FoM

TREATMENT OF UNREALISED
GAINS AND LOSSES UNDER

UAE CORPORATE TAX

>
O
<
w
O
X
<

© +97152 6559480 LEE\%E]

&) h fame.ae ! |
emdng@ ame.dae :'.I_|I ! l§.
[=]F A

& www.fame.ae



https://fame.ae/
https://fame.ae/
mailto:hemang@fame.ae

TABLE OF CONTENTS

TITLE PAGE
Introduction 01
What is the realisation principle, and when is income realised for UAE 03
Corporate Tax purposes?

What are Unrealised Gains or Losses Under UAE Corporate Tax? 05
What will treating the Unrealised Gains or Losses Under UAE 08
Corporate Tax be?

Adjustments allowed to be made under these methods 12
Case Study for Treatment of Unrealised Gains and Losses 14
Under UAE Corporate Tax

Conclusion 17
About FAME Advisory DMCC 19

© +97152 6559480 & hemang@fame.ae & www.fame.ae



https://fame.ae/
https://fame.ae/
mailto:hemang@fame.ae

Introduction

© +97152 6559480 & hemang@fame.ae

o

@& www.fame.ae

>
O

<

A
<

0]


https://fame.ae/
https://fame.ae/
mailto:hemang@fame.ae

For calculating taxable income under
the UAE Corporate Tax law (the CT
law), general rules for determining
taxable income- defined under Article
20 of the Corporate Tax Law (CT law)

are to be considered.

According to Article 20 (2) of the CT
low — taxable income for a tax period
shall be calculated by considering
accounting income and making
specific adjustments defined under
Article 20 (2); the first adjustment is for
- any unrealised gains or losses under
UAE Corporate Tax.

In this article, we will see how unrealised gains and losses are treated and how
they impact the computation of Taxable income. We will first understand the

Term realisation principle with ‘Unrealised Gain /Unrealised Loss'.
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What is the realisation principle,
and when is income realised for
UAE Corporate Tax purposes?
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As under many other Corporate Tax systems, the UAE Corporate Tax regime allows
Taxable Persons to apply the realisation principle for determining their Taxable Income.
This means that income will be taxable, and a deduction would be allowed only when
a gain or loss is realised. Realisation would happen, for example, when the relevant

asset is sold or terminated.

Under the realisation principle, the Taxable Income for each Tax Period would exclude
unrealised gains and losses in respect of assets or liabilities that are subject to fair value
or impairment accounting or held on the capital account, depending on the election

made by the Taxable Person.
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What are Unrealised Gains or
Losses Under UAE Corporate Tax?
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Let’s have a look at unrealised gains and losses precisely:

Unrealized Gains

In simple terms, the gains which have not yet been realised in cash are
known as unrealised gains.

For example, items such as financial instruments, which are liquid and
short-term, are subject to the fair value of accounting.

An unrealised gain is an increase in the value of an asset or investment that
has not been realised in cash; it becomes a realised gain when the asset or
investment is sold.

Unrealized Losses

The losses that have not yet been suffered or occurred are unrealised.

An unrealised loss is a decrease in the value of an asset or investment that has not
been realised in cash; it becomes a realised loss when the asset or investment is
sold.
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The following accounting items can be referred to
as unrealised gain/loss:

( ) Provision for expected credit loss
e::—b ( Provision for slow-moving inventory )
D) Derivate financial instruments

e_, < Impairment of property, plant and equipment )

5 | Impairment of investment property

e—b ( Unrealised foreign exchange gain or loss )

Financial assets or liabilities carried forward at fair value through profit
or loss (FVTPL) — forward exchange contracts not used for hedging

°—> (Investment property fair value changes )

‘9 Adjustment for loss on revaluation of intangible assets

@‘;—b ( Adjustment for loss due to revaluation of property, plant and equipment)
\ "/
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What will treating the Unrealised
Gains or Losses Under UAE
Corporate Tax be?
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While computing taxable income for the relevant tax period, a taxable
person who prepares their financial statements using the accrual basis of
accounting may elect the following option:

Option 1: No Election:

Unrealised gains/losses on assets and liabilities held on both capital and revenue
accounts will be treated as taxable or deductible as they arise. i.e, on” Accrual Basis.
Accordingly, no corresponding adjustment for provisions shall be made while
computing taxable income.

