
  
 

 

   

New guide issued by the National Bureau for Revenue (NBR) on the financial services 

Recently, the NBR issued Financial Services VAT guide (hereinafter, the “Guide”), which sets out an overview of the VAT 
rules and procedures relevant to financial sectors in Bahrain. 

Below we have highlighted the key outlines from the Guide: 

General approach 

Financial services are exempted from VAT if the income earned through the supplies is by interest, profit margin, or an 
implicit margin. In the meantime, the provision of financial services for an explicit fee or commission usually does not 
involve any activity to generate margin-based income. Therefore, these services do not fall within the scope of exemption 
and are subject to VAT at 5%, unless conditions for export are met. 

Services related to money transfer 

The Guide provides details with respect to money transfer services. It mainly includes transfer and remittance fees, as well 
as charges applied by correspondent banks. It is important to highlight the following points: 

 The way money is being transferred does not have an impact on the nature of the service and respective VAT rate. 
 Fees can be borne by the transferor/transferee or shared between them. 
 It is important to identify the actual recipient of the services to apply the correct VAT rate, which also needs to be 

supported by an underlying agreement. The actual recipient is usually a person who seeks the transfer of funds. 

Charges applied by the correspondent (usually foreign) banks also follow the same principle: 

 In the case that resident banks in Bahrain provide such services, VAT at 0% will apply provided that the service 
recipient is the bank located outside of Bahrain and all conditions for exported services are met. 

 On the other hand, charges applied by foreign correspondent banks to resident banks in Bahrain should be subject 
to VAT at 5% based on reverse charge mechanism. 

Services related to Automated Teller Machines (ATMs) 

 Services provided through ATMs follow general place of supply rules and are taxable at 5%, if provided by ATMs 
in Bahrain. 

 Fees charged to credit card use at ATMs as well as interchange fees charged to card issuer bank follow the same 
principle. 

 It is important to note that certain services provided with respect to ATMs are not considered financial services. It 
includes the below: 

o Provision of an ATM 
o Any repair or maintenance work in ATMs 
o Rental of the place, where ATM is attached – it follows site rental rules and it is treated as an exempt 

supply. 

Services including card payments 

 Frequent services provided through use of cards (debit or credit) involve up to 5 parties. Such services may include 
the following: 
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o Membership and processing charges by payment network operators (such as Visa and Master Card) to 
the banks 

o Subscription charges by the issuer bank to the cardholder 
o Commission earned by the issuer bank from merchant 
o POS rental fee earned by the owner of the POS terminal from merchant 

 In addition, in case the bank renting POS is not same as issuer bank, it charges interchange fees to the issuer 
bank. It is important to separate all these transactions to identify correct VAT treatment, as well as to distinguish 
periodic and one-off supplies. 

Foreign exchange services 

 Currency exchange services often involve transactions subject to different VAT rates. As such, service providers in 
Bahrain will be subject to VAT at standard rate of 5%. At the same time, any mark-up (spread or implicit margin) 
earned by the service provider is exempt from VAT. 

Credit and financing services 

 Financing and similar services provided by a taxable person, other than banks or financial institutions (FIs), are 
treated in the same way for VAT purposes. 

 While provision of a loan is an exempt supply, consideration received by the lender is not considered as a supply 
within the scope of VAT. 

 Granting of a collateral (usually an asset, such as property or a car) is not a supply in case of provision of secured 
loans. Respectively, its seizure by the lender is not considered a supply as well. 

 Supply of syndicated loans by multiple banks are limited to the portion of interest they have as a lender (both lead 
bank and supporting lenders). In case the lead bank charges any administrative fees to the lenders, it is treated as 
a separate standard-rated supply. 

Asset financing 

Asset financing contracts might be concluded in two separate scenarios: 

 Either between the dealer and the customer, where the FIs only provide financing. 
 Or FI acting in-between the dealer and the purchaser.  

