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Preface 

This guide sets out general principles relating to the computation of the Domestic Minimum 
Top-up Tax (DMTT).  
This guide is intended to provide general information only and contains the current views of 
the National Bureau for Revenue (NBR) on the application of the DMTT Law and Executive 
Regulations. The content of this guide is not intended to be exhaustive and does not cover 
every matter that would need to be considered by a Multinational Enterprise Group when 
assessing the impact of the DMTT. This guide should be read in conjunction with the DMTT 
Law and Executive Regulations.  
The Multinational Enterprise Group may also refer to the Model Rules, Administrative 
Guidance and Commentary issued by the Organisation for Economic Cooperation and 
Development (OECD) to date for additional information.  
This guide is not a legally binding document and does not commit the NBR or any other 
person, including a Multinational Enterprise Group, in respect of any transaction or treatment. 
This guide does not provide binding interpretative directions and is not a substitute for 
obtaining competent advice from a qualified professional.  
The rules related to DMTT in Bahrain are set out in the DMTT Law and Executive Regulations 
which are available on the NBR’s website, www.nbr.gov.bh. 
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1. Introduction 

1.1. Background  

In 2018, the Kingdom of Bahrain (“Bahrain”) joined the Inclusive Framework on Base Erosion 
and Profit Shifting (BEPS) of the Organisation for Economic Cooperation and Development 
and the G20 (the “OECD/G20 Inclusive Framework”). The OECD/G20 Inclusive Framework 
introduced Pillar Two as part of its “BEPS 2.0” project to establish a global minimum effective 
tax rate to ensure that in-scope multinationals are taxed at a minimum level in all jurisdictions 
in which they operate. The agreed minimum effective tax rate is 15%. 
Bahrain issued Decree-Law No. 11 of 2024 on 1 September 2024, which introduced the global 
minimum tax in the form of a domestic minimum top-up tax (“DMTT”) for Multinational 
Enterprises (the “DMTT Law”). The DMTT Law became effective on 1 January 2025.  
On 11 December 2024, Bahrain issued Decision No. 172 of 2024 Issuance of the Executive 
Regulations for Decree-Law No. 11 of 2024 Regarding the Implementation of Tax on 
Multinational Enterprises (the “‘Regulations” or the “Executive Regulations”). 

1.2. Purpose of this Guide 

The purpose of this guide (“Guide”) is to outline the methodology for computing Tax under the 
DMTT Law and Regulations (collectively, the “DMTT Framework”) for entities that are within 
the scope of the DMTT. See the “Entities in Scope of DMTT Guide” on the NBR website for 
further details on how to determine whether an entity is within the scope of the DMTT.  

1.3. Exclusions and Safe Harbours 

The DMTT Law and Regulations contain Exclusions and Safe Harbours, both transitional 
and permanent, that deem the Tax Due to be nil for the Fiscal Year in which they apply and 
remove a requirement to compute Tax Due. The Safe Harbours and Exclusions include the 
following: 
• Exclusion for the Initial Phase of International Activity 

• The Transitional Country-by-Country Reporting Safe Harbour 

• The De Minimis Exclusion 

• The Simplified Computation Safe Harbour 
 
Filing Constituent Entities will need to demonstrate that the conditions of the Safe Harbour or 
Exclusion are satisfied, or an election has been made where relevant. Administrative 
obligations such as registration and the submission of Tax Returns will still apply to Entities 
availing of a Safe Harbour or Exclusion. 
 
See the Entities in Scope of DMTT Guide on the NBR website for further details on Safe 
Harbours and Exclusions.  
  

https://www.nbr.gov.bh/publications/view/entities_in_scope_of_dmtt
https://www.nbr.gov.bh/publications/view/entities_in_scope_of_dmtt


DMTT Computation Guide – Version 1.0 
 
Overview of the DMTT Computation 
 

   

  
 
 

© Kingdom of Bahrain | National Bureau for Revenue  2 
 

2. Overview of the DMTT Computation 

2.1. Computation obligations of a Filing Constituent Entity  

A Filing Constituent Entity is a Bahrain located Entity of a Multinational Enterprise Group which 
has been appointed by the Bahrain located Constituent Entities of that Group as the Entity 
responsible for the main compliance obligations of all Bahrain located Constituent Entities.  
Typically, when computing the DMTT liability, one DMTT computation is prepared for all 
Bahrain located Constituent Entities, essentially blending their financial results (as adjusted) 
and determining a single Effective Tax Rate. However, a separate Effective Tax Rate 
computation should be prepared for the following Entities: 

• Minority Owned Constituent Entities 

• Investment Entities and Insurance Investment Entities 

• Stateless Constituent Entities 
Special computation rules apply to these Entities. These are discussed in section 17 of this 
guide. 
The result of the computation for Constituent Entities and of the computation for the three 
Entity types above are added together to arrive at the Tax Due for the relevant Fiscal Year. 
The DMTT compliance obligations of a Bahrain located Joint Venture and its Bahrain located 
Joint Venture Subsidiaries (if any) are dealt with separately and a separate Filing Constituent 
Entity should be appointed by such Entities. Further, the DMTT liability for Bahrain located 
Joint Ventures and their Bahrain located Joint Venture Subsidiaries is computed separately as 
if the Joint Venture was the Ultimate Parent Entity of a separate Multinational Enterprise 
Group. Further details of the separate computation for Joint Ventures and their Subsidiaries 
are set out in section 17 of this guide. 
Before computing the Tax Due, a Filing Constituent Entity should consider the Exclusions and 
Safe Harbour provisions described in the Entities in Scope of DMTT Guide on the NBR 
website.  

2.2. Steps to compute the DMTT liability 

The table below sets out, at a high level, the recommended sequence of steps to be taken 
when computing the DMTT liability for Constituent Entities of a Multinational Enterprise Group 
which meets the Revenue Test for a Fiscal Year. Each step is further detailed in the following 
sections of this Guide. 
Separate computation requirements for other Constituent Entities (Minority-owned Constituent 
Entity, Investment Entity and Insurance Investment Entity, Stateless Constituent Entity) as well 
as Joint Ventures and any Joint Venture Subsidiaries subject to the DMTT Law are described 
in section 17 of this guide. 

  See 
section 

Step 1  Determine Financial Accounting Net Income or Loss of each Constituent 
Entity for the Fiscal Year 

 

The Financial Accounting Net Income or Loss is the starting point of the DMTT 
computation. This is the net income or loss for each Bahrain located Constituent Entity 
included in the Consolidated Financial Statements of the Ultimate Parent Entity of the 

5 
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Multinational Enterprise Group before any consolidation adjustments and other 
adjustments required for DMTT purposes. 

Special determination / allocation rules apply for Permanent Establishments and Flow-
through Entities. 

Step 2 Adjust Financial Accounting Net Income or Loss of a Constituent Entity 
for the Fiscal Year to determine Constituent Entity Income or Loss 

 

The net income or loss under Step 1 is adjusted to eliminate common book-to-tax 
differences and arrive at Constituent Entity Income or Loss. Some adjustments are 
mandatory and others are based on an election made by the Filing Constituent Entity. 

6 

Step 3 Identify Covered Taxes of each Constituent Entity for a Fiscal Year  

The starting point for the computation of Covered Taxes is the current tax expense 
accrued for Financial Accounting Net Income or Loss. Certain adjustments to the current 
tax expense amount are made for DMTT purposes. 

7 

Step 4 Allocate Covered Taxes to other Constituent Entities as required  
The allocation of Covered Taxes between different Constituent Entities should follow the 
allocation of income corresponding to the Covered Tax. This means that Covered Tax 
should mirror the same place as the income that was taken into account when 
computing Constituent Entity Income or Loss. 

8 

Step 5 Adjust Covered Taxes for temporary differences and losses to arrive at 
Adjusted Covered Taxes 

 

Adjusted Covered Taxes is determined by applying certain adjustments to Covered 
Taxes. The adjustment mechanism is designed to include taxes of a Constituent Entity 
that are not recorded in the profit and loss statement of the relevant Constituent Entity 
and to exclude taxes that are not related to the scope of DMTT Law. 

9 

Step 6 Compute the Effective Tax Rate on an aggregate basis for all 
Constituent Entities located in Bahrain 

 

The Net Constituent Entity Income should be computed on an aggregated basis for all 
Constituent Entities located in Bahrain (other than Constituent Entities for which a 
special computation is required). This is computed as follows: 

Net Constituent Entity Income = the absolute value1 of the aggregate of 
the Constituent Entity Income of all Constituent Entities located in Bahrain 
– the absolute value of the aggregate of the Constituent Entity Loss of all 
Constituent Entities located in Bahrain. 

If Net Constituent Entity Income is not a positive amount, there is no Net Constituent 
Entity Income and it is not necessary to calculate the Effective Tax Rate. 

Where Net Constituent Entity Income is a positive amount, the Effective Tax Rate is 
computed on an aggregate basis for all Constituent Entities located in Bahrain (other 
than Constituent Entities for which a special computation is required). The Effective Tax 
Rate is computed using the following formula:  

Effective Tax Rate = Adjusted Covered Taxes ÷ Net Constituent Entity 
Income  

10 

 
1 An absolute value is the distance on the number line from zero, regardless of direction in a negative or positive 

direction. An absolute value is always expressed as a positive number, e.g. the positive value of -10 is 10 as it 
is 10 on the number line from zero and is expressed as a positive. 
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Step 7 If the Effective Tax Rate computed under Step 6 is lower than the 
Minimum Rate (currently 15%), compute the Additional Tax Rate 

 

Additional Tax Rate = Minimum Rate (15%) - Effective Tax Rate 

The Additional Tax Rate is the applicable rate at which the Filing Constituent Entity will 
be subject to Tax for that Fiscal Year. 

11 

Step 8 
Compute the amount of Substance-based Income Exclusion for all 
Constituent Entities (other than Constituent Entities for which a special 
computation is required) 

 

The Substance-based Income Exclusion excludes an amount of income from being 
subject to Tax under the DMTT Law. The amount of Substance-based Income Exclusion 
for each Fiscal Year is a certain percentage of Eligible Tangible Assets and Eligible 
Payroll Costs. 

12 

Step 9 Compute Taxable Income  

Taxable Income is computed in accordance with the following formula: 

Taxable Income = Net Constituent Entity Income - 
Substance-based Income Exclusion 

13 

Step 10 Compute Additional Current Tax  

Where the results of a previous Fiscal Year are adjusted after the filing of the Tax Return, 
the DMTT Law requires the re-computation of the Tax Due for that Fiscal Year. Any 
excess Tax Due that arises from the re-computation is deemed to be Additional Current 
Tax for the current Fiscal Year. 

14 

Step 11 Compute Additional Tax for Permanent Differences  

Additional Tax for Permanent Differences arises in certain circumstances where there 
are differences in treatment of an item under a local corporate income tax framework 
and the DMTT Law, and these differences in treatment give rise to an “Excess Negative 
Tax Expense”. The difference is considered permanent if it will not automatically reverse 
over time. 

15 

Step 12 Compute the Tax Due   

Tax Due = (Additional Tax Rate x Taxable Income) + Additional Current Tax + Additional 
Tax for Permanent Differences 

The result of multiplying Additional Tax Rate by Taxable Income should be deemed nil 
for the Filing Constituent Entity in a Fiscal Year if one of the following applies:  

• The Effective Tax Rate is higher than 15%;  

• There is no Net Constituent Entity Income;  

• The SBIE is higher than the Net Constituent Entity Income; or  

• The Multinational Enterprise Group or the Filing Constituent Entity is eligible for an 
Exclusion or Safe Harbour. 

16 
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3. Consolidated Financial Statements 

3.1. Introduction 

The DMTT Law and its Regulations place significant reliance on the Consolidated Financial 
Statements of the Ultimate Parent Entity of the Multinational Enterprise Group. The principles 
used to prepare them and the information contained in them determine the Constituent Entities 
of a Multinational Enterprise Group and determine if the Group is within the scope of the 
DMTT.2 
In addition, the figures per the accounts or financial statements of each Entity which have 
been used in preparing the Consolidated Financial Statements of the Ultimate Parent Entity 
are used as the starting point to determine the Financial Accounting Net Income or Loss of a 
Constituent Entity.  

3.2. Definition of Consolidated Financial Statements of the Ultimate Parent Entity  

For the purposes of the DMTT Law, Consolidated Financial Statements means:  
1. The financial statements prepared by an Entity in accordance with an Acceptable Financial 

Accounting Standard, in which the assets, liabilities, income, expenses and cash flows of 
that Entity and the Entities in which it has a Controlling Interest are presented as those of 
a single economic unit. 

2. Where an Entity is subject to the DMTT Law because it is part of a Group which comprises 
the Entity itself and one or more Permanent Establishments located in other jurisdictions 
and where the Entity is not part of another Multinational Enterprise Group, the financial 
statements of that Entity (which would be expected to include the financial results of its 
Permanent Establishment) that are prepared in accordance with an Acceptable Financial 
Accounting Standard. 

3. Where financial statements of an Ultimate Parent Entity (1 above) or an Entity with its 
Permanent Establishments (2 above) are not prepared in accordance with an Acceptable 
Financial Accounting Standard, the Consolidated Financial Statements will be the financial 
statements that have been prepared provided that adjustments are made to prevent any 
Material Competitive Distortions (see section 3.5). 

Example 

A Multinational Enterprise Group headquartered in Country X has an Ultimate Parent Entity that 
prepares its Consolidated Financial Statements in accordance with Country X’s generally accepted 
accounting principles (GAAP). The Multinational Enterprise Group owns a Bahraini subsidiary that 
operates in Bahrain and other GCC countries. For DMTT purposes, Country X’s GAAP is not an 
Acceptable Financial Accounting Standard.  

As the GAAP of Country X is not an Acceptable Financial Accounting Standard, the Multinational 
Enterprise Group may only use the Consolidated Financial Statements prepared under Country X’s 
GAAP for DMTT purposes provided that adjustments are made to those Consolidated Financial 
Statements to prevent any Material Competitive Distortions. 

 
4. Where the Ultimate Parent Entity of a Multinational Enterprise Group does not prepare 

financial statements under 1, 2 or 3 above, the Consolidated Financial Statements are 

 
2 The principles to prepare and information contained in Consolidated Financial Statements may also be relevant 

to determine whether Entities are within the scope of the Model Rules issued by the OECD. 
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those that would have been prepared if the Ultimate Parent Entity was required to prepare 
statements in accordance with an Authorised Financial Accounting Standard that is either: 

• An Acceptable Financial Accounting Standard; or 

• Another Authorised Financial Accounting Standard where the Consolidated Financial 
Statements have been adjusted to prevent Material Competitive Distortions. 

3.3. Acceptable and Authorised Financial Accounting Standards 

Section 3.2 refers to Consolidated Financial Statements prepared in accordance with an 
Acceptable Financial Accounting Standard or an Authorised Financial Accounting Standard 
(depending on the context). 
Acceptable Financial Accounting Standards for DMTT purposes are: 

• International Financial Reporting Standards (IFRS). 

• Generally Accepted Accounting Principles of Australia, Brazil, Canada, Member States of 
the European Union, Member States of the European Economic Area, Hong Kong (China), 
Japan, Mexico, New Zealand, the People’s Republic of China, the Republic of India, the 
Republic of Korea, Russia, Singapore, Switzerland, the United Kingdom, and the United 
States of America. 

An Authorised Financial Accounting Standard is a set of generally acceptable accounting 
principles3 permitted by an Authorised Accounting Body in the jurisdiction where the Entity 
preparing the financial statements is located. 
The NBR recognises two Authorised Accounting Bodies in Bahrain, the Ministry of Industry 
and Commerce and the Central Bank of Bahrain. The Ministry of Industry and Commerce 
requires Entities (including Bahrain registered branches of foreign Entities) to prepare financial 
statements using IFRS.  
The Central Bank of Bahrain requires certain Entities to prepare financial statements using 
standards set out by the Accounting and Auditing Organization for Islamic Financial Institutions 
(AAOIFI). As such, both IFRS and AAOIFI are Authorised Financial Accounting Standards for 
DMTT purposes. However, as AAOIFI standards are not an Acceptable Financial Accounting 
Standard, financial statements prepared using these standards need to be adjusted for 
Material Competitive Distortions (see Section 3.5). 

3.4. Deemed consolidation 

In some cases, a parent entity may not consolidate its subsidiaries because there is no statute 
or regulation that requires it to do so. 
Where an Ultimate Parent Entity does not prepare Consolidated Financial Statements under 
an Authorised Financial Accounting Standard that is either an Acceptable Financial Accounting 
Standard or another financial accounting standard that is adjusted to prevent Material 
Competitive Distortions, deemed consolidation will apply. 
Deemed consolidation requires the Ultimate Parent Entity to prepare a set of Consolidated 
Financial Statements based on an Authorised Financial Accounting Standard that is either an 
Acceptable Financial Accounting Standard or another financial accounting standard that is 
adjusted to prevent any Material Competitive Distortions. The Multinational Enterprise Group 

 
3 In this context, a set of generally acceptable accounting principles has a broader meaning than an Acceptable 

Financial Accounting Standard, although such a standard may be a set of generally acceptable accounting 
principles where an authorised accounting body in the relevant jurisdiction permits their use. 
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may choose among the Authorised Financial Accounting Standards applicable in the 
jurisdiction in which the Ultimate Parent Entity is located. If it chooses an Authorised standard, 
but not an Acceptable standard, adjustments may need to be made for Material Competitive 
Distortions. The Consolidated Financial Statements prepared under the deemed consolidation 
requirement are used for the purposes of applying the DMTT Law.  
The deemed consolidation requirement does not modify the rules or principles applied under 
the chosen Authorised Financial Accounting Standard and does not alter the outcomes of 
applying the standard. Specifically, it does not require an Entity to consolidate the assets, 
liabilities, income, expenses, and cash flows of another Entity on a line-by-line basis where 
the Authorised Financial Accounting Standard does not require such consolidation. For 
example, if the Authorised Financial Accounting Standard allows an Entity which is an 
Investment Entity under criteria specified in the accounting standard to reflect certain 
investments in the financial statements at fair value, such as majority Ownership Interests in 
other Entities, the deemed consolidation test will not require those investments to be 
consolidated on a line-by-line basis. 

Example  

Neptune Co is established and tax resident in Country X. Neptune Co is the Ultimate Parent Entity 
of a Multinational Enterprise Group. Under the laws of Country X, Neptune Co is not required to, and 
does not, prepare Consolidated Financial Statements. Neptune Co owns all the shares in Mercury 
Co and Saturn Co which are located in Country X and in Jupiter Co which is located in Bahrain.  

As Neptune Co does not prepare Consolidated Financial Statements, the deemed consolidation 
requirement applies. This means that Neptune Co’s Consolidated Financial Statements are those 
that would have been required to be prepared had Neptune Co been required to prepare 
Consolidated Financial Statements under an Authorised Financial Accounting Standard that is either: 

• An Acceptable Financial Accounting Standard, or  

• Another financial accounting standard that is adjusted to prevent Material Competitive 
Distortions.  

Neptune Co may choose to apply any accounting standard which is an Authorised Financial 
Accounting Standard in Country X. Neptune Co chooses IFRS, an Acceptable Financial Accounting 
Standard.  

From an IFRS perspective, Neptune Co is treated an Investment Entity pursuant to IFRS 10. As an 
Investment Entity, Neptune Co is exempt from the requirement to consolidate its subsidiaries on a 
line-by-line basis aside from certain exceptions e.g. exception for subsidiaries that provide 
investment-related services in support of the investment entity. Mercury Co is engaged in the 
provision of investment-related services in support of Neptune Co and it is therefore consolidated on 
a line-by-line basis by Neptune Co. Saturn Co and Jupiter Co are not consolidated on a line-by-line 
basis by Neptune Co as they do not fall within any of the exceptions of IFRS 10. 

The IFRS 10 rules will not be modified for the purpose of applying the deemed consolidation 
requirement. Therefore, Mercury Co will be a Constituent Entity of the Neptune Co Multinational 
Enterprise Group as it is consolidated in the on a line-by-line basis by Neptune Co. Saturn Co and 
Jupiter Co will not be Constituent Entities of the Neptune Co Multinational Enterprise Group as they 
are not consolidated on a line-by-line basis by Neptune Co. 

 
3.5. Material Competitive Distortions  

3.5.1. Introduction 

A Material Competitive Distortion arises where the application of a specific principle or 
procedure under a set of generally accepted accounting principles results in a material 
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variation in a Fiscal Year compared to the amount that would have been determined by 
applying the corresponding International Financial Reporting Standards (“IFRS”) principle or 
procedure. 

3.5.2. Steps to adjust for Material Competitive Distortions 

The following steps should be taken to determine whether an adjustment should be made to 
financial accounts of Bahrain located Constituent Entities or Bahrain located Joint Ventures 
and their Joint Venture Subsidiaries (if any): 

Steps  Description  

Step 1 

Determine whether financial accounts for Bahrain located Constituent 
Entities of a Multinational Enterprise Group meeting the Revenue Test have 
been prepared using an Authorised Financial Accounting Standard which is 
not an Acceptable Accounting Standard.  

In Bahrain, this should only apply where AAOIFI standards have been used 
to prepare the financial accounts.  

If IFRS has been used, no adjustment for Material Competitive Distortions 
is required since IFRS is regarded as an Acceptable Financial Accounting 
Standard. 

Step 2 

Determine whether the application of a specific principle or procedure under 
a set of generally acceptable accounting principles (such as AAOIFI) results 
in a material variation in a Fiscal Year when compared to the amount which 
would have been determined by applying the corresponding IFRS principle 
or procedure. 

If there are no variations, no adjustments for Material Competitive 
Distortions are required. 

Step 3 

Determine whether the variation(s) (if any) at Step 2 are material by 
applying the materiality formula set out in section 3.5.5.  

If the variation(s) are not material, no adjustments for Material Competitive 
Distortions are required. 

Step 4 

If the variations are material, the accounting treatment of any item or 
transaction subject to the relevant principle or procedure should be adjusted 
to confirm the treatment required for that item or transaction under IFRS. 

The financial accounts as adjusted will then form the basis for computing 
DMTT. 

 
3.5.3. Step 1: Has an Authorised Financial Accounting Standard that is not an 

Acceptable Financial Accounting Standard been applied? 

The concepts of an Authorised Financial Accounting Standard and Acceptable Financial 
Standard are discussed in section 3.3. If an Authorised Financial Accounting Standard that is 
not an Acceptable Financial Standard has been applied, then Step 2 should be considered. If 
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an Acceptable Financial Accounting Standard has been applied, there is no need to proceed 
further with the exercise. 

Example 

A Multinational Enterprise Group headquartered in Bahrain has an Ultimate Parent Entity that 
prepares its Consolidated Financial Statements in accordance with an Authorised Financial 
Accounting Standard. The Authorised Accounting Standard applied is not IFRS or the GAAP of a 
country listed as an Acceptable Financial Accounting Standard. The Multinational Enterprise Group 
leases a variety of assets and the treatment of leases under the Authorised Financial Accounting 
Standards applied is different from IFRS. Hence variations resulting in Material Competitive 
Distortions would need to be considered. 

 
3.5.4. Step 2: Is there a variation resulting from the application of generally accepted 

accounting principles? 

In this step, it is necessary to determine whether the application of a specific principle or 
procedure under a set of generally accepted accounting principles results in a variation in the 
Fiscal Year when compared to the IFRS treatment. 
Each of the following is a specific principle or procedure under a set of generally accepted 
accounting principles which needs to be evaluated to determine whether its application results 
in a material variation from the corresponding IFRS principle or procedure: 
1. General principles as described below. 
2. The accounting treatment for inventory including the methodology to determine inventory 

costs and recognition of inventory expenses. 
3. The selection and application of accounting policies, including the criteria for changes in 

accounting estimates and the correction of errors in financial statements. 
4. The recognition and disclosure of events occurring after the reporting period but before 

the authorisation of financial statements. 
5. The recognition, measurement, and disclosure of current and deferred income taxes, 

including tax assets and liabilities. 
6. The recognition, measurement, depreciation, and impairment of property, plant, and 

equipment. 
7. The recognition and disclosure of employee benefits, including short-term benefits, post-

employment benefits, and termination benefits. 
8. The recognition and disclosure of government grants and other forms of government 

assistance. 
9. The treatment of borrowing costs and the capitalisation of borrowing costs directly 

attributable to the acquisition, construction, or production of qualifying assets. 
10. The disclosure of related party relationships, transactions, and outstanding balances, 

including commitments. 
11. The financial reporting of retirement benefit plans, including the valuation of plan assets 

and actuarial present value of promised benefits. 
12. The treatment of investments in associates and joint ventures, including the application of 

the equity method. 
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13. The classification and presentation of financial instruments, including the distinction 
between liabilities and equity. 

14. The determination, calculation, and presentation of earnings per share. 
15. The recognition and measurement of asset impairments, including the determination of 

recoverable amounts and reversal of impairment losses. 
16. The recognition and disclosure of provisions, contingent liabilities, and contingent assets. 
17. The recognition and measurement of intangible assets. 
18. The recognition, measurement, and disclosure of investment property, including the 

selection of fair value or cost model. 
19. The recognition, measurement, and disclosure of biological assets and agricultural 

produce. 
20. The adoption of the International Financial Accounting Standards for the first time, 

including the transition from previous accounting frameworks. 
21. The recognition, measurement, and disclosure of share-based payment transactions, 

including equity and cash-settled arrangements. 
22. The treatment of business combinations, including the recognition and measurement of 

assets, liabilities, and non-controlling interests. 
23. The recognition, measurement, and disclosure of insurance contracts, including the 

valuation of insurance liabilities. 
24. The classification, measurement, and presentation of non-current assets held for sale and 

discontinued operations. 
25. The reporting of the exploration of minerals in addition to the evaluation of such resources. 
26. The classification, measurement, and impairment of financial instruments. 
27. The consolidation of financial statements, including the determination of control. 
28. The recognition and measurement of joint arrangements. 
29. The determination, measurement, and disclosure of fair value. 
30. The recognition, measurement, and presentation of revenue from contracts with 

customers, including performance obligations and contract modifications. 
31. The recognition, measurement, presentation, and disclosure of lease arrangements. 
32. The recognition, measurement, and presentation of insurance contracts. 
 
The general principles per item 1 of the above list of specific principles or procedures under a 
set of generally accepted accounting principles are as follows: 

1. Financial statements should be prepared and presented to include Statement of Financial 
Position, Statement of Profit or Loss and Other Comprehensive Income, Statement of 
Changes in Equity for the period and notes to the financial statements. 

2. Financial statements should be prepared and reflect the key presentation principles and 
concepts such as: 
a) Economic Entity: A business or an entity is considered separate from its owners or 

other business; thus, all financial transactions of that business or entity are recorded 
separately. 
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b) Monetary unit: Only transactions that can be expressed in monetary terms are 
recorded. 

c) Time period: The life of a business can be divided into artificial time periods for 
reporting purposes, such as months, quarters and years. 

d) Matching: Expenses should be recorded in the same period as the revenues that were 
generated to ensure that the financial results over a certain period are not distorted. 

e) Revenue recognition: Revenue is recorded and is realisable, regardless of when the 
cash is received. 

f) Cost (historical cost): Assets should be recorded at the original cost instead of the 
market value except where, based on the nature or type of the asset, it may be more 
appropriate to record them other than at historical cost which may include certain 
financial instruments, leased assets, non-current assets held for sale and discontinued 
operations. 

g) Comparability: Entities must apply the same accounting methods across periods for 
comparability. Typically, the financial statements should show a comparison between 
previous period and current period. 

h) Fair presentation and compliance: information presented should be complete, neutral 
and free from error, and the information should be supplemented by the relevant 
disclosures. 

i) Going concern: the entity for whom the financial statements are prepared should be 
able and intends to continue operating in the foreseeable future (at least a twelve-
month period); otherwise, doubts on going concern should be disclosed in the financial 
statements.  

j) Accrual basis of accounting & Matching: Transactions are recognised when they occur, 
not when cash is received or paid. Expenses should be matched with the related 
revenues. 

k) Consistency: Once an accounting method is chosen, it should be applied consistently 
over time to ensure comparability. 

l) Conservatism: Applying caution in the case of uncertainty to ensure the assets and 
income are not overstated while liabilities and expenses are not understated. 

m) Materiality and aggregation: Items that are significant enough to influence the 
decisions of users must be presented separately. Less significant items may be 
aggregated, but care must be taken not to obscure essential information. 

n) Offsetting: Assets should not be offset against liabilities; and the same should apply to 
income and expenses, unless there is an exception provided for under another IFRS 
permitting such offset.  

o) Full Disclosure: All information that is relevant to the users that could affect a user's 
understanding of the financial statements must be disclosed, typically through 
footnotes or supplementary schedules. 

p) Substance Over Form: Financial statements should reflect the economic substance of 
transactions rather than merely their legal form. 

q) Dual Aspect (Double-Entry Accounting): Every transaction affects at least two accounts 
in such a way that the accounting equation (Assets = Liabilities + Equity) always 
remains in balance. 
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3.5.5. Step 3: Determine whether identified variations are material 

3.5.5.1. Introduction 

This step involves determining whether any variations identified in Step 2 are material and 
therefore necessitate an adjustment in accounting treatment to conform to the treatment 
required under IFRS. These following subsections set out the thresholds for determining when 
a variation is material. 

3.5.5.2. Determining materiality per variation 

Where a Bahrain located Constituent Entity of a Multinational Enterprise Group has applied a 
specific principle or procedure under a set of applied generally accepted accounting principles 
that has resulted in a variation in a Fiscal Year compared to the amount that would have been 
determined by applying the corresponding IFRS principle or procedure only, an adjustment is 
only required where the variation is material.  
It is critical to determine the amount of each variation arising from the application of a specific 
principle or procedure. It should then be determined whether the amount of each variation is 
material for DMTT purposes. An adjustment is only required where the application of the 
specific principle or procedure is material. If, for example, there are material variations arising 
from the application of two specific principles or procedures, but the amount of the variation 
arising from each principle or procedure separately is lower than the amount determined in 
section 3.5.5.3 or 3.5.5.4 (as applicable), the variations will not be considered material, even 
where, in aggregate, the amount of the variations exceeds the amount determined in section 
3.5.5.3 or 3.5.5.4 (as applicable) 
Where the application of a specific principle or procedure results in a Material Competitive 
Distortion, the accounting treatment of any item or transaction subject to that principle or 
procedure must be adjusted to conform to the treatment required under IFRS. 

Example 

A Multinational Enterprise Group headquartered in Country X has an Ultimate Parent Entity that 
prepares its Consolidated Financial Statements in accordance with an Authorised Accounting 
Financial Standard in Country X that is not an Acceptable Financial Accounting Standard. Country X 
has a DMTT regime substantially similar to that in Bahrain and applies the same approach as Bahrain 
to Material Competitive Adjustments. 

The Multinational Enterprise Group identifies the following variations between the accounting 
treatment applied by Constituent Entities located in Country X and IFRS: 

1. Variations resulting from its accounting policy in relation to the classification, measurement, and 
presentation of non-current assets held for sale and discontinued operations. 

2. Variations resulting from its accounting policy in relation to the classification, measurement, and 
impairment of financial instruments. 

3. Variations resulting from its accounting policy in relation to the recognition and measurement of 
joint arrangements. 

The variations at 1 exceed the materiality threshold. Neither of the amounts at 2 and 3 separately 
exceed the materiality threshold, but the aggregate of these two amounts exceeds the threshold. 

As the materiality threshold for 1 is exceeded, the accounting treatment of any item or transaction 
subject to the accounting policy relating to the classification, measurement and presentation of non-
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current assets held for sale and discontinued operations (1 above) should be adjusted to confirm to 
the treatment required for that item or transaction under IFRS.  

No adjustment is required for the variations at 2 and 3 as the materiality threshold is not met for 
either. This is notwithstanding the fact that the materiality threshold has been exceeded for 1. An 
adjustment is only required for variations resulting from a specific principle or procedure where the 
materiality threshold is met in relation to that specific principle or procedure. 

 
3.5.5.3. Computing the materiality threshold for Bahrain Located Constituent 

Entities 

A quantification of a materiality of the variation should be determined by reference to the total 
variation recorded in the Consolidated Financial Statements of the Multinational Enterprise 
Group which takes into account the impact of the principle or procedure on all affected 
transactions of all Bahrain located Constituent Entities, which are members of the Multinational 
Enterprise Group. 
A variation will be regarded as material if it exceeds an amount determined by the formula 
A x B ÷ C, where: 
A  Is EUR 75,000,000 (seventy-five million Euro); 
B  Is the aggregate annual revenue for the Fiscal Year of all Bahrain located Constituent 

Entities of the Multinational Enterprise Group; and 
C  Is the annual revenue of the Multinational Enterprise Group for the Fiscal Year. 

Example  

Alpha and Beta are Bahrain located Constituent Entities of a Multinational Enterprise Group. The 
Group prepares Consolidated Financial Statements for the Fiscal Year ended 31 December. The 
aggregate annual revenue of Bahrain located Constituent Entities (Alpha and Beta) is EUR 300 
million for the Fiscal Year, while the annual revenue of the Multinational Enterprise Group is EUR 1.2 
billion for that Fiscal Year. 

The materiality threshold is determined using the formula A x B ÷ C, where: 

A =  EUR 75 million 

B = Aggregate annual revenue for the Fiscal Year of Bahrain located Constituent Entities (EUR 
300 million) 

C =  Annual revenue of the Multinational Enterprise Group for the Fiscal Year (EUR 1.2 billion) 

The result of applying the formula is: EUR 75 million x EUR 300 million ÷ EUR 1.2 billion = EUR 
18.75 million. Any variation that exceeds EUR 18.75 million for Alpha and Beta in total will be 
regarded as Material Competitive Distortion. 

 
3.5.5.4. Computing the materiality threshold for Joint ventures and their Joint 

Venture Subsidiaries located in Bahrain 

Where a Bahrain located Joint Venture and its Bahrain located Joint Venture Subsidiaries (if 
any) have applied generally accepted accounting principles that has resulted in a variation 
from what the result would have been had Acceptable Financial Accounting Standards been 
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applied, that variation shall be regarded as material if it exceeds an amount determined by the 
formula D x (E + F) ÷ G, where: 
D  Is EUR 75,000,000 (seventy-five million Euro);  
E  Is the aggregate annual revenue for the Fiscal Year of the Bahrain located Joint 

Venture and its Bahrain located Joint Venture Subsidiaries (if any);  
F  Is the aggregate annual revenue for the Fiscal Year of any Bahrain located Constituent 

Entities of the Multinational Enterprise Group (if any) whose Ultimate Parent Entity 
holds, directly or indirectly, the Ownership Interests in the Joint Venture;  

G  Is the annual revenue of the Multinational Enterprise Group for the Fiscal Year. 

Example 

Beta is a Joint Venture incorporated in Bahrain and it owns two Bahrain located Joint Venture 
Subsidiaries. Gamma, the Ultimate Parent Entity of the Multinational Enterprise Group, prepares 
Consolidated Financial Statements for the Fiscal Year ended 31 December. The Ultimate Parent 
Entity holds indirectly at least 50% of the Ownership Interests in the Beta which is reported under the 
equity method in the Consolidated Financial Statements of this Ultimate Parent Entity. The aggregate 
annual revenue of the Joint Venture and its Subsidiaries is EUR 200 million, while Bahrain located 
Constituent Entities of the Gamma Multinational Enterprise Group have aggregate annual revenue 
of EUR 100 million. The total annual revenue of the Gamma Multinational Enterprise Group is 
EUR 800 million. 

The threshold is determined using the formula D × (E + F) ÷ G, where: 

D =  EUR 75 million 

E =  Aggregate annual revenue for the Fiscal Year of the Joint Venture and its Subsidiaries 
located in Bahrain (EUR 200 million) 

F =  Aggregate annual revenue for the Fiscal Year of Bahrain located Constituent Entities of the 
Gamma Multinational Enterprise Group (EUR 100 million) 

G =  Annual revenue of the Gamma Multinational Enterprise Group for the Fiscal Year (EUR 800 
million) 

The result of applying the formula is: EUR 75 million × (EUR 200 million + EUR 100 million) ÷ 
EUR 800 million = EUR 28.125 million. Any variation that exceeds EUR 28.125 million for the Bahrain 
located Joint Venture and its Bahrain located Joint Venture Subsidiaries in total will be regarded as 
a Material Competitive Distortion. 

 
3.5.6. Step 4: Adjust to conform to IFRS treatment 

Where a Material Competitive Distortion has been identified, i.e. it arises from the application 
of a specific principle or procedure under a set of generally accepted accounting principles 
and is considered material in line with section 3.5.5.3 or 3.5.5.4 (as applicable), the accounting 
treatment of any item or transaction subject to that principle or procedure should be adjusted 
to conform to the treatment required for that item or transaction under IFRS. 
The financial accounts, as adjusted for any Material Competitive Distortion, will then form the 
basis for the computation of DMTT. 
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Example 

A Multinational Enterprise Group headquartered in Country X has an Ultimate Parent Entity that 
prepares its Consolidated Financial Statements in accordance with an Authorised Accounting 
Financial Standard in Country X that is not an Acceptable Financial Accounting Standard. There are 
also other Constituent Entities located in Country X. Country X has a DMTT regime substantially 
similar to that in Bahrain and applies the same approach as Bahrain to Material Competitive 
Adjustments. 

When implementing the Authorised Accounting Financial Standard in Country X, the Multinational 
Enterprise Group identified variations arising from the application of accounting principles or 
procedures that differ from IFRS. 

Using the materiality formula, the Multinational Enterprise Group determined a materiality threshold 
of EUR 20 million for all its Constituent Entities located in Country X. From the variations identified, 
only one of them was over the threshold of EUR 20 million. This required the Multinational Enterprise 
Group to adjust its revenue recognition principles in Country X to conform with IFRS standards.  
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4. Fiscal Year 

A DMTT computation should be prepared for each Fiscal Year. For DMTT purposes, a Fiscal 
Year is the accounting period for which the Ultimate Parent Entity of a Multinational Enterprise 
Group prepares its Consolidated Financial Statements. Where no such statements are 
prepared, the Fiscal Year will be the Gregorian calendar year.  
This Fiscal Year is usually twelve months in duration. However, shorter or longer Fiscal Years 
are possible. The DMTT Framework includes specific provisions to deal with long or short 
Fiscal Years.4 

Example 

A Multinational Enterprise Group has an Ultimate Parent Entity located in the United Kingdom. It’s 
accounting period starts on 1 April and ends on 31 March. A Constituent Entity of the Multinational 
Enterprise Group is located in Bahrain and has an accounting period starting on 1 January and 
ending on 31 December.  

The Fiscal Year of the Bahrain located Constituent Entity will be the accounting period of the 
Ultimate Parent Entity, i.e. from 1 April to 31 March. The fact that the Bahrain located Constituent 
Entity’s accounting period is different does not change this. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

 
4 Refer to “Fiscal Year Deviations” section of the Entities in Scope of DMTT Guide. 
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5. Computation Step 1: Determine Financial Accounting Income or 
Loss of a Constituent Entity 

5.1. What is Financial Accounting Income or Loss? 

The first step in the DMTT computation is to determine the Financial Accounting Net Income 
or Loss for the Fiscal Year of each Bahrain located Constituent Entity of an in-scope 
Multinational Enterprise Group. This is the net income or loss of the Constituent Entity and 
takes into account all of the Entity’s income and expenses before making any consolidation 
adjustments. This means that net income or loss should also include: 

• Income derived from other members of the Group;  

• Expenses charged by other members of the Group; and 

• The tax expense of the Entity. 
Financial Accounting Net Income or Loss does not take into account any consolidation 
adjustments (such as elimination of income or expenses attributable to intra-Group 
transactions) relevant in preparing Consolidated Financial Accounts of the Ultimate Parent 
Entity. 
The Financial Accounting Net Income or Loss of a Constituent Entity for a Fiscal Year will be 
determined based on financial accounts. The Regulations set out rules to determine which 
financial accounts are used to determine Financial Accounting Income or Loss of an Entity.  

5.2. Applicable accounting standard in determining Financial Accounting Income or 
Loss 

5.2.1. Introduction 

The financial accounts or statements used to determine Financial Accounting Income or Loss 
must be prepared by reference to a financial accounting standard. Which accounting standard 
applies depends on the facts and circumstances and this is discussed further below. 

5.2.2. Local Financial Accounting Standard 

Financial Accounting Net Income or Loss of a Bahrain located Constituent Entity must be 
determined by reference to financial statements prepared using a Local Financial Accounting 
Standard where all the following conditions are met: 
1. All Bahrain located Constituent Entities that are members of the same Multinational 

Enterprise Group prepare financial accounts in accordance with the same accounting 
standard; 

2. The accounting period of all the financial accounts is the same as the Fiscal Year of the 
Multinational Enterprise Group for consolidation purposes; and 

3. All Constituent Entities in Bahrain that are members of the same Multinational Enterprise 
Group: 
(a) Are required to prepare or use the financial accounts for the purposes of determining 

their liability to Bahraini taxes or to comply with any other Bahraini law; or 
(b) Prepare financial accounts that are subject to an external audit. 
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A Local Financial Accounting Standard is one that is permitted or required to be used in the 
preparation of financial accounts under Bahraini law that is either: 
1. An Acceptable Financial Accounting Standard; or  
2. An Authorised Financial Accounting Standard which is adjusted to prevent Material 

Competitive Distortions.  
As discussed in section 3.3, IFRS is an Acceptable Financial Accounting Standard. AAOIFI 
will be regarded as an Authorised Financial Accounting Standard when an Entity is required 
by the Central Bank of Bahrain to prepare financial accounts using this standard. 

