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This is a general guide to certain laws applicable to doing business in the United Arab Emirates.  The information contained in this publication is given by way of general reference only, is not intended to provide legal advice, and is not to be relied upon in any factual situation as it does not cover all laws or regulations that may be applicable in all circumstances.  No responsibility will be accepted by the authors or publishers for any inaccuracy or omission or statement that might prove to be misleading. You are advised to seek your own professional advice before proceeding to invest or do business in the United Arab Emirates.
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I.
THE COUNTRY AT A GLANCE

The United Arab Emirates (U.A.E.) is a federation of seven Emirates that was formed on December 2, 1971 by Abu Dhabi, Ajman, Dubai, Fujairah, Sharjah and Umm Al Quwain following the end of the British protectorate over the "Trucial States''.  The Emirate of Ras Al Khaimah joined the federation the following year.

The U.A.E. is located on the Gulf and is bordered by Saudi Arabia and Oman.  It is sunny year round and has a warm arid desert climate, although it does experience rain occasionally in the winter.  The terrain itself consists of flat coastal plains bordering the Gulf, deserts in the central part of the country and small mountain ranges to the east bordering Oman.

Of the country's total population (3,290,000 – mid 2001 est.), approximately 85% of those residing in the U.A.E. are not native to the country.  Arabic is the official language; however English is the de facto business language and is spoken by most.  Persian, Hindi and Urdu are also widely spoken.  The Muslim faith is practiced by the overwhelming majority, although there is a significant number of adherents of other faiths, particularly Christianity and Hinduism.

Arab and Islamic cultural nuances can be found throughout the country, even in business.  However, western culture plays an important role and business practices closely resemble those in the United States and Great Britain.  Although Islam is a source of legislation, it is not strictly applied in business as it is in some other Middle Eastern countries.

The U.A.E. has a well-developed infrastructure.  The capital city of Abu Dhabi and the city of Dubai are very modern.  There is an extensive bus system, a highway system, commercial seaports, and international airports located in the major cities of Dubai, Abu Dhabi and Sharjah.  The country also boasts a number of government-run hospitals.

Like its neighbors in the Gulf, the U.A.E. is primarily known as a petroleum-producing economy which has achieved tremendous economic and social development in the last two decades.  Most of the U.A.E.'s petroleum reserves are located in the Emirate of Abu Dhabi.  While the petroleum sector has dominated economic development in the U.A.E., attempts are being made to diversify into other sectors.  Although the country is a federation, the member Emirates largely pursue their own policies.  The Emirate of Dubai, the commercial hub and second largest Emirate in the U.A.E., in particular is positioning itself as a regional trade center, information technology and transportation hub and is rapidly developing into a major tourist destination.

The U.A.E. Federal Constitution apportions powers between the Federal government (based in Abu Dhabi) and the governments of the constituent Emirates.  Some fields are regulated only at the federal level (e.g., immigration and labour relations) although local interpretations and practices sometimes differ from one Emirate to another.  Other matters are regulated only at the Emirate level (e.g., each Emirate retains sovereignty over its own natural resources, including its petroleum reserves).  Still other matters are regulated at both the Emirate and federal levels (e.g., company formation and registration).

This summary provides a brief overview of certain key issues relevant to foreign investors wishing to establish a business presence in the U.A.E.  In each case (other than establishing a presence in a free zone), the involvement of a U.A.E. national - whether as agent, partner or "sponsor" - will be a prerequisite.

II.
GENERAL CONSIDERATIONS

A.  
Telecommunications

The U.A.E. has a very modern telecommunications system.  The local telephone company, Etisalat, was a legal monopoly until recently and is partially owned by the federal government. The country now has a second telecoms provider “du”.

B.  
Diplomatic Relations
Because the U.A.E. is an active member of the United Nations, it follows the organization's basic policies for diplomatic relations and foreign policies.  Its principles are based on neutrality in the internal affairs of nations, respect for the leadership and territorial strength of countries and non-recognition of acquiring areas by force.  The country is also a member of the Charter of the Organizations of the Islamic Conference (OIC) and follows these policies as well.  The U.A.E. has also worked towards closer relationships with other Arab nations since the 1960s and a harmonious Arab League.  It is also a member of the Gulf Cooperation Council (GCC), an organization which promotes regional stability in the Gulf States (Bahrain, Kuwait, Qatar, Oman, Saudi Arabia and the U.A.E.) through collective cooperation.

C.   
Government 
The U.A.E. is officially known as "Dawlat al Imarat al Arabiyya al Muttahida", or the State of the United Arab Emirates.  The federal constitution was adopted on December 2, 1971 and made permanent in 1996.

1.  
Political System

The U.A.E. has a unique political system in that it brings together both traditional and modern structures that have enabled the country to maintain great political stability.  As previously mentioned, the country is comprised of seven Emirates, each of which is lead by a Ruler who inherits this position.  The Rulers of the Emirates make up the Supreme Council of the Federation, the top policy-making body of the country.  The president is elected from within this group by the Rulers.  Sheikh Zayed bin Sultan Al Nahyan was president and chief of state from the establishment of the U.A.E in 1971 until his death on 2 November 2004, when he was succeeded by his son, Sheikh Khalifa bin Zayed bin Sultan Al Nahayan.

The Supreme Council also determines who will hold the position of Vice President, who has historically always been the Ruler of the Emirate of Dubai. His Highness Sheikh Mohammad Bin Rashid Al Maktoum has held this position since 4 January 2006, following the death of his brother, Maktoum bin Rashid Al Maktoum.
The president's cabinet is the Council of Ministers, which is the highest constitutional authority in the U.A.E.

The legislative branch of the government is the Federal National Council or Majlis al-Ittihad al-Watani.  It is a unicameral council with 40 members from the various Emirates based on population.  On 1 December 2005 the president announced that half of the members of the Federal National Council will be indirectly elected, although half of the council's members are still appointed by the Rulers of each Emirate. 
2.  
Judicial System

The U.A.E. Constitution provides for a federal court system, but acknowledges the right of each constituent Emirate to maintain an independent court system.  Currently, the Emirates of Abu Dhabi, Sharjah, Ajman, Fujairah and Umm Al Quwain have joined the federal court system.  The Emirates of Dubai and Ras Al Khaimah each maintain separate court systems.  Rules of evidence and court procedure, however, are governed by federal laws, which apply in all seven Emirates.

