Payroll and HR Solutions UAE: A Practical
Guide to Staying Compliant

If you run a business in Dubai, Sharjah, or Abu Dhabi, payroll is rarely the part of HR that goes
wrong quietly. A missed WPS transfer, a gratuity calculation done on the wrong contract type, an
Emiratization quota nobody tracked until the fine arrived—these are the moments that turn a
routine HR function into a legal and financial headache. This guide walks through what payroll
and HR solutions in the UAE actually cover, where employers most often trip up, and how to
decide between building an in-house team, outsourcing, or bringing in a PEO/EOR. You'll come
away knowing what MOHRE and GDRFA actually require, what a late salary run really costs,
and how to build a compliance framework that survives an audit.

What do "payroll and HR solutions™ actually mean in the
UAE context?

Payroll And HR Solutions describe the combined system of processes, software, and (often)
outsourced expertise that a company uses to pay staff correctly, keep employment records
compliant, and manage the full employee lifecycle from visa sponsorship to end-of-service
settlement. In the UAE, this is not just accounting. It's inseparable from labor law, immigration
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law, and Emiratisation policy, because a payroll error here can trigger an MOHRE violation, not
just an unhappy employee.

For most SMEs, "HR solutions" covers five overlapping areas: payroll processing and WPS
compliance; employment contract drafting under Federal Decree-Law No. 33 of 2021; visa and
labour card administration through MOHRE and GDRFA, HRIS or payroll software; and strategic
advisory on things like Emiratisation planning or restructuring. Larger companies tend to split
these into departments; SMEs usually can't afford to, which is exactly why outsourcing
conversations come up so often at the 20—-50 employee mark.

How does WPS salary payment actually work, and what
happens when it fails?

The Wage Protection System (WPS) is the federal electronic salary transfer mechanism, run
jointly by MOHRE and the Central Bank, that every MOHRE-registered private-sector employer
must use to pay wages. As of Ministerial Resolution No. 340 of 2026, which took effect on 1
June 2026, the rules tightened noticeably from the previous framework. Salaries for the prior
month are now due on the first day of each Gregorian month, and the old 15-day grace window
has been removed. An establishment is considered compliant if at least 85% of total wages are
paid on time, a stricter bar than the 80% threshold that applied before.

Here's the part most articles gloss over: what actually happens, day by day, once a payroll run is
late.

e Day 1-2: MOHRE's system flags the delay automatically and issues a warning alert. No
penalty yet, but the clock has started.

e Day 5: New work permit applications for the company get suspended. This is the point
where an SME first feels real pain—you can't onboard the new hire you already
extended an offer to.

e Day 11: Administrative fines kick in, and MOHRE may downgrade the establishment's
compliance classification, which affects future permit processing speed across the
board.

e Day 16: Affected employees can file individual labour complaints, and MOHRE may
apply extra restrictions if the company sits in a higher-risk sector.

e Day 21+: Repeated or severe violations can be referred to public prosecution, alongside
wage recovery orders against the employer.

A Dubai-based retail SME we worked with once ran into this exact scenario during Eid: their
bank's transfer window closed a day earlier than expected because of the public holiday, and
payroll cleared on day 2 instead of day 1. Because it was a first, isolated incident with a
same-week resolution, it stayed in the "automated warning" stage and never escalated — but it
was a close call that could easily have hit day 5 if the finance team hadn't caught it that same
afternoon. The lesson: build public holiday buffers into your payroll calendar, always process



WPS transfers at least two working days before the deadline, and treat the 1st-of-month rule as
a hard cutoff, not a target.

Note on figures: salary deadline rules and fine amounts under Resolution 340 have been
reported with some variation across sources during the 2026 rollout. Employers should verify
the exact penalty schedule and compliance percentage against the current circular published on
mohre.gov.ae before relying on any specific figure.

Mainland vs free zone: Do WPS and Emiratisation apply
the same way?

No, and this is one of the most common points of confusion for founders setting up their first
UAE entity. WPS applies to all MOHRE-registered mainland private-sector establishments
without exception as of 2026. Free zones largely follow the same WPS framework in practice,
though DIFC and ADGM run their own separate wage-protection and employment regulations
rather than sitting under standard MOHRE rules. If your entity is DIFC or ADGM-registered, your
employment contracts, end-of-service calculations, and dispute resolution process are governed
by DIFC Employment Law or ADGM Employment Regulations, not the federal Labour Law — a
distinction that trips up a lot of groups expanding from other GCC markets.

Emiratisation quotas follow a similar mainland-first pattern. Mainland private-sector companies
with 50 or more employees must increase Emirati representation in skilled roles (skill levels 1-3)
by 2% annually, split into two checkpoints—roughly 1% by 30 June and the remainder by 31
December—building toward a cumulative 10% target by the end of 2026. Companies with
20—49 employees in a defined list of targeted sectors carry smaller, fixed hiring obligations
rather than a percentage quota. Free zone companies operating solely within their zone have
historically sat outside these requirements, though that exemption narrows if the company also
holds a mainland licence or employs staff under mainland contracts. Missing the quota is not a
small fine — non-compliant companies pay a recurring monthly contribution for every unfilled
Emirati position, and the rate has increased each year since the policy launched, so this is a
cost line that compounds if left untracked. Verify the current monthly figure and quota
percentage against the latest MOHRE circular, since both have changed more than once
since 2023.