Example 
A Multinational Enterprise Group headquartered in Country X has an Ultimate Parent Entity that 
prepares its Consolidated Financial Statements in accordance with Country X’s generally accepted 
accounting principles (GAAP). The Ultimate Parent Entity’s Fiscal Year follows the Gregorian 
calendar year, running from 1 January to 31 December. The Multinational Enterprise Group has 
three 100% subsidiaries in Bahrain: 

1. Ruby – engaged in retail operations  

2. Emerald – engaged in manufacturing  

3. Sapphire – engaged in logistics  

Each of these three subsidiaries is a Constituent Entity for DMTT purposes and is required to 
determine its Financial Accounting Net Income or Loss as the first step in the DMTT computation. 
The following are relevant:  

• All three subsidiaries prepare their financial accounts in accordance with International Financial 
Reporting Standards (IFRS).  

• All three subsidiaries follow the same Fiscal Year as the Ultimate Parent Entity, i.e., 1 January 
to 31 December.  

• Each subsidiary is required to prepare financial accounts for regulatory compliance purposes in 
Bahrain and the financial accounts are subject to an external audit.  

As all three Bahrain located Constituent Entities (Ruby, Emerald, and Sapphire) of the Multinational 
Enterprise Group comply with all the conditions to use the Local Financial Accounting Standard, the 
Financial Accounting Net Income or Loss must be based on the Local Financial Accounting Standard 
(i.e. IFRS) instead of the accounting standard used by the Ultimate Parent Entity to prepare 
Consolidated Financial Statements (i.e. country X’s GAAP).  

 
5.2.3. Financial accounting standard used for Consolidated Financial Statements 

Where any Bahrain located Constituent Entity of a Multinational Enterprise Group does not 
meet all of the conditions to use the Local Financial Accounting Standard, the Financial 
Accounting Net Income or Loss will be the net income or loss for the Fiscal Year of that 
Constituent Entity (before any consolidation adjustments eliminating intra-group transactions) 
which has been used in preparing Consolidated Financial Statements of the Ultimate Parent 
Entity based on the accounting standard used in the preparation of the Consolidated Financial 
Statements. See section 3 for further information on Consolidated Financial Statements.  

Example 

A Multinational Enterprise Group headquartered in Country X has an Ultimate Parent Entity that 
prepares its Consolidated Financial Statements in accordance with Country X’s generally accepted 



DMTT Computation Guide – Version 1.0 
 
Computation Step 1: Determine Financial Accounting Income or Loss of a Constituent Entity 
 

   

  
 
 

© Kingdom of Bahrain | National Bureau for Revenue  19 
 

accounting principles (GAAP). The Ultimate Parent Entity’s Fiscal Year follows the Gregorian 
calendar year, running from 1 January to 31 December. 

The Multinational Enterprise Group has a wholly owned subsidiary in Bahrain, which is as a 
Constituent Entity for DMTT purposes. The Bahrain Entity prepares financial accounts under IFRS, 
and these financial accounts are subject to external audit in Bahrain. The accounting period for the 
financial accounts is 1 July to 30 June each year. 

The Bahrain Entity does not satisfy all the conditions to apply the Local Financial Accounting 
Standard in determining its Financial Accounting Net Income or Loss because its accounting period 
is not the same as the Fiscal Year of the Multinational Enterprise Group. Therefore, the Financial 
Accounting Net Income or Loss for Bahrain Co will be the net income or loss for the Fiscal Year, 
before any consolidation adjustments eliminating intra-group transactions, which has been used in 
preparing Consolidated Financial Statements of the Ultimate Parent Entity based on Country X’s 
GAAP.  

 
5.2.4. Another accounting standard 

Where the conditions to apply the Local Financial Accounting Standard are not met and it is 
not practical to determine the Financial Accounting Net Income or Loss of the Constituent 
Entity based on the accounting standard used in the preparation of the Consolidated Financial 
Statements of the Ultimate Parent Entity, the Financial Accounting Net Income or Loss may 
be determined using another Acceptable Financial Accounting Standard or Authorised 
Financial Accounting Standard provided that all of the following three conditions are met: 
1. The Constituent Entity’s financial accounts must be prepared in accordance with the 

chosen Acceptable or Authorised Financial Accounting Standard. 
2. The information contained in these accounts must be reliable and consistent with accepted 

accounting principles. 
3. Permanent differences exceeding EUR 1 million that arise due to the chosen Acceptable 

Financial Accounting Standard or Authorised Financial Accounting Standard must be 
adjusted to the treatment that would have applied under the financial accounting standard 
used in the preparation of the Consolidated Financial Statements of the Ultimate Parent 
Entity. 

Example 

A Multinational Enterprise Group headquartered in Country X has an Ultimate Parent Entity that 
prepares its Consolidated Financial Statements in accordance with Country X’s generally accepted 
accounting principles (GAAP). The Ultimate Parent Entity’s Fiscal Year follows the Gregorian 
calendar year, running from 1 January to 31 December.  

The Multinational Enterprise Group has a wholly owned Bahraini subsidiary, Pearl Co, which is a 
Constituent Entity under the DMTT Law. Pearl Co prepares financial accounts under IFRS which are 
subject to external audit in Bahrain. The accounting period for the financial accounts is from 1 July 
to 30 June. It is not reasonably practical for Pearl Co to determine its Financial Accounting Net 
Income or Loss under Country X’s GAAP. There are no permanent differences exceeding EUR 1 
million between the treatment of any items under IFRS and the treatment of such items under Country 
X’s GAAP. 

Pearl Co does not satisfy all the conditions to apply the Local Financial Accounting Standard because 
its accounting period is not the same as the Fiscal Year of the Multinational Enterprise Group. Despite 
this, Pearl Co may determine its Financial Accounting Net Income or Loss under IFRS because it is 
not reasonably practical for them to determine its Financial Accounting Net Income or Loss under 
Country X’s generally accepted accounting principles and IFRS is an Acceptable Financial 
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Accounting Standard, the information in the accounts is reliable and there are no permanent 
differences exceeding EUR 1 million between the treatment that applies under IFRS and the 
treatment that applies under Country X’s GAAP. 

 
5.2.5. Aligning the financial accounts data of a Constituent Entity with Fiscal Year  

For DMTT purposes, a Fiscal Year is always the accounting period for which the Ultimate 
Parent Entity of a Multinational Enterprise Group prepares its Consolidated Financial 
Statements, or, where no such statements are prepared, the Gregorian calendar year. When 
there is a deviation between the accounting period of the Ultimate Parent Entity and a Bahrain 
located Constituent Entity, the Local Financial Accounting Standard may not be used for the 
DMTT computation (see section 5.2.2 for further information). In these circumstances, the data 
should be the data of the Bahrain Located Constituent Entities that was used to prepare the 
Consolidated Financial Statements of the Ultimate Parent Entity for the Fiscal Year (subject to 
adjustment for Material Competitive Distortions if required (see section 3.5).  

5.3. Currency requirements for computation purposes 

When all Bahrain located Constituent Entities use the Bahraini Dinar as their presentation 
currency, the tax calculation must be carried out in Bahraini Dinar. This is regardless of 
whether the Local Financial Accounting Standard is applied. 
If one or more Bahrain located Constituent Entities use a presentation currency other than the 
Bahraini Dinar, the Filing Constituent Entity must elect whether to calculate the Tax Due in 
Bahraini Dinars or in the presentation currency used in the Consolidated Financial Statements 
of the Ultimate Parent Entity. The Filing Constituent Entity must make a Five-Year Election in 
relation to this matter. 
The conversion into either Bahraini Dinar or the presentation currency of the Consolidated 
Financial Statements of the Ultimate Parent Entity, as applicable, must be made in line with 
the accounting standards applied by the Ultimate Parent Entity, whether an Acceptable 
Financial Accounting Standard or an Authorised Financial Accounting Standard. 
The Filing Constituent Entity must apply the selected method of currency conversion 
consistently throughout the entire Fiscal Year. It must also maintain documentation that 
supports the choice of method, including the reasons for selecting it, the exchange rates used, 
the rationale behind the approach, and the procedures applied in converting currency for tax 
purposes. 

5.4.  Special rules for Permanent Establishments and Flow-through Entities  

5.4.1. Introduction 

For DMTT purposes, special rules apply to the determination of Financial Accounting Net 
Income or Loss of a Permanent Establishment and its Main Entity, and a Flow-through Entity 
and its owners to ensure that the correct amount of Tax is paid in the appropriate jurisdiction. 

• Permanent Establishment and Main Entity 
A Permanent Establishment and its Main Entity comprise one legal entity, but they are 
treated as separate entities for DMTT purposes. From a legal perspective, all income, 
profits etc. belong to the legal entity concerned, i.e. the Main Entity. The Main Entity 
typically prepares financial statements for the whole legal entity, including the Permanent 
Establishment. 
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While a Permanent Establishment is not a separate legal entity, it is usually required to 
prepare separate financial accounts that should reflect its Financial Accounting Net Income 
or Loss. This ensures that the activities and financial outcomes attributable to the 
Permanent Establishment are recorded and clearly distinguished from those of the Main 
Entity. Preparing separate financial accounts often involves adhering to relevant local 
accounting standards and may necessitate adjustments to reflect only the items of income 
and expense that are attributable to the Permanent Establishment, in accordance with 
applicable tax treaties or domestic tax laws.  
In consequence, the Financial Accounting Net Income or Loss of the Main Entity needs to 
be adjusted to ensure that the correct amount is reflected in each jurisdiction and that the 
appropriate Tax is paid in each jurisdiction. 

• Flow-through Entity and its owners 
A Flow-through Entity may, depending on relevant tax laws, be treated as tax transparent 
which means that, from a tax perspective, the income is attributed to the Owners of the 
Entity and tax is payable by those Owners. Those Owners may be located in different 
jurisdictions. Hence, it is necessary to allocate Financial Accounting Net Income or Loss 
to these owners so that Tax is payable in the correct jurisdiction. 

This section covers how the Financial Accounting Net Income or Loss is determined for a 
Constituent Entity that is a Permanent Establishment or Flow-through Entity and how it shall 
be adjusted and allocated between a Main Entity and its Permanent Establishment, as well as 
between a Flow-through Entity and its Owners. 
The allocation of Financial Accounting Net Income or Loss between a Main Entity and its 
Permanent Establishment(s) as well as between a Flow-through Entity and its Owners ensures 
that income or loss is attributed to the appropriate Constituent Entity or Owner in a manner 
that reflects the underlying economic reality of their operations.  

5.4.2. Allocation of Financial Accounting Net Income between a Main Entity and a 
Permanent Establishment 

5.4.2.1. Introduction 

A Permanent Establishment is a tax concept rather than an accounting concept. Some forms 
of Permanent Establishment (i.e. branches) might be required to prepare separate financial 
accounts in accordance with applicable accounting standards. Sometimes, however, separate 
financial accounts may not exist for a Permanent Establishment for accounting purposes while 
separate accounts may be maintained for management purposes or to comply with local tax 
rules.  
The DMTT Law primarily relies on accounting information rather than management accounts 
or local tax information. Therefore, in determining the Financial Accounting Net Income or Loss 
of a Main Entity and its Permanent Establishment, the accounting treatment should be 
followed as far as possible.  

5.4.2.2. Determining the Financial Accounting Net Income or Loss of a Permanent 
Establishment  

A Permanent Establishment's Financial Accounting Net Income or Loss is determined based 
on separate financial accounts of the Permanent Establishment, where available. Since a 
Bahraini Permanent Establishment is a Bahrain located Constituent Entity, the determination 
of Financial Accounting Net Income or Loss is based on financial accounts prepared in 
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accordance with a Local Financial Accounting Standard. This means that such accounts must 
be prepared in accordance with an Acceptable Financial Accounting Standard, or in 
accordance with an Authorised Financial Accounting Standard subject to adjustments to 
prevent any Material Competitive Distortions, but the standard can be different than the 
standard used Consolidated Financial Statement purposes. 
Where a Permanent Establishment does not have separate financial accounts, the Permanent 
Establishment’s Financial Accounting Net Income or Loss is the amount that would have been 
reflected in its separate financial accounts if they have been required to be prepared. The 
applicable accounting standard should be the standard used in the preparation of the 
Consolidated Financial Statements of the Ultimate Parent Entity of the Multinational Enterprise 
Group. Therefore, in these circumstances (i.e. no separate financial accounts) accounts will 
need to be prepared. 

5.4.2.3. Allocation of an Attributable Income and Expenses between a Main Entity 
and a Permanent Establishment 

The determination of Financial Accounting Net Income or Loss for the Permanent 
Establishment requires a clear distinction between the income and expenses attributable to 
the Permanent Establishment and those attributable to the Main Entity. Further, the Financial 
Accounting Net Income or Loss of a Permanent Establishment may need to be adjusted under 
the DMTT Law, but the adjustments required depend on the nature of the Permanent 
Establishment. 
Where, for the purposes of the DMTT Law, a place of business is treated as a Permanent 
Establishment in accordance with an applicable Tax Treaty or where a Permanent 
Establishment is recognised under the domestic law in which the Permanent Establishment 
operates, Financial Accounting Net Income or Loss of that Permanent Establishment should 
be adjusted to reflect only amounts attributable to the Permanent Establishment in accordance 
with the applicable tax treaty or domestic law or the OECD Model Tax Convention. 
Where a Main Entity located in Bahrain has recognised a Permanent Establishment in another 
jurisdiction, one of the two following adjustments should be relevant: 
1. An adjustment should be made to Financial Accounting Net Income or Loss so that only 

the amounts and items of income and expenses that are attributable to the Permanent 
Establishment in accordance with the applicable Tax Treaty or domestic law in the 
jurisdiction where the Permanent Establishment exists are included in Financial 
Accounting Net Income or Loss. This applies regardless of the amount of income subject 
to tax and the amount of tax-deductible expenses in that jurisdiction.  
This is intended to distinguish between the tax rules for the attribution of profit or loss to 
the Permanent Establishment and the tax rules of the source jurisdiction (including timing 
rules) for computing its Taxable Income. The attribution of profit or loss to the Permanent 
Establishment should be compliant with the Arm’s Length Principle. 
The adjusted Financial Accounting Net Income or Loss should not reflect timing 
differences caused by local tax rules, such as accelerated depreciation as DMTT applies 
financial accounting principles. 

Example 1 

Quartz is located in Country Y and operates through a Permanent Establishment in Country X. 
Quartz prepares separate financial accounts for the Permanent Establishment based on an 
Acceptable Financial Accounting Standard. The Financial Accounting Net Income or Loss of the 
Permanent Establishment per the separate financial accounts is equivalent to BHD 210,000, but 
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this includes an amount equivalent to BHD 10,000 of income that is not attributable to the 
Permanent Establishment under the applicable Tax Treaty signed between Country Y and 
Country X.  

Under the Tax Treaty between Country Y and Country X, an amount equivalent to BHD 200,000 
of business profits is attributable to the Permanent Establishment which are derived from 
marketing and sales business operations carried on by the Permanent Establishment in Country 
X. The attribution of profit is compliant with the Arm’s Length Principle. 

The profit attributed to Permanent Establishment includes the income from royalty payments. 
Under the domestic Corporate Income Tax legislation in Country X, 50% of royalty income is 
exempt from taxation which reduces the tax liabilities of Permanent Establishment by an amount 
equivalent to BHD 20,000.  

For DMTT purposes, the amount of income attributed to the Permanent Establishment in 
Country X is an amount equivalent to BHD 200,000 even though only an amount equivalent to 
BHD 180,000 (200,000-20,000) is subject to Corporate Income Tax in Country X. 

2. The second type of adjustment is relevant where a jurisdiction has not implemented a 
Corporate Income Tax system, which is the case for Bahrain. The Financial Accounting 
Net Income or Loss of a Permanent Establishment located in Bahrain should be adjusted 
to reflect only amounts and items of income and expenses that are attributable to a 
Permanent Establishment pursuant to the principles of Article 7 of the OECD Model Tax 
Convention. This means that the attribution of profit or loss to the Permanent 
Establishment should be compliant with the Arm’s Length Principle. 

Example 2 

Granite is located in Country X and has a place of business in Bahrain that would be treated as 
a Permanent Establishment in accordance with the OECD Model Tax Convention.  

The amount of income that would be attributed to the Permanent Establishment in accordance 
with Article 7 of the OECD Model Tax Convention is BHD 150,000 and the amount of expenditure 
that would be attributed to the Permanent Establishment is BHD 50,000.  

For the purposes of the DMTT Law the net income attributable to the Permanent Establishment 
in Bahrain is equal to BHD 100,000 (150,000 - 50,000). 

 
A Permanent Establishment may also exist where the jurisdiction in which a Main Entity is 
located exempts income attributable to the operations conducted through a place of business 
or deemed place of business overseas and such place of business does not fall under the 
definition of Permanent Establishment under an applicable tax treaty or domestic law or the 
OECD Model Tax Convention. In this case, the amount of income which is allocated to the 
Permanent Establishment is equal to the amount of income that the Main Entity should exempt 
from tax and that is attributable to activities occurring outside the jurisdiction. Similarly, the 
expenses of the Permanent Establishment are any expenses that are not taken into account 
in the jurisdiction of the Main Entity because they are attributable to activities occurring outside 
the jurisdiction.  
 
5.4.2.4. Exclusion of Financial Accounting Net Income or Loss of a Permanent 

Establishment from the Main Entity 

The Financial Accounting Net Income or Loss of a Permanent Establishment as adjusted by 
the amounts attributable to such Permanent Establishment in accordance with the applicable 
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tax treaty or domestic law or OECD Model Tax Convention, should not be taken into account 
when computing the Constituent Entity Income or Loss of the Main Entity. 
Thus, the Main Entity is required to subtract from its Financial Accounting Net Income or Loss 
all the items that were also reflected in separate financial accounts prepared (or would be 
prepared) by the Permanent Establishment and adjusted as determined in section 5.4.2.3 
when necessary. This ensures that income or loss attributable to the Permanent Establishment 
is accurately assigned to the jurisdiction where the Permanent Establishment operates, 
avoiding any duplication in the computation of the Constituent Entity Income or Loss of the 
Main Entity. 

Example  

Iron is headquartered in Bahrain (i.e. the Main Entity is located in Bahrain) and operates in Country 
X through a Permanent Establishment. The Permanent Establishment prepares separate financial 
accounts that reflect its Financial Accounting Income or Loss, adjusted to reflect only amounts and 
items of income and expenses that would have been attributed to it in accordance with OECD Model 
Tax Convention. The Financial Accounting Income or Loss of the Permanent Establishment is an 
amount equivalent to BHD 40,000. 

Iron prepares its own financial accounts that reflect all items including those relating to the Permanent 
Establishment. The Net Income per the financial accounts of Iron is BHD 300,000. 

To avoid double counting, BHD 40,000 should be subtracted from the Financial Accounting Net 
Income or Loss of the Main Entity. Therefore, the Financial Accounting Net Income or Loss of the 
Main Entity is BHD 260,000 (BHD 300,000 – BHD 40,000).  

 
5.4.2.5. Losses attributable to a Permanent Establishment 

There is a special rule for allocating the losses of Permanent Establishment when the foreign 
tax credit method is used to avoid the double taxation of income derived through a Permanent 
Establishment. The foreign tax credit method allows for the income or loss of a Permanent 
Establishment to be included in the computation of the Main Entity’s domestic taxable income.  
Without specific adjustments, this could result in an understated Effective Tax Rate for the 
Main Entity where the Permanent Establishment incurs a loss during a Fiscal Year and the 
loss is taken into account for domestic tax purposes, but not for the purposes of determining 
the Constituent Entity Income or Loss of the Main Entity.  
The adjusted Financial Accounting Net Income or Loss attributable to a Permanent 
Establishment that results in a loss for a Permanent Establishment should be treated as an 
expense of the Main Entity for purposes of computing its Constituent Entity Income or Loss to 
the extent that the Permanent Establishment loss was recognised as an expense in the 
computation of the Main Entity’s domestic taxable income or the loss. This means that such a 
loss of the Permanent Establishment cannot be treated as an expense of that Permanent 
Establishment. The special rule also requires a Permanent Establishment loss not to be set 
off against income that is subject to tax under the laws of both the jurisdiction of the Main 
Entity and the jurisdiction of the Permanent Establishment.  
If the Main Entity only incorporates a portion of the Permanent Establishment’s loss into its 
domestic taxable income, the same proportion is treated as an expense for DMTT purposes. 
The remainder of the Permanent Establishment’s Loss remains allocated to the Permanent 
Establishment. However, where there is a time limitation for loss carry-forward in the Main 
Entity, the Permanent Establishment loss shall be treated as expense in the computation of 
the Main Entity’s domestic taxable loss irrespective of whether such carry-forward expires 
before it is used in full. 
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Example 1 

Obsidian is headquartered in Country X (i.e. the Main Entity is located in Country X) and operates in 
Country Y through a Permanent Establishment. 

In the Fiscal Year ending on 31 December 2025, the Permanent Establishment recorded a tax loss 
of BHD 100,000 of which BHD 60,000 is treated as an expense in the computation of Obsidian’s 
domestic taxable income. The loss of BHD 60,000 will be treated as an expense of the Main Entity 
for the purposes of computing its Constituent Entity Income or Loss in Country X. The remaining loss 
attributable to the Permanent Establishment of BHD 40,000 will be allocated to the Permanent 
Establishment in Country Y and not to the Main Entity in Country X. 

 
Where a loss attributable to a Permanent Establishment is treated as an expense of the Main 
Entity, subsequent Constituent Entity Income determined for the Permanent Establishment is 
treated as Constituent Entity Income of the Main Entity, up to the amount of the loss which 
was previously treated as an expense of the Main Entity.  

Example 2 

During the Fiscal Year ended 31 December 2026, the amount of Constituent Entity Income 
attributable to Magnesium’s Permanent Establishment located in Country Y was BHD 80,000. In the 
Fiscal Year that ended 31 December 2025, Magnesium reduced its Constituent Entity Income or 
Loss by the tax loss of the Permanent Establishment in the amount equivalent to BHD 60,000. 

For the Fiscal Year ended 31 December 2026, only BHD 60,000 of the Constituent Entity Income of 
the Permanent Establishment is treated as Constituent Entity Income of Magnesium (i.e. the Main 
Entity in Country X. The remaining Constituent Entity Income of BHD 20,000 is allocated to the 
Permanent Establishment in Country Y. 

 
5.4.3. Allocation of Financial Accounting Net Income or Loss of a Flow-through Entity 

5.4.3.1. Introduction 

Specific rules apply when allocating the Financial Accounting Net Income or Loss of Flow-
through Entities. These rules are necessary due to the nature of Flow-through Entities: they 
have separate financial accounts where they record Financial Accounting Net Income or Loss 
while they are not subject to tax in a country which has a fiscal transparency regime under 
domestic tax legislation. Entities created in a jurisdiction that does not have a Corporate 
Income Tax regime cannot be considered as fiscally transparent, subject to some exclusions. 
An Entity can be treated as a Flow-through Entity to the extent it is fiscally transparent with 
respect to its income, expenditure, profit or loss in the jurisdiction where it was created unless 
it is tax resident and subject to a Covered Tax on its income or profit in another jurisdiction. 
This means that, according to the tax law of the jurisdiction where the Entity was created, the 
income generated by the Entity must be treated as being passed through to the direct or 
indirect owners for tax purposes.  
There are two categories of Flow-through Entity: Tax Transparent Entities and Reverse Hybrid 
Entities. Which category a Flow-through Entity falls into depends on how the reference Entity 
that directly or indirectly holds the Ownership Interest treats the Flow-through Entity under its 
domestic tax law. The reference Entity is the next owner further up the ownership chain that 
is not a Flow-through Entity or, where there is no such Entity, a Flow-through Ultimate Parent 
Entity. The status of a Flow-through Entity as a Tax Transparent Entity or Reverse Hybrid Entity 
should therefore be determined by reference to the tax law of the Constituent Entity-owner 
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closest to the Entity in the ownership chain that is not itself a Flow-through Entity. The following 
are relevant: 
a. A Flow-through Entity might be a Tax Transparent Entity to the extent it is considered as 

fiscally transparent by its owners. This means that income and losses derived by the Entity 
are treated as being derived by the Constituent Entity-owners themselves in the tax returns 
prepared by such owners. 

b. A Flow-through Entity might be a Reverse Hybrid Entity to the extent that it is treated as 
opaque (i.e. not fiscally transparent) by its owners. Hence, income or losses derived by 
the Entity are not treated as being derived by the owners in their tax returns. Where the 
owner is a Flow-through Entity that is not an Ultimate Parent Entity, such Entity shall not 
be considered the owner and instead the next owner further up the ownership chain that 
is not a Flow-through Entity is considered the owner for the purposes of determining 
whether the Entity is a Reverse Hybrid Entity. If there is no such owner in the ownership 
chain, the owner shall be the Flow-through Entity that is an Ultimate Parent Entity. 

The distinction between these categories is critical in ensuring that incomes or losses derived 
by Flow-through Entities are allocated appropriately. This also means that the same Flow-
through Entity might be treated differently by different owners being tax residents of different 
jurisdictions as the determination of whether the Entity is a Tax Transparent Entity or Reverse 
Hybrid Entity is made for each Ownership Interest.  

5.4.3.2. Allocation of Financial Accounting Net Income or Loss to owners that are 
not members of MNE Group  

The Financial Accounting Net Income or Loss of a Flow-through Entity must first be reduced 
by the portion attributable to the Ownership Interests held directly or indirectly by owners which 
are not part of the Multinational Enterprise Group. This ensures that the jurisdictional Effective 
Tax Rate calculation is computed appropriately given that taxes paid by owners that are not 
members of the Multinational Enterprise Group on such income are not taken into account for 
the purposes of the Effective Tax Rate calculation.  

 Example 

Basalt is a Flow-through Entity located in Country X. Calcium, which is also located in Country X and 
is a member of the same Multinational Enterprise Group as Basalt, holds 80% of the Ownership 
Interests in Basalt. The remaining 20% is held by an external investor which is not part of the 
Multinational Enterprise Group. Basalt is not the Ultimate Parent Entity of the Multinational Enterprise 
Group.  

Basalt derived Financial Accounting Net Income of an amount equivalent to BHD 1 million. Basalt, 
as a Flow-through Entity, allocates income to its owners according to ownership percentages, with 
the external investor’s share not consolidated within the Multinational Enterprise Group. 

The Financial Accounting Net Income of the Flow-through Entity (Basalt) needs to be first reduced 
by the amount allocable to its owners that are not members of the Multinational Enterprise Group. 
Therefore, the Financial Accounting Net Income of Basalt that is allocated to Calcium is reduced by 
the amount equivalent to BHD 200,000 (20% x BHD 1 million), reflecting the external investor’s share. 

The Financial Accounting Net Income or Loss of a Flow-through Entity should not be reduced 
by amounts attributable to its owners that are not Group Entities where: 

1. The Flow-through Entity is an Ultimate Parent Entity; or  
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2. The Flow-through Entity is owned by a Flow-through Entity that is an Ultimate Parent Entity 
either directly or indirectly through one or more Tax Transparent Entities.  

These provisions are required because, where the Flow-through Entity is the Ultimate Parent 
Entity of the Multinational Enterprise Group, the owners of the Flow-through Entity are not 
Constituent Entities of the Multinational Enterprise Group and are therefore not required to 
apply the DMTT Law or other legislation which applies the Model Rules.  
 
5.4.3.3. Allocation of the remaining Financial Accounting Net Income or Loss 

5.4.3.3.1. Introduction 

After the Financial Accounting Net Income or Loss of a Flow-through Entity has been reduced 
in respect of the Ownership Interests held by owners outside the Multinational Enterprise 
Group, the Financial Accounting Net Income or Loss of a Flow-through Entity is then allocated 
among its Permanent Establishments, Constituent Entity-owners and the Entity itself. 

5.4.3.3.2. Allocation of Financial Accounting Net Income or Loss of a Flow-through 
Entity to a Permanent Establishment 

The first step in the allocation process involves attributing the Financial Accounting Net Income 
or Loss of a Flow-through Entity to its Permanent Establishment(s) when the business of the 
Entity is partially or wholly conducted through this Permanent Establishment. In some 
circumstances, the Permanent Establishment may be located in the jurisdiction where the 
Flow-through Entity was created. This may happen, for example, when a partner of Flow-
through Entity carries out its own business activity through the Flow-through Entity office in 
the jurisdiction in which the Entity was created. 
This rule ensures that the portion of Financial Accounting Net Income or Loss determined and 
attributable to the Permanent Establishment is removed from the Financial Accounting Net 
Income or Loss of the Flow-through Entity. Detailed guidance on determining the portion of 
Financial Accounting Net Income or Loss is covered in section 5.4.2.  
If the Permanent Establishment is situated in the same jurisdiction where the Flow-through 
Entity was created, the Financial Accounting Net Income or Loss attributable to the Permanent 
Establishment is subtracted from the Flow-through Entity’s overall Financial Accounting Net 
Income or Loss and allocated directly to the Permanent Establishment. 

Example 1 

Topaz is located in Country X and is a partner of Opal, which is a Tax Transparent Entity located in 
Country Y. Topaz conducts its own business activity through an office of Opal’s office situated in 
Country Y. Topaz therefore has a Permanent Establishment in Country Y. 

Opal derives Financial Accounting Net Income of an amount equivalent to BHD 300,000 of which 
BHD 100,000 is attributable to Topaz’s Permanent Establishment in Country Y. The Financial 
Accounting Net Income of Opal must be reduced by the Financial Accounting Net Income attributed 
to the Permanent Establishment (i.e. reduced by an amount equivalent to BHD 100,000). 

 
If the Permanent Establishment is situated in a jurisdiction other than the one where the Flow-
through Entity is created, the Financial Accounting Net Income or Loss attributable to the 
Permanent Establishment is allocated to that jurisdiction. This rule applies regardless of 
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whether the Entity or its Constituent Entity-owners pay tax on the income attributable to the 
Permanent Establishment.  

Example 2 

Magnesite is located in Country X where it is also a tax resident and is a partner of Jade, which is a 
Tax Transparent Entity located in Country Z. Jade conducts business through an office situated in 
Country Y. Under the look through approach in Country Y’s tax law, only the partners of the Tax 
Transparent Entity (in this case Jade) are considered to be carrying on business through the 
Permanent Establishment. Therefore, the Main Entity of the Permanent Establishment in Country Y 
is Magnesite located in Country X.  

Jade derives Financial Accounting Net Income of an amount equivalent to BHD 100,000 of which 
BHD 50,000 is attributable to Magnesite’s Permanent Establishment in Country Y. Therefore, the 
Financial Accounting Net Income of Jade must be reduced by the Financial Accounting Net Income 
attributed to the Permanent Establishment (i.e. reduced by BHD 50,000). 

 
5.4.3.3.3. Allocation of Financial Accounting Net Income or Loss of a Flow-through 

Entity to Constituent Entity-owners 

The Financial Accounting Net Income or Loss of a Flow-through Entity that is a Tax 
Transparent Entity which remains after the reduction for any amount allocated to owners that 
are not Group Entities and any amount attributable to a Permanent Establishment (see section 
5.4.2.) will be allocated to Constituent Entity-owners based on their respective Ownership 
Interests. This step applies to Tax Transparent Entities that are not the Ultimate Parent Entity 
of the Multinational Enterprise Group. 
If the Constituent Entity-owners are also Tax Transparent Entities, the allocation is made to 
the next Constituent Entity-owner up the ownership chain which is not a Tax Transparent 
Entity. However, if all Constituent Entity-owners are Tax Transparent Entities, the Flow-through 
Entity’s income or loss will ultimately be allocated to the Ultimate Parent Entity (see section 
5.4.4). 
The allocation is proportional to the Ownership Interests of the Constituent Entity-owners.  

Example  

Agate is a Flow-through Entity which is a Tax Transparent Entity located in Country X. Cobalt is 
located in Country Y and owns 80% of Agate. Cobalt is not a Flow-through Entity. Agate and Cobalt 
are members of the same Multinational Enterprise Group. The remaining 20% of Agate is owned by 
external investors that are not members of the Multinational Enterprise Group. Neither Agate nor 
Cobalt has a Permanent Establishment in any another jurisdiction. 

Agate derived Financial Accounting Net Income or Loss of an amount equivalent to BHD 600,000 in 
the Fiscal Year. As a Flow-through Entity, Agate allocates income to its owners according to 
ownership percentages. 

The Financial Accounting Net Income of Agate is reduced by the amount attributable to the external 
investor that is not a member of the Multinational Enterprise Group. This amount is BHD 120,000 
(20% of BHD 600,000). The remaining amount of BHD 480,000 (BHD 600,000 – BHD 120,000) is 
allocated to Cobalt (the Constituent Entity-owner). 
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5.4.3.3.4. Allocation of Financial Accounting Net Income or Loss to a Flow-through 
Entity itself 

The Financial Accounting Net Income or Loss that remains after the amounts that have been 
allocated to the owners that are not Group Entities and the amounts attributable to the 
Permanent Establishment, is allocated to the Flow-through Entity itself where the Entity is a 
Tax Transparent Entity that is an Ultimate Parent Entity or where the Flow-through Entity is a 
Reverse Hybrid Entity. 
The Financial Accounting Net Income or Loss is allocated to the Entity itself if the entity is a 
Reverse Hybrid Entity because, according to the Constituent Entity-owner’s tax legislation, the 
Entity is not fiscally transparent, i.e. its income or loss is not directly taxed in the hands of its 
owners. 

Example  

Garnet is a Flow-through Entity located in Country Y. Minium is located in Country X and owns 70% 
of Garnet. According to the tax law of Country X, Garnet is a Reverse Hybrid Entity. Garnet and 
Minium are members of the same Multinational Enterprise Group. The remaining 30% of Garnet is 
owned by external investors that are not part of the Multinational Enterprise Group. 

Garnet derived Financial Accounting Net Income of an amount equivalent to BHD 600,000 during the 
Fiscal Year. 

For DMTT purposes, Garnet’s Financial Accounting Net Income is reduced by the equivalent of BHD 
180,000 (30% of BHD 600,000) which is the amount allocated to external investors. The remaining 
BHD 420,000 (BHD 600,000 – BHD 180,000) remains with Garnet and is not allocated to Minium 
because Garnet is a Reverse Hybrid Entity according to Country X’s tax law.  

 
The allocation rules apply independently for each Ownership Interest in the Flow-through 
Entity, ensuring that the allocation aligns with the fiscal transparency status and the tax 
treatment applicable to each Constituent Entity-owner. This ensures that the allocation 
process respects the tax framework of each jurisdiction and the distinct fiscal treatment of the 
Flow-through Entity from the perspective of its various owners. 

5.4.4. Allocation of Adjusted Financial Accounting Net Income or Loss of a Flow 
Through Entity that is an Ultimate Parent Entity 

5.4.4.1. Introduction 

When a jurisdiction taxes Flow-through Entities at the owner level to ensure one level of 
taxation, additional rules are needed when a Flow-through Entity is the Ultimate Parent Entity. 
Without such rules, one level of taxation of Flow-Through Entities may lead to unintended 
consequences for DMTT purposes. This is because the owners of a Tax Transparent Entity 
that is the Ultimate Parent Entity, are not considered Group Entities. Under general allocation 
rules for Flow-through Entities, any remaining income after allocation to a Permanent 
Establishment through which Entity carries on its business activity, should be allocated to a 
Tax Transparent Entity that serves as the Ultimate Parent Entity. Taxes related to that income 
are paid by owners outside the Group and are not Covered Taxes. The global minimum tax 
aims to establish a baseline level of taxation applied only at the Multinational Enterprise Group 
level. Therefore, an overriding rule is needed to maintain tax neutrality for a Flow-Through 
Entity serving as the Ultimate Parent Entity. If owners’ income is taxed at or above the 
Minimum Rate within a short period, the Ultimate Parent Entity’s tax exposure should be 
proportionally reduced.  



DMTT Computation Guide – Version 1.0 
 
Computation Step 1: Determine Financial Accounting Income or Loss of a Constituent Entity 
 

   

  
 
 

© Kingdom of Bahrain | National Bureau for Revenue  30 
 

This rule ensures that income attributed to the owners that is effectively taxed at or above the 
Minimum Rate is excluded from DMTT liability, while low-taxed or untaxed income remains 
within the scope of the DMTT framework.  

5.4.4.2. Allocation of Adjusted Financial Accounting Net Income or Loss to owners  

5.4.4.2.1. Introduction 

Adjusted Financial Accounting Net Income or Loss of a Flow-through Entity that is the Ultimate 
Parent Entity should be reduced by the income attributable to its Ownership Interest holders 
in the circumstances outlined below. Where an adjustment is made to reduce the income, the 
Covered Taxes must be proportionally reduced to reflect this adjustment. 

5.4.4.2.2. The owner is subject to tax at or above a Minimum Rate 

The Adjusted Financial Accounting Net Income or Loss of a Flow-through Entity that is the 
Ultimate Parent Entity is reduced by the income attributable to its Ownership Interest holders 
when those holders are subject to income tax on their share of the income from the Flow-
through Entity within 12 months following the end of the Multinational Enterprise Group’s Fiscal 
Year. Additionally, the holder is required to satisfy at least one of the following conditions: 
1. The holder is subject to tax on the full amount of income at a nominal rate that equals or 

exceeds the Minimum Rate of 15%. 
This condition only requires an Ownership Interest holder to be subject to tax within the 
specified period. The Ownership Interest holder is not required to actually pay that tax. An 
Ownership Interest holder is considered to be subject to income tax on its share of the 
Ultimate Parent Entity’s income when the income is either included in the holder’s total 
income which is subject to income tax in its jurisdiction of tax residence or that share of 
income is subject to income tax of a Permanent Establishment of the holder. 
When considering this condition, no Effective Tax Rate computation for the holder is 
required as the nominal rate (or statutory rate) is the relevant rate. If the holder is subject 
to graduated or progressive rates, the nominal rate refers to the highest applicable rate, 
calculated as if the holder’s share of the Ultimate Parent Entity’s Adjusted Financial 
Accounting Net Income or Loss constitutes its total Taxable Income. 

2. There is a reasonable expectation that the sum of the Adjusted Covered Taxes of the 
Ultimate Parent Entity and the income taxes paid by the Ownership Interest holder is equal 
to or greater than the amount that would result from applying the Minimum Rate to the full 
amount of income. 
A full review of all facts and circumstances is necessary to determine whether total taxes 
paid on the income reasonably meet or exceed the Minimum Rate for the second condition. 
The Filing Constituent Entity must show that its expectations are reasonable. 

Example  

Amber, located in Country X, is a Flow-through Entity that is the Ultimate Parent Entity (UPE) of a 
Multinational Enterprise Group meeting the Revenue Test. It has two Ownership Interest holders, 
Malachite and Moldavite, each owning 90% and 10% respectively. Malachite is a sovereign wealth 
fund that is not an Ultimate Parent Entity, while the Ownership Interest held by Moldavite is not a 
Controlling Interest in Amber. Amber is a Tax Transparent Entity and is not subject to income tax in 
Country X. In the Fiscal Year ending on 31 December 2025, Adjusted Financial Accounting Net 
Income of Amber was an equivalent of BHD 100,000.  



DMTT Computation Guide – Version 1.0 
 
Computation Step 1: Determine Financial Accounting Income or Loss of a Constituent Entity 
 

   

  
 
 

© Kingdom of Bahrain | National Bureau for Revenue  31 
 

Malachite is located in Country X where it is excluded from corporate tax. Moldavite is located in 
Country Y where income is taxed at a statutory rate of 15% in the fiscal year immediately following 
the Fiscal Year-end (i.e., within 12 months). Thus, the Adjusted Financial Accounting Net Income of 
Amber can be reduced to the amount equivalent of BHD 90,000 (BHD 100,000 – BHD 10,000). It 
cannot be adjusted for the Ownership Interest held by Malachite as it is not subject to tax on the full 
income at a nominal rate that equals or exceeds 15%. 

 
5.4.4.2.3. The owner is a natural person  

The Adjusted Financial Accounting Net Income or Loss of a Flow-through Entity that is an 
Ultimate Parent Entity should be reduced by the income attributable to an Ownership Interest 
holder who is a natural person where that natural person: 

• Is a tax resident in the jurisdiction where the Ultimate Parent Entity is located; and 

• Holds a right to 5% or less of the profits and assets of the Ultimate Parent Entity.  

5.4.4.2.4. The owner is Government Body, International Organisation, Non-profit 
Organisation or a Pension Fund  

The Adjusted Financial Accounting Net Income or Loss of a Flow-through Entity that is the 
Ultimate Parent Entity should be reduced by the income attributable to its Ownership Interest 
holders that are a Government Body, International Organisation, Non-profit Organisation or a 
Pension Fund where: 

• Such a body or organisation is resident in the jurisdiction where the Ultimate Parent Entity 
is located; and 

• The Ownership Interests, in aggregate, represent a right to 5% or less of the profits and 
assets of the Ultimate Parent Entity.  

