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Corporate Tax Public Clarification

Application of the valuation method under the
transitional rules as set out in Ministerial Decision No.
120 of 2023 on disposal of Qualifying Immovable
Property by a real estate developer that is a Taxable

Person

Issue

Corporate Tax in the UAE is regulated by Federal
Decree-Law No. 47 of 2022 on the Taxation of
Corporations and Business and its amendments

(“Corporate Tax Law”), and its implementing decisions.

For the purposes of Article 61(1) of the Corporate Tax
Law, a Taxable Person’s opening balance sheet shall be
the closing balance sheet prepared for financial
reporting purposes! (under International Financial
Reporting Standards, “IFRS”2, or International Financial
Reporting Standards for Small and Medium Enterprises,
“IFRS for SMEs”3, as applicable) on the last day of the
Financial Year that ends immediately before their first
Tax Period commences.

The transitional rules prescribe adjustments that may
be made to Taxable Income in relation to gains and
losses which are recognised after the start of the first
Tax Period, for certain categories of assets and
liabilities owned prior to the first Tax Period, as
specified in Ministerial Decision No. 120 of 2023 on the
Adjustments Under the Transitional Rules for the
Purposes of Federal Decree-Law No. 47 of 2022 on the
Taxation of Corporations (“Ministerial Decision No. 120
of 2023"), to exclude the portion of the gain or loss
attributable to the pre-Corporate Tax ownership period

of the relevant asset or liability.

S Al Ay pa Ly ple a3

JAL Thy MY Ala¥) Cuagay sl A5k (g
s B i pail) (L & 2023 4iud (120) A I8
A pall pald g jie e S8 (e Ada pal) Al ghial) 8

£ 5 9l

sasiall A jall Gl jleaY) A gn 8 lS Al Ay e aalall o
Ll (A7) &) @aad) Gl agu el an s (AN
ety Je Yy il e Ayl la 4 2022
Aoail) 45 ) B (" LAl Ay e o 8"

(S 8l Ay pam () 53 (g (61) Balall (e (1) 201 gl 2 Y
Apalial) 4l jaall (o A puall gl Al dalidl) Al juall (5SS
Al sall yulaall Ta5) LAdUl lEl dlac) (gl Y saxdll
sacy Al Luledl 5 (IFRS) 24l )l slacy
IFRS ) Sasall ddausias 5 ppiall clisall 2Ll ) )
A Ll (e Y1 sl 8 <)) sy o(fOr SMES
Al Y Ay el B il e lail J8 5 il g )

Jaall e cobaed o) ja) dilSa) e A0y ac) @l Cali
ph ) lally Sl Glaiy Lad Ay pall aalall
Aiaa culadl @y g ¢ o) Ay pcall 5 8l A4l das Ly ) jie Y]
(o V) Ayl 5yl Ja AS sled)l el 3V 5 Jsal) (e
& 2023 Zad (120) & 51l DA (& e s LS
asmall Gl ey AIEY) ASaY Ca ger @bl ol
e Ayl (s 8 2022 5 (47) & galsdl o5l
L (120) A, wolash LIAIM) Jlelly cils il
oledll 5 Sl (e eall dlaginl =l (2023
G Al il ol Y1 5 Jea) @Dl 3 58 ) o gaiall

(IS Al Ay o s

1/30



il sa Ll da slaidla iag i

FEDERAL TAX AUTHORITY

Article 2 of Ministerial Decision No. 120 of 2023
provides that a Taxable Person may elect when
submitting its first Tax Return to adjust its Taxable
Income in respect of any gains arising on disposal (or
deemed disposal) of a Qualifying Immovable Property
in the first Tax Period or subsequent Tax Periods to
exclude the portion of the gain (and not a loss)
attributable to the pre-Corporate Tax ownership
period.*>® The election is irrevocable except under
exceptional circumstances and pursuant to the
approval by the Federal Tax Authority (“FTA”).

There are two methods for calculating the excluded
gain: the valuation method and the time
apportionment method. This Public Clarification covers
the valuation method only.®

The purpose of this Public Clarification is to clarify the
application of the valuation method under the
transitional rules as stated in Article 2(2)(a) of
Ministerial Decision No. 120 of 2023° to real estate
developers that are Taxable Persons making off-plan
sales and recognising the revenue from those sales
over the period of construction in line with IFRS 15, or
equivalent standard under IFRS for SMEs, in respect of
projects under construction (and not yet completed
before the start of the first Tax Period), in the situations

specified below:

e Where land was owned before the first Tax Period
and the construction commenced after the start of
the first Tax Period.

e Where the project is work in progress at the start of

and the construction

the first Tax Period

commenced before the first Tax Period.
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Summary

The adjustment under the transitional rules applies to
Qualifying Immovable Property, i.e. Immovable
Property that meets all of the conditions set out in
Article 2(1) of Ministerial Decision No. 120 of 2023%. For
real estate developers, the FTA considers the Qualifying
Immovable Property to be either the entire project or
specific unit(s) within the project, based on the
accounting recognition of the project. In other words,
the adjustment under the transitional rules will follow
the basis of realisation of accounting profits. The
classification of Immovable Property under IFRS or IFRS
for SMEs, whether as a fixed asset or inventory, does
not impact the application of the adjustment under the
transitional rules.

“Disposal” or “deemed disposal” for the purposes of
the application of the transitional rules should follow
the principles of the Accounting Standards applied by
the Taxable Person (i.e. IFRS or IFRS for SMEs, as
applicable). Accordingly, if a Taxable Person recognises
revenue as the performance obligation is satisfied in
accordance with IFRS 15, for example, based on the

percentage of completion, such revenue recognition is

considered a “disposal” or “deemed disposal”.

Under the valuation method set out in Article 2(2)(a) of
Ministerial Decision No. 120 of 2023, the gain to be
excluded is calculated as the difference between the
Market Value of the Qualifying Immovable Property at
the start of the first Tax Period, and the higher of the
original cost and the net book value of the Qualifying
Immovable Property at the start of the first Tax Period.
The Market Value, the original cost and the net book

value must be for the same specific Qualifying
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Immovable Property. If any of these values do not
relate to the specific Qualifying Immovable Property,

appropriate adjustments must be made.

The Market Value of each Qualifying Immovable
Property element at the start of the first Tax Period
shall be determined by the relevant government
competent authority in the UAE, including accredited
valuers specified by the relevant government
competent authority.

For the purposes of the calculation of the adjustment
under the transitional rules, the Market Value must be
in relation to the Qualifying Immovable Property only.
Where this is not the case, the Market Value should be
adjusted. The adjustment applies where the Market
Value includes the value of a part of the project that will
not be disposed of (or will not be deemed to be
disposed of), such as the portion of the Immovable
Property where the ownership is retained by the real
estate developer. The adjustment shall also be made to
exclude the portion of the Market Value attributable to
any Immovable Property already disposed of (or
deemed to be disposed of) before the start of the first
Tax Period.

For the purposes of the calculation of the adjustment
under the valuation method, the original cost, and net
book value should be determined in respect of the
Qualifying Immovable Property only. This shall consider
the cost of the project recognised in the opening
balance sheet at the start of the first Tax Period, i.e. the
capitalised cost less the portion recognised in the
statement of income in periods before the start of the
first Tax Period.