How is gratuity calculated, and where do employers get it
wrong?

Under Federal Decree-Law No. 33 of 2021, end-of-service gratuity is generally calculated as 21
days' basic pay for each of the first five years of service and 30 days' basic pay for each
additional year, based on the employee's basic salary (not total salary including allowances) at
the time of termination. Two mistakes come up constantly in practice:



1. Calculating gratuity on gross salary instead of basic salary. Housing allowances,
transport allowances, and other benefits are typically excluded from the base. Getting
this wrong either overpays the departing employee or, worse, underpays them and
creates a labour complaint.

2. Forgetting that unpaid leave days can reduce the qualifying service period, which
changes the final gratuity tier. This matters more than people expect for employees who
took extended unpaid leave mid-contract.

Gratuity rules can also differ slightly for DIFC and ADGM entities, which run their own qualifying
schemes (DIFC, for instance, has moved toward a workplace savings plan model rather than a
lump-sum gratuity in some cases). If you have staff across the mainland and a financial free
zone, don't assume one formula applies to everyone.

Employment contracts: What actually needs to be in
place under UAE labor law?

Every employee working under a mainland contract needs an MOHRE-registered employment
contract that specifies role, salary structure, probation period (capped at six months under the
2021 law), notice period, and working hours. A few checklist items employers commonly miss:

e Confirming the contract type (limited/fixed-term is now the standard model under the
2021 law; open-ended legacy contracts should have been converted years ago)

e Matching the MOHRE contract terms to the actual offer letter — discrepancies between
the two documents are a common audit flag

e Registering the employee for Emirates ID and, where applicable, GDRFA residence visa
processing within the required timeframe after entry

e Confirming labour card and work permit validity align with the visa validity — a mismatch
here is one of the most common causes of processing delays at renewal

HR Outsourcing Dubai: PEO vs EOR vs in-house —
what's the real cost difference?

This is the comparison most competitor content skips or oversimplifies. Here's how the three
models actually differ in practice for a UAE SME:

Model Who holds the  Typical use case Rough cost Compliance
employment structure risk sits with
relationship
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In-house HR

HR
Outsourcing
(BPO-style)

PEO

EOR

Your own entity

Your own
entity; provider
handles
processing

Co-employmen
t arrangement

The EOR entity
is the legal
employer

Established
companies with 30+
staff and steady
headcount

Companies that
want to keep the
legal employer
relationship but
hand off admin

Growing companies
wanting shared
compliance
responsibility
without giving up full
control

Companies hiring in
the UAE without
their own licensed
entity, or testing the
market

Salaries for
HR/payroll staff +
software
licensing +
ongoing training

Typically a
monthly retainer
per employee or
a flat fee per
payroll cycle

Retainer plus a
percentage of

payroll, typically

Per-employee
monthly fee,
generally higher
than pure payroll
outsourcing

You, entirely

Shared —
provider
processes, you
remain the legal
employer

Shared between
client and PEO

Sits primarily
with the EOR

For a founder testing the UAE market before committing to a full trade licence, EOR is usually
the fastest path to hiring legally. For an SME that already has a mainland entity but doesn't want
to build a payroll team from scratch, outsourced payroll or a PEO arrangement tends to be more
cost-effective once you're past roughly 15-20 employees, since the per-employee fee starts
working in your favour compared to a full internal HR hire. There's no universally "cheapest"
option — it depends on headcount, growth speed, and how much control you want to retain over

hiring decisions.

Common employer mistakes that lead to real penalties

e Treating WPS as a monthly afterthought rather than a scheduled process. Banks
need lead time to process SIF files; submitting on the deadline day itself is how
otherwise compliant companies end up in the day-2 warning bracket.

e Assuming free zone status exempts you from everything. It doesn't, particularly
once you cross into mainland trade activity or hire under a mainland contract.

e Ignoring the Emiratisation clock until the checkpoint is a month away. Recruiting
for skilled Emirati roles takes time; starting in May for a June 30 checkpoint rarely works.

e Letting HRIS data and MOHRE records drift apart. If your internal system says an
employee is full-time, but their MOHRE labour card reflects a different status, that



discrepancy surfaces exactly when you can least afford it — during a visa renewal or an
inspection.

e Miscalculating gratuity on the wrong salary base. As covered above, this is one of
the most frequent sources of end-of-service disputes.

Final thoughts

Payroll and HR compliance in the UAE isn't about knowing every regulation by heart — it's
about having a system that catches the WPS deadline, the gratuity calculation, and the
Emiratisation checkpoint before they become an MOHRE notice. Requirements shift often
enough that what was accurate last year may not be this year, so treat every figure in this guide
as a starting point to verify against the latest MOHRE and GDRFA circulars, not a final answer.

If you'd rather hand the day-to-day compliance tracking to a team that already lives in MOHRE's
system every day, modsolutions works with businesses across Dubai, Sharjah, and Abu Dhabi
on payroll, HRIS, and PEO/EOR solutions built around exactly these edge cases. Feel free to
reach out if you want a second set of eyes on your current setup.
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