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VAT AND DESIGNATED ZONES

The UAE VAT Law has introduced the
concept of Designated Zone (DZ).

As per the UAE VAT law, DZ is a specified
fenced geographic area and has security
measures and custom controls in place to
monitor entry and exit of individuals and
movement of goods to and from the area.

Cabinet decision No 59 of 2017 provides a
list of twenty DZ mainly locatedin a Free
Zone (FZ).

Another key take away on DZ is that
Designated Zone could have different
meaning under different statutes and it
would be wrong to assume thataDZis
automatically linked to a Free Zone.

The Concept of FZ is different from DZ.
Free-Zones are defined and governed by
the provision of GCC Common Customs
Law and are exempt from all custom
duties and taxes.

While DZ is a concept developed and
governed by the UAE VAT Law.

Free zone are outside the scope of VAT
while DZ are covered in the scope of VAT.
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Hence, the entities operatingina FZ are
considered as foreign resident and are not
covered under the scope of VAT, whilein
case of entities locatedin DZ, evenif such
entities are considered as foreign entities,
they are stillliable to the provisions of VAT.

The awkward thing is that at the same time
aDZ shallbe treated as being outside UAE
and outside the Implementing States but
under specific conditions business
conducted within a DZ can be regarded as
being conducted in the State.

On top of that, all companies having a Place
of Residence in a DZ shallbe deemed to
have a Place of Residence in the UAE.

This contradiction leads to implementation
difficulties.

Furthermore, all services are excluded from
the benefit of the VAT suspensive regime
of the DZ.

The DZ VAT systemis areal labyrinth where
you lose yourself without a breadcrumb.
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To make simple a complicated story for registered companies, the DZ VAT regime for goods
can be summarized saying that are not taxable the following flows : from and to outside UAE;
from and to another DZ; from and to inside a DZ (if there is no consumption of the goods), all
othersin and out flows are taxable.

It should be noticed that the sale of goods from a DZ to a Legal Taxable Person located in UAE
is taxable, but the VAT is not invoiced because the Tax is due by the client supposed to be the
importer of record.

It seems that in UAE, for registered companies, the tax authorities have generalized the
reverse charge mechanism for import VAT following the articles 48 of the Decree Law and
48 of the Final Executive regulations.

A quick analysis of the above provisions suggests that there are not much benefits granted
to entities located in designated zone except for the manufacturing facilities located therein
and warehouses for wholesalers or retailers. For the latter, a custom warehouse should be
easier to deal with.
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