In exercise of powers conferred by the Income Tax Act of the Kingdom of Bhutan, 2001
(ACT), the Ministry of Finance (Ministry) hereby frames the following Rules on Corporate
Income Tax (CIT), Business Income Tax (BIT) and Personal Income Tax (PIT).

The Rules have been framed only where the Ministry of Finance is empowered by the Act.
All references to Parts and Sections in these Rules pertain to the Act and must be read
together with the Act.

These Rules shall supercede all previous Circulars, Notifications, and Rules governing
Corporate, Business and Personal Income Tax and shall come into force from 1st January
2005.

PART |
CORPORATE INCOME TAX (CIT)

1 Rule No.1 Tax Holidays and Incentives (Chapter 3, also applicable to Part II: BIT)
The Ministry of Finance may announce, from time to time, such tax holidays and tax
incentives and prescribe the conditions and procedures thereof, in the interest of the
public and in line of the government policy in vogue.

2 Rule No. 2  Allowable Deductions (Chapter 4, also applicable to Part II: BIT)

21 General Principle
Deductions shall be allowed for tax purposes if proper books of accounts are maintained
as per the provisions under Rule No. 4 of the General Provisions.

In order to qualify as an allowable deduction an expense must be incurred solely and
exclusively for the purpose of the business and transactions done on an arm’s length
basis*. All expenses must be supported by objective evidences such as purchase invoices,
money receipts or other legally valid documents.

Where only part of an expense has been incurred for the purpose of business or company,
then only that part of the expenses shall be allowed as a deduction in the calculation of
taxable profit.

Any expenses charged in excess of the limits prescribed under these Rules shall be
added back to Net Profit and subject to tax.

Allowable deductions are grouped into the following broad categories:
Direct Costs

Employment Expenses

Overhead Expenses

Sales & Marketing Expenses

Bad debts

Miscellaneous/General Expenses.

Fixed Assets & Depreciation

Interest Payments

*Arms length’s basis mean transactions at the prevailing market conditions and where there is no
conflict of interest.
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Direct Costs (Section 11)

All direct costs incurred solely for the purpose of the business and associated with the
operation of the enterprise are allowable deductions. Direct costs are those costs, which
can be directly attributed to the generation of income. e.g. raw materials purchased by
manufacturing industries.

Employment Expenses (Section 12)

Employment expenses means salary, wages, labour permit fees and allowances paid in
money or money'’s worth to an employee in relation to his or her employment and includes
pay and any benefits provided free of cost or at a concessional rate by an employer.

Salary
Salary means pay, allowances and includes benefits provided free of cost or at a
concessional rate to an employee who is employed full time in the business.

Salary shall be allowed as deductible expense only to the maximum ceiling prescribed
below and on the fulfilment of the following conditions:

u All information and documentary evidence are available regarding the payment of
salary,
The employee is a regular employee of the company or business,
The employee is actually working with the company or business and
The employee is actually located at the appropriate place of work.

(per month)

Category BIT
Large 30,000
Medium 20,000
Small 15,000
Cottage/micro 5,000

Note:

a.  The salary limits shall not apply to incorporated companies with effect from the 1st
of January 2003.

b.  The above limits may be enhanced for technical experts and highly professional
employees with the prior approval of the Ministry.

c. The categorisation of companies and businesses shall be as per categorisation
given in Annexure I.

Wages
Wages means payments made to an individual who is not a regular employee of an
organisation.

Benefits

Benefits means benefits provided by an employer to its employee such as education
facilities, accommodation, domestic services, holiday trips, tiffin allowances, telephone
facilities, medical benefits. Benefits shall be treated as tax-deductible expenses provided
that it is clubbed under salary and is within the prescribed limits. Such benefits shall be
valued at the actual cost incurred by the employer, or as agreed in the Service Manual of
the organisation or in accordance with the employment contract. If actual costs incurred
apply to more than one employee, the total cost shall be allocated on a pro rata basis.
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Benefits provided free of cost or at a concessional rate to an employee should be valued
as follows:

a)

b)

c)

d)

e)

Accommodation

Accommodation provided free or at a concessional rate by an employer to its

employee is a deductible expense if it is within the salary limit prescribed in Rule

No.2.3.1 Valuation of accommodation shall be:

m  The actual cost incurred by the employer in providing the accommodation, or
30% of the employee’s basic salary if the cost cannot be determined.

s The actual concessional rate provided to the employee, or 30% of the
employee’s salary less the rent being charged by the employer if the cost cannot
be determined.

Domestic Service

Domestic services provided by an employer to its employee is a deductible expense
if it is within the prescribed salary limit. The valuation of domestic services provided
free of cost should be done on the actual cost incurred by the employer in providing
the service.

Gas, Electricity and Water Supplies

Gas, electricity and water supplies provided free or at a concessional rate to an
employee is a deductible expense. The valuation of such benefits shall be the actual
cost incurred by the employer in providing such benefits. Where the cost cannot be
determined, 2% of the employee’s basic salary shall be taken as the cost of the
benefits.

Conveyance or Transport Facility

Conveyance or transport facility provided free or at a concessional rate to an
employee is a deductible expense. Valuation of such benefits shall be the actual
cost incurred by the employer in providing such benefits.

However, bus services provided for daily transport of staff to work place shall not
form part of the salary.

Telephone facilities

Telephone facilities provided to an employee is a deductible expense. The value of
such benefit shall be the actual cost incurred by the employers in providing the
facilities to the employee.

However, where such benefits cannot be segregated between private and business
use, 50% of the total expense shall be treated as benefits for PIT purposes.

