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The Income Tax Act, 2058 (2002)

Date of Royal Assent and Publication:
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2.The Republic Strengtherg and Somélepal 2066.10.07 (21 January 2010)
Laws Amendment Act, 2066(2010)

3.Some Nepal Laws Amendment A&072(2016) 2072.11.13 (25 February 2016)
4. The Financial Act, 2075(2018) 2075. 03.32 (16 July 2018)
5.Some Nepal Laws Amendment A2§752019) 2075.11.19 (03 March 2019)
6.The Financial Act, 2076 (2019) 2076.03.30 (15 July 2019)

7.The Financial Act, 2077 (2020) 2077.03.15 (29 June 2020)

Act No. 22 of the year 2058(2002)

An Act Made to Amend and Consoliddtaws Relating to Income Tax

Preamble:Whereas, it is expedient to make timely the laws relating to incaxeby
amending and consolidating them in order to enhance revenuemobilization by making the
process of collecting revenue effective for the econaleivelopment of the country;

Now, therefore, be it enacted by Parliament in the first year of reign of His Majesty King
Gyanendrd@ir Bikram Shah Dev.

IThis Act came into force on 2065.0% (28 May 2008).
°Deleted by the Republic Strengthening and Some Nepal Laws Amendment Act, 2006 (2010).
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Chapter-I

Preliminary

1. Short title and commencement: (1) This Act may be cited as the "InconfeTT 2058
(2002)."

(2) This Act shall come into forcdroughout............ Nepal and shall also apply to
residents residing whereveutsidé............ Nepal

(3)This Act shall come into force immediately.
2. Definitions: Unless the subject or thantext otherwise requires in this Aet,

(a) "Person withholding advance tax" means a person with a duty to withhold advance tax
pursuant to Chaptek7 in making payments for employment, investment return,
service charge and contract or agreement, as well

(b) "Officer" means the Director General, Deputy Director General, Chief Tax
Administrator, Director, Chief Tax Officer, Tax Officer and other Officers in the
Department, as referred to in Section 72.

(c) "Payment from which tax is withheld finally"eans any dividend, rent, profit,
interest and payment from which tax has to be withheld made to thesident
person, as referred to in Section 92.

(d) "Retirement fund" means an entity established with the sole objective to accept
retirement contribtion fund for making retirement payments from the fund to the
entity's beneficiary individuals or their dependents, and invest such funds.

(e) "Retirement payment" means any payment made to the following person:
(1) Payment made to an individual wheuoets person has got retirement, or
(2) Payment to the dependent of an individual where suchperson has died.

() "Retirement contribution fund" means any payment made to a retirement fund for
provisions of retirement payment or for future provisionsgber

(9) "Incapacitated person" means a person who is not capable of making his or her
dealings because of physical or mental iliness.

(h)® "Income" means an income earned by any person from employment, profession,
investment or windfall gain and the nealso includes the total amount of that income
calculated in accordance with this Act.

3Deleted by the Republic Strengthening and Some Nepal Laws Amendment Act, 2066(2010).
“Deleted,by the Republic Strengthening and Some Nepal Laws Anserichct, 2066(2010).
5Amended by the Financial Act, 2075 (2018).
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(h1)® "Windfall gain" means a gain obtained by means of lottery, gift, prize, tips, share of
earning in a game (Jitauri) or any other gain acquired incidentally.

() "Income year" means a period from the first day of Shrawan (15 July) of any year to
the last day of Ashad (14 July) of the next year.

() "Gift" means any payment made without any consideration or in the case of any
payment with consideration, whetfee market value of payment exceeds the market
value of consideration, payment to the extent of such excess.

(k) "Debt liability" means the liability equivalent to the debt claim.

() "Debt claim™ means the right of any person to receive paymentdrmther person,
and the term also includes the right of any person to have repaid a loan lent by such
person to another person, the right to receive deposits made in a bank and financial
institution, to receive sums to which such person is entitled amtéove moneys
from the sale of debentures, bills of exchange, bonds, rights under annuities, financial
lease and installments.

(m) "Company" means any company incorporated under the prevailing company law, and
for the purpose of tax the following institons shall also be treated as if they were
companies:

(1) Any corporate body established under the laws in force;

(2) Any unincorporated union, board, association or society or sole proprietorship
whether incorporated or not and any group of persoirsist except a
partnership;

(3)Any partnership firm, retirement fund, cooperative institution, unit trust, joint
venture, consisting of twenty or more partners whether registered or not under the

law in force;
(4) Any foreign company;
(5) Any other feeign institution as specified by the Director General.