There are three levels to the federal court system.  The Federal Courts of First Instance are trial courts and are located in each major city in the federal court system.  There are three principal divisions to the Courts of First Instance: civil, criminal and Sharia (Islamic).  The Sharia division has jurisdiction over matters of personal status (marriage, divorce and inheritance) and, in cases involving non-Muslims, is required to apply the religious or civil law of the parties.  The Sharia division was recently given jurisdiction over certain criminal matters, including drug offenses and offenses involving minors.  The criminal division handles other criminal cases.  The civil division handles all other matters, including commercial disputes.

Decisions of the Court of First Instance may be appealed to one of the Federal Courts of Appeal, which are located in Abu Dhabi and Sharjah.  Questions of law and certain other matters may be appealed to the U.A.E.  Federal Supreme Court, located in Abu Dhabi.

The structure of the Dubai court system largely parallels that of the federal system, except that cases are appealed to the Dubai Court of Appeals and the Dubai Court of Cassation, the highest court in Dubai.

Court proceedings in the U.A.E. are often time-consuming. There are no juries, and cases are heard by a single judge or a three-judge panel, depending on the nature of the dispute.  Cases proceed on the basis of written pleadings submitted by advocates at a series of brief hearings stretching over a period of months.  Hearings are in Arabic and are normally open to the public.  All evidence submitted to the court must be in Arabic or be translated into Arabic by a U.A.E. certified translator.

Many decisions are not reported.  As in the case of civil law jurisdictions, there is no system of binding precedent.

D.   
Economy
The U.A.E. is one of the richest nations in the world as measured by per capita GNP.  
The economy is primarily based on oil and gas commodities and fluctuates with them accordingly. The transformation the country has undergone since gaining its independence in the early 1970s has been considerable.  Prior to gaining its independence, the U.A.E. consisted of small, relatively poor principalities.  Now it is an exceptionally modern country.  Industries in the U.A.E.  include petroleum, fishing, petrochemicals, construction, tourism, boat building, pearling and some handicrafts.

The currency is the U.A.E. Dirham.  The exchange rate is pegged at approximately Dhs.  3.67 per US$ 1.00.  The exchange rate changes from day to day with the Euro and other currencies.

E.   
Financial System
1. U.A.E. Central Bank and Currency Control
The U.A.E. Central Bank was created pursuant to Federal Law No. 10 of 1980 concerning the Central Bank, the Monetary System and the Organization of Banking (the Banking Law).

The Central Bank is entrusted with the issuance and management of the country's currency and the regulation of the banking and financial sectors.  It is a governmental agency with its capital fully owned by the Federal Government and has its headquarters at Abu Dhabi.

Under the Banking Law, the Central Bank has been empowered to license and regulate the following categories of banks and financial institutions:

· commercial banks;

· investment banks;

· financial institutions (finance companies);

· financial intermediaries (brokerages);

· monetary intermediaries (foreign exchange houses);

· investment companies; 

· representative offices of foreign banks; and

· investment, banking and financial consultants.

The Banking Law does not apply to statutory public credit institutions, governmental investment institutions, development funds, pension funds or the insurance industry.

The Central Bank acts as the U.A.E.'s central bank and regulatory authority, directing monetary, credit and banking policy for the entire country.  The individual Emirates do not have separate corresponding institutions.

The Central Bank is also empowered to set the exchange rate of the Dirham against major foreign currencies.  In practice, the Dirham has been pegged to the US dollar for over 20 years.

The Central Bank publishes an annual report and periodic economic bulletins which report on, inter alia, economic and monetary policy, key statistics, monetary developments, regulatory initiatives concerning the financial system, activities and financial results of the Central Bank, foreign trade, balance of payments and public finances.

2. Non- Resident Entities
Subject to compliance with recent money laundering regulations, it is fairly easy to open and operate a bank account.  Cheque books are not issued to non-resident individuals or corporate entities outside the U.A.E., who are not allowed to open current accounts.  This restriction does not apply to non-resident banks and financial institutions.

3. Foreign Banks

There are in the region of 50 banks in the U.A.E. Of these, approximately one-third are incorporated in the U.A.E. and the remaining two-thirds outside the U.A.E.  Also, a number of foreign banks have established representative offices in the U.A.E.

4. Stock Exchange

Following the promulgation of Federal Law No. 4 of 2000, the U.A.E.'s long-awaited stock market law, trading floors were established in Dubai and Abu Dhabi.

F.   
Intellectual Property
Federal laws concerning intellectual property such as patents, trademarks, copyrights and protections for trade secrets have been in effect since the early 1990s.

The U.A.E. subscribes to numerous international treaties dealing with intellectual property issues, such as the Paris Convention, TRIPS and the World Trade Organization, among others.

1.
Patents 

Federal Law No. 44 of 1992 Regarding the Regulation and Protection of the Industrial Property of Patents, Designs and Industrial Prototypes (as amended by Federal Law No. 17 of 2002) governs the protection of patents, designs, industrial models and know-how in the UAE, and is administered by the Ministry of Finance and Industry (“MFI”). Once an application for the grant of a patent is filed, it is examined with respect to compliance with formalities and patentability under the law, including its novelty, inventiveness and industrial application.  A patent is valid for 20 years.  The owner of patent must use it or license it within 4 years from the date of application.  

2.
Trademarks 

Registration of trademarks in the UAE is governed by Federal Law No. 37 of 1992 Regarding Trademarks (as amended by Federal Law No. 8 of 2002) and is administered by the Ministry of Economy (“MoE”).  Applications to register trademarks are submitted to the Trade Control Section of the MoE.  The process from filing the application to actual registration of a trademark takes slightly more than one year, and in costs approximately AED 13,000.  A trademark registration is valid for 10 years from the date of registration, and can be renewed.  

3.
Copyright 

Federal Law No. 7 of 2002 Regarding Copyrights and Neighboring Rights (the “Copyright Law”) provides protection for copyrights, including moral rights, for a wide variety of expressive forms (including written, verbal, musical, photographic, drawings and many others).  The Copyright Law is administered by the Ministry of Information and Culture.  A copyright is protected for the duration of the author’s life plus fifty years.  