The following steps should be taken in calculating the

excluded amount of gain under the valuation method
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of the transitional rules:

United Arab Emirates
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The transitional rules apply to “Qualifying Immovable
Property”.

The term “Immovable Property” is defined in Article 1
of the Cabinet Decision No. 56 of 2023 on
Determination of a Non-Resident Person’s Nexus in the
State for the Purposes of Federal Decree-Law No. 47 of
2022 on the Taxation of Corporations and Businesses
(“Cabinet Decision No. 56 of 2023”), applicable to Tax
Periods that commenced before 1 January 2025, and
Article 1 of Cabinet Decision No. 35 of 2025 on
Determination of a Non-Resident Person’s Nexus in the
State for the Purposes of Federal Decree-Law No. 47 of
2022 on the Taxation of Corporations and Businesses
(“Cabinet Decision No. 35 of 2025”), applicable to Tax
Periods commencing on or after 1 January 2025, as any
of the following:

a. Any area of land over which rights or interests or

services can be created.

b. Any building, structure or engineering work
attached to the land permanently or attached to

the seabed.

c. Any fixture or equipment which makes up a
permanent part of the land or is permanently
attached to the building, structure or engineering
work or attached to the seabed.

Accordingly, for real estate developers, a real estate
project or any element of it, such as land or specific
property or building, whether completed or under
construction, is considered an Immovable Property.

The classification of Immovable Property under IFRS or

IFRS for SMEs, whether as a fixed asset, for instance,

property plant and equipment, or inventory, does not

impact the application of the transitional rules.
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Instead, the Immovable Property must first fall within
the definition as specified under Article 1 of Cabinet
Decision No. 56 of 2023 and Article 1 of Cabinet
Decision No. 35 of 2025, and then such Immovable
Property must fall within the definition of Qualifying
Immovable Property for the purposes of the
transitional rules.
For Immovable Property to be considered as Qualifying
Immovable Property as defined under Article 1 of
Ministerial Decision No. 120 of 2023, all of the following
conditions, in accordance with Article 2(1) of
Ministerial Decision No. 120 of 2023, must be met:
a. Thelmmovable Property is owned prior to the first
Tax Period.
b. The Immovable Property is measured in the
Financial Statements’ on a historical cost basis.
¢. TheImmovable Property is disposed of or deemed
to be disposed of during or after the first Tax
Period for the purposes of determining the
Taxable Income for a value exceeding the net book
value.
Where all the above conditions are satisfied in respect
of a real estate project or an element of it, the real
estate project, or the relevant element, will be
considered as Qualifying Immovable Property.
Where an Immovable Property is classified as inventory
for financial reporting purposes and is measured in the
Financial Statements’ at the lower of cost or net
realisable value, for the purposes of the transitional
rules, such Immovable Property will be considered as
measured on a historical cost basis.

Accordingly, for real estate developers can consider the

following categories of assets as examples of Qualifying
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Immovable Property:

e Land parcels acquired before the first Tax Period on
which construction of buildings commences on or
after the first Tax Period. In this case, only the land
parcels will be considered the Qualifying
Immovable Property, as these are the only element
of the real estate project that existed prior to the
first Tax Period.

e Under construction properties, where construction
commenced before the first Tax Period and
continues after the start of the first Tax Period. In
this case, the Qualifying Immovable Property is
considered the whole real estate project, i.e. the
land element and the properties under
construction.

e Fully constructed projects before the start of the
first Tax Period, sold or intended to be sold after the

start of the first Tax Period.
If any element of a real estate project did not exist
before the first Tax Period, i.e. it had not been
recognised in the opening balance sheet, any gain
arising from the disposal or deemed disposal of that
element cannot be adjusted for under the transitional
rules as such element shall not be a Qualifying

Immovable Property.

In cases where construction of the real estate project
commenced before the start of the first Tax Period and
extends beyond the start of first Tax Period, the
adjustment under the transitional rules may be
available in respect of the project as a whole, as such a
project would meet the definition of a Qualifying
Immovable Property.

In cases where construction of the project has not

commenced and only the land parcels are owned by
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the real estate developer at the start of the first Tax
Period, the adjustment under the transitional rules may
be available in respect of the land parcels that meet the
definition of Qualifying Immovable Property, and no
adjustment under the transitional rules will be
available on gains attributable to the building element
since the buildings are constructed during or after the

first Tax Period and do not meet the definition of

Qualifying Immovable Property.

Disposal or deemed disposal for the purposes of Article
2(1)(c) of Ministerial Decision No. 120 of 2023

For the purposes of Article 2(1)(c) of Ministerial
Decision No. 120 of 20234, the meaning of “disposal” or
“deemed disposal” should follow the accounting
principles applied by the Taxable Person in accordance
with IFRS or IFRS for SMEs as applicable. In accordance
with the relevant Accounting Standards, revenue and
the associated expenses can be recognised from the
sale of real estate under a long-term contract in the
statement of income, either over time based on output
methods or input methods for example, the percentage
of completion of a development project, or at a point
in time.

Under IFRS, a disposal or deemed disposal includes a
derecognition event. Such an event occurs when an
entity loses control of all or part of the recognised
asset. Under IFRS 15, an entity shall recognise revenue
when (or as) the entity satisfies a performance
obligation by transferring a promised good or service
(i.e. an asset) to a customer. An asset is considered to
be transferred when (or as) the customer obtains
control of that asset.

For Corporate Tax purposes, and in particular for the
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purposes of Ministerial Decision No. 120 of 2023, a
Taxable Person makes a disposal or deemed disposal of
a Qualifying Immovable Property in the Tax Period(s) in
which the revenue, and the associated costs including
land costs and construction costs, are recognised in the
statement of income in accordance with IFRS or IFRS for

SMEs as applicable.

In the case of the development and sale of off-plan
properties, there could be a situation where the sale
and purchase agreement for off-plan properties was
executed with customers before the first Tax Period,
but the recognition of revenue and expenses in the
Financial Statements’ (based on IFRS or IFRS for SMEs)
occurs over a period of time, for example based on the
percentage of completion, i.e. during the first Tax
Period and subsequent Tax Periods. In such cases, the
disposal or deemed disposal event arises in the Tax
Period(s) in which the revenue and the associated costs
including land costs and construction costs, are
recognised in the statement of income in accordance
with IFRS or IFRS for SMEs as applicable.

To the extent that the developer retains an interest in
the land or building, such relevant part of the land or
building will not be treated as being disposed of (or
deemed to be disposed of) for the purposes of the

adjustment.

Determination of Market Value, original cost and net
book value under the valuation method

Articles 2(2)(a) and 2(2)(b) of Ministerial Decision No.
120 of 2023 provide for a valuation method or time
apportionment method to be used to compute the
excluded gain in relation to a Qualifying Immovable

Property.
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Where a real estate developer intends to use the
valuation method®, the amount of gain should be
computed by calculating the difference between the
Market Value of the Qualifying Immovable Property at
the start of the first Tax Period, and the higher of the
original cost and the net book value of the Qualifying

Immovable Property at the start of the first Tax Period.