2.3.4 Bonus
The term ‘bonus’ includes all incentives or productivity related payments made to an
employee. Bonuses paid shall be allowed as a deduction subject to fulfilment of the following

conditions:

a) The amount is reasonable with regard to the employee’s pay and conditions of
service,

b)  The amount is consistent with the practice in other similar enterprises and

c)  The total bonus payable is limited to 10% of the assessed net profit or 2 months

basic pay per employee, whichever is lower.
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However, in the case of a business not registered under the Companies Act, bonus paid
to a business proprietor, partner, or their immediate family (father, mother, spouse or
children) shall not be allowed as deduction for tax purposes.

Contribution to Provident Fund and Gratuity Fund
Contributions made by an employer to the Provident Fund & Gratuity Fund for the benefit
of the employees are allowable deductions subject to the following conditions:

a)  Such contributions are invested with a financial institution in a separate account as
PF and GF Account and

b)  The limits to be applied to this expenditure must be consistent with the Service
Manual of the company or business. If no such Service Manual exists, then the Civil
Service Rules shall apply.

In cases where the eventual pay out to the employee upon his or her retirement is less
than the guaranteed amount in the Service Manual, any additional amount contributed
thereof by the employer to make up the guaranteed amount shall be allowed as deduction.
Contributions not payable due to termination of services shall be added back to the Net
profit and subject to tax.

Staff Welfare Expenses
Staff welfare expenses means provision of canteen and recreational facilities to employees
within the business premises and shall be allowed on an actual basis.

Medical Expenses
Medical expenses for treatment of an employee shall be allowed as deduction subject to
the following conditions:

a) Medical expenses are in respect to an employee only;

b)  Prior recommendation must be obtained from the Referral Committee of the Health
Ministry for treatment outside Bhutan and

c) Maximum expenses allowed shall be the actual cost of the treatment up to a maximum
limit of Nu. 50,000 per annum per employee.

Human Resource Development Expenses

Expenses incurred for Human Resource Development of employees shall be allowed as
deductible expense provided such expenses are incurred for the purpose of upgrading
and developing the employees’ craft, supervisory and technical skills or increasing the
productivity or quality of its products.

If such expenses exceed 1% of the assessed turnover, then the full expenditure must be
spread equally over a period of three years starting from the year the expense is incurred.

Overhead Expenses (Section 13)

Preliminary Expenses

Preliminary expenses mean all legitimate expenses incurred prior to the commencement
of a business or in connection with the extension of an existing business. Such expenses
incurred may be spread equally and allowed as deduction over the first 3 years of operation.
Examples of these expenses include feasibility studies, market surveys, engineering
services, project reports, and legal fees.
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Research & Development

Research and development is defined as “use of scientific or technical know-how” to
produce new or substantially improved materials, mechanisms, products, processes,
systems or services. Research and development shall be allowed as deduction subject to
the following conditions:

a) Research and development cost not exceeding 2% of the assessed turnover will be
allowed as a deductible expense;

b)  Research and development cost exceeding 2% of the assessed turnover will be
treated as capital expenditure. The full amount of the cost will be capitalised and
depreciated in three subsequent years immediately following the income year and

c)  Any cost of buying machinery, inventory, stock in trade and immovable property
acquired for the use of research and development shall be depreciated in accordance
with the ordinary rules of depreciation as referred to under Rule No. 40f this Part.

General Office Expenditure
The following items of general expenditure incurred for the purpose of the business shall
be treated as allowable deductions:

Printing & stationery;

Postage & telegram expenses;
Telephone, trunk call & telex charges;
User charges;

Administrative fees and charges;

Any other expenses of similar nature.

Insurance Premium
Insurance premium paid for any assets owned by an enterprise is an allowable deduction,
provided that the asset is owned/registered and used for the purpose of the business.

Insurance premium paid for employees to protect against occupational risks and hazards
at their work place shall be allowed as deduction.

Maintenance & Repair Costs

Maintenance & repair costs refer to current repairs of buildings and other assets owned
and used for the purpose of the business. The asset must be shown in the balance sheet
and included in the taxpayer’s fixed asset register.

Current repair costs refers to any cost incurred to maintain the asset in a consistent
working condition, without changing the nature of the asset. Only current repair costs
shall be treated as revenue expenditure.

Major repair/enhancement work that modifies or significantly improves the asset, such
that the original nature of the asset is altered, must be treated as capital expenditure and
depreciated accordingly.

Where a taxpayer purchases an asset, but that asset requires additional expenditure to
bring it to a useable condition, such additional expenditure must be capitalised as part of
the cost of the asset.
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Where a worn out asset is replaced with a new asset, the cost of the new asset must be
capitalised.

Where an asset is upgraded, i.e. its nature is fundamentally altered, the associated cost
must be capitalised.

Hire of Plant, Machinery & Vehicles

The hire cost of plant, machinery and vehicles plus any associated costs referred to in the
lease agreement shall be treated as an allowable deduction, provided that the expenditure
is incurred for the purpose of business and the services are availed from another tax
entity.

Rent of Land & Buildings

Rental of property used for business purposes along with associated costs referred to in
the lease agreement shall be treated as an allowable deduction, provided that the
expenditure is incurred for the purpose of business and the services are availed from
another tax entity.

Municipal and Motor Vehicle Tax

Municipal and motor vehicle tax shall be allowed as tax deductions provided that the
asset is owned and used for the purpose of business. However, motor vehicles tax paid
by licensed/registered transport companies/businesses shall be adjusted against their
final tax liability.

Trade Licence Registration & Renewal Fees

Trade licence registration and renewal fees are allowable deductions. However, this
provision only applies to fees related to trade licenses issued and renewed by Ministry of
Trade and Industry (MTI). All other fees that are sometimes referred to as ‘license fees’
including auction rights such as liquor licence fees, mining rights are not covered under
this provision, and are not allowed as deductions.

Legal & Professional Fees/Expenses
All fees and expenses related to legal and professional work carried out on behalf of an
enterprise for the purpose of business are allowed as deductions.