5.4.4.2.5. Rules for computing the Loss of a Flow-through Entity that is the Ultimate 
Parent Entity 

Where the Adjusted Financial Accounting Net Income of a Flow-through Entity that is the 
Ultimate Parent Entity is attributed to the Ownership Interest holder as described in the 
previous sections, the Adjusted Financial Accounting Net Loss of the Flow-through Entity is 
similarly adjusted to reflect the portion of the loss attributable to its Ownership Interest holders. 
This ensures that losses are correctly allocated in line with the Flow-through Entity’s tax 
treatment when a reduction in income is applied.  
A reduction in Adjusted Financial Accounting Net Loss may not be applied where an 
Ownership Interest holder is unable to use its share of the loss for the purpose of computing 
its Taxable Income. In these circumstances, the loss remains with the Flow-through Entity for 
Tax computation purposes. 
If a Constituent Entity Loss remains after a mandatory reduction, the Filing Constituent Entity 
may make a Loss Election for DMTT purposes. Any unused loss after this election may be 
carried forward and recognised as a Constituent Entity Loss Deferred Tax Asset, which can 
be offset against future Constituent Entity Income in later Fiscal Years, subject to the 
provisions of the DMTT Law.  
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5.4.4.2.6. Rules applicable to Permanent Establishments  

The rules governing Flow-through Entities that are an Ultimate Parent Entity also extend to 
Permanent Establishments, ensuring that income and tax attributes are correctly allocated in 
accordance with the DMTT framework. These provisions apply where a Flow-through Entity 
that is the Ultimate Parent Entity conducts business partially or entirely through a Permanent 
Establishment. They should also be applied where a Tax Transparent Entity operates through 
a Permanent Establishment, and the Ultimate Parent Entity holds an Ownership Interest in the 
Tax Transparent Entity, either directly or through a Tax Transparent Structure.  
 

Example  

Tanzanite is a Flow-through Entity that is the Ultimate Parent Entity of a Multinational Enterprise 
Group meeting the Revenue Test. It is incorporated in Country X and classified as a Tax Transparent 
Entity under the tax laws of that Country X. Tanzanite has two Ownership Interest holders that are 
both natural persons and are tax residents in Country X. Each of them holds 50% of the Ownership 
Interests. 

Tanzanite operates a Permanent Establishment in Country Y through which it conducts business 
activities. During the Fiscal Year ending on 31 December 2025, the Permanent Establishment in 
Country Y derived income in the amount equivalent to BHD 100,000.  

For global minimum tax purposes, the Permanent Establishment income should be reduced to zero 
since both Ownership Interest holders meet the conditions for reduction. 
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6. Computation Step 2: Adjust Financial Accounting Income or Loss to 
compute Constituent Entity Income or Loss 

6.1. Introduction  

Once Financial Accounting Income or Loss has been determined at Computation Step 1, the 
amount determined may need to be adjusted to account for permanent differences between 
financial accounting standards and tax accounting rules. These adjustments may either be 
described as a positive amount (by increasing an item of income / revenue or decreasing an 
expense) or a negative amount (by decreasing an item of income / revenue or increasing an 
expense).  
There are two types of adjustment to Financial Accounting Income or Loss: mandatory 
adjustments and election-based adjustments. As the names suggest, mandatory adjustments 
must be made by all Filing Constituent Entities (where applicable) and election-based 
adjustments are made in accordance with an election made by the Filing Constituent Entity 
on the relevant matter. 
The application of the adjustments as described in this section to Financial Accounting Net 
Income or Loss will produce a figure known as Constituent Entity Income or Loss. 

6.2. Mandatory adjustments  

6.2.1. Net Taxes Expense 

Financial Accounting Net Income or Loss may include tax items such as corporate income tax, 
deferred tax assets and top-up taxes. To the extent such tax items are included in Financial 
Accounting Net Income or Loss, they must be adjusted for DMTT computation purposes. The 
adjustment must be made regardless of whether the tax items were recorded “above or below 
the line” in the financial statements, i.e. recorded as a normal expense above the “profit before 
tax” line in the profit and loss account or as a tax liability below the “profit before tax” line in 
the profit & loss account. 
The adjustment will usually be a positive amount meaning that Net Taxes Expense will be 
added back in computing Constituent Entity Income or Loss. However, where the Constituent 
Entity incurs a net loss which gives rise to a deferred tax asset, the adjustment will be a 
negative amount. 
VAT should not form part of the Net Taxes Expense adjustment. VAT incurred by a VAT 
registered person on purchases and which is recoverable is typically debited to the balance 
sheet and recovered through the VAT return. VAT which is non-recoverable is typically not 
reflected separately as a line item in the profit and loss account or in fixed assets, but is 
included as part of the expense or asset cost itself. For example, where the VAT component 
of the price paid for stationery is not recoverable (e.g. because the person purchasing the 
stationery is not registered for VAT), the VAT component would not be shown separately in the 
profit and loss account, but would be included in the purchase price of the stationery. 

Example  

Crimson Co, a Constituent Entity of a Multinational Enterprise Group, is located in Country X. Country 
X has, with effect from 1 January 2025, introduced a domestic minimum top-up tax which is 
substantially similar to Bahrain’s DMTT. Country X also has a Corporate Income Tax regime with a 
headline rate of 10%.  
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During the Fiscal Year ending 31 December 2025, Crimson Co derives net income of an amount 
equivalent to BHD 300. Its tax expense for the Fiscal Year amounts to an amount equivalent to BHD 
30, relating to the Corporate Income Tax payable under Country X. 

The Financial Accounting Net Income for Crimson Co is an amount equivalent to BHD 300. When 
computing Constituent Entity Income or Loss as part of the DMTT computation in Country X, 
Crimson Co will add an amount equivalent to BHD 30 (i.e. the tax expense) to the Financial 
Accounting Net Income or Loss amount, giving Constituent Entity Income or Loss (absent any other 
adjustments) of an amount equivalent to BHD 330 (300 + 30). 

 
Net Taxes Expense includes the following: 
1. Any Covered Taxes (see section 7) accrued as an expense and any current and deferred 

Covered Taxes included in the income tax expense, including Covered Taxes on income 
that is excluded from the Constituent Entity Income or Loss computation.  

2. Any deferred tax asset attributable to a loss for the Fiscal Year.  
3. Any Qualified Domestic Minimum Top-up Tax accrued as an expense. 
4. Any taxes arising as a result of introducing tax laws equivalent to the OECD Model Rules5 

where such taxes have been accrued as an expense. 
5. Any Disqualified Refundable Imputation Tax accrued as an expense. 
6. Taxes accrued by an insurance company in respect of returns to policyholders. 

6.2.2. Excluded Dividends  

Financial Accounting Net Income or Loss of a Constituent Entity should be adjusted for any 
Excluded Dividends received or accrued during the Fiscal Year. This adjustment will reduce 
Financial Accounting Net Income or Loss. Excluded Dividends are defined as dividends or 
other distributions received or accrued in respect of an Ownership Interest,6 except for those: 

• Related to Short-term Portfolio Shareholdings; or 

• Arising from an Ownership Interest in an Investment Entity subject to the Taxable 
Distribution Method Election.7  

For dividends or distributions linked to a compound financial instrument (which includes both 
equity and liability components as per an Acceptable Financial Accounting Standard), only the 
portion attributable to the equity component of the instrument is treated as an Excluded 
Dividend. 
A Portfolio Shareholding is an Ownership Interest in an Entity that carry rights to less than 
10% of the profits, capital, reserves or voting rights of that Entity as at the date of the dividend 
distribution. When applying the 10% test, all Ownership Interests in an Entity held by the 
Multinational Enterprise Group that carry the same rights (profit, capital, reserves, or voting 
rights) must be aggregated. The aggregated Ownership Interests must be equity interests, 

 
5 OECD (2021), Tax Challenges Arising from Digitalisation of the Economy – Global Anti-Base Erosion Model 

Rules (Pillar Two): Inclusive Framework on BEPS” published in December 2021 
6 An Ownership Interest is any equity interest that carries rights to the profits, capital or reserves of an Entity, 

including the profits, capital or reserves of a Main Entity’s Permanent Establishment(s). An ordinary share in a 
company is generally expected to be regarded as an Ownership Interest. 

7 The Taxable Distribution Method is an alternative method of taxation that is available to Investment Entities and 
Insurance Investment Entities subject to conditions. More information on the Taxable Distribution Method is set 
out in section 17.2.5. 
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such as shares or other ownership forms, as defined under the applicable financial accounting 
standards used to prepare the Consolidated Financial Statements. 
A Short-Term Portfolio Shareholding is a Portfolio Shareholding that has been economically 
held for less than one year (an uninterrupted period of twelve Gregorian calendar months) as 
at the date of the dividend distribution. If the Constituent Entity disposes of shares in a 
particular class, the most recently acquired shares of the same class are considered disposed 
of first (i.e. last-in, first out applies). A class of shares refers to shares issued by the distributing 
Entity that carry identical rights and are interchangeable. Each class of shares is evaluated 
independently for holding period purposes (but not for the 10% test). 
A Portfolio Shareholding is considered to be economically held when: 

• It has all or substantially all the benefits and burdens of ownership, including rights to 
profits, capital, reserves, or voting rights that are carried by its ownership; and 

• It has not renounced these rights and has not transferred these rights to another Entity or 
arrangement over the tested period. This condition applies only to the specific Ownership 
Interest associated with a received or accrued distribution and does not require 
determining the source of the distribution. For example, if a Constituent Entity receives a 
distribution from a mutual fund, it only needs to evaluate its holding period for that interest, 
not the mutual fund’s holding period. This rule applies individually to each Constituent 
Entity and each class of shares. 

Whether a Portfolio Shareholding is economically held is a determined on the basis of facts 
and circumstances.  
Dividends received or accrued from Short-Term Portfolio Shareholdings are included in 
Constituent Entity Income or Loss. 

A Filing Constituent Entity of a Multinational Enterprise Group may make a five-year election 
for treating all dividends from Portfolio Shareholdings as Included Dividends, regardless of 
whether they are received or accrued from Short-Term Portfolio Shareholdings. 

The table below illustrates the treatment of dividends received or accrued from Portfolio and 
Non-Portfolio Shareholdings: 

Summary of the treatment of dividends received or  
accrued from Portfolio and Non-Portfolio Shareholdings 

Dividends or other 
distributions received or 

accrued in respect of: 

Portfolio Shareholding (i.e. 
carrying rights to less than 
10% of the profits, capital, 
reserves or voting rights of 

the distributing Entity) 

Non-Portfolio Shareholding 
(i.e. carrying rights to at least 

10% of the profits, capital, 
reserves and voting rights of 

the distributing Entity) 

Short-term shareholding (i.e. 
economically held for less 

than one year) 
Included dividend  Excluded Dividend 

Non-Short-term shareholding 
(i.e. economically held for at 

least one year) 

Excluded Dividend  
(election available for treating 

as Included Dividend) 
Excluded Dividend 
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Dividends received in respect of an Ownership Interest in Investment Entities that are subject 
to the Taxable Distribution Method are not considered Excluded Dividends. Such dividends 
must always be included in the Constituent Entity Income or Loss. 

6.2.3. Excluded Equity Gains and Losses 

Excluded Equity Gains and Losses are gains, profits or losses that are included in Financial 
Accounting Net Income or Loss, but which need to be adjusted during the DMTT computation 
process. These arise in three situations, discussed below.  
1. Gains and losses from changes in fair value of an Ownership Interest, except for a Portfolio 

Shareholding 
This type of gain or loss relates to changes in the fair value of an Ownership Interest that 
is accounted for using a fair value accounting method. Such an accounting method 
re-values the Ownership Interest periodically (usually yearly) and reflects changes in value 
as gains or losses in the profit or loss statement or in the Other Comprehensive Income 
section of the balance sheet. Where these gains are included in Financial Accounting Net 
Income or Loss, an adjustment should be made for them in the DMTT computation 
process. 
Excluded fair value gains require a negative adjustment to Financial Accounting Income 
Net Income or Loss and excluded fair value losses require a positive adjustment to 
Financial Accounting Net Income or Loss. Where these gains or losses are recorded in 
“Other Comprehensive Income” or “equity” rather than the profit and loss statement, an 
adjustment may not be required as they may not have been included in the figure for 
Financial Accounting Net Income or Loss. 

2. Profit or loss in respect of an Ownership Interest included under the equity method of 
accounting 
This adjustment relates to profits and losses arising from Ownership Interests which are 
accounted for under the equity method. The equity method is usually applied when a 
Group holds a significant, but non-Controlling Interest in an Entity (usually between 20% 
and 50%). 
Under the equity method, the owner includes its proportionate share of the Entity’s after-
tax income or loss in the computation of Financial Accounting Net Income or Loss. As 
such, the adjustment may be a positive or negative amount depending upon whether the 
Entity reported net income or a net loss on the Ownership Interest. A negative adjustment 
to Financial Accounting Net Income or Loss is required where there is equity method net 
income, while a positive adjustment is required where there is an equity method loss. 

3. Gains and losses from disposition of an Ownership Interest, except for a disposition of a 
Portfolio Shareholding 
This covers gains or losses from the disposition of Ownership Interests in an Entity where 
the Multinational Enterprise Group holds 10% or more of the Ownership Interest at the 
time of the transfer (i.e. Ownership Interests other than a Portfolio Shareholding). The local 
tax treatment of these gains varies, with many jurisdictions offering exemptions or reduced 
tax rates that may result in permanent differences. For simplicity, the DMTT Law does not 
disallow expenses related to Excluded Equity Gains or Losses, except for certain 
expenses tied to insurance reserves linked to these gains or losses. 
An adjustment to Financial Accounting Net Income or Loss is not made for gains and 
losses from the disposition of a Portfolio Shareholding. The table below reflects the 
difference in the treatment of gains and losses arising from a disposition of an Ownership 
Interest when carrying out the DMTT computation.  
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The length of time an Ownership Interest is held (Portfolio Shareholding or otherwise) is 
not relevant in determining whether gains from the disposition should be adjusted for 
DMTT computation purposes. 
 

Treatment of gains and losses arising from a disposition  
of an Ownership Interest when carrying out the DMTT computation 

Gains and losses arising 
from the disposition of: 

Portfolio Shareholding (i.e. 
carrying rights to less than 
10% of the profits, capital, 
reserves or voting rights of 

the distributing Entity) 

Non-Portfolio Shareholding 
(i.e. carrying rights to at least 

10% of the profits, capital, 
reserves and voting rights of 

the distributing Entity) 

Short-term shareholding (i.e. 
economically held for less than 
one year) 

Included gain/loss Excluded gain/loss 

Non-Short-term shareholding 
(i.e. economically held for at 
least one year) 

Included gain/loss Excluded gain/loss 

 

Example  

Teal Co is located in Bahrain and holds two types of shareholdings: a 5% Portfolio Shareholding in 
Indigo Co for 9 months and a 15% non-Portfolio Shareholding in Ivory Co for 2 years. 

During the Fiscal Year, Teal Co disposes of both shareholdings. The disposal of the shares in Indigo 
Co realised a gain of BHD 100,000 and the disposal of the shares in Ivory Co realised a gain of BHD 
500,000. 

The gain of BHD 100,000 arising on the disposal of the shares in Indigo Co is included in Teal Co’s 
Financial Accounting Net Income or Loss for the Fiscal Year and is not adjusted during the DMTT 
computation process as it is derived from a Portfolio Shareholding (less than 10%).  

The gain of BHD 500,000 arising from the disposal of shares in Ivory Co is included in Financial 
Accounting Net Income or Loss for the Fiscal Year, but should be adjusted in determining Constituent 
Entity Income or Loss as it is a non-Portfolio Shareholding (10% or higher) and thus it constitutes an 
Excluded Equity Gain. Here, as the amount is a gain, it will be deducted from Financial Accounting 
Income or Loss. 

The length of time the Ownership Interests were held is not relevant for determining whether a gain 
should be adjusted in computing Constituent Entity Income or Loss. 

 
6.2.4. Included Revaluation Method Gains and Losses 

Financial accounting standards may allow an Entity to choose between the cost model or the 
revaluation model as its accounting policy for property, plant and equipment: 

• Under the cost model, a fixed asset is typically carried on the balance sheet at its original 
cost less accumulated depreciation and accumulated impairment losses. Unlike the 
revaluation model, a fixed asset’s value is not adjusted for market changes. 
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• Under the revaluation model, an asset is carried at a revalued amount, which is its fair 
value at the date of the revaluation. When an asset is re-valued, revaluation gains or 
revaluation losses may arise. Revaluation gains are usually recorded in Other 
Comprehensive Income and net revaluation losses on an asset are usually included in the 
profit and loss statement. 

As revaluation gains are usually recorded in Other Comprehensive Income and not in the profit 
and loss statement, they are not included when determining Financial Accounting Net Income 
or Loss. Where revaluation gains are so recorded, Financial Accounting Net Income or Loss 
should be adjusted by an amount called the Included Revaluation Method Gain or Loss.  
The Included Revaluation Method Gain or Loss is the net gain or loss, increased or decreased 
by any associated Covered Taxes (see section 7), for the Fiscal Year in respect of all property, 
plant and equipment that arises under an accounting method or practice where all the following 
apply: 
(a) The accounting method or practice periodically adjusts the carrying value of such property 

to its fair value; 
 

(b) The accounting method or practice records the changes in value in Other Comprehensive 
Income; and  
 

(c) The accounting method or practice does not subsequently report the gains or losses 
recorded in Other Comprehensive Income through profit and loss. 

Any gain or loss recorded in Other Comprehensive Income is adjusted to include the 
associated Covered Taxes to the extent that the gain or loss was recorded net of these 
Covered taxes. Covered Taxes (both current and deferred) related to the Included Revaluation 
Method Gain or Loss must be included in the computation of Adjusted Covered Taxes. This 
ensures Covered Taxes are not deducted twice in the Effective Tax Rate calculation.  
Article 57 of the Regulations allows for an election regarding tangible property subject to the 
revaluation model. Where this election is made, gains or losses recorded in Other 
Comprehensive Income are not added to Financial Accounting Net Income or Loss as part of 
the DMTT computation process until the asset is disposed. This election also requires that 
depreciation for the relevant assets is determined without considering any changes in carrying 
value due to revaluation model. Additionally, any Covered Taxes associated with the gains or 
losses recorded in Other Comprehensive Income must also be deferred until the asset is sold 
or disposed of. 

6.2.5. Gain or Loss from disposition of assets and liabilities 

Typically, when an Entity disposes of an asset or liability, any gain or loss arising on the 
disposal is reflected in the financial accounts of the Entity. To the extent that such a gain or 
loss is not already reflected in Financial Accounting Income or Loss of a Constituent Entity, an 
adjustment must be made to reflect the gain or loss when computing Constituent Entity Income 
or Loss. 
A Constituent Entity acquiring an asset or liability should determine Constituent Entity Income 
or Loss based on its carrying value of the acquired asset or liability determined under the 
Accounting Standard used to determine the Entity’s Constituent Entity or Loss. 
Gains or losses from the disposition of assets (other than Ownership Interests that are not 
Portfolio Shareholdings) as part of a Reorganisation (see section 1817.5) are adjusted for in 
the computation of Constituent Entity Income or Loss. An asset is considered disposed when 
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it is sold, even when the buyer is another Constituent Entity of the Multinational Enterprise 
Group. 
To the extent a gain is excluded from the Computation of Constituent Entity Income or Loss, 
a negative adjustment is required in determining Constituent Entity Income or Loss. Similarly, 
a positive adjustment is required where a loss is excluded in accordance with Article 16. 

6.2.6. Asymmetric Foreign Currency Gains or Losses 

An Asymmetric Foreign Currency Gain or Loss is a foreign currency gain or loss of a 
Constituent Entity where the Accounting Functional Currency and Tax Functional Currency 
used by that Constituent Entity are different and where they are treated in the manner 
described in the table below. The type of adjustment required to Financial Accounting Net 
Income or Loss is dependent on the type of gain or loss as reflected below.  

Reference to 
Executive 

Regulations 
Type of Asymmetric Foreign 

Currency Gain or Loss 
Adjustment required to Financial 
Accounting Net Income or Loss 

Article 12(F)(1) The gain or loss arises from 
transactions denominated in the 
Accounting Functional Currency. The 
gain or loss is included in the 
computation of taxable income or loss 
of the Constituent Entity due to the 
different Tax Functional Currency. 

The above also applies where an asset 
or liability denominated in the 
Accounting Functional Currency is 
retranslated in the tax functional 
currency so that a tax Foreign Currency 
Gain/Loss arises, despite no Foreign 
Currency Gain/Loss arising for 
accounting purposes. 

Foreign Currency Gains should be 
added to Financial Accounting Net 
Income or Loss. Foreign Currency 
Losses should be deducted from 
Financial Accounting Net Income or 
Loss. 

Article 12(F)(2) The gain or loss arises from 
transactions denominated in the Tax 
Functional Currency. The gain or loss is 
recorded in Financial Accounting Net 
Income or Loss of the Constituent 
Entity due to the different Accounting 
Functional Currency. 

The above also applies where an asset 
or liability denominated in the Tax 
Functional Currency is retranslated in 
the Accounting Functional Currency so 
that an accounting Foreign Currency 
Gain/Loss arises, but no Foreign 
Currency Gain/Loss arises for tax 
purposes. 

Foreign Currency Gains should be 
deducted from Financial Accounting 
Net Income or Loss. Foreign Currency 
Losses should be added to Financial 
Accounting Net Income or Loss. 

Article 12(F)(3) The gain or loss arises from 
transactions denominated in a currency 
that is neither the Accounting 

Foreign Currency Gains should be 
deducted from Financial Accounting 
Net Income or Loss. Foreign Currency 
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Functional Currency nor the Tax 
Functional Currency and it is attributed 
to fluctuations between the Accounting 
Functional Currency and the 
transaction denomination currency. The 
gain is recorded in the Financial 
Accounting Net Income or Loss of the 
Constituent Entity given the Accounting 
Functional Currency is different from 
the transaction denomination currency. 

Losses should be added to Financial 
Accounting Net Income or Loss. 

Article 12(F)(4) The gain or loss arises from 
transactions denominated in a currency 
that is neither the Accounting 
Functional Currency nor the Tax 
Functional Currency and it is attributed 
to fluctuations between the Tax 
Functional Currency and the 
transaction denomination currency, 
regardless of whether the gain or loss 
is included in the taxable income of the 
Constituent Entity or subject to tax at 
the level of the Constituent entity. 

Foreign Currency Gains should be 
added to Financial Accounting Net 
Income or Loss. Foreign Currency 
Losses should be deducted from 
Financial Accounting Net Income or 
Loss. If the Foreign Currency Gain 
Loss is not subject to tax In Bahrain, 
the tax Foreign Currency Gain Loss is 
the amount that would have arisen for 
tax purposes if the Constituent Entity 
had been subject to tax on the gain or 
loss using the same method for 
determining the Foreign Currency Gain 
Loss as is used in the financial 
accounts. 

 
Adjustments to Financial Accounting Net Income or Loss for Asymmetric Foreign Currency 
Gains and Losses must be reflected in the Presentation Currency of the Multinational 
Enterprise Group’s Consolidated Financial Statements during the DMTT computation process.  

Example  

Slate Co is a Constituent Entity of a Multinational Enterprise Group meeting the Revenue Test. Slate 
Co is located in Country X which has a Corporate Income Tax Regime with a tax rate of 20%. Country 
X also has a DMTT regime substantially similar to that in Bahrain.  

The Group prepares Consolidated Financial Statements using currency X (CUR X) as Accounting 
Functional Currency and currency Y (CUR Y) as Tax Functional Currency. 

At the beginning of 2026, Slate Co holds a bond with a face value of CUR X 1,000,000. 

At the beginning of 2026 the exchange rate is 1 CUR X = 1 CUR Y. At the end of 2026 the exchange 
rate is 1,2 CUR X = 1 CUR Y.  

In the Consolidated Financial Statements for 2026, no foreign exchange gain or loss will appear 
because the Accounting Functional Currency is the same as the currency in which the bond is 
denominated i.e. CUR X. 

In the tax computation of Slate Co, a foreign exchange loss of CUR Y 167k will arise as the bond has 
lost value due to movement of the exchange rate (assume the computation is prepared based on the 
closing forex rate). 

If the foreign exchange loss is deductible in the tax computation, the foreign exchange loss is an 
Asymmetric Foreign Currency Gain or Loss as per Article 12(F)(1) of the Executive Regulations. 
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As the foreign exchange loss is an Asymmetric Foreign Currency Gain or Loss, an adjustment to 
Financial Accounting Net Income or Loss is needed. The (negative in this case) adjustment should 
be equal to the foreign exchange loss translated to CUR X. 

The adjustment that is needed is to reduce Financial Accounting Net Income or Loss by the 
Asymmetric Foreign Currency Gain or Loss is calculated as follows: 

Reduction of Financial Accounting Net Income or Loss = 167k translated to CUR X = 200k CUR X.  
 
6.2.7. Illicit Expenditure, Fines and Penalties 

Bribes, kickbacks and other illegal payments may be reflected in the financial statements, but 
are not tax-deductible in most jurisdictions for public policy reasons. Fines and penalties are 
usually not deductible for tax purposes to ensure that the economic burden of the penalty falls 
solely on the offending party. 
Financial Accounting Net Income or Loss is adjusted by the following when computing 
Constituent Entity Income or Loss: 

• All illegal payments such as bribes and kickbacks; and 

• Expenses accrued for fines and penalties that individually equal or exceed EUR 50,000 
(or an equivalent amount in the Functional Currency in which the Constituent Entity’s 
Financial Accounting Net Income or Loss was calculated). The threshold applies 
separately for each fine or penalty. Where a fine or penalty increases until corrective action 
is taken (e.g. a stockbroker subject to daily fines until it releases information about a trade), 
it is seen as one fine, so the threshold applies on the amount of the fine or penalty that is 
accrued during the Fiscal Year. 

There is no threshold for bribes and kickbacks; the full amount of such payments is added 
back to Financial Accounting Net Income or Loss when computing Constituent Entity Income 
or Loss.  

6.2.8. Prior Period Errors and Changes in Accounting Principles 

An adjustment needs to be made to Financial Accounting Net Income or Loss for a Fiscal Year 
where there are Prior Period Errors and Changes in Accounting Principles which means all 
changes in the opening equity at the beginning of the Fiscal Year of a Constituent Entity due 
to: 

• The correction of an error from a prior period of Financial Accounting Net Income or Loss 
that impacted the calculation of Constituent Entity Income or Loss in a previous Fiscal 
Year, or  

• A change in accounting principle or policy that affects the income or expenses used to 
compute Constituent Entity Income or Loss.  

An adjustment is not required if the error correction requires a reduction in Covered Taxes of 
EUR 1 million or more in a prior Fiscal Year. The provisions related to post-filing adjustments 
would apply instead. See section 14.4 for details on post-filing adjustments. 
Any adjustment to the opening equity of each Bahrain located Constituent Entity of the 
Multinational Enterprise Group must be taken into account. The nature of the error will 
determine whether the adjustment increases or decreases opening equity. For example, if 
revenue was incorrectly excluded in a previous Fiscal Year, the adjustment would generally 
increase both the opening equity and the income in the computation of Constituent Entity 
Income or Loss.  
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To the extent that the error is attributable to Fiscal Years prior to the application of DMTT to 
the Constituent Entity, the adjustment to opening equity does not impact the Constituent Entity 
Income or Loss calculation. If the adjustment is a decrease which requires the re-computation 
of the Effective Tax Rate and Top-up Tax for a previous Fiscal Year, the adjustment should be 
made as a Post-Filing Adjustment. See section 14.4 for details on post-filing adjustments. 
The adjustment to the Financial Accounting Net Income or Loss should apply as follows: 

• A decrease in opening equity results in a negative adjustment, acting as a deduction from 
Financial Accounting Net Income or Loss in computing Constituent Entity Income or Loss.  

• An increase in opening equity leads to a positive adjustment, treated as an addition to 
Financial Accounting Net Income or Loss in computing Constituent Entity Income or Loss. 

6.2.9. Accrued Pension Expense 

Financial accounting and tax rules can recognise pension expenses at different times. This 
can be as a result of local tax treatments, employer contributions or actuarial adjustments 
associated with defined benefit pension plans.  
An adjustment to Financial Accounting Net Income or Loss is needed for Accrued Pension 
Expense where pension liabilities are allowed as expenses in the computation of Constituent 
Entity Income or Loss. This adjustment should only be made for pension expenses of plans 
that are provided through a Pension Fund. 8  Accrued Pension Expense is the difference 
between the pension liability expense included in the Financial Accounting Net Income or Loss 
of a Constituent Entity and the amount contributed to a Pension Fund during the Fiscal Year.  
The adjustment to Financial Accounting Net Income or Loss for this difference will be a positive 
amount (increasing income) if the amount accrued as an expense in the financial accounts 
exceeds the actual contributions paid for the year. The adjustment will be a negative amount 
(reducing income) where actual contributions paid exceed the expense accrued in the financial 
accounts. This ensures alignment between the financial accounting treatment of pension 
expenses and the actual funding obligations met by the relevant Constituent Entity.  
The amount of the adjustment is: 

(Pension liability income or pension liability expense accrued for the 
Fiscal Year + contribution to a Pension Fund for the Fiscal Year) x (-1) 

For the purposes of this formula, pension liability income and the contribution to a Pension 
Fund are expressed as positive amounts, while pension liability expense is expressed as a 
negative amount. 

Example  

A Bahrain located Constituent Entity of a Multinational Enterprise Group which meets the Revenue 
Test contributed BHD 80,000 to a pension fund (meeting the definition of “Pension Fund” for DMTT 
purposes) during the Fiscal Year. The Constituent Entity recorded an Accrued Pension Expense of 
BHD 100,000 and pension income of BHD 20,000 in its financial accounts. Additionally, the pension 

 
8 A Pension Fund is an Entity that is established and operated in a jurisdiction exclusively or almost 

exclusively to administer or provide retirement benefits and ancillary or incidental benefits to natural persons 
and either (a) is regulated as such by that jurisdiction or one of its political subdivisions or local authorities, or 
(b) those benefits are secured or otherwise protected by national regulations and funded by a pool of assets 
held through a fiduciary arrangement or trustor to secure the fulfilment of the corresponding pension 
obligations against a case of insolvency of the Multinational Enterprise Group. 
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fund, being in surplus, distributed BHD 10,000 to the Constituent Entity. The adjustment to Financial 
Accounting Net Income or Loss is calculated as follows:  

Accrued Pension Expense Adjustment:  

Adjustment = ((Accrued Income or Expense + Contributions) × (-1))  

• Accrued Pension Expense:  -100,000  
• Contributions:   80,000 
• Adjustment:   (-100,000 + 80,000 × (-1) = +20,000  

Financial Accounting Net Income or Loss is increased by 20,000.  

Pension Income Adjustment using the same formula:  

• Pension Income:  +20,000 
• Contributions:   80,000  
• Adjustment:   (20,000 + 80,000) × (-1) = -100,000  

Financial Accounting Net Income or Loss is reduced by 100,000. 

Surplus Distribution Adjustment  
The surplus distribution of BHD 10,000 from the pension fund is included when computing Constituent 
Entity Income or Loss Income.  

Summary of Adjustments  

1. Financial Accounting Net Income or Loss is increased by 20,000 for Accrued Pension Expense 
and decreased by 100,000 for pension income.  

2. Constituent Entity Income is increased by BHD 10,000 (surplus distribution).  

 
6.2.10. Arm’s Length Principle 

The Arm’s Length Principle must be applied in the DMTT computation process. Under the 
Arm’s Length Principle, conditions and pricing of transactions and arrangements between 
Constituent Entities, Joint Ventures and Joint Venture Subsidiaries are verified for DMTT 
purposes by reference to the conditions and pricing that would have been obtained between 
independent enterprises in comparable transactions or arrangements and under comparable 
circumstances. This ensures that all transactions and arrangements between Constituent 
Entities, Joint Ventures and Joint Venture Subsidiaries in the same Multinational Enterprise 
Group are priced consistently and recorded at the same price for DMTT purposes.  
An adjustment to the amounts recorded in the financial accounts will be required when 
computing Constituent Entity Income or Loss if Constituent Entities, Joint Ventures and Joint 
Venture Subsidiaries of the same Multinational Enterprise Group have engaged in 
transactions or arrangements with one another where such transactions or arrangements 
applied transfer prices inconsistent with the Arm’s Length Principle. 
In particular, Bahrain located Constituent Entities must make an adjustment to amounts 
recorded as part of Financial Accounting Net Income or Loss to ensure that an outcome of a 
transaction or an arrangement with another Constituent Entity located in a different jurisdiction 
which is a member of the same Multinational Enterprise Group is consistent with the Arm’s 
Length Principle. 
Where sales or transfers of assets between Constituent Entities, Joint Ventures and Joint 
Venture Subsidiaries located in Bahrain result in a loss, the Financial Accounting Net Income 
or Loss of these Entities must be adjusted in line with the Arm’s Length Principle.  
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Multinational Enterprise Groups typically maintain a transfer pricing policy based on the Arm’s 
Length Principle and maintain the transfer pricing documentation to prove the alignment of 
intra-group transactions with this standard.  
It is generally expected that financial accounts of Constituent Entities, Joint Ventures and their 
Subsidiaries in the same Multinational Enterprise Group should reflect transactions between 
them at the same amount. Otherwise, an adjustment to Financial Accounting Net Income or 
Loss is required.  

6.2.11. Expenses attributable to Intra-group Financing Arrangements 

Entities belonging to Multinational Enterprise Groups often enter into financing arrangements 
where one Entity provides loans to or invests in the capital of another Entity in the same Group. 
Such arrangements may result in an increase in the Effective Tax Rate in a jurisdiction that is 
below the Global Minimum Rate of 15% without increasing the Taxable Income of the 
counterparty to the arrangement. The arrangement would usually not increase the Taxable 
Income of the counterparty if the interest income is treated as exempt in the hands of the 
recipient for local tax purposes. Similarly, the arrangement would also not increase the Taxable 
Income of the counterparty if the counterparty obtains a credit or deduction that is calculated 
by reference to the amount of the interest income received. 
The arrangements described above are called Intra-group Financing Arrangements for DMTT 
purposes and are defined as any arrangement entered into between two or more members of 
the Multinational Enterprise Group whereby a High-Tax Counterparty directly or indirectly 
provides credit or otherwise makes an investment in a Low-Tax Entity. 
Constituent Entities of a Multinational Enterprise Group are required to adjust Financial 
Accounting Net Income or Loss by excluding any expense attributable to an Intra-group 
Financing Arrangement that: 

• Results in a Constituent Entity located in Bahrain which is a Low-Tax Constituent Entity 
incurring an expense related to an Intra-group Financing Arrangement with a High-Tax 
Counterparty; and 

• Can reasonably be expected over the duration of the arrangement to increase the amount 
of expenses taken into account in determining the Net Constituent Entity Income or Loss 
of the Low-Tax Constituent Entity located in Bahrain; and 

• Can reasonably be expected over the duration of the arrangement to not result in a 
commensurate increase in the Taxable Profit or Loss of the High-Tax Counterparty (e.g. 
as a result of exclusions, exemptions, deductions and other benefits under local tax laws). 

A Low-Tax Entity generally means a Constituent Entity located in a jurisdiction which applies 
an Effective Tax Rate lower than the Minimum Rate (i.e. a Low-Tax Jurisdiction). A High-Tax 
Counterparty is a Constituent Entity that is located in a jurisdiction that is not a Low-Tax 
Jurisdiction or that is located in a jurisdiction that would not be a Low-Tax Jurisdiction if its 
Effective Tax Rate were determined without regard to any income or expense accrued by that 
Entity in respect of an Intra-group Financing Arrangement.  
In applying the rules above, the term “transaction” is interpreted broadly to include an 
agreement, plan or understanding or a series thereof, regardless of the legal enforceability of 
such transaction. Additionally, the duration of the arrangement and its expected outcomes 
should be determined based on an objective assessment, including consideration of the 
financing requirements of the parties. For instance, even where a loan is only made for a 
limited duration, a financing arrangement may reasonably be expected to be in place for an 
extended period if it is put in place to finance a long-term investment. 
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Example 

Group Indigo is a Multinational Enterprise Group meeting the Revenue Test. Teal and Ivory are 
Entities of Indigo Group.  

Teal is located in Country X and generates income which is subject to an Effective Tax Rate higher 
than 15%. Ivory is located in a jurisdiction which has a domestic minimum top-up-tax substantially 
similar to Bahrain’s DMTT. In addition, the Effective Tax Rate of Ivory for DMTT purposes is below 
15%. 

Teal advances Ivory an interest-bearing loan. At the time this loan is advanced, Teal does not expect 
to be subject to tax in Country X on the interest income from the loan to Ivory. This situation could 
arise, for example, if Teal incurred interest expense on a loan payable that was restricted in the local 
tax computation, but due to the accrual of interest income on the loan from Ivory, an equivalent 
amount of interest expense on the loan payable may now be treated as deductible i.e. there is no 
gain / no loss overall in the local tax computation of Teal due to the loan given to Ivory.  

As the conditions set out in Article 18 of the Regulations are met, Ivory is required to exclude the 
interest expense attributable to loan from Company Teal when computing Constituent Entity Income 
or Loss. As such, the interest expense is added to Financial Accounting Net Income or Loss. 

 
6.2.12. Financial instruments 

A financial instrument must be classified as either debt or equity consistently by both the issuer 
and the holder of the instrument where both parties are Constituent Entities of the same 
Multinational Enterprise Group. If the instrument is classified as debt, interest payments are 
treated as an expense for the issuer and income for the holder. If the instrument is classified 
as equity, distributions, such as dividends, are excluded from income or loss computations 
where applicable exclusions apply. 
Where the issuer and the holder classify the same instrument differently, the issuer’s 
classification prevails. The holder must adjust its accounting treatment to align with the issuer’s 
classification when computing Constituent Entity Income or Loss. For example, if the issuer 
classifies the instrument as equity while the holder classifies it as debt, the holder must 
reclassify it as equity. This ensures consistency in the treatment of the instrument and prevents 
mismatches that could distort the DMTT computation. 

Example  

Crimson and Slate are Constituent Entities of the same Multinational Enterprise Group. Crimson is 
located in Bahrain and Slate is located in Country X. Slate issues a financial instrument to Crimson 
and receives consideration for the issue from Crimson. 

Slate classifies the instrument as equity, treating payments accruing on the instrument as dividends. 
Crimson initially classifies the instrument as debt, treating payments receivable on the instrument 
from Slate as interest. For DMTT purposes, Crimson must adjust its classification to align with the 
issuer’s classification of equity. As a result, payments received by Crimson are reclassified as 
dividends and relevant adjustments should be made by Crimson in computing Constituent Entity 
Income or Loss.  
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6.2.13. Qualified Refundable Tax Credits and Marketable Transferable Tax Credits 

6.2.13.1. Introduction 

This section of the guide sets out information on the treatment for DMTT purposes of Qualified 
Refundable Tax Credits and Marketable Transferable Tax Credits. As Bahrain has not issued 
such tax credits, it is not expected that Bahrain located Constituent Entities and Joint Ventures 
will need to consider the DMTT treatment of these instruments when preparing their DMTT 
computations. 
A tax credit is an amount that a taxpayer can subtract directly from taxes owed to a 
government. Instead of reducing Taxable Income (like deductions), a tax credit directly 
reduces the tax liability on a dinar-for-dinar basis. For example, if a company owes 
BHD 10,000 in taxes and receives a BHD 2,000 tax credit, it should only pay BHD 8,000.  
Tax credits can be refundable or non-refundable depending on the conditions attaching to their 
issue: 

• The excess of a refundable tax credit over the tax owed can be recovered as a refund in 
cash. Limits may be placed on when the excess may be recovered, e.g. the conditions 
attaching to the tax credit might provide that such a refund is only available after a certain 
number of years have expired from the granting of the tax credit. 

• A non-refundable tax credit may reduce a tax liability, but any excess credit over the liability 
is not refundable in cash. The excess is either lost or may be carried forward to set against 
future taxes, depending on the conditions attaching to the tax credit. 

Some jurisdictions allow tax credits to be transferred between Entities or for them to be sold 
or traded subject to certain conditions.  
Depending on the financial accounting standard used in determining Financial Accounting Net 
Income or Loss, a non-refundable tax credit may reduce the current tax expense and 
consequently result in lower Covered Taxes and a higher Effective Tax Rate. Where a non-
refundable tax credit is included as income in the financial accounts, it must be adjusted in the 
computation of Constituent Entity Income or Loss. 
For accounting purposes, a refundable tax credit may be treated as a government grant and 
would be expected to be included as income in the profit and loss account of the Entity. The 
amount of Covered Taxes would therefore be unaffected by a refundable tax credit treated in 
this manner.  
A Constituent Entity which has been granted a Qualified Refundable Tax Credit or a 
Marketable Transferable Tax Credit, as defined for DMTT purposes, should include the value 
of such credits as income when calculating a Constituent Entity’s Income or Loss for the Fiscal 
Year in which the Entity becomes entitled to the credits. This means that the credits are treated 
as income in the Fiscal Year in which the Entity first had the right to receive the credits 
regardless of when the credits are received or used.  
Notwithstanding the above, where a Qualified Refundable Tax Credit or Marketable 
Transferable Tax Credit relates to the acquisition or construction of an asset and, under the 
accounting policy applied by the Constituent Entity, the Constituent Entity either: 

• Reduces the carrying value of the assets in respect of the tax credit; or 

• Recognises the tax credit as deferred income over the productive life of that asset 
the Constituent Entity may follow that accounting policy when determining Constituent Entity 
Income or loss. This means that, rather than treating the full amount of the tax credit as income 
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when computing Constituent Entity Income or Loss for the Fiscal Year during which the tax 
credit was first granted, the income will accrue over two or more years, in line with the 
accounting policy applied. 
A tax credit that does not meet the conditions to be a Qualified Refundable Tax Credit or a 
Marketable Transferable Tax Credit, but treated as income in the financial accounts, must be 
subtracted from Financial Accounting Net Income or Loss when computing Constituent Entity 
Income or Loss.  

