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Foreword

We are pleased to welcome you to this Kuwait
Tax Guide, designed to serve as a practical
resource for anyone seeking to understand the
tax landscape in the State of Kuwait.

Our objective is to provide a userfriendly
reference that simplifies complex legislation
and brings together, in one place, the key
requirements that taxpayers and businesses
need to be aware of.

With the introduction of the Domestic

has taken a significant step toward a broade
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Minimum Top-up Tax (“DMTT") last year, Kuwait

professionals, and a more structured approach
to tax planning and reporting.

As taxpayers may fall under one regime

or the other, understanding the distinction
between the two frameworks is essential to
ensuring accurate compliance and informed
decision-making.

While further Executive Rules from the

Kuwait Tax Authority (“KTA") are expected to
provide additional clarity on procedural and
computational matters, we have summarized
the legislation currently in 1 nd highlighted




Table of Contents

Kuwait Tax Landscape Page 6

Ways of Doing Business in Kuwait Page 8

Key Messages Page 10-14

Section 1 - Legacy Law

- Penalty for unreported income Page 36
- Key adjustments Page 38
- Partitioned Neutral Zone Page 38

Indirect Taxes

- Corporate income tax in Kuwait Page 16 - VAT Page 40
- Custom duties Page 40
- Taxable presence and permanent
S — Page 18 - Personal taxes Page 40
- - Social security Page 42
- Tax treaty relief Page 18
Legacy Laws Other taxes/levies
- Holding shares in listed Kuwaiti P 20
companies age - Zakat Page 42
. i i i iti - National Labor Support Tax
Holdmg_shares in unlisted Kuwaiti Page 22 NS pp Page 44
companies ( )
! - Kuwait Foundation for
- Royalty/Franchise arrangements Page 22 A AR S T Page 44
- Distribution arrangements Page 22 (KFAS)
— Lending arrangements Page 24 Section 2 - Taxability under Kuwait DMTT
- Subscription services Page 26 - Revenue Threshold Page 46
- Leasing activities Page 26 - Entities Subject to Tax Page 46
- Tax audits Page 26 =
- Excluded Entities Page 48
- Taxretentions Page 26
) ) - Permanent Establishment (PE) Page 48
- Capital gains Page 28
N elonimiation Page 28 - Disapplication of Legacy Laws Page 50
- Advance tax rulings Page 30 Computation of Income Subject to Tax

Tax compliance obligations

- Registration with the Ministry of

Finance in Kuwait 2=l
- Tax card Page 32
- Submission of the tax declaration Page 32
- Electronic correspondence Page 34
- Mandatory tax audit/inspection Page 34

- Delay penalties Page 36

- Financial Accounting Page 50

- Tax Adjustments Page 50

- Covered Taxes Page 50

- Effective Tax Rate (ETR) Page 52

- Substqnce—Based Income Page 52
Exclusions (SBIE)

- Taxable Income Page 54

- Tax Rate Page 54 - Inspections and Assessments Page 64
- DMTT Payable Page 54 - Dispute Resolution Page 66
Corporate Restructuring - Penalties and Enforcement Page 66
- Revenue Thresholds for Mergers - Fine for late settlement of taxes Page 68
. Page 54
and Spin-offs
- Fine for submitting an incorrect P
- Joining or Leaving MNE Groups Page 54 tax return age 68
- Asset and Liability Transfers Page 54 - Administrative violations and
i Page 68
related penalties
- Joint Ventures and Multiple Bl 5
Parent Entities 9 - Anti-tax avoidance Page 70
Safe Harbours - Statute of limitations Page 70

- Transitional Safe Harbour

- Initial Stage of International

Page 56 Section 3 - Global reporting

ap Page 56 - BEPS 2.0 - Global Minimum Tax

EEUYD; and Kuwait DMTT Pagei

- Application and Verification Page 56
Country-by-Country (CbC) Page 72

Transfer Pricing (TP) Reporting
- Key Highlights Page 58 - Regional considerations Page 74
— Related Parties Page 58 - About KPMG in Kuwait Page 76
- TP methods Page 58 - How we can help? Page 78
- Documentation Requirements Page 60

& Penalties 9
- Transfer Pricing Adjustment Page 60

Compliance Obligations

- Registration and cancellation Page 62
- Tax returns and amendments Page 62
- Currency used for tax calculation Page 64

Record-Keeping and Language Page 64




Kuwait Tax Landscape
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Kuwait has historically operated a selective
corporate income tax regime, under which
income tax primarily applied to foreign
corporate entities carrying on business in
Kuwait, while Kuwaiti and GCC-owned entities
were largely outside the scope of corporate
income tax and instead subject to Zakat,
National Labour Support Tax (“NLST"), or other
sectorspecific levies. This framework was
governed by the Income Tax Decree No. 3 of
1955 as amended by Law No. 2 of 2008 (“the
Legacy Law").

On 31 December 2024, the Government of
Kuwait published Decree Law No. 157 of 2024
("DMTT Law") in the Official Gazette. This
legislation introduces the Kuwait Domestic
Minimum Top-up Tax ("DMTT") effective for
periods commencing on or after 1 January
2025, which establishes a minimum tax rate
of 15% on in-scope Multinational enterprise
("MNE") groups operating in Kuwait, consistent
with the OECD's Global Anti-Base Erosion
("GloBE") Rules with annual revenues
exceeding EUR 750 Million (or equivalent) in
at least two of the four preceding fiscal years,
in alignment with the OECD's BEPS Pillar |l
framework.

Pursuant to the DMTT Law, the Executive
Bylaws to the DMTT Law were issued on 30
June 2025 by Ministerial Decision No. 55 of
2025 (collectively referred to as “Kuwait DMTT
legislation” or “Kuwait DMTT regime”) which
provided detailed rules on scope, definitions,
income computation, effective tax rate
calculations, transfer pricing, safe harbours,
compliance obligations, and enforcement. The
issuance of further guidance from the Kuwait
Tax Authority (“KTA") in the form of Executive
Rules is currently awaited and is expected

to provide detailed procedural guidance and

The information contained herein is of a general nature and is not intended to address
the specific circumstances of any particular individual or entity.

mechanisms for treatment, consistent with the
provisions of the DMTT Law and its Executive
Bylaws.

Unlike other jurisdictions where DMTT
legislation operates alongside existing
corporate income tax regimes, under Kuwait's
DMTT Law, a taxpayer would either fall within
the scope of the DMTT Law or be subject

to the legacy corporate income tax regime.
Accordingly, taxpayers will have to assess the
relevant tax laws in Kuwait applicable to them.

The introduction of Pillar Two - aligned
measures across the region, including Kuwait's
DMTT, significantly increases the compliance
burden for affected MNEs. In-scope groups

are required to undertake detailed revenue
threshold testing, effective tax rate calculations,
data gathering across jurisdictions, and
additional filings and elections, even where no
incremental tax liability arises.

Accordingly, Kuwaiti-headquartered MNE
groups, as well as foreign MNEs with
operations in Kuwait, should assess the
interaction between Kuwait's DMTT regime
and Pillar Two rules implemented in other
jurisdictions at both the group and local levels
to ensure compliance and manage potential tax
exposure.

The DMTT Law and the Executive Bylaws have
not provided definitive guidance on the practical
application of the DMTT regime, leading to
uncertainty. It is expected that the Executive
Rules would provide further clarity on the
computation mechanism, and other compliance
related matters.

Please refer to further details on the Kuwait
DMTT legislation and Legacy Laws under the
respective sections.
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Ways of Doing Business in Kuwait

Generally, foreign ownership in Kuwaiti companies is restricted
to a maximum of 49%. We understand that local regulations
allow foreign shareholders to have economic interest which is
greater than 49%. This aspect should be confirmed from a legal
counsel in Kuwait.

The Foreign Direct Investment Law (Law No. 116 of 2013)
allows foreign entities to own up to 100% of the shares in a
Kuwaiti company provided that the foreign investor undertakes
a permissible activity in a permissible sector. The Kuwait Direct
Investment Promotion Authority (KDIPA) implements and
administers the provisions of Law No. 116 of 2013.