Annual Membership Fees & Subscriptions
Any membership fees paid or subscriptions made to any organisation or association
relevant to the business shall be allowed as deductions.

Interest on Loans
Interest on loans shall be allowed as deductions subject to the conditions and procedures
prescribed below:

a) Loans are taken from a recognised financial institution and within the maximum limit
of debt equity ratio of 3:1, i.e. the total borrowings for tax purposes shall not exceed
thrice the paid up capital of the company;

Borrowings include all types of capital loans (e.g. debentures, term loans etc.), plus
any working capital borrowings (e.g. bank overdrafts).

Capital includes paid up share capital (CIT taxpayers) or owners’ investment (BIT
taxpayers), plus any retained profit reserves.
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b)  The loan must be taken in the name of the companies/business and for the purpose
of the said business;

c) Interest paid on loans transacted between holding and subsidiary companies at
prevailing market conditions is an allowable deduction provided it is shown as income
of the recipient company;

d) Interest paid prior to the commissioning of a project (or commencement of a business)
shall be capitalised, and depreciated as part of the asset and

e) Interest paid on security deposits shall be treated as taxable income in the books of
the recipient company, and as an expense for the company making the payment.

Sales & Marketing Expenses (Section 14)
Sales and marketing expenses means expenses incurred for promotion of sales and
include expenses such as commission, entertainment, publicity, advertisement etc.

Commission

Commission paid on purchase transactions is an allowable deduction as it forms part of
the purchase payment for goods or services. However, such commissions must be clearly
stated in the documentation relating to the purchase.

Commission paid to a sales agent is an allowable deduction provided that the commission
is clearly stated in all relevant bills, invoices and cash memos, or a special agreement in
writing between the parties exists and is properly recorded in the books of accounts.

Entertainment

Entertainment expenses refer to hospitality and gifts provided to existing or potential clients
or customers, agents or suppliers. Entertainment expenses directly related to sales
promotion of the business shall be allowed as deductions on actual expenses or 2% of
the assessed Net Profit, whichever is lower.

Publicity & Advertisement

Publicity expenses such as printing of brochures and advertisement through media and
magazines shall be allowed as deductions on an actual basis or 2% of the assessed
Gross Income, whichever is lower.

Bad Debts (Section 15)
Bad debts shall be allowed as deductions subject to the fulfilment of the following conditions:

Bad debts up to Nu. 25,000 per Debtor
A bad debt of Nu. 25,000 or less per debtor shall be allowed as deduction on the fulfilment
of the following conditions:

a) Tax has been paid on such debts in a previous year;

b)  The debt is not less than 5 years old and

c) Bad debt shall be incorporated as income if recovered in the subsequent years or

d)  Where the debtor is declared bankrupt under the Bankruptcy Act of the Kingdom of
Bhutan or

e) Scheme of arrangement is made under the supervision of a judge.

In the case of financial institutions, bad debts below Nu.100,000 per debtor may be written
off if the conditions above are met.
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Bad debts exceeding Nu. 25,000 per Debtor
Bad debts exceeding Nu. 25,000 per debtor shall be allowed as deductions on the fulfilment
of the following conditions:

Tax has been paid on such debts in a previous year,

Judicial recourse has been exhausted in respect of the debt, and

Bad debt shall be incorporated as income if recovered in the subsequent years, or
Where the debtor is declared bankrupt under the Bankruptcy Act of the Kingdom of
Bhutan, or

e) Scheme of arrangement is made under the supervision of a Judge.

o 0 T O
C— =

2.7 Miscellaneous and General Expenses (Section 16)
2.71 Accidental Loss
Accidental loss means loss due to events such as theft, fire, earthquake, flood and road
accidents. Documentary evidences such as police report and Court order must support
accidental losses, if applicable. Accidental losses for the purpose of taxation shall be
treated as follows:
a) Revenue losses shall be allowed as deductions and revenue receipts/compensation
as taxable income.
b)  Capital losses shall be treated as per Rule No. 4.6 of this Part.
2.7.2 Stock Obsolescence
Stock obsolescence shall not be allowed as deductions unless the obsolescence is due
to unforeseen circumstances and the taxpayer was not in a position to avoid it. Conditions
to be fulfilled for the above exceptions are:
a) Maintenance of a proper stock inventory register and
b)  Proper records showing disposal and sale of the obsolete stock.
2.7.3 Stock Shortages
Stock shortages due to unavoidable circumstances within an industry average shall be
allowed as deductions subject to maintenance of proper book of accounts. Shortages
due to negligence shall not be allowed as deductions for tax purposes.
2.7.4 Bhutan Sales Tax (BST)/Customs Duty
BST or Customs Duty paid on assets shall be capitalised and depreciated as per Rule No.
4 of this Part.
However, BST collected on sale of domestic goods and services such as BST on hotels,
restaurant, beer, cement and entertainment services shall not be allowed as deductions.
2.7.5 Carriage & Freight Charges
Carriage and freight expenses incurred for business purposes shall be allowed as
deductions. However, such charges incurred for initial transportation of fixed assets to its
place of use shall be capitalised and depreciated accordingly.
2.7.6 Donations
1.  Donations made to organisations exempted by the Ministry shall be allowed as
deductions subject to the condition that such donation is supported by relevant
documents.
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2. Further donations for purposes such as;
a) A Relief Fund for natural calamites in Bhutan.
b) For the preservation and promotion of Religion and Culture in Bhutan
c) Forthe promotion of Sports, Educational and Scientific activities in Bhutan.

Shall be allowed as deductions, subject to the condition that such purposes have the
approval of the Government/Ministry and is supported by the relevant documents.

