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VAT Public Clarification
Goods Supplied in a Designated Zone, and

Connected Shipping or Delivery Services

Issue

Taxable persons are required to impose VAT on
every taxable supply and deemed supply made by
that person in the UAE. VAT is also imposed on the

importation of concerned goods. !

The supply of goods within a designated zone is
generally regarded as being outside the scope of
UAE VAT, unless the goods are supplied to be
consumed. For the purposes of this Public
Clarification, a designated zone is not considered
to be within the UAE unless stated otherwise.

In instances where goods are supplied within a
designated zone for consumption (within or
outside the designated zone) the place of supply of
these goods shall generally be in the UAE, unless a
specific exclusion applies. In lieu of such an
exclusion, such supplies may potentially be subject
to double taxation, i.e. on the transfer of
ownership of the goods as well as on importation
thereof. ?

The place of supply of services is generally

regarded as being inside the UAE if supplied in the

designated zone.? In lieu of a special exclusion, the
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place of supply of shipping or delivery services in
respect of goods moved from a designated zone is
in the UAE and may require non-resident suppliers
of these services to register for VAT in the UAE.*

In order to avoid double taxation on goods
supplied from a designated zone, and to provide
registration relief to non-resident suppliers who
also ship or deliver these goods, Article 51 of
Cabinet Decision No. 52 of 2017 on the Executive
Regulation of the Federal Decree-Law No. 8 of 2017
on Value Added Tax, was amended by Cabinet
Decision No. 88 of 2021 (“Executive Regulation”),
with effect from 30 October 2021.

This Public Clarification provides guidance on the
application of Article 51(5) and (7) of the Executive

Regulation.

Summary

Article 51(5) of the Executive Regulation? was

amended to treat the supply of goods in the

designated zone as outside the scope of UAE VAT if

the goods are consumed outside the designated

zone, provided evidence is obtained and retained

that:

— the goods were delivered to a place outside the
UAE; or

— VAT was paid on the importation of those
goods into the UAE.

For purposes of this Public Clarification, the goods

mentioned in the are

previous paragraph
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collectively referred to as “Qualifying Goods”
where all the requirements of Article 51(5)(b) or (c)
of the Executive Regulation are met.?

The service of shipping / delivery of Qualifying
Goods is also outside the scope of UAE VAT if
supplied by the same supplier of the goods,
provided the supplier is a non-resident who is not

registered for VAT in the UAE.®

Detailed discussion

General

Taxable persons are required to impose VAT on all
taxable supplies made in the UAE.® Designhated
zones specified by a Cabinet Decision are generally
treated as being outside the UAE if they meet the
requirements listed in Article 51(1) of the Executive
Regulation, which include that the area is fenced
and has security measures and Customs controls in
place to monitor entry and exit of individuals and
movement of goods.”

As an exception to the above, where goods are
supplied within a designated zone, and the goods
are intended to be consumed in or outside the
UAE, such goods shall generally be regarded as
being supplied in the UAE.

The term “consumed” is interpreted broadly as
including any utilisation, application, employment,
deployment or exploitation of the goods. The
resale of purchased goods is not treated as

consumption of the goods. Therefore, a supply of

United Arab Emirates
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goods would be outside the scope of UAE VAT if the
purchaser intends to sell them.
However, the place of supply of goods will be

regarded as being outside the UAE, if one of the
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following exclusions applies:

1.

The goods are: |
— incorporated into, dgaa i —
— attached to, dadlal) —
— become part of, or S le o maal —
— used in the production of, ozl A lealadinl o8y —
another good in the same designated zone, and gl oy ol 5 csa0aall diaiall 3 b s Al dals
that such other good is not consumed. LAY Al el

For the purposes of this Public Clarification, the Sl LAY A 3 alal) agll Lal 2y
above terms are collectively referred to as Al dal " " aai odlef el
“production” of another good.

The goods were delivered to a place outside Ldialy gl 7 )& oS ) Al Juag o
the UAE, and the supplier retains: L,,_:“LJ La 2 all

— Customs evidence proving that the goods dakidll (s el Jas 5 il ey Soeas d —

were moved from the designated zone; 9 ¢822a4l)
and alll Joa 5 oty aely ey sl golas ddy —
— Supporting commercial or official evidence Algall A gk S

proving the delivery of the goods to a place

outside the UAE.
The goods were moved from the designated il sall Jala (1Sa ) Baasal) Addaiall (e adid) J85 o3
zone to a place within the UAE, and the 4 jeall 3 50l e jalia alliar 3 gall Jadingg
supplier retains a document issued by the JJal ddlia) calull 2l yiu) o3 Al gy dlall cl
relevant Customs Department, proving that _cLJ\ Al Ao Adliaall dagll Ay i o
the goods have been imported as well as proof

that VAT was settled on the same.
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The onus is on the supplier to ensure that it treats  4laleas » o8 4l (e U A g asa 2 5all (Sle o &
a supply correctly for VAT purposes. Therefore, as  diliadll 4l 4y pia ua\j:“ﬁ ) Jl a4l
a general rule, suppliers should not treat supplies iy )43 dlalas pie ) sall e dale el el
of goods as being outside the scope of UAE VAT,  saa) Glidail (e | 58Sk ol Le ¢ (3ldail) zos el e )
unless they are satisfied that one of the above Soled 5y SAall culeliiuy)
exclusions applies.