G.   
Environmental Considerations


The U.A.E. Federal Government and the governments of the individual Emirates began to enact a body of environmental laws only recently, the most comprehensive being U.A.E. Federal Environmental Protection Law No. 24 of 1999, which came into force in February, 2000.

H.
E-commerce

Federal Law No. 1 of 2006 regarding Electronic Transactions and Commerce governs electronic records, documents and signatures relating to electronic transactions, but does not apply to wills, immovable property, negotiable instruments, personal law issues such as marriage or divorce, or documents that must be attested before the Notary Public.  Generally, contracts may be formed by any means of electronic communication.  A person may rely on an electronic signature, to the extent such reliance is reasonable in the circumstances.

III.
STRUCTURES FOR DOING BUSINESS IN THE UNITED ARAB EMIRATES

A. Company Structures

1. General

Under Federal Law No. 8 of 1984 (the “Companies Law”) there are seven types of companies: 

(i) General Partnership 

(ii) Limited Partnership Company(LPC)
(iii) Joint Participation (also known as a contractual venture or consortium company) (CC)
(iv) Public Joint Stock (PuJSC) 
(v) Private Joint Stock (PrJSC) (and “PSC” shall refer to both PrJSC and PuJSC)

(vi) Limited Liability (LLC)
(vii) Partnership Limited with Shares (SPC)
Foreign equity is permitted in all but the general partnership. Of the seven structures, the LLC has been the vehicle of choice for foreign entities forming companies under the Companies Law.

An LLC is formed by a Memorandum of Association (“MOA”) entered into by all the shareholders of the LLC. The LLC must be registered with and licensed by the federal Ministry of Economy (“MoE”) and with the appropriate emirate level authority.  Once all necessary documentation is in order, the registration and licensing process takes approximately 10 to 15 working days.  

The minimum amount of share capital for an LLC is AED 150,000 (AED 300,000 in Dubai).  An LLC must contribute 10% of its net profits each year to a reserve fund until the fund reaches 50% of the LLC’s capital.  

An LLC must have no fewer than 2 and no more than 50 shareholders.  UAE nationals or companies wholly owned by UAE nationals must own at least 51% of an LLC’s shares at all times.  

An LLC may not issue transferable shares or bonds or resort to public subscriptions (these activities are reserved for Public Joint Stock Companies, see below). 

Management structure, restriction on foreign managers:

· An LLC must be managed by a minimum of one and a maximum of five managers.  A manager may be one of the shareholders or any other person.  Where the LLC has more than one manager, their meetings are to be governed by the LLC’s MOA, subject to which the manager(s) have full power to manager the LLC and make binding decisions on its behalf.  

· If the LLC has more than seven shareholders, the MOA must provide for a supervisory board of at least three of the shareholders.  The supervisory board may examine the LLC’s books and documents, and demand that the managers submit reports on their management.  The supervisory board also supervises the LLC’s budget, its annual reports and the distribution of profits, and submits its own reports to the general assembly of shareholders.  

· An LLC must hold a general assembly of the shareholders at least annually, or at any other time demanded by the supervisory board or by shareholders holding at least one quarter of the LLC’s capital.  Resolutions of the general assembly must be adopted by shareholders representing at least one half of the LLC’s capital, unless the MOA provides for a greater majority.  

· The managers of an LLC are liable to the LLC, the shareholders and third parties for all acts of fraud, abuse of power, violations of the Companies Law (or regulations promulgated thereunder) and for errors in management.  Any provisions that purport to provide otherwise are void.  

· The liability of a shareholder in an LLC is generally limited to the value of its shareholding.  

Reporting requirements:

· An LLC is required to keep a record of the names, nationalities and domiciles of the shareholders and their respective share values, at the headquarters of the LLC.    

· An LLC is required to maintain financial records which must be audited by a licensed auditor.  Although these are required to be filed with the MoE, at present this requirement is not implemented.

1. Registration and Licensing

As with the LLC, the PuJSC, PrJSC, LPC and the SPC must be registered and licensed with the MoE and with the appropriate authority in the Emirate in which its office will be located (the Emirate Authority). In Dubai this is the Department of Economic Development.

The CC does not need to be registered or licensed, but at least one of the partners therein must be licensed in the U.A.E.

2. Shares/Bonds

The Companies Law does not recognize the concept of preferred stock or shares.

In the PuJSC, the initial shares of stock are offered in a public offering, but the founders must subscribe for not less 20% nor more than 45% of such shares.  The prospectus must be published in two local Arab daily newspapers at least five days prior to commencement of the subscription.  Other than with respect to the initial offering, shareholders have preemptive rights on all new issuances of shares of stock, which must be offered first to the shareholders, who can participate pro rata according to their then current ownership, before they can be offered to the public.  All shares of stock are transferable and have "dividend vouchers" which may be transferred together with or separate from the shares.  Transfer of such shares of stock may be restricted by contract and no transfer can result in a reduction of the U.A.E.  national shareholders' shares to below 51%.  However, transfer of the dividend vouchers may not be restricted and any condition restricting the transferability thereof will be deemed void. The PuJSC may not purchase its own shares of stock except to reduce the capital or retire shares, and shares held by the company are not entitled to vote in the general assembly of shareholders and may not be mortgaged.

The PuJSC may borrow by issuing transferable bonds of equal value.  Generally, the PuJSC may not issue bonds prior to receipt of full payment of the capital from the shareholders and publication of the budget and the profit and loss account for at least one financial year.  The value of the bonds cannot, as a rule, exceed the existing capital in accordance with the last certified budget.  The MoE and the Emirate Authority must be notified of the bond issue.

Except for the provisions regarding public subscription, the provisions that apply to the shares of stock and bonds of the PuJSC apply to those of the PrJSC.  The provisions that apply to the shares and bonds of the JSC apply to those of the SPC.

The LLC may not issue transferable shares or bonds or resort to public subscriptions.  A partner may dispose of his shares to another partner or to a third party pursuant to an official document and in accordance with the LLC's Contract, but such transfer cannot lead to a reduction in the national partner's shares below 51% or to the existence of more than 50 partners.  A partner who desires to transfer his shares to a non-partner must first inform the other partners of the terms of the proposed transfer, who are given by the Companies Law a right of first refusal.  If the other partners do not exercise their right to purchase the shares at the agreed price within 30 days, the shares in question may be transferred.