Note:
However the total donation under point 1 and 2 of this section shall be allowed as tax
deductible expenditure upto a maximum limit of 5% of the assessed Net Profit.

Carry Forward and Offset of Losses (Section 17)
Losses sustained during an income year can be carried forward and adjusted against
future profits of the same business for a maximum period of 3 years.

Once a loss has been used to reduce taxable profits, it cannot be used again in future
years.

In all cases, losses of one company cannot be used to offset the taxable Net profit of
another company.

Record of losses carried forward must be maintained and submitted along with the Income
Tax Return.

Assets acquired through Grant
Receipt of grants whether in cash or in kind from the government or from a donor directly
or through the government indirectly shall be taxed as follows:

a) Revenue related grants received for day-to-day functioning of the organisation shall
be treated as taxable income and all expenses related to such grants shall be allowed
as deductions.

b)  Receipt of capital related grants shall not be subject to tax and expenses incurred in
relation to capital related grants (including depreciation) shall not be allowed as
deductions. Capital grants, for the purpose of these Rules, means grants received
in kind in the form of land, building, plant and machinery, equipment, vehicles, tools,
etc or in cash to purchase land, building, plant and machinery, equipment, vehicles,
tools, working capital such as stock and raw materials.

However, direct expenses including depreciation shall be allowed as deduction
provided:

s Thegrantis treated as capital reserves at comparable costs in the case of fully
owned government corporations.

s Thegrantis treated as capital/equity contribution of the government and shares
of equivalent value are issued to the government in the case of partially owned
government corporations.

s The grantis treated as loan from the government as per terms and conditions
prescribed by the Ministry of Finance in the case of private companies/
businesses.

Rules on the Income Tax Act of the Kingdom of Bhutan, 2001 Page 9



2.10

2.1

212

Immovable Leased Assets

Assets owned, fixtures erected, and substantial improvements made on leased land shall

be, for the purpose of these Rules, deemed to be owned by the lessee subject to the

fulfillment of the following conditions.

a) There should be a valid lease agreement executed between the lessor and the
lessee, and the agreement should be for a term period extending more than five
years.

b)  Depreciation shall be allowed only to the extent of investment made by the lessee.

c) Thelessee, on expiry of the lease, shall be deemed to have disposed of such fixtures
and improvements, gains on which shall be taxable, and losses deductible.

d)  The lessor after the expiry of the lease shall be allowed to be depreciated on such
improvements or fixtures provided consideration equivalent to such assets have
been paid to the lessee, and registered as the lessors’ assets.

Lease Rent

Lease rent payable by a lessee to a lessor as consideration for the property leased is a
deductible expense. The payment of lease rent in lump sum amount must be spread
evenly over the period of the lease, while payment of lease rent on an annual basis shall
be as per the amount scheduled in the lease agreement.

Deductions not Allowed for Tax Purposes (Section 18)
The following are examples of expenses not allowed as deductions:

n Personal expenses on food, clothing, marriage etc. These expenses are not for the
purpose of the business.

" Personal administrative fees of employees and their families (e.g. identity cards,
citizenship cards, etc.). These expenses are not for the purpose of the business.

n Payments of dividend or profit distributions to share holders, partners and proprietors.

n Creation of or adjustments to reserves except in specific cases.

n Creation of provisions for bad debts/advances except for financial institutions.

n Life and/or health insurance premiums, except for schemes that have been approved
by RGOB.

n Business Income Tax, Corporate Income Tax and Personal Income Tax.

n Penalties, fines, penal interest, forfeiture, etc.

" Donations other than those authorised by the Ministry.

n Interest on loans from private sources.

" Interest on loans taken to pay dividend.

Rule No.3 Deductions and Carry Forward of loss by the debtor when the debt is
forgiven (Chapter 5, Section 20)

When a debt is forgiven by a creditor, both the debtor and creditor shall make the following
adjustments in the books of accounts:

a) Debtor cannot carry forward as a loss the forgiven amount.

b)  Where conditions laid down in Section 19, Chapter 5, Part | of the Income Tax Act of
the Kingdom of Bhutan, 2001 are not fulfilled, the creditor cannot treat the forgiven
debt as a loss. Such debt shall be added back to the taxable Net Profit.
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Rule No.4 Depreciation (Chapter 6)

Fixed assets, for the purpose of these Rules, are assets that are intended for use within
the enterprise on a continuous basis for more than one accounting period.
Depreciation of Fixed Assets

The Rules regarding depreciation of fixed assets are as follows:

a) Depreciation on assets purchased and owned by the taxpayer and used for the
purpose of the business, except antiques, works of art and land, will be allowed as
deduction, subject to the maximum depreciation rates prescribed in Annexure Il.

b)  Depreciation shall be calculated on the Straight Line Method (SLM) on an asset at
the end of the year.

c)  Assets purchased during the year shall be depreciated on a pro rata basis from the
date of purchase.

d)  Assets disposed off during the year shall not be depreciated in the year of disposal
and the difference between the sale proceeds and the written down value at the
beginning of the year shall be declared in the profit and loss account.

e) Small assets costing up to Nu. 25,000 in total per taxpayer in each income year may
be written off. e.g. calculator, blow/rod heater, fans and the like.

f) Maintenance of an asset register for all types of assets is mandatory, and must
include details of each individual fixed asset owned by the business or company.

g) Fully depreciated assets that are still in use must be recorded in the asset register
at a value of Nu.1 for identification purposes.

The depreciation rates given in Annexure Il are the maximum limits allowed. Where a
taxpayer applies a lower depreciation rate than that prescribed in Annexure Il, the taxpayer
will be permitted to make a clear adjustment on the tax return. However, if this adjustment
is not made, the tax officer will not be responsible for increasing the depreciation claim on
the taxpayer’s behalf, and should accept the lower amount charged in the accounts.

