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As per the UAE Corporate Tax Law[1] (‘UAE CT
Law’), a Qualifying Free Zone Person (‘QFZP’)
would be taxed at the following rates:

0% on its qualifying income; and 
9% on its taxable income that is not qualifying
income

Subsequently, Cabinet Decision No. 55 of 2023 and
Ministerial Decision No. 139 of 2023 (collectively
referred as ‘erstwhile FZ Decisions’) were released,
which dealt with aspects related to determination of
qualifying income for a QFZP and what activities will
be considered as qualifying activities and excluded
activities.

A. Key Updates

The Ministry of Finance (‘MOF’), thereafter,
released a consultation paper (‘PCD on FZ’) on the
application of corporate tax on free zone entities
and to seek views and obtain inputs on aspects
related qualifying activities and excluded activities
along with certain illustrations. 

Pursuant to the PCD on FZ, the MOF has released
new implementing decisions related to Free Zone -
Cabinet Decision No. 100 of 2023 and Ministerial
Decision No. 265 of 2023 (collectively referred as
‘updated FZ Decisions’). The updated FZ Decisions
are effective from 1 June 2023 onwards and the
erstwhile FZ Decisions have been repealed as a
result. 

[1] Federal Decree-Law No. 47 of 2022 on the Taxation of Corporation 

We have summarized the key updates in the updated FZ Decisions hereinbelow:
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B. Methodology for computing
Qualifying Income derived from QIP

The above items have been defined as under:

‘Qualifying Intellectual Property' is defined
to mean Patents, Copyrighted Software, and
any right functionally equivalent to a Patent
that is both legally protected and subject to a
similar approval and registration process to a
Patent, such as utility models, intellectual
property assets that grant protection to
plants and genetic material, orphan drug
designations, and extensions of Patent
protection, but not including any marketing
related intellectual property assets, such as
trademarks.

‘Qualifying Expenditures' means
expenditures incurred to fund R&D activities,
either conducted by the QFZP or the
outsourced entity, directly connected with the
creation, invention, or significant
development of the QIP. 

C. Andersen Takeaway

The methodology provided for computing the qualifying income from ‘QIP’ seems to be targeted towards
entities that carry out research and development, either by themselves or by outsourcing it.

The inclusion of trading in Qualifying Commodities to the list of Qualifying Activities is a welcome
addition. However, considering the requirement for the eligible commodities to be traded on a recognized
exchange, businesses will be required to analyse whether their activities fall under the scope or not. 

With the updated requirements of substance, it will now be critical for eligible distributors to maintain
adequate substance in a DZ including full-time employees. 

While descriptions and definition for various ‘Qualifying Activities’ has been added to the new
implementing decisions, though, businesses will require further clarity on certain remaining open aspects
and whether they fall under the scope of the relevant ‘Qualifying Activity’. 

Qualifying Income = [(Qualifying Expenditures + Up-lift expenditures)*Overall Income] /
Overall Expenditures

'Overall Expenditures' = Qualifying
Expenditure + Acquisition costs of the QIP.

‘Overall Income’ means royalties, or any
other income derived from QIP as
determined according to the provisions of the
Corporate Tax Law, including embedded
Intellectual Property income derived from the
sale of products and the use of processes
directly related to the QIP as determined
under the arm’s length principle. 

‘Uplift Expenditures’ means the Qualifying
Expenditure increased by 30%, subject to
the overall capping of up to Overall
Expenditures.
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