Kuwait Pillar 2

update

Executive Regulations released on 29 June
2025 on Introduction of Supplementary
Guidance to DMTT




Scope of DMTT

On June 29, 2025 the Ministry of Finance of Kuwait published the ‘Executive Regulations’ for the Domestic Minimum Top-up Tz
(DMTT) for Multinational Enterprises (MNEs) under Ministerial Resolution No. (55) of 2025. The Executive Regulations
supplement the DMTT Law (Decree by Law No. 157) released on 30 December 2024 providing further details and clarity on the
definition, computation method, compliance process and administrative matters. The Executive Regulations are mostly aligned

with GIoBE Model Rules and its commentary
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Determination of Net Pillar 2 Income

v Entities connected through ownership or control,
having consolidated financials by the Ultimate
Parent Entity (UPE), including those excluded
due to size, materiality, or being held for sale

v Asingle entity operating in one jurisdiction with
one or more permanent establishments in other
jurisdictions, provided it is not part of a
consolidated group as defined above
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v Any entity that is part of a MNE Group,
excluding those specifically exempt as
Excluded Entities under the Executive
Regulations
Any Permanent Establishment of a Main
Entity, which is treated as a separate
entity from both the Main Entity and
other permanent establishments

Under Article 80 of Kuwait's Executive Regulations, in-scope entities of
an MNE Group must appoint a single designated CE to handle all tax
matters with the Tax Administration. This entity is responsible for filings
and documentation, though each group member remains individually
liable. If the UPE is in Kuwait, it must be the designated CE; if multiple
UPEs exist, one must be chosen. A new CE must be appointed within
30 days if the existing one exits Kuwait or the group.
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Calculation of ETR, Top-up Tax Liability

. Certain types of entities are
required to calculate their ETR

. separately from the rest of the
group in Kuwait. These include
Joint Ventures (JVs), Minority-

. Owned Constituent Entities
(MOCES), Investment Entities, and

t Stateless Permanent
Establishments (PEs)

If a group chooses not to claim
. exclusion in a given year, the
excluded income for that year will
be considered as nil. Additionally,
- if the excluded income exceeds
the net Pillar Two income for the
' period, the excess cannot be
carried forward to future years.
Entities must maintain adequate
' supporting documentation to
substantiate the claimed payroll
' and tangible asset costs, which
must relate only to eligible e,
employees and quallfylng tanglble
' assets. S
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Safe Harbour

Under Article 60, tax is considered zero for a multinational entity group using the simplified accounting method,
provided one of three tests is met in a country i.e.,, the normal profits test, the minimum revenue test, or the effective tax
rate test. These tests can be verified using simplified income, revenue, or tax calculations. Calculations must include
relevant group entities and comply with specific thresholds and conditions outlined In related articles and regulations

- A transitional safe harbor is available for multinational groups that submit qualifying cross-border reports based on eligible
financial statements. For tax periods beginning on or before December 31, 2026 (but not ending after June 30, 2028), the top-up
tax may be considered zero if revenue and income thresholds are met or if the effective tax rate satisfies the minimum
requirement. These reports must be based on reliable, standardized financial data

During the initial phase of international activity, a taxpayer's tax rate is zero if specific conditions are met, including presence in

no more than six jurisdictions and tangible assets not exceeding EUR 50 million outside the primary jurisdiction. The rule L
excludes assets held by investment entities, joint ventures, or subsidiaries thereof. Tangible assets must be physically located in
the jurisdiction to be counted, and minority-owned associates are fully included. These provisions cease after five tax perlods ey

following the first application of Pillar 2 rules to the multinational group

The Tax Administration may verify the data If a taxpayer applies a safe harbor and can raise an objection within 36 months
of receiving the tax return, providing supporting facts. The designated C then has 6 months to respond. If the response
fails to prove that these facts did not affect safe harbor condltlons the safe harbor won't apply However |f the ent‘:t‘y‘
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Transfer Pricing Requirements

Croup entities operating in Kuwait are required to ensure that transactions with related parties, whether within or outside Kuwait, are conducted on
an arm’'s length basis.

v Related Persons are defined as having common connection with each other or with another person, or if one person has significant or controlling
over the other person, or if two or more persons are under common control. The regulations prescribe 50% or more direct or indirect
shareholding or control as a threshold for establishing the relationship between the persons

v The control is defined as the ability of any person alone or with persons related to him, directly or indirectly, to exercise the effective influence
over the decisions or actions of other person. The regulations prescribe the inclusive scenarios covering voting rights, appointment of board or
managers, right to obtain capital or profits, influence over the management, providing loans or guarantees with certain thresholds

v The Regulations also prescribe the factors such as contractual terms, characteristics, economic circumstances, economic activities, assets and
risks, business strategies of the transaction to be taken into account for comparing with the uncontrolled transactions

v The regulations also prescribe certain methods such as comparable arm's length method, resale price method, total cost-plus profit margin
method, the net profit margin method for the transactions, the method for apportioning transaction profit. The taxpayer must document the
reasons and assumptions for choosing a method and can also use any other method if none of the above methods are applicable

v The tax administration has right to adjust the transaction price based on methods prescribed in the regulations

o demonstrate compliance:

Each taxable entit ated to maintain the following documen

It is anticipated that the MoF will release further guidance outlining the detailed content and format requirements for the disclosure form. The
Regulations do not specify any minimum threshold for maintaining transfer pricing documentation. As a result, all taxable entities are required to
comply with the documentation and disclosure requirements, regardless of the scale or value of their related party transactions
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Other Key Areas