This is an initiative by the Kuwait Government to attract foreign
investment in almost all the sectors of the economy with only
limited exclusions. It offers up to 100% of foreign ownership,
tax credits, and custom duty exemption for foreign companies
intending to set-up business presence in Kuwait. It is important
to note that if the investor is subject to the Kuwait DMTT
regime, tax credits would not be applicable.

The Foreign Direct Investment Law allows the following options
to foreign companies setting up operations in Kuwait:

- Kuwaiti company with up to 100% foreign ownership

—  Commercial branch of a foreign company

—  Representative office without engaging in commercial
activities.

Foreign companies that do not want to incorporate an entity

in Kuwait have an option to conduct their operations under the
umbrella of a Kuwaiti agent or sponsor. In practice under agency
arrangements, foreign companies operate in Kuwait as an
extension of their head office.

The information contained herein is of a general nature and is not intended to address
the specific circumstances of any particular individual or entity.
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Key Messages

Legacy Law
Income Tax Decree No. 3 of 1955 as
amended by Law No.2 of 2008

Kuwait DMTT regime
Decree Law No. 157 of 2024 and
the Executive Bylaws

In-scope Foreign companies carrying on trade or | Multinational enterprise (MNE)
entities business in Kuwait, including branches | groups with consolidated annual
and permanent establishments. In revenues of EUR 750 million or
practice not applied to Kuwaiti entities | more (or equivalent) in at least two
wholly owned by Kuwaiti or Gulf of the four preceding fiscal years.
Cooperation Council (“GCC") nationals | Applies to constituent entities
are not consider in-scope. operating in Kuwait that form part
of an in-scope MNE group.
Interaction Entities that are not within the scope For entities that are subject to
with legacy of the DMTT regime continue to be the DMTT regime, the Corporate
tax laws (CIT / | subject to the legacy tax framework, Income Tax Law, Zakat Law and
Zakat / NLST) | including Corporate Income Tax (Law Partitioned Neutral Zone tax
No. 2 of 2008) (where applicable), law will no longer apply to such
Zakat (Law No. 46 of 2006), National entities.
Labour Support Tax (“NLST") (Law No.
19 of 2000) based on their ownership, | While the NLST Law remains
legal form, and activities in Kuwait. in force, certain provisions
are excluded, and accordingly
it is expected that Kuwaiti
multinational entities listed on
Boursa are not expected to be
subject to NLST in addition to
DMTT.
Permanent The Legacy Laws do not define a Expanded PE definitions

establishment
("PE")

permanent establishment. Practically,
even a single day presence of
employees/representatives of a foreign
company is considered to have created
a taxable presence of the foreign
company in Kuwait.

Additionally, certain types of Kuwait
source income (e.g., royalties, license
fees, interest) creates a tax filing
position of the foreign company
irrespective of their physical presence
in Kuwait.

introduced, including Fixed Place,
Construction, Service, Dependent
Agent, and Virtual PEs.

A Virtual PE may arise where a
non-resident provides services to
Kuwait customers for more than
six months in any twelve-month
period, even without physical
presence in Kuwait.

The information contained herein is of a general nature and is not intended to address
the specific circumstances of any particular individual or entity.

gl 8 DMTT ol
2024 diud 157 08) (9il&s g roll
ayisai il

Oluizdl 3150 O il Olegozo

Gl ggilall
1955 diund 3 08 JJl dwy b g o

2008 i 2 08) ogilall J3& Lo

Dlocl of 8o Ganlas Gl duwiz Bl Syl

Oous dsdlgll lg=ll

dygimndl Lgilal] &7 il (MNE) liniolly o0l A3 @ Loy cugfll § Sl
lo of) 48T of 902 gako 750 Gamgoll | dwugfl UL ole @) U Wacg .dosll
Olgid! (oo JBII e (it § (llalsy Jas wiblga) of el WS dglowal]
UL Gl @ puang Al 210l dulall | § as Ug (“GCC”) paulsdl ol palxo
lejo JSinig cugfll § s il digal Sl ous 83l2ll
Gl (poud MNE degoxo (1o
DMTT ol deuslsdl SULSK duily ol Gloi (rous éebdlgll e UL Owlgd go Jelaill
Ug lSpidl 53 &y 1 Lgale @it 8 | @bl el jloll) sl i DMTT sl Lilpuall
Bloall dabioll 0916 Ug 861 0oild | ogilall) clSpidl U5 dy pud ells § Lo U3 d )
138U NLST 1916 G louing douissall | 8Ulg (@uaiy ) (2008 did 2 0d) S/ il
2993 (05 (r0g ol>Il pasy Giliwd | dy g (2006 dimd 46 08) 0gilal]) | dlesll ey dypd
Oluuizdl 6315250 dsuefl UL ol | ) ogilall) (“NLST”) duibgll dlasll pes (éibogll
J g o) cuglll duo you § éz) ol ISl dulodl cuusy (2000 éind 19
DMTT 4] als gl NLST ugfll § dniilllg doilall
8linioll d=iigo wlay yei Ji5ol i 8lisioll pogao @il ogilell Gs) I ool sliuall
el olfo 8linio wells & Loy sl /inabgoll 399 327 Llacg daslall (“PE")
8linio loas linio olelid] slinio | § st 1>y oga) duic] dSpid) kool

Ly 289 .apsl 8l sliniog U UsSo
il o loie duwsl ol slixioll
ofl § ellae) Oloas daydo uell
i1 88 @l JUs ygibl diw 0 45T

& ol=d 3929 (93 LI ygih pie
RUVINY|

ol oS pall 285 solgd linio gl
Jio) dygS sbao o Jll glgil pasy
@l (wlgallg paws il pgung Wlglill
093 i o 38l gy o ik lesg
Cugfll § led 3929

0420 0L of 3,3 D ol g i)l Ao B g g ol dmb 13 U 6.3 gl Clogloll




Key Messages

Withholding

Legacy Law
Income Tax Decree No. 3 of 1955 as
amended by Law No.2 of 2008

There is no withholding tax (“WHT")

Kuwait DMTT regime
Decree Law No. 157 of 2024 and
the Executive Bylaws

No specific guidance provided.

from Kuwait or the physical presence
of employees in Kuwait.

Typically, there are 2 compliance
routes:

—  Taxregistration, tax declaration
filing, settlement of taxes,
completion of the mandatory audit,
and settlement of any additional
taxes as per the tax assessment; or

- Approaching the KTA through a
letter requesting an No Objection
Letter to determine if income is
taxable, which is subject to KTAs
review and approval.

Tax/Tax applicable in Kuwait. As DMTT entities fall outside the
retentions scope of the legacy corporate
However, there is a tax retention income tax laws, the applicability
regulation under which the contract of tax retentions remains unclear.
owner/customer of a company is
required to retain 5% on all payments | Clarification from the Ministry of
to any beneficiary until a tax clearance | Finance is awaited.
certificate (“TCC") is provided to
release the retentions.
Under the same regulations, the
contract owner/customer is required
to report the details of the contract to
the KTA.
Tax Compliance obligations for a foreign New compliance framework
compliance company would be determined applies to in-scope MNEs,
obligations depending on the nature of income including registration for DMTT

purposes, filing of DMTT returns,
and meeting Transfer Pricing
documentation and reporting
requirements even where no top-
up tax is payable.

Safe harbour provisions introduced
under the Executive Bylaws,
including transitional and
simplified measures aligned with
OECD Pillar Two guidance, subject
to meeting prescribed conditions.