(n) "Tax" means the tax chargeable under this Act, and thisterm includes the following
payments:

(1) The expenditures referred to in clause (a) ofseidtion (8) of Section 104 as
incurred by the Bpartment for any claim in respect of, and auction sale of, the
property in which the tax is due and outstanding,

(2)’ The amount payable by the person withholding advance tax or the person subject
to tax withholding under Section 90 or the amount paylaplie person making
payment in installment under Section 94 or the amount payable by the person
withholding advance tax under Section 95A. or the amount payable after the tax
assessment under Sections 99, 100 and 101,

SInserted by the Financial Act, 2075 (2018).
‘Amended by the Financial Act, 2075 (2018).
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(3) The amount payable to the Depaent in respect of tax liability of the third party
under suksection (2) of Section 107, siglection (3) or (4) of Section 108, sub
section (1) of Section 109, section (1) of Section 110,

(4) The amount referred to in Chapgit payable for a feeandterest, and

(5) The amount of fine referred to in Section 129 required to be paid as per the order
of the Department.

(o) "Person subject to tax withholding” means any person who receives payment or has
the right to receive payment by withholding tander Chaptel 7 in making payment
for employment, investment return, service fee or contract or agreement.

(p)'Tax assessment” means the assessment of tax to be made underthis act and this term
includes the assessment of a fee and interest under SE2#on

Provided that this term does not mean the previous tax assessment substituted
by the amended tax assessment under Section 101.

(p1)®'Transaction" means a transaction equal to the total amount included pursuant to
Section 7, 8 or 9 for the purposeaaficulation of income of employment, business or
investment in any income year.

(q) "Nonresident person” means any person save the resident person.

(n)® 9"Non-business taxable assets" means any land, building and interest or security in
any entity exept the following properties:

(1) Business assets, depreciable assets or siotiale,
(2) A private building owned by an individual in the following situation:
(a) Being under ownership for a continuous period of ten years or more, and

(b) Wherethat person has resided for a total period of ten years or more
continuously or at several times,

Explanation:For the purpose of this clause, "private building" means building and
the land occupied by the building or one Ropani of land whichever is.lesse

(3) Any interest of any beneficiary in retirement fund,

(4) A land, land with building and private building belonging toand disposed of by
any individual for a value less than ten million rupees, or

(5)An asset disposed ofby way of transfer in anymea other than the purchase and
sale within three generations.

(s)!° "Organization entitled to enjoy exemption" means the following entity:

8Insertedby the Financial Act, 2075 (2018).
SAmended by the Financial Act, 2075 (2018).
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(1) The following entities registered in the Department as organizations entitled to
enjoy exemption:

(a) a socih religious, educational or benevolent organization of public nature
established with nonprofit motive,

(b) an amateur sports organization so formed with a view to promoting social or
sports related facilities that the organization or its members doeenve
profits,

(2) A political party registered in the Election Commission,

Provided that if any person has derived any benefit from the property of that
organization and the monies obtained from that organization except in making
payment for the mperty or the service provided by any person to that
organization or in discharging functions in consonance with the objective of the
organization entitled to exemption, tax exemption shall not be granted.

(t) "Trust" means an arrangement whereby a teustdds any property.

Provided that this term does not include a partnership, corporate body or
organization referred to in sudbause (3) of clause (m).

(u) "Trustee" means an individual, trust (Guthi) or other body corporate who, individually
or jointly with other individual, trust (Guthi) or corporate body, holds a property in
trust, and the term also includes the following person:

(1) The operator or administrator of the assets of a deceased,
(2) A liquidator, recipient or trustee,

(3) Any person \wo protects, directs, controls or manages the assets of an
incapacitated person in personal or official capacity,

(4) Any person who manages the assets under a private enterprise or similar other
enterprise, and

(5)Any other person in a position simikarthat of the person as referred to in
clauses (1), (2), (3) and (4).

(v) "Long-term contract” means a contract referred to in Section 26 of which validity
period is more than twelve months.