Original cost/net book value under the valuation

method

Costs incurred by real estate developers can include the
land cost, the construction cost and other related costs,
commonly referred to as capital work in progress or
construction work in progress. Such work in progress at
the start of the first Tax Period can be used as the
original cost and net book value (where inventory has
not been written down to net realisable value) to
compute the adjustment, provided such work in
progress relates only to the relevant Qualifying
Immovable Property that was held at the start of the
first Tax Period.

For ongoing projects where construction of a real
estate project is in progress and revenue recognition
commenced prior to the start of the first Tax Period, a
portion of the costs (land cost and/or construction
costs/other related cost) may have already been
recognised in the statement of income in accordance
with IFRS, or IFRS for SMEs as applicable. In such cases,
where costs were already recognised in the statement
of income prior to the start of the first Tax Period, the
conditions of Articles 2(1)(a) and 2(1)(c) of Ministerial
Decision No. 120 of 2023 would not be satisfied, as a
portion of the Immovable Property would already have

been considered disposed of (or deemed to be

United Arab Emirates
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disposed of) prior to the first Tax Period and, therefore,
not be considered Qualifying Immovable Property).
Therefore, the portion of the project recognised for
accounting purposes in the statement of income prior
to the first Tax Period must not be taken into account
when calculating the adjustment under the transitional

rules.

Market Value under the valuation method

The Market Value of each Qualifying Immovable
Property at the start of the first Tax Period shall be
determined by the relevant government competent
authority in the UAE such as the Department of
Municipalities and Transport (“DMA”) in Abu Dhabi, the
Dubai Land Department (“DLD”) in Dubai, or similar
authorities for each Emirate.

The Market Value may be determined by outsourced
third parties authorised by the government competent
authority (accredited valuers specified by the relevant
government competent authority). A Market Value
determined by persons that are not authorised by the
relevant government competent authority will not be
accepted for the purpose of computing the adjustment
under the transitional rules.

For the purpose of the calculation of the excluded gain
under the transitional rules, the Market Value must be
determined and obtained in relation to Qualifying
Immovable Property only.

If the Market Value, at the time of computing the
adjustment, does not only relate to Qualifying
Immovable Property it would not be considered
acceptable for the purposes of the adjustment under

the transitional rules, unless reasonable adjustments

are made as follows:
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e A portion of the real estate development project
may have already been disposed of or deemed to
have been disposed of prior to the start of the first
Tax Period and no adjustment would be available
under the transitional rules for this portion of the
project. Accordingly, the Market Value should be
adjusted to exclude the amount attributable to the
portion that has been (or is deemed to have been)
disposed of prior to the first Tax Period. The
attribution must be made on a fair and reasonable
basis.

e The real estate development project may include
Immovable Property that will not be disposed of to
customers, for example, communal areas that are
not reflected in the value of the Qualifying
Immovable Property being sold to the customers
and are to be retained by the developer. The
Market Value should, therefore, be adjusted for
such Immovable Property, on a fair and reasonable
basis.

e The Market Value in respect of a real estate project
under construction at the start of the first Tax
Period may not reflect its partially completed state,
instead it reflects its completed state. The Market
Value should, therefore, be adjusted, on a fair and
reasonable basis, to reflect the partially completed

state of the real estate project.

Basis of election under Article 2(5) of Ministerial

Decision No. 120 of 2023 — application to ‘each’

Qualifying Immovable Property

The election made in accordance with Article 2(5) of
Ministerial Decision No. 120 of 20232 is in respect of

each Qualifying Immovable Property. Therefore, the

United Arab Emirates

o _paill &5 38 (gl o odall g 5 e Ge e da 0SS B e
Aoy pall 3 yidl) Ayl U8 4 ol o3 3l die) f 4
A Can g Talie Jaaill (6 o Ul ¢ I Y
Aagdll Jaamli g cale 5 g 5 pdiall (e ¢l 13gd A 0ERY)
O sl @l il gl oleinl A8 sl
5yl U8 4 Coyeadl) (w3l e of) &5 Al g 5 il
ol e Ganadill a2 o gy Y A jual)
Jstra s Jole

e s el i il g e s 5 o
Yl AS i) SR Jie ceDaall Lo Ciyuadll o
S Al sall W gaiall e J)sal) dad A Lgtad S
e Ly 3hall Lo Bdiagn (Al g oo Dleadl Lgay o5
e gl 038 Aa Slagivl A gl Al Jaaed any

Jsbra g Jale Gl e @llh g (Al gasall

b ey Al (5 e g5 el A gull Al LSaI Y B @
sSa3 Ja e 3all iyl Al 681 Ay puall 5yl Ayl
o A sl dadll Jaaad Nvie Cad SV die 4l
& sl A oadl Slasy) Alla (el (J ira s Jale (b

(5 el

DA e (2) 3l e (5) Nl om e JLSAY) (b
" maie JS e Gulaill — 2023 4ud (120) &8 s S

a5l A @il e JsaY) e
DA e (2) 33l e (5) aull B 2asall lsay) o
e aie JS Gl 82023 4l (120) & @l
Cay Gl Gas o Ala gl Wil e JIg) alic

13/30



il sa Ll da slaidla iag i

FEDERAL TAX AUTHORITY

Market Value, original cost, and net book value should
be determined in respect of each Qualifying Immovable
Property.

Qualifying Immovable Property can be either the entire
real estate development project or specific unit(s)
within the project. The adjustment under the
transitional rules will follow the basis of realisation of
accounting profits in relation to each Qualifying
Immovable Property, as the case may be.

The accounting profits recognised may be reflective of
several projects at different stages of development. For
example, if a Taxable Person undertakes Project A and
Project B, and each has a Market Value based on the
stage of completion at the start of the first Tax Period,
then Project A and Project B could each be considered
separate Qualifying Immovable Properties for the
purposes of the adjustment under the transitional
rules, subject to the relevant conditions being met.
The adjustment must be calculated for each Qualifying
Immovable Property (being either the entire project or
each specific unit(s)) and the timing of the adjustment
should follow the recognition of accounting profits in
relation to each Qualifying Immovable Property (see

section below regarding methodology of calculation of

the adjustment).

Method for calculation of the adjustment and timing of
adjustment under the valuation method

To determine the excluded amount of gain under the
valuation method of the transitional rules for the
relevant Tax Period for each Qualifying Immovable
Property, the following steps should be taken:

Step 1: Calculation of the overall excluded gain

e C(Calculation of the overall excluded gain for each
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Qualifying Immovable Property by deducting the
higher of the original cost and net book value from
the Market Value (or adjusted Market Value where
the Market Value includes elements that are not
considered part of the Qualifying Immovable

Property) at the start of the first Tax Period.

Step 2: Apportionment of the excluded gain

Apportionment of the excluded gain, as calculated
in step 1, for the relevant Tax Period on the basis of
the revenue recognition under the applicable
Accounting Standards, such as the percentage of

completion in accordance with IFRS 15.

Step 3: Determination of the attributed accounting

profits

Where only part of the project is eligible for the
adjustment, for example, where land was owned
but construction had not started before the start of
the first Tax Period, determination of the portion of
the accounting profits attributable to the Qualifying
Immovable Property element, which in this case
will be land, on a fair and reasonable basis.