6.2.13.2. Qualified Refundable Tax Credits 

A Qualified Refundable Tax Credit is a refundable tax credit designed in a way such that it 
must be paid as cash or available as cash equivalents within four years from when a 
Constituent Entity satisfies the conditions for receiving the credit under the laws of the 
jurisdiction granting the credit. 
Cash equivalents include checks, short-term government debt instruments, and anything else 
treated as a cash equivalent under the financial accounting standard used in the preparation 
of the Consolidated Financial Statements. 
A tax credit that is refundable in part is a Qualified Refundable Tax Credit to the extent it is 
paid as cash or available as cash equivalents within four years from when a Constituent Entity 
satisfies the conditions for receiving the credit under the laws of the jurisdiction granting the 
credit.  
A Qualified Refundable Tax Credit does not include any amount of tax creditable or refundable 
pursuant to a Qualified Imputation Tax9 or a Disqualified Refundable Imputation Tax.10 Further, 
if the tax credit regime provides for an election by the Entity to receive the credit in a manner 
that is refundable, the tax credit regime is considered refundable to the extent of the refundable 
portion, regardless of whether the Entity actually elects to receive a refund of some or all of 
the tax credit.  
Where an amount of a Qualified Refundable Tax Credit has been recorded as a reduction in 
current income tax expense (or other Covered Taxes) in the financial accounts of the 
Constituent Entity, that amount must be treated as an addition to Covered Taxes when 
computing the value of Adjusted Covered Taxes to reverse the accounting entry that treated it 
as a tax reduction instead of income. Additional rules with respect to Qualified Refundable Tax 
Credits apply when determining Adjusted Covered Taxes. See section 7 of this guide for further 
information on Covered Taxes. 

6.2.13.3. Marketable Transferable Tax Credits 

Tax credits, or a portion thereof, which satisfy all the following conditions are treated as 
Marketable Transferable Tax Credits for the purposes of the DMTT: 

• The tax credit can be used by the holder of the credit to reduce its liability for a Covered 
Tax in the jurisdiction that issued the tax credit. 

• The tax credit meets the legal transferability standard in the hands of the holder of the tax 
credit. 

• The tax credit meets the marketability standard in the hands of the holder of the tax credit. 

 
9 Refer to Clause 15 of Article 1 of the DMTT Executive Regulations.  
10 Refer to Clause 18 of Article 1 of the DMTT Executive Regulations. 
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The legal transferability standard is met for the holder of the tax credit if the tax credit regime 
is designed in a way that the holder can transfer the credit to an unrelated party in the Fiscal 
Year in which it satisfies the eligibility criteria for the credit or within 15 months of the end of 
that year.  
The marketability standard is met for the holder of a tax credit if it is transferred to an unrelated 
party within 15 months of the end of the Fiscal Year in which it satisfies the eligibility criteria 
for the credit at a price that equals or exceeds 80% of the net present value of the tax credit. 
Similar to Qualified Refundable Tax Credits, the face value of a Marketable Transferable Tax 
Credits will be treated for DMTT purposes as income of the recipient Constituent Entity in the 
Fiscal Year in which it satisfies the eligibility criteria for the credit.  
If a Marketable Transferable Tax Credit relates to acquiring or constructing assets, and the 
company follows specific accounting policies (e.g., reducing the asset's value or recognising 
the credit as deferred income), the same accounting treatment can be applied for the purposes 
of the DMTT computation without adjusting the character of the credit. 

6.3. Election-based adjustments 

6.3.1. Introduction 

The DMTT Law and its Executive Regulations provide for elections which can be made by the 
Filing Constituent Entity to allow a Multinational Enterprise Group to make certain adjustments 
in determining their Constituent Entity Income or Loss.  
Some elections provide administrative simplifications for Constituent Entities located in 
Bahrain while others align DMTT rules with certain tax rules which typically apply in other 
jurisdictions. An election may be an Annual Election or a Five-Year Election for DMTT 
purposes: 

• An Annual Election applies only for the Fiscal Year in respect of which it is made.  

• A Five-Year Election applies for the for the Fiscal Year for which the election is first made 
and for all succeeding Fiscal Years until it is revoked. A Five-Year Election must remain in 
place for a minimum of five consecutive Fiscal Years and may not be revoked for any one 
or part of those five Fiscal Years.  

The elections available to Filing Constituent Entities are discussed in the following sections. 
For further information on the process for making and revoking elections, please see the DMTT 
Administrative Guide on the NBR website. 

6.3.2. Stock-based Compensation 

6.3.2.1. Introduction 

The DMTT framework addresses differences which typically exist between the tax treatment 
and the accounting treatment of stock-based compensation. Stock-based compensation is 
remuneration provided to an employee in the form of an equity instrument such as a share or 
stock option, stock appreciation rights and restricted shares / restricted stock units. 
The most common form of stock-based compensation is stock options. Typically, under local 
tax rules, an Entity is entitled to deduct, for tax purposes, the value of stock-based 
compensation based on the market value of the stock when the option is exercised. However, 
for financial accounting purposes, companies generally account for stock-based 
compensation based on the present value of the stock option at the time of issue and amortise 
that amount over the exercise period. This disparity between the amount of expense allowed 

https://www.nbr.gov.bh/publications/view/dmtt_administrative_guide
https://www.nbr.gov.bh/publications/view/dmtt_administrative_guide
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in the computation of financial accounting income and the local tax base may result in a lower 
Effective Tax Rate.  
No disparity currently exists in Bahrain given that there is no local CIT regime. Therefore, this 
election currently does not have an impact on Bahrain located Constituent Entities of 
Multinational Enterprise Groups. 

6.3.2.2. Application of the election to the determination of Constituent Entity Income 
or Loss  

6.3.2.2.1. General rule for the stock-based compensation election 

For the purposes of determining Constituent Entity Income or Loss, a Constituent Entity may 
elect to substitute the amount of stock-based compensation deducted in the computation of a 
Constituent Entity’s Taxable Income for the amount expensed in its financial accounts. 
Financial Accounting Net Income or Loss is adjusted for the difference between these two 
amounts when computing Constituent Entity Income or Loss.  

Example  

Indigo Co is a Constituent Entity of a Multinational Enterprise Group located in Country X which has 
implemented a domestic minimum top-up-tax substantially similar to Bahrain’s DMTT. Country X has 
a well-established corporate income tax system. 

During the Fiscal Year, Indigo Co derived Financial Accounting Net Income of an amount equivalent 
to BHD 800,000. This figure includes an expense in relation to stock-based compensation equivalent 
to BHD 100,000. For tax purposes, Indigo Co deducted an expense amount equivalent to BHD 
200,000 in relation to stock-based compensation as this is the value of the stock-option actually paid 
based on the market value of the stock. 

Indigo Co is party to a stock-based compensation election. As an adjustment to Financial Accounting 
Net Income or Loss, Indigo Co needs to substitute the amount recognised in respect of stock-based 
compensation in its financial accounts for the amount recognised under the corporate income tax 
rules in Country X. Financial Accounting Net Income needs to be adjusted by adding back the amount 
recognised for accounting purposes (equivalent to BHD 100,000) and deducting the amount 
recognised under the local corporate income tax rules (equivalent to BHD 200,000), resulting in a 
net negative adjustment equivalent to BHD 100,000 to Financial Accounting Net Income or Loss. 

 
6.3.2.2.2. Adjustments required once the election is made 

A Constituent Entity may need to make adjustments in the Fiscal Year for which the election 
is made to recapture any stock-based compensation expenses that have been included as an 
adjustment to Financial Accounting Net Income or Loss before the exercise date of the stock 
option to the extent it exceeds the amount of the tax deduction that would have been allowed 
in respect of that compensation in previous Fiscal Years. This prevents a Constituent Entity 
from benefiting from an element of the deduction for stock-based compensation twice, once 
when it is recognised for accounting purposes and also when it is recognised for tax purposes.  

Example  

Teal Co is a Filing Constituent Entity located in Country X which introduced a domestic top-up tax 
regime substantially similar to Bahrain’s DMTT from 1 January 2025. Teal Co came within the scope 
of Country X’s domestic top-up tax law for the Fiscal Year which runs from 1 January 2025 to 31 
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December 2025. Country X has a well-established corporate income tax regime under which a 
deduction is available only for the tax year during which the stock-based compensation is paid. 

For the Fiscal Year running from 1 January 2025 to 31 December 2026, Ivory Co makes the election 
in respect of stock-based compensation. Ivory Co deducted an amount equivalent to BHD 60,000 in 
its financial accounts for the Fiscal Year ended 31 December 2025 in respect of stock-based 
compensation for stock options which have not yet reached their exercise date. Ivory Co has not 
recognised any deduction for tax purposes in respect of those stock options. 

Upon making the election Ivory Co will need to recapture the amount equivalent to BHD 60,000 that 
was previously deducted to ensure that this amount is not taken into account twice once a deduction 
for the stock-based compensation is permitted under the tax law.  

 
6.3.2.2.3. Adjustments required for expired stock options  

Where the election has been made and stock options expire unexercised, the previously 
deducted expense must be treated as additional income for the purposes of determining the 
Constituent Entity Income or Loss. This adjustment ensures that the Constituent Entity does 
not retain the benefit of a deduction for an item that would never actually be paid. 

Example  

Slate Co is a Bahrain located Constituent Entity of a Multinational Enterprise Group which meets the 
Revenue Test that is party to the election in respect of stock-based compensation. 

During the Fiscal Year, some stock options expired without having been exercised. A total of BHD 
150,000 had been previously included as an expense in the computation of Slate Co’s Constituent 
Entity Income or Loss in respect of the expired stock options.  

Slate Co will need to include additional income of BHD 150,000 for the purposes of determining its 
Constituent Entity Income or Loss in the Fiscal Year in which the stock options expired. 

 
6.3.2.2.4. Adjustments required on revocation of the election 

Where the election is revoked before the exercise period ends for some or all of the stock-
based compensation paid by a Constituent Entity, adjustments are required to recapture 
excess deductions taken in prior Fiscal Years. To achieve this, the Constituent Entity must, in 
the revocation year, recapture the excess tax deductions taken in determining its Constituent 
Entity Income or Loss up to the Fiscal Year before the first Fiscal Year to which the revocation 
of the election applies. This only applies to stock-based compensation expenses for which an 
option has not yet been exercised.  

Example  

Crimson Co is a Bahrain located Filing Constituent Entity that was party to the election in respect of 
stock-based compensation for a period of 5 years from 1 January 2025. Crimson Co revoked the 
election in the Fiscal Year 1 January to 31 December 2029.  

During the five-year period in which the election applied, for the purposes of determining its 
Constituent Entity Income or Loss Crimson Co recognised expenses of BHD 200,000 of stock-based 
compensation in relation to stock options which have not yet been exercised. Over the same period, 
Crimson Co recognised expenses of BHD 150,000 in its financial accounts. 

As a result, Crimson Co must include the excess of BHD 50,000 (200,000 - 150,000) for the purposes 
of determining its Constituent Entity Income or Loss in the revocation year. 
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6.3.2.3. Election requirements and scope 

The election is a five-year election which must be made by the Filing Constituent Entity. The 
election applies specifically to expenditure related to stock-based compensation, such as 
stock, stock options, stock warrants, or similar instruments. This election is only relevant where 
local tax rules compute the deductible amount differently from financial accounting practices.  

6.3.3. Foreign exchange gains or losses attributable to certain hedging instruments 

6.3.3.1. Introduction 

Multinational Enterprise Groups commonly hedge the foreign currency exposure arising 
between the Functional Currency of a Parent Entity and the Functional Currency of Constituent 
Entities in which it holds Ownership Interests. This hedging mitigates the risk of currency 
fluctuations impacting net investments. 
The DMTT Law and its Executive Regulations provide for an election in respect of foreign 
exchange gains or losses arising from hedging instruments that hedge the currency risk 
attributable to a net investment in a foreign operation. This election is designed to align the 
treatment of foreign exchange gains or losses with the treatment which applies under the 
DMTT Law to the investment it is hedging.  

6.3.3.2. Conditions and application of the election 

The Filing Constituent Entity may make the Five-Year Election, provided that all the following 
conditions are satisfied: 
1. The foreign exchange gains or losses are attributable to hedging instruments specifically 

used to manage the currency risk of Ownership Interests, excluding Portfolio 
Shareholdings. 

2. The foreign exchange gains or losses are recognised in Other Comprehensive Income in 
the Consolidated Financial Statements. 

3. The hedging instrument is an effective hedge under the Acceptable Financial Accounting 
Standard or Authorised Financial Accounting Standard used for preparing the 
Consolidated Financial Statements. 

Once the election is made, the treatment of foreign exchange gains or losses on hedging 
instruments which hedge the foreign currency exposure of a Constituent Entity’s investments 
in foreign operations follows the treatment of the Ownership Interest being hedged.  
Gains and losses attributable to the Ownership Interest are generally treated as an Excluded 
Equity Gain or Loss for DMTT purposes. Therefore, where the election applies to foreign 
exchange gains or losses recognised by the Constituent Entity, such gains or losses will also 
be treated as an Excluded Equity Gain or Loss for the purposes of determining Constituent 
Entity Income or Loss. 

Example  

Indigo, a Bahrain-based Constituent Entity of a Multinational Enterprise Group meeting the Revenue 
Test, prepares its financial statements using Bahrain Dinars as its functional currency.  

At the beginning of the Fiscal Year, Indigo invested GBP 5 million in a company located in the UK. 
Indigo entered into a forward contract to hedge the currency risk of its Ownership Interest which 
locked in the exchange rate at 1 GBP = 0.50 BHD, the exchange rate at the start of the Fiscal Year. 
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At the end of the Fiscal Year the exchange rate was GBP 1 = BHD 0.47. Indigo recognised a loss of 
BHD 150,000 on its investment. This loss is treated as an Excluded Equity Loss. Indigo recognised 
a gain of BHD 150,000 in respect of the currency swap. This loss is shown in other comprehensive 
income in the Consolidated Financial Statements. The currency swap is also regarded as an effective 
hedge in the Consolidated Financial Statements. On making an election, the gain of BHD 150,000 is 
treated as an Excluded Equity Gain for the purposes of determining Indigo’s Constituent Entity 
Income or Loss. This means that both the gain of BHD 150,000 and the loss of BHD 150,000 is 
treated as an Excluded Equity Gain under the DMTT Law and is excluded from the computation of 
Constituent Entity Income or Loss.  

 
6.3.4. Assets and liabilities subject to fair value or impairment accounting 

6.3.4.1. Introduction 

Constituent Entities may elect to use the realisation method for assets and liabilities. This 
election is a Five Year election and applies to assets and liabilities which are accounted for 
under the fair value method or impairment accounting. The Filing Constituent Entity may 
choose to limit the election to tangible assets or assets and liabilities of Investment Entities.  
Under the election, Constituent Entities will defer unrealised gains or losses and instead will 
take into account a gain or loss for the purposes of determining its Constituent Entity Income 
or Loss when the asset or liability is realised. This prevents Constituent Entities from incurring 
a tax liability before a realisation event has occurred. It also prevents a loss for tax purposes 
from being taken into account before that loss is actually realised. 

6.3.4.2. Application of the election to the determination of Constituent Entity Income 
or Loss 

The realisation method ensures that gains or losses on assets or liabilities are recognised only 
when the asset is disposed of or the liability is settled, rather than when the value of the asset 
or liability changes due to changes in the fair market value of the asset or liability or due to 
impairments.  
For a Tax Period covered by the election: 
1. Unrealised gains and losses recognised in Financial Accounting Net Income or Loss 

should be excluded when computing Constituent Entity Income or Loss. This means that 
gains will need to be deducted from Financial Accounting Net Income or Loss and losses 
will need to be added back to Financial Accounting Net Income or Loss. 

2. A gain or loss will be recognised when the asset or liability is actually realised. The carrying 
value of the asset or liability for the purposes of computing the gain or loss is the carrying 
value of that asset or liability at the later of: 
a. The date the asset was acquired, or the liability was incurred. 
b. The start of the Fiscal Year for which the election is made. 

Example 

Teal Co is a Bahrain located Constituent Entity of a Multinational Enterprise Group which meets the 
Revenue Test. Teal Co purchased an investment property at the start of the Fiscal Year 1 January to 
31 December 2025 for BHD 1 million. The investment property is held at fair value. Teal Co made an 
election to use the realisation method election with effect from the start of the Fiscal Year ended 31 
December 2025. 
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During the Fiscal Year ended 31 December 2026, the fair value of the investment property increases 
to BHD 1.2 million. Teal Co recognised a gain of BHD 200,000 in its Financial Accounting Net Income 
for the Fiscal Year ended 31 December 2026. 
During the Fiscal Year ended 31 December 2027, Teal Co sold the investment property for BHD 1.3 
million. Teal Co recognised a gain of BHD 100,000 in its Financial Accounting Net Income for the 
year ended 31 December 2027, being the difference between the proceeds (BHD 1.3 million) less 
the carrying value of the investment property at the date of sales (BHD 1.2 million). 
Under the realisation method, any unrealised gains and losses must be excluded for the purposes of 
determining Constituent Entity Income or Loss.  
Fiscal Year ended 31 December 2026 
Teal Co will deduct the unrealised gain of BHD 200,000 which arose in the Fiscal Year ended 31 
December 2026 when computing its Constituent Entity Income or Loss. 
Fiscal Year ended 31 December 2027 
Teal Co will recognise a gain on the investment property for the purposes of computing Constituent 
Entity Income or Loss because the gain was realised once the investment property was sold. The 
gain amounts to the proceeds of BHD 1.3 million less the carrying value of the investment property 
at the later of the date it was acquired and the start of the Fiscal Year for which the election is made. 
Given that both of these dates are the same (1 January 2025), the carrying value of the investment 
property for the purposes of the calculation is BHD 1 million. 
Teal Co will replace the gain of BHD 100,000 which has been recognised in its Financial Accounting 
Net Income with the gain of BHD 300,000 (BHD 1.3 million – BHD 1 million) when computing its 
Constituent Entity Income or Loss. 

 
6.3.4.3. Conditions for the election 

The election is a Five-Year Election which must be made by the Filing Constituent Entity. The 
election cannot be revoked within five Fiscal Years after an Election Year and another election 
cannot be made for at least five Fiscal Years following the revocation year. 
If the election is revoked, for the first Fiscal Year to which the revocation applies, the 
Constituent Entity must adjust its Constituent Entity Income or Loss to account for the 
difference between the fair value of the asset or liability at the beginning of the revocation year 
and its carrying value determined under the election. This adjustment ensures that the net fair 
value gains or losses accrued during the election period are recaptured. 

6.3.5. Gains from the disposal of immovable property located in Bahrain 

6.3.5.1. Introduction 

A Filing Constituent Entity may make an Annual Election to spread the effect of a net gain from 
the sale of immovable property situated in Bahrain which is realised by a Bahrain located 
Constituent Entity over a period of five years comprising the Fiscal Year during which the gain 
arose and the four immediately preceding Fiscal Years (the “Look Back Period”). The net gain 
may be set against a net loss of the Constituent Entity that made the gain or any other 
Constituent Entity which is a member of the same Multinational Enterprise Group where the 
loss arose from a disposal of immovable property located in Bahrain during the Look Back 
Period. 
This approach mitigates the impact of recognising all such gains in a single year on Net 
Constituent Entity Income or Loss and, by extension, the Multinational Enterprise Group’s 
Effective Tax Rate. 
A rise in the value of immovable property arises over a number of years. Spreading the gain 
over a period of five years gives the opportunity to match the gain against losses on other 
immovable property assets located in Bahrain. Spreading the gain also provides a more 
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accurate reflection of whether the Multinational Enterprise Group has met the minimum level 
of tax in Bahrain during that period. By providing flexibility on when the gain is recognised for 
DMTT purposes, the election contributes to fairness and stability in the DMTT Framework. 

6.3.5.2. Conditions and application of the election 

The election is an Annual Election which must be made by the Filing Constituent Entity. The 
election applies to all Constituent Entities located in Bahrain and it also applies to all net gains 
on immovable property situated in Bahrain provided that the purchaser is not a member of the 
same Multinational Enterprise Group as the seller.  
When the election is made, the Net Constituent Entity Income or Loss for each Fiscal Year in 
the Look Back Period will be adjusted to account for the net gain on the disposal of immovable 
property located in Bahrain. The Look Back Period consists of the Fiscal Year for which the 
election is made and the four preceding Fiscal Years. 
The allocation of the gain follows a structured process. Initially, the net gain is offset against 
any net losses which were incurred during the Look Back Period, provided that these net 
losses have not already been offset against another gain which arose in a previous Fiscal 
Year. The net losses must be used in the order in which they occurred (i.e. the earliest losses 
are offset first).  
Where a net gain remains after all net losses have been used, the excess is distributed evenly 
across the Look Back Period for the purposes of determining Net Constituent Entity Income 
or Loss for each Fiscal Year in the Look-Back period. Where the net losses of all Constituent 
Entities during the Look-Back Period exceed the amount of the net gain from the disposal of 
immovable property located in Bahrain derived in a Fiscal Year, the net gain is set off in full 
against the net losses in the order in which these occurred. The excess net losses which 
remain may be used in future if the same election is made in respect of another Fiscal Year. 
Any Covered Taxes (including deferred tax assets) with respect to any net gain or net loss in 
the year in which the election is made must be determined based on the facts and 
circumstances and excluded from the computation of Adjusted Covered Taxes. 

Example 1 

A Multinational Enterprise Group which meets the Revenue Test has two Bahrain located Constituent 
Entities, Ivory and Slate. In the first Fiscal Year in which the Multinational Enterprise Group was 
subject to the DMTT Law (“Year 1”), Ivory derived a net loss from the disposal of immovable property 
located in Bahrain of BHD 1.5 million. In the following Fiscal Year (“Year 2”), Slate derived a net loss 
from the disposal of immovable property located in Bahrain of BHD 3 million. 

In the fifth Fiscal Year in which the Multinational Enterprise Group was subject to the DMTT Law 
(“Year 5”) Ivory derived a net gain from the disposal of immovable property located in Bahrain of BHD 
3.5 million. 

The Filing Constituent Entity of the Multinational Enterprise Group makes an election to spread the 
gain in respect of immovable property over the five-year Look Back Period.  

The net gain of BHD 3.5 million is set off against the net losses in the Look Back Period in the order 
in which these occurred. Therefore, the net gain is first offset against the net loss which arose in Year 
1 of BHD 1.5 million. This leaves BHD 2 million remaining (BHD 3.5 million – BHD 1.5 million) which 
can be offset against the net loss which arose in Year 2 of BHD 3 million.  

The net loss which arose in Year 2 exceeds the remaining net gain of BHD 2 million. Therefore, the 
net gain is set off in full and a net loss of BHD 1 million remains in Year 2 (BHD 3 million – BHD 2 
million) which can be used if another gain on immovable property is made in the next Fiscal Year (i.e. 
Year 6) and another election is made to set this against losses in previous years. 
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Example 2 

A Multinational Enterprise Group meeting the Revenue Test has two Bahrain located Constituent 
Entities, Crimson and Indigo.  

In the first Fiscal Year in which the Multinational Enterprise Group was subject to the DMTT Law 
(“Year 1”), Crimson derived a net loss from the disposal of immovable property located in Bahrain of 
BHD 2 million.  

In the fifth Fiscal Year in which the Multinational Enterprise Group was subject to the DMTT Law 
(‘Year 5’), Crimson and Indigo derived a net gain from the disposal of immovable property located in 
Bahrain of BHD 1 million and BHD 3 million respectively. 

The Filing Constituent Entity of the Multinational Enterprise Group makes an election to spread the 
gain in respect of immovable property over the five-year period (year of the election plus four prior 
Fiscal Years from the year of election).  

The election is applied to allocate the net gain of BHD 4 million (BHD 1 million + BHD 3 million) over 
the Look Back Period, which comprises Years 1 to 5 inclusive. During this period, the Multinational 
Enterprise Group incurred net losses of BHD 2 million in Year 1. These losses are offset against the 
net gain of BHD 4 million, leaving BHD 2 million to be distributed across the Look Back Period.  

The Net Constituent Entity Income or Loss will be increased by BHD 400,000 in Year 1 to Year 5 as 
a result of making the election then allocated among Constituent Entities based on their respective 
net gain on the disposal of immovable property in Bahrain in the election year. The Effective Tax Rate 
and Top-up Tax needs to be recalculated for each of the prior Fiscal Years in the LookBack Period 
by including all of the gain allocated to each year of each corresponding Constituent Entity. 

 
6.3.5.3. Impact on Net Constituent Entity Income or Loss in prior Fiscal Years  

Given that the election requires any net gains from the disposal of immovable property located 
in Bahrain which remain after being set-off against net losses to be spread over the LookBack 
Period, there is an impact on the Net Constituent Entity Income or Loss in prior Fiscal Years. 
Therefore, where the election applies and the net gain is spread over the Look Back Period, 
the Effective Tax Rate and Tax in prior Fiscal Years will need to be recalculated.  
Where a Net Constituent Entity Loss was incurred in a previous Fiscal Year, the Net 
Constituent Entity Loss will need to be recalculated after the application of the election. Where 
the Net Constituent Entity Loss is reduced and the loss has been used in a Fiscal Year, the 
Tax Due for that Fiscal Year will also need to be recalculated. 

6.3.5.4. Interaction with the realisation method election 

The election can also be combined with the adjustments in respect of assets and liabilities 
subject to fair value or impairment accounting election, which permits the use of the realisation 
method for tangible assets (see section 6.3.4).  

6.3.6. Debt releases  

6.3.6.1. Introduction  

When determining Constituent Entity Income or Loss, a Filing Constituent Entity may make an 
Annual Election to exclude certain debt releases recognised in Financial Accounting Net 
Income or Loss.  
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6.3.6.2. Conditions and application of the election 

The election only applies where any of the following applies with respect to the debt release: 
1. The debt release is undertaken under statutorily provided insolvency or bankruptcy 

proceedings that are supervised by a court or other juridical body in Bahrain or where an 
independent insolvency administrator is appointed. 

2. The debt release arises pursuant to an arrangement where one or more creditors is a 
person not connected with the debtor (i.e. it is third-party debt), and it is reasonable to 
conclude that the debtor would be insolvent within 12 months but for the release of the 
third-party debts released under the arrangement. 

3. Both of the above do not apply and the debt release occurs when the debtor’s liabilities 
are in excess of the fair market value of its assets determined immediately before the debt 
release. 

Where the election applies, the adjustment required depends on which of the circumstances 
described above applies to the debt release. In the first two cases, any amounts in relation to 
both related-party and third-party debts released will be excluded from the computation of 
Constituent Entity Income or Loss. In the third case, only amounts which relate to debts owed 
to a creditor that is not connected with the debtor will be excluded from the computation of 
Constituent Entity Income or Loss. Additionally, the amount excluded is limited to the lower of: 
1. The excess of the debtor’s liabilities over the fair market value of its assets determined 

immediately before the debt release; or  
2. The reduction in the debtor’s attributes under the tax laws of the debtor’s jurisdiction 

resulting from the debt release. 

Example 1 

Teal is a Bahrain located Constituent Entity of a Multinational Enterprise Group that meets the 
Revenue Test. Teal received a loan of BHD 100,000 from Ivory which is a member of the same 
Multinational Enterprise Group.  

During the Fiscal Year ended 31 December 2025, Teal undertakes formal bankruptcy proceedings. 
Due to Teal’s financial difficulties, Ivory decides to release Teal from the obligation to pay back the 
loan of BHD 100,000. 

The amount of the debt release is included as income in Teal’s financial accounts for the year ended 
31 December 2025. Teal’s Financial Accounting Net Income per the financial accounts is BHD 
60,000.  

At the election of the Filing Constituent Entity, Teal can exclude the debt release of BHD 100,000 in 
determining its Constituent Entity Income or Loss. Therefore, Teal’s Constituent Entity Loss would 
be equal to BHD 40,000 (BHD 60,000 – BHD 100,000). 

 
 

Example 2 

Slate is a Constituent Entity of a Multinational Enterprise Group that meets the Revenue Test. It is 
located in Country X which has a DMTT regime similar to that in Bahrain and also has a Corporate 
Income Tax Regime. Slate received a loan equivalent to BHD 500,000 from an unconnected party, 
Crimson. 
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In the Fiscal Year ended 31 December 2025, Slate ran into financial difficulty and Crimson formally 
released Slate from paying back the loan. The debt release is included as income in Slate’s financial 
accounts. 

Slate is not going through formal insolvency or bankruptcy proceedings, and it is not reasonable to 
conclude that Slate would be insolvent within 12 months but for the release of the loan.  

Immediately before the debt release, Slate’s liabilities were equivalent to BHD 1 million and the fair 
market value of its assets were equivalent to BHD 800,000. 

Under the Corporate Income Tax regime of Country X, the income arising from the debt release is 
subject to tax. However, the income will be set-off using tax losses brought forward. 

The debt release has occurred when the debtor’s liabilities (equivalent to BHD 1 million) are in excess 
of the fair market value of the assets (equivalent to BHD 800,000) of Slate immediately before the 
debt release. Therefore, an election to exclude the debt release is possible but the amount that will 
be excluded is restricted to the lower of:  

• The excess of the debtor’s liabilities over the fair market value of its assets determined 
immediately before the debt release (amount equivalent to BHD 1 million – BHD 800,000 = BHD 
200,000) 

• The reduction in the debtor’s attributes under the tax laws of the debtor’s jurisdiction resulting 
from the debt release (BHD 500,000 resulting from reduction of tax losses brought forward). 

Therefore, the amount of the debt release that may be excluded from the computation of Constituent 
Entity Income or Loss amounts to BHD 200,000. 

 
6.3.7. Dividends from Portfolio Shareholdings 

6.3.7.1. Overview 

As per section 6.2.2, Excluded Dividends need to be deducted in determining Constituent 
Entity Income or Loss provided the Excluded Dividends do not relate to a Short-term Portfolio 
Shareholding. 
A Filing Constituent Entity may make a Five-Year Election to include in the computation of 
Constituent Entity Income or Loss all dividends received by a Constituent Entity with respect 
to Portfolio Shareholdings, irrespective of whether these are Short-term Portfolio 
Shareholdings. 

6.3.7.2. Rationale and application of the election 

Under the rules for Excluded Dividends, Constituent Entities need to distinguish between 
dividends from Short-term Portfolio Shareholdings, which are included for the purposes of 
determining Constituent Entity Income or Loss and dividends from other Portfolio 
Shareholdings which are excluded. A Short-term Portfolio Shareholding is a Portfolio 
Shareholding that has been held for less than one year at the time a dividend is distributed. 
Certain Entities, such as insurance companies, may face a large administrative burden in 
differentiating between short-term and long-term Portfolio Shareholdings. This election 
provides an administrative simplification whereby Constituent Entities can elect to include 
dividends from all their Portfolio Shareholdings (including long-term Portfolio Shareholdings) 
for the purposes of determining their Constituent Entity Income or Loss.  
A Filing Constituent Entity that makes the election does not need to adjust for movements in 
insurance reserves that are related to securities held on behalf of policyholders.  
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Example 

Indigo is a Bahrain located Constituent Entity of a Multinational Enterprise Group. Indigo derived 
dividend income of BHD 100,000 from Short-term Portfolio Shareholdings and BHD 40,000 from 
long-term Portfolio Shareholdings during the Fiscal Year ended 31 December 2025. 

Indigo’s Financial Accounting Net Income or Loss for the Fiscal Year ended 31 December 2025 is 
equal to BHD 500,000 which includes all dividend income. 

Outcome where the election in relation to dividends from Portfolio Shareholdings is not made 
in respect of Indigo 

Where the election is not made, the dividend income from long-term Portfolio Shareholdings is an 
Excluded Dividend which must be deducted in determining Indigo’s Constituent Entity Income or 
Loss. However, the dividend income from Short-term Portfolio Shareholdings is not an Excluded 
Dividend. 

Therefore, assuming there are no other relevant adjustments, Indigo’s Constituent Entity Income is 
equal to BHD 460,000 in the Fiscal Year ended 31 December 2025 (BHD 500,000 – BHD 40,000). 

Outcome where the election in relation to dividends from Portfolio Shareholdings is made in 
respect of Indigo 

Where the election is made, all dividends received by Indigo with respect to Portfolio Shareholdings 
must be included in determining Indigo’s Constituent Entity Income or Loss.  

Therefore, assuming there are no other relevant adjustments, Indigo’s Constituent Entity Income is 
equal to BHD 500,000 in the Fiscal Year ended 31 December 2025 and Indigo will not need to 
distinguish between long-term and Short-term Portfolio Shareholdings. 

 
6.3.7.3. Conditions of the election 

The Five-Year election must be made by the Filing Constituent Entity and may be made for 
individual Constituent Entities. 

6.3.8. Equity Investment Inclusion election 

6.3.8.1. Introduction 

Certain income items such as certain dividends and gains on share or equity investments are 
excluded from the calculation of Constituent Entity Income or Loss. This is because such 
income or gains are typically exempt from taxation under domestic tax rules in many 
jurisdictions. 
Where income or losses on shares or other equity investments are included within the scope 
of domestic taxation, this may result in the Effective Tax Rate for Bahrain located Constituent 
Entities of a Multinational Enterprise Group being understated in the case of an excluded loss, 
which may then result in additional tax. A Filing Constituent Entity may make an Equity 
Investment Inclusion Election under which certain excluded gains or losses and the associated 
tax attributes can be taken into account for the purposes of computing Constituent Entity 
Income or Loss. 
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6.3.8.2. Application of the election to the determination of Constituent Entity Income 
or Loss 

Where the Equity Investment Inclusion election is made, several key adjustments are required 
to determine Constituent Entity Income or Loss. These adjustments disapply the rules in 
relation to each of the three categories of Excluded Equity Gains or Losses in certain cases.  
As a result of the election, the owner of an Ownership Interest which is not a Qualified 
Ownership Interest must apply all of the following in determining its Constituent Entity Income 
or Loss: 
1. Include fair value gains and losses and impairments on equity investments where these 

are taxed on a mark-to-market basis or a realisation basis where the income tax expense 
includes deferred tax expense on the mark-to-market movement or impairments on the 
Ownership Interest. 

2. Include profit and loss attributable to that Ownership Interest but only where the interest is 
in a Tax Transparent Entity and the owner accounts for the interest using the equity 
method. 

3. Include gains and losses on the disposal of the Ownership Interests where the gains or 
losses are included in the owner’s domestic taxable income, excluding any gain fully offset, 
and the proportionate share of any gain partially offset, by any deduction or other similar 
relief particular to the type of gain. 

Example 

Teal is a Bahrain located Constituent Entity of a Multinational Enterprise Group meeting the Revenue 
Test. Teal holds an Ownership Interest in Ivory and the Ownership Interest is taxed on a mark-to-
market basis.  
During the Fiscal Year ended 31 December 2025, Teal experiences a fair value loss of BHD 10,000 
on its Ownership Interest in Ivory. This loss is included in Teal’s financial accounts for the year ended 
31 December 2025. Teal’s Financial Accounting Net Income per the financial accounts is BHD 
200,000.  

At the election of the Filing Constituent Entity, Teal can include the fair value loss of BHD 10,000 in 
determining its Constituent Entity Income or Loss under the Equity Investment Inclusion election. 
Therefore, assuming there are no other adjustments, Teal’s Constituent Entity Income would be equal 
to BHD 190,000 (BHD 200,000 – BHD 10,000). 

 
6.3.8.3. Election scope and conditions 

The election is a Five-Year Election and must be made by the Filing Constituent Entity of the 
Multinational Enterprise Group and applies to all Ownership Interests held by Constituent 
Entities in Bahrain, except for Portfolio Shareholdings.  

6.3.9. Consolidation adjustments 

6.3.9.1. Overview 

Under local tax laws in certain jurisdictions, Entities which are part of the same Group can be 
included in a tax consolidated Group (also called fiscal unity). Under these rules, the income, 
expenses, gains and losses of the Entities which are part of the tax consolidated Group / fiscal 
unity may, for tax purposes, be aggregated, surrendered to each other or otherwise shared or 
transferred between them.  
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A Filing Constituent Entity may elect to apply its consolidated accounting treatment to eliminate 
income, expenses, gains and losses from transactions between Bahrain located Constituent 
Entities for the purposes of determining the Constituent Entity Income or Loss of each Entity. 
The election only applies where the Constituent Entities are part of a tax consolidated Group 
for domestic corporate income tax purposes.  
The election seeks to prevent unintended consequences where income, expense, gains and 
losses from domestic intra-group transactions are treated as tax neutral intra-group 
transactions under local law. 

6.3.9.2. Application of the election 

Where the election applies, income, expenses, gains and losses resulting from transactions 
between Constituent Entities located in Bahrain will be eliminated for the purposes of 
determining Constituent Entity Income or Loss in the same way that transactions among 
members of a consolidated Group are eliminated as part of the consolidation. 
Additionally, during the Fiscal Year in which the election is made or is revoked, adjustments 
may be required to ensure that there is no duplication or omission of income, expenses, gains 
or losses in the calculation of Constituent Entity Income or Loss. 
Where an asset is transferred between members of the same Multinational Enterprise Group 
and the election applies, such asset will continue to be held at its original carrying value for 
DMTT purposes. If the asset is sold outside the tax consolidated Group at a later date, then 
the full gain or loss which accrued while the asset was owned by the Multinational Enterprise 
Group should be brought into account for the purposes of determining the Net Constituent 
Entity Income or Loss of the Multinational Enterprise Group once the asset is sold. 

Example 

Slate and Crimson are Constituent Entities of the same Multinational Enterprise Group and are 
located in Country Y. Country Y has a DMTT regime similar to Bahrain and has a domestic Corporate 
Income Tax Regime which allows tax consolidation subject to certain conditions. Slate and Crimson 
are part of the same tax consolidated group for Corporate Income Tax purposes in Country Y. 

During the Fiscal Year ended 31 December 2026, Slate sells an asset to Crimson for BHD 100,000. 
The asset had a carrying value of BHD 80,000, and therefore Slate recognises profits upon sale of 
BHD 20,000 in its financial accounts. The Filing Constituent Entity acting on behalf of Slate and 
Crimson makes the election to apply consolidation adjustments. 

As a result of the election, any income, expenses, gains and losses resulting from transactions 
between Slate and Crimson are eliminated for the purposes of determining their respective 
Constituent Entity Income or Loss. Therefore, the income of BHD 20,000 is excluded from the 
calculation of Constituent Entity Income or Loss of Slate. 
For the purposes of computing the Constituent Entity Income or Loss of Crimson, the carrying value 
of the asset remains BHD 80,000. 

 
6.3.9.3. Limitation to the election 

The election is limited to transactions between Constituent Entities located in Bahrain (other 
than Investment Entities, Minority-owned Constituent Entities and Joint Ventures that are 
treated as Constituent Entities). Transactions between a Constituent Entity located in Bahrain 
and a Constituent Entity located in a different jurisdiction do not benefit from the election. 
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6.4. Industry-specific Adjustments 

6.4.1. Additional Tier One Capital 

Additional Tier One Capital is held by banks and other financial institutions. It is a financial 
instrument issued by a Constituent Entity that is convertible to equity or written down if a pre-
specified trigger event occurs. Additional Tier One Capital has features which are designed to 
help absorb losses during financial crises.  
Additional Tier One Capital is generally treated as equity for financial accounting purposes, 
but in some jurisdictions it is treated as debt for tax purposes. The mismatch in the treatment 
for financial accounts and tax can result in a permanent difference between the accounting 
and tax treatment of Additional Tier One Capital. 
The following DMTT treatment applies to certain transactions relating to Additional Tier One 
Capital: 
1. Where a Bahrain located Constituent Entity makes a distribution in respect of Additional 

Tier One Capital, which results in a decrease in the equity of the Constituent Entity, such 
distribution will be treated as an expense for the purposes of determining the Constituent 
Entity Income or Loss of the Constituent Entity. 

2. Where a distribution received or due in respect of Additional Tier One Capital results in an 
increase to the equity of a Constituent Entity located in Bahrain, this will be treated as 
income for the purposes of determining its Constituent Entity Income or Loss. 

3. Equity adjustments from the issue or redemption of Additional Tier One Capital should not 
be included in the computation of Constituent Entity Income or Loss. 

Example 

Indigo is a Bahrain located Constituent Entity of a Multinational Enterprise Group that meets the 
Revenue Test. During the Fiscal Year, Indigo receives a distribution of BHD 10,000 in respect of 
Additional Tier One Capital which results in an increase in equity for Indigo for financial accounting 
purposes.  

When determining Indigo’s Constituent Entity Income or Loss for the Fiscal Year, the distribution of 
BHD 10,000 will be treated as interest income. 

