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INTRODUCTION

Recent developments under Kuwait's FY 2026/2027 Budget Executive
Regulations appear to provide important clarification on the operation of
the 5% retention mechanism under Law No. 2 of 2008, particularly in light
of the Domestic Minimum Top-Up Tax (DMTT) introduced by Law No.
157 of 2024.

These developments are especially relevant for government entities
acting as payers, as well as multinational enterprise (MNE) groups
operating in Kuwait.

Based on the information currently available, these clarifications seem to
have been introduced through administrative guidance linked to the FY
2026/2027 Budget Executive Regulations, rather than through a
standalone amendment to the underlying retention tax legislation.
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KEY DEVELOPMENTS

1 Mandatory 5% Retention 2 Exemption for DMTT /
- by Government Entities - MNE Groups
Government entities are Payments to entities within
required to continue applying a the scope of the DMTT may
5% retention on payments to be exempt from the 5%
contractors, in line with existing retention, subject to:
rules. » Proper registration under

the DMTT framework
« Obtaining a valid Ministry
of Finance (MoF) tax

certificate
3 Retention Continues for 4. Five-Year Rule
- Non-MNEs = Introduced
The 5% retention requirement Retained amounts not
continues to apply to entities claimed within five years may
outside the scope of DMTT. be transferred to the Ministry
of Finance.

9.  Tax Clearance Requirement 6. Restriction on Gross-Up
— - Clauses
A tax clearance certificate is Government contracts should
generally required to: not include provisions requiring
» Release retained amounts the government to bear tax
» Access certain government liabilities on behalf of
services contractors.
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IMPLICATIONS & ACTIONS

Key implications

Cash Flow Considerations
Potential exemption for qualifying MNE groups may ease cash flow
pressures, while others remain impacted by retention.

Contract Structuring
Existing contracts with government entities may require review and
possible amendment.

DMTT Interaction
The linkage between retention tax and DMTT introduces additional
complexity for in-scope groups.

Compliance Requirements
Access to exemption will depend on timely registration and
certification.

WHO IS IMPACTED?

Multinational groups within the scope of Pillar Two / DMTT
Contractors dealing with Kuwaiti government entities
Foreign entities operating in Kuwait

Infrastructure, construction, and engineering sectors
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RECOMMENDED ACTIONS

E]
Assess DMTT Review Obtain Required
Status Government Certification
Assess whether Contracts Ensure MoF
your group falls |dentify exposure registration and
within the scope of to the 5% retention tax certification are
DMTT. and assess in place.

financial impact.

. Monitor Further Developments
Further clarification is expected on scope and

practical application.

CLOSING NOTE

These developments highlight the evolving interaction between Kuwait’s
existing retention framework and the new minimum tax regime.
Businesses engaging with government entities should proactively assess
the impact on cash flow, contracts, and compliance obligations.
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