The adjustment under the transitional rules will not
be available in a Tax Period if the amount
attributable to the Qualifying Immovable Property
under Step 3 is an accounting loss in that Tax

Period.

Step 4: Determination of the excluded gain in each Tax

Period

The excluded gain determined under Step 2 is used for

adjustment of the accounting profits determined under

Step 3 in each relevant Tax Period up to the amount of

such accounting profits. Any excess excluded gain will

be forfeited and cannot be carried forward to future

Tax Periods.
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Example 1: Real estate development project where
construction commences during or after the first Tax
Period

Company A is a Taxable Person that is a real estate
developer. It prepares its Financial Statements in
accordance with IFRS and adopts an accounting policy
based on the cost model permitted under IFRS. It

follows the Gregorian calendar year as its Tax Period.

Company A plans to develop a “Project” with 20
identical townhouses on a land parcel acquired in
Dubai on 10 June 2020 for AED 20,000,000.

The total development cost (construction cost and
other related costs) as expected by the company is AED
20,000,000. Accordingly, the total expected cost of the
Project amounts to AED 40,000,000 (i.e. cost of the land
AED 20,000,000 plus expected development cost of
AED 20,000,000).

The expected cost for each townhouse amounts to AED
2,000,000 (i.e. total cost AED 40,000,000 for 20

townhouses).

Project details Value (in AED)
Land cost 20,000,000
Development 20,000,000
estimated cost

Total Project cost 40,000,000
Number of 20
townhouses

Estimated cost per 2,000,000
townhouse

Selling price per 4,000,000
townhouse
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In 2024, the company’s first Tax Period, Company A
begins construction of the townhouses and markets
them off-plan on a freehold basis (the townhouse
owners will hold an equal 1/20 share in the land). In
2024, the company successfully signed 15 sales
agreements to sell 15 townhouses each for AED
4,000,000. As of 31 December 2025, the remaining 5
townhouses were still not sold, though intended to be
sold. Company A recognises revenue and associated
costs related to the sale of each of the 15 townhouses
in its statement of income based on an input method
under IFRS 15 (i.e. percentage of completion method).
For Corporate Tax purposes, and in particular for the
purposes of Ministerial Decision No. 120 of 2023, the
timing of the disposal will align with the revenue
recognition as per Company A’s Financial Statements.
At the beginning of its first Tax Period, the Gregorian
calendar year 2024, the net book value of the Project
was AED 20,000,000, reflecting the acquisition cost of
the land, as no other costs had been capitalised as the
construction started during 2024.

In 2024, in accordance with IFRS, the company has not
yet recognised any revenue/cost in its statement of
income in respect of the project. Accordingly, no

adjustment under the transitional rules can be made.

In 2025, the company first recognised revenue and
associated costs of AED 12,000,000 and AED 6,000,000
respectively, resulting from a 20% completion ratio
related to the sale of the 15 townhouses. As the
company accounts for the project based on each
townhouse, the company has recognised revenue and

cost in respect of each townhouse separately:

e Revenue per townhouse: 20% x AED 4,000,000 =
AED 800,000. Total Revenue = 15 x AED 800,000 =

() Al fag @S Hall Ay pa sy Il a5 <2024 dau G
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AED 12,000,000.

e Cost per townhouse: 20% x AED 2,000,000 = AED
400,000. Total cost = 15 x AED 400,000 = AED

6,000,000.
Description 2024 (in AED) | 2025 (in AED)
Project 20,000,000 24,000,000
opening
balance cost
(Capital Work
in Progress)
Development 4,000,000 6,000,000
cost incurred
and
recognised in
the balance
sheet
Revenue from - 12,000,000
Project
recognised in (800,000 per
the statement townhouse)
of income
Project  cost - 6,000,000
recognised in
the statement (400,000 per
of income townhouse)
Project closing 24,000,000 24,000,000
balance cost
Accounting - 6,000,000
profit  from (400,000 per
Project townhouse)

= okl 22,2 800,000 x 15 = <l ) e
Skl a2 52 12,000,000
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12,000,000 - £ bl il

& e id

J<1 800,000) Jaall ol
(I

6,000,000 - gl A

& e il

J<1 400,000) Jadl o
(@3

24,000,000 24,000,000 | & gl ddls

aaial) 4 adll

6,000,000 - O emilaall 7 )l

J<1 400,000) £ 5yl
(I

When submitting its 2024 Tax Return, Company A (\) ASdll @il 2024 A o pall W ) 8] auasi die
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elects to apply the transitional rules for each
townhouse of the project. Since the land is the only
element of the project owned prior to the first Tax
Period, the gain to be excluded under the transitional
rules pertains to each land parcel (or part of the land
parcel) disposed of with each townhouse, as this
constitutes the “Qualifying Immovable Property” held
by Company A at the start of the first Tax Period. The
exclusion under the transitional rules shall only be in
respect of the land element of the project.

Company A selects the valuation method to calculate
the excluded gain and has obtained a valuation report

from the DLD indicating that the land had a Market
Value of AED 30,000,000 as of 1 January 2024.

It is to be noted that the adjustment under the
transitional rules will not apply during the first Tax
Period (2024) since there was no disposal (or deemed
disposal) of the Qualifying Immovable Property in 2024
(i.e. no revenue was recognised in the statement of

income for 2024).

Calculation of the excluded gain in 2025 (first year of
revenue recognition):

Market Value at the start of the first Tax Period:

Based on the valuation from DLD, the Market Value of
the land is AED 30,000,000. As construction has not
commenced before the start of 2024, the Market Value
as determined by DLD shall be considered the Market
Value of the Qualifying Immovable Properties, i.e. the
land in respect of the 20 townhouses. Since the
townhouses are identical, the Market Value for each
Qualifying Immovable Property, i.e. the portion of the
land for each townhouse, shall be AED 30,000,000/20 =
AED 1,500,000.

G (0o Osb) doie JS e AJERY) LSS gk
gl g spdall eaie A g Y O ki g skl
e g ) (¢ 5V Ay pual) 35N 8 o sladl)
S5) ol dadad U9 Gl LMEEY) KA G say sdlagial
Os) ot U8 gn Led Cipaatl) o3 (YY) Aadsd (e ¢
"Ala sl Agiiall e Jlse¥I" JSES N el (Oesle
csds ) A peall 5 il Ayl 3 LeSLas (1) AS Al el
oY) aie o ANERY) MY G gar dainl) sty g

A g hall A

8y il auSall Glual ap@ill 48,k (1) 48,80 jlias
@ b N5 V1B e a8 e ciliaa
a4 53 30,000,000 ks (a3 A gl dadll of ) e
2024 i 1 B Sl

Gk O AJERY) ASaY) Cager Jaandl) G SAIL aall
Gl a Al Cus (2024) JsY) Ayl s PO
Aginadl ye s (o Y (gobtie) Ciyal 5l) ol
S b ) gl eV o 6) 2024 (G Ada 34l
(2024 Al g2

Gl i U Y Adl) 2025 A 8 dxiasal) Gl Clua
(Yl

oY) A gl 8 i) Aoy 6 A8 gual) Al

Aadll Al (o 8 Y5 ol Y1 B s aais Jle Bl
axad k55 )l a2 30,000,000 oM 4 sl
) A ) Al b (2024 A Aylay J8 apil) el
Al Aalll a0 A DY ol V) B Lgiaas
J e 20 b Aaalal) (i, Y1 4l) s all A il e ) saS
el G ¢(asln 0 sb) el aldail T plai s (a0 5L5)
e 3ad) (sf) Aa sl W giad) ye J)sal) o e JS A8 gl
OS5 O ang ¢((0ns 035) Ui S aaddl i )Y
a3 1,500,000 = 20 / Skl 2 30,000,000
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Original cost and net book value at the start of the first

Tax Period:

The net book value of the land related to each
townhouse matches its original cost and is AED

20,000,000/20 = AED 1,000,000.