The information contained herein is of a general nature and is not intended to address
the specific circumstances of any particular individual or entity.
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Key Messages

Legacy Law Kuwait DMTT regime oSl & DMTT oliss ol ogilal
Income Tax Decree No. 3 of 1955 as Decree Law No. 157 of 2024 and ) T ) . e
amended by Law No.2 of 2008 the Executive Bylaws 2024 &iwd 157 08) 09l ool 1955 &iud 3 108 J2 )l dy a5 guuir0
Transfer The legacy Corporate Income Tax (CIT) | Transfer pricing regulations 30l ilglle 2008 diuwd 2 08) 0gilall J3¢ LS
Pricing (“TP") | Law did not have formal OECD-style formally introduced under the
TP regulations, master/local file, or DMTT Executive Bylaws. All Toowwy gl s o) Jol i OBl 50 dw b 0958 poudis ) | (“TP") Jugsdl juseand
documentation requirements. intercompany transactions, DMTT rollai éy il zlall Lzgoy JOECD ugluub duoui) TP P Gl

whether domestic or international,
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Tax treaty As there is no WHT in Kuwait, Tax treaty relief under DMTT law Olwleoll uzgoy clacll Gubi Jljy Uy | guodl (o glasianl duy jud 3929 pas) 131 JUsoll Ololjll
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Legacy Laws

1. LegacyLaws

Corporate income tax in Kuwait

Income tax compliance is governed by Amiri Decree No. 3 of
1955 and the Law No. 2 of 2008 along with its Executive Bylaws
and circulars (collectively the “income tax law").

The income tax law is applied only to foreign entities carrying
on trade or business in Kuwait and is not applied, in practice,
to Kuwaiti entities or the Gulf Cooperation Council (“GCC")
countries. The tax liability of foreign companies investing in
Kuwait for the fiscal years commencing after 3 February 2008
shall be calculated at a flat 15% tax rate on the net taxable
profit.

The income tax law does not define a Permanent Establishment
("PE") for companies operating in Kuwait. Accordingly, foreign
companies earning Kuwait sourced income are considered as
subject to tax in Kuwait by the KTA.

Under current practices of the KTA, even a single day's visit of
a company'’s official to Kuwait creates a taxable presence for a
foreign company in Kuwait.

In cases where a contract provides for services in Kuwait,
the entire contract, including income from supply of material/
equipment to Kuwait and services provided outside Kuwait,
would be considered as subject to tax in Kuwait.

Irrespective of the physical presence of a foreign company, the
following streams of income under the
domestic tax law are taxable:

—  Royalties/License fees earned from Kuwait
- Management fees

—  Commission income

—  Interest earned from Kuwait

—  Rental/Lease earned from Kuwait.

The information contained herein is of a general nature and is not intended to address
the specific circumstances of any particular individual or entity.
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Taxable presence and permanent establishment

The Kuwait Tax Law does not provide a definition of PE. In
practice, the KTA considers a single day presence of employee/
representative of a foreign company in Kuwait creates a taxable
presence for the foreign company and the Kuwait-sourced
income due to the presence of employees/representatives is
subject to tax in Kuwait.

Kuwait has defined PE in tax treaties it has entered with other
countries. Any relief sought under PE articles of tax treaties is
required to be claimed by filing the tax declaration and is subject
to the KTAs review and approval.

In our experience, when the stay of a company’s representatives
in Kuwait is less than the period specified in the relevant tax
treaty for each fiscal period, but the duration of the contract is
longer than the period specified in the relevant tax treaty, the
KTA considers that a PE is created in Kuwait by virtue of the
entire contract's duration.

Typically for service contracts, the KTA has for some time had
the practice of looking at whether the duration of contracts
deriving Kuwait sourced income exceed the period specified
in tax treaties for determining a PE in Kuwait, rather than the
physical presence of representatives of the taxpayer in Kuwait

The KTA applies this approach comprehensively across
taxpayers to establish a deemed PE in Kuwait. Furthermore, the
KTA attributes income to a PE in Kuwait such that all the Kuwait
sourced income is typically considered connected to the Kuwait
PE and exemptions from Kuwait tax are increasingly difficult to
agree with the KTA.

Tax treaty relief

According to Article 13 of the Executive Bylaws of Law No.

2 of 2008, foreign companies which are subject to treaty
exemptions/reliefs are still required to file their tax declaration

to claim such exemptions. Therefore, even where the company
may apply treaty benefits which results in no tax payable or

a reduced tax amount, it would be required to submit the

tax declaration reporting all the income related to Kuwait
agreements and claim an exemption/relief under the relevant tax
treaty for the revenue which it believes is not taxable in Kuwait.

The information contained herein is of a general nature and is not intended to address
the specific circumstances of any particular individual or entity.

s 1)l 8liskollg il @5\l Az lgil

Ol KTA .5 lkacg ol 8liniol) 1)y GivgSl il pall 9318 48, U
(o5 Tazlgj ¢iniy A21g ooy Cuglll § duic] i) Jiowo/absgo 3929
3929 0z @l duingS )3kao (o Uzl ol iz Dl dSyil) dy pal
Cugfll § éu pall gasy pdiaoll/ puabgoll

gionl il du pall lasleal § dailul sliviall cugll céje A8g

& dail )l slinioll 3gis Lzgas Lgllno clacl/canasi glo .51 Jos o
Azl po) gasyg iu mall )8l pyadH ue d dllboll iy laslsoll
KTA dasdlgog

80)l o S8l cugSll & dSuidl lhow dold] (95 Loic s Cumoug
oS o 8338 S duall L3 duy juall 4i8laill / 8aoleoll § 8310l
8linio (TKTA s 15 B10leall § 8330l 6100l (o Jobl 162l 630 (1955

Jollll sdell .10 Sy gl § Ol 18 dails

& Jiai dulao 6518 Jio KTA il lo sl sgae) dumill 3leg
Joloxii dugS )3hao (ro 153 Agi il sgaell 10 cuil 13] Lo G il
00 I3 gl @ dails 8lisio 3929 yami) Olasleall § 8310l 810l
alall ool geall sg29)l e slaicl

§ & jido il 8liio O guwle @lbi e zaill 130 KTA @i
uofll § dailall eliiall 3 Uz KTA siaad el e Bglle .cugSl
wang Bliioll Uaiye dyf )3bao o U5l Jolf Bale Sof Cumy
i iy g ST Cugll du ps o Clelac] Gl Gl

o )l Oladlall > gos s/ clacyl

b7 ,2008 il 2 08 0gilal) dyixaisll dssll (o 13 83lall ladg
dojlo Ulasleoll Lzgos Olawass/Olelacy dsesll s Il Ol
iy Loie iz JWbg .Clelacll Alliy dllbol) Gy pall o)l,8] oyassy
e O Aguansi of oy puds Glamianl pac S92l Ulio @ubi o
LBl bl 5l JolS e Zadlly G puall J8Yl oy i
55 Gl bl oe a8l g caasill/clac Il dllballg cuygll
gl § 8y pall sl it Lo

19 08520 0L ol 3,8 1 Aol g il o ] g g ol i &3 i 5.3 gl Cloglaoll




Legacy Laws

The revenue claimed as exempt under treaty benefits would be
later substantiated by the KTA when it confirms that a company
is eligible for such treaty benefits as claimed and is satisfied
with the documents supporting the exemption of certain
revenue from tax in Kuwait.

In our experience, the KTA is inconsistent in its application of tax
treaties and its interpretation often differs from the international
interpretation of these treaties. In practice, the KTA adopts an
aggressive attitude in interpreting various Kuwait tax treaties
and disputes with the KTA are common, particularly in terms of
exemptions and reliefs claimed by taxpayers.

Therefore, treaty relief should not be assumed based on
international interpretations and robust documentation is
required to support any treaty relief claims.

Holding shares in listed Kuwaiti companies

Capital gains from mere trading of shares on the Kuwait Stock
Exchange (“KSE") is not subject to tax. In addition, since 10
November 2015, dividends received from listed Kuwaiti equities
are exempt from 15% corporate tax, which was previously
applicable on dividend payments. Accordingly, any dividend
received from the equities listed on the KSE is not subject to
tax.