The CC may not issue transferable shares or bonds or resort to public subscription.  The Companies Law does not otherwise address the issue of transferability of interest in the CC.  Assuming interests can be transferred, no transfer can lead to a reduction in the national partners' shares below 51%.

B. 
Government Participation and Restrictions

The government generally does not seek to participate in the ownership or operation of companies except in industries or activities considered to be in the national interest such as certain aspects of telecommunications, petroleum and construction.

C.
Free Zones
The U.A.E. has established various “free zones”, each of which is governed by the relevant free zone authority.  Free zones are subject to their own respective company laws, independent of the company law of the U.A.E.  Foreign companies are permitted to establish wholly owned branches or incorporate wholly owned subsidiaries in each of the free zones, without the need to appoint a U.A.E. national sponsor or have any U.A.E. national ownership.  Free zones attempt to distinguish themselves by appealing to a particular type of business, by offering an environment attractive to such businesses in terms of infrastructure, location and other factors such as tax holdings. Even outside the free zones, there is presently no corporate or personal income tax (except on foreign banks and courier companies operating in the U.A.E.).  

IV.    FOREIGN EXCHANGE / INVESTMENT

A.
Foreign Exchange


There are no currency exchange controls and no restrictions on the remittance of funds except for restrictions on transactions involving Israeli parties or currency.

B.
Direct Investment

1. 
Formal Presence

Branch

Foreign companies are permitted to establish wholly owned branches in the U.A.E.  Branches generally are not permitted either to import goods for resale in the U.A.E. or to perform domestic trading activities, manufacturing or other activities which are reserved for U.A.E.  citizens or locally-incorporated companies.  

Generally speaking, three types of branches are available outside the free zones to foreign companies/firms:  (i) a branch that can carry out commercial activities (commonly referred to as a branch office), (ii) a branch that can carry out professional/consultancy activities (commonly referred to as a consultancy office) and (iii) a branch that can act only as a liaison office (commonly referred to as a representative office).  

A branch license permits the holder to open and operate bank accounts, to lease office and residential premises, to sponsor residence visas and labour permits for expatriate employees and (if it is a branch office or consultancy office) to take other actions within the scope of the licensed objectives.

Establishing a branch entails, among other things, appointing a U.A.E. national or a company wholly owned by U.A.E. nationals to act as its sponsor.  A sponsor has no equity or management interest in the branch and does not bear any of its liabilities.  His compensation is an annual fee stipulated in the sponsorship agreement.

A branch established by a foreign entity under the Companies Law is not considered a separate company but rather a part of the foreign entity.  The foreign entity is, therefore, considered to be doing business in the U.A.E. and has unlimited liability for the operations of the branch.

Limited Liability Companies

As previously mentioned, the preferred vehicle for foreign equity investments in the U.A.E. is the LLC due to (among other factors) the LLC's flexible management structure, the availability of minority shareholder protections and the ease of formation.  Although LLCs are subject to the Companies Law, the MoE does not have a substantive role in the licensing of LLCs as such licensing is primarily handled at the local Emirate level (in Abu Dhabi by the Abu Dhabi Municipality and in Dubai by the Dubai Department of Economic Development).  A separate consent from the MFI may be required for LLCs engaging in industrial activities.

2. 
Indirect Presence

Agencies, Distributorships and Franchises
UAE Federal Law No. 18 of 1981 Commercial Agencies Law (as amended by Federal Law No. 13 of 2006) governs and regulates the appointment of commercial agents, sales representatives and distributors in the UAE. This law defines a commercial agency as any arrangement whereby a foreign company is represented by an agent to “distribute, sell, offer or provide goods or services within the UAE for a commission or profit.” The Commercial Code (Federal Law No 18 of 1993) augments the Commercial Agencies Law and establishes the regulatory framework for the various types of commercial agencies permitted under the law. The most common type of agency is the contracts agency, whereby the agent undertakes “on a permanent basis and in a specific area of activity, the instigation and negotiation of the conclusion of deals, to the advantage of the principal and in return for payment.” Distributor contracts are treated like agency contracts when they involve one agent as the sole distributor.

The primary requirements and characteristics of commercial agencies are:

· Commercial agents must be UAE nationals or companies incorporated in the UAE and owned entirely by UAE nationals.

· Commercial agents must be registered with the Ministry of the Economy and Planning (“MEP”) to engage in commercial agency activities.

· The agency agreement must be registered in order for the agent to avail himself of the protections afforded under the law and to have the agency relationship recognized under UAE law.

· Commercial agents are entitled to an exclusive territory encompassing at least one Emirate for the specified products (Article 5(1)).

· Unless otherwise agreed, commercial agents are entitled to receive commissions on the sale of products in their designated territory irrespective of whether such sales are made by or through the agent (Article 7).

· Commercial agents are entitled to prevent other parties from importing relevant products into the UAE if the agent is not the consignee.

Prior to June 2006, the Commercial Agencies Law prohibited any termination of agencies other than for cause, notwithstanding the provisions of the underlying contracts. In an effort to implement the provisions of the underlying contracts, Federal Law No. 13 of 2006) (the “Amending Law”) was issued last year. While the Commercial Agencies Law was highly protective of commercial agents, the Amending Law seeks to make it easier for principals to terminate whilst protecting agents’ rights to compensation for termination. 

The MEP has also adopted a policy to deregister agency contracts upon their termination in accordance with their terms. The MEP is willing to accept and implement notices of termination of agencies pursuant to the underlying contracts and register the appointment of new commercial agents. We have experience of successfully terminating and deregistering a commercial agency agreement.

Agency agreements can be terminated or deregistered only in the following circumstances (Article 8):

· The term of the registration has expired without an agreement to renew.

· Both the principal and agent have agreed to cancel the registration.

· There is a court order for deregistration.

· Contracts with an indefinite term can only be terminated with justification or cause for termination. Yet, the MEP will currently deregister an agency contract of unspecified duration if the contract allows for its termination by issuance of notice of an agreed period without regard to justification or cause. 

