
Please note that any UAE commercial company in which the UAE Government, the Government of any UAE
Emirate, any governmental authority or body of any of them has any direct or indirect ownership in its share
capital is also excluded from the ES rules.
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The Economic Substance Test
1) The ‘Directed and Managed’ Test: The entity will need to be directed and managed in the UAE with regards to
the relevant activity (for example: frequent board meetings, quorum of directors physically present, minutes of all
board meetings kept in the country, etc.)
2) The ‘Core Income Generating Activities (CIGA)’ Test: The entity that performs any of the relevant activities for
the purpose of the ES rules will need to demonstrate that the relevant CIGAs have been undertaken in the UAE.
The criteria for the CIGA Test vary depending on the relevant activity in question. Below we have listed them and
what is expected as core income generating activities conducted in the UAE to be compliant with the ES rules:

Important notes on CIGAs and relevant activities:
- The ES rules in the UAE allow that CIGAs can be outsourced to a corporate service provider in the UAE, subject
to proper supervision by the entity. However, the economic substance of service providers will not be counted
multiple times by multiple entities when evidencing their own substance in the UAE.
- Pure Holding Companies (which exclusively earn dividends and capital gains income) are subject to a lighter
economic substance scrutiny on the basis that a reduced test is applied: (i) compliance on the submission of
documents, records and information to the relevant UAE Regulatory Authority and (ii) adequate number of
employees and premises for holding and managing the business.
- In the event of the Holding Company earning additional relevant activity income besides dividends and capital
gains (for example, management fees, service charges, etc), the standard three level Economic Substance Test
would need to be observed for that additional activity. Please note that the legislation does not bring any
materiality threshold, so unless the guidance brings additional clarity on this matter any additional income earned
by holding company would need to meet the ES rules.
- It is important to highlight that for the purpose of the ES rules, the relevant activities of (i) Distribution and
Service Centre and (ii) Intellectual Property refer to transactions/charges with foreign related parties only.
Therefore, regular commercial business for such activities with non-related parties would not be covered by the
new rules.
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3) The ‘Adequate’ Test: The entity will need to have an adequate number of qualified employees in the UAE, incur
adequate expenditure in the jurisdiction and have adequate physical presence in the country. The applicability of the
‘Adequate’ test will be dependent of the particular facts and should vary on a case by case basis. The UAE
regulations foresee that a guidance will be issued to clarify any expression or concept covered by the law, including
the meaning of ‘adequate’.
The UAE Regulatory Authority has 6 years to assess the compliance of an UAE entity with the ES rules during any
financial year within this period.
In order to monitor and control the adherence of the UAE entities with the new rules, an annual report will need to
be submitted to the Regulatory Authority within 12 months after the end of the financial year. The annual report
shall include information that demonstrates the compliance with the Economic Substance Test, such as the type of
relevant activity, location of the place of business, number of full time employees, information supporting the CIGA
elements and details on the outsourced activity.
The UAE regulations have not provided further clarification on the procedures, templates and requirements for the
reports and notifications, which are expected to be included in the guidance that will be released in due course.
In the event of any non-compliance of the Economic Substance Test, the UAE legislation foresees penalties of up to
AED50,000. If the UAE entity fails to comply with the ES rules in a subsequent financial year, penalties can be
imposed at up to AED300,000 and other administrative actions can be applied including the suspension, exclusion or
non-renewal of the company’s trade license.

How we can assist you?
Deloitte will continue to support you in your
understanding and application of the above rules on
both current and future investments. Given the
similarities of the UAE ES rules with the regulations
issued in other jurisdictions, Deloitte leverages from the
experience in the implementation of the ES rules in
other countries especially in regards to what supporting
evidence is required to demonstrate substance and the
practical changes needed in the organizations to meet
the requirements.
As we have provided for various UAE and foreign clients
with business in these foreign jurisdictions, Deloitte can
support your business by providing a review on the
requirements for the economic substance on your
current or potential activities in UAE in order to meet
the test set forth in the law.
In addition, given the compliance obligations that UAE
companies will need to comply with, Deloitte can assist
you on the analysis and preparation of supporting
documentation, review of information to be submitted
to the authorities and keep track on the deadlines for
the report and notifications.
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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.
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