The Filing CE/Designated CE must
apply for registration with the MoF
within 120 days from the date it
becomes subject to tax. Penalties for
non-compliance are up to KWD 3,000
as per the DMTT Law. The DMIT
registration requires submission of
details on the MNE Group, including
ownership  structure, fiscal year,
financial data, and consent from
relevant  entities  regarding the
designation of the appointed CE. The
MoF will issue a registration certificate
once accepted. For MNE Groups that
were in-scope of the DMTT on 1
January 2025, they are required to
register by 30 September 2025

The designated CE must submit a
request to the Tax Administration to
deregister if any of the following
situations arise: (1) the registrant has
completely ceased its activity in the
country; (2) the registrant has exited
the multinational entity group and
the designated entity has notified the
Tax Authority; (3) the multinational
group, which includes the registrant,

has not met the revenue threshold
for five consecutive tax periods and
the designated entity has informed
the Tax Authority of this for each
period; or (4) any other case as
determined by the Tax Authority

The designated CE must file a tax
return within 15 months of the end of
each tax period, even if no tax is due. A
simplified return or additional Pillar 2
filing may be required by the Tax
Authority. Amended returns are
allowed within five years, provided the
period hasn't already been assessed,
and must include reasons for the
changes. Taxpayers must maintain all
records necessary to prepare financial
statements, determine taxable
income, and comply with Pillar Two,
including key documents such as
financial statements, journals,
registers, and transfer pricing files.
Supporting documents like invoices
and calculation methods must also be
retained for at least 10 years from the
end of the relevant tax period

Under the Executive Regulations, monetary
references to the Euro must be converted
using the Central Bank of Kuwait's (CBK)
average exchange rate for December of the
previous calendar year. For tax calculation, if all
local constituent entities use Kuwaiti Dinar
(KWD) as their functional currency, the tax
must be computed in KWD. In cases where
multiple functional currencies are used, the
Designated Constituent Entity must elect to
compute tax either in KWD or the UPE's
presentation currency; this election is binding
for five tax periods. Taxes calculated in a
foreign currency must be converted to KWD
using the CBK's average annual exchange rate
for payment. Alternatively, amounts may be
converted to the UPE's presentation currency
in line with approved accounting standards.

Where CBK rates are unavailable, the central |
bank rate of the UPE's jurisdiction may be | -
used with prior approval from the Téx'._;‘.

Administration

v Administrative penalties and tax evasion: Kuwait's Executive Regulations impose a 1% penalty for each 30-day delay in tax payment or fraction thereof, penalize unauthorlzed drsclosu re-qf
taxpayer information with a KWD 5,000 fine; and outline procedures for investigating and settling tax evasion cases. Further, when the tax administration suspects a tax evasion crimg, it m-éy A ‘
refer the case to the Public Prosecution with ministerial approval. However, a settlement may be reached if the taxpayer pays all due taxes and penalties, along Wlth E ﬂne eq.ual t@ ‘the eva.déd .*
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v Kuwait's Executive Regulations require the tax administration to consider the tax effects of any agreements or transactions primarily aimed at reducing, deferrlng of- aVOLdln'g-t'ax o-nly, .® .-_ -', .t
after assessing genuineness of commercial or economic purpose of such arrangements, the administration may-examine the transactions executed, thelr underlylng ratlor'ma'le su‘bstarﬁce-and.' ':*:.
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ABOUT US

» VSTN Consultancy is a boutique Global Transfer pricing firm with extensive expertise in the field of

international taxation and transfer pricing. VSTN Consultancy has been awarded by International Tax ' o [Eeie
Review (ITR) as Best Newcomer in Asia Pacific - 2024 and is recognized as one of the finest performing ‘sesmewl”oﬂiﬁifmem
transfer pricing firms. VSTN Consultancy has been shortlisted in 7 awards as finalist by ITR for Tax = y—
Innovator, Tax Compliance and Reporting Firm, Transfer Pricing Leader (founder), Transfer Pricing Rising nmEm

Star (One of the Employees) in Asia Pacific - 2025 and Best Newcomer, Tax Innovator and Transfer

Pricing Leader (founder) in EMEA - 2025. i7a] womDTAX
» - S . . . . . . HIGHLY REGARDED PRACTITIONER
Our offering spans the end-to-end Transfer Pricing value chain, including design of intercompany policy, 2025

drafting of Interco agreement, ensuring effective implementation of the Transfer Pricing policy, year-end
documentation and certification, Global Transfer Pricing Documentation, BEPS related compliances CONTACT US

(including advisory, Masterfile, Country by Country report), safe harbor filing, audit defense before all

forums and dispute prevention mechanisms such as Advance Pricing agreement. Sl O
We are structured as an inverse pyramid where leadership get involved in all client matters, enabling Shakti towers, Tower A, Door Cl.
| | | ! | 4th floor, Annasalai,
. clients to receive the highest quality of service. e
Being a specialized firm, we offer advice that is independent of an audit practice and deliver it with an +91 99620 12244
uncompromising integrity. ‘ International Office-Dubai = -
)) +971 58 305 3317

Our expert team brings in cumulative experience of several decades in the transfer pricing space having RN
worked with multiple Multinational Companies across sectors/industries in the Big 4 and have cutting | .".'.'_-:_-'_-_‘}_-_.f-';.lf-':_?‘,'f.f-'.-‘if'.f-'_‘-':_'!,f.ff.f.'_'{;i‘;
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edge knowledge and capabilities in handling complex TP engagements. e R
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