Where business premises are closed for a considerable period or more then 180 days in
one income year, no depreciation of assets will be allowed during that time.

In order to claim depreciation, the following conditions must be fulfilled:

The asset must be purchased and registered in the name of the business or company.
The asset must be intended exclusively for use of the business or company.
Proper books of accounts must be maintained, including a complete fixed asset
register containing details of each individual asset for which depreciation is claimed.

" Where the asset is only partially used by the business, then only an appropriate
portion of the depreciation can be charged for tax purposes.

Maintenance & Repair of Fixed Assets

Expenses for the maintenance and repair of fixed assets are classed as operating expenses
and should be written off in the year the work is carried out. However, if the maintenance
or repair substantially enhances the value of an asset then that expenditure shall be
capitalised and depreciated accordingly.

Fixed Asset Additions
Where a new asset is purchased and delivered during the income year, depreciation must
be charged on a pro rata basis.
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Fixed Asset Disposals

When a fixed asset is sold, the profit earned or loss sustained is part of the taxable Net
profit or loss of the business or company. The correct profit or loss on disposal is calculated
by deducting the net book value of the asset from the actual sales proceeds. Where
disposal is not as per market conditions, a tax officer shall have the right to determine the
residual value.

Appreciation of Fixed Assets

If the revaluation of the assets of a business, result in a higher value than that previously
shown in the accounts, then the increase in value must be declared as taxable income in
the profit and loss account. However where no depreciation is claimed on this increased
value, in the profit and loss account, then the increase in value of the asset need not be
declared as taxable income in the profit and loss account also.

Loss of Fixed Assets due to Theft, Fire and Natural Calamities

Loss of fixed assets due to theft, fire and natural calamities such as earthquake and flood
may be written off in the books of accounts. The value of the asset to be written off shall
be equivalent to the written down value as on 31st December of the previous year. No
depreciation shall be allowed on such fixed assets in the year that it is written off.

Depreciation Rates
Depreciation shall be allowed every income year up to the maximum rates prescribed in
Annexure Il.

Rule No. 5 Rates & Calculation of Income Tax (Chapter 9, Section 46)
Calculation of Tax

All companies registered under the Companies Act of the Kingdom of Bhutan shall pay
Corporate Income Tax (CIT) at the rate of 30% of the Net profit. Net profit for the purpose
of calculating the tax shall be the Gross income minus the allowable deductions under
these Rules.

Time Limit for Payments

All companies shall pay their tax on a self-declared basis to the Regional Revenue &
Customs Office (RRCO) before the 315t March following the end of the income year (1
January to 31t December). However, provisional taxes paid by way of tax deducted at
source (TDS) and advance tax shall be paid as per Rules No. 3.2.1, 3.2.2and 3.2.3 of the
General Provisions.

Adjustment of Provisional Taxes

Advance tax, taxes paid on a quarterly basis and Taxes deducted at source shall be

adjusted in the following manner:

b)  Advance Tax shall be adjusted at the time of filing of tax return against provisional
tax payable provided accounts are submitted.

c) Taxes paid on a quarterly basis shall be adjusted at the time of filing of tax return
provided revenue receipts are produced.

d)  TDS shall be adjusted
s At the time of advance tax payment;
s At the time of provisional tax payment;
s At the time of final tax payment.

Page 12 Rules on the Income Tax Act of the Kingdom of Bhutan, 2001



5.4

6.2

provided accounts have been submitted (BIT/CIT taxpayers) and TDS
certificates produced (BIT/CIT/PIT taxpayers)

Provisional taxes paid in excess of final taxes shall be refunded as per Section 23 of
General Provisions of the Income Tax Act of the Kingdom of Bhutan, 2001.

Interest on Outstanding Tax
Any taxes not paid to the RGOB shall result in fines and penalties at the rate of 24% per
annum from the due date.

Rule No. 6 Registration of Taxpayers and Filing of Tax Return (Chapter 10)

Tax Registration (Section 47)

All companies shall register with the RRCO where its registered Head Office is located
within 3 months from the date of its incorporation.

Registration must be done with the nearest RRCO by using FORM CIT-1.

Location of RRCOs and their area or jurisdiction are indicated below:

SI. Regional Revenue | Dzongkhags

No. | & Customs Office

1 Thimphu Thimphu, Punakha, Wangdue Phodrang and Gasa

2 Phuentsholing Chukha

3 Samtse Samtse

4 Gelephu Sarpang, Tsirang, Dagana, Zhemgang, Bumthang and
Trongsa

5 Samdrup Jongkhar | Samdrup Jongkhar, Trashigang, Pema Gatshel,
Lhuenstse, Tashi Yangtse and Mongar

6 Paro Paro and Haa

Upon receipt of FORM CIT-1, the RRCO shall register and allocate a Tax Payer Number
(TPN) to the company. The TPN number allotted shall be used to identify all transactions
of the company and must be quoted as a reference in all correspondences with the
Department.

Change of Registration from One RRCO to Another
Registration must be changed from one RRCO to another on submission of a written
application by a taxpayer no later than 2 months before the end of the income year.

The concerned RRCO must convey the decisions in writing within one month from the
date of receipt of application.

Permission may be given if the location of the business has moved to another region.

Where permission for transfer of a taxpayer’s registration from one RRCO to another is
given, the unit must obtain a Tax Clearance Certificate (FORM CIT-4) from the previous
RRCO, showing the old registration details and tax status. The old TPN and RRCO must
be recorded for references. The previous RRCO shall be responsible for submitting a
copy of all tax records to the new RRCO.
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8.1

Rule No. 7 Filing of Income Tax Return (Section 48)
All companies must submit their return, on a self-assessed basis, to the RRCO of
registration before the 31 March following the end of the income year.

Tax return must have the following documents:

" Annual Corporate Income Tax Return as per FORM CIT-2.