Calculation under the 4 steps explained above:

Step 1: The overall excluded gain

Overall excluded gain per townhouse = Market Value —
[higher of original cost and net book value] = AED

1,500,000 - 1,000,000 = AED 500,000.

Step 2: Apportionment of the excluded gain for the Tax

Period 2025

Based on the percentage of completion in 2025, only
20% of the revenue and cost of each of the 15
townhouses was recognised in the statement of
income during 2025. The company used the same
percentage to apportion the excluded gain in respect of

2025, as follows:

Excluded gain in 2025 = 20% x AED 500,000 = AED
100,000 for each townhouse.

Step 3: Determination of the accounting profits

attributable to the Qualifying Immovable Property

element in 2025

As only the land was owned but construction had not
started before the first Tax Period, the company
attributed the accounting profit of each townhouse to
land as follows:

Percentage of completion x land cost / cost released to
the in 2025 = 20% x

statement of income

1,000,000/400,000 = 50%. This means AED 200,000 (i.e.

A puall 5 )] Aoy 8 Adlall 4 yiaal) dasl)  dulal) A4l
035) e IS Aalatiall ()3 Fdlall &y il Aadll ildad
&kl aa 53 20,000,000 A5 bl 4SS (G sl

skl a2 521,000,000 = 20/

oo das pall py )1 ) plasill [dd 5 i)
il Csal)  Maa) 11 3 gladl)
Ll = (s O58) o dS i) sl e

Ayl Al 5 Alay) Al (s Lo e Y1 Aagdll] — 3 sud
e ok Skl a1 1,500,000 = [Lélal
Skl a2 5,3 500,000 = Sk a4 52 1,000,000
iy pall 3yl dadiuall Sl A83a8 12 3 ghaall
2025

O ki %20 7103 &5 2025 S Y A e il
@ 15 A dobdl (e (Guse (55) Joe JS ddlSiy il )
Ledl3 il 2,20 chasindy 2025 & IV J) oy
o LS <2025 £l seitesdll anal & 3ot

2 500,000 x %20 = 2025 & el sl
(s sb) Jie IS )l a2 2 100,000 = 5k
J)9aY) yeaial 4 gusiall dpdaall ZL Y aaas 23 5 gl

2025 8 s pall Al gisall ye

oy 38 i) S5 Al A slas CailS ) o Jadé o\ O Ly
ol Ay AS,Al culd o V) Ay el Bl
el WS a3 (esle (5l) e IS il

8 Ja (Gl 8 Alaall A8 /Y1 AESE X Jlady) A
12 5.%50 = 400,000 /1,000,000 x %20 = 2025
dae o %50 1) Hll a3 200,000 fa OfF
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50% of AED 400,000) shall be considered as the
accounting profit in respect of the land element of each
townhouse.

Step 4: Adjustment under the Transitional Rules of the

excluded gain in 2025

The excluded gain determined under Step 2, i.e. AED
100,000 for each townhouse, is used for adjustment of
the accounting profits for 2025 determined in Step 3,
up to the accounting profit determined for that year,
i.e. AED 200,000. In this case, as the AED 100,000 does
not exceed AED 200,000, the whole AED 100,000 shall
be excluded for each townhouse in 2025. The total
excluded gain for the 15 townhouses shall be AED

1,500,000 (i.e. AED 100,000 x 15).

With respect to the 5 unsold townhouses, the

adjustment under the transitional rules on the
Qualifying Immovable Property element, i.e. on the
land, should be assessed in the Tax Period in which
there has been a disposal, and accordingly when

revenue and costs are recognised in the statement of

income.

Example 2: Real estate development project where
construction commenced before the first Tax Period
Company B is a Taxable Person that is a real estate
developer. It prepares its Financial Statements in
accordance with IFRS and adopts an accounting policy
based on the cost model permitted under IFRS. It
follows the Gregorian calendar year as its Tax Period.
The start of the first Tax Period of Company B is 1
January 2024.

In October 2021, Company B decides to develop a
project that involves constructing 20 identical villas on

a land parcel acquired in Dubai in 2020 for AED

Gl L Linlae Ly il (k) a2 400,000

(o3 035) e IS Y1 peaing

ASaY) a5 2025 (A amisal) Cunlall Jians 14 5 pladl)
Ay

Gl 2 sshall 8 axal el uSdl Jlexial a3
el ol o(La sl (558) J e ST Sl a8 50 100,000
e Sl ¥ e ¢33 5hdll 82025 daud 2aall anilall
& .Skl a0 200,000 ¢l Al el sl o )
Ssae ¥ (Sl a3 100,000 e of Lass cllall o3
100,000 e JalS laial 2inad ¢ I )kl a6 10 200,000
Seal dus 2025 A& (0ese 0sb) Jie JSI Sl aa o
22,2 1,500,000 (Lssta 058) e 15 I el ol
(15 % »2100,000 i) k)

Joaadll apdi g dlgan oy ol ) J L dsaddly (Blay Lad
Al je sl paie o LY ASAY) Ca g
led Al gy yal) 3yl 8 @iy (m Y1 ol a5l
Ol b Cadlall ol YL Gl e V) e S5 e g gl
A

Sl S apddl) 4 Iy g e yeki £ gpda 12 Ja
AV g ]

A8 38 Ay peall pald (5 lie sha (A (<) A4S
aaiat g dallall ol dlact A gall yulaall Tad 5 2ullall Lol 68
o2 (i gay 43 = sansal) SIS 3 i () 25 Aplae Al
O5Sis gy pall 3 58S 43l Al A8l o yuladll
2024 51 b (<) LA L1 el 8 sl Ay

Ganaly g g e s () A8 <) 582021 nsST
8 4ale 3 i) a3 Gl dadal e Adiaie Dg 20 2
skl a2 52 30,000,000 Jiie 2020 A (2
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30,000,000.

The total development cost expected by the company
was AED 45,000,000 (representing construction cost
and other related costs of the project). Hence, the total
expected cost of the project amounted to AED
75,000,000 (i.e. cost of the land AED 30,000,000 plus
expected development cost AED 45,000,000).

The expected cost for each villa amounted to AED
3,750,000 (i.e. total cost AED 75,000,000 / 20 villas).

In 2023, Company B begins construction of the villas
and markets them off-plan on a freehold basis (the villa
owners will hold an equal 1/20 share in the land). The
company successfully signed 20 sales agreements to
sell the 20 villas each for AED 7,000,000. Company B
recognises revenue and associated costs related to the
sale of the villas in its statement of income based on
the input method under IFRS 15 (i.e. percentage of

completion method).