 
6.4.2. Insurance companies 

The treatment of amounts relating to insurance arrangements for the purpose of determining 
Constituent Entity Income or Loss should be determined based on the applicable financial 
accounting standards, the contractual terms of the arrangement and the relevant facts and 
circumstances of each case. 
Insurance companies may incur taxes on returns payable to policyholders. The insurance 
company typically passes these taxes on to the policyholders through a charge, often reflected 
as a reduction in the company’s policy liabilities. This reduction is recognised as income and 
hence the insurance company is effectively reimbursed for taxes paid on behalf of the 
policyholder. 
Financial accounting standards generally treat the returns that will be paid over to the 
policyholder as income of the insurance company and the corresponding liability to pay the 
returns to the policyholder as an expense resulting in no impact on the company’s profit before 
tax. However, the tax paid on the policyholder returns may be treated as an income tax in the 
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financial accounts and this may distort the Effective Tax Rate calculation when computing 
DMTT. 
Any amounts charged to policyholders for taxes paid on their behalf must be excluded from 
the Constituent Entity Income or Loss and any taxes arising on the policyholder returns are 
excluded from Covered Taxes (see section 7). Amounts charged to policyholders for taxes 
paid by the insurance company in respect of returns to the policyholders are only to be 
excluded from Constituent Entity Income or Loss if that tax is not included as an expense 
within the profit or loss before tax in the financial accounts. 
An insurance company must also include in the calculation of Constituent Entity Income or 
Loss returns to policyholders which are not reflected in its accounts, to the extent that the 
corresponding movement in liability to the policyholders is included in the Financial Accounting 
Net Income or Loss figure. 
Insurance companies cannot deduct any expenses related to movements in reserves where 
such movements relate to an Excluded Dividend or Excluded Equity Gain or Loss derived from 
a security held by the insurance company on behalf of a policyholder or where such movement 
economically matches an Excluded Dividend (after accounting for investment management 
fees) and the security is held by the insurance company on behalf of a policyholder. 

Example 

Teal is a Bahrain located Constituent Entity of a Multinational Enterprise Group which meets the 
Revenue Test. Teal carries on an insurance business in Bahrain and it derived Financial Accounting 
Net Income of BHD 5 million for the Fiscal Year. The following is relevant: 

1. Teal has returns payable to policyholders amounting to BHD 500,000 which is reflected in its 
Financial Accounting Net Income. 

2. Teal charges policyholders BHD 50,000 for taxes paid on their behalf. The BHD 50,000 is 
recognised as income by Teal. 

Teal has reported an expense related to the movement in its reserves amounting to BHD 20,000 
which relates to an Excluded Dividend derived from a security held on behalf of a policyholder. Teal 
must make the following adjustments to its Financial Accounting Net Income:  
1. Teal must exclude the income of BHD 50,000 derived from the amount charged to policyholders 

for taxes paid on their behalf.  

2. Teal must not deduct the BHD 20,000 expense related to the movement in its reserves which 
relates to an Excluded Dividend derived from a security held on behalf of a policyholder.  

No adjustment is required for the BHD 500,000 which relates to returns payable to policyholders as 
this is already included in the Financial Accounting Net Income figure.  

Following the adjustments, Teal’s Financial Accounting Net Income is adjusted from BHD 5 million to 
BHD 4,970,000 (5,000,000 – 50,000 + 20,000) 

 
6.4.3. International Shipping Income  

6.4.3.1. Introduction 

Income derived from international shipping (subject to the conditions discussed below) is 
excluded when computing Constituent Entity Income or Loss. This exclusion was introduced 
because many jurisdictions have a different tax regime for companies which operate in the 
shipping industry (e.g. tonnage tax regimes).  
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6.4.3.2. Location of strategic or commercial management 

The exclusion only applies where the Constituent Entity can demonstrate that the strategic or 
commercial management of all relevant ships is effectively carried on from within Bahrain. 
Whether the strategic or commercial management is effectively carried on from within Bahrain 
should be determined on the basis of the relevant facts and circumstances. 
Strategic management includes making decisions related to major capital investments and 
asset disposals, such as the acquisition and sale of ships. It also involves awarding significant 
contracts, the formation of strategic alliances, decisions regarding pooling vessels and 
decisions in relation to foreign operations. Key indicators that could determine whether a 
company is strategically managed in Bahrain include: 
1. Whether senior board meetings take place in Bahrain 
2. Whether operational board meetings take place in Bahrain 
3. Whether directors and other key employees reside in Bahrain 
Commercial management encompasses various activities such as route planning, taking 
bookings for cargo or passenger services, handling insurance and financing, managing 
personnel, provisioning and training. Key indicators that could determine whether a company 
is commercially managed in Bahrain include:  
1. The number of employees conducting commercial management activities in Bahrain 
2. The nature and extent of the facilities occupied in Bahrain 
3. Whether key management personnel reside in Bahrain 

6.4.3.3. Excluded income / losses derived from International Shipping 

The income that is excluded when computing Constituent Entity Income or Loss is 
International Shipping Income and Qualified Ancillary International Shipping Income. 
Additionally, any losses arising from International Shipping Income or Qualified Ancillary 
International Shipping Income are also excluded. This ensures that there is no mismatch in 
treatment between income and losses. 

Example 

Ivory is a Bahrain located Constituent Entity of a Multinational Enterprise Group which meets the 
Revenue Test. Ivory operates in the shipping industry and earned International Shipping Income of 
BHD 1.3 million and Qualified Ancillary International Shipping Income of BHD 700,000 for the Fiscal 
Year.  

The aggregate income derived from international shipping of BHD 2 million (BHD 1.3 million + BHD 
700,000) should be deducted from Ivory’s Financial Accounting Net Income or Loss for the purposes 
of determining Ivory’s Constituent Entity Income or Loss. 

 
6.4.3.3.1. International Shipping Income 

International Shipping Income is the net income derived from International Shipping Activities. 
International Shipping Activities means any of the following: 
1. The transportation of passengers or cargo by ships operated by a Constituent Entity in 

international traffic, whether the ship is owned, leased or otherwise at the disposal of the 
Constituent Entity. 
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2. The transportation of passengers or cargo by ships operated in international traffic under 
slot-chartering arrangements. A slot charter is an agreement between a shipping line and 
another party to lease container slots on a vessel for transporting goods. 

3. Leasing a ship, to be used for the transportation of passengers or cargo in international 
traffic, on charter fully equipped, crewed and supplied. 

4. Leasing a ship on a bare boat charter basis, for the use of transportation of passengers or 
cargo in international traffic, to another Constituent Entity in the same Multinational 
Enterprise Group. 

5. The participation in a pool, a joint business or an international operating agency for the 
transportation of passengers or cargo by ships in international traffic. 

6. The sale of a ship used for the transportation of passengers or cargo in international traffic 
provided that the ship has been held for use by the Constituent Entity for a minimum of 
one year. 

Net income derived from the transportation of passengers or cargo by ships via inland 
waterways within Bahrain is not subject to the exclusion and must be included in Constituent 
Entity Income or Loss. 
The term “international traffic” means any transport by ship provided that the ship is not 
operated solely between two places in Bahrain. 

Example  

Slate is a Bahrain located Constituent Entity of a Multinational Enterprise Group which meets the 
Revenue Test. Slate operates in the shipping industry. During the Fiscal Year:  
1. Slate operates several ships that transport cargo between Bahrain and various international 

destinations. The net income derived from this activity is BHD 500,000. 

2. Slate leases out its ships on a charter fully equipped, crewed and supplied to be used for the 
transportation of cargo in international traffic. The net income derived from this activity is 
BHD 300,000.  

3. Slate participates in a shipping pool where multiple shipping companies share their ships to 
optimise the transportation of cargo in international traffic. The net income derived from this 
activity is BHD 200,000.  

The total International Shipping Income derived by Slate is BHD 1 million (BHD 500,000 + 
BHD 300,000 + BHD 200,000). This amount should be deducted from the Financial Accounting Net 
Income or Loss reported by Slate for the purposes of determining the Constituent Entity Income or 
Loss of Slate. 

6.4.3.3.2. Qualified Ancillary International Shipping Income 

Qualified Ancillary International Shipping Activity means any of the following activities that are 
performed primarily in connection with the transportation of passengers or cargo by ships 
in international traffic: 
1. Leasing a ship on a bare boat charter basis to another shipping enterprise that is not a 

Constituent Entity, provided that the charter does not exceed three years. 
2. The sale of tickets issued by other shipping enterprises for the domestic leg of an 

international voyage. 
3. Leasing and short-term storage of containers or detention charges for the late return of 

containers. 
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4. Provision of services to other shipping enterprises by engineers, maintenance staff, cargo 
handlers, catering staff and customer services personnel. 

5. Investment income where the investment that generates the income is made as an integral 
part of the carrying on the business of operating the ships in international traffic. This could 
include interest income from cash deposits which are necessary for carrying on the 
business subject to specific restrictions. Interest income derived from the handling of cash-
flow or other treasury activities for other Constituent Entities would not benefit from the 
exclusion. 

Example  

Crimson is a Bahrain located Constituent Entity of a Multinational Enterprise Group which meets the 
Revenue Test. Crimson operates in the shipping industry. During the Fiscal Year, Entity A engages in 
the following activities:  
1. Crimson leases containers to other shipping enterprises and provides short-term storage 

services for these containers. The net income derived from this activity is BHD 200,000.  
2. Crimson provides various services to other shipping enterprises, including engineering, 

maintenance, cargo handling, catering, and customer services. The net income derived from this 
activity is BHD 50,000.  

The total Qualified Ancillary International Shipping Income derived by Crimson is BHD 250,000 (BHD 
200,000 + BHD 50,000). This amount should be deducted from the Financial Accounting Net Income 
or Loss reported by Crimson for the purposes of determining the Constituent Entity Income or Loss 
of Crimson. 

  
6.4.3.3.3. Restriction on Qualified Ancillary International Shipping Income 

The maximum amount of Qualified Ancillary International Shipping income for all Bahrain 
located Constituent Entities that can benefit from the exclusion is 50% of the aggregate 
International Shipping Income derived by these Constituent Entities. The amount of Qualified 
Ancillary Shipping Income which exceeds the restriction must be allocated among the 
Constituent Entities in Bahrain in proportion to their respective Qualified Ancillary Shipping 
Income. 

Example  

Indigo and Teal are Bahrain located Constituent Entities of the same Multinational Enterprise Group 
which meets the Revenue Test. During the Fiscal Year: 

• Indigo derived International Shipping Income of BHD 4 million and Qualified Ancillary 
International Shipping Income of BHD 2.5 million.  

• Teal derived International Shipping Income of BHD 1 million and Qualified Ancillary International 
Shipping Income of BHD 0.5 million.  

The total International Shipping Income for both Constituent Entities is BHD 5 million (BHD 4 million 
+ BHD 1 million) and the total Qualified Ancillary Shipping Income for both Constituent Entities is 
BHD 3 million (BHD 2.5 million + BHD 0.5 million).  
As the Total Qualified Ancillary Shipping Income exceeds 50% of Total International Shipping Income, 
only BHD 2.5 million (BHD 5 million x 50%) of Qualified Ancillary Shipping Income can benefit from 
the exclusion. Therefore, the total amount of net income derived from international shipping 
operations which can be excluded is equal to BHD 7.5 million (BHD 5 million + BHD 2.5 million).  
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The amount of BHD 500,000 that does not benefit from the exclusion (BHD 3 million – BHD 2.5 
million) should be allocated between Indigo and Teal in proportion to the Qualified Ancillary Shipping 
Income of each of the Constituent Entities: 

Allocation to Indigo: BHD 416,667 (500,000 x (2.5 million ÷ 3 million)).  
Allocation to Teal: BHD 83,333 (500,000 x (0.5 million ÷ 3 million)). 

 
6.4.3.3.4. Attribution of costs 

The amount of International Shipping Income and Qualified Ancillary International Shipping 
Income is determined on a net basis. For example, if a Constituent Entity derives BHD 1 million 
of revenue from International Shipping Activities and incurs BHD 400,000 associated with 
these activities then the amount of International Shipping Income would be BHD 600,000. This 
is the amount that would need to be excluded from the Constituent Entity Income or Loss. The 
computation of International Shipping Income and Qualified Ancillary International Shipping 
Income therefore requires a proper allocation of costs. 
Direct costs, such as crew wages, fuel, maintenance, and ship depreciation, can be directly 
attributed to International Shipping Activities or to Qualified Ancillary International Shipping 
Activities and deducted from the revenue earned from such activities to determine 
International Shipping Income and Qualified Ancillary International Shipping Income. 
However, indirect costs, such as shared overhead expenses, must be allocated proportionally 
based on the ratio of revenue derived from International Shipping Activities or Qualified 
Ancillary International Shipping Activities to total revenue. 

Example  

Ivory is a Bahrain located Constituent Entity of a Multinational Enterprise Group which meets the 
Revenue Test. For the Fiscal Year, Ivory: 

• Generated total revenue of BHD 2 million and reported Financial Accounting Net Income of BHD 
900,000.  

• Generated revenue of BHD 1 million attributable to International Shipping Activities and 
BHD 500,000 attributable to Qualified Ancillary International Shipping Activities.  

• Incurred direct costs of BHD 400,000 attributable to International Shipping Activities and 
BHD 100,000 attributable to Qualified Ancillary International Shipping Activities.  

• Incurred indirect costs of BHD 300,000.  
For the purposes of determining Ivory’s Constituent Entity Income or Loss, the amount of International 
Shipping Income and Qualified Ancillary International Shipping Income needs to be determined and 
excluded from the Financial Accounting Net Income of BHD 900,000.  
Given that International Shipping Income and Qualified Ancillary International Shipping Income are 
determined on a net basis, Ivory must allocate its costs between the relevant activities.  
The direct costs of BHD 400,000 and BHD 100,000 can be directly attributed to International Shipping 
Activity and Qualified Ancillary International Shipping Activities respectively. However, the indirect 
costs of BHD 300,000 must be apportioned based on total revenue.  
International Shipping Activity 

Direct costs = BHD 400,000  
Indirect costs = BHD 150,000 (300,000 x (1,000,000 ÷ 2,000,000))  
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Total costs = BHD 550,000  
International Shipping Income = BHD 1,000,000 – BHD 550,000 = BHD 450,000  

Qualified Ancillary International Shipping Activities 
Direct costs = BHD 100,000  
Indirect costs = BHD 75,000 (300,000 x (500,000 ÷ 2,000,000))  
Total costs = BHD 175,000  
Qualified Ancillary International Shipping Income = BHD 500,000 – BHD 175,000 = BHD 325,000  
The total amount excluded in respect of net income derived from international shipping is equal to 
BHD 775,000 which is made up of International Shipping Income of BHD 450,000 plus Qualified 
Ancillary International Shipping Income of BHD 325,000. Therefore, the Financial Accounting Net 
Income of BHD 900,000 should be reduced by BHD 775,000 for the purposes of determining Ivory’s 
Constituent Entity Income.  
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7. Computation Step 3: Identify Covered Taxes of a Constituent Entity 
for a Fiscal Year  

7.1. Introduction  

This section outlines the mechanism for identifying and quantifying “Covered Taxes” which is 
an important in the context of computing the Effective Tax Rate for the Tax Period as part of 
determining whether DMTT is due. 

7.2. Definition of Covered Taxes  

7.2.1. Introduction 

Identifying payments that may be Covered Taxes starts from the general definition of taxes. 
Generally, taxes mean compulsory unrequited payments to the general government. The 
general government means the central administration, agencies whose operations are under 
its effective control, state and the local governments and their administrations. The key factor 
in determining whether a payment is a tax is its underlying nature, not its name, collection 
method or whether it is collected under a jurisdiction’s Corporate Income Tax rules or a 
separate legal framework. Likewise, the timing of the tax being levied does not affect its 
classification.  
Covered Taxes for a Constituent Entity include:  
1. Taxes recorded in its financial accounts on income or profits, including its share of income 

or profits from an owned interest in another Constituent Entity.  
2. Taxes imposed in lieu of a generally applicable corporate income tax.  
While there is no standard definition of Corporate Income Tax, such taxes typically apply to 
income that is calculated on net basis and aligns with financial accounting principles according 
to which income taxes are generally levied on net rather than gross income. This also includes 
a Constituent Entity’s share in the income of other Constituent Entities in which it owns an 
Ownership Interest. The income taxes might be imposed on income at the time such income 
is derived, but also on a subsequent distribution of profit.  
Taxes imposed in lieu of a generally applicable corporate income tax are essentially 
substitutes for such taxes or taxes levied instead of such taxes and may include:  
1. Withholding taxes on payments such as interest, rent and royalties.  
2. Taxes on specific payments such as insurance premiums.  
3. Taxes imposed under the OECD’s Subject to Tax Rule, i.e. a tax treaty rule allowing a 

source country to apply a minimum level of taxation on certain cross-border payments 
under specific conditions.  

For DMTT Law purposes, the definition of Covered Taxes operates independently of the term 
“Taxes Covered” defined in the OECD Model Tax Convention (2017) and followed in many tax 
treaties. 

7.2.2. Exclusions from Covered Taxes 

Certain types of taxes are explicitly excluded from being a Covered Tax including:  
1. Taxes accrued by a Parent Entity under a Qualified Income Inclusion Rule (“IIR”) 
2. Taxes accrued by a Constituent Entity under a Qualified Domestic Minimum Top-Up Tax  
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3. Taxes attributable to an adjustment made by a Constituent Entity as a result of the 
application of a Qualified Undertaxed Payments Rule (“UTPR”) 

4. A Disqualified Refundable Imputation Tax 
5. Taxes paid by an insurance company in respect of returns to policyholders 
6. Tax imposed under the DMTT Law (i.e. Tax Due) 
7. Taxes on any net gain or loss arising from the disposal of immovable property located in 

Bahrain, provided that the relevant election has been made (see section 6.3.5).  

Example 1 

Gamma Limited. is a Constituent Entity located in Country X. Gamma Limited is subject to the DMTT 
of Country X which is a Qualified Domestic Minimum Top-Up Tax, but is currently not subject to any 
other corporate income tax in Country X. In consequence, Gamma Limited did not record any income 
tax in its financial accounts.  

The Covered Taxes of Gamma will be nil. The Tax Due for Gamma Limited as computed under the 
DMTT Law of Country X does not constitute Covered Taxes as this is a Qualified Domestic Top-Up 
Tax regime. 

 

Example 2 

Alpha Insurance Limited, a subsidiary of Beta Group, incorporated in Country X, collects insurance 
premiums and invests them in global markets on behalf of policyholders. The return on the 
investments is subject to tax in Country X.  

The taxes paid on the returns generated on behalf of policyholders do not qualify as Covered Taxes 
for Alpha Insurance Limited. This is because, under financial accounting standards, returns to 
policyholders are recognised as income by the insurance company, which then offsets this income 
with a corresponding liability to the policyholder. The liability is generally reduced by the amount of 
tax paid on that income, effectively allowing the insurer to recover the tax cost from the policyholder. 

 
 

Example 3 

Delta Limited, a real estate subsidiary of Phi Group located in Country X, sells an office building in 
Country X and incurs capital gains taxed under a local tax regime. 

The capital gains tax paid by Delta Limited is part of its Covered Taxes. However, if Delta Limited 
elects to exclude gains on immovable property under Article 17 of the Executive Regulations, the 
capital gains tax incurred is excluded from Covered Taxes. 

 

Example 4 

Gamma Limited is located in Country X and derives profits from the extraction of natural gas in that 
country. The net profits from the extraction business are subject to an oil tax in Country X. The oil tax 
is recorded in the financial statements of Gamma Limited.  

The Oil Tax incurred by Gamma Limited will be regarded as Covered Taxes in Country X. 
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8. Computation Step 4: Allocate Covered Taxes to other Constituent 
Entity  

8.1. Introduction  

As a general rule, the allocation of Covered Taxes between different Constituent Entities 
should follow the same method applied to income. This means Covered Tax should reflect the 
location of the income when computing Constituent Entity Income or Loss.  
Covered Taxes are paid by Constituent Entities in respect of their own income and to the 
competent tax authority of the jurisdiction where the Entity is located. Most of the time, there 
is no need for a separate allocation of Covered Taxes. However, in some cases, Covered 
Taxes relating to the income derived by Constituent Entities located in Bahrain may be levied 
by other countries or may be paid by other Entities of the Multinational Enterprise 
Group. Examples of such cases are as follows: 

• Income derived by a Main Entity located outside Bahrain that carries on business through 
a Permanent Establishment in Bahrain may be subject to tax in the country of tax residence 
of the Main Entity.  

• An Entity that is located outside Bahrain which owns a Bahrain located Constituent Entity 
may be subject to Controlled Foreign Company (CFC) taxation in the jurisdiction of its tax 
residence on the income of the Bahrain subsidiary. 

The DMTT Framework provides specific allocation rules for cross-border taxes to ensure 
Covered Taxes align with the relevant Constituent Entity Income. The allocation of Covered 
Taxes discussed in this section is not limited to the current Taxes paid or accrued but also 
applies to deferred taxes as discussed in section 9.4.  

8.2. Allocation of Covered Taxes between special types of Constituent Entities  

8.2.1. Introduction 

The Executive Regulations outline rules for allocating Covered Taxes (relating to cross-border 
taxes) across Constituent Entities in a Multinational Enterprise Group, including Permanent 
Establishments and Main Entities, Tax Transparent Entities, Hybrid Entities, Constituent 
Entities subject to CFC taxation, and Constituent Entities subject to distribution 
taxation. Generally, the Covered Tax should be allocated to the same jurisdiction as that in 
which the income was included for the DMTT computation purposes.  

8.2.2. Permanent Establishments and Main Entities  

The allocation mechanism described in this sub-section relates to the Covered Taxes that are 
recorded in the financial accounts of a Constituent Entity (incurred by a Main Entity or another 
Constituent Entity) with respect to the Constituent Entity Income or Loss allocable to a 
Permanent Establishment. The tax arises due to the domestic tax regulations of the country 
where the Main Entity or other Constituent Entity is located applying tax on the income of the 
Permanent Establishment which is located in another country.  
As the tax relates to the Constituent Entity Income or Loss of the Permanent Establishment, 
that tax should be allocated to the Permanent Establishment. 
The amount of Covered Taxes paid resulting from including the income of the Permanent 
Establishment in the Main Entity jurisdiction is the excess of the tax liabilities of the Main Entity 
arising from Permanent Establishment income included by Main Entity over any tax credit 
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allowed in respect of that Permanent Establishment’s Income. Covered Taxes allocated to the 
Permanent Establishment in this manner should be excluded from the Adjusted Covered 
Taxes of the Main Entity.  
The Covered Tax incurred by a Constituent Entity relating to a Permanent Establishment 
should be determined from separate financial accounts of the Permanent Establishment if they 
are prepared, or if not, the financial accounts that would be prepared on a standalone basis 
under consideration of separate criteria.  

Example  

A Main Entity, Argon Co, is subject to a 20% corporate income tax rate in its home jurisdiction. Argon 
Co has a Permanent Establishment in another jurisdiction where the corporate income tax rate is 
12%.  

The Permanent Establishment is attributed income of BHD 100 and pays corporate income tax of 
BHD 12 in its local jurisdiction. Apart from the Permanent Establishment Argon Co does not derive 
any other income or pay any other taxes. 

Argon Co, as the Main Entity, includes the full amount equivalent to BHD 100 of Permanent 
Establishment income in its taxable base, resulting in a tax liability of an amount equivalent to BHD 
20 in its jurisdiction. It uses a foreign tax credit of BHD 12, reducing the burden on this income to 
BHD 8 (BHD 20 – BHD 12). 

 
8.2.3. Tax Transparent Entities  

Tax Transparent Entities are generally not subject to tax in the jurisdiction where they were 
created. As a general rule, when a Tax Transparent Entity that is not an Ultimate Parent Entity 
records Covered Tax in its financial accounts, each Constituent Entity-owner should be 
allocated the Covered Taxes included in those financial accounts that relate to the Constituent 
Entity Income or Loss allocated to the Constituent Entity-owner.  
An activity of a Tax Transparent Entity might give rise to a Permanent Establishment in that 
jurisdiction. In such a case, an appropriate portion of income should be allocated to the 
Permanent Establishment which will be treated as a Constituent Entity separate to the Tax 
Transparent Entity. All other Covered Taxes, if any, that are recorded in the financial accounts 
of the Tax Transparent Entity should be assigned to Constituent Entity-owners in proportion to 
their share of the income of the Tax Transparent Entity.  
As an exception to the general rule, income and Covered Taxes of a Reverse Hybrid Entity 
should remain with the Entity and should not be allocated to Constituent Entity-owners. A Flow-
through Entity is a Reverse Hybrid Entity if the tax law of the jurisdiction in which the owner is 
located does not treat the Flow-through Entity as fiscally transparent.  

Example  

Krypton Partners, a partnership established in Country Z, is a Tax Transparent Entity with two owners, 
Cobalt Limited and Titanium Limited. Cobalt Limited, located in Country X, owns 60% of Krypton 
Partners, while Titanium Limited, located in Country Y, owns 40%. 

Krypton Partners generated income of an amount equivalent to BHD 1,000,000, which is not taxed 
in Country Z, due to its transparent tax status, and the activity of Krypton Partners does not create a 
Permanent Establishment for either Cobalt Limited or Titanium Limited. Income recorded by Krypton 
Partners is taxed in Country X and Y. Cobalt Limited and Titanium Limited pay an amount equivalent 
to BHD 60,000 and BHD 40,000 in taxes in Country X and Country Y respectively.  
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The 60,000 tax is allocated to Cobalt Limited, and the 40,000 tax is allocated to Titanium Limited, 
based on their share in Krypton Partners’ income (equal in this case to the percentage of share 
ownership). 

 
8.2.4. Controlled Foreign Company taxation  

A Controlled Foreign Company (CFC) Regime is a set of tax rules (other than an Income 
Inclusion Rule) under which a direct or indirect shareholder of a foreign Entity is subject to 
current taxation on its share of part or all of the income earned by the foreign Entity, 
irrespective of whether that income is distributed currently to the shareholder.  
A Constituent Entity is allocated the Covered Taxes included in the financial accounts of its 
direct or indirect Constituent Entity-owner(s) under a CFC Regime based on the Constituent 
Entity owner’s share of that Constituent Entity Income. However, when the Covered Taxes 
result from a CFC regime imposed on a Constituent Entity’s passive income, the maximum 
Covered Taxes that can be allocated to the Constituent Entity is the lower of the following:  
1. The amount of Covered Taxes allocated to Constituent Entity in respect of such passive 

income, or 
2. The amount calculated in accordance with the formula (A x B) where:  

A Is the Additional Tax Rate for the Fiscal Year determined without regard to Covered 
Taxes incurred with respect to Passive Income by the Constituent Entity-owner; and  

B Is the amount of the Constituent Entity’s Passive Income that is included under a CFC 
regime.  

For the purposes of allocating Covered Taxes arising under a CFC regime, Passive Income 
means any income included in Constituent Entity Income that is a dividend or dividend 
equivalent, interest or interest equivalent, rent, royalty, annuity or net gains from property of a 
type that produces income described before, but only to the extent a Constituent Entity-owner 
is subject to tax on such income.  
Any excess of Covered Taxes on Passive Income over the amount that can be allocated to a 
Constituent Entity, remains allocated to the Constituent Entity-owner.  

Example  

Lithium Limited is a Constituent Entity of a Multinational Enterprise Group and is located in Country 
Y. Country Y imposes a 25% Corporate Income Tax rate and has a CFC Tax Regime which imposes 
Taxes on shareholders in respect of Passive Income derived by foreign (CFC) subsidiaries.  

Lithium Limited wholly owns Argon Limited, which is located in Country X. Country X imposes 0% 
Corporate Income Tax and Argon Limited is a CFC of Lithium Limited for Country Y tax purposes. In 
Year 1, Argon Limited has Constituent Entity Income of an amount equivalent to BHD 100, of which 
an amount equivalent to BHD 50 is Passive Income that is subject to the CFC Tax Regime of Country 
Y. 

Country Y imposes its CFC charge on the amount equivalent to BHD 50 of Passive Income earned 
by Argon Limited. This CFC charge is computed by applying the Country Y Corporate Income Tax 
rate of 25% to the Passive Income earned by Argon Limited. Accordingly, the CFC rule charge is an 
amount equivalent to BHD 12.5 (25% x 50). 

Covered Taxes should be allocated to the Constituent Entity, i.e. Argon Limited, but as they arise on 
passive income, they are restricted to the lower of:  

1. The Covered Taxes Allocated in respect of passive income = 12.5; and  
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2. The formula (A x B): 

A = Additional Tax Rate without regard to Covered Taxes on Passive Income - 15%  

B = Passive Income – an amount equivalent to BHD 50  

The result of the formula (A x B) is 50 x 15% = 7.5  

An amount equivalent to BHD 7.5 Covered Taxes (being the lower of 1 and 2) will be allocated to 
Argon Limited and the remaining amount equivalent to BHD 5 (12.5 - 7.5) will be allocated to Lithium 
Limited. 

8.2.5. Hybrid Entities 

A Hybrid Entity is an Entity that is treated as a separate taxable person for income tax purposes 
in the jurisdiction where it is located with respect to its income, expenditure, profit or loss to 
the extent that it is fiscally transparent in the jurisdiction in which the owner is located.  
A Constituent Entity that is a Hybrid Entity is allocated the amount of any Covered Taxes 
included in the financial accounts of a Constituent Entity-owner that relate to the Constituent 
Entity Income of the Hybrid Entity. However, when the Covered Taxes arise on Passive 
Income, the maximum Covered Taxes that can be allocated to the Constituent Entity is the 
lower of the following 
1. The amount of Covered Taxes allocated to Constituent Entity in respect of such passive 

income, or 
2. The amount calculated in accordance with the formula (A x B) where:  

A Is the Additional Tax Rate for the Fiscal Year determined without regard to Covered 
Taxes incurred with respect to Passive Income by the Constituent Entity-owner; and  

B Is the amount of the Constituent Entity’s Passive Income that is included under a 
fiscal transparency rule.  

Passive Income means any income included in Constituent Entity Income that is a dividend or 
dividend equivalent, interest or interest equivalent, rent, royalty, annuity or net gains from 
property of a type that produces income described before, but only to the extent a Constituent 
Entity-owner is subject to tax on such income.  
Any excess of Covered Taxes on Passive Income over the amount that can be allocated to a 
Constituent Entity remains allocated to the Constituent Entity-owner.  

Example  

Cobalt Limited, an entity incorporated in Country Y, is classified as a Hybrid Entity for DMTT purposes 
as Country Y treats it as a separate taxable Entity, while Country X, where its owner Krypton Group 
is located, considers it fiscally transparent. 

Cobalt Limited earns an amount equivalent to BHD 2 million in income (derived only from a non-
passive business activity), which is not subject to tax in Country Y, but is taxed in Country X at the 
Krypton Group level at a rate of 20%, resulting in a tax liability equivalent to BHD 400,000. Under the 
DMTT Framework, this amount equivalent to BHD 400,000 tax is allocated to Cobalt Limited on the 
basis that it is a Hybrid Entity and the tax relates directly to its income, despite being paid by Krypton 
Group in country X. 
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8.2.6. Constituent Entities subject to distribution taxation  

Generally, a source-based tax that is withheld from a payment (e.g., a withholding tax) should 
be attributed to the jurisdiction of the Constituent Entity that receives the payment (the 
jurisdiction of the receiver), provided that the payment is included in the Constituent Entity 
Income or Loss of that Entity. 
Separate rules should be followed when allocating taxes arising in connection with 
distributions in respect of Ownership Interests between Constituent Entities. This means that 
any Covered Taxes, which usually includes withholding tax and taxes that are imposed on a 
net based income, incurred by the Constituent Entity-owner(s) on distributions by Constituent 
Entities are allocated to the Constituent Entity that has made such distribution (jurisdiction of 
the distributor). The appropriate jurisdiction should be identified in accordance with the 
location of the immediate Constituent Entity that distributed the dividend or over income 
earned due to an Ownership Interest.  
The rule applies to a wide range of taxes in respect of a distribution that might not meet the 
definition of a dividend for tax purposes in a recipient jurisdiction, but which is made due to 
the Ownership Interest in a Constituent Entity under the financial accounting standard used in 
the preparation of the Consolidated Financial Statements. This also includes taxes incurred 
by a Constituent Entity-owner with respect to a so-called “deemed distribution” when, 
according to domestic tax law and financial accounting of the distributing Constituent Entity, 
the interest is treated as an equity interest (e.g. taxes imposed on undistributed earnings or 
capital).  

Example  

Titanium is incorporated in Country X and is a subsidiary of a Zoe International which is located in 
Country Y. Both entities are members of Zoe Multinational Enterprise Group. Titanium distributes an 
amount equivalent to BHD 1,000,000 in dividends to its Parent Entity, Zoe International in Country Y. 
The dividends are subject to withholding tax of 10% in Country X and an amount equivalent to BHD 
100,000 is withheld upon payment.  

Under the DMTT Framework, the BHD 100,000 withholding tax is allocated to Titanium as any 
Covered Taxes accrued in the financial accounts of a Constituent Entity’s direct owner due to a 
distribution must be allocated back to the Constituent Entity that made the distribution. 
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9. Computation Step 5: Adjust Covered Taxes  

9.1. Introduction 

Once the amount of Covered Taxes is determined for a Constituent Entity, it may be necessary 
to make adjustments to Covered Taxes to arrive at an amount called Adjusted Covered Taxes 
for the Constituent Entity. The amount of Adjusted Covered Taxes reflects the actual accrued 
tax burden on Constituent Entity Net Income or Loss for the Tax Period. 

9.2. Additions to Covered Taxes  

The following additions should be made to the Covered Taxes of a Constituent Entity for a 
Fiscal Year:  
1. Any Covered Taxes accrued as an expense in the profit before taxation in the financial 

accounts of the Constituent Entity.  
This refers to situations where some Covered Taxes are not recorded as an income tax 
expense in the financial statements of a Constituent Entity but, instead, may be recorded 
as a normal expense above the profits line. (As set out in section 6.2.1 such Covered 
Taxes need to be adjusted when determining Constituent Entity Income or Loss.) 

2. Any amount of Constituent Entity Loss Deferred Tax Asset that has been used by the 
Constituent Entity (discussed in section 9.6).  
This election provides for a deemed loss deferred tax asset in lieu of applying the modified 
deferred tax accounting rules relating to temporary differences.  

3. Any amount of Covered Taxes relating to an uncertain tax position of the Constituent Entity 
previously excluded from Covered Taxes that is paid in a Fiscal Year, but only to the extent 
of the amount that was previously treated as a reduction to Covered Taxes.  
Any penalties or interest expense accrued or paid in relation to such an uncertain tax 
position should not be included in this addition to Covered Taxes.  

4. Any amount of credit or refund in relation to a Qualified Refundable Tax Credit, or 
Marketable Transferable Tax Credit, that was recorded in the current tax expense in the 
financial accounts of the Constituent Entity. 
As Qualified Refundable Tax Credits and Marketable Transferable Tax Credits are treated 
as income items in the computation of Constituent Entity Income or Loss (see section 
6.2.13), any amount that has been recorded in current tax expense in the financial 
accounts must be reversed in the same Fiscal Year.  

Example 
The Ultimate Parent Entity of a Multinational Enterprise Group (WildBear Group) meeting the 
Revenue Test is tax resident in France and owns TigerEye W.L.L., a Bahrain located Constituent 
Entity, which in turn owns GoldenFish Limited, a Luxembourg located subsidiary.  

During the Fiscal Year ending 31 December 2025 the following adjustments are made when 
computing Adjusted Covered Taxes:  

 Covered Taxes Expensed in Profit Before Tax 

 GoldenFish Limited incurs BHD 200,000 in withholding tax on interest payments to TigerEye W.L.L. 
TigerEye W.L.L. records the withholding tax in the financial statements as a normal expense above 
the profits line.  
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 The BHD 200,000 should be added to Covered Taxes to ensure it is included in the Effective Tax Rate 
computation. (TigerEye W.L.L. will also make an adjustment to Financial Accounting Net Income or 
Loss for this amount when computing Constituent Entity Income or Loss.) 

 Deferred Tax Asset for Constituent Entity Loss 

 TigerEye W.L.L. has BHD 500,000 in prior year tax losses, and it elects to apply the Loss Election 
instead of following the standard deferred tax accounting rules.  

 Since BHD 100,000 of the loss is used in the current Fiscal Year, the corresponding tax benefit (BHD 
15,000 at a 15% rate) is added to Covered Taxes.  

 Uncertain Tax Position Previously Excluded from Covered Taxes  

 TigerEye W.L.L. had an uncertain tax position related to a transfer pricing dispute, which resulted in 
a BHD 300,000 tax liability that was not included in Covered Taxes. 

 The disputed amount was settled and paid in the current Fiscal Year. GoldenFish Limited also paid 
BHD 20,000 in penalties and interest.  

 The amount of BHD 300,000 should be added back to Covered Taxes. However, the BHD 20,000 in 
penalties and interest incurred as part of the settlement is not included in the addition to Covered 
Taxes.  

 Summary 

When computing Adjusted Covered Taxes, TigerEye W.L.L. will make the following additions to 
Covered Taxes for the Fiscal Year:  

 BHD 200,000 for withholding tax expensed in profit before tax.  

 BHD 15,000 for the used Deferred Tax Asset (relating to a tax loss).  

 BHD 300,000 for the settlement of the uncertain tax position.  

  
9.3.  Deductions from Covered Taxes  

The following deductions should be made from Covered Taxes for a Fiscal Year:  
1. The amount of current tax expense with respect to income excluded from the calculation 

of Constituent Entity Income or Loss of a Constituent Entity. 
This ensures that where an item of income is not included in the computation of Constituent 
Entity Income or Loss, the taxes associated with such income is not taken into account in 
the computation of the Effective Tax Rate during the DMTT computation.  

2. Any amount of credit or refund in respect of a Non-Qualified Refundable Tax Credit, or 
non-Marketable Transferable Tax Credit, that was not recorded as a reduction to the 
current tax expense in the financial accounts of a Constituent Entity. 
Where a Non-Qualified Refundable Tax Credit is treated for financial accounting purposes 
as income of Constituent Entity, but is excluded from the computation of Constituent Entity 
Income or Loss, such credit or refund should be subtracted from the current tax expense 
to the extent that it is not already recorded as a reduction to the current tax expense.  

3. Any amount of tax credit, other than a Qualified Refundable Tax Credit or Marketable 
Transferable Tax Credit, that is not included in the current tax expense in the financial 
accounts of the Constituent Entity.  
This reduction relates to tax credits that do not meet the refundability and, potentially, the 
transferability criteria of Qualified Refundable Tax Credits and Marketable Transferable Tax 
Credits. The reduction ensures that, to the extent a Constituent Entity receives a refund of 
previously claimed Covered Taxes, including a refund that is applied as a credit against 
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another Covered Tax liability, the amount of the refund is treated as a reduction when 
computing Adjusted Covered Taxes.  

4. Any amount of current tax expense that relates to an uncertain tax position. 
An uncertain tax position generally arises when a Constituent Entity takes a filing position 
that is not more likely than not to be sustained upon examination. The amount involved 
should be removed from a Constituent Entity’s Covered Taxes. If the filing position is 
sustained, an equivalent amount is added to the Covered Taxes.  

5. Any amount of current tax expense that is not expected to be paid within three years of 
the last day of the Fiscal Year.  
This provides a base for the application of certain post-filing adjustments (see Section 9.7 
of this Guide), while it further ensures that, where a Constituent Entity has no expectation 
to pay a tax within the three-year period, such tax may not be included in the computation 
of its Adjusted Covered Taxes.  

6. Any amount received by the originator of a non-Marketable Transferable Tax Credit in 
exchange for such credit.  
The originator refers to the Constituent Entity that engages in the activities that generates 
the tax credit sold to the purchaser. 

7. Any excess received by the purchaser of the face value of a non-Marketable Transferable 
Tax Credit over its purchase price in proportion to the amount of the credit used to satisfy 
its liability for a Covered Tax.  
A purchaser refers to is another Entity that has purchased the benefit of the tax credit from 
the originator.  

8. The amount of any gain received by the purchaser on the transfer of a non-marketable 
transferrable tax credit provided the transfer occurs during the Fiscal Year concerned.  

9. The amount of excess negative tax expense as described in section 15.4.  

Example  
A Bahrain located Constituent Entity of a Multinational Enterprise Group meeting the Revenue test 
wishes to determine its reductions in Covered Taxes for a Fiscal Year. 

 The Entity had an uncertain tax position of BHD 100,000 that was recorded in current tax expense. 
As this is an uncertain tax position, the amount must be deducted from Covered Taxes. 

The Entity received a refund from a non-qualified refundable tax credit amounting to BHD 25,000. 
The refund was not initially recorded as a reduction of current tax expense. Given the amount relates 
to a non-qualifying refundable tax credit, the amount should be deducted from Covered Taxes. 

Reductions in Covered Taxes for the Fiscal Year: BHD 100,000 + BHD 25,000 = BHD 125,000. 
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9.4. Temporary differences  

9.4.1. Introduction  

Temporary differences arise when income or expenses of a Constituent Entity are recognised 
in different Fiscal Years for financial accounting and tax purposes respectively. This disparity 
between financial accounting and tax can distort the Effective Tax Rate calculation. Therefore, 
adjustments are required in order to neutralise any impact from the disparity.  
The primary mechanism to address temporary differences relies on deferred tax accounting. 
More specifically, where temporary differences exist, an amount called the Total Deferred Tax 
Adjustment Amount should be calculated as described below. Subsequently, the Total 
Deferred Tax Adjustment Amount is adjusted from the amount of current tax expense in the 
computation of Adjusted Covered Taxes.  
A Filing Constituent Entity can elect for an alternative method (Loss Election) for addressing 
temporary differences. Where such an election is made, the mechanism described in this 
section will not apply. Please see section 9.6 of this Guide for further information on this 
election.  

9.4.2. The Total Deferred Tax Adjustment Amount  

The steps to compute the Total Deferred Tax Adjustment Amount are as follows: 
 
Step 1 Ascertain the deferred tax expense accrued in Financial Accounting Net Income 

or Loss of a Constituent Entity. Note the Constituent Entity may also have deferred 
tax income in its financial accounts. 

