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ADGM investment vehicle vs non-GCC investment vehicle

Introduction
Certain Gulf Cooperation Council 
(GCC) Member States tax foreign  
ownership differently to GCC or  
national ownership. Broadly,   
companies owned by foreign   
shareholders are either subject to 
tax (instead of being exempt) or  
subject to a higher tax rate. 

This different treatment is based 
on  the GCC Unified Economic 
Agreement (GCC Agreement) that 
was entered into by Bahrain, Kuwait, 
KSA, Oman, Qatar and the UAE 
on 31 December 2001.

Under the GCC Agreement, GCC  
member states are required to afford  
other GCC nationals and GCC legal  
entities the same taxation treatment 
as national individuals and companies. 

As certain GCC countries do not tax  
their own nationals and exempt or 
apply a more favourable tax treatment 
to local companies wholly owned by  
national shareholders, other GCC  
incorporated entities owned by GCC  
nationals benefit from the same  
exemptions or are subject to the 
same Zakat / tax treatment.  
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Taxation of KSA companies
The Kingdom of Saudi Arabia (KSA)  
operates a two tier “tax” system  
which taxes KSA companies based on  
the nationality and residence of its  
ultimate shareholders.

- KSA companies wholly owned by  
 GCC national shareholders are  
 subject to Zakat at 2.5% on their  
 adjusted net profits or adjusted net  
 asset value (Zakat base). 

- KSA companies wholly owned by  
 non-GCC national shareholders are  
 subject to corporate income tax at  
 20% on net profits.
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Key takeaways
KSA companies owned by GCC   
national shareholders, directly or   
indirectly via GCC incorporated   
entities, are subject to Zakat at 2.5%.  
KSA companies owned by non-GCC  
shareholders or via non-GCC   
incorporated entities, on the other   
hand, are subject to 20% corporate  
income tax.

ADGM registered companies should  
be considered UAE (GCC) incorporated  

entities. The KSA tax authorities   
should therefore look through an   
ADGM entity for purposes of   
determining whether a KSA company  
is subject to Zakat (2.5%) or corporate  
income tax (20%) based on its ultimate  
(GCC vs. non-GCC) ownership. 

This, together with a world-class   
infrastructure and legal/regulatory   
framework, makes ADGM a highly   
attractive platform for investment into  

KSA by GCC investors or a mix of GCC  
and “foreign” investors. 

The KSA-UAE double tax treaty entered into 
force on 1 April 2019. The treaty will apply 
from 1 January 2020 and is the first bilateral 
tax treaty between GCC Member States. The 
treaty may further improve the tax efficiency 
of ADGM as a platform for KSA 
investments, with a possible exemption from 
withholding tax on interest and service fees, 
and a potential reduction of withholding tax 
on royalties to 10%.

Using ADGM as a platform for investing into KSA

This publication is a joint project with

ADGM’s Tax Efficient Platform for Investing into the Kingdom of Saudi Arabia

- A KSA company that has both  
 KSA/GCC and non-KSA/GCC  
 shareholders is subject to 
 corporate income and Zakat 
 on a proportionate basis. 

In practice, the KSA tax authorities  
(GAZT) will look through the chain  

of ownership of a KSA company to  
the ultimate owners to determine  
whether the KSA company is subject  
to Zakat, corporate income tax or  
both. Look-through treatment is,  
however, generally not applied 
to a non-GCC entity in the 
ownership chain. 

As a result, using a non-GCC entity to  
invest into KSA may result in all of the  
profits of the KSA company being  
subject to 20% corporate income tax,  
irrespective of the profile of the   
ultimate investors. Essentially, using a  
non-GCC vehicle to invest into KSA  
could “block” or “dilute” the GCC  
nationality of the ultimate GCC   
shareholders.

Whilst ADGM has its own commercial  
and civil legal framework, entities  
incorporated in ADGM are companies  
incorporated under the laws of 
the UAE and should therefore be  
considered as “GCC legal citizens”  
under the GCC Agreement. 

As such, the GAZT should look  
through an ADGM entity in the  
ownership structure of a KSA   
company for determining whether  
Zakat and/or corporate income tax  
should apply to the profits of the 
KSA company. 

Where the ADGM entity has both  
GCC and non-GCC shareholders, 
only the portion of the underlying 
KSA profits attributable to the   
non-GCC shareholders should be  
subject to 20% corporate income tax.  
The remaining profits of the KSA  
company that are attributable to the  
GCC shareholders in the ADGM  

entity should be subject to Zakat 
at 2.5%. 