(w) "Relative"” means an individual's husband, wife, songhtar (adopted son, daughter
as well), father, mother, grasidther, granemother, elder brother, younger brother,
sisterin-law, daughtein-law, elder sister, younger sister, fatiedaw, motherin-
law, brothefin-law, elder brothem-law, wife's sis¢r, uncle, aunt, nephew, niece,
grandson and granddaughter.

(x) "Entity" means the following organization or body:

%Amended bythe Financial Act, 2075(2018).
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(1) A partnership, trust or company,
(2)"*Rural Municipality, Municipality or District Coordination committee,
(3)'2 Govemment of NepaPRrovincial Government or Local Level,

(4) Any foreign government or provincial or local government under that
government or a public international organization established by any treaty, or

(5) A permanent establishment of the organization or bodyreeféo in clauses (1),
(2) (3) and ( 4%, which is not situated in a country of which it is a resident.

(y) "Interest in entity" means and includes the contingent right to receive income or
capital of any entity.

(z) "Disposal" means a disposal inclusiof the sale or transfer of any property or
liability as mentioned in Section 40.

(aa) "Vested ownership" means the following ownership:

() In the case of any entity, ownership created on the basis of the interest which any
individual or any entityn which an individual has no interest has in that entity
directly or indirectly through one or more interposed entities, or

(2) In the case of the assets owned by any entity, ownership of the assets as
determined in proportion to the ownership of the pessvho have vested
ownership in that entity.

(ab) "Lease" means the provisional right of any person to enjoy or use any property
except movable property belonging to another person, and the term also includes a
license, rent agreement, trenches, royadfseement or right of a lessee/ tenant.

(ac) "Individual" means an individual, and, for the purposes of this Act this term also
includes a sole proprietorship owned by an individual, whether registered or not, and
a spouse so selected under Section 36 be considered as the single individual.

(ad)"Payment for natural resources" means an amount of any of the following payments:

(1)**Amountsreceived for having right to extract water, minerals or other living and
nortliving resources from the earth, or

(2)** Amounts calculated on the basis of the quantity or value of living cliviog
resources of the natural resources and minerals extracted from the earth, in full or
in part.

IAmended by the Financial Act, 2075(2018).
2Amended by the Financial Act, 2075(2018).
BAmended by the Financial Act, 2075(2018).
¥Amended by the Financial Act, 2075(2018).
BAmended by the Financial Act, 2075(2018).
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(ae)"Market value™ means ordinary transaction value of any propertgroice in the
ordinary course of trade between unrelated persons in respect of such property or
service.

(af)!®*'Rent" means a premium received for the house rent as well asfor the lease of a
tangible property and payment for the provision of that lease.

Provided that this term does not include any payment made for natural resources or
amount received by the individual as a rent of house except for private/sole firm.

(ag) "Payment" means the following activities:

(2) If the money or property owned by amrye person is transferred to another
person and the liability of any other person is transferred to that person,

(2) If the ownership over any property created by any person devolves on another
person after the creation of thmbperty or if any persobears the onus of liability
of another person,

(3) If any person delivers service to another person,

(4) If any person uses any property owned by another person or such property is
available for such use.

(ah) "Distribution of profit" means the distrition of profits of any entity made pursuant
to Section 53, including the capitalization of profits.

(ai) "Unit trust" means a trust to be divided on the basis fixed with the number of the units
holding the right of the persons entitled to participateaome or capital, with a
provision that the trustee holds property for the benefits of at least twenty persons.

(aj) "Employment” means any kind of past, present or future employment.

(ak) "Royalty" means any payment made under the lease of any ineapgpblerty, and
the term also includes any payment made for the following purpose:

(1) To use or have the right to use a copyright, patent, design, model, plan, secret
formula or process or trademark,

(2) To render technical knetvow,

(3) To provide tk right to use any motion picture film, video tape, sound recording
or similar other means ariéto use or render industrial, business or scientific

experience,

(4)To render any assistance m a manner to be ancillary to the matters referred to in
clauses (), (2), or (3), or

%Amended b the Financial Act, 2075(2018).
"Amended by the Financial Act, 2075(2018).
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(5) To have full or partial restrictions on the matters referred to in (1), (2), or (3) or

(4).
Provided that the term does not mean any payment made for natural resources.

(al)®'Investment" means the act of holding one or npyoperties or investing such
properties, except with the followings:

() Holding any property used by the owner inpersonal use, or
(2) Employment or occupation.