However, the domestic tax law and the associated circulars do
not provide clarity on the taxability of holding listed equities

as strategic investments. In practice, the KTA considers a
transaction as a strategic investment if the name of investor
entity appears in the incorporation documents/articles of
association of Kuwaiti listed company. Strategic investment also
implies a level of input, influence, or control over key business
decisions. Where an investment is considered strategic in
nature, the same tax compliance as set out below for foreign
shareholders in unlisted Kuwaiti companies would apply (see
below for further details).

The information contained herein is of a general nature and is not intended to address

the specific circumstances of any particular individual or entity. 20
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Holding shares in unlisted Kuwaiti companies

The KTA considers that holding shares in an unlisted Kuwaiti
company (companies incorporated in Kuwait) establishes a
taxable presence for a foreign shareholder in Kuwait. Under

the current practices of the KTA, the provisions of relevant tax
treaties are not applicable to taxpayers reporting a share of profit
from a Kuwaiti or a GCC entity (on the GCC entities income
derived from Kuwait-based customers).

In practice, foreign entities holding shares in a Kuwaiti entity are
taxed under the domestic tax law of Kuwait. While there is a lack
of clarity in the domestic tax law for this approach, this is a well-
established practice of the KTA.

Accordingly, the foreign shareholder is required to fulfil the tax
compliance obligations and will be filing its tax declaration on its
economic shareholding in the local Kuwaiti company. Taxes will
be imposed on the share of profits profit at a flat rate of 15%.

Royalty/Franchise arrangements

Royalty/License income earned from Kuwaiti customers is
subject to tax in Kuwait. This is irrespective of any physical
presence in Kuwait. The gross royalty amounts earned from
Kuwaiti customers are subject to tax at 15%. The tax due may
be reduced where the franchisor/licensor is a resident of a
country which has a tax treaty with Kuwait. Any treaty relief is
subject to the KTAs review and approval.

Distribution arrangements

When looking at distribution arrangements, the KTA considers
the level of control exhibited by the foreign company on the local
distributor. Where the KTA considers that the foreign company
is controlling the operations of the local distributor related to

the products, it might consider that the foreign company is
effectively conducting business in Kuwait through the local
distributor and, therefore, consider the foreign company subject
to tax in Kuwait on all Kuwait sourced income.

The information contained herein is of a general nature and is not intended to address
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Typically, the KTA considers that foreign companies have an
embedded royalty in the product supply charged to the local
distributor and has, hence, imposed tax. This has been the case
even where the distribution agreements have no explicit royalty
clauses defining the basis of such deemed income. In the
worst-case scenario, the KTA may subject the income from the
supply of products to tax.

It is recommended that foreign companies entering
arrangements with Kuwait distributors review their agreements
from a Kuwait tax perspective and seek appropriate advice to
establish a credible tax base to actively manage Kuwait tax
exposures.

Lending arrangements

The Executive Bylaws of Law No. 2 of 2008 state that the
income from lending money in Kuwait is considered a taxable
activity. Therefore, the net interest earned from loans to Kuwaiti
companies would be considered subject to tax in Kuwait at a flat
rate of 15%.

Numerous foreign financial institutions are filing annual tax
declarations to report income from Kuwait borrowers, including
income from syndicated loans which have multiple banks as
the lending parties. These agreements are also available with
the KTA as part of the information that tax filers would supply
to the KTA during the annual filing and tax audit (inspection)
process. With more and more financial institutes complying,
the KTA is closely monitoring the compliance of lenders that are
mentioned in facility agreements. In practice, there is a high risk
that the KTA may issue an arbitrary assessment based on the
information available with them.

As part of our work with several foreign financial institutions,
we have been successful in obtaining tax assessments for
foreign financial institutions tax residents in various jurisdictions,
including Japan, France, Belgium, and Germany whereby the
KTA has accepted that financial institutions are not subject to
income tax in line with the provisions of relevant tax treaties.
Under Article 13 of the Executive Bylaws to Law No. 2 of 2008,
to claim treaty benefits, annual tax filings in line with the normal
compliance obligations for foreign entities are required.

The information contained herein is of a general nature and is not intended to address
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The above cases were where the financial institutions undertook
only lending activities from offshore. While past assessments
are no guarantee for future assessments, the recent trend

in the market is encouraging compliance by foreign financial
institutions with respect to lending transactions.

Subscription services

The Kuwait Tax Law does not have provisions that cover income
from subscription services. Typically, the KTA takes a position

on subscription services as being subject to tax irrespective of
physical presence and treats them as royalty income or on a
minimum 30% deemed profit margin. The net profit is subject to
tax at 15%.

Leasing activities

Income from leasing activities is considered as taxable under
the domestic tax law. The net profit from leasing activities is
subject to tax at 156%. There are specific provisions in certain
tax treaties, whereby lease of aircrafts are exempt from tax in
Kuwait. However, this is currently being reviewed by the KTA on
a case-by-case basis.

Tax audits

The KTA follows a universal tax audit approach, whereby every
tax declaration submitted by taxpayers is subject to review. Due
to this approach, there have been delays in the completion of
the annual tax compliance cycle for taxpayers.

Tax retentions

Currently, there is no WHT imposed in Kuwait. However, the
Ministry of Finance enforces tax retention regulations. Articles
16, 37 and 39 of the Executive Bylaws of Law No. 2 of 2008
(the tax retention regulation) require contract owners to retain
5% from payments to contractors/subcontractors or any
beneficiary and to release tax retention only on the provision of
aTax Clearance Certificate (TCC) or No Objection Letter (NOL)
obtained by the beneficiary from KTA. Article No. 39 of the
Executive Bylaw to Law No. 2 of 2008 states that the violating
contract owner can be held responsible for paying taxes
otherwise payable by the contractors/subcontractors or any
beneficiary.

The information contained herein is of a general nature and is not intended to address
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The tax retention regulations are brief and do not address
specific transactions that are in or out of the scope of these
provisions. Therefore, it is important to seek advice on whether
tax retentions should apply on a case-by-case basis.

Where taxpayers are not complaint with their tax retention
obligations on payments, the KTA disallows the entire related
cost from deductible expenses in the respective tax assessment
(effectively imposing 15% tax on the total value of payments to
the vendor to which tax retentions were not applied).

Given the above, all the business entities operating in Kuwait
should submit a Tax Retention Return (TRR) notifying the
Ministry of Finance of companies they are doing business with,
clearly stating their names and addresses, submit a copy of the
related contract(s), and retain 5% from all payments to any kind
of beneficiary,

The tax retention regulations are a mechanism used for
discovering taxpayers doing business in Kuwait.

Capital gains

Gains derived by a foreign company on the disposal of assets
and shares are taxable as normal business profits at 15%.
However, capital gains derived by a foreign company from mere
trading of shares listed on the KSE (provided no other activity or
presence in Kuwait) are exempt from tax.

Statute of limitation

Kuwait Income Tax Decree No.3 of 1955 did not provide for a
statute of limitation. Law No. 2 of 2008 amending the original
tax law provides for a statute of limitation of 5 years from the
date the tax authorities become aware of the respective income.

In practice, the KTA does not consider the Statute of Limitations
applicable where a taxpayer has not filed a tax declaration and,
therefore, it can potentially seek tax from the commencement
of arrangements with Kuwait entities.

The information contained herein is of a general nature and is not intended to address
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Advance tax rulings

The Kuwait Tax Law does not include any provisions for obtaining
advance rulings or advance pricing mechanisms for proposed
agreements/transactions. However, in relation to signed
agreements, a foreign company may file a letter with the KTA

to obtain an advance NOL, authorizing the contract owner to
release or not to retain 5% tax on the payment in relation to

the contract which, in principle, confirms that the company is
not liable to tax for the contract in Kuwait. In this case, full tax
registration and annual filings would not be required.

