' I N Te x GLOBAL Intex Global Accounting and Tax Consultant L.L.C-FZ

M: +971 54 996 2428 | T: +971 4 339 7600

— Accounting and Tax Consultant — E: info@intexglobaltax.com | W: www.intexglobaltax.com

IntexGlobal Blog Participation Exemption

What is the Participation Exemption?

The Participation Exemption is a strategic mechanism within the UAE Corporate Tax regime designed specifically
to prevent double taxation for entities with long-term investments. In essence, it allows a business to exclude
certain income—such as dividends, capital gains, or foreign exchange gains—from their taxable income,
provided the investment meets the legal definition of a 'Participating Interest." This exemption is a vital tool for
businesses that hold strategic interests in foreign subsidiaries or associated entities, as it creates a tax-efficient
environment for cross-border investments.

The Four Pillars of Eligibility

To qualify for the Participation Exemption, your investment must satisfy four non-negotiable conditions. First, the
'Ownership Threshold': you must hold at least a 5% stake, or demonstrate an acquisition-cost of at least AED 4
million. Second, the 'Holding Period': you must own the interest for an uninterrupted period of at least 12 months.
Third, the 'Subject to Tax Test": the foreign entity must be taxed at a statutory rate of at least 9% in its home
country. Finally, the 'Asset Test' ensures that the entity itself is not a vehicle for holding assets that would not
have qualified for the exemption if held directly. Missing any one of these criteria will invalidate the entire
exemption, resulting in an unexpected and significant tax liability.

Income That Qualifies for Exemption

When you successfully meet the criteria, the benefits are broad. You are entitled to exempt not just dividend
income, but also capital gains and losses generated when you sell or dispose of your Participating Interest.
Additionally, foreign exchange gains or losses and impairment gains or losses relating to the interest are also
eligible for this treatment. It is a comprehensive shield for your strategic holdings, but it demands that you keep
precise, contemporaneous records of every transaction and valuation associated with these investments.
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Audit Vulnerability and Record Keeping

The FTA does not grant this exemption automatically; you must prove your eligibility. During an audit, you will be
required to demonstrate the history of your ownership, the tax status of your foreign investee, and the holding
period of your interest. Many businesses fail this test not because they aren't eligible, but because they lack the
documentation to prove it. A failure to substantiate your claim leads to the immediate reversal of the exemption,
requiring you to pay the corporate tax you 'saved,’ plus interest and potentially heavy administrative penalties for
inaccurate filing.

Why Your Business Needs Intex Global for Participation Exemption
Strategy

The Participation Exemption is a sophisticated tax tool that, when used correctly, offers incredible relief for long-
term investments. However, the requirements are precise and unforgiving. At Intex Global, we ensure you don'’t
leave money on the table due to documentation gaps or misinterpretations of the eligibility criteria.

We conduct meticulous eligibility audits on your foreign holdings, verifying the ownership thresholds, holding
periods, and the statutory tax status of your investees to ensure absolute compliance with the Participation
Exemption. We assist in maintaining the comprehensive records—from acquisition contracts to foreign tax
filings—that act as your defense should the FTA review your exempt income claims. We help you navigate the
nuances of the anti-avoidance asset test, ensuring your corporate structure is optimized for tax efficiency. Don't
risk a disqualification of your exempt income—partner with Intex Global to secure your investment returns with
total confidence.

Optimize Your Participation Exemption — Contact Intex Global!
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