" Annual Accounts as per Rule No. 4of the General Provision

" Evidence of any taxes paid in instalments or TDS as per Rule No. 5.3 of this Part.

Failure to file the income tax return as required shall result in fines and penalties as per
Chapter 5 of the General Provisions of the Income Tax Act of the Kingdom of Bhutan,
2001.

Rule No. 8 Correction of Tax Return (Section 51)

A taxpayer may correct their tax return within 15 days from the date of submission of tax
return on genuine grounds and reasons acceptable to the RRCO. The correction of returns
shall be limited to arithmetical errors and accounts heads and must be applied in writing
to the Regional Director.

Postponement of Filing
Where a taxpayer is unable to submit the tax return within the due date, the Regional
Director of the concerned RRCO may extend the time limit up to 31t May provided that:

" The taxpayer submits written request for extension before 20th March.

u Postponement of filling shall not postpone the payment of tax. In such case, the
taxpayer shall make a suitable provisional tax payment equal to tax paid in the
previous year or the self-estimated tax, which whichever is higher.

Request for extension beyond 31t May shall be forwarded by the RRCO to the DRCHAQ.
DRCHQ may extend the time limit up to 31! August, in exceptional cases, provided the
request is received by RRCO within the 20th of May.
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PART Il
BUSINESS INCOME TAX (BIT)

In addition to Rules under this Part, Rules framed for Part | of the Act shall also be applicable
to Part Il until and unless it is specifically excluded.

1

2.2

23

Rule No.1 Business under the Same Ownership (Section 8)

Where a taxpayer owns several businesses under the trading sector, each business shall
be treated as a separate or independent taxable entity, and the losses incurred in one
taxable entity cannot be offset against the profit of another entity.

Businesses under the manufacturing and service sector may be treated as one taxable
entity irrespective of their geographical locations provided that the following conditions
are fulfilled:

u Registered as a single tax entity under the same ownership.
" Same activity under the manufacturing and service sector.
" Consolidated accounts are submitted.

Rule No. 2 Rates & Calculation of Income Tax (Section 13)

Calculation of Tax

All businesses shall pay Business Income Tax (BIT) at the rate of 30% of the Net profit.
Net profit for the purpose of calculating the tax shall be the Gross income minus the
allowable deductions. Deductions shall be allowed as per Rule No.2, Part | of these Rules.

Time Limit for Payments

All businesses shall pay their tax on a self-declared basis to the RRCO of registration
before the 31%t March following the end of the income year (15t January to 31t December).
However, provisional taxes paid by way of TDS and tax paid quarterly shall be paid as per
Rule No. 3 of the General Provisions.

Adjustment of Provisional Taxes
Advance tax, taxes paid on a quarterly basis and TDS shall be adjusted in the following
manner:

a) Advance Tax shall be adjusted at the time of filing of tax return against provisional
tax payable provided accounts are submitted.

b)  Taxes paid on a quarterly basis shall be adjusted at the time of filing of the tax
return provided revenue receipts are produced.

c)  TDS shall be adjusted
s Atthe time of advance tax payment;
m At the time of provisional tax payment;
s At the time of final tax payment;

provided accounts have been submitted (BIT/CIT taxpayers) and TDS
certificates produced (BIT/CIT/PIT taxpayers)

Provisional taxes paid in excess of final tax shall be refunded as per Section 23 of General
Provisions of the Income Tax Act of the Kingdom of Bhutan, 2001.
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2.4 Interest on Outstanding Tax
Any taxes not paid to the RGOB shall result in fines and penalties at the rate of 24% per
annum from the due date.

3 Rule No. 3 Tax Registration (Section 14)

31 Registration
All businesses are required to be registered with the RRCO from where trade license or
permit is issued or wherever the Head Office is located, within 3 months from the date of
obtaining such a trade license or permit.

Registration shall be done with the nearest RRCP by using FORM BIT-1.

Location of RRCO and their areas of jurisdiction are indicated below:

SI. Regional Revenue & Dzongkhags

No. | Customs Office

1 Thimphu Thimphu, Punakha, Wangdue Phodrang and Gasa

2 Phuentsholing Chukha

3 Samtse Samtse

4 Gelephu Sarpang, Tsirang, Dagana, Zhemgang, Bumthang and
Trongsa

5 Samdrup Jongkhar Samdrup Jongkhar, Trashigang, Pema Gatshel,
Lhuenstse, Tashi Yangtse and Mongar

6 Paro Paro and Haa

Upon receipt of FORM BIT-1, RRCO shall register and allocate a Tax Payer Number
(TPN) to the business. The TPN number allotted shall be used to identify all tax transactions
relating to that taxpaying unit and must be quoted as a reference in all correspondences
with the Department.

3.2 Change of Registration from One RRCO to Another
Registration may be changed from one RRCO to another on submission of a written
application by a taxpayer no later than 2 months before the end of the income year.

The concerned RRCO must convey the decisions in writing within one month from the
date of receipt of application.

Permission may be given if the location of the business has moved to another region.

Where permission for transfer of a taxpayer’s registration from one RRCO to another is
given, the unit must obtain a Tax Clearance Certificate FROM BIT-4 from the previous
RRCO, showing the old registration details and tax status. This certificate must be submitted
to the new RRCO before a new TPN cane be obtained. The old TPN and RRCO must be
recorded for reference. The previous RRCO is responsible for submitting a copy of all tax
records to the new RRCO.

4 Rule No. 4 Filing of Income Tax Return (Section 15)
All businesses must submit their tax return, on a self-assessed basis, to the concerned
RRCO before the 31st March following the end of the income year.
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5.1

Tax return must have the following documents:

" Annual Business Income Tax Return as per FORM BIT-2.