If a party suffers harm due to the termination of an agency agreement, then it can demand compensation by filing a suit in the courts (Article 9). The measure of damages will be influenced by whether the termination is caused by a default of the agent or the principal. Under the Commercial Agencies Law, the principal is required to indemnify the agent for any expenses and liabilities incurred by the agent on behalf of the principal in the course of the agency. Neither the Law nor the Amended Law specifies how compensation is to be calculated, but it is widely considered to be related to both the actual investment of the commercial agent in the conduct of the commercial agency (i.e. capital investment, personnel recruitment and salaries, lease of office and warehouse space, advertising or purchase of inventory) as well as the commercial agent's reasonable expectation of future profits from the agency.
Franchising is an increasingly popular business structure in the UAE. Many major fast-food chains have entered the UAE market through franchise relationships. In addition, a number of internationally known retailers have adopted the franchise model for their UAE outlets. Some UAE authorities have taken the position that the Commercial Agencies Law applies to franchise relationships.
V.     
IMPORT & EXPORT REGULATIONS

A. Customs & Foreign Trade Regulations

The U.A.E. is a member of the World Trade Organization and is party to various regional free trade agreements throughout the GCC.  

1.
Customs

Duty is charged on the CIF (cost, insurance and freight) value of the goods at the port of entry.

2. 
Import

Foreign parties normally cannot engage in importing activities for the purpose of resale of the particular items involved.

B. Export Regulations

There are no local export restrictions and no local export duties.  

C. Import Regulations

Under the U.A.E.  customs regulations, an import duty of 5% is payable on products imported into the U.A.E outside the free zones unless, generally speaking, (i) the importer is exempted due to his status, (ii) the particular item is exempted for a special reason or (iii) the particular item is specifically exempted.  It should be noted that duties of over 50% are levied on alcohol and tobacco products.

D. Manufacturing Requirements

To benefit from reduced customs duties available when exporting to other GCC countries, a manufacturer will have to prove that at least 40% of the value was added in the U.A.E. and that it is at least 51% owned by U.A.E. nationals.

VI.      IMMIGRATION REQUIREMENTS

Visas are available for business or tourist visits, transit (which is a stay of up to 14 days) or for residence.

A. Immigration Requirements/Formalities

Residence visas are linked to employment.  In order to obtain a residence visa, foreign nationals must enter into an employment contract with a party duly licensed in the U.A.E.  This contract must be registered with the Ministry of Labour.

B. Visas

Currently, passport holders of certain Western countries (e.g., the United States and the United Kingdom) may obtain visit visas upon arrival at an airport in the U.A.E.  Special visa facilities are also available for citizens and residents of GCC countries.  In all other circumstances, a visa must be arranged in advance by a "sponsor" in the U.A.E.

The sponsor for a visa is not the same as a sponsor for a branch.  Generally speaking, a party with a valid business license (including a foreign company branch or subsidiary) may sponsor visit and transit visas for visiting staff and business contacts.  Foreign nationals residing in the U.A.E. may sponsor visit and residence visas for family members, subject to certain restrictions, which vary from time to time.  Five star hotels may also act as visa sponsors and arrange visit and transit visas for their guests.

VII.     EMPLOYMENT LAW

UAE Federal Law No. 8 of 1980 Regulating Labour Relations (the “Labour Law”) governs employment relationships in the UAE.  The Labour Law imposes minimum standards on termination of employment, working hours, vacation time and safety standards, among other things.  Trade unions and collective bargaining are not currently permitted, and for both UAE nationals and non-nationals, employee grievances are handled through a conciliation process administered by the Ministry of Labour and Social Affairs. 

A written contract of employment is required, and the minimum standards provided in the Labour Law apply regardless of what the contract may provide.  In order for a foreign national to obtain residency in the UAE, the foreign national must enter into an employment contract with a party duly licensed in the UAE, and the contract must be registered with the Ministry of Labour and Social Affairs.  All contracts of employment must be in Arabic. 

The Labour Law provides for a 30 day minimum notice period for termination for “legitimate” reasons, and pay in lieu of notice is acceptable.  “Legitimate” is not defined, but generally the reason for termination must relate to the employee’s work.  In the case of a wrongful dismissal, the employer may be ordered by the court to pay compensation to the employee in an amount not exceeding three months’ base salary.  Employee grievances are handled through a conciliation process administered by the Ministry of Labour and Social Affairs.

No personal income tax is currently levied in the UAE.  A foreign employee’s home country tax law should be consulted to determine their tax liability for income earned in the UAE.  

The UAE does not currently impose any personal income taxes, nor does it require any social security contributions for non UAE national employees.  

Employment visas are required for foreigners to work in the UAE.  The entire process costs approximately AED7,500 and takes 4-5 weeks.

VIII.      PROPERTY

On 13 March 2006 the Ruler of Dubai issued the Dubai Real Property Registration Law (Number 7 of 2006) (the “Property Law”) contemplating freehold ownership and 99 year leasehold of real property in the Emirate of Dubai, United Arab Emirates. The Property Law was promulgated on April 1, 2006.

The Property Law states that freehold ownership of real property in Dubai is limited to nationals of the United Arab Emirates and the other GCC countries, and companies wholly owned by them, as well as public shareholding companies.

The Property Law further states that nationals of non-GCC countries (i.e. "expatriates"), upon the approval of the Ruler of Dubai, may be granted the right to own real property in full without restriction of time (i.e. "freehold"), or the right to lease real property for a period of not more than 99 years.

On 7 June 2006 the Ruler of Dubai issued Regulation Number 3 of 2006 on Determination of the Real Property Areas Designated for Ownership by Non-GCC nationals in the Emirate of Dubai (the “Real Property Regulations”). The Real Property Regulations were promulgated on 3 July 2006.

The Property Law and the Real Property Regulations represent a long awaited and most welcome development that has served to greatly increase confidence in the Dubai real estate market by specifying the permissible areas of freehold ownership and 99 year leasehold by non-GCC nationals. The Property Law does not distinguish between residential or commercial property. 
Freehold and 99 Year Lease

Article 4 of the Property Law states that:

“The right to own Real Property [i.e. land] in the Emirate shall be exclusive to nationals of the State and nationals of the other Gulf Co-operation Council (GCC) states and companies wholly owned by them, as well as public shareholding companies.  Upon approval of the Ruler, and in the areas in the Emirate specified by the Ruler, Persons (defined as any natural or juridical person) who are not GCC nationals may be given the following rights: 

1- The right to own Real Property on a freehold basis without any restriction of time, or

2- The right to utilize Real Property on lease basis for a period not exceeding 99 years.”

Hence, Article 4 confirms that GCC nationals have the right to own Real Property.  The Article also confirms that such right is extended to companies wholly owned by them (such as Limited Liability Companies registered in Dubai) and public shareholding companies (such as PuSCs).