Provided that the act of holding any Rbuasiness taxable assets is considered
as investmaet.

(am) "Investment insurance" means any of the following insurance:

(1) An insurance against the death of the insured or of the associated person of the
insured,

(2) An insurance against personal injuries of the insured or his associated person or
aganst any event leading to incapacity in any particular manner,

Provided that the validity period of the insurance contract shall be at least five
years or the contract shall be without any validity period and the contract is so made
that it cannot be terimated by the insurer prior to expiration of a period of five years
except in exceptional circumstances.

(3) An insurance so nake that any money or seriesrmbneys are paid to the insured
in the future,

(4) Reinsurance of the insurance referred tdanse (1), (2) or (3), or
(5) Reinsurance of the reinsurance referred to in clause (4).
(an) "Dividend" means the distribution to be made by an entity.
(ao) "Resident person” means the following person 111 respect of any income yeatr:
(1) In respect of mindividual,
(a) Whose normal abode is in Nepal,

(b) Who has resided in Nepal for 183 days or more during a continuous period of
365 day¥’.......... or

(c) Who is deputed by the Government of Nepal to a foreign country in any time
of the income year

(2) A partnership firm,

Amended by the Financial Act, 2075(2018).
Deletedby the Financial Act, 2075(2018).
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(3) In respect of a trust, such trust
(a) Which is established in Nepal,
(b) The trustee of which is a resident person in an incomé®yaar

(c) Which is controlled by a resident person or by a group of persons comprising
such a peson, directly or through one or more interposed entities,

(4) In respect of a company, such company,

(a) Which is incorporated under the law of Népair

(b) Management of which has been effectivélepal in any income year.
(4af? Government of Neal or Provincial Government,
(5)%% Rural Municipaity, Municipality, or DistrictCoordination Committee,

(6) In respect of an entity of any foreign government or provitfaallocal
government under that government, such entity,

(a) Which is establislieunder the laws of Nepal, or
(b) Management of which is effective in Nepal in any income year.
(7) An organization or entity established under any treaty or agreement, and
(8) A foreign permanent establishment of a nonresident person situated in Nepal
(ap) "Person" means an individual or entity.

(aq) "Manager" means any person involved m making managerial decisions of any entity,
and the term also includes a trustee of any trust and a person having ownership in a
foreign permanent establishment.

(ar) "Occupation" means any kind of industry, business, profession or business
transactions of similar other nature, and the term also includes past, present or future
occupations of similar type.

Provided that this term does not include employment.
(as) 'Interest" means the following payment or profit:

(1) Payment under debt liability except the principal,

29nsertedby the Financial Act, 2075(2018).
nsertedby the Financial Act, 2075(2018).
2Insetedby the Financial Act, 2075(2018).
Znsertedby the Financial Act, 2075(2018).
2Insertedby the Financial Act, 2075(2018).
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(2)Profit made from concessioficoncession under credit liabilitgremium,
alteration payment or from similar payment, and

(3) The amounts referrdd in Section 32 receivable as an interest out of the payment
to be made by a person who acquires any property under annuities or installment
sale or of the payment made to any person for the use of any property under a
financial lease.

(at) "Stockin-trade" means the property owned by any persoffantd be sold in the
course of regular business carried on by such person, the property invpodgress
and the inventory of materials to be incorporated in the property.

Provided that this term doestrinclude a property held in foreign currency.
(au) "Business asset" means any property used in any occupation.

Provided that this term does not mean stioelkade or depreciable assets of
the occupation.

(av) "Distribution” means a distribution to beade by any entity as referred to in Section
53.

(avl)?’ "Electronic means" means computer, fax, email, internet, electronic cash machine
and fiscal printer, and this term also includes other approved means as specified by
the Department.

(aw) "Income senabroad” means an income required to be sent abroad by a foreign
permanent establishment of a r@sident person situated in Nepal as referred to in
Section 68, which has been sent abroad through a bank or paid in any other manner.

(ax) "Foreign incoméax" means a foreign income tax referred to in-settion (8) of
Section 69 levied by any foreign country.

(ay) "Foreign permanent establishment” means an entity referreddoliclause (5) of
clause (x).

(az) "Department’ means the Inland Revenupabienent.

(aaa) "Property held in foreign currency" means any property held in a foreign currency
other than Nepalese rupees.

