UAE Corporate Tax Groups: Expert Guide to
Formation, Benefits and Hidden Risks in
2025

Master UAE Corporate Tax Groups with expert insights on 95% ownership rules,
aggregated financial statements, loss offsetting benefits, and compliance risks you must

know.

Corporate Tax Groups in the UAE allow related companies meeting strict ownership and residency criteria to
consolidate tax obligations into a single filing. This arrangement can reduce administrative burdens and
optimize tax liability through loss offsetting, but carries joint liability risks and complex compliance
requirements under Federal Decree-Law No. 47 of 2022.

What Are UAE Corporate Tax Groups and Why They
Matter

UAE Corporate Tax Groups represent a strategic consolidation option for businesses operating multiple entities within
the Emirates. Under Article 40 of the Corporate Tax Law, two or more UAE tax-resident companies can apply to be
treated as a single taxable entity for corporate tax purposes.

The Federal Tax Authority (FTA) must approve each tax group formation, and the arrangement remains entirely
optional. Once approved, the parent company assumes responsibility for filing consolidated returns on behalf of all
group members, fundamentally changing how these businesses approach tax compliance and planning.

This mechanism addresses a critical challenge many UAE businesses face: managing multiple corporate entities with
varying profit and loss positions while maintaining efficient tax administration.

Strict Eligibility Requirements You Must Meet

The 95% Ownership Threshold

The parent company must own at least 95% of shares, voting rights, and profit distribution rights in each subsidiary.
This ownership can be direct or achieved through intermediary entities, but the threshold applies to all three elements
simultaneously.

Many business owners mistakenly assume majority control suffices. This misconception can lead to failed applications

and delayed tax planning strategies.

UAE Tax Residency Mandate

Every group member must be a UAE tax resident. Non-resident entities cannot join tax groups, regardless of their
business activities within the UAE. This requirement often forces multinational groups to restructure their UAE
operations before pursuing tax group status.

Financial Year Alignment

All members must share identical financial year-ends and apply consistent accounting policies, typically following
International Financial Reporting Standards (IFRS). This synchronization requirement can trigger significant operational
changes for companies with different reporting cycles.

Excluded Entities

Certain entities cannot participate in tax groups, including:

Free Zone companies benefiting from 0% corporate tax (unless they opt for the 9% standard rate)
Regulated financial institutions

Companies failing the 95% ownership test

Exempt persons under UAE corporate tax law

August 2025 Game-Changer: Aggregated Financial Statements

The FTA issued Decision No. 7 of 2025 in August 2025, introducing mandatory aggregated financial statements
for all tax groups effective from January 1, 2025. This development significantly changes compliance
obligations.

New Requirements

Tax groups must now prepare and maintain audited aggregated financial statements for each tax period. These
statements aggregate standalone financial statements of all group members while eliminating intra-group
transactions.

The aggregation follows specific rules:

Line-by-line aggregation of all financial statement captions
Elimination of income, expenses, and unrealized gains/losses between group members
Investments in non-group entities carried at cost less impairment

Presentation currency must be UAE Dirham (AED)

Critical Implementation Detail

Companies forming tax groups before 2025 must retroactively apply these requirements to earlier periods,
particularly important for December 31, 2024 tax periods given the September 2025 filing deadline.

Strategic Benefits That Drive Adoption

Single Consolidated Filing

Parent companies file one consolidated tax return instead of multiple individual returns, reducing administrative
complexity and associated professional fees. This consolidation can save significant time and resources for groups
with numerous subsidiaries.

Loss Offsetting Advantages

Profitable group members can offset losses from other members within the same tax period. This immediate loss
utilization provides substantial tax efficiency compared to carrying losses forward individually.

Consider this example: A group where Subsidiary A generates AED 500,000 profit while Subsidiary B incurs AED
200,000 losses. As a tax group, the consolidated taxable income becomes AED 300,000, compared to AED
500,000 if filed separately.

Intragroup Transaction Simplification

Transactions between group members are generally disregarded for tax purposes, reducing transfer pricing
documentation requirements and eliminating potential disputes over intercompany arrangements.

Single Exemption Threshold Application

The AED 375,000 corporate tax exemption applies to the entire group's combined income rather than each member

individually. For groups with multiple small entities, this consolidation can provide tax savings.

Hidden Risks and Compliance Burdens

j. Joint and Several Liability Trap: All group members become jointly liable for the group's total tax obligations. If

. one member defaults, the FTA can pursue collection from any other group member regardless of their individual
tax position. This liability extends beyond current obligations to include penalties, interest, and past due amounts.
Many business owners underestimate this risk.

I Ownership Maintenance Challenges: The 95% ownership threshold must be maintained continuously. Any
dilution below this level triggers automatic group dissolution, potentially at the worst possible time for tax planning.
Share transfers, new investor admissions, or employee stock option exercises can inadvertently breach ownership

requirements.