The right conferred by Article 4(1) above, that non-GCC nationals may be given the right to own Real Property on a freehold basis, is given in Article 3 of the Real Property Regulations which states that: “It is permissible for Non-GCC nationals to acquire absolute rights of ownership to Real Property for an unlimited period, or the right of usufruct [to use] or the right to lease for a period not exceeding 99 years a plot or plots of land in the following areas:

1. Umm Herair II – Plot No: (013); 

2. Al Barsha South II – Plot No: (002); 

3. Al Barsha South IIi – Plot No: (002); 

4. Emirates Hills I – Plots No: (004) & (814); 

5. Emirates Hills II – Plots No: (001) & (049); 

6. Emirates Hills III – Plots No: (001); 

7. Jebel Ali – Plots No: (051), (074), (081), (082), (083), (084), (142), (143) & (391); 

8. Al Jaddaf – Plots No: (003) , (007) & (008); 

9. World Islands - Plot No: (001); 

10. Ras Al Khor – Plot No: (165); 

11. Al Rawiya – Plots No: (063) & (065); 

12. Sheikh Zayed Road – Plots No: (118) & (147); 

13. Al Sufooh I – Plot No: (069); 

14. Al Sufooh II – Plot No: (005); 

15. Al Goz III – Plots No: (005) & (006); 

16. Al Goz – Industrial Area II– Plots No: (010) & (030); 

17. Al Goz – Industrial Area III– Plot No: (028); 

18. Mirdiff – Plots No: (143) & (144); 

19. Marsa Dubai – Plots No: (007), (014), (015) & (033);

20. Jebel Ali Palm – Plot No: (001); 

21. Jumeirah Palm – Plot No: (001); 

22. Nad Al Shiba – Plots No: (209), (215) & (222);  and 

23. Warsan I – Plot No: (002).

The plot numbers refer to charts prepared by the Land Department. 

In addition, Article 4 of the Real Property Regulations states that: “It is permissible for Non-GCC nationals to acquire the right to use or the right to lease Real Property for a period not exceeding 99 years in the Nad Al Shiba Area – Plot No: (224)…” The right to use real property (which is more technically referred to as “the right of usufruct”) is generally understood to mean the right to use and derive profit from real property that belongs to another, so long as such property is not damaged.

Real Property Register

Article 7 of the Property law states that “A Real Property register shall be established in which shall be entered all Real Property Rights and any amendments thereto.”  Moreover, Article 9 states that “All transactions which may create, transfer, change or eliminate any Real Property Right, and final rulings confirming such transactions shall be entered into the Real Property Register. The said transactions shall be valid only upon entry in the Real Property Register.” Finally, Article 21 states that “Any change to the Real Property Unit by division or integration shall be entered in the Real Property Register.”

As a result, all real property transactions are required to be registered in the Dubai Lands Department’s register.   Such requirements assist greatly in achieving transparency by requiring all sale, purchase and other real property transactions to be registered.  Such procedures also reduce the chances of fraudulent transactions.

Article 7 of the Property law also states that “the Real Property Register is the determinative factor in proving the validity of Real Property Rights as against third parties, and may not be challenged except in the case of fraud or forgery.”  Moreover, Article 24(1) states that “title certificates … shall be conclusive in proving Real Property Rights.”  As a result, these Articles mean that except in the case of forgery, a title registered in the register is indefeasible (i.e. cannot be defeated, revoked or made void) and, on the face of it, the registration record of the Dubai Lands Department is final in proving ownership of property rights by a certain person.   

Article 26(1) also states that “Any agreement or transaction concluded in violation of this Law shall be null and void.   Any agreement or disposition made for fraudulent purposes under the provisions hereof shall be null and void.”  Also, Article 26(2) states that “Any interested person, the Department or Public Prosecution has the right to request a judgment [of the court] to contest any agreement or deal concluded in violation of the Law, which matter shall be adjudicated by the court.”  

Accordingly, despite the registration of a title in the Dubai Lands Department’s register, a transaction resulting in such registration (and such registration) can be challenged in the courts as being invalid on the basis that the agreement or deal was concluded in violation of the law or with the intent to defraud.   This implies that any agreement or instrument purporting to transfer, charge, deal with or affect land is invalid unless in compliance with the Property Law (which requires registration).  As a result, the so called “MOU” type real estate transactions which have been entered into at times with the purpose of avoiding or delaying registration of the sale would arguably be invalid based on the Property Law.

Title Certificates & Registration

Article 22 states that “The Department shall, based on the Real Property Register, issue title certificates relating to Real Property Rights.”

By way of example, an owner who owns an apartment in the Jumeirah Lake Towers or in the Dubai Marina and who has fully paid for it (or has mortgage financing) would make an appointment at the Dubai Lands Department (after issuance of the bylaws by the Ruler confirming such areas as designated areas) to attend with the representative of the developer of the tower at the Dubai Lands Department to register ownership of the apartment in the person’s name.  A representative of the master developer may also have to be present to give consent (i.e. from Nakheel or Emaar).  The owner should bring his or her original passport and the originally signed property purchase agreement as proof of identity and ownership, respectively.  If the owner has obtained financing for the purchase of the apartment (i.e. a mortgage) then a representative of the financial institution would also attend to register a mortgage against title.

It is of interest to note that certain non-GCC nationals have as of the date of this paper received at the Dubai Lands Department registered title to their villas in the Nakheel development of Jumeirah Islands using the above procedure.

With respect to registration fees, it is important to note that there will be an initial registration fee payable to the Dubai Lands Department upon registration of title at the Dubai Lands Department in the name of an owner.  Secondly, generally, once registration in the name of the owner has occurred, the transfer fee payable upon sale of the property by the owner to another will be payable to the Dubai Lands Department, and no longer to Emaar or Nakheel (or other developers), as the case may be.


So far, the practice has been for Emaar, Nakheel and other developers to maintain records of ownership which were tantamount to “sub-registries” in the absence of recording of property ownership of non-GCC nationals at the Dubai Lands Department.  However, now that the new Property Law contemplates recording of such ownership at the Dubai Lands Department, we expect the use of such “sub-registries” (and the associated transfer fees payable to Emaar, Nakheel and other developers) to subside over time as ownerships are gradually registered at the Dubai Lands Department.

