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TAX RETENTION FOR KUWAITI COMPANIES

Introduction

The concept of taxation in Kuwait seems a simple one, especially for Kuwaiti companies since such
companies are not liable for income tax under the current tax practices. However, evenif there is
no direct income tax on Kuwaiti companies, there are certain tax compliance and legal obligations
imposed by various tax laws on Kuwaiti companies, that require mandatory fulfillment. Kuwaiti
companies are often caught unaware by such obligations mainly when it comes to dealing with
foreign companies and land themselves in compliance and legal issues with the tax department.

One of the key issues of tax retention, which is relevant for all Kuwaiti companies dealing with both
local and foreign parties, is discussed in this newsletter.

Mandatory requirement as per Articles 37 and 38 of Executive
Bylaw of Law no. 2 of 2008 - Tax Retention

All companies operating in Kuwait (private and government) are required to retain 5% from
the contract, agreement or transaction value or from each payment made to any company
(whether that company is inside or outside Kuwait).

[E[]

Since Kuwaiti companies are not liable for income tax in Kuwait, they may request the tax
department to issue them with a Tax Clearance Certificate (TCC) for each year in advance. In
their TCC application, the Kuwaiti company is required to submit a list of all subcontractors and
list all tax retentions they hold. Without this information, the tax department will not grant a
TCC. If the tax department issues the TCC to the Kuwaiti company, the company can ask all its
payers not to retain 5% on payments due to it.

In addition to the above, Kuwaiti companies are also required to comply with the following.
They must:

Submit a copy of their contracts to the tax authorities

Conclusion

Tax retention is a mandatory
compliance process for contract
owners, where they are required to
retain 5% from all payments without
any liability of depositing it with

the government. However, non-
compliance with this process could
have major repercussions for Kuwaiti
companies who are contract owners.

Submit the names and addresses of their contractors to the tax authorities
Release back the amount of tax retention to the recipient after obtaining the TCC

Article 39 of the Executive regulations further provides that the contract owner shall remit the
due tax and penalties as a reduction from the retention money related to companies to the tax
authorities as and when requested by the tax administration.

If a foreign company moves out of the country without settling its income tax liabilities in
Kuwait, the contract owner of that foreign company is held liable for the amount of default in
income tax incurred by the company.

Our team at RSM Kuwait has the
experience to help you identify and

fix any loopholes existing in your
payments system from a tax retention
perspective. We can help you
streamline your payments system to
comply with tax retention rules.

In case of non-compliance with the tax retention rule, i.e., if a Kuwaiti company fails to retain 5%
tax from the payments made to a foreign company, the tax authorities have the right to recover
the entire tax retention (including any delay penalty) related to the foreign company from the
Kuwaiti company.

Currently, a team of tax inspectors is visiting all major Kuwaiti companies explaining the tax
retention requirements and the periodic filing of tax retention lists.
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