IBDO

Economic Substance Requirements

12 October 2022

The Ministry of Industry, Commerce and Tourism (MOICT) vide circular dated 11 October 2022 has
issued a communication regarding Economic Substance Requirements (ESR) submission for the
fiscal year end of 2021. The circular has been issued in accordance with the Ministerial Order No.
106 of 2018 (MO 106) which require entities subject to the ESR to file their return for the year
ended 2021 on the International Tax Information Exchange System (ITIES).

First ESR compliance was introduced for the year ended 2019 as part of the Bahrain’s commitment
as a member of the OECD Inclusive Framework. Since then, the MOICT has updated the guidance
and has clarified their expectations from Bahrain entities in meeting ESR compliance.

What are the relevant activities for ESR filing?

The ESR requires Bahrain entities including individual establishment and sole ownership that carry
out relevant activities to maintain and demonstrate an adequate “economic presence” in Bahrain
for the activities they undertake. Relevant activities are as follows (for MOICT regulated entities):
o Distribution and Service Center activities

Headquarter activities

Holding Companies

Leasing activities

Shipping activities

Intellectual Property activities

What are the reporting requirements?

Bahrain entities that carry out relevant activity must demonstrate adequate substance in Bahrain

by satisfying the following Economic Substance Tests:

e Core Income Generating Activities (CIGA) test for proving core activities of the business are
conducted within Bahrain;

e Adequacy test for having sufficient employees, income, expenses, assets and business
premises in Bahrain for conducting relevant activity;

e Management test requiring direction and management of entity in Bahrain in respect of
relevant activity;

e OQutsourcing test for covering contracting or delegation of CIGA to third parties in Bahrain; and

o Other requirements to regulate changes in relation to shareholders, directors.

When is the filing due?

The reporting window for filing ESR for fiscal year end 2021 will be from 11 October 2022
to 11 November 2022. The filing shall be completed through the ITIES.

What are the penalty implications for non-compliance?

Penalties for non-compliance will be in line with the measures provided MO 106 which includes
suspension of commercial registration, imposition of administrative fine, omission of commercial
registration and administrative investigation.



https://eur02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fities.nbr.gov.bh%2F&data=04%7C01%7Cdevina.ogale%40bdo.bh%7Cabfd936a3b6e4e6d9ad108d9d4d91408%7Cd1ee78e18ab746219d615a1afe4d3f23%7C0%7C0%7C637774852000461360%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000&sdata=qHGBIuo%2B%2BYzQIctnVn%2FLOrY23dI28j0XpytNM5QwlP0%3D&reserved=0
https://ities.nbr.gov.bh/

How BDO can help?

If you are concerned whether your business falls under the scope of ESR, whether it meets the ESR
tests, or if you need assistance with your compliance obligations, our team of specialists can help on
the following:

e Assess whether ESR applies to your business (checking the ESR covered activities vis-a-vis your
Company’s business operations)

Conduct GAP assessment under ESR tests for identifying any gaps and provide recommendations
Advise on submission of supporting documentation

Online filing of ESR return along with supporting documentation

Support in responding to the queries or clarifications required by MOICT

Our Bahrain based Tax experts shall be happy to schedule a call/ meeting where they can discuss
your queries regarding ESR filing obligations. Following are the contact coordinates of Tax team.

Ashish Athavale Devina Ogale

Tax Partner Assistant Manager - Tax
T: +973 1753 0077 Ext.5115 T: +973 3443 9464

E: ashish.athavale@bdo.bh E: devina.ogale@bdo.bh

This publication has been carefully prepared, but it has been written in general terms and should be seen as broad guidance
only. The publication cannot be relied upon to cover specific situations and you should not act, or refrain from acting, upon
the information contained therein without obtaining specific professional advice. Please contact BDO Consulting W.L.L. to
discuss these matters in the context of your particular circumstances. BDO Consulting W.L.L. , its partners, employees and
agents do not accept or assume any liability or duty of care in respect of any use of or reliance on this publication, and will
deny any liability for any loss arising from any action taken or not taken or decision made by anyone in reliance on this
publication or any part of it. Any use of this publication or reliance on it for any purpose or in any context is therefore at
your own risk, without any right of recourse against BDO Consulting W.L.L. or any of its partners, employees or agents.

BDO Consulting W.L.L., is a Bahrain registered entity, is a member of BDO International Limited, a UK Company Limited by
guarantee, and forms part of the international BDO network of independent member firms. BDO is the brand name for the
BDO network and for each of the BDO Member Firms.
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