(aab) "Permanent establishment" means a place where any person carries on a business
fully or partly, and the term includes tf@lowing place:

(1) A place where any person carries on a business fully or partly, through any agent
except a general agent who acts independently in the ordinary course of carrying
on business,

25Amended by the Financial Act, 2075(2018).
2Deletedby the Financial Act, 2075(2018).
?IInsertedby the Financial Act, 2075(2018).
28Amended by the Financial Act, 2075(2018).
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(2) A place where any person’'s main equipment or maimimary is situated or
used or installed,

(3) One or more than one place in any country where any person has delivered
technical, professional or consultancy service through an employee or in any other
manner for more than ninety days at one or severaktima period of any twelve
months, or

(4) A place where any person ts involved in a construction, installation or
establishment project andhas carried out supervisory works of that project for a
period of ninety days or more.

(aac) "Property" means angible or intangible property of any kind, and the term also
includes currency, goewill, technological knowledge, assets, any person's
ownership or interest in a foreign branch, a right to make income or acquire income
in the future and any part of suploperty.

(aad) "Associated person" means any one or more than one person or group of persons
who act as per the intention of each other, and the term also includelaiveng
persons

(1) An individual and relative of that person or anyperson orta@aof that person,

(2) A foreign permanent establishment and a person having ownership in that
establishment, and

(3) Any entity which by itself or jointly with any other person related with it or with
an assisting entity or any other person or emélgted with such assisting entity
controls fifty percent or more of the income, capital or voting right of any entity or
derives benefits therefrom.

Provided that the following person shall not be an associated person:
(1) An employee,
(2) A per®n specified by the Department as a-{associated person.

(aadl)?® "Adjusted taxable income" means the taxable income of any person for any
income year calculated without reducing any amount under Section 12 or without
any deduction under stdection (2)of Section 14, Section 170rl8.

(aae) "Partnership” means a firm consisting of less than twenty partners, whether
registered under the law in force or not.

Provided that this term does not include a sole proprietorship or joint venture,
whetherregisteredr not.

(aaf) "General insurance" means an insurance other than investment insurance.

(aag) "General interest rate" means the rate of interest by fifteen percent per annum.

ZInsertedby the Financial Act, 2075(2018).
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(aah) "Approved retirement fund" means a retirement fund having obtained dgpova
the Department pursuant to sséction ( 1) of Section 63.

(aai) "Service charge" means any charge paid to any person, according to the market
value, for the service rendered by such a person, and the term also includes any
commission, meeting alleance, management fee or technical service charge.

(aaj) "Shareholder" means a beneficiary of any company.

(aak) "Depreciable property" means a property, which is used in any business or
investment for earning income, and declines in value because oémngtéear,being
old or passage of time.

Provided thathe term does not mean steicktrade.

(aal) "Beneficiary" means a person who has an intéeserred to in clause (y) in any
entity.

(aam) "Prescribed" or "as prescribed"” means prescribedppessribed in the Rules
framed under this Act.

Chapter-2
Tax Bases

3. Tax to be leviedTax shall be levied on each of the following persons in each income year
and be collected pursuant to this Act:

(a) A person who has taxable income in any inconae, ye

(b) A nonresident person's foreign permanent establishment situated in Nepal, which
sends income of any income year pursuant tesgations (3) and (4) of Section
68, and

(c) A person who receives payment final tax withholding in any income year.

4. Computation and rate of t&%(l) The amount of tax required to be paid by any person
referred to in Section 3 for any income year shall be equal to the total amount of tax
required to be paid by such person in the capa€igyyp one person or more than one
person mentioned in clauses (a), (b) and (c) of that Section.

(2) In computing the tax required to be paid by ang@erreferred toin clause (a) of
Section 3, it shall be computed by applying the related rates meniosetedulel to
the taxable income of that person. In so computing the tax, it shall be computed by

3%Amended by the Financial Act, 2075(2018).
31Repealed by the Republic Strengthening and Some Nepal Laws Amendment Act, 2066(2010)

2Amended by the Financial Act, 2075(2018
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deducting the amount that is adjustable in tax, and claimed by that person pursuant to
Section 51 or 7% or both the Sections.