However, it should be kept in mind that Master Community fees charged by the master developers such as Emaar and Nakheel, as well as Association fees payable to the Associations of towers will be unaffected and shall continue to be payable.

Apartment Towers

Article 23 states that “a Real Property made up of several floors and apartments shall be considered one Real Property Unit for which one property sheet shall be allocated in the Real Property Register.  Supplementary sheets shall be attached to the said sheet in the names of apartment, floor and common areas owners.”  Hence, this Article contemplates that the ownership of apartments by owners will be registered in the register.   

Such Article is intended to refer to Real Property with all the unit owners having a right in common to use the common elements with separate ownership confined to the individuals units which are separately designated, i.e. in an apartment tower or a townhouse/condominium development.  Further provisions governing co-owned land are contained in the United Arab Emirates Civil Code (U.A.E. Federal Law Number 5 of 1985) (the “UAE Civil Code”).

Registration of Pledges (i.e. Mortgages), Restrictions and the Like

Article 24(2) states that “The Real Property Unit sheet shall show any conditions, undertakings, restrictions or any other obligations which may apply to the Real Property Rights.” This provision, therefore, allows the registration of pledges (such as a mortgage by a financial institution), conditions (such as building conditions), restrictions (such as easements or rights of way) or other commitments applicable to the title.  Such provision will allow financial institutions that are licensed to offer financing or to extend credit facilities to register a pledge or a mortgage against the title to the property.   

Further provisions governing pledges and mortgages are contained in the UAE Civil Code.  For example, Article 1419 of the UAE Civil Code states that a bank may satisfy the amount of debt owed to it pursuant to a mortgage with respect to the property that has been pledged, upon the mortgage amount coming due after complying with the civil courts’ law of procedures, and other applicable laws.  

However, detailed provisions as to the specific procedures for repossession of property in Dubai upon a default of the provisions of a mortgage agreement have not yet been issued.  It is hoped that such detailed provisions and other provisions concerning mortgages shall be contained in the bylaws that are to be issued and/or in the procedural rules of the Dubai Lands Department.  Such provisions would be helpful to the home owner because they would further clarify and identify such owner’s rights and obligations.  They would also increase the transparency of mortgage transactions and assist in attracting more mortgage providers to Dubai.

Finally, there is no restriction in the new Property Law or in the UAE Civil Code in using property as collateral for borrowing funds that will not be used for a home mortgage.  Hence, subject to the procedural rules of the Dubai Lands Department, property can be used as collateral for other types of financings.

Owners of Unregistered Lands

Article 12 states that “the Dubai Lands Department has the authority to consider applications submitted by purported owners of unregistered lands seeking to settle their legal status...”

Inheritance Matters
Article 11 states that “A certificate listing the heirs and the estate of a deceased person issued by the court shall be entered into the Real Property Register in the case where the estate includes Real Property Rights.  Any transactions carried out by any of the heirs with respect to any such Real Property Rights shall be valid and shall have effect towards third parties only upon entering the same into the Real Property Register.”

As a result of this Article, all heirs must register their interest with respect to real property of the deceased with the Dubai Lands Department as stipulated in a certificate of the rights of heirs issued by a court (i.e. an order of court with respect to disposition of assets (including real property) of the estate of a deceased).   

The Dubai Lands Department’s Functions

Article 6 states that “the Dubai Lands Department shall have exclusive jurisdiction to register Real Property Rights and the long term lease contracts referred to in Article 4 of this Law. The Department shall, in exercising its powers, do the following:

1- Designate the districts to be surveyed or re-surveyed and attest the maps prepared for the said purposes. 

2- Establish rules of survey, inspection and issuance of maps relating to the Real Property Units. 

3- Prepare forms of contracts relating to transactions concerning Real Properties. 

4- Establish rules relating to organization, storage and destruction of documents. 

5- Establish rules relating to the use of computers in the process of storage and entry of data. 

6- Establish rules relating to the organizing and keeping of Real Property brokers. 

7- Establish rules relating to evaluation of Real Property. 

8- Establish rules relating to sale of Real Property by voluntary auction, and supervision of the same. 

9- Determine the fees payable for the services provided by the Department. 

10- Establish branches for the Department as considered proper by the Director.”

This Article enables the Lands Department to register all rights related to real property stipulated in Article 4 which, as discussed, consists of freehold title for GCC-nationals (and companies owned by them and public shareholding companies), freehold title for non-GCC nationals (and companies owned by them) and up to 99 year lease for non-GCC nationals (and companies owned by them).

Dubai Lands Department’s Documents

Article 5 states that “the original documents and judicial rulings by which registrations are made shall be kept in the Dubai Lands Department and may not be moved to any location outside the Department.  Any interested party, judicial authorities or experts appointed by the judicial authorities and the concerned committees may inspect the documents kept in the Real Property Register and may obtain true copies of such documents, pursuant to this Law.”

This is an important provision because it clarifies that an “interested party…may inspect the documents kept in the Real Property Register and may obtain true copies of such documents…” Such provision enables the standard practice in real property transactions of checking the title ownership of and registered charges filed against real property when performing a transaction.   Such a provision greatly assists in transparency and predictability in conducting real estate transactions including conveyances.

The Dubai Property Law and the Real Property Regulations are a major step in the maturity of the real estate market of the Emirate of Dubai.  Their issuance has and will continue to add significant credibility and confidence to the market by providing a legal framework to enable the registration by expatriate non-GCC nationals of ownership on a freehold basis and registration of interest on a 99 year leasehold basis of real property in designated areas in Dubai.  Also, their issuance will allow the registration of a mortgage charge against title to real property by a bank providing purchase or construction financing to a non-GCC national who is the owner of such real property.

IX.
ESCROW LAW

A.
General
Law No. 8 of 2007 with respect to Escrow Accounts of Real Property Development in the Emirate of Dubai (the “Escrow Law”) was announced in July 2007. The Escrow Law applies to all developers of property who sell units off-plan (whether the development is in the planning or the construction phase) and receive payments from buyers or financiers prior to completion of the development. Developers will be unable to conduct any property development activities unless they are registered with the Dubai Land Department (the “Department”).