" Annual Accounts as per Rule No. 4 of the General Provisions.

" Evidences of any taxes paid in instalments or TDS as per Rule No. 2.3 of this Part.

n Such income tax should bear the name, signature, seal and address of the
accountant who has prepared the accounts.

Failure to file the income tax returns as required shall result in fines and penalties as per
the provisions under Chapter 5 of the General Provisions of the Income Tax Act of the
Kingdom of Bhutan, 2001.

Rule No.5  Correction of Tax Return (Section 18)

A taxpayer may correct is unable to submit the tax return within the tax return within 15
days from the date of submission of tax return on genuine ground and reasons acceptable
to the RRCO. The correction of returns shall be limited to arithmetical errors and accounts
heads and must be applied in writing to the Regional Director.

Postponement of Filing
Where a taxpayer is unable to submit the Tax Return within the due date, the Regional
Director of the concerned RRCO may extend the time limit up to 31t May provide that::

" The taxpayer submits a written request for extension before the 20" March.

u Postponement of filing shall not postpone the payment of tax. In such case, the
taxpayer shall make a suitable provisional tax payment equal to tax paid in the
previous year or the self estimated tax, which ever is higher.

Request for extension beyond 31t May shall be forwarded by the RRCO to the DRCHQ.
DRCHQ may extend the time limit up to 31 August, in exceptional cases, provided the
request is received by RRCO within the 20" of May.
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PART Il
PERSONAL INCOME TAX (PIT)

Definitions

a)

b)

1.2

1.3

Gross Income means total income from a particular income source before specific
deduction(s)/exemption.

Specific Deduction(s)/Exemption(s) means deductions/exemption(s) allowable against
a specified source of income.

Total Gross Income means total income from all sources under PIT before specific
deductions/exemption(s).

Adjusted Gross Income means gross income after allowing specific deduction(s)/
exemption.

Total Adjusted Gross Income means total of the adjusted gross income(s) from all income
sources.

General Deductions means deductions allowable against total adjusted gross income to
arrive at Net Taxable Income.

Net Taxable Income means total adjusted gross income after allowing general deductions.
Tax rates are applied to Net Taxable Income to arrive at the Tax Amount.

Rule No. 1 Tax Liability (Chapter 1)

Liability to Tax (Section 1)

Persons having personal income exceeding Nu. 100,000 per annum shall be liable to be
taxed under Personal Income Tax (PIT). Personal income means income derived from
the following sources:

" Salary income from employment and non-licensed consultancy fees (refer Rule No.
2.10f this Part).

Rental income from real property (refer Rule No. 2.2 of this Part).

Dividend income from shareholdings (refer Rule No. 2.3 of this Part).

Interest income from fixed deposits (refer Rule No. 2.4 of this Part).

Cash crop income from apple, orange and cardamom orchards (refer Rule No. 2.5
of this Part).

" Income from other sources (refer Rule No. 2.6 of this Part).

Citizen
Citizen means an individual possessing the citizenship of the Kingdom of Bhutan.

Resident

Resident means any person whose stay in the Kingdom of Bhutan during an income year
is equal to or more than 6 months. Income year means the calendar year starting 1
January and ending 31t December.

Any person whose stay in the Kingdom is less than 6 months in an income year shall be
covered under Rule No. 1.4 of this Part.
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1.4

1.5

1.5.1

1.5.2

1.5.3

Any Other Person having Personal Income from Sources in Bhutan

Any person not a citizen or a resident but having personal income from sources in Bhutan
or for the work performed in Bhutan shall be liable to pay PIT. Income from sources in
Bhutan means income earned from taxable sources in Bhutan or income earned for work
performed in Bhutan.

Taxation in the Case of Income of a Deceased Person, Married Couples and Minors
(Section 2)

Income of deceased persons, married couples and minors shall be taxed according to the
following procedures:

Income of Deceased Persons

Where a person dies during the income year, his legal representative shall be liable to
pay any income tax or other sum payable, which the deceased would have been liable to
pay, in the same manner and to the same extent. The legal representative shall for the
purpose of personal income tax, be deemed to be an assessee. However before deeming
the legal representative of the deceased to be an assessee, a notice to that effect would
have to be obtained from the concerned court and submitted to and approved by the
Department.

The legal representative is liable for all liabilities of the deceased person, upto the extent
to which the estate of the deceased is capable of meeting the liability and only until the
estate of the deceased person has been administered to the legal heirs.

Where no legal representative has been appointed for the deceased person, any beneficiary
enjoying the income of the deceased shall be liable to pay income tax.

Married Couples
Married couples shall be taxed separately. Income earned from joint ownership of assets
shall be divided equally unless otherwise specified in a written agreement.

Minor
Minor means an individual below 18 years of age.

a) Income of a minor shall be clubbed with one of the parents’ income for the purpose
of determining personal income. A minor’s income may be clubbed with either one
of the parents’ incomes provided both the parents have taxable sources of income.
Where only one of the minor’s parents has a taxable source of income, the minor’s
income shall be clubbed with that parent.

However once a minor has clubbed his or her income with either one of the parents,
then they will not be allowed to club theirincome with the other parent, in subsequent
years.

b)  Where a minor has a guardian appointed by the Court, the minor’s income shall be
taxed separately. Responsibility for filing the tax returns and payment of tax shall be
on the guardian appointed by the Court.

c) A minor having personal income from property inherited by way of will shall be taxed
separately. Properties inherited by way of will means any property inherited by will
from a deceased person and where parents or guardians appointed by the Court
have no right to sell, transfer or dispose of the property.
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1.6

1.7

Members of Diplomatic Mission and Consular Posts (Section 3)
Notwithstanding the provisions under Section 3, Part Ill of the Income Tax Act of the
Kingdom of Bhutan, 2001 the following shall be liable for PIT:

a) Bhutanese citizens working in Bhutan for Diplomatic Missions and International
Organisations, e.g. UN Agencies and donor/externally supported projects.

b)  Persons other than Bhutanese citizens not covered under fiscal privileges of members
of Diplomatic Missions or Consular Posts under the General Provisions of
International Law or persons under the provision of special agreements.

