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ABSTRACT

This research paper has the objective to assess the ultimate influence of the Corporate
Tax system in the United Arab Emirates, which had its formal opening in June 2023, on
accounting and business compliance practices. The study only uses resources that are
recognized as the best such as the Federal Tax Authority, KPMG, PwC, and IFRS
Foundation, and it also investigates the new CT legislation's impact on various areas of
financial reporting, internal controls, tax documentation, and compliance processes. The
examination reveals that the Corporate Tax has imposed considerable technical
requirements on entities that are preparing their financial statements under both the
IFRS and the IFRS for SMEs, mainly with respect to the computation of the taxable income,
the application of the realization-based principles, and the reconciliation of the
accounting profit with the tax profit. Besides, companies are to secure new governance
systems, super documentation, and updated accounting policies in order to conform to
FTA's demands. This paper concludes that a Corporate Tax policy is a drastic change in
the United Arab Emirates' regulatory environment, one that promotes transparency and
conformity with international tax requirements but also imposes new compliance
obligations on companies.

Keywords: Corporate Tax, Accounting Practices, Compliance, IFRS, Taxable Income,
FTA, Financial Statements, Transfer Pricing, Reconciliation, Governance, United Arab
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1. INTRODUCTION

The introduction of the United Arab Emirates Corporate Tax regime in June
2023 represents one of the most transformative regulatory developments in the
nation's economic framework. Under Federal Decree Law No. 47 of 2022, the
Corporate Tax Law establishes a federal system that will require most incorporated
and unincorporated business entities conducting a business in the UAE to compute
taxable income based on standalone financial statements prepared by entities under
approved accounting standards. This ends a long era in which the UAE had very
limited direct taxation but relied on indirect taxes, adding to its reputation as one of
the most tax-competitive jurisdictions in the world.
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It was explained by the FTA that financial statements should be prepared based
on either the IFRS or IFRS for SMEs, whichever applies, following the eligibility
criteria. This clearly indicates that the UAE follows international norms in the case
of reporting and audit, similar to most other countries. The advent of Corporate Tax
has, however, resulted in a raft of tax-specific adjustments that cause accounting
profit to differ from taxable income. In particular, the FTA released an Accounting
Standards Guide that details adjustments, such as realisation basis income
recognition, transitional rules for activities predating the CT regime, and specific
treatments for related party transactions. Although the Accounting Standards Guide
is not law, it is one of the most-used documents for businesses interpreting the
requirements under CT.

Professional comments by PwC (2023) and KPMG (2023b) highlight some
important implications for accounting practice. For example, under IFRS, income
from associates is recognized under the equity method, whereas under Corporate
Tax, income is recognized only on the distribution of dividends or profits. This leads
to a material difference between financial reporting and tax computations and
requires companies to keep parallel analyses for accounting. Furthermore, the
requirements of Corporate Tax also call for enhancing internal controls,
strengthening documentation practices, and putting in place more advanced
systems of tax governance.

The aim of the research is to analyze the impact of the implementation of UAE
Corporate Tax on accounting practices and business compliance. The study looks
into organizations' adaptation regarding changes in their financial reporting
systems, the necessary operational and governance changes they need to make, and
how compliance requirements reshape their way of doing business. Based solely on
authoritative sources, this paper endeavors to add to the understanding of the
implications of the new tax environment for professionals in the accountancy field,
as well as for policy- and business leaders in the UAE.

2. LITERATURE REVIEW

The introduction of Corporate Tax in the UAE is generating a growing body of
professional analysis, though academic literature is still limited due to the freshness
of implementation. Most authoritative insights derive from regulatory publications
issued by the Federal Tax Authority, complemented by interpretative guidance from
major professional services firms including KPMG and PwC. These documents
provide the foundation for grasping the legal, procedural, and accounting
implications introduced by the CT framework.

KPMG 2023a gives an overview of the accounting standards acceptable for the
determination of taxable income upon application of the UAE CT Law. It elaborates
on how businesses need to report based on IFRS or IFRS for SMEs, detailing further
the conceptual relationship between accounting and taxable income. Additionally,
KPMG 2023b provides extensive analyses of adjustments that might be needed
while deriving taxable income from accounting profit, due to limitations on
recognition, valuation adjustments, and unrealised gains.

PwC (2023) adds to the discussion on practical issues the companies are
experiencing in applying IFRS based accounting within a tax regime presenting
differing recognition rules. The firm indicates challenges in using IAS 28 for
associates and joint ventures because, unlike the equity method used in their
accounting, the cost method should be applied for purposes of taxation. Such a
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difference in methodology involves extra calculations, reconciliations, and
disclosures.

In this regard, the IFRS Foundation's standards also form a critical part of the
literature, as Corporate Tax requirements are deeply linked with how financial
statements are prepared, how income is recognised, and how temporary differences
arise. IAS 12, which deals with accounting for income taxes, lays out concepts like
deferred tax assets and liabilities, temporary differences, and taxable timing
differences. Although UAE Corporate Tax itself does not require deferred tax
accounting for the purposes of tax filing, companies are still bound to adhere to IAS
12 in their respective financial statements.