(3) Notwithstanding anythig contained in subection (2), the tax payable by a
resident individual referred to in clause (a) of Section 3, who has fulfilled all of the
following requirements, shall be equal to the total amount of tax deducted pursuant to
Section 87 from the paymenmade bythe employer to such an individual in that income
year:

(a)Only the income of any employment having source in Nepal is included in the
income of that income year,

(b) All employers have become nossident persons in that income year and there
is only one employer at one time, and

(c)**The employer has made a claim for the adjustment of tax for the medical
expenses and retirement contribution paid by him and not of the expenses for
donation under Section 12.

(4) Notwithstanding anything contegd in subsection (2), the tax payable in any
income year by a resident individual referred to in clause (a) of Section 3, who has
fulfilled all of the following requirements, shall be equal to the amount mentioned in
subsection (7) of Section ( I) of &edule-1:

(a) That person has only income earned from his business having source in Nepal
in that income year,

(al)*® Not claimed for tax adjustment for medical expenses under Section 51 and
for advance tax deduction under Section 93,

(b)**The income arned from the business that does not exceed two hundred
thousand rupees and turnover of the business that does not exceed two million
rupees,

(c) That person has so opted that this provision is applicable in that income year,
(d) *'Not registered in vale-added tax.

(4a)’® Notwithstanding anything contained in ssiction (2), the tax to be paid by
an individual referred to in clause (a) of Section 3 who has meet the following
conditions on the basis of transaction in any income year shall be equabiodnt
calculated according to the rate prescribed insedtion ( 17) of Section 1 of
Schedulel :

3nsertedby the Financial Act, 2075(2018).
3“Amended by the Financial Act, 2075(2018).
Insertedby the Financial Act, 2075(2018).
3¢Amended by the Financial Act, 2075(2018).
3’Amended by the Financial Act, 2075(2018).
38 nsertedby the Financial Act, 2072018).
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(a) that person has income only from the source of occupation in Nepal in that
income year,

(b) the annual turnover of the occupation is more thamty lakh rupees and less
than fifty lakh rupees,

(c) not registered in value added tax, and

(d) income not for consultancy and expertise service to be provided by doctor,
engineer, chartered accountant, legal professional, sportsperson, actor,
consulant like individuals.

(5)In computing the tax required to be paid by any foreign permanent
establishment referred to in clause (b) of Section 3, it shall be computed by applying
the related rates mentioned in sadztion (6) of Section 2 of Schedil® the income
sent abroad by such establishment in that income year.

(6) The amount of tax required to be paid by the person referred to in clause ( c) of
Section 3 shall be equal to the total amount computed by applying the ratesneenti
in 3°Sections 8788, 88Aand 89 to the amount of each payment liable to final tax
deduction received by that person in that income year.

5. Taxable income and classification of income headimps:taxable income of any person
in any income year shall be equal to the ami@omputed by subtracting the amount, if
any, claimed pursuant t8Sections 12 12A., 12B. 63 or all these Sectfons the grand
total amount of assessable income of each of the following income headings in that
income year:

(a) Business,

(b) Employmat,........ N
(c) *Investment, and
(d)** Windfall gain.

6.**Assessable incom&ubject to this Act, the following incomes earned by any person for
any business, employment, investment or windfall gain in any income year shall be
considered assessalheome:

(a) Income earned by any resident person from his employment, business or
investment in that income year irrespective of the place of his source of
income, and

3°Amended by the Financial Act, 2075(2018).
4%Amended by the Financial Act, 2075(2018).
“IDeletedby the Financial Act, 2075(2018).
“2Amended by the Financial Act, 2075(2018).
“nsertedby the Financial Act, 2075(2018).
4“Amended by the Financial Actp25(2018).
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(b) Income earned in that income year by any-resident person from
employment, busiss or investment having income source in Nepal.

Provided that the assessable income shall not include any income exempted
from tax pursuant to Section 11 or 64.

Chapter-3

Computation of Tax

7. Computation of income from busine$$) The profits andbegifits made by any person in
any year from any business shall*fthe incomeof that business of that person in that
income year.

(2) In computing the profits and benefits earned by any person from the business in
any income year, it shall be computed sdainclude the following amounts received by
that person within that year:

(a) Service charge,
(b) Amount obtained from the disposal of steekrade,

(c) Net profit derived from the business assets or business liability of any person
computed pursant to Chapte8,

(d) Amount considered to have been derived pursuant to clause (a}s#cidn
(2) of Section 4 of Schedulé from the disposal of depreciable property of the
business,

(e) Gift received from any person in respect of the business,

(H Amount received for having accepted any restriction in respect of the
operation of the business,

(9) Notwithstanding that the amount received by any person is of such nature that
it is included in income from investment, the amount received byauch
person being directly related with his business, and

(h) Other amounts liable to be included pursuant to Chd&pter7 or Section 56
or 60.