Tax compliance obligations
Registration with the Ministry of Finance in Kuwait

According to the income tax law, every foreign body corporate is
required to be registered at the tax administration and apply for
a tax card within 30 days from the starting date of the activity or
the contract signing date. The registration process is relatively
simple and requires you to fill 4 forms that provide the following
company details:

—  Name and address of the incorporated body inside and
outside Kuwait

—  The starting date of the activity or contract

—  The agent’s name, address, and the agency agreement
(where applicable)

- Name of the customer in Kuwait and a copy of the contract

—  Selection of fiscal period: The KTA allows the first fiscal
period for tax filing purposes to be between 7 to 18 months
from the starting date of the activities, and then annually
thereafter.

You could also choose the first fiscal period in Kuwait in
alignment with your global accounting year end. The following
documents are also required to be submitted to the KTA
together with the registration form:

—  Atrticles of Association

—  Copy of the contract

—  Copy of the agreement with the local sponsor, if applicable
—  Authorization of signatories

—  Letter of appointment for local tax advisors.

The information contained herein is of a general nature and is not intended to address
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Tax card

Further to Article 12 of the Executive Bylaws of Law No. 2 of
2008, companies must also apply to the KTA for a tax card. All
government authorities and public/private institutions will be
prohibited from dealing with companies that do not hold a tax
card. Tax cards will be issued to every taxpayer following the
application procedure and should be renewed annually. On 1
January 2017 the KTA amended Executive Rule No. 3 relating to
Law No. 2 of 2008 about the issuance of tax cards for foreign
companies that are subject to corporate income tax in Kuwait.
Based on the changes:

—  tax cards will be issued annually and are valid until 31
December.

—  tax cards will be renewed each year through the
submission of a relevant application issued by the KTA for
this purpose.

—  temporary concession is provided to the companies that
are starting their business in Kuwait and are in the process
of registration and obtaining their tax cards.

—  tax card holders are required to return their tax cards to the
KTA in the event their activities cease in Kuwait; and

—  the tax card shall not be considered as an approval for
release of tax retention amounts or evidence for clearance
of tax liabilities.

Submission of the tax declaration

According to Article 13 of the Executive Bylaws of Law No.2
of 2008, each foreign body corporate liable to tax is required to
submit a tax declaration on or before the fifteenth day of the
fourth month (approximately 105 days) following the end of the
taxable period of the incorporated body.

As mentioned earlier, according to Article 13 of the Executive
Bylaws of Law No. 2 of 2008, foreign companies which are
subject to treaty exemption are still required to file their tax
declaration to claim such exemptions. Therefore, even where
the company may apply for treaty benefits, it would be required
to submit the tax declaration and claim treaty benefits which
would be later substantiated by the KTA when it confirms that a
company is eligible to such treaty benefits as claimed.

The due tax can be settled along with the tax declaration or in
4 installments on the 15th day of the fourth, sixth, ninth, and
twelfth month following the end of the tax year.

The information contained herein is of a general nature and is not intended to address
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Legacy Laws

Electronic correspondence

Previously, the KTA would require in-person hard copy
submission of documents at the KTA premises.

As a result of the restriction on visiting the KTA imposed

due to the COVID-19 pandemic, the KTA has established an
online portal for all submissions. This includes submission of
registration requests, tax declarations, objections, appeals and
requested for NOLs for the release of tax retentions.

Tax advisors now have a specific registered e-mail ID with

the Ministry of Finance to which system-generated e-mail
acknowledgement of submissions are sent. Any correspondence
issued by the KTA is now sent to the taxpayer’s tax advisor
through e-mail. This includes tax assessments and NOLs
addressed to contract owners for release of tax retentions.

Mandatory tax audit/inspection

Following the filing of the tax declaration, it is a normal practice
for the KTA to carry out an audit/inspection of relevant books
and records to verify the underlying supporting documents of
the income and expenses reported in the tax declaration. Based
on the findings from the tax audit/inspection, adjustments are
normally made to the taxable profit.

Following the tax audit/inspection, an assessment letter is
issued. If additional taxes are assessed, the foreign body
corporate has the option to pay the additional taxes and obtain
aTCC from the MOF, or to submit an objection within 60 days
from the date of the tax assessment letter. If the tax objection
is not satisfactorily resolved within 90 days of submitting the
objection letter, the body corporate has the right to have its case
heard by an Appeal Committee.

The tax appeal must be filed within 30 days from the date of
issue of the KTAs letter in response to the tax objection. In
case there is no response from the tax department, the tax
appeal must be filed within 30 days after the end of the 90-day
period from the date the objection letter was filed. If the body
corporate is not satisfied with the outcome of the Appeal
Committee’s decision, it has the option to refer the case to the
civil courts.
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Legacy Laws

Delay penalties

In the event of failure to file a tax declaration by the due date,

a penalty equaling 1% of the assessed tax for each period of

30 days or fraction thereof for which the failure continues is
imposed. In addition, in the event of failure to pay tax by the due
date, a penalty, equaling 1% of the tax payment for each period
of 30 days or fraction thereof from the due date to the date of
settlement of the tax due is imposed.

Penalty for unreported income

In line with Executive Rule 52, the KTA would impose a penalty
of 1% on the final tax liability for each period of 30 days or a
portion thereof for the income that is not reported/declared. The
penalty is computed from the due date of submission of the tax
declaration to the date the tax assessment is issued. Previously,
this was only applied when the KTA became aware of the
revenue that was not reported in the tax declaration

However, currently the KTA is imposing the penalty on
companies where revenue has been reported in the tax
declaration but claimed as exempt from tax in Kuwait under
provisions of relevant tax treaties. The KTA appears to be
equating non-disclosure of income with revenue reported in the
tax declaration but not offered for tax in Kuwait based on treaty
exemptions.

It is, therefore, possible that where income is considered
taxable under the domestic law, the KTA may also impose
penalties at 1% of the tax arising on revenue exempted from tax
in Kuwait from the date of submission of tax declaration of the
company to the issuance of the tax assessment based on the
above.
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Legacy Laws

Key adjustments

The Legacy Law did not include transfer pricing regulations.
However, through Executive Rules, the KTA expects a minimum
amount of profit on material imported and design and consulting
services executed from outside Kuwait. The percentages are set
out below:

Category Material Design Consulting
Head office 15% 25% 30%
Rel

clated 10% 20% 25%
Parties
Third Parties 5% 15% 20%

For subcontracting arrangements, the KTAs position is that
compliance with tax retention regulations is required. The
subcontract arrangements should be connected to the prime
contract of the taxpayer. In addition, under the KTAs current
practices, losses incurred on subcontract arrangements are
extensively challenged, whereby any losses incurred are typically
not accepted.

Interest paid to the head office/related is not allowed as a
deductible expense for tax purposes. Typically, provisions are
not allowed as a deductible expense for tax purposes. However,
actual payments incurred where an expense was previously
provided for would typically be allowed based on the review of
documents supporting payments.

Partitioned Neutral Zone

The Partitioned Neutral Zone (PNZ) governed by Law No.23

of 1961 is an area between the border of Saudi Arabia and
Kuwait which was undefined when the border was originally
established. When oil was discovered in the PNZ, negotiations
commenced, and an agreement was ratified in 1970 which
partitioned the area. In practice, foreign company operation in
the PNZ is taxable according to Law No. 23 of 1961 whereby the
tax liability is computed as follows:
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Legacy Laws

Gbolldy pall Jamo |y pall 2 @l dory i

20% LieS Jlus 500,000 -0

Taxable profit range Applicable tax rate
0-KD 500,000 20%
Over KD 500,000 57%

57% e )l 500,000 o ST

In practice, as the offshore area in the PNZ has now been
formally divided between Saudi Arabia and Kuwait, activity in
the PNZ should only be subject to tax in the territory where the
work is implemented.

However, in practice, the KTA computes tax on the total income
of the taxpayer and expects that 50% of such tax should be
settled in Kuwait as such contracts are handled by the KTA in
Kuwait on a case-by-case basis.

Indirect taxes
VAT

Currently, VAT is not applicable in Kuwait. While Kuwait is a
signatory to the GCC VAT Framework Agreement, there has
been no official guidance issued by the Ministry of Finance in
Kuwait or the KTA on the expected date and draft of the VAT law.
Potentially, the VAT law for Kuwait will be in line with the GCC
VAT Framework Agreement. We await further formal guidance
from the Kuwait Government.