FTA guides prescribe the legal framework for Corporate Tax obligations: the
procedure for registration, return filings, record-keeping rules, exemptions, and
penalties. Examples are also given to illustrate how entities should determine
taxable income, especially in areas where accounting profit deviates substantially
from tax profit.

There is broad agreement across the available literature that the UAE Corporate
Tax regime introduces new levels of technical accounting complexity and
compliance responsibility. Given the turn toward more rigorous governance
frameworks, this development may also signal a maturation of the UAE's financial
regulatory environment.

3. REGULATORY FRAMEWORK

The Corporate Tax Law of the UAE, introduced by Federal Decree-Law No. 47
of 2022, regulates the obligations, rights, and administrative requirements of the
taxpayers in the UAE. According to this law, all the juridical persons incorporated in
the UAE and foreign entities with a permanent establishment in the UAE are within
the scope of Corporate Tax, except for those that are explicitly exempted from the
same.

Key principles of compliance, as per FTA (2023), will involve necessary tax
registration, inclusion of annual tax returns, and upkeep of financial records for a
minimum time period of seven years. The authority also outlines procedures
concerning assessments, audits, and administrative penalties. These details form
the foundational elements of the newly established UAE tax compliance
environment.

As explained by KPMG (2023b), taxable income would be derived from the
accounting profit adjusted for tax specific rules-including the exclusion of
unrealised gains unless realized, disallowances of certain expenses, and application
of transfer pricing rules in respect of related party transactions. The firm goes on to
refer to how the UAE regulatory framework has been put together in alignment with
international tax norms, including the OECD's BEPS principles.

PwC (2023) further elaborates on regulatory considerations by citing areas
where ministerial decisions detail clarifications with regard to exemptions, free
zone entity treatment, and business restructuring provisions. Free zone entities that
meet the qualifying criteria may be subject to different tax rates, though they are
still required to follow the compliance and reporting obligations of the CT Law.

The overall UAE regulatory framework is a good balance between maintaining
competitiveness and moving in step with global practices on tax. Clear rules are
provided within the structure, allowing flexibility in key areas like free zone
treatment, small business relief, and administrative guidance.
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4. ACCOUNTING STANDARDS AND TAX INTERACTION

The relationship between IFRS-based financial reporting and UAE Corporate
Tax computations would be that taxable income would be derived from the
accounting profit together with specific tax adjustments. This interrelationship
gives rise to some key implications for how entities design their accounting systems,
set up their policies, and maintain support documentation.

Under the Accounting Standards Guide 2023, the FTA requires entities to
maintain their books of account and financial statements in accordance with either
IFRS or IFRS for SMEs. However, accounting profit remains only a starting point for
Corporate Tax. Adjustment for Corporate Tax may include removing unrealised
revaluations, capping interest deductibility, disallowing non-business expenses, and
adjusting related-party transactions.

As stated by KPMG (2023b), the unrealised gains, such as fair value
remeasurements under IFRS 9 or IAS 40, may not be taxable unless realised.
Correspondingly, the unrealised losses, unless reflecting an actual economic loss,
may also be disallowed. These are the rules that make sure the amount of taxable
income reflects the realised economic activity instead of the method of valuation in
accounts.

According to PwC (2023), there are significant differences between IFRS
requirements and tax rules of investments in associates. For example, under IAS 28,
entities should account for their share of profit from associates using the equity
method, which increases the carrying value of their investment. On the other hand,
the Corporate Tax Law allows the recognition of such profits only to the extent
distributions are received. This implies that companies will still have to prepare
separate tax computations.

The IFRS Foundation further illustrates this by mandating, through its IAS 12,
that companies recognize deferred tax liabilities and assets for temporary
differences arising between the accounting and tax bases. Although deferred tax is
not submitted to the FTA, entities have to compute it for their financial statements-
meaning that an accounting team needs to manage dual analyses.

These complexities add to the fact that any interaction between accounting
standards and Corporate Tax significantly impacts financial reporting processes
concerning parallel systems of accounting and tax analyses.

5. COMPLIANCE REQUIREMENTS

The UAE Corporate Tax Law prescribes complete compliance requirements
that must be met by entities so as to avoid penalties and continue regulatory
alignment. As per the FTA (2023), every taxable person must register for the
Corporate Tax, irrespective of whether they anticipate a tax liability. This should be
done within prescribed time limits. Failure to do so may incur administrative
penalties.

Once registered, companies are required to file a Corporate Tax return
annually, normally within nine months of the end of the financial year. The return
shall be filed with detailed calculations of taxable income, supporting
documentation, and disclosures of related party transactions subject to transfer
pricing rules (KPMG, 2023b).

