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The military escalation in the Gulf region since late February 2026 has prompted
many German nationals resident in the UAE to consider returning to Germany -
whether temporarily or permanently. What is frequently underestimated is that
a return to Germany is not a fiscally neutral act. Depending on individual
circumstances, it can trigger substantial tax liabilities across income tax, capital
gains, inheritance and gift tax, and exit tax. Critically, many of these
consequences can be significantly reduced or avoided entirely through timely
planning - ideally before the actual return. This briefing provides a structured

overview of the key tax considerations.

1. When Does German Tax Resi-
dency Resume?

German unlimited income tax liability
under Section 1(1) of the Income Tax
Act (“EStG”) attaches to any person
who maintains a domicile or habitual
residence in Germany. A domicile
arises where a person has access to a
dwelling under circumstances indicat-
ing an intention to retain and use it -
regardless of formal registration with
the local authorities. A person return-
ing to their own property, or even
moving into a parent’s home, may es-
tablish German tax residency from the
first day of occupancy.

Where no fixed domicile is established,
a habitual residence under Section 9 of
the General Tax Code (“AO”) may arise
independently. A continuous stay of
more than six months constitutes a ha-
bitual residence in all cases - particu-
larly relevant for those staying with
family or friends without formally es-
tablishing a domicile. The practical

consequence is that German tax liabil-
ity may arise earlier than expected,
and often without a conscious decision
to that effect.

2. Income Tax: The Risk of Retro-
spective Taxation on Foreign
Gains

One of the most significant tax risks
upon return concerns capital gains and
asset appreciation that accrued during
the period of UAE residence. Under
German law, gains from the disposal of
shares in corporations - including port-
folio shareholdings below the 1%
threshold - are subject to German tax-
ation if the seller is tax-resident in Ger-
many at the time of disposal. Crucially,
the acquisition cost for tax purposes is
the original historic cost, not the mar-
ket value at the time of return. Appre-
ciation that accrued entirely during
UAE residence may therefore be sub-
ject to German taxation upon disposal
after the return. For holdings of at
least 1% under Section 17 EStG, a step-
up of acquisition costs on return may




be available and should be assessed.
Holders of accumulating investment
funds and ETFs face analogous issues
under the German Investment Tax Act
(“InvStG”), which provides for a
deemed disposal at market value at the
time of entry into German tax resi-
dency in certain circumstances.

Restructuring measures, including a
disposal and reacquisition, or other
recognised tax planning instruments
implemented prior to re-establishing
tax residence in Germany may allow
for a step-up in the tax basis.

3. Exit Tax, Inheritance and Gift Tax,
and the Absence of a Double Tax-
ation Agreement (DTA)

Individuals who left Germany holding
a stake of at least 1% in a corporation
were likely subject to German exit tax-
ation under Section 6 of the Foreign
Tax Act (“AStG”) at the time of their
departure. A return to Germany
within seven years can result in the
exit tax assessment to be cancelled en-
tirely, provided the holding has not
been disposed of or otherwise realised
in the interim. This reversal must be
actively applied for and is not auto-
matic. Where structural changes to the
holding occurred during the period
abroad, unexpected tax consequences
may arise and should be carefully re-
viewed before returning.

Upon establishing a domicile in Ger-
many, unlimited inheritance and gift
tax liability under Section 2(1) No. 1 of
the Inheritance Tax Act (“ErbStG”)
arises, extending to worldwide assets
regardless of where they are located or
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where a transfer takes place. Planned
transfers to children or other benefi-
ciaries are significantly more tax-effi-
cient if executed before the return, at
a point when neither transferor nor
transferee is German-resident. The
standard exemption of EUR 400,000
per child per parent, renewable every
ten years, provides some relief but is
quickly exhausted where significant
assets are involved.

A further consideration of particular
relevance for returns from the UAE is
the absence of a double taxation agree-
ment (DTA): the Germany-UAE DTA
lapsed on 31 December 2021 and has
not been renewed. Ongoing income
from UAE sources - rental income, div-
idends, distributions - is therefore sub-
ject to German taxation in full upon re-
turn, with no treaty-based exemption
available. Relief under Section 34c
EStG is available only where a foreign
tax has actually been paid, which is
rarely the case for individual-level in-
come in the UAE.

4. Trailing Tax Liability and the Dan-
ger of Using Germany as a Transit
Stop

A risk that is systematically underap-
preciated concerns individuals who
view Germany as a temporary base
until the regional situation stabilises.
Even a brief period of German tax res-
idency can have lasting consequences.
Under Section 2(1) No. 1 sentence 2
lit. b ErbStG, German nationals who
were unlimited tax residents in Ger-
many remain subject to unlimited in-
heritance and gift tax liability for five
years after departing - ten years in the
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case of departure to the United States.
A short stay in Germany followed by
onward relocation resets this clock en-
tirely, triggering a new five-year trail-
ing period and materially restricting
future planning options.

Employees with local UAE employ-
ment contracts - rather than a contin-
ued German employment relationship
- face a specific additional exposure:
the end-of-service gratuity payable
under UAE law upon termination is
subject to German income tax if re-
ceived after the individual has re-es-
tablished German tax residency, even
where the entire economic entitle-
ment arose during the UAE posting.
The timing of such payments relative
to the date of return is therefore a ma-
terial planning consideration. For in-
come tax purposes, the extended lim-
ited tax liability under Section 2 AStG
may apply to German nationals who
relocate to a low-tax jurisdiction and
retain material economic interests in
Germany, though this requires individ-
ual assessment in each case.

5. Outlook and Conclusion

The central message is straightfor-
ward: a return to Germany should not
take place without prior tax planning.
For individuals with significant assets,
corporate holdings, investment portfo-
lios or real estate in the UAE, timely ac-
tion before the actual return can make
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the difference between a substantial
and a materially reduced tax burden -
both on current income and in the con-
text of wealth succession.

Several priorities stand out. The acqui-
sition cost base for shareholdings and
investment positions should be re-
viewed; restructuring measures before
the establishment of German tax resi-
dency may reduce taxation. Planned
asset transfers to family members
should be executed while the trans-
feror remains UAE-resident. The sta-
tus of any outstanding exit tax assess-
ment should be reviewed, and a can-
cellation application prepared where
the conditions are met. The tax treat-
ment of any outstanding gratuity or
deferred compensation payments
should be planned around the antici-
pated return date.

Those treating Germany as a tempo-
rary transit stop should be particularly
alert to the trailing liability rules,
which can restrict future planning op-
tions for years even after a brief period
of residency. The absence of a DTA be-
tween Germany and the UAE adds a
further layer of complexity that makes
proactive advice essential. Those who
act before establishing German tax res-
idency retain, in most cases, consider-
ably more flexibility than they may ex-
pect.
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This publication does not necessarily deal with every
important topic or cover every aspect of the topics with
which it deals. It is not designed to provide legal or
other advice.

www.emltc.com | © emltc Ltd. 2026

Middle East Abu Dhabi | Dubai | Kuwait | Riyadh
Asia Dhaka | Lahore | Karachi | Singapore
Africa Addis Ababa | Nairobi | Mombasa



mailto:frank-fahle@emltc.com
mailto:trost@emltc.com
http://www.emltc.com/
http://www.emltc.com