1. Goods incorporated/attached to/become part s/ ;e Je_ja Zual o lgilad) f lpar a7 iy |

of/ are used in production of other goods AL o L) 5 lgalaiin AT
For this exclusion to apply: P L) 1 adaty s

— there has to be a direct connection aludl u il Ll ) &ua oS O Gy —
between the purchased goods and the oz dmy adlill g 31 yidiall
resulting goods after production, and

— the resulting goods should not be supplied  cllal ZUGY) aay bl )6 4 Y O e —
to be consumed. REI VRO

If the above two conditions are met, the place  lSa 6<s del 5 Kll Jag il elagl K

of supply of the goods will be outside the UAE 4y jua (3lai z jla UL 5 Al gall 7 Jla alidl ) 55

and, therefore, outside the scope of UAE VAT. Al = A8liaqll daal)
2. Goods delivered outside the UAE Ul 7 )5 lglua o7 a7 ) alad] 2

For this exclusion to apply, all of the following Jas y&ll auea eléfin) Caagy co LY 2o (Gadaly s

-

conditions must be met: 4ny)

— the goods are moved from the designated lglua ¢ il saoaall Adhidl o alull Jo3 &5 —
zone to be delivered outside the UAE; @l &l

— the supplier obtains and retains the (-3 A jaall Clativedly Jaging g 3 ) el Joany  —
relevant Customs documents proving the =, ¢zaya .l dalaial pe ) Ja s 1) ALl
movement of the goods from the o sy o K s Jily a9sd) iy —

designated zone; and Al 7 la Sl Lela g &5 alud)

— the supplier retains commercial or official
evidence that the goods were delivered to

a place outside the UAE.
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In instances where the goods will be moved
from the designated zone to be delivered
outside the UAE, consumption would generally
be regarded as taking place outside the UAE.
Hence such instances shall be regarded as
having a place of supply outside the UAE.
However, in order to prove that the goods
were moved from the designated zone, the
supplier should obtain and retain the relevant
Customs documents reflecting the movement
of the goods from the designated zone.
The supplier will also be required to retain
commercial or official evidence that the goods
were delivered to a place outside the UAE.
If the above conditions are met, the place of
supply of the goods will be outside the UAE
and, therefore, outside the scope of UAE VAT.
If any of these conditions are not met, the place
of supply would be in the UAE and within the
scope of UAE VAT.
Goods delivered in the UAE
For this exclusion to apply, all of the following
conditions must be met:
— the goods are moved from the designated
zone to be delivered in the UAE; and
— the supplier retains official evidence
proving that the goods were imported as

well as evidence that VAT has been paid on

that import.

United Arab Emirates
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In instances where the goods will be moved
from the designated zone to be delivered in the
UAE, consumption would generally be
regarded as taking place in the UAE. In this
instance, VAT would also be levied on the
importation of the goods, resulting in potential
double taxation. Hence, the Executive
Regulation was amended to allow such
supplies to be regarded as having a place of
supply outside the UAE, provided certain
requirements are met.

In order to treat such supply as outside the
scope of UAE VAT, the supplier will be required
to retain official evidence proving that the
goods were imported as well as evidence that

VAT has been paid on that import.

In this context, the term “official evidence”
refers to import documents issued by the local
Emirate Customs Department in respect of the
goods entering the UAE, for example stamped
import declarations.

It is acknowledged that the import may take
place after the goods are sold, and that it would
be impractical in such a case to obtain the
proof of import and payment before the goods
are actually imported.

The supplier may, therefore, treat such sale as
outside the scope of UAE VAT, if it has proof
that the goods will be imported into the UAE.
instances where the

This would include

United Arab Emirates
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supplier is responsible to import and deliver
the goods to an address in the UAE.

Furthermore, the registered supplier shall
retain proof that the goods were imported and
that VAT was settled on the import before
submitting the VAT return for the tax period in
which the sale was made in order to treat the

sale as outside the scope of UAE VAT.

If any of the above conditions are not met, the
sale of goods for consumption shall be treated
as being within the scope of UAE VAT and
subject to VAT at 5%, unless it qualifies for

zero-rating, as well as subject to import VAT.