This includes a very long list of record-keeping requirements: financial
statements, contracts, invoices, and tax computations must all be retained for at
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least seven years. The FTA (2023) underlines the fact that records should be
available on request and that businesses should be prepared for tax audits.

According to PwC, 2023, compliance also includes preparation and
maintenance of transfer pricing documentation, which comprises both a local file
and a master file for those entities whose financial statements achieve certain
thresholds. Companies should be able to prove that transactions with related parties
and connected persons were at arm's length.

According to KPMG (2023a), businesses should establish internal controls
related to the accuracy of reporting, such as review procedures, reconciliations, and
governance structures that make sure there is oversight of tax positions. This
increases the scope of compliance from mere filing to broader operational
readiness.

These are fundamental changes in the way companies operate, which involves
making both technical and organizational changes to become compliant with
regulatory expectations.

Impact on Accounting Practices

The introduction of Corporate Tax has considerably changed how accounting is
performed for many UAE businesses. Since taxable income needs to be derived
based on IFRS based financial statements, the accuracy and comparability of
financial reporting have become more crucial than ever. Accordingly, companies
should confirm that their revenue recognition, measurement, and disclosure comply
with the accepted standards.

The most prominent effects stem from the reconciliation between IFRS-based
accounting profit and taxable income. According to the FTA Accounting Standards
Guide 2023, certain adjustments are made that change the recognition and timing
of revenues and expenses. This now requires new documentation procedures that
capture accounting and tax-adjusted values.

According to PwC 2023, some of these challenges include asset valuation, lease
accounting under IFRS 16, and financial instruments under IFRS 9, where
differences in measurement might be expected. The companies are required to
support the tax adjustments with detailed schedules that provide fair value
movements, impairment reviews, and amortized-cost calculations.

KPMG (2023b) observes that an entity should also update its internal chart of
accounts to include tax-specific groupings for easier derivation of taxable income,
where necessary. Many organisations have had to amend or enhance their ERP
systems to take into account any new fields required in reporting, reconciliation
templates, and workflows.

Moreover, the new CT regime has increased the workload for accounting teams.
Organisations have expanded their finance departments or outsourced tax advisory
services to meet ongoing requirements. Training programs have become common
as accountants need to learn about both IFRS and the tax specific rules that differ
from standard accounting treatments.

Overall, the Corporate Tax regime has cemented the importance of accurate,
transparent, and well documented accounting practices across the UAE business
environment.

6. IMPACT ON BUSINESS COMPLIANCE

The Corporate Tax regime introduced compliance and governance obligations
beyond mere accounting processes, influencing how organizations conduct their
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business. As stated by the FTA (2023), entities would need to adopt structured
compliance frameworks that would involve registration, tax return filing, record-
keeping, and preparation for audits.

Many companies have had to revise their internal governance structures to
include tax oversight responsibilities. KPMG reports that on all matters involving
material direct and indirect taxes, senior management is now required to
participate in tax risk assessment, set internal policies, and review controls with a
view to consistent compliance. This represents a shift from a previously low tax
environment where tax governance played a minimal role.

For instance, PwC (2023) remarked that transfer pricing is among the most
complex compliance areas. Every company with related party transactions needs to
develop robust documentation that shows compliance with the arm’s length
principle. This has led many organisations to implement new data tracking
mechanisms for intercompany transactions, particularly within multinational
groups.

In addition, of course, businesses need to be prepared for increased regulatory
scrutiny: the ability of the FTA to audit, fine, and request detailed documentation
has brought about stronger internal controls and a requirement for greater
transparency in financial decision making.

Hence, the Corporate Tax regime promotes a compliance culture of appropriate
recordkeeping, governance oversight, and ongoing review of controls. This is a
significant shift for many organisations in the UAE and, in particular, for small and
medium sized enterprises that may have had limited requirements to maintain tax
records in the past.

7. CONCLUSION

The introduction of Corporate Tax represents one of the most pivotal changes
in the UAE's regulatory and financial landscape. The shift from a system with
minimal direct taxation to a structured federal tax regime has created significant
implications for accounting practices and business compliance. Drawing on
guidelines from the FTA 2023, KPMG 2023a; 2023b, PwC 2023, and IFRS standards,
this paper establishes that Corporate Tax necessitated significant revisions in
financial reporting procedures, internal controls, and tax governance frameworks.
Corporate Tax has increased the importance of accurate [FRS compliant financial
statements and added tax specific adjustments that include detailed reconciliation
procedures. Businesses also encounter new compliance burdens, including
registration, record keeping, transfer pricing reporting, and preparation for tax
audits. The overall effect is a significant professionalization of financial and
compliance practices across the UAE. While the Corporate Tax regime presents its
challenges, it also supports the UAE's long term strategy of aligning with global
regulatory norms, enhancing transparency, and strengthening economic resilience.
As organisations continue adapting to these requirements, the UAE's financial
governance environment is expected to mature further, benefiting both regulators
and the broader business community.
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