In the first scenario, FIs are only involved in financing, whereby supply is made directly between the dealer and the 
customer. While in the latter case, FIs are involved in 3 separate transactions, which includes purchase of the asset, sale 
of the asset, and the provision of credit. 

VAT treatment of the asset is determined based on the asset nature and its location, whereby the financing element is an 
exempt supply in case it is provided in Bahrain. 

Operating lease 

Operating lease contracts usually do not have the financing element and the ownership of the asset is not being 
transferred to the customer. Lessor usually receives a periodical payment from the lessee for use of the asset. VAT 
treatment of the asset is determined based on the asset nature. 

Islamic finance products 

 Murabaha and Ijara follow the same principle as highlighted under asset financing contracts. 
 Islamic Banks offering lease-only Ijara provide identical supplies as highlighted under operating lease contracts. 
 Sale of commodities under the Tawarruq arrangement is outside the scope of VAT, provided that there is no 

physical delivery of the commodities. Profit element follows the same principle as under conventional credit 
contracts. 

 Issuance of Sukuk certificate is not a supply for VAT. Amount repaid at their maturity date is not within the scope 
of VAT and it is treated equally as the repayment of a loan amount. 

Insurance 

 It is important to distinguish life insurance and life reinsurance services from other insurance and reinsurance 
contracts due to their different VAT treatment. Since VAT Law and Executive Regulations do not provide the 
definition for life insurance and life reinsurance, the Guide describes them as follows: 

o “A conventional or Takaful insurance contract or other form of Islamic insurance, which results in the 
payment of a sum contingent on death or other significant events of human life”. 

 Life insurance and life reinsurance services are exempt from VAT while being provided in Bahrain. All other 
insurance services are subject to VAT at 5%, unless export conditions are met. 



 It is worth mentioning that any management or administration fees charged to provide all insurance products are 
considered as taxable supplies. 

 Intermediation services provided by insurance brokers, as well as agency services provided by the agents, are 
separate transactions for VAT purposes. It is required to understand whether they act as disclosed or undisclosed 
agents in order to apply correct VAT treatment. 

Documentation 

 Issuance of tax invoice is mandatory for all services provided by registered taxpayers. Bank statements can be 
qualified as a tax invoice, provided that certain conditions are met and can serve for recovery of the input VAT. 

 The Guide also highlights that financial service providers have an option to not issue tax invoices where their 
services are remunerated by way of a profit margin or interest. However, if requested by the NBR, the taxpayer 
should be able provide the detailed breakup for review. 

 In addition, the Guide always indicates that the VAT treatment of services need to be assessed and determined 
based on specific terms and conditions of the contracts. 

Input VAT recovery measures 

 General input VAT recovery rules also apply to FIs. Since these companies are usually involved in providing both 
exempt and taxable (mixed) supplies, FIs may need to use the formula to calculate the percentage of residual input 
tax (input tax, which is not directly attributable to taxable or exempt supplies). 

 With respect to the apportionment formula, the Guide mentions that supply of assets (e.g., cars, properties under 
a hire-purchase contract, or an Ijara followed by a sale arrangement) must not be included in the computation 
formula for FIs and any other finance provider. Apportionment rate is only calculated based on interest and its 
equivalent, as well as implicit margin earned by FIs. 

 Special apportionment measures can be used by FIs for input VAT recovery upon confirmation from the NBR. The 
NBR will also provide the effective date for using special methods. 

 In certain instances, recovered input VAT should be adjusted. It is usually based on the following: 
o Where the value of received services change 
o Consideration is not made to the supplier 
o Change in use of capital assets. 

Fees versus penalties 

 It needs to be highlighted that from the VAT perspective, a particular name given to the charge does not have an 
impact on the VAT treatment. VAT treatment usually depends on the nature of the charge, whether it is provided 
with respect to the service (considered as taxable supplies) or it is charged in respect to breaching a contract with 
an aim to penalize the customer (considered as outside the scope of VAT).  

 In the latter case, the supplier usually does not provide any services, but rather penalizes the customer for not 
obeying with contractual obligations. 
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