Exemption from Tax
Areligious institution or organisation, charitable institution, trust body, trust fund or a body
of persons shall be exempt from PIT provided the following conditions are fulfilled:

u Such organisations are approved by the government and established in the Kingdom
of Bhutan.
Is not operated or conducted for profit.
Is established exclusively for religious worship or advancement of religion or for
charitable purposes and or is in the interest of the general public.

u Management and control is done through a board consisting of minimum three
members.

" Proper books of accounts are maintained.

To avail of tax exemptions, such organisations are required to be registered with the
Department and shall furnish any relevant information to the tax authorities or any other
authorised agency of the Government on written request.

Rule No. 2 Income Liable to Tax (Chapter 3)
Salary Income from Employment (Section 5)
Salary means pay, wages, allowances, remuneration, leave encashment, share of profit
received by an employee and includes benefits received free or at a concessional rate.
Salary income shall be taxed on an accrual basis.

Gross salary income means a total of pay, wages, sitting fees, allowances, bonus,
commission, and benefits as valued under Rule No. 2.3.3 of Part I.

Adjusted Salary Income shall be the same as the Gross Salary Income.

Where an individual earns salary income from more than one employer during the same
income year, all salaries shall be added to the Gross Salary Income. Consultancy fees
received by a non-licensed consultant shall be treated as salary and be subject to tax.

However, the following incomes shall be excluded from the computation of salary income
provided they are within government rates:

Leave travel concession.

Travel allowances and daily allowances given while on tours.

Transfer grants and transportation costs given on transfers.

Foreign Allowance and Representational Grant given to the civil servants of the
Royal government employees stationed outside the country.
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2.2

221

Payment of Tax

Tax shall be deducted at source (TDS) by the employer at the rate prescribed in Annexure
Il in accordance with the procedures laid down in Rule No. 3.2.2 (a) of the General
Provisions.

Where an employer is not under any legal obligation to deduct tax at source from its
employees, the individual, i.e. the employee, shall be responsible for paying tax as per
rates prescribed in Annexure lll to the RRCO on a quarterly basis.

For citizens and residents, TDS or tax paid on a quarterly basis shall be adjusted against
their final tax liability at the time of filing the tax return. For persons other than a citizen
and resident, TDS or tax paid by the individual on a quarterly basis shall be treated as
final tax and returns need not be filed.

Rental Income from Real Property

Real property means land, building, houses, factory buildings, warehouses and any other
structures earning rental income. Rental income from real property shall be taxed on an
accrual basis.

Gross Rental Income means total rental income from real property during an income year
before specific deduction(s)/exemption.

Adjusted Gross Rental income means Gross Rental Income from real property after specific
deductions/exemptions mentioned under Rule No. 2.2.1 of this Part.

Specific Deductions/Exemption(s)
The following expenses shall be allowed as deductions from rental income:

[ Interest paid on borrowings provided that the loan

v Is in the name of the taxpayer (property owner);

v Is taken for the purpose of construction or purchase or expansion of the
real property generating rental income and these are specifically stated in the
loan documents;

v Is taken from a recognised financial institution; and

v Is supported by relevant documents.

] 20% of the Gross Rental Income shall be allowed as deductions for repairs and
maintenance expenses.

[ Actual municipal taxes and urban house taxes paid, if supported by documents
such as money receipts.

[ Insurance premium paid to a recognised insurance company, if supported by
documents.
Exceptions

The above deductions shall not be allowed for self-occupied units and for real property
not generating rental income. However, in the case of property remaining vacant up to a
period of three months in an income year the above deductions shall be allowed provided
the conditions laid down under Rule No. 2.2.2 of this Part, are fulfilled.
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223

23

2341

23.2

233

Exemption from Tax

a)  One dwelling unit used for self-occupation shall be exempt from tax. However, in
the case of married couples only one unit shall be exempted.

b)  Any property remaining vacant shall be exempted from PIT subject to the fulfilment
of the following conditions:
m  The property has remained vacant and there was no rental income.
m  The RRCO of registration has been informed in writing of the property remaining

vacant within fifteen days.

= Documentary proof to let out the said property is produced.

Property kept vacant and not covered under (a) and (b) above shall be deemed as property
let out and rent will be calculated on the fair market price.

Payment of Tax

Government, Semi Government, NGOs, Companies or Business entities shall withhold
TDS at the rate of 5% on the gross rental income payments made by them as per Rule
No. 3.2.2 (b) of the General Provisions.

Where rental income is received from persons other than those mentioned above,
individuals receiving the income shall be responsible for declaring at the time of filing.

TDS shall be adjusted against their final tax liability at the time of filing the tax return.

Dividend Income

Dividend income means any income earned from holding of shares in a company registered
in Bhutan. However, such income does not include dividends received in the form of
bonus shares. Dividend shall be taxed on a receipt basis.

Gross Dividend income means total dividend income during an income year before specific
deduction(s)/exemption.

Adjusted Dividend Income means gross dividend income after specific deductions as
mentioned under Rules No. 2.3.1and 2.3.2 of this Part.

Specific Deductions
Interest paid on borrowings shall be allowed as deductions provided that the loan:

" Is in the name of the taxpayer (shareholder);

n Is taken for the purchase of shares and this is specifically stated in the loan document;
n Is taken from a recognised financial institution; and

n Is supported by relevant documents.

Specific Exemption

Total Dividend Income up to Nu. 10,000 per annum per taxpayer sha