Step 2 Where the tax rate used to calculate the deferred tax expense (for financial 
accounting purposes) is higher than 15%, the deferred tax expense must be 
recomputed at 15%. Where the tax rate used to calculate the deferred tax expense 
is equal to or below the Minimum Rate of 15%, no re-computation is required.  

 
Example 1  
BlueDragon Limited is a Constituent Entity of a Multinational Enterprise Group which meets the 
Revenue Test. It is located in Country X which has a Corporate Income Tax regime. Country X also 
has a DMTT regime which is substantially similar to that in Bahrain. 

The applicable tax rate in country X is 25%. For a Fiscal Year, BlueDragon Limited records a deferred 
tax liability of an amount equivalent to BHD 25 relating to income of an amount equivalent to BHD 
100.  

As the tax rate is higher than 15%, the deferred tax liability needs to be recomputed for DMTT 
purposes and will be an amount equivalent to BHD 15 (i.e. BHD 100 x 15). 

  
Step 3: Any of the following items, if included in the amount resulting from Step 2, should 

be excluded: 
A. Excluded items from Constituent Entity Income or Loss: The amount of 

deferred tax expense related to items which are excluded from the 
computation of the Constituent Entity Income or Loss. 

B. Disallowed Accruals and Unclaimed Accruals: The amount of deferred tax 
expense with respect to accruals that have been disallowed or unclaimed in 
accordance with DMTT rules.  
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C. Valuation adjustments: The impact of a valuation adjustment or accounting 
recognition adjustment with respect to a deferred tax asset.  

D. Changes in applicable tax rate: The amount of deferred tax expense 
resulting from a remeasurement with respect to a change in the applicable tax 
rate in Bahrain, as amounts accrued in this respect are simply changes to 
amounts already accrued.  

E. Tax Credits: The amount of deferred tax expense with respect to the 
generation and use of tax credits (not including Qualified Refundable Tax 
Credits). A tax credit is an amount that taxpayers can subtract directly from 
taxes owed to a government such as investment tax credits or foreign tax 
credits. 

Example 2  
StrongDeer Limited is a Constituent Entity of a Multinational Enterprise Group which meets the 
Revenue Test. StrongDeer Limited is located in Country Y which has a Corporate Income Tax regime 
with a standard rate of 15%. Country Y also has a DMTT regime which is substantially similar to that 
in Bahrain. 

In the Fiscal Year, StrongDeer Limited incurs a Constituent Entity Loss of an amount equivalent to 
BHD 300 and an Excluded Equity Loss of an amount equivalent to BHD 100. The Excluded Equity 
Loss is taken into account for Corporate Income Tax purposes in Country Y, but is not included in 
Constituent Entity Income or Loss for DMTT purposes. 

Assuming no other differences between the DMTT base and the domestic tax base, the loss for 
Corporate Income Tax purposes is an amount equivalent to BHD 400 and the Constituent Entity Loss 
for DMTT purposes is an amount equivalent to BHD 300. 

StrongDeer Limited recognises a deferred tax asset of an amount equivalent to BHD 60 (400 x 15%) 
for financial accounting purposes. However, for DMTT purposes, only an amount equivalent to BHD 
45 (300 x 15%) may be taken into account when computing Adjusted Covered Taxes, since  an 
amount equivalent to BHD 15 relates to the Excluded Equity Loss equivalent to BHD 100.  

 
Step 4: Any of the following items should be deducted from the amounts computed at 

Steps 1 to 3: 
A. Deferred tax asset: Where a Constituent Entity has not recognised a 

deferred tax asset in its financial accounts because the recognition criteria per 
the applicable accounting standard have not been met, the reduction that 
would have arisen had the deferred tax asset for the Fiscal Year been 
recognised is deducted. This applies to deferred tax assets arising before and 
after a Multinational Enterprise Groups falls within the scope of DMTT.  
Deferred tax assets that are not disclosed in financial statements for 
materiality reasons may be included in the calculation of the deferred tax 
adjustment for DMTT purposes. The Filing Constituent Entity will need to 
maintain a schedule of such differences with appropriate supporting 
documents in order to track the deferred tax adjustment back to underlying 
records. 

B. Deferred tax asset recast at Minimum Rate: Where a deferred tax asset 
attributable to a Constituent Entity Loss has been recorded for a Fiscal Year 
at a rate lower than 15%, the deferred tax asset should be recomputed at the 
15% rate and a reduction equal to the amount of increase should be applied.  

C. Recaptured Deferred Tax Liability (adjustment in previous Fiscal Years): 
Where a deferred tax liability that was recorded in a previous Fiscal Year and 
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was taken into account in determining the Total Deferred Tax Adjustment 
Amount has not been paid within five years following the year in which it arose, 
it will be treated as Recaptured Deferred Tax Liability. In such case, the 
Recaptured Deferred Tax Liability must be removed from the Total Deferred 
Tax Adjustment Amount in the previous year in which the deferred tax 
liability was recorded. In this respect, the Effective Tax Rate and Tax Due 
for that previous Fiscal Year must be re-computed.  

 
A Recaptured Deferred Tax Liability will not arise if the deferred tax liability constitutes a 
Recapture Exception Accrual which means an amount of tax expense accrued in the financial 
accounts of a Constituent Entity that is attributable to changes in deferred tax liabilities in 
respect of any of the following:  

1. Cost recovery allowances on tangible assets.  
2. The cost of a license or similar arrangement from a government for the 

use of immovable property or exploitation of natural resources which 
entails significant investment in tangible assets.  

3. Research and development expenses.  
4. De-commissioning and remediation expenses.  
5. Fair value accounting on unrealised net gains.  
6. Foreign currency exchange net gains.  
7. Insurance reserves and insurance policy deferred acquisition costs.  
8. Gains from the sale of tangible property located in the same jurisdiction 

as the Constituent Entity that are reinvested in tangible property in the 
same jurisdiction.  

9. Additional amounts accrued as a result of accounting principle changes 
with respect to any item referred to above.  

Step 5: Any of the following items should be increased by the amounts computed at Steps 
1 to 4: 
A. Disallowed Accruals: Movements in deferred tax expense relating to 

uncertain tax positions or to distributions from a Constituent Entity.  
B. Unclaimed Accruals: An increase in deferred tax liability recorded in the 

financial accounts that is not expected to be paid within five subsequent Fiscal 
Years from the end of the Fiscal Year in which it arose, provided the Filing 
Constituent Entity makes an Annual Election for the liability not to be included 
in the Total Deferred Tax adjustment Amount for that Fiscal Year.  

C. A Recaptured Deferred Tax Liability that is paid during the Fiscal Year: 
Where a Recaptured Deferred Tax Liability for a previous Fiscal Year is paid 
during the Fiscal Year, it should be included in the Total Deferred Tax 
Adjustment Amount in the current Fiscal Year.  

9.5. Permanent differences 

In certain circumstances, permanent differences between the local Corporate Income Tax 
position and the DMTT position may give rise to an excess negative tax expense. Excess 
negative tax expenses are certain attributes (usually tax losses) under a local Corporate 
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Income Tax framework that are higher than the amount of the attributes that are “permissible” 
under the DMTT Framework. Excess negative tax expenses impact the computation of the 
Effective Tax Rate because higher tax losses are recorded in the financial accounts as 
deferred tax. Excess negative tax expenses should be reversed in the computation of DMTT 
using the Excess Negative Tax Expense procedure which is applied in the following 
circumstances: 
A. Where in a Fiscal Year a Multinational Enterprise Group has Additional Tax for Permanent 

Differences and the Filing Constituent Entity makes an election to apply the Excess 
Negative Tax Expense Procedure. In this case, the application of the Excess Negative Tax 
Expense Procedure is voluntary.  

B. Where in a Fiscal Year a Multinational Enterprise Group calculates an Additional Tax Rate 
that is higher than the Minimum Rate of 15%. This occurs in a Fiscal Year where a 
Multinational Enterprise Group has negative Adjusted Covered Taxes and Constituent 
Entity Income or Loss that is higher than nil. In this case, the application of the Excess 
Negative Tax Expense Procedure is obligatory.  

Where the Excess Negative Tax Expense Procedure is appropriate, the following apply:  
1. An amount equal to the excess negative tax expense should be excluded from the 

computation of Adjusted Covered Taxes. The excess negative tax expense is computed 
as follows:  
a. Where A applies, the excess negative tax expense is equal to the Additional Tax for 

Permanent Differences (see section 15).  
b. Where B applies, the excess negative tax expense is equal to the negative Adjusted 

Covered Taxes that are calculated for the Fiscal Year.  
2. A new attribute is established, namely the Excess Negative Tax Expense Carry-forward. 

The Excess Negative Tax Expense Carry-forward is equal to the amount of excess 
negative tax expense that has been excluded from Adjusted Covered Taxes under 1. The 
Excess Negative Tax Expense Carry-forward is essentially an amount that will be set-off 
against Adjusted Covered Taxes in subsequent years as set out in 3 and 4 below.   

3. In subsequent Fiscal Years where the Multinational Enterprise Group has positive Net 
Constituent Entity Income or Loss, the Adjusted Covered Taxes are reduced (but not below 
nil) by setting them off against the Excess Negative Tax Expense Carry-forward.   

4. Any remaining Excess Negative Tax Expense Carry-forward from 3 is carried into 
subsequent years for setting off against Adjusted Covered Taxes in a similar manner.   

Example     
WildBear Limited is a Constituent Entity of a Multinational Enterprise Group meeting the 
Revenue Test. WildBear Limited is located in Country A. Country A has a Corporate Income 
Tax Regime which has a 15% rate and a 200% deduction for research and development 
(R&D) expenses. 

The profit and loss account of the Constituent Entity for Fiscal Year 2025 is the following:   

Income   10,000,000 
Cost of sales   (8,000,000) 
R&D expenses   (2,000,000) 
General expenses   (500,000) 
Profit / (loss)   (500,000) 
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The local corporate tax and DMTT positions for Fiscal Year 2025 are:  

   Local corporate tax DMTT  
Income   10,000,000  10,000,000  
Cost of sales   (8,000,000)  (8,000,000)  
R&D expenses   (4,000,000)  (2,000,000)  
General expenses   (500,000)  (500,000)  
Profit / (loss)  /   
Net Constituent Entity 
Income or Loss   

(2,500,000)  (500,000)  

  
 
 
 
 
In future years, the Multinational Enterprise Group has the following results in Country A:  

Fiscal Year Net Constituent Entity 
Income or (Loss) 

Adjusted  
Covered Taxes 

2026 (2,000,000) Nil 
2027 (500,000) 50,000 
2028 2,000,000 200,000 
2029 2,000,000 200,000 

  
Where WildBear Limited elects to apply the Excess Negative Tax Expense Procedure, the 
following steps should be applied:  

1. Remove excess negative tax expense from Adjusted Covered Taxes for Fiscal Year 2025  

The excess negative tax expense is equal to the Additional Tax for Permanent Differences 
that would apply if an election for the Excess Negative Tax Expense Procedure was not 
made.  

Additional Tax for Permanent Differences = Absolute value of Adjusted Covered Taxes 
(2,500,000 x 15%) - Absolute value of Net Constituent Entity Income (500,000) x Minimum 
Rate (15%) = 300,000 

2. Set up the Excess Negative Tax Expense Carry-forward  

The Excess Negative Tax Expense Carry-forward is equal to the amount of excess 
negative tax expense calculated in 1, i.e. 300,000.  

3. Use of the Excess Negative Tax Expense Carry-forward in subsequent Fiscal Years  

The amount of 300,000 is carried forward and will be set-off against Adjusted Covered 
Taxes in future Fiscal Years for which the Multinational Enterprise Group has positive Net 
Constituent Entity Income or Loss in Country A. The Adjusted Covered Taxes cannot be 
reduced below nil from the set-off. 

For Fiscal Years 2026 and 2027, the Multinational Enterprise Group has Net Constituent 
Entity Loss and thus no setting-off takes place.  
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For Fiscal Year 2028, the Adjusted Covered Tax is reduced to nil by setting-off against 
the Excess Negative Tax Expense Carry-forward. The Adjusted Covered Tax cannot be 
reduced below nil and an amount of 100,000 of Excess Negative Tax Expense Carry-
forward remains.  

4. Remaining Excess Negative Tax Expense Carry-forward  

The remaining amount of Excess Negative Tax Expense Carry-forward of 100,000 is 
carried forward in Fiscal Year 2029 where it will reduce Adjusted Covered Tax from 
200,000 to 100,000.  

Summary of adjustments:  

• Fiscal Year 2025: Reduction of Adjusted Covered Tax by 300,000  

• Fiscal Year 2026: No impact  

• Fiscal Year 2027: No impact  

• Fiscal Year 2028: Reduction of Adjusted Covered Tax to nil  

• Fiscal Year 2029: Reduction of Adjusted Covered Tax to 100,000  
 
9.5.1. Divergences in carrying values 

Certain adjustments should be made to Adjusted Covered Taxes when there are adjustments 
to the carrying values that are used in the DMTT computation as follows:  
1. Stock-based compensation  

For amounts of stock-based compensation, for the DMTT computation, a Filing 
Constituent Entity may elect to use the amount of expense deducted in the local Corporate 
Income Tax computation, rather than the amount recorded in the financial statements.  
Where the election is made, the deferred tax expense that is related to the stock-based 
compensation should be determined in accordance with the stock-based compensation 
amount included in Constituent Entity Income or Loss. 

2. Fair value accounting  
For gains and losses on assets that are subject to fair value accounting or impairment 
accounting, a Filing Constituent Entity may elect to include them in Constituent Entity 
Income or Loss on the basis of the realisation principle.  
Where the election is made, the deferred tax expense for the purposes of the DMTT 
computation should be determined based on the carrying value of the asset on the first 
day of the Fiscal Year for which the election is made or the date on which the asset was 
acquired, whichever is later.  

3. Transfer pricing  
For the purposes of computing Constituent Entity Income or Loss, the amounts recorded 
in the financial accounts of Bahrain located Constituent Entities, Joint Ventures and Joint 
Venture Subsidiaries located in Bahrain should, when necessary, be adjusted in 
accordance with the Arm’s Length Principle.  
Where arm’s length adjustments are made to the Taxable Income, they will often create 
timing differences that give rise to deferred tax assets or liabilities. For DMTT computation 
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purposes, any such deferred tax asset or liability must be computed based on the adjusted 
price.  

4. Constituent Entities joining or leaving the Multinational Enterprise Group  
Where a Constituent Entity becomes or ceases to be a Constituent Entity of a Multinational 
Enterprise Group, the Constituent Entity Income or Loss and Adjusted Covered Taxes will 
continue to be based on historical carrying values, subject to any applicable adjustments. 
The same historical carrying values should be used to compute the Total Deferred Tax 
Adjustment Amount. Please see section 18.2 for further information on the DMTT 
implications of a Constituent Entity joining or leaving a Multinational Enterprise Group. 

5. Transfer of assets and liabilities  
When a transfer of assets and liabilities is a part of Reorganisation (see section 18.2.3.2), 
any gain or loss on the disposal should be excluded from the Constituent Entity Income or 
Loss of the disposing Entity. The acquiring Entity should calculate Constituent Entity 
Income or Loss based on the carrying value of the assets and liabilities for the disposing 
Entity.  
When a transfer of assets and liabilities is a part of Reorganisation, in the Total Deferred 
Tax Adjustment Amount calculation, the carrying value of the assets and liabilities for an 
acquiring Constituent Entity should be computed based on the carrying value of assets or 
liabilities for the disposing Constituent Entity at the time of disposal.  

9.6. Loss Election  

9.6.1. Introduction  

The Loss Election is an election for an alternative way to treat temporary differences for DMTT 
purposes. Where the Loss Election is made, the mechanism described in section 9.4.2 
(adjusting Covered Taxes by the Total Deferred Tax Adjustment Amount) does not apply.  
In general, the Loss Election allows Net Constituent Entity Losses that are treated as a 
deemed deferred tax asset called Constituent Entity Loss Deferred Tax Asset to be carried 
forward. When a Constituent Entity is located in a jurisdiction that does not impose Corporate 
Income Tax, the election would concern only economic losses incurred that otherwise would 
not have a corresponding deferred tax asset. 
The Loss Election applies at a jurisdictional level and encompasses all Constituent Entities 
located in that jurisdiction. On making the Loss Election, a Constituent Entity Loss Deferred 
Tax Asset is established for all Bahrain located Constituent Entities of a Multinational 
Enterprise Group that meets the Revenue Test for each Fiscal Year in which there is a Net 
Constituent Entity Loss. 

9.6.2. Computation and use of Constituent Entity Loss Deferred Tax Asset  

The Constituent Entity Loss Deferred Tax Asset is the product of the Net Constituent Entity 
Loss for a Fiscal Year and the Minimum Rate of 15% (i.e. Net Constituent Entity Loss x 15%).  
A Constituent Entity Loss Deferred Tax Asset may be used in any subsequent Fiscal Year 
where Constituent Entities of a Multinational Enterprise Group that are located in Bahrain 
derive Net Constituent Entity Income. When a Constituent Entity Loss Deferred Tax Asset is 
used in a subsequent Fiscal Year, the amount of Constituent Entity Loss Deferred Tax Asset 
is added to Covered Taxes when computing the Adjusted Covered Taxes figure.  
When a Constituent Entity Loss Deferred Tax Asset is used in a Fiscal Year where there is Net 
Constituent Entity Income, the amount used is the lesser of:  
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1. The amount of Constituent Entity Loss Deferred Tax Asset that is available; and  
2. The product of the Net Constituent Entity Income for that Fiscal Year and the Minimum 

Rate of 15% (i.e. Net Constituent Entity Income x 15%).  
Any balance remaining will be carried forward to subsequent Fiscal Years. 

9.6.3. Flow-through Entities that are Ultimate Parent Entities 

A separate Loss Election should be made for a Flow-through Entity that is an Ultimate Parent 
Entity. Once the election is made, the Constituent Entity Loss Deferred Tax Asset for such an 
Entity is calculated in the same manner as for other Constituent Entities within the same 
jurisdiction. However, this Deferred Tax Asset is determined solely based on the Constituent 
Entity Loss of the Flow-through Entity, after applying all the required reductions for DMTT 
purposes which are applicable to an Ultimate Parent Entity that is a Flow-through Entity. These 
reductions are necessary to prevent double counting of losses that have already been 
allocated to shareholders. 
The resulting Constituent Entity Loss can only be used to offset future Constituent Entity 
Income of the same Flow-through Entity that is an Ultimate Parent Entity. Therefore, even if a 
Loss Election is made for the jurisdiction in which the Ultimate Parent Entity is located, its 
results should not be aggregated with those of other Constituent Entities located in the same 
jurisdiction. 

9.6.4. Election and revocation of election  

The Loss Election is an election that may be made only one time for each jurisdiction i.e. the 
election may only be made once for Bahrain. The Election is made by the Filing Constituent 
Entity in the Tax Return for the first Fiscal Year in which the Multinational Enterprise Group 
has a Constituent Entity located in Bahrain. Once made, the election is binding until 
revocation. 
Where the Loss Election is revoked, any remaining Constituent Entity Loss Deferred Tax Asset 
shall be reduced to zero as on the first day of the Fiscal Year in which the Loss Election is no 
longer applicable. The reduction to zero is necessary since Constituent Entities are allowed to 
take into account the deferred tax assets and deferred tax liabilities in accordance with the 
rules described in section 9.4.1. This means that the historic deferred tax assets and liabilities 
will be taken into account as if they had been computed according to the transitional rules. 

9.6.5. Examples 

Example 
TigerEye Bahrain W.L.L. is a Bahrain located Constituent Entity of a Multinational Enterprise Group 
which meets the Revenue Test.  TigerEye W.L.L. reports a Net Constituent Entity Loss of BHD 
500,000 for the Fiscal Year 2025 of BHD 500,000. TigerEye W.L.L. elects to apply the Loss Election.  

In Fiscal Year 2026 TigerEye W.L.L. has Constituent Entity Income of BHD 1,000,000 and Adjusted 
Covered Taxes of BHD 100,000.  

1. Financial Year 2025: Determination of the Constituent Entity Loss Deferred Tax Asset amount  

Constituent Entity Loss Deferred Tax Asset = BHD 500,000 x 15% = BHD 75,000 

2. Fiscal Year 2026: Use of the Deferred Tax Asset 

Utilise the lower of:  

• Available Constituent Entity Loss Deferred Tax Asset of BHD 75,000; or  
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• BHD 1,000,000 x 15% = BHD 150,000  

TigerEye Bahrain W.L.L. will apply all of the Loss Deferred Tax Asset of BHD 75,000 in Fiscal Year 
2026. This will be added to Adjusted Covered Taxes for Fiscal Year 2026.  

  
9.7. Post-filing adjustments 

9.7.1.  Introduction  

The DMTT Framework provides specific rules with respect to post-filing adjustments. Changes 
can occur to Covered Taxes which relate to a Tax Return for a previous Fiscal Year which has 
already been filed. These changes can occur for various reasons including: 
 
1. Adjustments in Financial Accounts which impact a prior year.  
2. Amendments to tax laws.  
3. Tax audits of submitted tax returns.  
4. Corrections of prior year errors.  
Changes to Covered Taxes may have an impact on the Effective Tax Rate and Tax Due for 
Bahrain located Constituent Entities of a Multinational Enterprise Group for the Fiscal Year to 
which the adjusted items relate.  
For DMTT purposes, such changes are called post-filing adjustments and there are specific 
rules on how they should be treated. 

9.7.2. Adjustments to Covered Taxes  

9.7.2.1. Adjustments to previous Fiscal Years  

An increase in Covered Taxes for a previous Fiscal Year arising from a post-filing adjustment 
is treated as an increase to Covered Taxes in the Fiscal Year during which the adjustment is 
made. Essentially, an increase in Covered Taxes for previous Fiscal Years is treated as 
Additional Current Tax arising in the current Fiscal Year as set out in section 14. There is no 
requirement to submit an amended Tax Return for the prior Fiscal Years in respect of which 
the increase in Covered Tax arose. 
Where a post-filing adjustment results in a decrease in Covered Taxes, the Effective Tax Rate 
and Tax Due for the Fiscal Year(s) to which the adjusted items relate must be re-computed. 
An amended Tax Return should be submitted for the affected Fiscal Years and any resulting 
increase in Tax Due should be paid.  
Notwithstanding the above, the Filing Constituent Entity can make an Annual Election to treat 
an immaterial decrease in Covered Taxes as an adjustment to the Covered Taxes in the Fiscal 
year in which the adjustment is made. An immaterial decrease in Covered Taxes refers to an 
aggregate decrease of less than EUR 1 million in the Adjusted Covered Taxes for Bahrain in 
the relevant Fiscal Year. 

Example 1 
GoldenFish Co is a Constituent Entity of a Multinational Enterprise Group. It is located in Country X, 
which applies a DMTT framework substantially similar to Bahrain. 
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During the Fiscal Year 2028, GoldenFish Co makes an amendment in the financial accounts for the 
Fiscal Year 2027. As a result of the amendment, the Covered Taxes in Country X for Fiscal Year 2027 
is increased by an amount equivalent to BHD 100,000. 
GoldenFish Co will need to recompute its Tax Due for the Fiscal Year 2027 and the additional amount 
is treated as Additional Current Tax when computing the Tax Due for the Fiscal Year 2028. GoldenFish 
Co does not need to amend its DMTT return for the Fiscal Year 2027. 

 
Example 2 
BlueDragon Co is a constituent Entity of a Multinational Enterprise Group. It is located in Country X, 
which applies a DMTT framework substantially similar to Bahrain. 
During the Fiscal Year 2028, BlueDragon Co makes an amendment in the financial accounts for the 
Fiscal Year 2027. As a result of the amendment, the Covered Taxes in Country X for Fiscal Year 
2027 decreases by an amount equivalent BHD 1 million. 
As the amendment involves a decrease of Covered Taxes that is higher than EUR 1 million, 
BlueDragon Co should recompute its Tax Due for the Fiscal Year 2027 taking into account the 
reduction in Covered Taxes. 

 
9.7.2.2. Changes in domestic tax rates  

Where the domestic tax rate is reduced to a rate that is below the Minimum Rate of 15%, the 
deferred tax expense previously claimed as Covered Tax should be adjusted to the corrected 
value. The adjustment is made in the previous Fiscal Years where the additional deferred tax 
expense was claimed.  
When a deferred tax expense has been recorded at a rate lower than the Minimum Rate of 
15% and the applicable domestic tax rate is subsequently increased, the amount of deferred 
tax expense that resulted from the increase is treated, upon payment of the related tax, as an 
adjustment to Covered Taxes claimed in the previous Fiscal Year. Such adjustment should not 
exceed the deferred tax expense re-calculated at the Minimum Rate. 

9.7.2.3. Unpaid current tax expense  

Where more than EUR 1 million of current tax expense included in Adjusted Covered Taxes 
for a Fiscal Year is not paid within three years after the end of the Fiscal Year in which it was 
incurred, the Effective Tax Rate and Tax for the Fiscal Year in which the unpaid amount was 
included as a Covered Tax must be re-computed excluding the unpaid amounts from Adjusted 
Covered Taxes. In other words, the Effective Tax Rate and Tax for a Fiscal Year will need to 
be re-computed if the computation takes into account current tax expense of higher than EUR 
1 million that is not actually paid within three years from the year it is claimed. 

9.7.3. Deferred tax assets or liabilities upon coming within scope of the DMTT 
framework  

The first Fiscal Year in which a Multinational Enterprise Group comes within scope of the 
DMTT Law is called the Transition Year.  
When calculating the Effective Tax Rate of a Multinational Enterprise Group for the Transition 
Year or any subsequent Fiscal Year, the deferred tax assets or liabilities of an Entity coming 
into scope of the DMTT Law should be taken into account at the lower of the Minimum Rate 
or the rate at which the deferred tax item was recorded in the financial accounts.  
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Where the rate used to record the deferred tax asset was higher than the Minimum Rate, the 
deferred tax asset is calculated in accordance with the formula A ÷ B x C, where:  
A Is the Deferred Tax Asset in the financial accounts  
B Is the tax rate used to record the Deferred Tax Asset  
C Is the Minimum Rate of 15% 
Where the rate used to record the deferred tax asset was lower than the Minimum Rate, the 
deferred tax asset may be recast at the Minimum Rate if it can be demonstrated that the 
deferred tax asset arises from a loss that would qualify as Constituent Entity Loss if the 
Multinational Enterprise Group had been in scope of the DMTT Law at the time the deferred 
tax asset was recorded.  
Any valuations or accounting recognition adjustments in relation to the deferred tax asset 
should be disregarded. For example, if prior to the Transition Year an internal valuation of a 
property gave rise to fair value gains in the financial accounts and deferred tax asset was 
recorded in respect of that gain, the deferred tax asset relating to the gain should be 
disregarded. 
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10. Computation Step 6: Compute the Effective Tax Rate  

The Effective Tax Rate computed by the Filling Constituent Entity is computed by applying the 
formula A ÷ B, where: 
A Is the Adjusted Covered Taxes (with some exclusions) of Constituent Entities located in 

Bahrain that are members of the same Multinational Enterprise Group.  
The separate Adjusted Covered Taxes for every Constituent Entity located in Bahrain that 
are members of the same Multinational Enterprise Group should be aggregated for the 
purposes of the Effective Tax Rate formula. The Adjusted Covered Taxes of some 
Constituent Entities such as Investment Entities and Insurance Investment Entities should 
be excluded from the aggregation of Adjusted Covered Taxes Bahrain located Constituent 
Entities (other than those for which a separate computation is required (see section 17)) 
and included in separate Effective Tax Rate computation, as set out in section 17. 
The following Adjusted Covered Taxes are excluded from A in the formula to compute the 
Effective Tax Rate: 

• Covered Taxes of a Constituent Entity-owner located outside Bahrain that apply 
under a Controlled Foreign Company Tax Regime in the jurisdiction of the Constituent 
Entity-owner and that are allocated to the Constituent Entity in Bahrain. 

• Covered Taxes of a Main Entity that are allocated to a Permanent Establishment 
located in Bahrain. 

• Covered Taxes of a Constituent Entity-owner on income of a Bahrain located Hybrid 
Entity that is allocated to the Bahrain located Hybrid Entity. 

• Covered Taxes incurred in respect of Passive Income as determined in section 8.2.4.  

• Covered Taxes of a direct Constituent Entity-owner that are imposed by Bahrain on 
distributions from the Constituent Entity and are allocated to the Constituent Entity 
located in Bahrain, unless such Covered Taxes relate to withholding tax imposed 
under any other law in Bahrain. 

B Is the Net Constituent Entity Income of Constituent Entities located in Bahrain that are 
members of the same Multinational Enterprise Group. 
Net Constituent Entity Income is the positive sum, if any, of the aggregated Constituent 
Entity Income and the aggregated Constituent Entity Loss of all Constituent Entities 
located in Bahrain that are members of the same Multinational Enterprise Group unless 
these Constituent Entities are subject to separate or standalone calculations, as set out 
in section 17.  

If no special computation is required as described in section 17, when the aggregated 
Constituent Entity Income or Loss of the Bahrain located Constituent Entities of the same 
Multinational Enterprise Group (other than those for which a separate computation is required) 
for a Fiscal Year is not a positive sum, the Filing Constituent Entity does not have Net 
Constituent Entity Income in that Fiscal Year and it is not required to compute the Effective 
Tax Rate for that Fiscal Year. 

The result of the computation of the Effective Tax Rate is expressed as a percentage rounded 
to the fourth decimal place.  
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Example 

Indigo Co and Ivory Co are Constituent Entities located in Country X and form part of a Multinational 
Enterprise Group that meets the Revenue Test for the 2025 Fiscal Year. Indigo Co has Constituent 
Entity Income of an amount equivalent to BHD 60 million and Adjusted Covered Taxes of an amount 
equivalent to BHD 3 million. Ivory Co has Constituent Enty Income of an amount equivalent to BHD 
40 million and Adjusted Covered taxes of an amount equivalent to BHD 2 million.  

The Net Constituent Entity Income for the Multinational Enterprise Group in Country X is an amount 
equivalent to BHD100 million (60 million + 40 million) and the aggregate Adjusted Covered Taxes is 
an amount equivalent to BHD 5 million (3 million + 2 million) 

This results in an Effective Tax Rate of 5.0000% in Country X for the 2025 Fiscal Year. 
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11. Computation Step 7: Compute the Additional Tax Rate 

If no special computation is required as described in section 17, the Additional Tax Rate is the 
rate at which the Filing Constituent Entity will be subject to Tax for that Fiscal Year.  
Where the Effective Tax Rate computed in section 10 is lower than the Minimum Rate of 15%, 
the Additional Tax Rate is the difference between the Effective Tax Rate and the Minimum 
Rate in accordance with the following formula A - B, where:  
A Is 15%.  
B Is the Effective Tax Rate computed in section 10 

Example  

Indigo Co and Ivory Co are Constituent Entities located in Country X and form part of a Multinational 
Enterprise Group that meets the Revenue Test for the 2025 Fiscal Year. Their Net Constituent Entity 
Income amounts to an amount equivalent to BHD 100 million, with aggregate Adjusted Covered 
Taxes totalling an amount equivalent to BHD 5 million. This results in an Effective Tax Rate of 
5.0000% in Country X for the 2025 Fiscal Year. 

Accordingly, their Additional Tax Rate for 2025 is calculated as the Minimum Rate of 15% minus the 
Effective Tax Rate, leading to an Additional Tax Rate of 10% for Country X. 
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12. Computation Step 8: Compute Substance-based Income Exclusion 

12.1. Introduction 

The Substance-based Income Exclusion (SBIE) excludes a portion of income to be excluded 
from DMTT based on payroll costs and the presence of tangible assets in Bahrain. It is 
intended to recognise and preserve the benefits of genuine economic substance in Bahrain 
by reducing the tax base subject to the 15% global minimum tax.  

12.2. Computing the SBIE amount 

The SBIE amount should be calculated for each Constituent Entity and then aggregated at the 
jurisdictional level (i.e. add the SBIE amount for all Bahrain located Constituent Entities except 
for those entities that where a separate calculation of the Effective Tax Rate and the Tax Due 
is needed (see section 17 for more information)). 
The SBIE amount is calculated using the following formula A + B, where: 
A Is the payroll carve-out (see section 12.3). 
B Is the tangible assets carve-out (see section 12.4). 
A Filing Constituent Entity may make an Annual Election not to deduct the SBIE amount from 
Net Constituent Entity Income. Such an election may be more administratively efficient for 
Filing Constituent Entities where the SBIE amount is not material or where the Effective Tax 
Rate already equals or exceeds the Minimum Tax Rate of 15%. 

12.3. Payroll carve-out 

12.3.1. Formula for payroll carve-out 

The payroll carve-out is calculated using the formula A x B, where: 
A Is the Eligible Payroll Costs on Eligible Employees 
B Is the applicable multiplier for the Fiscal Year described below 

12.3.2. Eligible Payroll Costs 

Eligible Payroll Costs comprise salaries, wages and other direct forms of compensation that 
provide separate personal benefits to an Eligible Employee. Examples of benefits include, but 
are not limited to, the following: 

• Health insurance 

• Stock-based compensation 

• Pension Fund contributions or other retirement benefits 

• Bonuses and allowances 

• Payroll taxes and employer social security contributions 
The following items are not Eligible Payroll Costs: 

• Costs that are capitalised and included in the carrying value of Eligible Tangible Assets. 

• Costs related to a Constituent Entity’s International Shipping Income or Qualified Ancillary 
International Shipping Income that is excluded from the computation of the Constituent 
Entity’s Income or Loss (see section 6.4.3). If any allocation of payroll costs between 
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excluded activities and non-excluded activities is required, this should be made in 
accordance with the provisions for the allocation of costs in relation to the International 
Shipping Income Exclusion.  

12.3.3. Eligible Employees 

Eligible Employees include full-time and part-time employees of a Bahrain located Constituent 
Entity, as well as certain Bahrain located independent contractors who participate in the 
ordinary operating activities of the Multinational Enterprise Group under its direction and 
control.  
Independent contractors include only individuals and may include individuals who are 
employed by a staffing or employment company but whose daily activities are performed under 
the direction and control of the Multinational Enterprise Group. This definition avoids what 
might otherwise be a difficult exercise of distinguishing an employee from an independent 
contractor. Independent contractors do not include employees of a corporate contractor 
providing goods or services to the Constituent Entity. 
Eligible Employees must perform activities for a Bahrain located Constituent Entity. This 
means that the individuals may perform their activities in Bahrain (being the employer’s 
jurisdiction) but also may also perform work for their employer outside of Bahrain (i.e. outside 
of the employer’s jurisdiction). When work is performed in both Bahrain and outside of Bahrain: 

• If an Employee spends more than 50% of their working time in a Fiscal Year in Bahrain, 
the Constituent Entity will be entitled to include the full Eligible Payroll Costs of that Eligible 
Employee in its payroll carve-out.  

• If an of the Constituent Entity spends less than 50% of their working time in a Fiscal Year 
in Bahrain, only a proportion of the relevant payroll costs would qualify as the Eligible 
Payroll Costs. The proportion is the proportion of working time the Eligible Employee 
spends in Bahrain. For example, if an Eligible Employee spends 30% of their working time 
in a Fiscal Year working within Bahrain for a Constituent Entity, 30% of the relevant payroll 
cost of the Eligible Employee will qualify as Eligible Payroll Costs. 

12.3.4. Multipliers for payroll carve-out 

The multipliers to be applied when computing the payroll carve-out for a Fiscal Year are the 
following: 

Fiscal Year Beginning in Applicable rates 

2023 10.0% 

2024 9.8% 

2025 9.6% 

2026 9.4% 

2027 9.2% 

2028 9.0% 

2029 8.2% 

2030 7.4% 

2031 6.6% 
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2032 5.8% 

2033 and onwards 5.0% 

 
Example 1 

Hawk W.L.L. is a Bahrain located Constituent Entity of a Multinational Enterprise Group which meets 
the Revenue Test. Hawk W.L.L. has one full-time employee for the Fiscal Year commencing on 1 
April 2026. The employee spends 60% of their working time in Bahrain. The employee has a base 
salary of BHD 50,000, a bonus of BHD 5,0000 and Hawk W.L.L. pays health insurance for the 
employee which costs BHD 3,000.  

Eligible Payroll Costs for Fiscal Year: BHD 50,000 + BHD 5,000 + BHD 3,000 = BHD 58,000 

As the employee spends more than 50% of their working time in Bahrain, 100% of the Eligible Payroll 
Costs will qualify for the payroll carve-out. 

The applicable multiplier for Fiscal Years starting during 2026 is 9.4%. The amount of the payroll 
carve-out will therefore be BHD 58,000 x 9.4% = BHD 5,452.  

 
 

Example 2  

Assume the same facts as Example 1 except the employee spends 40% of their working time in 
Bahrain. 

Eligible Payroll Costs will be the same amount, i.e. BHD 58,000. As the employee spends less than 
50% of their time in Bahrain, Eligible Payroll Costs are apportioned to the time spent working in 
Bahrain, i.e. 40%. The amount eligible is therefore BHD 58,000 x 40% = BHD 23,200. 

The applicable multiplier of 9.4% is applied to give the payroll carve-out of BHD 23,200 x 9.4% =  
BHD 2,181.  

 
12.4. Tangible assets carve-out 

12.4.1. Formula for tangible assets carve-out 

The tangible assets carve-out is calculated using the formula A x B, where: 
A Is the carrying value of Eligible Tangible Assets located in Bahrain 
B Is the applicable multiplier for the Fiscal Year described below 

12.4.2. Eligible Tangible Assets 

Eligible Tangible Assets comprise the following: 
1. Property, plant and equipment located in Bahrain, for example, machines, tools and 

furnishings. 
2. Natural resources located in Bahrain, for example, oil and gas deposits, timber tracts and 

mineral deposits. 
3. A lessee’s right-of-use of tangible assets located in Bahrain, for example, property and 

machines. 
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4. A licence or similar arrangement from the government of Bahrain for the use of immovable 
property or exploitation of natural resources that entail significant investment in tangible 
assets.  

The following assets do not qualify as Eligible Tangible Assets: 
1. Property held for sale, lease (subject to certain exemptions below) or investment.  
2. Tangible assets that are used to derive income that qualifies for the International Shipping 

Income Exclusion.  

12.4.3. Carrying value of Eligible Tangible Assets 

The value of the assets to be used for calculating the tangible assets carve-out is the average 
carrying value of the assets. This is the average of the opening and closing values of those 
assets per the financial statements. The average carrying value is reduced by any 
accumulated depreciation, amortisation and depletion and increased by amounts attributable 
to the capitalisation of payroll expenses, as applicable.  
The computation of the carrying value of Eligible Tangible Assets should not include the 
carrying value of tangible assets used in the generation of a Constituent Entity’s International 
Shipping Income and Qualified Ancillary International Shipping Income (i.e. ships and other 
maritime equipment and infrastructure). However, the carrying value of tangible assets 
attributable to a Constituent Entity’s excess income over the cap for Qualified Ancillary 
International Shipping Income as discussed in section 6.4.3.3should be included. 

12.4.4. Location of tangible assets 

Tangible assets must be located in the same jurisdiction as the Constituent Entity that owns 
them. If, however, the tangible asset is the Lessee’s right-of-use of tangible assets or falls 
under the category of a Licence or similar arrangement from the government, the asset must 
be located in the same jurisdiction as the Constituent Entity that holds the right-of-use of the 
asset.  
In certain situations, the nature of the asset and its usage may result in it not being situated in 
any single jurisdiction or being located in multiple jurisdictions at various times throughout the 
Fiscal Year. 
An Eligible Tangible Asset is considered to be located in Bahrain if it is located in Bahrain for 
more than 50% of the time in the Fiscal Year. In this situation, a Constituent Entity located in 
Bahrain will be entitled to claim the full value of the tangible asset carve-out in respect of that 
Eligible Tangible Asset.  
If the Eligible Tangible Asset is located in Bahrain for less than 50% of the time in a Fiscal 
Year, only a proportion of the average carrying value of the asset the tangible asset carve-out 
in respect of that Eligible Tangible Asset shall be calculated in proportion to the time the asset 
is located in Bahrain. For example, where an asset is located in Bahrain for 20% of the time 
in a Fiscal Year, 20% of the average carrying value of the asset should qualify as Eligible 
Tangible Asset located in Bahrain for the Fiscal Year. 

12.4.5. Property held under lease 

Similar to financial accounting, DMTT distinguishes between finance leases and operating 
leases. Where a tangible asset is leased under a finance lease, the lessor effectively transfers 
the tangible asset to the lessee, recognising a receivable instead. The lessor no longer shows 
a carrying value of tangible assets in its financial accounts in relation to the leased assets. 
The lessee will typically create a “right-of-use” asset in its financial accounts, reflecting its right 
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to use the tangible property during the term of the lease. The lessee will be permitted to include 
the accounting carrying value of its right-of-use asset in calculating its tangible assets carve-
out. 
Where a tangible asset is leased under an operating lease, the lessor retains the asset on its 
balance sheet and may record a receivable. If the lessee does not recognise a right-of-use 
asset in their financial statements, they cannot claim one for DMTT purposes, even if they 
belong to the same Multinational Enterprise Group as the lessor. 