I Complex Dissolution Procedures: When tax groups dissolve, each member must re-register as an independent

' taxpayer and begin filing individual returns. The transition creates administrative burdens and potential compliance
gaps. Members leaving tax groups must adopt asset and liability values from the aggregated financial statements
as opening balances, unless accounting standards prohibit such treatment.

) Increased Audit Exposure: Tax groups face heightened scrutiny from the FTA due to their consolidated nature.
Audits become more complex as investigators examine multiple entities simultaneously, often resulting in longer
audit periods and higher professional costs.

Practical Formation Process

Documentation Requirements

Successful applications require comprehensive documentation:

Trade licenses for all entities
Financial statements of parent company and subsidiaries
Organizational chart showing precise ownership percentages

—

Signed Tax Group Agreement among all entities

Application Timeline

Submit applications to the FTA before the end of the relevant tax period. Late applications can delay or prevent tax
group formation, missing valuable tax planning opportunities. The FTA review process typically takes 30-60 days,
though complex structures may require additional time for approval.

Professional Representation

Given the technical complexity and high stakes involved, most successful applications involve experienced tax
advisors who understand FTA requirements and can navigate potential complications.

Strategic Timing & Industry-Specific Considerations

Market Entry Timing

New UAE businesses should evaluate tax group eligibility during initial structuring rather than after separate entities are
established. Restructuring existing operations to meet eligibility requirements often proves more expensive and time-
consuming than proper initial planning.

Economic Cycle Planning

Tax groups provide maximum benefit during economic volatility when some group members may experience losses
while others remain profitable. The ability to immediately offset these positions provides significant cash flow
advantages.

Exit Strategy Integration

Business owners planning future sales or IPOs should consider how tax group status affects due diligence processes
and potential buyer perceptions. Some acquirers prefer purchasing individual entities rather than consolidated tax

groups.

Real Estate Groups

Property development companies often benefit significantly from tax groups due to the cyclical nature of project
completions and the ability to offset development losses against rental income from completed properties.

Trading and Distribution

Import/export businesses with separate trading entities can optimize tax efficiency by consolidating operations,

particularly when dealing with seasonal fluctuations in different product lines.

Professional Services

Consulting firms and other professional service providers with multiple specialty entities can reduce administrative
costs while maintaining operational flexibility through tax group structures.

Frequently Asked Questions

Q: Can Free Zone companies join UAE Corporate Tax Groups?

Only if the Free Zone company opts for the 9% standard corporate tax rate instead of the 0% rate. Companies
benefiting from Free Zone tax exemptions cannot participate in tax groups while maintaining their exempt status.

Q: What happens if a group member's ownership falls below 95%7?

The tax group automatically dissolves when ownership requirements are breached. All members must immediately re-
register as individual taxpayers and file separate returns going forward. The FTA must be notified of ownership
changes that affect eligibility.

Q: Do tax groups heed separate audited financial statements?

Yes. Since August 2025, tax groups must prepare audited aggregated financial statements following specific FTA
requirements. These are separate from individual member financial statements and must eliminate intra-group

transactions while aggregating all financial statement line items.

Q: Can a parent company outside the UAE form a tax group with UAE subsidiaries?

No. Only UAE tax-resident entities can participate in tax groups. The parent company must be a UAE tax resident to
qualify for tax group formation.

Q: How does the AED 375,000 exemption work for tax groups?

The exemption applies once to the group's total combined taxable income rather than individually to each member.
This means multiple small entities may lose individual exemptions when consolidating into a tax group.

Q: What are the ongoing compliance costs for tax groups?

Beyond standard corporate tax compliance, groups face additional costs for aggregated financial statement
preparation, audit fees, ongoing ownership monitoring, and enhanced record-keeping requirements. Budget 20-30%

higher professional fees compared to individual entity compliance.

Expert Perspective: The Critical Decision Point

After advising dozens of UAE businesses on tax group formations, I've observed a consistent pattern:
companies that succeed view tax groups as long-term strategic tools rather than short-term tax savings
opportunities.

The most critical mistake | see involves rushing into tax group formation without fully understanding the joint
liability implications. One group | consulted had a subsidiary with undisclosed VAT compliance issues that
eventually exposed all group members to significant penalties.

My recommendation? Conduct thorough due diligence on all potential group members before applying. The
administrative savings and loss offsetting benefits are real, but they must outweigh the joint liability risks and
increased compliance complexity.

The August 2025 aggregated financial statement requirements add another layer of complexity that many
businesses haven't fully considered. Companies forming tax groups today are committing to ongoing audit
and reporting obligations that will persist for years.

Consider tax groups carefully, but don't let complexity prevent you from capturing legitimate benefits when
your business structure truly warrants consolidation.

Navigate UAE Corporate Tax with Confidence

The rules governing tax groups are complex. Ensure your business is compliant and strategically positioned
for success. For personalized advice and assistance, contact our experts.

https://corporatetaxuae.com/contact-us/
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