Custom duties

Custom duty is imposed at 5% of the value of the products
being imported. However, as the Customs Authority in Kuwait
has inconsistent practices, it is recommended that a formal
opinion is obtained from a customs expert in Kuwait on this
matter.

Personal taxes

The income earned by individuals is currently not subject to
income tax provided that the individual is not a nominee of a
foreign company as a shareholder in a local company. Therefore,
income earned by employees is not taxable in Kuwait.
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Legacy Laws

Social security

No social security is required to be paid for expat workers in
Kuwait.

Employers and Kuwaiti national employees are required to
make monthly social security contributions. The employer’s
contribution is 11.56% and the employee’s contribution is 10.5%
of the monthly salary up to a ceiling of KD 2,750 per month .

The employee contribution is deducted from the salary payable
to the Kuwaiti employees.

Social security contributions are not administered by the Kuwait
Ministry of Finance. Where assistance is required on this aspect,
we recommend that a formal opinion on social security is
obtained from a lawyer/law firm practicing in Kuwait.

Other taxes/levies
Zakat

According to Law No. 46 of 2006, Kuwaiti shareholding
companies are required to pay Zakat at 1% of the net profits.
The KTA, by reference to Ministerial Order (MO) No. 3 of 1989
concerning equality between citizens of Kuwait and the GCC

in terms of tax matters, requires non-Kuwaiti GCC companies
(similar in nature to Kuwaiti shareholding companies) with
activities in Kuwait to register for Zakat and file annual Zakat
declarations. The KTA has become very active in this respect and
has issued official letters to such entities.

In the past, KTA had accepted exemptions related to the share of
profits attributable to partial Kuwait Government share ownership
when computing Zakat. However, under current practices, the
KTA levies Zakat on the entire income, i.e., including the share of
profits attributable to the Kuwait Government.

However, wholly owned entities of the Kuwait Government are
exempt from Zakat.
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Legacy Laws

National Labor Support Tax (NLST)

According to Law No. 19 of 2000, all public Kuwaiti shareholding
companies listed on the KSE are subject to NLST at 2.5% of
their annual net profit, excluding the share of profits attributable
to a foreign body corporate and after certain allowable
deductions.

Kuwait Foundation for Advancement of Sciences
(”KFAS”)

The KFAS levy is imposed on closed and listed shareholding
companies in Kuwait. The levy is computed at 1% of the profits
after transfer to the statutory reserve and offsetting of any
losses carried forward.

The KFAS is not administered by the KTA. We recommend that
a formal opinion on the KFAS is obtained from a lawyer/law
firm practicing in Kuwait, or the KFAS is approached directly for
clarifications regarding uncertain positions.
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Taxability under
Kuwait DMTT

2. Taxability under Kuwait DMTT

Revenue Threshold

The DMTT applies to multinational groups with consolidated
annual revenues of at least EUR 750 million in two or more
of the four preceding tax periods. Revenues are based on
consolidated financial statements and include operating
revenues, investment gains and minority interests, excluding
intra-group transactions.

The revenue threshold must be tested based on the
consolidated financial statements of the Ultimate Parent Entity
("UPE"). Further where consolidated financial statements
have not been prepared, tax authority would apply a deemed
consolidation approach.

Revenues of excluded entities are included solely for the
purpose of the revenue threshold test. Where a tax period
is shorter or longer than 12 months, the threshold is
proportionately adjusted in accordance with the Executive
Bylaws.

Entities Subject to Tax

Entities incorporated or effectively managed in Kuwait (except
excluded entities) and forming part of a multinational enterprise
group that meets the prescribed revenue threshold are

subject to DMTT. This includes minority-owned subgroups,

joint ventures, and entities with no jurisdictional affiliation but
conducting activities within Kuwait. In addition, non-resident
entities operating in Kuwait through a permanent establishment
are subject to DMTT.

Tax is imposed on the entire taxable profit of the participating
entity, irrespective of the ownership percentage held by the
Ultimate Parent Entity. Investment entities located in Kuwait
are not treated as excluded entities if they are members of an
in-scope MNE group.
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Taxability under
Kuwait DMTT

Excluded Entities

Certain entities are excluded from the scope of DMTT, including
government bodies, non-profit organisations, international
institutions, pension and investment funds, and qualifying real
estate vehicles. Entities 95% owned by excluded entities may
qualify as excluded if they perform only holding or ancillary
activities. A five-year election is available to treat an otherwise
excluded entity as taxable. However, investment entities are not
excluded from the DMTT Law.

Permanent Establishment (PE)

The PE definitions are generally in line with the OECD Model
Rules. The Bylaws clarify that where an applicable tax treaty
is in force between Kuwait and the residence country, the
permanent establishment definition provided by the tax treaty

will apply.

A PE includes any fixed place of business through which a non-
resident entity carries out business in Kuwait, either wholly or
in part, including offices, factories, warehouses, and resource
extraction sites. Each PE is treated as a separate and distinct
entity for DMTT purposes.

Construction projects and service provision exceeding six
months in Kuwait within any twelve-month period would also
constitute a PE. For this purpose, the time spent by non-
resident and any closely related entities at the same site or
project is aggregated, provided each contributes more than 30
days of activity.

Service PE rules apply even without physical presence if
services are provided in Kuwait for more than six months known
as Virtual PE.

The preparatory or auxiliary activities would not create a PE
except where activities carried out by the non-resident (or
closely related entities) when combined, they form a cohesive
business operation.

A person is considered as a dependent agent where the person
acts “exclusively or almost exclusively” for the benefit of the
non-resident or is not deemed independent based on the legal
and economic circumstances.
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Disapplication of Legacy Laws

Where a taxpayer falls under the Kuwait DMTT regime, the

following decrees and laws will no longer be applicable to these

entities:

—  Corporate income tax law - Decree No. 3 of 1955 and its
amendments;

—  Zakat Law - Law No. 46 of 2006; and

—  Partitioned Neutral Zone tax law - Law No. 23 of 1961.

Law No. 19 of 2000 for National Labour Support Tax (NLST) on
Kuwait Shareholding Companies is expected to remain in force
with exclusion of Paragraph (1) of Article (12) and Paragraph (2)
of Article (14). Therefore, it is expected that Kuwaiti multinational
entities that are listed on Kuwait Boursa will not be subject to
2.5% NLST in addition to the DMTT.

Computation of Income Subject to Tax
Financial Accounting

The computation of income subject to tax starts with the
financial accounting net income or loss (“FANIL') of the
participating entity after making any tax adjustments, prepared
in accordance with IFRS-based financial statements audited by
an approved firm by the MOF. Where unavailable, consolidated
financials or other approved standards may be used based on
the guidelines issued by the MOF.

Tax Adjustments

Adjustments to net accounting income include tax expenses,
dividends, foreign exchange movements, penalties, share-
based compensation, intra-group financing, and other specific
items which are broadly in line with the OECD Model Rules
and Administrative Guidance. Special provisions apply to
insurance and international shipping income. The Bylaws also
includes elections mentioned in the OECD Model Rules and
Administrative Guidance.

Covered Taxes

Covered taxes include corporate income taxes, taxes in lieu
of income tax, withholding taxes on income (excluding taxes
imposed under a Qualified Income Inclusion Rule, Undertaxed
Profits Rule, Qualified Domestic Minimum Top-up Tax, or non-
qualifying refundable attribution taxes), and certain local taxes,

The information contained herein is of a general nature and is not intended to address
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including legacy Kuwait Corporate Income Tax, Zakat, National
Labour Support Tax (NLST), and taxes paid under the Partitioned
Neutral Zone regime, to the extent such taxes meet the
definition of covered taxes.

Covered taxes exclude non-qualifying refundable attribution
taxes, taxes arising from hybrid mismatch arrangements
or controlled foreign corporation regimes, and other taxes
expressly excluded under the Executive Regulations.