The below table summarises figures related to the

development project (amounts in AED thousands):

2023
9,000

2024
27,000

2025
9,000

Description

Development
costs capitalised
(excluding land)

Percentage of | 20% 80% 100%

completion
(cumulative)

Portion 20% 60% 20%

completed
during the year

Revenue 28,000 84,000 28,000
recognised in
the statement of

income

222 45,000,000 g 5l dad sial) ddlaay) A cualy
dall @l gAY Gl i) A Jia) )k
g sodall dadgiall Al lea) &l (b (g s odall
W ) Skl 75,000,000
skl A L) Gl (Sl a4 2 30,000,000
(Wl a8 52 45,000,000 428 sidll

1) k) a8 53 3,750,000 S JSI dad sl Al caly
(34820 / Sk a2 2 75,000,000 4dleay) Adlsil)
Loy sy Caall 5 JIa) 20005 () 4S80 Sy 2023 A (b
das o Jll @Y Jeang) ) ellall alay dd jlall e
20 o) n) (A AS 8 Canas (LY (e 20/ Ay 4 glosia
JS )l a8 52 7,000,000 Jiie 20 I Jlal) cad 4l
g Adag el Callsill g clal YU () 4S8l o yiad Lgie
Dlrall Ty i) A5,k e 2l daall ol 8 )
i 34k gl) (IFRS 15) &bl ol slaey sl
(DY)

aLY)

Alall) skl o 5 ey Aalaiall QY1 oL Jgaall padly

2025 2024 2023 a gl
9,000 27,000 9,000 | seskill alss
lawyall

i)

(o=Y

%100 %80 %20 | Sy A
(%s15)

%20 %60 %20 | AdaiSall Al
Aaull oA

28,000 84,000 28,000 Glal Yl
o e o inal

Jaall ol

15,000 45,000 15,000 | s sinall  Aalssl)
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Cost recognised | 15,000 45,000 15,000
in the statement

of income

Accounting 13,000 39,000 13,000
profit

The “development costs” do not include the land cost,
they represent the cost incurred each year (i.e. the
construction cost and other related costs). These costs
are initially capitalised to the project and recorded in
the balance sheet during each year. Subsequently at
the end of each year, along with a portion of the land
cost based on the percentage of completion, they are
transferred to the statement of income, representing
the “cost recognised in the statement of income”
mentioned in the table above.

The percentage of completion represents the
cumulative percentage of construction completion
based on IFRS. The portion completed during the year
is used by the company to recognise relevant revenue
and associated cost related to the project in the
statement of income.
The accounting profit represents the difference
between the revenue and the cost of the villas as
recognised in the statement of income.

At the beginning of its first Tax Period, the Gregorian
calendar year 2024, Company B has a project under
construction recognised in their opening balance sheet
as a Capital Work in Progress at AED 24,000,000,
reflecting the net book value of the project (i.e.
historical acquisition cost of the land, being AED
30,000,000 plus actual cost in 2023 of AED 9,000,000
less cost transferred to statement of income in 2023 of

AED 15,000,000). This represents, for the purposes of

Ministerial Decision No. 120 of 2023, the original cost

13,000 | 39,000 | 13,000

BSAl) AalKal) Jiad B o Y1 ARy odatl) Gl Jain Y
A (ALl @iy gAY Gl y sl A8SE ) i
el (B ey o il A Liase CallSl o3a Alen
Jasad oy i JS 4l s elld amy A S DA 4 senl)
Ol A e 8l ()Y 4SS (e 6 e ISl 028
"daall Gl (8 Ler ol Al elly Jiad (Jaall gl )

kel Jaall 85 ) Saall

{68 )y ) A el ) iy s i
e ol ALl andindy Al Lyl slaey A uleal
Cal&all 5 Alall el el YL Gl yie S Al JMA JeAl

Al Gl b g s pdally ag sl

&5 LS JIl A8 5 il Y) e Gl alad) ol Jiay
Al ol b Ly Gl e

OIS 2024 el Al ¢ I3V g peall Lty gy
Ll e (B 4 B yins oL 28 £ 5 e () ASLAN (s
Aaiy Y a8 ali JlelS LalmY) duage)
L8 el Say Lee okl a8 2 24,000,000
AL (i yB A Hlall ) saiuV) AW ) & 5 pdiall ddliall
& Al Adsall L) Gl L) 22 02 30,000,000
e ks Sl a8 2 9,000,000 = 32845 2023
sudls 2023 3 s gl ) Asaal) A
sV DA Rl Y s (k) a0 15,000,000=
il 5 Al dalKil) Jidh 13 old 2023 daud (120) 3
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and the net book value of the Qualifying Immovable
Property that is a property under construction.

When submitting its 2024 Tax Return, Company B
elects to apply the transitional rules for the project. As
the construction started before the first Tax Period, the
Qualifying Immovable Property is considered the real
estate project in its entirety excluding the part disposed
of before the first Tax Period.

Company B selects the valuation method to calculate
the excluded gain and has obtained a valuation report,
from the DLD indicating that the Market Value of the
project at 1 January 2024 is AED 90,000,000.

Calculation of the excluded gain

Market Value at the start of the first Tax Period:

Based on the valuation from DLD, the Market Value of
the project is AED 90,000,000.

As part of the project revenue has been recognised in
the statement of income in 2023, that part of the
project is considered disposed of prior to the start of
the first Tax Period. Accordingly, for the purpose of
calculating the adjustment under the transitional rules,
Company B adjusts the Market Value to exclude the
amount attributable to that part disposed of in 2023.
The adjustment is made based on the percentage of
completion. As 20% of the project revenue has been
considered recognised in 2023, the Market Value is
reduced by that same percentage. The “adjusted
Market Value” is 80% of the Market Value, i.e. 80% x
AED 90,000,000 = AED 72,000,000. This “adjusted
Market Value” is considered the “Market Value” for the
purpose of calculating the adjustment for the

transitional rules.

a8 e o ) Als gl A giial e J) 5B ddliall 4y il
Ly

(@) AS,all a3 (2024 Al o puall W ) i) s xie
I T il oY 1k g5l e AIEEY) AlSa Y Gadas
o A sl A ginall pe I ga¥) a5V Ay juall 5 5l
J 4 G yeatd) ¢ jal) alagial ae aleSh Gl ¢ gyl
(V) Ayl 3 il

e finsall o) Clal w48, 5k () A8, @l
(o (b YN 5 aal Y15 5300 (e iy 58 e cilian g
{82024 5l 1 B g s bl 4 sl el o ) i
okl a2 52 90,000,000

rdicall Gl Cila

oY) Ly paall 5 55l Ay 6 A gd] el

(o o Y5 Y B3 e paliall aill e Ly
&k a2 2 90,000,000 & 5 iall 48 gudll Gadll 3L
O o sl Gl ) (e e Ja ol eI 5 a8 sy T ks
a4 T aih ¢ g il e 6 3adl 38 yied 2023 Ll Jal
Gloa G pal g Iy e 2y (V) A puall 3 yidll By I8
Al (@) AS,al Ja8 YT Al s pay Jaadl
4 o paiall ¢ 5ol @l ) puiall dlad) slain 438 s
Ty Sl B e 2l daaedl) ol a) oy 2023 3
L2 ina Ll die) 8 g 5 il il ) e %20 domsi Y
OS85 Al Dy A sl Aaill a5y 2023 A
X %80 (51 A sudl Al (10 %80 " A ) il
22 72,000,000 = Skl a2 90,000,000
"id el Al & "ANSRAN 48 sud) Aal oda Sai, )l

AESY) DSV gy daaedll Clsa il 2 Y
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Higher of net book value and original cost at the start 4 4l ¥/ 46lSil] § Ldlall 45 6] Lasdll (oo Lo Ao Y Lagdl)
of the first Tax Period: o ¥ Ly gl 5 56l Ly
The net book value of the Qualifying Immovable alagall Al ye JIeeN Adlall 4y el dagdl s
Property is AED 24,000,000 which is also considered as 4 la') 24Kl 3a3 Lajl a5 ¢ 31 )kl a2 50 24,000,000
the original cost as at the start of the first Tax Period, 2024 w1 4 éi ¢l s Ay yall 5yl Al =
being 1 January 2024.