(3) Notwithstanding anything contained in ssdxction (2), the amounts deductible
under Sections 10, 54 and &3d payments from which tax is withheld finally may not
be included in computing the profits and benefits derived from the operation of business.

8. Computation of income earned from employméh}:The remuneration derived by any
individual from emplgment in any income year shall be computed as the income earned
by that person in that year.

4Amended by the Financial Act, 2075(2018).
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(2) The following payments made by an employer to an individual in any income year
shall be included in computing the remuneration earned by such individual from
employment in thaincome year:

(a) Amount for wages, salary, leave, amount for overtime work, fee, commission,
prize, gift, bonus, and payment for other facilities,

(b) Payment for any personal allowance including amount for dear allowance,
subsistencallowance, entertainment and transport allowance,

(c) Payment received f@ettlement of or reimbursemesftexpenses incurred by
him or his associated person for personal purpose,

(d) Payment made for having given consent to any terms of employment,

(e) Payment made for termination, loss of employment, or for compulsory
retirement,

() Retirement payment and retirement contribution including the amount
deposited by the employer for that employee in the retirement fund,

(g) Other payments madn repect of employment, and
(h) Other amounts required to be included pursuant to Chater .

(3) Notwithstanding anything contained in ssdxtion (2), the following matters need
not be included in computing the remuneration earned by any individual from
employment:

(a) The amounts deductible under Sections 10 and payment from which tax is
withheld finally,

(b) Food and tiffin provided by the employer to the employee at the work site in a
manner that it is available to all employees on the same terms,

(c) The settlement or reimbursement of the following expenditure incurred by any
employee:

(1) The expenditure fulfils the business purpose of the employer, or

(2) The expenditure exempted or to be exempted in the computation of the
income earned from westment.

(d) Payment of such petty amounts of which accounts are impracticable to be
maintained or difficult to be maintained administratively as prescribed.

Explanation: For purposes of this Section, "payment” means the payment:
(a) made by the empjer,

(b) made by the associated person of the employer, and
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(c) made by any third person as referred to in the agreement made with the
employer or his associated person.

9. Computation of income earned from investmé¢h):The profits and benefits deed by
any person from investment in any income y¥sinall be théncome earned by that
person from investment in that year.

(2) The following amounts received by any person in any income year shall be
included in computing the profits and benefits dedi by that person from investment in
that income year:

(a) Dividend, interest derived from that investment, payment for natural
resources, rent, royalty, profit from investment insurance, profit from
interest in a retirement fund which has not got apgirpursuant to sub
section (1) of Section 63 or retirement payment made from the approved
retirement fund,

(b) Net profits derived from the disposal of Alamsiness taxable assets of the
investment of that person, computed pursuant to Ch&8pter

(c) If, in disposing the depreciable property of the investment made by that
person, the incomings to be received exceed the remaining
valuecomprising the outgoings made for the property of the group of
depreciable property pursuant to clause (a) ofsmdbion (2 of Section 4
of Schedule2, the excess amount,

(d) Gift received by that person in respect of investment,

(e) Retirement payment made in respect of that investment and retirement
contribution including the amount deposited in the retirement fundhéor t
person,

(f) Amounts received for having accepted any restriction in respect of
investment, and

(g) Other amounts required to be included pursuant to Ch@mter or
Section 56.

(3) Notwithstanding anything contained in ssdxtion (2), thefollowig matters
shall not be included in computing profits and benefits derived by any person from
investment:

(a) The amounts deductible under Sections 10, 54 and 69 and payment from
which tax is withheld finally, and

(b) The amounts to be included in compgtincome by that person from
employment or business.

46
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Chapter-4

Exemptible Amounts and Other Exemptions

10. Exemptible amountsthe following amounts shall be exempted from tax:

(a) Amount exempted from tax granted to any person entitled to tax egampt
facility as provided for in a bilateral or multilateféreaty or agreement
concluded between the Government of Nepal and any foreign country or
international organization,

(b) Amount received by any individual for doing employment in the
governmentbservice of a foreign country,

Provided that

(1) The person has to be a resident or-resident person only because of
doing employment, and

(2) Such amounts have to be paid from the governmental fund of that
country.