Adjustments to covered taxes are required in accordance

with the provisions of the Executive Regulations to arrive at
adjusted covered taxes for the purposes of the effective tax rate
calculation.

Effective Tax Rate (ETR)

The ETR is calculated as the ratio of total adjusted covered
taxes to net Pillar Two income for all Kuwait-based constituent
entities and PEs. ETR is expressed as a percentage rounded
to four decimal places. Separate calculations are required

for investment entities, joint ventures, and minority-owned
subgroups.

Adjusted covered taxes for all constituent
entities in Kuwait

ETR =

Net Pillar 2 income for all constituent entities
in Kuwait

Substance-Based Income Exclusions (SBIE)

SBIE allows a reduction in taxable income based on qualifying
payroll and tangible assets. Entities may opt out of this
exclusion. Documentation must be retained and provided upon
request.

Payroll costs include salaries, insurance and pensions, excluding
capitalised costs and those relating to shipping income with
percentages starting at 9.6% for 2025, decreasing progressively
by 0.2% limiting to 5% from 2033 onwards.

Tangible assets include property, equipment and licenses,
valued at average book value adjusted for depreciation with
percentages starting at 7.6% for 2025, decreasing progressively
by 0.2% limiting to 5% from 2033 onwards.

The information contained herein is of a general nature and is not intended to address
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Taxable Income

Taxable income is calculated by excluding the SBIE from net
Pillar Two income.

Tax Rate

The tax rate is determined by subtracting the ETR from the
minimum tax rate of 15%.

DMTT Payable

DMTT Payable = (Tax rate x Taxable income) +
Additional current tax.

Corporate Restructuring
Revenue Thresholds for Mergers and Spin-offs
The EUR 750 million threshold applies to merged or separated

groups within the prior four tax periods. Revenue must reflect
post-restructuring financial periods.

Joining or Leaving MNE Groups

Entities entering or exiting a group must consolidate financials
with the parent entity. Historical values and deferred tax
liabilities are adjusted accordingly.

Asset and Liability Transfers

Gains or losses from transfers are included unless part of a
qualifying reorganisation. Book values are used with necessary
adjustments.

Joint Ventures and Multiple Parent Entities

Joint ventures are treated as independent MNE groups for
tax purposes. Groups with multiple parent entities are treated
as a single entity, with consolidated financials and tax returns
reflecting all constituent entities.

The information contained herein is of a general nature and is not intended to address
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Safe Harbours

A zero-tax rate may apply if one of the following is satisfied:

- Routine Profits Test

- De Minimis Test (revenue is less than EUR 10 million,
Income is less than EUR 1 million)

- ETR Test (rate = 15%)

Non-material participating entities may use simplified
calculations if audited and compliant with accepted standards.

Transitional Safe Harbour

For fiscal years beginning on or before 31 December 2026
however excluding fiscal years ending after 30 June 2028,
groups submitting qualified country-by-country reports, may
claim tax due as “nil” if any of the simplified tests are met, i.e.
De Minimis Test, ETR Test, or Routine Profit Test.

Initial Stage of International Activity

A zero-tax rate applies for five periods if the group operates in
no more than six jurisdictions and tangible assets do not exceed
EUR 50 million and is not owned by an UPE subject to the
income inclusion rule (excluding the highest asset location).

Application and Verification

The tax authority may review and challenge safe harbour claims
within 36 months. Entities must respond within six months to
maintain eligibility.

The groups that meet the requirements of these Safe Harbours
and exclusions will still need to register for DMTT and meet
the required compliance requirements, even where the DMTT
liability is deemed to be nil.

The information contained herein is of a general nature and is not intended to address
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Transfer Pricing (TP)

The Executive Bylaws have introduced formal and stringent
TP compliance obligations for businesses operating in Kuwait.
However, formal transfer pricing guidelines are expected to be
issued through Executive Rules.

Key Highlights

The TP framework is closely aligned with the OECD Transfer
Pricing Guidelines, underscoring Kuwait's commitment to
tax transparency, fairness, and alignment with international
standards.

All intercompany transactions, whether domestic or
international, must be conducted at arm’s length i.e. on terms
that would be agreed upon by independent parties in similar
situations.

Related Parties

Parties (individual(s) or entities) are considered related if they
are connected with each other or with another person through
ownership, control, or significant influence.

TP methods

The methods prescribed are consistent with the OECD TP
Guidelines, i.e.

—  Comparable Uncontrolled Price Method
—  Resale Price Method

—  Cost Plus Method

- Profit Split Method, and

—  Transactional Net Margin Method

The taxpayer may adopt an alternative method (“other”) if it can
be reasonably justified that such a method results in a more
reliable arm’s length outcome. In all cases, the rationale and
assumptions for selecting the method is clearly documented.

The information contained herein is of a general nature and is not intended to address
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Documentation Requirements* & Penalties

Requirement Description Timeline  Penalty /

Fine

Detailed information of | Within
Local File F:ontrqlled transacltlons 30 days KD 1,000
(LF) including economic upon

analysis for local entity | request

Overview of the global | Within
Master File group§ structure, 30 days KD 3,000
(MF) operations, & upon

intercompany policies | request

To be audited by a

MoF approved aud|lt Along
Disclosure firm — filed along with with
Form (DF) the DI\/ITT. rgturn DMTT KD 3,000

— summarizing the

return
value, nature, and
pricing methodology

*The Executive Bylaws currently do not prescribe any minimum
threshold for maintaining TP documentation. Therefore, all
taxable entities — regardless of transaction value — are expected
to comply fully with compliance obligations. It is also anticipated
that the MoF may issue further guidance specifying the content
and format of the TP Disclosure Form.

Transfer Pricing Adjustment
The tax authorities have the right to adjust prices of related party

transactions if the transactions are not conducted in accordance
with the arm’s length principle.

The information contained herein is of a general nature and is not intended to address
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Compliance Obligations
Registration and cancellation

Entities falling within the scope of the DMTT Law are required
to register for DMTT purposes in accordance with procedures
and timelines prescribed by the Ministry of Finance. Registration
obligations apply irrespective of whether a top-up tax is
ultimately payable for the relevant tax period.

Under the general rule, all in-scope entities (including CEs and
PEs of Pillar 2 groups) must register with the KTA within 120
days of becoming subject to the DMTT.

For tax periods commencing between 1 January 2025 and 1
June 2025, the registration deadline was 30 September 2025.
For tax periods commencing on or after 2 June 2025, the
registration deadline is 120 days from the commencement of
tax period or from being considered in-scope and subject to
DMTT.

Cancellation or deregistration is required where an entity
ceases to be within the scope of the DMTT Law, including
where it no longer meets the applicable revenue threshold or
ceases operations in Kuwait, subject to notification and approval
procedures. Cancellation requests must be submitted within
120 days of cessation or threshold failure.

Tax returns and amendments

Participating entities are required to file DMTT tax returns and
related information returns within the prescribed filing deadlines,
even where no DMTT liability arises. Returns must be filed
within 15 months of the tax period’s end, even if no tax is due.
The DMTT Law provides for the filing of amended returns
within specified time limits where errors or omissions are
identified. Amendments are permitted within 5 years if no final
assessment has been issued. Tax filings may be subject to
review and reassessment by the tax authority.

The information contained herein is of a general nature and is not intended to address
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Currency used for tax calculation

If all local CEs use the Kuwaiti Dinar as the functional currency
of their financial statements, tax should be

calculated in Kuwaiti Dinar. However, where different functional
currencies are used, the Designated CE should calculate tax
using either the UPE's presentation currency or Kuwaiti Dinar,
however once elected would be binding for five tax periods.

In case where tax is calculated in a currency other than Kuwaiti
Dinar, the amount must be converted using the CBK's average
annual exchange rate and paid in Kuwaiti Dinar. If the CBK does
not publish a rate for a specific currency, the central bank rate
of the UPE's jurisdiction may be used, subject to prior approval
from the tax administration.