The Escrow Law requires that all developers firstly be registered with the Department prior to any development being advertised in either local or foreign media and secondly, that all developers must open a guarantee account which will administer all funds received from financiers, investors and general purchasers of units. If any funds are provided by way of a mortgage secured upon the property, these funds must also be paid into the guarantee account. The process of setting up such an account involves the submission of various detailed documents in relation to any given project such as architectural plans, financial statement, etc.

Whilst the Escrow Law does not specifically deal with payments for third-party consultants and contractors, the Department has confirmed that, provided that sufficient evidence can be produced to confirm that the contractors and consultants costs can be linked to a specific project, then the developer will be able to receive payments from the guarantee account for onward payment to the consultants and contractors.

The administrator of the guarantee account, an account trustee, will be a bank or financial institution certified by the Department. In the event of a request for a withdrawal of funds to pay third-party contractors and consultants, the account trustee will appoint an engineer to inspect the development to confirm that construction milestones have been achieved prior to the issuing of any such payments. This protects third-party investors by ensuring that funds, which have been paid to the developer, are used towards the intended project.

The Department will retain five percent of the “total amount of the guarantee account” for a period of one year following the certificate of completion. It is unclear how the total amount of the guarantee account will be calculated. As the law is implemented, regulations that address this point will be issued accordingly. In addition, fees will be payable to the Department, although again, no details have been given thus far. Further regulation is expected in due course.

B.
Penalties for Non-Compliance

The Escrow Law provides for a fine of not less than AED 100,000 (AED one hundred thousand) and “incarceration” (for an undefined period) will be imposed on anyone who (i) develops property without a license (presumably a trade license); (ii) submits false documents or makes misstatements to any “concerned authorities” to obtain a license for property development; (iii) knowingly advertises the sale of units in “bogus” developments; (iv) embezzles or misappropriates funds provided to the developer for the purposes of the development; (v) being an auditor, prepare a false report or conceal facts; (vi) being a consultant, knowingly approve false documents; or (vii) being a developer, deal with a broker who is not registered with the Department.

Furthermore, a developer will have his registration as a developer cancelled if he (i) is declared a bankrupt; (ii) conceals (or has concealed) his “license” (presumably a trade license); (iii) violates “any laws” regulating real estate development; or (iv) does not commence construction within six months of obtaining approval to sell off-plan from the Department.

The newly established Real Estate Regulatory Authority (“RERA”) will issue further guidance on the interpretation and application of the Escrow Law to include all applicable fees in due course. Upon consulting the RERA regarding whether or not foreign developers can be registered in Dubai, a tentative that they can was given. Yet, this remains very much untested and is on a case-by-case basis as the Escrow Law is still in its early developing stages.

X.   
TAX REQUIREMENTS

Corporate income tax statues have been enacted in various Emirates but they generally are not implemented.  However, corporate taxes are collected with respect to branches of foreign banks (at the Emirate level) and courier companies (at the federal level).  Further, Emirate-level "taxes" are imposed on the holders of petroleum concessions at rates specifically negotiated in the relevant concession agreements.  There is no personal income tax.

Dubai and certain other Emirates impose taxes on some goods and services (including, for example, sales of alcoholic beverages, hotel and restaurant bills and residential leases).  However, there is no sales tax or VAT in the U.A.E.

XI.
TERMINATION OF A BUSINESS

A. Dissolution and Liquidation

Each of the JSC, the LLC, the SPC and the CC must be dissolved in the event of expiration of the company's term without renewal, completion of the company's purpose, adoption of a resolution to dissolve by the extraordinary general assembly or merger, and, for the JSC, this must be expressly stated in the JSC's Regulation.

If the losses of the JSC or the LLC amount to one-half of the capital, the general assembly or the extraordinary general assembly, respectively, must vote on dissolution.  Dissolution of the LLC requires the approval of partners representing three quarters of the capital, while dissolution of the JSC requires the approval of three quarters of the shares represented at the extraordinary general assembly of shareholders.  If the LLC's losses amount to three quarters of the capital, partners owning one quarter of the capital may demand dissolution.  The LLC cannot be dissolved by the withdrawal or death of, or by adjudication of distraint, bankruptcy or insolvency against, one of the partners unless the Contract provides otherwise.

The SPC must be dissolved upon the withdrawal or death of, or by adjudication of distraint, bankruptcy or insolvency against, one of the general partners who manage the company unless the Contract provides otherwise.  If such withdrawal, death, adjudication of distraint, bankruptcy or insolvency applies to all of the general partners of the company, the SPC must be dissolved unless the Contract provides otherwise.

The LPC and the CC must be dissolved upon the withdrawal of a partner if there are only two partners, except that a court may order a partner to continue in the company if the withdrawal is in bad faith or at an inappropriate time.  A court may order the dissolution of the LPC and the CC at the request of a partner if there are serious grounds justifying dissolution.  Furthermore, the LPC and the CC must be dissolved upon the death of, or by adjudication of distrait, bankruptcy or insolvency against, a partner unless, with respect to death, the Contract provides it is to be continued with the heirs of the deceased partner.

For each of the JSC, the LLC, the LPC and the SPC, the dissolution must be made public by entry in the commercial register at the MEC and by publication in two local Arab daily newspapers.

B. Insolvency/Bankruptcy

U.A.E. Federal Law No. 18 of 1993 (the Commercial Transactions Code) contains the bankruptcy law.  Upon declaration of a debtor as bankrupt and appointment of a trustee in bankruptcy, notice is given to all creditors to register their claims.

Local creditors are required to register their claims within 10 days of publication and creditors resident outside the U.A.E.  are required to register their claims within one month.  The trustee in bankruptcy would verify the documents submitted by the creditors and prepare a schedule of debts and lodge the same with the court.  A copy of the schedule along with a statement of the amounts that the trustee intends to accept as debt owed will be sent to every creditor and the bankrupt.  The creditors may file objection to the amounts contained in the schedules.

The judge supervising the bankrupt's estate will decide on these objections and prepare a final schedule of debts with the amounts that have been accepted.  The judge supervising the bankrupt's estate will designate the manner in which the assets are to be sold.  The sale proceeds will be deposited with the court cashier or in a bank account designated by the judge supervising the bankrupt's estate.  Fees and expenses incurred towards administration of the bankrupt's estate will be deducted from the sale proceeds.  Thereafter, the amounts due to preferred creditors will be paid and the remainder will be distributed to the unsecured creditors in proportion to debts due to them.
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