12.4.6. Special considerations for right-of-use tangible assets  

In relation to leases, a right-of-use asset in respect to tangible assets shall be treated similarly 
as ownership of the tangible assets. This means that lessees may include in their Eligible 
Tangible Assets the right-of-use of assets under both operating and finance leases.  
Similarly to the other assets, the value of the right-of-use asset is the average carrying value. 
However, the carrying value of a lease between two Constituent Entities in the same 
jurisdiction is determined after taking into account any consolidation entries for the lease. 
Therefore, in case of an operating lease between two members of the same Multinational 
Enterprise Group that are located in Bahrain, the lessee will not have any right-of-use asset 
as the relevant entries will be eliminated upon consolidation.  
Lessors under finance leases are typically treated as transferring the asset to the lessee and 
thus no longer records the carrying value of the tangible assets in their financial accounts. The 
lessor that might also be the Constituent Entity should not be entitled in these circumstances 
to include any value of the asset in their Eligible Tangible Assets. The right-of-use asset will 
be created in financial accounts of the lessee that will be permitted to include the carrying 
value of the right-of-use asset in the calculation of its tangible assets carve-out. 
Nevertheless, lessors under operating leases are entitled to include the residual value of the 
asset in their Eligible Tangible Assets i.e. the average carrying value of the asset less the right-
of-use asset that will be included in Eligible Tangible Assets by the lessee.  
Additional provisions stipulate a special rule for operating leases where the lessee is not a 
Constituent Entity. In accordance with this rule, the lessor should assume that the right-of-use 
of the lessee is equal to the undiscounted payments remaining under the lease.  

12.4.7. Special considerations for licence or similar agreements with the government  

Licences and similar arrangements from the government, such as leases or concessions, for 
the use of immovable property or the exploitation of natural resources are included in Eligible 
Tangible Assets where the use of the property entails significant investment in tangible 
property. These arrangements provide rights similar to right-of-use tangible assets. 
Accordingly, to the extent they represent rights to use immovable property or to exploit natural 
resources owned by a government, these assets are included in the definition of Eligible 
Tangible Assets for purposes of the tangible asset carve-out, irrespective of whether they are 
recorded, or treated, as an intangible asset in the financial accounts or under the financial 
accounting standard used in the Consolidated Financial Statements.  

12.4.8. Multipliers for tangible assets carve-out 

The multipliers to be applied when computing the tangible assets carve-out are the following: 

Fiscal Year Beginning in Applicable rates  

2023 8.0% 
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2024 7.8% 

2025 7.6% 

2026 7.4% 

2027 7.2% 

2028 7.0% 

2029 6.6% 

2030 6.2% 

2031 5.8% 

2032 5.4% 

2033 and onwards 5.0% 

 
Example 1 

Eagle W.L.L. is a Bahrain located Constituent Entity of a Multinational Enterprise Group which meets 
the Revenue Test. For the Fiscal Year commencing 1 January 2026, Eagle W.L.L. owns the following 
assets: 

• Industrial vehicles that are used in Bahrain for 40% of the time in the Fiscal Year and outside 
Bahrain for the remainder of the Fiscal Year. The carrying value of the vehicles is BHD 1,000,000 
at the beginning and end of the Fiscal Year. 

• Property, plant and equipment located in Bahrain. The carrying value is BHD 2,000,000 at the 
beginning of the Fiscal Year and BHD 2,2000,000 at the end. 

• An oil deposit located in Bahrain. The carrying value of the deposit is BHD 5,000,000 at the 
beginning and end of the Fiscal Year. 

Eligible Tangible Assets are as follows: 

• Industrial vehicles: BHD 1,000,000 x 40% (use in Bahrain) = BHD 400,000  
• Various PPE: (BHD 2,000,000 + BHD 2,200,000) ÷ 2 = BHD 2,100,000 
• Oil deposit: BHD 5,000,000 
• Total: BHD 400,000 + BHD 2,100,000 + BHD 5,000,000 = BHD 7,500,000 

The applicable multiplier for Fiscal Years starting during 2026 is 7.4%. The amount of the tangible 
assets carve-out will therefore be BHD 7,500,000 x 7.4% = BHD 555,000. 

Example 2  

Falcon Limited is a Constituent Entity of a Multinational Enterprise Group that meets the Revenue 
Test. For the Fiscal Year commencing 1 January 2026, Falcon owns the following assets: 

• Machine 1: used in Bahrain for 70% of the time in the Fiscal Year and outside Bahrain for the 
remainder of the Fiscal Year. The carrying value of the machine is BHD 3,000,000 at the 
beginning of the Fiscal Year and BHD 3,500,000 at the end. 

• Machine 2: leased to another Bahrain located Constituent Entity of the same Multinational 
Enterprise Group under an operating lease. The carrying value of the machine is BHD 5,000,000 
at the beginning and end of the Fiscal Year. The lessee recognises a right-of-use asset with a 
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carrying value of BHD 1,000,000 at the beginning of the Fiscal Year and BHD 700,000 at the 
end. 

• Machine 3: leased under an operating lease to another non-related Entity that is not a Constituent 
Entity. The carrying value of the machine is BHD 5,000,000 at the beginning and end of the Fiscal 
Year. At the beginning of the Fiscal Year, there are remaining payments of BHD 2,500,000 on 
the lease. At the end of the Fiscal Year the remaining payments are BHD 1,000,000.  

• Machine 4: leased under a finance lease to another Constituent Entity. The carrying value of the 
machine is BHD 5,000,000 at the beginning and end of the Fiscal Year. 

Eligible Tangible Assets are as follows: 

• Machine 1: (BHD 3,000,000 + BHD 3,500,000) ÷ 2 = BHD 3,250,000  

• Machine 2: BHD 5,000,000 (the lessee does not have a right-of-use asset as the relevant entry 
is eliminated upon consolidation) 

• Machine 3: BHD 5,000,000 – (BHD 2,500,000 – BHD 1,000,000) = 3,500,000 (removing the 
right-of-use of the lessee) 

• Machine 4: Nil (as the lease is finance lease, the lessor does not recognise an asset) 

• Total: BHD 3,250,000 + BHD 4,150,000 + BHD 3,500,000 = BHD 10,900,000 

The applicable multiplier for Fiscal Years starting during 2026 is 7.4%. The amount of tangible assets 
carve-out will therefore be BHD 10,900,000 x 7.4% = BHD 806,600. 

 
12.5. Other specific conditions for calculating SBIE  

12.5.1. Permanent Establishments  

Eligible Payroll Costs and Eligible Tangible Assets of a Permanent Establishment that is a 
Constituent Entity located in Bahrain are those included in the Permanent Establishment’s 
separate financial accounts. The Eligible Payroll Costs or Eligible Tangible Assets of the 
Permanent Establishment should not be taken into account by the Main Entity. 
The conditions relating to the location of the asset and time spent by employees in Bahrain 
apply. 
If the Permanent Establishment does not have separate financial accounts or such accounts 
are not prepared in accordance with an Acceptable Financial Accounting Standard, the 
amount of such Eligible Payroll Costs and Eligible Tangible Assets should be computed as if 
the Permanent Establishment had separate financial accounts prepared in accordance with 
the accounting standard used in preparation of the Consolidated Financial Statements of the 
Ultimate Parent Entity. 
If the income of a Permanent Establishment is wholly or partially excluded according to other 
provisions of the DMTT Law, the Eligible Payroll Costs and Eligible Tangible Assets of that 
Permanent Establishment are also excluded in the same proportion from the SBIE 
computation. 

12.5.2. Flow-through Entities 

Where a Flow-through Entity (other than when the Flow-through Entity is the Ultimate Parent 
Entity) is a Tax Transparent Entity and its Financial Accounting Net Income or Loss is allocated 
to a Constituent Entity-owner, the Eligible Payroll Costs and Eligible Tangible Assets are 
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allocated to the Constituent Entity-owner in the same proportion as the allocation of Financial 
Accounting Net Income or Loss. However, this allocation is made only in respect of employees 
and/or assets located in the same jurisdiction as the Constituent Entity-owner.  
Where the Flow-through Entity is the Ultimate Parent Entity of a Multinational Enterprise 
Group, Eligible Payroll Costs and Eligible Tangible Assets are allocated to the Flow-through 
Entity in the same proportion as Financial Accounting Net Income or Loss.  
All other Eligible Payroll Costs and Eligible Tangible Assets of a Flow-through Entity that are 
not allocated as per above are excluded from the SBIE computations of the Multinational 
Enterprise Group. 

12.5.3. Separate computation for special Entities  

The SBIE of each of the following Entities should be computed separately from all other 
Constituent Entities of the Multinational Enterprise Group:  

• Investment Entities and Insurance Investment Entities 

• Stateless Constituent Entities 

• Minority-owned Constituent Entities  
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13. Computation Step 9: Compute Taxable Income 

If no special computation is required as described in section 17, Taxable Income is the tax 
base for the purposes of calculating the Tax Due. It is computed using the formula A - B, where:  
A Is Net Constituent Entity Income.  
B The amount of Substance-Based Income Exclusion (see section 12). 
There will be no Taxable Income for the Filing Constituent Entity for a Fiscal Year if any of the 
following applies: 

• The Effective Tax Rate is higher than 15%  

• There is no Net Constituent Entity Income 

• The SBIE is higher than the Net Constituent Entity Income 

• There is no separate special computation required as described in section 17 
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14. Computation Step 10: Additional Current Tax 

14.1. Introduction 

Additional Current Tax arises where the DMTT Law and Executive Regulations require or allow 
for a re-computation of the Effective Tax Rate and Tax Due for a previous Fiscal Year. A re-
computation is typically required or allowed because of adjustments to Adjusted Covered 
Taxes or Constituent Entity Income or Loss (or both) for a previous Fiscal Year.  
Where the Adjusted Covered Taxes for a previous Fiscal Year is recalculated, any excess 
amount of tax that arises from the re-computation is deemed to be Additional Current Tax in 
the current or previous Fiscal Year where relevant. In these circumstances, no adjustments to 
the Tax Return are required for the previous Fiscal Year. 
The three situations where a re-computation of the Effective Tax Rate and Tax Due should be 
made and where Additional Current Tax may arise are discussed below. 

14.2. Carry-back of gains from immovable property 

As discussed in section 6.3.5, a Filing Constituent Entity may elect in certain circumstances 
to carry-back any gains from the disposal of certain immovable property. Where the election 
is made, the net gain is carried back into the “Look Back” Period, which is the Fiscal Year in 
which the net gain has arisen and the previous four Fiscal Years.  
When the election is made, the Effective Tax Rate and Tax Due for the previous Fiscal Years 
impacted by the election must be re-computed. Any excess amount of tax that arises from the 
re-computation of those previous Fiscal Years is Additional Current Tax for the current Fiscal 
Year.  

14.3. Temporary differences  

Where a Constituent Entity records a deferred tax liability in its financial statements, the 
liability, as adjusted in accordance for DMTT purposes, i.e. the Total Deferred Tax Adjustment 
Amount (see section 9.4.2), will be included in the Adjusted Covered Taxes for that Fiscal Year. 
If the deferred tax liability is not reversed within five years (i.e. the tax liability does not 
crystallise within five years), the deferred tax liability is subject to a recapturing mechanism. 
This requires re-computation of the Effective Tax Rate and Tax Due for the Fiscal Year for 
which the deferred tax liability was initially recorded. Any excess amount of tax that arises from 
the re-computation of those previous Fiscal Years is Additional Current Tax in the current Fiscal 
Year. 

14.4. Post-filing adjustments 

See section 9.7 for information on post-filing Adjustments. Where a post-filing adjustment 
results in the increase of Covered Taxes of the previous Fiscal Year, a re-computation of the 
Effective Tax Rate and Tax Due for that previous Fiscal Year should be carried out on the basis 
of the adjusted figures.  
Any excess amount of tax that arises from the post-filing adjustments and re-computation of 
the previous Fiscal Years constitutes Additional Current Tax in the current Fiscal Year, i.e. in 
the Fiscal Year in which the adjustment is made. 
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Example 

Everest Co, a Bahrain located Constituent Entity of a Multinational Enterprise Group which meets 
the Revenue Test disposes of immovable property in Bahrain to a third party in Fiscal Year 2031 and 
realises a gain of BHD 5,000,000.  

Everest Co had disposed of immovable property in Bahrain to third parties in Fiscal Years 2028 and 
2029 incurring losses of BHD 2,000,000 and BHD 1,500,000 respectively. 

The Filing Constituent Entity makes an election to carry-back the gains. 

The gain is spread over the current Fiscal Year and the four immediately preceding Fiscal Years. 
Assuming the gain is spread equally, the Constituent Entity Income or Loss of the Constituent Entity 
is increased by BHD 1,000,000 in each of the last four Fiscal Years.  

The Additional Tax Rate for all Fiscal Years is 15% and there are no other post-filling adjustments. 
Due to the re-computation, the excess amount of tax in each Fiscal Year is the following: 

Fiscal 
Year 

Net 
Constituent 

Entity 
Income 

Original 
Tax Due  

Remove 
Gain for FY 

2031 

Allocate Gain  

 

Recomputed 
Net 

Constituent 
Entity Income 

2027 5,000,000 750,000  1,000,000 6,000,000 

2028 6,500,000 975,000  1,000,000 7,500,000 

2029 7,000,000 1,050,000  1,000,000 8,000,000 

2030 3,500,000 525,000  1,000,000 4,500,000 

2031 10,000,000 1,500,000 (5,000,000) 1,000,000 11,000,000 

Compute the Additional Current Tax in Fiscal Year 2031. 

All the excess amount of tax that arises from the re-computation is deemed to be Additional Current 
Tax in Fiscal Year 2031 and is included in the formula when computing Tax Due for the Fiscal Year 
2031. 

Additional Current Tax: 150,000 (FY27) + 150,000 (FY28) + 150,000 (FY29) + 150,000 (FY30) = 
BHD 600,000. 
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15. Computation Step 11: Compute Additional Tax for Permanent Differences 

15.1. Introduction 

Additional Tax for Permanent Differences arises in specific circumstances where there are 
differences in the treatment of an item under a local Corporate Income Tax framework and the 
DMTT Law, and these differences in treatment give rise to an “Excess Negative Tax Expense”.  

15.2. Explanation of a permanent difference 

A difference between the treatment of an item under a local Corporate Income Tax 
framework and the DMTT Law is considered permanent if it will not automatically reverse 
over time. 
Permanent differences may arise when the local corporate income tax framework provides 
for notional or “super” deductions for certain types of expenditure. Notional or “super” 
deductions are deductions that are higher than the amount of the actual expense incurred, 
and they are usually given in order to encourage certain economic activities associated with 
the expenditure. Where a notional or “super” deduction is given under the local corporate tax 
framework, a higher amount is deductible than that deductible for DMTT as the deductible 
amount under DMTT is the amount recorded in the financial accounts. Therefore, a 
permanent difference arises between the amount recognised under the local corporate 
income tax framework and the DMTT Framework. 
Permanent differences may also arise where the local Corporate Income Tax framework 
allows for the deduction of expenses that are non-deductible for DMTT purposes, or when the 
local Corporate Income Tax framework provides an exemption for income that is included in 
Constituent Entity Income or Loss for DMTT purposes.  

Example 1 

Alpha Ltd, a Constituent Entity of a Multinational Enterprise Group which meets the Revenue Test is 
located in Country Y. Country Y has a Corporate Income Tax regime and a DMTT regime substantially 
similar to that in Bahrain. 

The local Corporate Income Tax framework provides for a 200% deduction for qualifying research 
and development expenses, subject to certain conditions. During Fiscal Year 2025, Alpha Ltd incurs 
qualifying research and development expenses of an amount equivalent to BHD 50,000 and is 
entitled to a deduction equivalent to BHD 100,000 when computing its Corporate Income Tax liability 
for Fiscal Year 2025. 

For DMTT purposes, Alpha Ltd’s computation of Constituent Entity Income or Loss will be based on 
the financial accounting position, which will record the amount of the actual expense i.e. 100% of the 
expense. As the difference between the Corporate Income Tax treatment and that for DMTT will not 
reverse over time, it is considered permanent.  

Tax depreciation for capital assets under a local Corporate Income Tax regime would not 
normally be expected to produce a permanent difference. If the rate of depreciation for tax 
purposes is different than that used for financial accounting purposes, a temporary difference 
would be expected to occur.  
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Example 2 

Beta Ltd, a Constituent Entity of a Multinational Enterprise Group which meets the Revenue Test is 
located in Country Z. Country Y has a Corporate Income Tax regime and a DMTT regime similar to 
the DMTT regime in Bahrain. 

The local Corporate Income Tax framework provides for 100% tax depreciation for heavy machinery, 
subject to certain conditions. During Fiscal Year 2025, Alpha Ltd purchases qualifying heavy 
machinery for an amount equivalent to BHD 100,000 and is entitled to tax depreciation of that amount 
(100%) when computing its Corporate Income Tax liability for Fiscal Year 2025. 

For DMTT purposes, Alpha Ltd’s computation of Constituent Entity Income or Loss will be based on 
the financial accounting position which for the Fiscal Year is 20% of the original cost. Under the 
relevant financial accounting standards, the heavy equipment will be fully depreciated over a number 
of years. 

As the difference between the Corporate Income Tax treatment and that for DMTT will reverse over 
time, it is considered temporary and not permanent.  

 
15.3. Computation of the Additional Tax for Permanent Differences 

Under certain circumstances, a permanent difference between the local tax position and the 
DMTT position may give rise to “Excess Negative Tax Expense” i.e. attributes (usually tax 
losses) that are higher than the amount of the attributes that are “permissible” under the DMTT 
Framework.  

Excess Negative Tax Expense impacts the computation of the Effective Tax Rate because the 
higher tax losses are recorded in the financial accounts as deferred tax and they are included 
in Adjusted Covered Taxes for the Fiscal Year (as part of the Total Deferred Tax Adjustment 
Amount), which is one of the two components in the computation of the Effective Tax Rate.  

Where Excess Negative Tax Expense arises due to permanent differences, the impact on the 
Effective Tax Rate should be reversed for DMTT purposes by computing an additional amount 
of tax for the Fiscal Year, called “Additional Tax for Permanent Differences”. 

Additional Tax for Permanent Differences applies when all of the following conditions are 
satisfied: 

1. Net Constituent Entity Income is equal to or less than zero; 

2. Adjusted Covered Taxes are negative; and 

3. Adjusted Covered Taxes are less than the product of the Net Constituent Entity Income 
and the Minimum Rate (i.e. Adjusted Covered Taxes < (Net Constituent Entity Income x 
Minimum Rate)). 

Where the above conditions apply, the Additional Tax for Permanent Differences must be 
calculated according to the following formula A - B, where:  

A Is the absolute value of Adjusted Covered Taxes  
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B Is the absolute value11 of the product of the Net Constituent Entity Income and the 
Minimum Rate. 

Where a Multinational Enterprise Group has Additional Tax for Permanent Differences in the 
Fiscal Year, the Filing Constituent Entity may elect to apply the Excess Negative Tax Expense 
Procedure which is explained further below. Where the election is made, the Additional Tax for 
Permanent Differences is deemed to be zero for the Fiscal Year. 

15.4. The Excess Negative Tax Expense Procedure 

15.4.1. Scope of the Procedure 

The Excess Negative Tax Expense Procedure provides a method for reversing the impact of 
the Excess Negative Tax Expense on the Effective Tax Rate and Tax Due for the Fiscal Year 
without imposing any additional Tax Due in that Fiscal Year. The procedure should be applied 
in the following instances: 
1. First instance 

Where in a Fiscal Year, a Multinational Enterprise Group calculates an Additional Tax Rate 
that is higher than the Minimum Rate of 15%. This occurs in a Fiscal Year where a 
Multinational Enterprise Group has negative Adjusted Covered Taxes and Constituent 
Entity Income or Loss that is higher than nil. In this case, the application of the Excess 
Negative Tax Expense Procedure is obligatory.  

2. Second instance 
Where, on making an election as described in section 15.3 for a Fiscal Year, a Multinational 
Enterprise Group has Additional Tax for Permanent Differences. In this case, the 
application of the Excess Negative Tax Expense Procedure is voluntary. 

In both instances, for DMTT purposes, the Multinational Enterprise Group is considered as 
having ‘Excess Negative Tax Expense’ i.e. tax attributes / losses under the local corporate tax 
framework that could distort the computation of the Effective Tax Rate that should be reversed. 
The amount of the Excess Negative Tax Expense is the following: 

• In the first instance, the Excess Negative Tax Expense is equal to the negative Adjusted 
Covered Taxes for the Fiscal Year.  

• In the second instance, the Excess Negative Tax Expense is equal to the Additional Tax 
for Permanent Differences in the Fiscal Year.  

15.4.2. Applying the Excess Negative Tax Expense Procedure 

Applying the Excess Negative Tax Expense Procedure involves the following steps: 
1. In the computation of the Effective Tax Rate for the Fiscal Year for which the procedure is 

applied, the Excess Negative Tax Expense is excluded from the computation of Adjusted 
Covered Taxes. 

2. A new attribute called the Excess Negative Tax Expense Carry-forward is established. The 
amount of this attribute is equal to the amount of Excess Negative Tax Expense that has 
been excluded from Adjusted Covered Taxes under step 1. The Excess Negative Tax 

 
11 An absolute value is the distance on the number line from zero, regardless of direction in a negative or positive 

direction. An absolute value is always expressed as a positive number, e.g. the positive value of -10 is 10 as it 
is 10 on the number line from zero and is expressed as a positive. 
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Expense Carry-forward is an amount that will be offset against Adjusted Covered Taxes in 
future years, as set out in steps 3 and 4 below. 

3. In future Fiscal Years where the Multinational Enterprise Group has positive Net 
Constituent Entity Income or Loss, the amount of Adjusted Covered Taxes is reduced (but 
not below nil) by Excess Negative Tax Expense Carry-forward. 

4. Any remaining Excess Negative Tax Expense Carry-forward from step 3 is carried 
forwarded into future years to offset any Adjusted Covered Taxes in a similar manner 
described under step 3. 

If the tax is calculated in a currency other than Bahraini Dinar, it must be converted into 
Bahraini Dinar for the purposes of reporting and payment. This conversion must use the 
average exchange rate for the Fiscal Year, based on rates published by the Central Bank of 
Bahrain or another reliable source of foreign exchange rates, provided the same source is 
used consistently. The Bureau will issue a list of acceptable sources that may be used for this 
purpose. 

Example  

Zeta Ltd is a Constituent Entity of a Multinational Enterprise Group which meets the Revenue Test. 
Zeta Ltd is located in Country X which has a Corporate Income Tax regime. It also has a DMTT 
regime substantially similar to that in Bahrain. 

Under the Corporate Income Tax framework of Country X, the tax rate of Country X is 15%. The 
framework also provides for a super-deduction of 200% is given for certain research and 
development expenses. This super-deduction is given for the Fiscal Year in which the expenses are 
incurred. 

The profit and loss account of Zeta Ltd for the Fiscal Year ending on 31 December 2027 is as follows: 

Income 10,000,000 

Cost of sales (8,000,000) 

R&D expenses (2,000,000) 

General expenses (500,000) 

Profit / (loss) (500,000) 

For the 2027 Fiscal Year, Zeta Ltd has Excess Negative Tax Expense from permanent differences, 
arising from the difference in the treatment of the research and development expenses under Country 
X’s Corporate Income Tax system and its DMTT regime: 

 Local Corporate 
Income Tax 

DMTT 

Income 10,000,000 10,000,000 

Cost of sales (8,000,000) (8,000,000) 

R&D expenses (4,000,000) (2,000,000) 

General expenses (500,000) (500,000) 

Taxable Profit or Loss (2,500,000)  

Net Constituent Entity 
Income Or Loss 

 (500,000) 
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To reverse the Excess Negative Tax Expense, the Constituent Entity must calculate Additional Tax 
for Permanent Differences. All applicable conditions for the application of the Additional Tax for 
Permanent Differences are satisfied: 

1. Net Constituent Entity Income is equal to or less than zero. 

Net Constituent Entity Income = (500,000) 

2. Adjusted Covered Taxes are negative 

Adjusted Covered Taxes = (500,000) x 15% = (75,000) 

3. Adjusted Covered Taxes are less than the product of the Net Constituent Entity Income and 
the Minimum Rate 

Net Constituent Entity Income (nil) x Minimum Rate (15%) = nil 

Therefore: Adjusted Covered Taxes < (Net Constituent Entity Income x Minimum Rate)  

The amount of Additional Tax for Permanent Differences forms part of the amount of Tax Due for the 
Fiscal Year. 

As an alternative to reversing the Excess Negative Tax Expense, Zeta Ltd could apply the Excess 
Negative Tax Expense Procedure which would result in Additional Tax for Permanent Differences 
being deemed to be nil. 
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16. Computation Step 12: Compute Tax Due  

The Tax Due is the result of the formula (A x B) + C + D, where: 
A Is the Additional Tax Rate (see section 11). 
B Is the Taxable Income (see section 13). 
C Is the Additional Current Tax (see section 14). 
D Is the Additional Tax for Permanent Differences (see section 15).  

Example  

A Multinational Enterprise Group meeting the Revenue test has six Constituent Entities in Country Y 
for the Fiscal Year 2025. Country Y has a Corporate Income Tax regime and also has a DMTT tax 
regime substantially similar to that in Bahrain. 

The Multinational Enterprise Group is not eligible for any of the Exclusions or Safe Harbours that 
deem Tax to be nil and does not elect to apply the Excess Negative Tax Expense procedure in relation 
to the Additional Tax for Permanent Differences.  

Details on the Constituent Entities for the Fiscal Year 2025 are as follows: 

Entity Entity Type 
Constituent 
Entity 
Income or 
(Loss) 

Adjusted 
Covered 
Taxes 

Substance- 
Based 
Income 
Exclusion 

Additional 
Current 
Tax 

Additional 
Tax for 
Permanent 
Differences 

A  Constituent Entity 1,200,000 50,000 150,000 12,000 - 
B  Constituent Entity (80,000) - - - - 

C Stateless 
Constituent Entity 500,000 50,000 40,000 - - 

D  Constituent Entity 2,000,000 70,000 100,000 - - 
E Constituent Entity 400,000 - - 5,000 - 
F Constituent Entity (100,000) - - - 4,000 

 

Computation of tax related to Constituent Entities located in Country Y (excluding the 
Stateless Constituent Entity): 

The Constituent Entities to be included in the DMTT computation are A, B, D, E and F. Entity C is a 
Stateless Constituent Entity which is required to have a separate computation and it is excluded from 
the jurisdictional computation. 

Net Constituent Entity Income is 3,420,000 = (1,200,000 + (80,000) + 2,000,000 + 400,000 + 
(100,000)). 

The Adjusted Covered Taxes of Constituent Entities located in Country Y is 120,000 = (50,000 + 
70,000). 

The Effective Tax Rate is 3.5088% (120,000 ÷ 3,420,000) 

The Substance Based Income Exclusion (SBIE) of Constituent Entities located in Country Y is 
250,000 = (150,000 + 100,000). 

The Additional Tax Rate is 11.4912% (15% - 3.5088%). 

The amount of Additional Current Tax is 17,000 (12,000 + 5,000) and Additional Tax for Permanent 
Differences is 4,000 
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The amount of tax is 385,271. This is (11.4912% (Additional Tax Rate) x (3,420,000 Net Constituent 
Entity Income - 250,000 SBIE) + 17,000 Additional Current Tax + 4,000 (Additional Tax for Permanent 
Differences) 

Computation of tax related to Constituent Entity C (Stateless Constituent Entity) 

The Effective Tax Rate is 10.0000% (50,000 ÷ 500,000). The Additional Tax Rate: 5% (15% - 10%). 
There is no additional Current Tax or Additional Tax for Permanent Differences for the Fiscal Year. 

The amount of tax relevant for the Stateless Constituent Entity is 23,000 being (5% x (500,000 – 
40,000)) + 0 + 0 = 23,000. 

The total Tax Due for the Filing Constituent Entity in Country Y for the Fiscal Year 2025 is 
408,271= (385,271 + 23,000). 
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17. Special Computation Rules 

17.1. Introduction 

As mentioned above in section 2.1, it is necessary to prepare a separate computation of the 
Effective Tax Rate for certain Entities. The results of these Entities should not be included in 
the aggregated results of other Constituent Entities located in Bahrain when computing their 
Effective Tax Rate and their relevant component of the Tax Due. In other words, when 
computing the Effective Tax Rate of the other Constituent Entities located in Bahrain, any 
Adjusted Covered Taxes and Constituent Entity Income or Loss of Entities that require special 
computation rules in respect of their Effective Tax Rate and their amount of tax included in the 
Tax Due should be excluded. 
The Entities for which a separate computation of the Effective Tax Rate and the relevant 
component of the Tax Due should be carried out are discussed below. 

17.2. Investment Entities and Insurance Investment Entities 

17.2.1. Introduction  

Investment Entities and Insurance Investment Entities are funds or real estate investment 
vehicles that satisfy certain conditions. Special computation rules apply to the computation of 
the Effective Tax Rate and the relevant component of the Tax Due of a Bahrain located 
Constituent Entity that meets the definition of Investment Entity or Insurance Investment Entity. 
Their results should not be included in the aggregated results of the other Constituent Entities 
located in Bahrain.  
There are four types of special computation rules in relation to certain Investment Entities and 
Insurance Investment Entities: 
1. Separate computation in accordance with Article 59 of the Executive Regulations. This 

method is discussed further in section 17.2.217.2.3.  
2. The Tax transparency election method in accordance with Article 60 of the Executive 

Regulations. This method is discussed further in section 17.2.4. 
3. The Taxable Distribution Method in accordance with Article 61 of the Executive 

Regulations. This method is discussed further in section 17.2.5. 
4. The Tax Transparency method that is applicable to Flow-through Entities in accordance 

with Article 53 of the Executive Regulations (as certain Investment Entities or Insurance 
Investment Entities could also be Flow-through Entities). This method is discussed in detail 
in section 17.5.  

17.2.2. Relevant Definitions 

An Investment Entity is one of the following: 
1. Investment Fund  

An Investment Fund is an Entity that meets all of the following conditions: 

• It is designed to pool financial or non-financial assets from multiple investors, some of 
which are not connected. 

• It invests in accordance with a defined investment policy. 
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• It allows investors to reduce transaction, research, and analytical costs, or to spread 
risk collectively. 

• It is primarily designed to generate investment income or gains (e.g. dividends, 
interests, rents), or protection against a particular or general event or outcome (e.g., 
covering insured events or outcomes). 

• Investors have a right to a return from the assets of the fund (including capital gains) 
or income earned on those assets, based on the contributions made by those 
investors. 

• The Entity or its management is subject to a regulatory regime in the jurisdiction in 
which it is established or managed, including for anti-money laundering and investor 
protection. 

• The Entity is managed by investment fund management professionals on behalf of the 
investors. 

2. Real Estate Investment Vehicle 
A Real Estate Investment Vehicle is an Entity that meets all the following conditions:  

• Predominantly holds immovable property (such as real estate assets, including land or 
buildings) directly or indirectly (e.g. via securities).  

• Achieves a single level of taxation either in its hands or in the hands of its interest 
holders with at most one year of deferral.  

• Is widely held (i.e. it is owned by many unrelated investors rather than being closely 
held by a few individuals or Entities). 

3. 95% owned Entity 
This is an Entity that is at least 95% owned directly by an Investment Fund or a Real Estate 
Investment Vehicle or through a chain of such Entities and that operates exclusively or 
almost exclusively to hold assets or invest funds for the benefit of such Investment Entities. 

4. 85% owned Entity 
This is an Entity where at least 85% of the value of the Entity is owned by an Investment 
Fund or a Real Estate Investment Vehicle provided that substantially all of the Entity’s 
income consist of Excluded Dividends or Excluded Equity Gain or Loss that is excluded 
from the computation of Constituent Entity Income or Loss. 

5. Insurance Investment Entity 
An Insurance Investment Entity is an Entity that would meet the definition of an Investment 
Fund or a Real Estate Investment Vehicle except that it is established to address liabilities 
arising from insurance or annuity contracts. An Insurance Investment Entity must be wholly 
owned by an insurance company that is regulated as an insurance provider in its 
jurisdiction of operation. 

17.2.3. Special rule 1: Separate computation  

17.2.3.1. Entities to which the rule applies 

The Filing Constituent Entity should separately compute the Effective Tax Rate and relevant 
component of the Tax Due for Investment Entities and Insurance Investment Entities that 
satisfy both of the following conditions: 
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• The Investment Entities and Insurance Investment Entities are not Tax Transparent 
Entities, and  

• These Entities do not opt for the election of Tax Transparency Method or Taxable 
Distribution Method.  

17.2.3.2. Calculation of Effective Tax Rate 

The Effective Tax Rate of an Investment Entity or an Insurance Investment Entity is computed 
in accordance with the following formula A ÷ B, where: 
A Is the Adjusted Covered Taxes of the Investment Entity or Insurance Investment Entity. 
B Is the Multinational Enterprise Group’s Allocable Share in the Constituent Entity 

Income of the Investment Entity or Insurance Investment Entity. 
The Adjusted Covered Taxes of the Investment Entity or Insurance Investment Entity are 
computed in accordance with the following formula A + B, where: 
A Is the Adjusted Covered Taxes attributable to the Multinational Enterprise Group’s 

Allocable share in the Constituent Entity Income of the Investment Entity or Insurance 
Investment Entity of the Ultimate Parent Entity. 

B Is the Covered Taxes allocated to the Entity as per the Executive Regulations (e.g. 
under a Controlled Foreign Company (CFC) tax regime). 

The Adjusted Covered Taxes of an Investment Entity or Insurance Investment Entity should 
not include any Covered Taxes accrued by the Investment Entity or Insurance Investment 
Entity that are attributable to income that is not part of the Multinational Enterprise Group’s 
Allocable Share in the Constituent Entity Income of the Investment Entity or Insurance 
Investment Entity.  
The Multinational Enterprise Group’s Allocable Share in the Constituent Entity Income of an 
Investment Entity or Insurance Investment Entity is determined in accordance with the 
following formula A - (B + C), where: 
A Is the Constituent Entity Income of the Investment Entity or Insurance Investment 

Entity. 
B Is the Constituent Entity Income attributable to Ownership Interests held by non-Group 

owners. 
C Is the Constituent Entity Income attributable to Ownership Interests subject to the Tax 

Transparency or Taxable Distribution Election.  

17.2.3.3. Calculation of Tax 

The relevant component of the Tax Due of an Investment Entity or Insurance Investment Entity 
is computed in accordance with the following formula A x (B - C), where: 
A Is the Additional Tax Rate computed separately for the Investment Entity or Insurance 

Investment Entity. 
B Is the Multinational Enterprise Group’s Allocable Share in the Investment Entity or 

Insurance Investment Entity’s income. 
C Is the SBIE of the Investment Entity or Insurance Investment Entity. 
The Additional Tax Rate in the above formula is determined in accordance with the general 
DMTT rules, but using financial results relevant to Investment Entities or Insurance Investment 
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Entities. It equals any percentage point by which the Minimum Rate exceeds the Effective Tax 
Rate for those entities.  

The SBIE of the Investment Entity and Insurance Investment is adjusted proportionately to the 
Multinational Enterprise Group’s Allocable Share in the income of the Investment Entity or 
Insurance Investment Entity. 

17.2.3.4. Multiple Investment Entities and Insurance Investment Entities 

Where a Multinational Enterprise Group holds stakes in multiple Investment Entities or 
Insurance Investment Entities that are Constituent Entities located in Bahrain, the results of 
all of the Investment Entities or Insurance Investment Entities should be aggregated for the 
purposes of computing the Effective Tax Rate and the relevant component of the Tax Due. 
The aggregation includes the Investment Entities or Insurance Investment Entities only i.e. no 
other Constituent Entities are included in the aggregation. 
 

Example  

A Multinational Enterprise Group meeting the Revenue Test has a Bahrain located Constituent Entity 
and also owns a 70% direct interest in a Bahrain located Investment Entity. The remaining 30% of 
the Investment Entity is owned by non-Group investors.  

The following information is relevant for the 2026 Fiscal Year in relation to only the Investment Entity: 

• Constituent Entity Income: BHD 4,000,000 

• Adjusted Covered Taxes: BHD 500,000 

• Eligible Tangible Assets of the Investment Entity: BHD 8,000,000 

• Eligible Payroll Costs of the Investment Entity: BHD 3,000,000 

• There are no Ownership Interests subject to elections under Articles 60 or 61 of the Executive 
Regulations. 

• The Investment Entity is not allocated any Covered Taxes applied by other jurisdictions in 
accordance with the Executive Regulations. 

The Effective Tax Rate and relevant component of the Tax Due of the Investment Entity should be 
calculated separately from the Effective Tax Rate and relevant component of the Tax Due of the 
Constituent Entity.  

Effective Tax Rate 

Adjusted Covered Taxes = Adjusted Covered Taxes attributable to the Multinational Enterprise 
Group’s Allocable share in the Constituent Entity Income of the Entity + Covered Taxes allocated to 
the Entity (e.g. under CFC regimes).  

 Adjusted Covered Taxes attributable to the Allocable share are (70% x 500,000) = BHD 350,000. No 
Covered Taxes are allocated to the Entity (e.g. under CFC tax regimes). Therefore, Adjusted 
Covered Taxes for the Investment Entity are BHD 350,000 + 0 = BHD 350,000. 

The Multinational Enterprise Group’s Allocable Share in Constituent Entity Income of the Investment 
Entity is Constituent Entity Income of the Entity - (Constituent Entity Income attributable to Ownership 
Interests held by non-Group owners + Constituent Entity Income attributable to Ownership Interests 
subject to the Tax Transparency or Taxable Distribution Election) 

For the 2026 Fiscal Year:  

• Constituent Entity Income of the Entity is BHD 4,000,000 
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• Income attributable to non-Group owners is BHD 4,000,000 x 30% = BHD 1,200,000 

• Income attributable to elections under the Tax Transparency or Taxable Distribution Election is 
Nil 

The Multinational Enterprise Group’s Allocable Share in Constituent Entity Income is = 4,000,000 – 
(1,200,000 + 0) = BHD 2,800,000. 

The Effective Tax Rate for the Investment Entity = 350,000 ÷ 2,800,000 = 12.5000% 

SBIE computation 

Eligible Payroll Costs are 3,000,000 × 70% = BHD 2,100,000. The payroll carve-out is 2,100,000 × 
9.4% (percentage applicable for the 2026 Fiscal Year) = BHD 197,400. 

Eligible Tangible Assets are 8,000,000 × 70% = BHD 5,600,000. The tangible assets carve-out is 
5,600,00 × 7.4% (percentage applicable for the 2026 Fiscal Year) = BHD 414,400 

The total SBIE is 197,400 + 414,400 = BHD 611,800 

Compute the relevant component of the Tax Due for the Investment Entity 

The relevant component of the Tax Due is Additional Tax Rate x (Multinational Enterprise Group’s 
Allocable Share in the Entity’s income - SBIE of Investment Entity) 

The Additional Tax Rate is 15% - 12.5000% = 2.5%. The Multinational Enterprise Group’s Allocable 
Share in Entity’s Income is BHD 2,800,000. The SBIE is BHD 611,800 

The relevant component of the Tax Due, computed separately for the Investment Entity is 2.5% x 
(2,800,000 – 611,800) = BHD 54,705. 

A Filling Constituent Entity in Bahrain should also calculate the relevant component for any other 
Bahrain located Constituent Entity to determine the Tax Due amount for Fiscal Year 2026.  

 
17.2.4. Special rule 2: Tax Transparency election method 

The Tax Transparency election method is a Five-Year Election to treat an Investment Entity or 
Insurance Investment Entity as tax transparent under the DMTT Framework. When treated as 
tax transparent, the Investment Entity or Insurance Investment Entity is not itself a taxable 
person under the DMTT Framework. Instead, the income of the Investment Entity or Insurance 
Investment Entity is subject to Tax at the level of the owners. 
A Filing Constituent Entity may elect to apply the Tax Transparency election method if: 

• The Constituent Entity owner is subject to tax in its jurisdiction on a mark-to-market basis 
or other similar basis on the annual changes in the fair value of its Ownership Interest (i.e. 
gains) in the Investment Entity or Insurance Investment Entity; and 

• The tax rate applicable to the Constituent Entity-owner on such annual gains equals to or 
exceeds the Minimum Rate.  

The Constituent Entity owner of the Investment Entity or Insurance Investment Entity is either 
the direct owner or an indirect owner that owns their stake via another Investment Entity or 
Insurance Investment Entity. 
The election does not need to be made with respect to all Constituent Entity-owners of the 
Investment Entity or Insurance Investment Entity. However, the election applies to a 
Constituent Entity-owner’s interests in all Investment Entities or Insurance Investment Entities 
owned by the Constituent Entity-owner. 
On making the election, the Constituent Entity Income or Loss and SBIE of the Investment 
Entity or Insurance Investment Entity is allocated proportionally to the owners in accordance 
with their share of ownership.  
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Where the election is revoked, from the first day of the Fiscal Year in which the revocation is 
made, the Constituent Entity Income or Loss of the Investment Entity or Insurance Investment 
Entity is no longer attributed to the owner for DMTT purposes.  
Where an Investment Entity revokes the Tax Transparency election and subsequently 
disposes assets or liabilities, for the purpose of computing the gain or loss from the disposition 
the cost base of the assets shall be determined as follows: 

• If the Investment Entity applies the realisation method of accounting, the cost base of the 
assets or liabilities will be the fair value at the commencement of the Fiscal Year in which 
the revocation is made, or 

• Where the Investment Entity applies fair value accounting (the most common accounting 
practice for investment Entities), then the cost base of the asset will be the fair value at the 
start of the Fiscal Year in which the revocation is made and any fair value adjustments that 
are made to the assets or liabilities following that date.  