Investing into KSA through an   
ADGM entity may therefore result 
in a more favourable tax outcome 
in KSA as compared to using a  
non-GCC investment/holding entity  
(please refer to the illustrative   
example on page 5). 

New regulations
In February 2018, the KSA Ministry 
of Finance issued a Ministerial   
Resolution that may impact the  
manner in which the Zakat/tax profile  
of KSA companies is determined.

Previously, there was no limitation 
in respect of the number of   
intermediary entities and the KSA 
tax authorities could look all the 

way up to the ultimate beneficial 
owners to determine the tax profile 
of the underlying KSA entity. 

Under the new regulations, 
the Zakat/tax profile of a KSA   
company should be assessed based 
on its direct and indirect ownership,  
where “indirect ownership” is limited  
to two levels above the KSA entity. 

The amendment appears to say that 
a KSA company owned indirectly  
through at least two intermediate  
GCC (non-KSA) companies should be  
subject to Zakat at 2.5% only.

The new indirect ownership concept 
is untested and represents a change 
to existing KSA law and practice. 
The application by the GAZT should  
therefore be closely monitored and  
where appropriate confirmed through  
an advance tax ruling. 



Type of income 

Dividends 

Interest and loan fees 

Royalties

Management fees

Rent, technical and 
consulting services, 
international 
telecommunication services, 
and income from air tickets, 
air and maritime freight, and 
insurance/reinsurance 
premiums

Payments for technical, 
consulting and international 
telecommunication services 
made to a head office or to a 
related company

Other services (e.g. training, 
recruitment, bookkeeping, 
marketing) where part of the 
services are carried out in 
KSA

Rate 

5% 

5% 

15% 

20%

5%

15%

15%  

Double tax treaty (DTT) network 
KSA has in-force double tax treaties with 49 countries 
that may, among other benefits, reduce or eliminate KSA  
withholding taxes and exempt capital gains on the sale of  
shares and other KSA assets from KSA taxation.

The KSA double tax treaty entered into force on 1 April 2019. 
The treaty will apply from 1 January 2020 and is the first 
bilateral tax treaty between GCC member states. The treaty 
may further improve the tax efficiency of ADGM as a platform 
for KSA investments, with a possible exemption from 
withholding tax on interest and service fees, and a potential 
reduction of withholding tax on royalties to 10%. 

KSA is a G20 member country and therefore committed 
to the implementation of the OECD Base Erosion and  
Projects Shifting (BEPS) project, and the UAE joined the OECD 
inclusive framework in 2018. The UAE also recently ratified 
the OECD Multilateral Instrument (MLI) to implement the 
double tax treaty related BEPS minimum standards, and KSA 
signed the MLI in 2018. This means that any ADGM structure 
should have adequate substance and be supported by 
principal non-tax reasons in order to ensure treaty benefits are 
available.

Transfer pricing
On 15 February 2019, the General Authority of GAZT released 
the final version of Transfer Pricing Bylaws ("TP Bylaws") in 
KSA. The TP By laws are largely consistent with the OECD 
Transfer Pricing Guidelines.

The TP Bylaws are applicable to all taxpayers, including 
Permanent Establishments ("PEs"). For the implementation of 
Arm's Length Principle, all entities (including PEs) of a 
multinational group should be treated as separate entities that 
operate independently.

All intercompany transactions between a PE and other entities 
must be in accordance with the Arm's Length Principle.

KSA taxation on the direct disposal 
of KSA companies 

Non-KSA resident shareholders (whether resident in 
a GCC or non-GCC country) are subject to 20% capital  
gains taxation on the disposal of shares in a KSA company. 

Gains from the disposal of securities listed on the 
Saudi  Stock Exchange (Tadawul) or KSA shares listed 
on a  foreign stock exchange should not be subject 
to taxation in KSA. 
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Non-resident taxation in KSA
KSA taxation on cross border payments

There is currently no difference in treatment between 
GCC (non-KSA resident) and non-GCC entities and  
individuals with regards to the withholding taxation of  
cross-border payments and the taxation of capital gains 
on the disposal of KSA shares and other assets. 