Calculation under the 4 steps explained above: e[ dais gall & Y ) g3l [ g ol
Step 1: The overall excluded gain 2xtisal) Sl laa) 11 3 ghadl)

Overall excluded gain = adjusted Market Value — 4adll] — daall 48 guill dall = 2aiall ulall Jlaa)
[higher of original cost and net book value] = AED = [ddlall 4y ydall dadlly Al daKl oy L JleY)

72,000,000 - 24,000,000 = AED 48,000,000. a4 2 48,000,000 = 24,000,000 - 72,000,000
B
Step 2: Apportionment of the excluded gain for the Tax = g yall o8 ¥l u dedieall CoaSal)l 45 3a5 12 3 5hadl)
Periods 2024 and 2025 2025 ,2024
Company B uses the percentage of completion of each  jaidll ¢ 3all L;i) Ao JS1 sy A (<) A Al aadnis
year (i.e. the portion completed during the year) to ;‘;,"'y\ sl e amiiall sl sl (2_'“1\ JMa
apportion the excluded gain as follow:
2024 2025 2025 2024
Portion completed | 60% 20% %20 %60 | s Alasdl Al
during the year Al
Excluded gain 36,000 12,000 12,000 | 36,000 | VL) xfasall sl
(AED Thousands) (60/80 x| (20/80  x 48 x 80/20) X 80/60) (RS pal 3l
AED 48m) | AED 48m) (2 0se | 2 (:fa

Step 3: Determination of the attributed accounting 5 yizall Jlll 4 guiall dudadl ~L Y 2aad 13 5 gladl)

profits to the villas considered as Qualifying Immovable Al e A gie e J)palS

Property

As the construction started before the first Tax Period, Jl sa¥! iiad ¢ 351 Ay ypall 3 il J Ty il o Tk
the Qualifying Immovable Property is considered the —eliiuly) allSy (g laall & g piall o Als gall 4l e
real estate project in its entirety (excluding the part :zlu _(ejj‘\ﬂ Aoy peall 3 yull JB 4 s patl) o5 () 2 3all
disposed of before the first Tax Period). Accordingly, lu & 4 Gyied s LS ladll Il oiad lld e

the accounting profit as recognised in the income Ui 20255 2024 (ifivn pall (i il e S & JaA
statement in each of Tax Periods 2024 and 2025 is Al sl A i) e J) s )
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considered attributed to the Qualifying Immovable
Property.

As a result, the accounting profit is as follows (as per
the table above):

2024: AED 39,000,000.

2025: AED 13,000,000.

Step 4: Adjustment under the Transitional rules of the

excluded gain

The excluded gains determined under Step 2, i.e. AED
36,000,000 in 2024 and AED 12,000,000 in 2025 are
used for adjustment of the accounting profits
determined in Step 3 against and up to the accounting
profits determined for each of those years, i.e. AED

39,000,000 and AED 13,000,000 respectively.

Amounts in AED thousands:

2024 2025
Accounting profit 39,000 13,000
Excluded gain (36,000) (12,000)
Taxable gain 3,000 1,000

In this case, as the excluded gain in each year does not
exceed the accounting profit of each year, the whole
excluded gain in each year is excluded when calculating

the Taxable Income.

United Arab Emirates

LS (el Jsanll (3h5) oamlaall moll 05Ky ol Ao
:‘;i;

Skl a2 52 39,000,000 :2024

k) a2 52 13,000,000 :2025

AERY) AKAY) G e dasioed) ) Jadali 14 5 gadl)
@l 2 35hall Ca say 2aaal) deial) Sl Jlasial a3y
12,000,000 2024 4 Sk 2 36,000,000
sasaall dpuladll ALoY) Juanil 2025 (& k) pan
G saanal) sl ZLOYY Gslan Y Ly 35 5hall s
Skl a5 39,000,000 s ol e e JS
(sl e Skl ar 013,000,000 5

A LaY) aalall YL @)

2025 2024
13,000 39,000 bl )l
12,000 36,000 RESIVON | FERWEON
1,000 3,000 | palall sl
g el

st Y A JS 8 deiall ansSall (Y Tl cAllad) o2
AleShy drtiinall anSal) slaiad Ay din JS aslaall o )

This Public Clarification issued by the FTA is meant to clarify certain
aspects related to the implementation of the Federal Decree-Law
No. 47 of 2022 on the Taxation of Corporations and Business, and
its amendments, and Ministerial Decision No. 120 of 2023 on the
Adjustments Under the Transitional Rules for the Purposes of
Federal Decree-Law No. 47 of 2022 on the Taxation of Corporations
and Businesses, and its amendments.

This Public Clarification states the position of the FTA and neither
amends nor seeks to amend any provision of the aforementioned
legislation. Therefore, it is effective as of the date of implementation

of the relevant legislation, unless stated otherwise.

ot st ) el LolasY) Zigll e oleall aledl i 50 38 Ciogs
Ll (47) pd) solad] (il o sanpall Gl dileial] gudal sall e
Sl )l s eaidani s Jac ¥ 5 lS il e 4y puall Sl 6 2022
ol ¥ LMY LS Y cun gar S nil] L3 6 2023 Lisal (120) 43
e Aypall Gl 62022 i (47) ) salad GsilE p s sall

L Ailed s Jlac ¥ g S il

Yo Joxi Yy il pall Lolaiy) Ligl) Ciige Gaals pled muia 510/ 1o
.5 sS3al] ey il plSaT (o 5l pand A Cing

by gl gkt A )l e Dliie) sl aledl zeuia s3] 38 8 ecllil
coaill 5 Gl G ynd al al Lo 63 ) 5S3al] 4y puall
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The examples in this Public Clarification show how these elements
operate in isolation and do not show all the possible interactions
with other provisions of the Corporate Tax Law that may occur. They
do not, and are not intended to, cover the full facts of the
hypothetical scenarios used nor all aspects of the Corporate Tax
regime, and should not be relied upon for legal, accounting,
regulatory or tax advice purposes. These examples are only meant
for providing the readers with general information on the subject
matter of this Public Clarification. They are exclusively intended to
explain the rules related to the subject matter of this Public
Clarification and do not relate at all to the tax, accounting,
regulatory or legal position of any specific juridical or natural

persons.

