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Dividends Under UAE Corporate Tax: Essential 
Strategies for Compliance 

 

Domestic Dividends: The Automatic Exemption 

 

The UAE’s Corporate Tax regime includes a highly beneficial provision designed to eliminate the 'cascading' 
effect of taxes. Dividends received from a UAE resident juridical person are generally exempt from Corporate 
Tax. This automatic exemption simplifies the financial landscape for domestic groups and investors, providing 
significant clarity and tax relief. However, this simplicity should not be confused with a lack of required record-
keeping; you must still accurately account for these receipts to substantiate their source during any potential FTA 
review. 

 

Foreign Dividends and the Participation Exemption 

 

When dividends are sourced from foreign entities, the landscape becomes more technical. To benefit from the 
'Participation Exemption'—which allows these dividends to be treated as exempt—you must meet stringent 
conditions. You are required to hold at least a 5% ownership interest in the foreign entity (or have an acquisition 
cost exceeding AED 4 million) and maintain that interest for an uninterrupted period of at least 12 months. 
Furthermore, the foreign entity must be subject to a statutory tax rate of at least 9% in its home jurisdiction. 
Failing to document these metrics precisely will disqualify the exemption, forcing you to pay Corporate Tax on 
income you assumed was tax-free. 

 

The Hidden Risk of Constructive Dividends 

 

This is perhaps the most significant danger for SME owners and family-run businesses. If the Federal Tax 
Authority (FTA) identifies that your company has made payments to a shareholder that are inflated beyond 
market value—such as excessive management fees, inflated interest rates, or personal expenses charged as 
business costs—they may recharacterize the 'excess' portion as a 'constructive dividend.' Since dividends are not 
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a tax-deductible business expense, this recharacterization effectively disallows the deduction for the payment, 
triggers an immediate tax liability at 9%, and may lead to administrative penalties for an incorrect tax filing. 

 

Dividends Paid: Profit Distribution vs. Business Expense 

 

It is fundamental to the UAE Corporate Tax law that dividends paid to shareholders are recognized as a 
distribution of profit, not a cost of doing business. Therefore, they are never tax-deductible. While the absence of 
withholding tax on outbound dividends provides a major advantage for global investors, companies must ensure 
their accounting correctly reflects these as distributions to avoid mistakenly claiming them as expenses in their 
tax returns. Confusion in this area is a common audit red flag that can be easily avoided with precise accounting 
management. 

 

Why Your Business Needs Intex Global for Dividend Tax Strategy 

 

The taxation of dividends is often viewed as straightforward, yet it is fraught with complexities—especially 
concerning foreign participations, 'constructive dividends,' and the interplay with group-level expenses. Improper 
handling of dividend streams can inadvertently lead to double taxation or disallowed deductions that trigger 
audits. At Intex Global, we provide the technical expertise to ensure your dividend policy is fully optimized. 
 
We perform comprehensive reviews of your investment structures to verify eligibility for the Participation 
Exemption, ensuring all ownership and holding-period tests are satisfied. We meticulously monitor your 
intercompany transactions to prevent payments from being 'recharacterized' as constructive dividends, which 
would render them non-deductible. Whether you are managing domestic cash flows or repatriating foreign profits, 
we provide the strategic oversight to ensure your dividends are handled with maximum efficiency and regulatory 
adherence. Don't risk your tax status on dividend-related miscalculations; partner with Intex Global to secure a 
compliant, tax-optimized dividend architecture. 

 
 

Optimize Your Dividend Strategy – Contact Intex Global! 

 