Option 2: Election to recognise gains or
losses on a “Realisation Basis” for UAE CT
Purpose for all assets and liabilities:

The Taxable Person can elect to recognise gains and losses on a ‘realisation basis’ for
UAE Corporate Tax purposes for all assets and liabilities that are subject to fair value
or impairment accounting — that is, any and all unrealised gains would not be
taxable (and conversely, any and all unrealised losses would not be deductible) until
they are realised. Any unrealised gains or losses on all capital and revenue items
need to be adjusted in the computation of taxable income.

Gains and losses incurred with respect to the assets and liabilities which are valued
at their fair value or impairment accounting as per the applicable accounting
standards shall not be taken into consideration while calculating the Taxable
Income subject to the election made to tax gain/losses on realisation basis
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® For assets categorised as capital items (property, plant & equipment,) the
unrealised gains will not be taxable until they are realised (Ex. At the disposal of
assets or investments) subject to the election made to tax goin/losses on
a realisation basis.

® Once an option to tax on a realisation basis is elected, the Taxable person cannot
claim a tax deduction for unrealised losses on capital items under UAE tax law.
The deduction benefit only applies to realised losses when you sell the asset or
investment. That means a loss on revaluation of assets that can occur due to a
decrease in the asset's value cannot be claimed as a deduction as there is no
actual economic loss. The actual loss incurred at the time of the sale of assets
will be allowed as a deduction during the computation of Taxable Income.

Option 3: Election to recognise gains or losses
on a “Realisation Basis” for UAE CT Purpose for all

assets and liabilities held on Capital Account only:

The Taxable Person can elect to recognise gains and losses on a ‘realisation basis’ for
UAE Corporate Tax purposes for all assets and liabilities held on capital account only
(i.e. not expected to be sold or traded during the regular course of the business
operations) — that is, only unrealised gains and losses in respect of all assets and
liabilities held on the capital account would not be taxable or deductible,
respectively, until they are realised. Any unrealised gain or loss on a capital item must
be adjusted in the computation of taxable Income.

Unrealised gains and losses arising from assets and liabilities held on the revenue
account, on the other hand, would continue to be included in Taxable Income on a
current basis. Any unrealised gain or loss on a capital item needs to be adjusted in
the computation of taxable Income.
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As per Clause 4 Article 20 of the UAE CT Law,

® “Assets held on capital account” refers to assets that the Person does not trade,
assets eligible for depreciation, or assets treated under applicable accounting
standards as property, plant and equipment, investment property, intangible
assets, or other non-current assets.

e “Liabilities held on capital account” refers to liabilities, the incurring of which
does not give rise to deductible expenditure under Chapter Nine of this
Decree-Law, or liabilities treated under applicable accounting standards as
non-current liabilities

Options 2 and 3 mentioned above, as prescribed under Article 20(3) of the CT law, are
available only to taxable persons who prepare their financial statements on an
accrual basis. Therefore, a taxable person using the accrual method of accounting
may choose the realisation basis or decide not to elect any option, which means no
corresponding adjustments for provisions will be made while computing the taxable
income.

A taxable person, other than a bank or insurance provider, who prepares financial
statements on an accrual basis of accounting may elect to consider gains and
losses on a realisation basis. The election for the realisation basis must be made by
the Taxable Person during the first Tax Period, which will be practically at the time of
submitting the first Tax Return. The election to use the realisation basis is irrevocable.
However, it may be revoked under exceptional circumstances and approval by the
FTA.
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Adjustments allowed to be
made under these methods
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As per ministerial decision No. 134 of 2023, In case a Taxable Person who
prepares financial statements on an accrual basis may elect to take into
account gains and losses on a realisation basis about all assets and
liabilities that are subject to fair value or impairment accounting and
assets/liabilities held on capital account under the applicable
accounting standards, the following adjustments shall be made:

Exclude depreciation,
amortisation, or other change in

the value of assets other

than financial assets, to the
extent adjustment amount

related to a change in the

net book value exceeding the

original cost of the asset;

Exclude change in value,
including amortisation of
liability or a financial asset,
except gain or loss arising upon
realisation of liability or financial
assets;
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Case Study for Treatment of
Unrealised Gains and Losses
Under UAE Corporate Tax
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This case study covers the essential aspects of unrealised gains and losses under
UAE Corporate tax.

Adjustment of Taxable Income in case of an asset
held on capital account:

During the Financial Year ending 31 December 2024, an LLC, a UAE resident company,
recognised a revaluation gain in its financial statements of AED 1,000,000 for some
buildings, measured at fair value.

The original cost of the building was AED 4,000,000 and after making the revaluation
the net book value of the building is AED 5,000,000. The building was not sold at the end
of the tax period and, therefore, the revaluation gain is considered ‘unrealised.’