The applicable withholding tax vary depending 
on the type of income as follows:
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Example 1  
This example 
illustrates the 
potential 
difference in 
ongoing taxation 
and the taxation 
of profits being 
repatriated as 
dividends of a KSA 
company held by 
an ADGM entity 
that is wholly 
owned by GCC 
investors (left) 
versus by a 
non-GCC 
investment 
vehicle (right).

Example 2  
This example 
illustrates the 
potential 
difference in 
ongoing taxation 
and the taxation 
of profits being 
repatriated as 
dividends of a KSA 
company held by 
an ADGM entity 
that is 50% 
owned by GCC 
investors (left) 
versus by a 
non-GCC 
investment 
vehicle (right).

Zakat @ 2.5% (on 100% 
of the Zakat base) 

ADGM 
entity 

KSA operating 
entity 

Dividends 
@ 5% WHT 100% 

100% 

GCC 
nationals 

Non-GCC  
entity 

KSA operating 
entity 

Dividends 
@ 5% WHT 100% 

100% 

GCC 
nationals 

 

Zakat @ 2.5% (on 50% of 
the Zakat base) 

ADGM 
 entity 

KSA operating 
entity 

GCC 
nationals 

Non-GCC 
nationals 

50% 50% 

Dividends 
@ 5% WHT 

Non-GCC 
entity 

KSA operating 
entity 

Dividends 
@ 5% WHT 

GCC 
nationals 

Non-GCC 
nationals 

50% 50% 

Taxation of KSA operating companies

This publication is a joint project with

ADGM’s Tax Efficient Platform for Investing into the Kingdom of Saudi Arabia

Corporate income 
tax @ 20% (on 

100% of taxable 
profits)

Corporate income 
tax @ 20% (on 
50% of taxable 

profits)

Corporate income 
tax @ 20% (on 

100% of taxable 
profits)



PwC Middle East contacts
For information relating specifically to the tax analysis, please contact:

UAE

Jochem Rossel
Tax Partner, Middle East M&A / International Tax Services Leader
Direct: +971 (0) 4 304 3445
Mobile: +971 (0) 50 225 6909
Email: jochem.rossel@pwc.com
25th Floor, Al Khatem Tower, ADGM Square, Al Maryah Island,
P.O.Box 45263, Abu Dhabi, United Arab Emirates

Steven Ireland
Senior Manager, M&A and International Tax
Direct: +971 (0)4 304 3100
Mobile: +971 (0) 56 663 2999
Email: steven.ireland@pwc.com
25th Floor, Al Khatem Tower, ADGM Square, Al Maryah Island, 
P.O.Box 45263, Abu Dhabi, United Arab Emirates

Lav Chadha
Tax Partner, Middle East Transfer Pricing
Office: +971 (0) 2 694 6949
Mobile: +971 (0) 56 682 0663
Email: chadha.lav@pwc.com
25th Floor, Al Khatem Tower, ADGM Square, Al Maryah Island,
P.O.Box 45263, Abu Dhabi, United Arab Emirates

KSA

Mohammed Yaghmour
Zakat and Tax Leader 
Direct: +966 (2) 610 4400 (ext. 2228) 
Mobile: +966 56 704 9675 or +966 50 569 8572
Email: mohammed.yaghmour@pwc.com 
Jameel Square, Al Tahliah Street 
P.O.Box 16415, Jeddah 21464, Kingdom of Saudi Arabia

Ken Healy
Tax Partner, M&A and International Tax
Direct: +966 (2) 610 4400 
Mobile: +966 56 815 1873
Email: ken.a.healy@pwc.com
15th & 19th Floors, Al-Hugayet Tower, King Abdul Aziz Street, Al Khobar, 
P.O.Box 467, Dharan 31932, Kingdom of Saudi Arabia

ADGM contacts 
For information relating specifically to ADGM, please contact:

Martin Tidestrom
Business Development Director
Registration Authority
Martin Tidestrom@adgm.com
Direct: +971 (0) 2 333 8733
Mobile: +971 (0) 56 177 2128

Mohammad Akmol Ali
Head of Corporate
Registration Authority
Mohammad.Ali@adgm.com
Direct: +971 (0) 2 333 8719
Mobile: +971 (0) 56 177 2107

Farrell Sheridan
Head of Strategic Development
Registration Authority
Farrell.Sheridan@adgm.com
Direct: +971 (0) 2 333 8724
Mobile: +971 (0) 56 177 1706
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