Example  

A Multinational Enterprise Group meeting the Revenue Test owns Orange, a Constituent Entity 
located in Country X. Orange owns 75% of Mango, a Bahrain located Investment Entity. Mango is 
the Filing Constituent Entity for Bahrain. Country X applies a mark-to-market tax regime on the fair 
market value gains of Orange on its investment in Mango at a tax rate of 18%. Relevant financial 
information for Mango for a Fiscal Year is as follows: 

• Constituent Entity Income: BHD 2,000,000 

• Adjusted Covered Taxes: BHD 300,000 

• SBIE: BHD 400,000  

Mango has made an election to apply the Tax Transparency election method, Orange’s share of 
Mango’s income, Covered Taxes, and SBIE are allocated to Orange in Country X in accordance with 
Orange’s ownership proportion in Mango. 

• Allocation of Constituent Entity Income to Orange= BHD 2,000,000 x 75% = BHD 1,500,000 

• Allocation of SBIE to Orange = BHD 400,000 x 75% = BHD 300,000 

• Allocation of Adjusted Covered Taxes to Orange = BHD 300,000 x 75% = BHD 225,000 

The election only applies to the Multinational Enterprise Group’s Allocable Share in Mango. The 
remaining income of Mango will need be assessed separately, depending on elections made by the 
other Constituent Entity-owners.  

 
17.2.5. Special rule 3: Taxable Distribution Method 

The Taxable Distribution Method is a Five-Year Election for an alternative treatment of a 
Bahrain located Investment Entity or Insurance Investment Entity. Following the election made 
by a Filing Constituent Entity relating to every separate Constituent Entity-Owner with respect 
to its Ownership Interest, the Constituent Entity Income or Loss and Adjusted Covered Taxes 
of an Investment Entity or Insurance Investment Entity will not be included in any DMTT 
computations provided the Investment Entity or Insurance Investment Entity makes 
distributions to one or more Constituent Entity owners who are subject to tax on those 
distributions at a rate that is equal to or higher than the Minimum Rate (i.e. 15%). 
The Filing Constituent Entity may elect to apply the Taxable Distribution Method in relation to 
a Bahrain located Investment Entity or Insurance Investment Entity if all of the following 
conditions are satisfied: 
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• The Constituent Entity-owner is not itself an Investment Entity or Insurance Investment 
Entity; 

• The Constituent Entity-owner is expected to be subject to tax on distributions from the 
Investment Entity or Insurance Investment Entity, and 

• The Constituent Entity-owner is expected to be subject to tax on the distributions at a rate 
of at least 15%. 

Under the Taxable Distribution Method, the following apply: 

• Distributions must be included in the Constituent Entity Income or Loss of the Constituent 
Entity-owner. 

• Covered Taxes incurred by the Investment Entity or Insurance Investment Entity on the 
distributed income may be included in the Covered Taxes of the Constituent Entity-owner 
for DMTT purposes. 

• Any income of the Investment Entity or Insurance Investment Entity that remains 
undistributed for three years shall be included in the Constituent Entity Income or Loss of 
the Investment Entity or Insurance Investment Entity in the fourth year. For example, if an 
Investment Entity or Insurance Investment Entity generates profits of BHD 10 million in 
Fiscal Year 2026 and those profits remain undistributed, the profits must be included in the 
Constituent Entity Income or Loss of the Investment Entity or Insurance Investment Entity 
in Fiscal Year 2029. 

Example  

A Multinational Enterprise Group meeting the Revenue Test owns a Constituent Entity located in 
Country X. The Constituent Entity owns 100% of the Ownership Interests in an Investment Entity 
located in Bahrain. The Constituent Entity is subject to tax in Country X on distributions from the 
Investment Entity at a rate of 17%. 

The Investment Entity has the following financial results and makes the following distributions: 

Fiscal Year Income Covered taxes of 
Investment Entity in 
Bahrain 

Distribution of profits 

2025 1,400 140 (1,000) 

2026 2,500 250 (2,500) 

2027 800 80 (800) 

2028 4,500 450 (4,000) 

An election for the Tax Distribution Method may be made because the Constituent Entity-owner is 
subject to tax on distributions from the Investment Entity at a rate of 17% that is higher than the 
Minimum Rate of 15%. 

The Investment Entity should not be subject to Tax under the DMTT Law on its income to the extent 
that it has been distributed within 3 years. 

The undistributed income of BHD 400 (1,400 – 1,000) from Fiscal Year 2025 should be subject to 
Tax under the DMTT Law for the Investment Entity in the Fiscal Year 2028. Similarly, the undistributed 
profits of BHD 500 (4,500 – 4,000) from Fiscal Year 2028 will be subject to DMTT for the Investment 
Entity in Fiscal Year 2031 unless they have been distributed by Fiscal Year 2030. 

The distributions from the investment Entity are included in the Constituent Entity Income or Loss of 
the Constituent Entity owner and are subject to local Corporate Income Tax in Country X at a rate of 
17%.  
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17.3. Minority-owned Constituent Entities (“MOCEs”) 

A Minority-owned Constituent Entity (MOCE) is a specific type of Constituent Entity for DMTT 
purposes. An Entity is a MOCE where the Ultimate Parent Entity of a Multinational Enterprise 
Group holds a direct or indirect ownership interest of 30% or less in the Entity. Although, the 
Ultimate Parent Entity only owns 30% or less of the Entity, it consolidates the assets, liabilities, 
income, expenses and cash flow of the Entity on a line-by-line basis, indicating control of the 
Entity by the Ultimate Parent Entity by means other than the percentage shareholding. For 
further information on MOCEs, see the “Minority Owned Constituent Entities” section of the 
“Entities in Scope of DMTT Guide” on the NBR website for further information on MOCEs. 
For the purposes of computing relevant component of the Tax Due, a MOCE and its 
subsidiaries are treated as a separate Multinational Enterprise Group. In this respect, the Filing 
Constituent Entity should prepare separate computations of the Effective Tax Rate of Bahrain 
located MOCEs that are part of the same Multinational Enterprise Group and the component 
of the Tax Due relevant to them. 
Where a MOCE does not own any subsidiaries, the computations of its Effective Tax Rate and 
relevant component of the Tax Due should be determined for that MOCE on a standalone 
basis. 
The Adjusted Covered Taxes and Constituent Entity Income or Loss of MOCEs should not be 
included in the DMTT computation of any other Bahrain located Entities. The SBIE of MOCEs 
is calculated separately from the SBIE of other Entities in the Multinational Enterprise Group.  
The following exceptions apply to the treatment outlined above: 

• The special computation rules for MOCEs do not apply if the parent company of the MOCE 
is an Investment Entity or an Insurance Investment Entity.  

• Where an MOCE owns a subsidiary that is an Investment Entity or an Insurance 
Investment Entity, the subsidiary will not be treated as a member of the MOCE Group. 
Instead, the subsidiary will be subject to the special rules that apply to Investment Entities 
and Insurance Investment Entities in accordance with sections 17.2.  

 

Example 

A Multinational Enterprise owns the following Constituent Entities in Bahrain: 

 Classification Constituent Entity 
Income or Loss 

Adjusted Covered 
Taxes 

Kiwi Constituent Entity 1,000 50 

Grape Constituent Entity 5,000 600 

Banana  Constituent Entity 3,000 180 

Strawberry MOCE – Parent  5,000 650 

Cherry MOCE - Subsidiary 6,000 500 

Raspberry  MOCE - Subsidiary 2,000 275 

Pineapple  MOCE - Subsidiary – 
Investment Entity 

6,000 1,000 
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Blueberry MOCE - Subsidiary – 
Investment Entity 

2,000 350 

Three separate DMTT computations will be needed as follows: 

• Computation 1: For Entities Kiwi, Grape and Banana 

• Computation 2: For Entities Strawberry, Cherry and Raspberry 

• Computation 3: For Entities Pineapple and Blueberry 

Given that Pineapple and Blueberry are, classified as Investment Entities, a separate 
computation of the Effective Tax Rate and relevant amount of tax will be required.  

The Effective Tax Rate for Computation 1 is (50 + 600 + 180) ÷ (1,000 + 5,000 + 3,000) = 
9.2222% 

The Effective Tax Rate for Computation 2 is (650 + 500 + 275) ÷ (5,000 + 6,000 + 2,000) = 
10.9615% 

The Effective Tax Rate for Computation 3 is (1,000 + 350) ÷ (6,000 + 2,000) = 16.8750% 

Following the separate computation of the Effective Tax Rate, a corresponding 
computation of relevant component of the Tax Due will subsequently be required.  

 
17.4. Stateless Constituent Entities 

A Stateless Constituent Entity is a Flow-through Entity that is not the Ultimate Parent Entity of 
the Multinational Enterprise Group and is not required to apply an Income Inclusion Rule in 
accordance with the Model Rules in its jurisdiction. Moreover, a place of business (or a 
deemed place of business) through which operations are conducted outside of the jurisdiction 
in which the Main Entity is located provided that such jurisdiction exempts the income 
attributable to such operations shall also be considered a Stateless Constituent Entity.  
An Entity may also be classified as a Stateless Constituent Entity if it is located in more than 
one jurisdiction for the purposes of the DMTT Law and certain other conditions apply. 
A Filing Constituent Entity should compute the Effective Tax Rate and the relevant component 
of the Tax Due for each Stateless Constituent Entity on a stand-alone basis. The SBIE of 
Stateless Constituent Entities should also be computed on a stand-alone basis. 

17.5. Joint Ventures and Joint Venture Subsidiaries 

For DMTT purposes, a Bahrain located Joint Venture and its Bahrain located Joint Venture 
Subsidiaries should appoint a separate Filing Constituent Entity responsible for calculating 
and paying Tax Due on their behalf. This computation is undertaken and reported by a Filing 
Constituent Entity separately from other Bahrain located Constituent Entities of the same 
Multinational Enterprise Group. If a Multinational Enterprise Group has more than one Bahrain 
located Joint Venture (with or without Bahrain located Joint Venture Subsidiaries), each 
separate such Joint Venture (including its Bahrain located Joint Venture Subsidiaries, if any), 
they should appoint a separate Filling Constituent Entity among themselves to calculate and 
pay their own Tax Due. 
A Joint Venture is an Entity whose financial results are reported under the equity method in 
the Consolidated Financial Statements of the Ultimate Parent Entity where that Ultimate 
Parent Entity holds, directly or indirectly, at least 50% of its Ownership Interests. This definition 
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may vary from other definitions of the term “joint venture” including those under accounting 
standards which may not require a minimum 50% ownership interest.  
A Joint Venture Subsidiary is an Entity whose assets, liabilities, income, expenses, and cash 
flows are consolidated by a Joint Venture under an Acceptable Financial Accounting Standard 
(or would have been consolidated had it been required to consolidate such items in 
accordance with an Acceptable Financial Accounting Standard). A Permanent Establishment 
whose Main Entity is the Joint Venture or a Joint Venture Subsidiary is treated as a separate 
Joint Venture Subsidiary.  
For further information on Joint Ventures and Joint Venture Subsidiaries, please see the “Joint 
Ventures and Joint Venture Subsidiaries” section of the Entities in Scope of DMTT Guide on 
the NBR website. 
The DMTT liability of a Joint Venture and its Joint Venture Subsidiaries (if any) is computed 
as if they were Constituent Entities of a separate Multinational Enterprise Group and the Joint 
Venture was the Ultimate Parent Entity of that Group.  
A Filling Constituent Entity appointed by a Joint Venture and its Joint Venture Subsidiaries (if 
there are any) should compute the Effective Tax Rate and Tax Due on the basis that they 
comprise a separate Multinational Enterprise Group, with the Joint Venture being deemed to 
be Ultimate Parent Entity of the Group. This necessitates a separate computation of Adjusted 
Covered Taxes, Constituent Entity Income or Loss and SBIE for the Joint Venture and its Joint 
Venture Subsidiaries.  
This means that every separate Filling Constituent Entity appointed by Joint Venture and Joint 
Venture Subsidiaries should compute the Tax Due for this Bahrain located Joint Venture and 
its Bahrain located Joint Venture Subsidiaries (if any) in accordance with the general rules 
applicable to the Constituent Entities. Similarly, to avail of an Exclusion or Safe Harbour, a 
Joint Venture and Joint Venture Subsidiaries must meet conditions for the Exclusion or Safe 
Harbour on a standalone basis. 
As an exception to the general rules, where the accounting standards used in the preparation 
of Consolidated Financial Statements of the Joint Venture and Joint Venture Subsidiaries is 
different to those used by the Ultimate Parent Entity of the Multinational Enterprise Group, the 
accounting standard of the Joint Venture should be used, not that of the Ultimate Parent Entity.  
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.nbr.gov.bh/publications/view/entities_in_scope_of_dmtt
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Example 

A Multinational Enterprise Group meeting the Revenue Test owns Bahrain located Constituent 
Entities. It also has a Bahrain located Joint Venture which, in turn, owns Bahrain located Joint Venture 
Subsidiaries. 

Name Classification 

Pear  Constituent Entity 

Watermelon  Constituent Entity 

Pomegranate  Constituent Entity 

Peach  Constituent Entity 

Plum Joint Venture  

Apricot Joint Venture Subsidiary of Plum 

Lychee Joint Venture Subsidiary of Plum 

Papaya Joint Venture Subsidiary of Plum 
 
Separate DMTT computations are required as follows: 

• Computation 1: Pear, Watermelon, Pomegranate and Peach 

• Computation 2: Entities Plum, Apricot, Lychee and Papaya (for computation purposes, Plum is 
deemed to be the Ultimate Parent Entity of the Joint Venture Group comprising it and its three 
Bahrain located Joint Venture Subsidiaries.) 
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18. Corporate Restructurings  

18.1. Introduction 

The DMTT framework provides for specific rules and adjustments when a Constituent Entity 
merges with, joins or leaves a Multinational Enterprise Group, or when there is a transfer of 
assets and liabilities. 

18.2. Constituent Entities joining or leaving the Multinational Enterprise Group 

18.2.1. General treatment where a Constituent Entity joins or leaves the Multinational 
Enterprise Group 

For the purposes of this sub-section, a Target Entity is either: 

• An Entity that becomes or ceases to be a Constituent Entity of Multinational Enterprise 
Group as a result of a transfer of direct or indirect ownership interests in the Entity; or  

• An Entity that becomes an Ultimate Parent Entity of a new Group 
For DMTT purposes, the Target Entity is treated as a member of a Multinational Enterprise 
Group in the year in which it is acquired where a portion of its assets, liabilities, income, 
expenses and cash flow is included on a line-by-line basis in the Consolidated Financial 
Statements of the Ultimate Parent Entity. This applies to both the Multinational Enterprise 
Group which the Target Entity has left and the Multinational Enterprise Group which the Target 
Entity has joined.  
This treatment for DMTT purposes is aligned with accounting treatment because, in practice, 
if a member of a Multinational Enterprise Group disposes of a Controlling Interest in a Target 
Entity during a Fiscal Year, a portion of its income and expenses would be expected to be 
included in the Consolidated Financial Statements of the Ultimate Parent Entity of the 
disposing Multinational Enterprise Group based on the period in which the Target Entity was 
a member of the Group. Similarly, it is expected that all of the Target Entity’s assets and 
liabilities would be included in the Consolidated Financial Statements of the Ultimate Parent 
Entity of an acquiring Multinational Enterprise Group and a portion of its income, expenses, 
and cash flows would be included based on the period in which the Target Entity was a 
member of the Group. 
In the year in which a Target Entity is acquired, each Multinational Enterprise Group should 
take into account only the Financial Accounting Net Income or Loss and Adjusted Covered 
Taxes of the acquired Entity that is included in the Consolidated Financial Statements of the 
Ultimate Parent Entity of each respective Multinational Enterprise Group. Therefore, where a 
Target Entity is acquired during the year, the Financial Accounting Net Income or Loss of the 
Target Entity reported in the Consolidated Financial Statements of the Ultimate Parent Entity 
should be used for the purposes of determining the Net Constituent Entity Income or Loss of 
each Multinational Enterprise Group and not the Entity’s Financial Accounting Net Income or 
Loss reported in the financial accounts prepared in accordance with a Local Financial 
Accounting Standard. 
In the Fiscal Year when the transaction occurred and each succeeding year, the Multinational 
Enterprise Group that acquires the Target Entity should disregard the effect of any purchase 
accounting consolidation adjustments for the purposes of determining the Net Constituent 
Entity Income, and treat the acquired target as having the same carrying value in its assets 
that it had prior to the transfer (i.e. the historical carrying value). Therefore, the carrying values 
of the assets and liabilities of the Target Entity following the acquisition should be the same as 
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the historical carrying values of such assets and liabilities prior to the transfer, resulting in no 
step up in the value of the Entity’s assets and liabilities.  
Any adjustment to the carrying value of intangible assets that results from the acquisition (e.g. 
goodwill, customer lists, or workforce-in-place) should be ignored for the purposes of 
determining the Net Constituent Entity Income or Loss.  

Example  

Multinational Enterprise Group 1 owns all of the Ownership Interests in Hammer which is located in 
Bahrain. The total carrying value of the net assets of Hammer is BHD 10 million.  
On 1 July 2025, Multinational Enterprise Group 2 purchases Hammer for consideration of BHD 15m 
which is equal to the fair value of Hammer’s net assets. 

The Fiscal Year of both Multinational Enterprise Group 1 and Multinational Enterprise Group 2 is 
aligned with the calendar year and the Ultimate Parent Entities of both Groups prepare Consolidated 
Financial Statements in accordance with IFRS. The financial accounts of Hammer are also prepared 
in accordance with IFRS and Hammer recorded Financial Accounting Net Income of BHD 1.6 million 
for the year ended 31 December 2025.  

The Financial Accounting Net Income attributable to Hammer during the period in which Hammer 
was a member of Multinational Enterprise Group 1 in the Fiscal Year in which the company left the 
Group was BHD 700,000. This amount is recorded on a line-by-line basis in the Consolidated 
Financial Statements of the Ultimate Parent Entity of Multinational Enterprise Group 1.  

The Financial Accounting Net Income attributable to Hammer during the period in which Hammer 
was a member of Multinational Enterprise Group 2 in the Fiscal Year in which the company joined 
the Group was BHD 900,000. This amount is recorded on a line-by-line basis in the Consolidated 
Financial Statements of the Ultimate Parent Entity of Multinational Enterprise Group 2.  

Multinational Enterprise Group 1 should include BHD 700,000 in respect of Hammer for the purposes 
of determining the amount of Net Constituent Entity Income or Loss because this is the amount that 
was included in the Consolidated Financial Statements of its Ultimate Parent Entity. Similarly, 
Multinational Enterprise Group 2 should only take BHD 900,000 into account for the purposes of 
determining the amount of Net Constituent Entity Income or Loss under the DMTT Law.  
Additionally, under Paragraph D of Article 38 of the Regulations, in the acquisition year and each 
subsequent Fiscal Year Hammer should determine its Constituent Entity Income or Loss based on 
the historical carrying value of its net assets (i.e. BHD 10 million). 

 
For the purposes of calculating the Substance Based Income Exclusion of a Target Entity 
located in Bahrain, in the year of acquisition, the Filing Constituent Entity should take into 
account only the Eligible Payroll Costs of the acquired Entity that are included in the 
Consolidated Financial Statements of the Ultimate Parent Entity of the acquiring Multinational 
Enterprise Group. A comparable rule should be implemented for the Target Entity regarding 
the disposal of the Multinational Enterprise Group. 
 
Additionally, the carrying value of any Eligible Tangible Assets held by the Target Entity should 
be adjusted proportionally for the period that the entity is part of the Multinational Enterprise 
Group in the year of acquisition. The carrying value of the Eligible Tangible Assets of the Target 
Entity would be based on the amount recorded in the Financial Accounting Net Income or Loss 
of the Target Entity reported in the Consolidated Financial Statements of the Ultimate Parent 
Entity. 
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Where a Target Entity is transferred between Multinational Enterprise Groups, any deferred 
tax assets and deferred tax liabilities of that entity are also transferred and treated as if they 
had arisen under the acquiring group. An exception to this are Constituent Entity Loss Deferred 
Tax Assets. Constituent Entity Loss Deferred Tax Assets arise from an election made by a 
Multinational Enterprise Group under Article 35 of the DMTT Executive Regulations and 
remain attributes of the Multinational Enterprise Group that made the election. Constituent 
Entity Loss Deferred Tax Assets are not recorded in the Financial Accounting Net Income or 
Loss of the Target Entity or reported in the Consolidated Financial Statements of the Ultimate 
Parent Entity and hence are not transferred with the Target Entity. 
  
Any deferred tax liabilities of the Target Entity that are not reversed, throughout payment or 
otherwise, within the 5-year period prescribed in Article 33 of the DMTT Executive Regulations 
are reversed in the year the Entity leaves the disposing Multinational Enterprise Group. The 
same Deferred Tax Liabilities of the Target Entity will be treated as arising in the acquiring 
Multinational Enterprise Group in the year of acquisition and will begin a new five-year period 
under Article 33 of the DMTT Executive Regulations. This relieves the disposing Multinational 
Enterprise Group of the need to recapture deferred tax liabilities of the Target Entity that were 
not otherwise reversed prior to disposal. 
  
If a deferred tax liability of an acquired entity has still not reversed prior to the end of the fifth 
Fiscal Year after the date of acquisition, Covered Taxes are reduced in that Fiscal Year. 
Ordinarily the recapture mechanism provided for under Clause (H) of Article 33 of the DMTT 
Executive Regulations would require a recalculation of the Effective Tax Rate and Top-up Tax 
in the year the deferred tax liability was first accrued. However, the Target Entity is now a 
member of a different Multinational Enterprise Group, which did not perform the previous 
calculation. Hence the reduction in Covered Taxes is computed in the final Fiscal Year of the 
5-year period, as opposed to the first Fiscal Year of the period. 
 
18.2.2. Exception where the acquisition is treated as a transfer of assets and liabilities 

An exception to the general treatment described above applies where both of the following 
apply: 

a. A transaction involves acquiring or disposing of a Controlling Interest and the Target 
Entity's jurisdiction treats the transaction as a taxable acquisition and disposal of the 
underlying assets and liabilities for tax purposes, and 

b. The jurisdiction in which the Target Entity is located imposes a Covered Tax on any 
resulting gain or loss from the deemed disposal of assets by the seller. The Covered Tax 
is based on the difference between the tax basis of the underlying assets and amount of 
the underlying liabilities and the consideration received in exchange for the Controlling 
Interest or the difference between that tax basis and fair value of the assets and liabilities.  

An Interest will be a Controlling Interest for the above purposes when an Entity gains control 
of a Target by acquiring a sufficient Ownership Interest. 
Where the exception applies to the acquisition or disposal of a Controlling Interest, the Target 
Entity shall be treated as selling its assets and liabilities to the acquiring Multinational 
Enterprise Group in exchange for the consideration received by the seller in a transaction. 
This transaction should be conducted in accordance with the rules set out in section 18.2.3. 
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This will also apply where the Target Entity is a Tax Transparent Entity in relation to the 
jurisdiction in which the assets of that Entity are located. Where this paragraph applies to a 
transaction and the seller is located in Bahrain, the seller is treated as selling its Ownership 
Interests and the gain or loss on the sale is treated as an Excluded Equity Gain or Loss which 
is excluded from the calculation of the Constituent Entity Income or Loss in Bahrain.  

Example  

Multinational Enterprise Group 1 owns all of the Ownership Interests in Drill which is located in 
Country X. The Ultimate Parent Entity of Multinational Enterprise Group 1 is Saw which is located in 
Bahrain. 

In the first Fiscal Year in which Multinational Enterprise Group 1 is in scope of the DMTT Law, Saw 
disposes of a Controlling Interest in Drill. Saw received consideration of BHD 2 million and the tax 
basis of the Ownership Interest in Company A is BHD 1 million.  
Assume for the purposes of this example that Country X treats the disposal of the Controlling Interest 
in Drill in the same manner as an acquisition or disposal of underlying assets and liabilities. 
Additionally, Country X imposes Covered Tax on gains from a deemed disposition of assets by Saw 
based on the difference between the tax basis and the consideration paid in exchange for the 
Controlling Interest or the fair value of the assets and liabilities.  
In Country X, Saw is treated as receiving the gains from a deemed disposition of assets. At the same 
time, in Bahrain, Saw is treated as selling its Ownership Interests and the gain of BHD 1 million 
(BHD 2 million – BHD 1 million) is treated as an Excluded Equity Gain or Loss. 

 
18.2.3. Transfers of assets and liabilities 

18.2.3.1. General treatment 

The DMTT framework provides the general treatment for the recognition of a gain or loss on 
the disposition of assets and liabilities as well as the rules for determining the carrying values 
of assets and liabilities under an ordinary acquisition. Where the acquisition or disposition of 
assets and liabilities is part of a Reorganisation, different rules apply (see section 18.2.3.2). 
The general treatment follows the accounting treatment which would be expected to apply 
following the acquisition or disposition of assets and liabilities for both the disposing Entity and 
the acquiring Entity. Financial accounting rules generally recognise a seller’s gain or loss on 
the disposition of assets and liabilities and require the acquirer to use the acquisition price, 
which is generally the fair value of the assets, to measure the assets and liabilities upon their 
acquisition. 
The disposing Entity should include a gain or loss from the disposition of assets and liabilities 
in its computation of Constituent Entity Income or Loss. An acquiring Constituent Entity must 
use the adjusted carrying value of the assets and liabilities determined under the Accounting 
Standard used for the purposes of determining the acquiring Constituent Entity’s Financial 
Accounting Net Income or Loss. The carrying value of the acquired assets and liabilities should 
be based on their fair value to the extent a gain or loss on such assets and liabilities was 
included in determining the Net Constituent Entity Income or Loss of the selling Multinational 
Enterprise Group. 
Transactions between members of the same Multinational Enterprise Group which fall under 
Article 39 of the Executive Regulations must adhere to the Arm’s Length Principle. If the 
transaction does not take place at Arm’s Length, adjustments will be required irrespective of 
whether the Multinational Enterprise Group accounts for transactions between Constituent 
Entities at the disposing Constituent Entity’s carrying value rather than based on fair value. 
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Example  

Screwdriver, a member of Multinational Enterprise Group 1, sells assets to Wrench, which is a 
member of Multinational Enterprise Group 2, for BHD 100,000. The carrying value of the assets 
according to the Consolidated Financial Statements of Multinational Enterprise Group 1 is BHD 
60,000. Following the acquisition, the carrying value of the acquired assets per the Accounting 
Standard used for the purposes of determining Wrench’s Financial Accounting Net Income or Loss 
is BHD 100,000. The sale of assets by Screwdriver to Wrench does not qualify as a Reorganisation.  

Screwdriver recognises a gain of BHD 40,000 (BHD 100,000 – BHD 60,000) when determining its 
Constituent Entity Income or Loss.  

Wrench uses the carrying value of the assets, i.e. BHD 100,000, for the purposes of determining its 
Constituent Entity Income or Loss and Adjusted Covered Taxes in the year in which the acquisition 
takes place and in following Fiscal Years. 

 
18.2.3.2. Definition of Reorganisation 

18.2.3.2.1. Overview 

The Reorganisation principles aim to align DMTT with the tax deferral treatment that typically 
applies under domestic income tax Reorganisation provisions.  
A transfer of assets and liabilities meets the definition of a Reorganisation if the transfer takes 
place due to a merger, demerger, liquidation or similar transaction and where all of the 
following apply: 
1. The consideration received in exchange for the transfer of assets and liabilities meets any 

of the following conditions:  

• The consideration is, in whole or in significant part, shares or other Ownership Interests 
issued by the acquiring Constituent Entity or by another person related to the acquiring 
Constituent Entity. Fulfilment of the condition “whole or in significant part” would 
depend on the type of Ownership Interests issued and the facts and circumstances of 
their issue. 

• The transfer of assets and liabilities occurs under a liquidation and the consideration 
for the transfer is the cancellation of the holding of the equity interests of the Entity 
being liquidated. 

• No consideration is exchanged, and the issue of shares or other Ownership Interests 
would have no economic significance. 

2. The disposing Constituent Entity’s gain or loss on the disposition of the assets and 
liabilities is not subject to income taxes, in whole or in part.  

3. The tax laws of the jurisdiction in which the acquiring Constituent Entity is located require 
the acquiring Constituent Entity to determine its Taxable Income after the disposal or 
acquisition using the disposing Constituent Entity’s tax basis of the assets and liabilities at 
the date of the transfer, adjusted for any Non-qualifying Gain or Loss on the disposal or 
acquisition. 

Where the acquiring Constituent Entity is located in Bahrain at the time of a Reorganisation, 
the third condition listed above shall be deemed to be met.  
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18.2.3.2.2. Merger 

Generally speaking, a merger would be expected to constitute any arrangement that results 
in all, or substantially all, of the members of two or more consolidated groups becoming 
members of a single consolidated group or an entity that is not a member of any group being 
brought under the ownership of another entity or group to form a single consolidated group. 

Example 

Multinational Enterprise Group 1 acquired 100% of the shares of Multinational Enterprise Group 2 in 
exchange for newly issued shares in Multinational Enterprise Group 1, resulting in a merger of 
Multinational Enterprise Groups 1 and 2. 
  
 

 
Upon acquisition, Multinational Enterprise Group 2 ceased to be a separate Multinational Enterprise 
Group for DMTT computation purposes, with Multinational Enterprise Group 2 and all its subsidiaries 
being reporting in the Consolidated Financial Statements of Multinational Enterprise Group 1. 
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18.2.3.2.3. Demerger 

Generally speaking, a demerger would be expected to constitute any arrangement where the 
entities of a group are separated into two or more groups that are no longer consolidated by 
the same Ultimate Parent Entity in its Consolidated Financial Statements. 

Example 

Multinational Enterprise Group 1 holds four subsidiaries located in four separate jurisdictions. The 
shareholders of Multinational Enterprise Group 1 seek to reorganise the group into two separate 
entities. NewCo is established, with 100% of the shares in NewCo being paid as consideration to the 
shareholders of Multinational Enterprise Group 1 in exchange for 100% of the shares of Sub 3 and 
Sub 4, paid as a dividend by Multinational Enterprise Group 1. 
 

 
The result of the transaction is the demerger of Multinational Enterprise Group 1 into two separate 
Multinational Enterprise Groups, with NewCo forming a new Multinational Enterprise Group upon the 
acquisition of Sub 3 and Sub 4. 
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18.2.3.2.4. Liquidation 

Liquidation is a process by which an entity is dissolved. Its assets are realised and any 
outstanding liabilities are settled. This includes both voluntary and compulsory winding-up of 
an entity. Upon liquidation, the dissolved entity is treated as having left the consolidated group. 

Example 

Multinational Enterprise Group 1 seeks to liquidate its subsidiary (Sub 1) in Country A. Sub 1 is wound 
up, with its assets sold to third parties, its outstanding liabilities settled and remaining consideration 
paid to Multinational Enterprise Group 1. 
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After liquidation, Sub 1 ceases to exist as a legal entity and is treated as having left the Multinational 
Enterprise Group upon dissolution. 

 
 

18.2.3.3. Adjustments to Constituent Entity Income or Loss following a 
Reorganisation 

Where a transaction meets the definition of a Reorganisation and there is no Non-qualifying 
Gain or Loss, the disposing Constituent Entity should not recognise a gain or loss from the 
transfer of the assets and liabilities in determining its Constituent Entity Income or Loss. 
Therefore, if any gain or loss is included in the Financial Accounting Net Income or Loss of the 
disposing Constituent Entity, such gain or loss should be excluded for the purposes of 
determining Constituent Entity Income or Loss.  
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For the acquiring Constituent Entity, future profit or loss will be determined on the basis of the 
historical carrying amounts of the acquired assets and liabilities. The computation of the 
acquiring Constituent Entity’s Total Deferred Tax Adjustment Amount for the Fiscal Year and 
subsequent Fiscal Years, in relation to assets and/or liabilities, must similarly be calculated 
based on their historical carrying value. 

Example  

Pliers is located in Country X and is a member of Multinational Enterprise Group 1 which meets the 
Revenue Test. Country X has a Corporate Income Tax regime and also has a DMTT regime which is 
substantially similar to that in Bahrain. 

Pliers’ business has net assets with a carrying value of BHD 3 million and a fair market value of BHD 
5 million.  
Sander which is located in Bahrain and is a member of Multinational Enterprise Group 2 acquires 
Pliers’ business and issues its own shares in exchange. As a result of the transaction, Pliers’ business 
merges into Sander. 

Pliers is not subject to Corporate Income Tax in Country X following the sale of its business due to 
Reorganisation provisions in domestic Corporate Income Tax law.  
The transfer of assets and liabilities meets the definition of a Reorganisation for DMTT purposes 
because (a) the consideration received is solely Ownership Interests in Sander, (b) the disposing 
Constituent Entity (Pliers) is not subject to income tax on the gain or loss on the disposition of its 
assets and liabilities and (c) the acquiring Constituent Entity is located in Bahrain at the time of the 
transfer.  
There is no Non-qualifying Gain or Loss as a result of the transfer of assets and liabilities. Therefore, 
no gain or loss should arise for Pliers for DMTT purposes. Sander will “inherit” the historical carrying 
value of the acquired assets and liabilities from Pliers. Hence the net assets will continue to have a 
carrying value of BHD 3 million immediately following the merger for the purposes of applying DMTT. 

 
18.2.3.4. Non-qualifying Gain or Loss 

A Non-qualifying Gain or Loss means the lower of: 

• The gain or loss of the disposing Constituent Entity arising in connection with a 
Reorganisation that is subject to tax in the disposing Constituent Entity’s location; and  

• The gain or loss arising in connection with the Reorganisation recorded in the disposing 
Constituent Entity’s Financial Accounting Net Income or Loss. 

A Non-qualifying Gain or Loss may arise where, for example, under the laws of the disposing 
Entity’s jurisdiction, there is a limit to the amount of non-equity consideration that can be paid 
as part of a Reorganisation. Any amount over the limit constitutes taxable consideration that 
triggers a gain or loss for local income tax purposes. If a Reorganisation fully qualifies for an 
exclusion or exemption from local income tax, no Non-qualifying Gain or Loss will arise. 
Where a Reorganisation takes place and the disposing Constituent Entity recognises a Non-
qualifying Gain or Loss, the disposing Constituent Entity will need to include a gain or loss to 
the extent of the Non-Qualifying Gain or Loss for the purposes of determining its Constituent 
Entity Income or Loss.  
Where a Non-Qualifying Gain or Loss arises, the Financial Accounting Income or Loss of the 
disposing Entity needs to be adjusted so that only the lesser of the amount of gain or loss 
reflected in the financial accounts of the disposing Entity and the amount of the taxable gain 
or loss arising from the Reorganisation is included.  
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The acquiring Constituent Entity will need to determine its Constituent Entity Income or Loss 
after the acquisition based on the carrying values of the acquired assets and liabilities 
recorded by the disposing Entity at the time of disposal. The acquiring Constituent Entity may 
need to increase or decrease the carrying values of the acquired assets and liabilities to 
account for the Non-qualifying Gain or Loss. The changes in carrying value for the purposes 
of the DMTT Law must be allocated among assets and liabilities in a manner consistent with 
the increases and decreases of those assets under the tax law applicable to the acquiring 
Constituent Entity. 

Example 

Crowbar is located in Country X and is a member of Multinational Enterprise Group 1 which meets 
the Revenue Test. Country X has a Corporate Income Tax regime which has provisions excluding 
certain corporate restructuring transactions from being subject to tax, subject to conditions. Country 
X also has a DMTT regime which is substantially similar to that in Bahrain. 

Crowbar’s business has net assets with a carrying value of BHD 1 million and a fair market value of 
BHD 3 million.  

Ladder is located in Bahrain and is a member of Multinational Enterprise Group 2. Ladder acquires 
Crowbar’s business in exchange for BHD 1.5 million and BHD 1.5 million worth of its own shares. As 
a result of the transaction, Crowbar’s business merges into Ladder. Under the Accounting Standards 
applied by Ladder, the carrying value of the acquired net assets is equal to their fair market value of 
BHD 3 million.  

Under the Corporate Income Tax system in Country X, the gain derived by Crowbar must be allocated 
between the cash consideration and the equity element. The part of the gain which relates to the 
issue of shares by Ladder qualifies for the corporate restructuring relief in Country X and that part of 
the gain is not subject to local tax. However, Crowbar is subject to tax on the gain attributed to the 
cash consideration. Given that half of the consideration is received in cash, Ladder is subject to tax 
on a gain of BHD 1 million (0.5 x (3 million – 1 million)).  

When computing Constituent Entity Income or Loss in Country X, Crowbar will include an amount 
equal to the lower of the gain which was taxed (BHD 1 million) or the gain on the Reorganisation per 
its financial accounts (BHD 2 million), i.e. it will include BHD 1 million. 

For Ladder, the carrying value of the acquired assets and liabilities should be adjusted for the Non-
qualifying Gain. This means that in determining Ladder’s Constituent Entity Income or Loss following 
the acquisition the carrying value of the net assets should be decreased from BHD 3 million to BHD 
2 million (BHD 1 million + 0.5 x (3 million – 1 million)). 

 
18.2.4. Transfer of assets and liabilities where a Constituent Entity adjusts the basis of 

its assets and amount of its liabilities to fair value for tax purposes 

A Constituent Entity may be required or permitted to adjust the tax basis of its assets or the 
tax amount of its liabilities. The most common circumstance in which this occurs is where a 
Constituent Entity is subject to an exit tax because of a cross-border Reorganisation or due to 
a change in the tax residency of the Entity. Local tax rules will typically require adjustment of 
the tax basis up to the fair value of the asset of liability. 
A Filing Constituent Entity, can make an election to align the outcomes of the DMTT Law with 
those that typically apply under local tax laws. 
Where the election is made, a Constituent Entity that is required or permitted to adjust the tax 
basis of its assets and the amount of its liabilities to fair value for tax purposes in the jurisdiction 
in which it is located will include a gain or loss with respect to each relevant asset or liability 
for the purposes of determining its Constituent Entity Income or Loss.  
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Such gain or loss is equal to: 

• The difference between the carrying value for financial accounting purposes of the asset 
or liability immediately before the date of the event that triggered the tax adjustment (the 
triggering event), and  

• The fair value of the asset or liability immediately after the triggering event.  
The carrying value of the asset or liability prior to the triggering event can be calculated by 
subtracting any depreciation or other valuation adjustment leading up to the trigger event from 
the carrying value of the asset or liability at the beginning of the Fiscal Year. Given that the 
triggering event may occur as a result of, or in connection with, a Reorganisation the gain or 
loss is decreased by any Non-qualifying Gains or increased by any Non-qualifying Losses 
arising in connection with the triggering event. 
On making the election, the Constituent Entity shall use the fair value for financial accounting 
purposes of the asset or liability immediately after the event that triggered the tax adjustment 
for the purposes of determining its Constituent Entity Income or Loss. The computation of a 
Constituent Entity’s Total Deferred Tax Adjustment Amount for the Fiscal Year and subsequent 
Fiscal Years in relation to assets and/or liabilities must similarly be calculated based on their 
carrying value. 
The net gain or loss on all of the Constituent Entity’s assets and liabilities can be included in 
the computation of Constituent Entity Income or Loss in the Fiscal Year in which the triggering 
event occurs or can be spread pro rata over five consecutive Fiscal Years starting with the 
Fiscal Year in which the triggering event occurs. If the total net gain or loss is spread over five 
Fiscal Years and the Constituent Entity leaves the Multinational Enterprise Group before the 
end of the five-year period, the remainder of the gain or loss must be accelerated and taken 
into account in the Fiscal Year that the Constituent Entity leaves the Multinational Enterprise 
Group. 
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Example  

Mallet is a member of Multinational Enterprise Group 1 and is moving its tax residence from Country 
X to Bahrain (the triggering event). Under the tax laws of Country X, Mallet is subject to an exit tax 
upon leaving Country X and the gain or loss on each of its assets and liabilities is determined based 
on the fair value of the asset or liability. Country X has a DMTT regime substantially similar to that in 
Bahrain. 

The carrying value of Mallet’s assets for financial accounting purposes before the triggering event is 
BHD 1 million and the fair value of the assets immediately after the triggering event is BHD 1.5 million.  

The carrying value of Mallet’s liabilities before the triggering event was BHD 200,000 and the fair 
value of the liabilities immediately following the triggering event was BHD 250,000 

The Filing Constituent Entity decides to make an election to adjust the tax basis of its assets and 
liabilities to fair value. 

Mallet will need to determine the gain or loss recognised in Country X upon exit in order to be able to 
accurately determine its Constituent Entity Income or Loss in future Fiscal Years. 

Mallet’s gain on its assets is equal to BHD 500,000 based on the fair value after the triggering event 
less the carrying value before the triggering event (BHD 1,500,000 – BHD 1,000,000). The loss on 
Mallet’s liabilities is equal to BHD 50,000 based on the fair value of the liabilities following the 
triggering event less the carrying value of the liabilities before the triggering event (BHD 250,000 – 
BHD 200,000). 

Therefore, the net gain for Mallet is equal to BHD 450,000 (BHD 500,000 – BHD 50,000).  

Upon becoming resident for tax purposes in Bahrain, Mallet’s assets and liabilities are revalued to 
their fair values for the purposes of applying the DMTT Law. Therefore, the new carrying values of 
BHD 1.5 million for Mallet’s assets and BHD 250,000 for Mallet’s liabilities are used to determine 
Mallet’s Constituent Entity Income or Loss in Fiscal Years following the triggering event. 
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