Adjustment to be made while computing the taxable income

If no election is made

An LLC would be subject to tax on the unrealised gain of AED 1,000,000 in relation to
the revaluation of capital assets (i.e. Building) during the Tax Period ending on 31
December 2024.

If the election is made to tax on a realisation basis

However, if an LLC elects to apply the realisation basis in respect of all assets and
liabilities that are subject to fair value or impairment accounting (Option 2), then the
company would have to exclude the revaluation gain of AED 1,000,000 when
calculating their Taxable Income for this Tax Period.
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Adjustment of Taxable Income in case of an asset
held on revenue account:

Company Y specialises in kitchen appliances. Due to shifts in the market, Company Y
anticipates the need to discount some of its products to facilitate their sale.
Consequently, it created a provision for a slow-moving inventory of AED 100,000 at the
end of its fiscal period. At this time, Company Y still holds the inventory, so the loss
recorded in its financial statement is considered unrealised.

If no election is made or option 3 is elected

If no option is elected or option 3 is elected, then said provision debited to profit and
loss shall be allowed as a deduction under CT law while computing the taxable

income.

If the election is made and Option 2 is elected

If the election is made to recognize the gain or loss on realisation basis for all assets
and liabilities including the revenue items (Option 2) then adjustment need to made
while computing the taxable income and consequently said provision shall not be

allowed as a deduction.
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The treatment of unrealised gains or losses under the UAE Corporate Tax
Law significantly impacts the computation of taxable income for
businesses.

Understanding the unrealised gains and losses under UAE corporate tax is crucial, as
they represent changes in asset values that have not yet been realised in cash.

UAE Corporate Tax law provides options The decision to make an election

for accounting for these gains and regarding the realisation basis must be
losses, either through the fair value carefully considered, as it can have
method or by considering assets and long-term implications and is generally
liabilities held in capital accounts. irrevocable except under exceptional

circumstances.

Taxable persons must analyse the benefits and drawbacks of each option to determine
the most advantageous approach for their specific circumstances. Furthermore,
seeking professional assistance from tax consultants can greatly facilitate the process
of calculating taxable income, ensuring accurate classification of assets, and smooth
operations while minimising errors.

Ultimately, a thorough understanding of the treatment of unrealised gains and losses is
essential for businesses to comply with UAE tax regulations and optimise their tax
liabilities.
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About FAME
Advisory DMCC

With three decades of market presence, FAME Advisory has remained the UAE's most
trusted and leading tax advisory and management firm. Along with that, FAME excels in
various domains, such as corporate services, succession planning, and corporate
structuring. Our primary aim is to align our solutions with the client’s problems, educate
them, and empower them to take informed decisions.

Better future with FAME Advisory

Vision

To be the region’s first choice for tax
compliance and advisory in various aspects
of the business.

We at FAME Advisory aim to solve businesses’

tax compliance issues and provide advisory
services that help them achieve the
milestones they dreamt of.
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Our Team

Mr. Nirav Shah

Director at FAME Advisory

With over two decades of experience in corporate
advisory, consultancy, and compliance, CA Nirav Shah is
a qualified Chartered Accountant and a stalwart in the
industry, being recognized as amongst the top corporate
structuring, international tax, and

compliance experts in the UAE, India, and other countries.

For more than 15 years, Mr Nirav has had a distinguished
journey consulting global clients on Corporate Structures
and Governance and family asset holding structures and
has served as a specialist in providing strategic inputs to
organizations.

Manager - Business Development

As a Business Development Manager at FAME, Hemang has
had a long professional career with a focus on growing the
company’s client base.

He holds a successful track record of nurturing clients & has
been instrumental in building high-performing teams. He
specializes in building programs that add value to the clients
relationship. Hemang brings in a wealth of experience
bridging the gap between Sales & Advisory teams.
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Manager- Corporate Tax and VAT Advisory

udit Chokshi is a Taxpert, helping businesses all across the
UAE in getting tax audit-ready,

streamlining their VAT and accounting processes, and shield
them against tax evasion. Being an active listener, Udit
absorbs and understands the client’s problem and situation
and communicates the facts and solutions honestly. As a
customer service-oriented person, he believes in providing
utmost dedication and availability to customers.

Tax Advisory Manager

Karishma Bhuwalka is an experienced chartered accountant
who has been working in the field of direct and international
taxation for more than a decade. Karishma strives to
provide solution-oriented advisory for clients and ensure tax
compliance. Over the course of her professional journey, she
has helped several firms solve complex group structure and
transfer pricing issues.
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