Jimay _pualicll 038 Joe L6 alell pesin sill 38 6 53 ) o) ALiaY) g lai
o Cund oF il dlaiaal) Ol guea gl Vg odandl] leaes e
s ¥y ALYl sds Jadi Yy lS uil) gy puin oy ild] (5 53 Y S Y
(Aariicadl] Lol S38Y) Cld gy lismally dileiall GilinS) mpen i Jaddi G lgio

ol ¥ lgile olaic Y dais ¥ g lS il Ay puis Ll il sa gaan Vs

A ) o daeiiiil) of dualaall of i gildl) 5 ) piall
JATY 5}44}4 (J_;A dale L_![A_}.Lt.d.l r,/j.i// ‘UJJ"EZ/M 4.[1.4)//5.)/8 L_c.Jg_:
138 & g gy dileiall ae ) gill = sl A [ s CigT 5 pled] s 5
il 5f salaall f g uial] g glls L) Gleii Y 5 aled) mauia 53]

and enh s gl o liie] asid oY sildl) 5

Legislative References:

In this clarification, Federal Decree-Law No. 47 of 2022 on the
Taxation of Corporations and Business, and its amendments is
referred to as “Corporate Tax Law”, Cabinet Decision No. 56 of 2023
on Determination of a Non-Resident Person’s Nexus in the State for
the Purposes of Federal Decree-Law No. 47 of 2022 on the Taxation
of Corporations and Businesses is referred to as “Cabinet Decision
No. 56 of 2023”, Cabinet Decision No. 35 of 2025 on Determination
of a Non-Resident Person’s Nexus in the State for the Purposes of
Federal Decree-Law No. 47 of 2022 on the Taxation of Corporations
and Businesses is referred to as “Cabinet Decision No. 35 of 2025”,
and Ministerial Decision No. 120 of 2023 on the Adjustments Under
the Transitional Rules for the Purposes of Federal Decree-Law No.
47 of 2022 on the Taxation of Corporations is referred to as

“Ministerial Decision No. 120 of 2023”.
Article 1 of Corporate Tax Law defines the following terms as:
“Authority” — Federal Tax Authority.

“Corporate Tax” — The tax imposed by the Corporate Tax Law on

juridical persons and Business income.

“Market Value” — The price which could be agreed in an arm’s-
length free market transaction between Persons who are not

Related Parties or Connected Persons in similar circumstances.

“Taxable Income” — The income that is subject to Corporate Tax

under the Corporate Tax Law.

“Taxable Person” — A Person subject to Corporate Tax in the UAE
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under the Corporate Tax Law.

“Tax Return” — Information filed with the FTA for Corporate Tax

purposes in the form and manner as prescribed by the FTA,

including any schedule or attachment thereto, and any amendment
thereof.

“Tax Period” - The period for which a Tax Return is required to be

filed.

Article 1 of Ministerial Decision No. 126 of 2023 on the General

Interest Deduction Limitation Rule for the Purposes of Federal

Decree-Law No. 47 of 2022 on the Taxation of Corporations and

Businesses defines “the Accounting Standards” as the accounting

standards specified in a decision issued by the Minister for the

purposes of the Corporate Tax Law.

1 Article 61(1) of Corporate Tax Law states that a Taxable
Person’s opening balance sheet for Corporate Tax purposes
shall be the closing balance sheet prepared for financial
reporting purposes under accounting standards applied in the
State on the last day of the Financial Year that ends
immediately before their first Tax Period commences, subject
to any conditions or adjustments that may be prescribed by the
Minister.

2 Article 4(1) of Ministerial Decision No. 114 of 2023 on the
Accounting Standards and Methods for the Purposes of Federal
Decree Law No. 47 of 2022 on the Taxation of Corporations and
Businesses states that for the purposes of Article (20)(1) of the

apply the

Corporate Tax Law, a Taxable Person shall

International Financial Reporting Standards (“IFRS”).

3 Article 4(2) of Ministerial Decision No. 114 of 2023 on the
Accounting Standards and Methods for the Purposes of Federal
Decree Law No. 47 of 2022 on the Taxation of Corporations and
Businesses states that without prejudice to the provisions of
Article 4(1), a Taxable Person deriving Revenue that does not
exceed AED 50,000,000 (fifty million United Arab Emirates
dirhams) may apply International Financial Reporting
Standards for small and medium-sized entities (“IFRS for
SMEs").

4 Article 2(1) of Ministerial Decision No. 120 of 2023 states that
for the purposes of paragraph (i) of Clause (2) of Article (20)
and Clause (1) of Article (61) of the Corporate Tax Law, a
Taxable Person may elect to adjust its Taxable Income for

calculating the gains on any Immovable Property that meets all

United Arab Emirates
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of the following conditions:
a. The Immovable Property is owned prior to the first Tax
Period.
The Immovable Property is measured in the Financial

Statements on a historical cost basis.

The Immovable Property is disposed of or deemed to be
disposed of during or after the first Tax Period for the
purposes of determining the Taxable Income for a value
exceeding the net book value.
Article 2(2) of Ministerial Decision No. 120 of 2023 states that
where Clause (1) of this Article applies, upon the disposal of the
Qualifying Immovable Property, the Taxable Person shall make
one of the following adjustments in respect of each Qualifying
Immovable Property:

a. Exclude the amount of gain that would have arisen, at the
start of the first Tax Period, had the Qualifying Immovable
Property been disposed of at Market Value and the cost of
the Qualifying Immovable Property was the higher of the
original cost and the net book value.

Article 2(4) of Ministerial Decision No. 120 of 2023 states that
for the purposes of paragraph (b) of Clause (2) of this Article,

the excluded amount of gain shall be calculated as follows:

Calculate the amount of gain that would have arisen upon
the disposal of the Qualifying Immovable Property, had its
cost been equal to the higher of the original cost and the net
book value at the start of the first Tax Period.

Divide the number of days the Qualifying Immovable
Property is owned before the first Tax Period by the total
number of days the Qualifying Immovable Property is

owned.

Multiply the amount calculated in paragraph (a) of this
Clause by the amount calculated in paragraph (b) of this
Clause.
The amount calculated in paragraph (c) of this Clause shall
be the amount of gain on the Qualifying Immovable Property
excluded from the Taxable Income during the relevant Tax
Period.
Article 1 of Ministerial Decision No. 114 of 2023 on the
Accounting Standards and Methods for the Purposes of Federal
Decree Law No. 47 of 2022 on the Taxation of Corporations and

Businesses defines “Financial Statements” as a complete set of

United Arab Emirates
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FEDERAL TAX AUTHORITY

statements as specified under the Accounting Standards
applied by the Taxable Person, which includes, but is not
limited to, statement of income, statement of other
comprehensive income, balance sheet, statement of changes
in equity and cash flow statement.

Article 2(5) of Ministerial Decision No. 120 of 2023 states that
the election under Clause (1) of this Article shall be made in
respect of each Qualifying Immovable Property upon the
submission of the first Tax Return in the form and manner
prescribed by the Authority and shall be deemed irrevocable
except under exceptional circumstances and pursuant to

approval by the Authority.

United Arab Emirates
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