Shipping and delivery services

Under the general rule, the place of supply of any

service supplied in a designated zone is considered

to be in the UAE.

As an exception to the general rule, shipping or

delivery services supplied directly in connection

with Qualifying Goods will be outside the scope of

UAE VAT if all of the following requirements are

met:

— The shipping or delivery service is supplied by
the same supplier of the goods;

— The supplier of such goods is a non-resident,

and not registered for VAT in the UAE;

— The goods are sold via an electronic sales

platform; and
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— The supplier of the goods is not the person
owning the electronic sales platform.

The term “electronic sales platform” means any
type of online sales platform, including websites
and electronic applications, which bring together
third-party sellers and buyers and through which
goods may be sold and purchased with or without
shipping or delivery services.

The impact of this amendment is that non-
residents who are not registered for VAT in the UAE
will not be required to register for VAT if they only
sell the goods to which the abovementioned
exceptions apply, on an electronic sales platform,

and they ship or deliver these goods to customers.

Private Clarifications previously issued

Persons to whom Private Clarifications were issued
from the FTA in relation to Article 51 of the
Executive Regulation should consider the impact of
the abovementioned amendments and may apply

for new private clarifications, where applicable.
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This Public Clarification issued by the FTA is meant to clarify
certain aspects related to the implementation of the Federal
Decree-Law No. 8 of 2017 on Value Added Tax and its Executive
Regulation.

This Public Clarification states the position of the FTA and
neither amends nor seeks to amend any provision of the
aforementioned legislation. Therefore, it is effective as of the
date of implementation of the relevant legislation, unless

stated otherwise.
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In this clarification, Federal Decree-Law No. 8 of 2017 on
Value Added Tax is referred to as “Decree-Law” and
Cabinet Decision No. 52 of 2017 on the Executive

Regulation of the Federal Decree-Law No. 8 of 2017 on

Value Added Tax and its amendments is referred to as

“Executive Regulation”.

L Article 2 of the Decree-Law states that tax shall be

imposed on:

1. Every taxable supply and deemed supply made
by the taxable person.

2. Import of concerned goods except as specified
in the Executive Regulation of this Decree-Law.

Article 51(5) of the Executive Regulation states that

where a supply of goods is made within a

designated zone to a person to be consumed by him

or another person, then the place of supply of these
goods shall be in the State except in any of the
following cases:

a. The purpose was to incorporate the goods into,
attach the goods to, or that the goods become
part of or are used in the production of another
good in the same designated zone and such
good is not consumed.

b. The goods were delivered to a place outside the
State, and the supplier retains supporting
commercial or official evidence proving that,
and customs evidence proving that the goods
were removed from the designated zone.

c. The goods were moved from the designated
zone to a place inside the State, and the
supplier retains official evidence establishing
that VAT had been applied on that import.

3 Article 51(6) of the Executive Regulation states that
the place of supply of any services is considered to
be inside the State if the place of supply is in the
designated zone.

4 Article 13(2) of the Decree-Law states that every
person, who does not have a place of residence in
the State or an Implementing State and is not
already registered for tax, shall register for tax if he
makes supplies of goods or services, and where no
other person is obligated to pay the due tax on
these supplies in the State.

> Article 51(7) of the Executive Regulation states that,
as an exception to Clause 6 of this Article, the place
of supply of any services shall be outside the State,
where shipping or delivery services are supplied
directly in connection with goods that have a place
of supply outside the State according to paragraphs
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(b) and (c) of Clause 5 of this Article, and all of the

following conditions are met:

a. Shipping or delivery services are supplied by
the same supplier of the goods;

b. The supplier of the goods is a non-resident, and
not registered for tax;

c. These goods are sold via an Electronic Sales
Platform; an Electronic Sales Platform refers to
any type of online sales platform, including
websites and electronic applications, which
brings together third-party sellers and buyers,
and through which goods may be sold and
purchased with or without shipping or delivery
services.

d. The person owning the Electronic Sales
Platform is not the supplier of the goods.

Article 4(1) of the Decree-Law states that the tax

imposed shall be the responsibility of a taxable

person who makes any supply stipulated in Clause

(1) of Article (2) of this Decree-Law.

Article 51(1) of the Executive Regulation states that

any designated zone specified by a decision of the

Cabinet shall be treated as being outside the State

and outside the Implementing States, subject to the

following conditions:

a. The designated zone is a specific fenced
geographic area and has security measures and
Customs controls in place to monitor entry and
exit of individuals and movement of goods to
and from the area.

b. The designated zone shall have internal
procedures regarding the method of keeping,
storing and processing of goods therein.

c. The operator of the designated zone complies
with the procedures set by the Authority.
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