Record-Keeping and Language

Entities subject to DMTT are required to maintain books,
records, and supporting documentation sufficient to
substantiate the DMTT computation and compliance positions
taken. Records must be retained for 10 years in Arabic

or English. The tax authority may request translations of
documents where required.

Inspections and Assessments

The Ministry of Finance is empowered to conduct inspections,
audits, and assessments to verify compliance with the DMTT
Law and Executive Bylaws. Tax returns may be reviewed, and
assessments may be issued based on filed information or
estimated where adequate information is not provided.

The information contained herein is of a general nature and is not intended to address
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Taxability under
Kuwait DMTT

Dispute Resolution

Taxpayers may submit objections and appeals against
assessments, penalties, or other decisions issued under the
DMTT Law, in accordance with the procedures and timelines
prescribed under the Executive Bylaws. Objections must be
filed within 60 days. KTA must respond within 90 days. Tax
grievance must be filed to the Tax Grievance Committee within
60 days of receiving the response to the tax objection.

Further, a tax appeal must be filed against the Tax Grievance
Committee’s decision by the tax administration or by the
taxpayer within 60 days before the competent court.
Penalties and Enforcement

Fines for late submission of tax returns are as follows with the

minimum fine being KD 1,000 before the issuance of the tax
assessment:

No. of days delayed Percentage of final tax value

30 days or lower 5%
More than 30 days and up to 10%
90 days

More than 90 days and up to 15%
365 days

More than 365 days 20%

A fine of 25% of the final tax value, with a minimum of KD
5,000, is imposed if the taxpayer does not submit the return
until the date of issuing the tax assessment.
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Taxability under
Kuwait DMTT

Fine for late settlement of taxes:

A fine of 1% of the unpaid tax will be imposed on the
taxpayer for every 30 days, or part thereof, if the tax is not
paid by the deadline. This fine will start from the day after the
deadline.

Fine for submitting an incorrect tax return:

If the taxpayer submits an incorrect tax return and the
difference between the final tax and the tax from the

return exceeds 10%, a fine of 25% of this difference will

be imposed. If the taxpayer corrects the error before it is
discovered by the tax administration, the fine will be reduced
10 10%.

Administrative violations and related penalties

Fines for various administrative violations include KD 3,000 for
the following:

— failure to register within the deadlines, failure to notify
the tax administration of changes in registration data
or activity, failure to provide requested documents or
information within 30 days, preventing or obstructing tax
administration employees from performing their duties,
and failure to retain records and accounting books for the
specified period.

A fine of KD 5,000 is imposed for disclosing taxpayer
information without legal authorisation.
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Taxability under
Kuwait DMTT

Anti-tax avoidance

The DMTT Law includes anti-tax avoidance provisions that
empower the tax authority to disregard arrangements or
transactions that lack genuine commercial or economic
substance and are undertaken primarily to reduce or avoid
DMTT liability.

Statute of limitations

The right of the tax administration to claim tax debt expires
after ten years from the date of submitting the tax return or
from the end of the legally specified period for submission.
The limitation period is interrupted by various actions,
including notification of assessment letters, submission of
objections, and payment demand letters.

The taxpayer’s right to request a refund of excess tax
amounts paid expires after five years from the date of the
right to a refund.

The information contained herein is of a general nature and is not intended to address
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Global Reporting

3. Global Reporting

BEPS 2.0 -Global Minimum Tax and Kuwait
DMTT

BEPS 2.0 represents the OECD/G20 Inclusive Framework’s
response to the tax challenges arising from the digitalisation and
globalisation of the economy. It consists of two pillars.

Pillar One reallocates a portion of residual profits of the largest
multinational enterprise (MNE) groups to market jurisdictions
and generally applies to groups with consolidated global
revenues exceeding EUR 20 billion and profitability above
specified thresholds. Pillar One remains subject to ongoing
multilateral negotiations and has not yet been implemented in
Kuwait or most jurisdictions in the region.

Pillar Two introduces a global minimum effective tax rate of
15% and applies to MNE groups with consolidated revenues
exceeding EUR 750 million. Pillar Two is implemented through a
combination of global anti-base erosion (GIoBE) rules, including
the Income Inclusion Rule (“1IR"”), Undertaxed Profits Rule
("UTPR"), and DMTT.

At the global level, the OECD released the GloBE Model
Rules in December 2021, followed by agreed administrative
guidance and transitional safe harbour rules. While the original
target implementation date for Pillar Two was 1 January 2023,
actual adoption has been phased. Accordingly, Kuwait has
implemented DMTT from 1 January 2025 onwards.

Country-by-Country (CbC) Reporting

Country-by-Country (CbC) reporting is part of Action 13 of the
Base Erosion and Profit Shifting (BEPS) initiative led by the
Organisation for Economic Co-operation and Development
(OECD) and the Group of Twenty (G20). BEPS Action 13 requires
large MNE groups with consolidated revenues exceeding EUR
750 million to prepare a CbC Report that provides an overview
of the group’s global allocation of income, profits, taxes paid,
and certain indicators of economic activity for each jurisdiction in
which the group operates.
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Global Reporting

As of the date of this guide, Kuwait has not introduced a
domestic Country-by-Country reporting requirement and has
not formally implemented BEPS Action 13 minimum standards
into local law. Kuwait has, however, signed the Multilateral
Convention on Mutual Administrative Assistance in Tax
Matters, which enables exchange of tax information with other
jurisdictions.

While the signing of the convention does not, in itself, impose
a local CbC filing obligation in Kuwait, it facilitates the exchange
of CbC reports filed in other jurisdictions with the KTA, where
relevant.

Accordingly, multinational groups headquartered in Kuwait
should assess their Country-by-Country reporting obligations by
reference to the requirements of the jurisdictions in which they
operate, including whether surrogate parent filing or related
notification obligations arise outside Kuwait.

Regional considerations

In the GCC, a growing number of jurisdictions have endorsed
the BEPS 2.0 framework and have introduced, or announced
plans to introduce, tax measures aligned with Pillar Two
principles. Notably: The United Arab Emirates has introduced
a Domestic Minimum Top-Up Tax effective for financial years
beginning on or after 1 January 2025, alongside its federal
corporate tax regime. Bahrain, Qatar and Oman have also
introduced the respective DMTT legislations and issued
guidance or are expected to issue further guidance. The only
nuance in the GCC region is KSA which has supported the
BEPS 2.0 framework and continues to evaluate domestic
implementation mechanisms, including minimum tax measures
and enhancements to existing corporate tax regime.

Across the region, these developments reflect a broader shift
toward increased tax transparency, minimum taxation, and
alignment with international tax standards.
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About KPMG in Kuwait

KPMG in Kuwait operates through its member
firms KPMG Al-Qenae & Partners and KPMG
Advisory W.L.L., providing a full range of
audit, tax and advisory services to a portfolio
of clients which include major corporations,

government institutions, public sector agencies,

and not-forprofit organizations.

With over 250 employees and ten partners
based in Kuwait, we form part of a global
network of KPMG firms operate in 137
countries and territories with more than
276,000 partners and employees working in
member firms around the world, drawing on
global industry insights to complement our
strong local knowledge.

KPMG Kuwait has a dedicated team of Tax
professionals, including Transfer Pricing
specialists based in Kuwait, combined with vast
experience working for various industry sectors
and key regional and global clients.

KPMG's Tax and TP team’s deep knowledge,
combined with familiarity with local and
regional legal frameworks, allows us to help
you navigate the requirements set out in the TP
provisions as contained in the DMTT Law and
the OECD TP Guidelines. ’
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Howwe canhelp?

Scan the code below to understand how
KPMG Kuwait's tax team can assist.

Sources

Decree No. 3 of 1955 and its
amendments through Law No. 2 of
2008 and its Executive Bylaws and
the Executive Rules and Instructions
of Kuwait Income Tax Decree No. 3
of 1955 as amended by Law No. 2 of
2008.

Decree-Law No. 157 of 2024 and its
Executive Bylaws
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