(c) Amount received by an inddual referred to in clause (b) who is not a
citizen of Nepal or by his nearest family member from the governmental
fund of a foreign country,

(d) Amount received by a neNepalese citizen appointed in the service of
The Government of Nepal under thenteand condition of tax exemption,

(e) “8All kinds of allowances provided by the Government of Nepal,
Provincial Government or Local Level as social security,

(H Amounts received as gift, inheritance or scholarship except the amounts
required to be idoded in computing income pursuant to Section 7, 8 or 9,

(g9) Amounts received by an organization entitled to exemption for the
following:

(1) Donation, gift,

(2) Other contributions directly related with an organization entitled to
exemption as referdeto in clause ( d) of Section 2 without having
consideration or without hoping for such contribution, or

4’Amended by the Financial Act, 2075(2018).
“8Amended by the Financial Act, 2075(2018).
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(h) Amount received for pension by a Nepalese citizen having retired from the
military or police service of a foreign countipm the governmental fund
of that country,

(i) >°Any type of income of the Government of Nepal, Provincial Government
or Local Level,

(i) ®*Amounts earned by &pal Rastra Bank in pursuanzfitsobjective.

(k)>2 Amounts earned by water supply and saititatonsumer organization
registered as per WatBResource#\ct 2049, in pursuance of its objective.

11. Professional exemptions and facilitié) No tax shall be levied on an income earned by
carrying on an agricultural business by getting one regstas a firm, company,
partnership and corporate body and on agricultural income other than that earned from an
agricultural business in tharld as referred to in clausel &nd ( ) of Section 12 of the
Act Relating to Land, 2021(1964).

(2)*3No tax sh# be levied on the income of a cooperative organization and saving
and credit cooperative organization or institution, which has been registered and operated
under the Cooperatives Act, 2074 (2018) and which carries on professional forest related
businesdike forest and agricultural industry as agricultural or forest based industries such
as sericulture and silk production, fruits farming, production and fruits processing, animal
husbandry, dairy industry, poultry farming, fishery, tea gardening andgsiage coffee
farming and processing, herbiculture and herb processing, vegetable seeds farming, bee
keeping, honey production, rubber farming, leasehold forestrysfaggstry etc., cold
storage established for the storage of vegetables;segus, pestides, fertilizers and
agricultural inputs ( except those operated with mechanical power), and cooperative

levied on the dividends distributed by such organradir institution.

(2a)y° No tax shall be levied in interest income up to twenty five thousand rupees per
year if it is generated from the deposits in a micro financial institution, rural development
bank, postal saving bank and cooperative pursuant teesttton (2).

(2b)*® Exemption from tax on the income earned by a special industry in full
operation throughout the year in any income year shall be as follows:

(a) by onethirds of the tax if tax is levied at the rate of thirty percent on the
income ofa resident individual,

(b) by twenty percent on tax leviable on the income of an entity,

4“°Amended by the Financial Act, 2075(2018).
S0nsertedby the Financial Act, 2075(2018).
Snsertedby the Financiahct, 2075(2018).
S2nserted by the Financial Act, 2077(2020).
53Amended by the Financial Act, 2075(2018).
>Deleted by the Financial Act, 2077(2020).
SSInserted by the Financial Act, 2075(2018).
6Inserted by the Financial Act, 2076(2019).
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(c) a person having enjoyed the facility under clause (a) or (b) shall also be
entitled to such exemption and facility if the person is eligible to enjoy
another ta exemption facility under this Section.

(3)°" Tax shall be levied as follows on the income earned by any person from a
special industry and information technology industry in any income year:

(a) If the person gives direct employment to hundred or mopalNatizens
throughout the year, ninety percent of the rate of tax leviable on the
income of that year, if the person gives direct employment to three
hundred or more Nepali citizens throughout the year, eighty percent of the
rate of tax leviable on thecome of that year, if the person gives direct
employment to five hundred or more Nepali citizens throughout the year,
seventyfive percent of the rate of tax leviable on the income of that year,
if the person gives direct employment to one thousand oz idepali
citizens throughout the year, seventy percent of the rate of tax leviable on
the income of that year,

Provided that additional ten percent exemption shall be provided if the
person gives direct employment to one hundred hundred or more Nepali
citizens throughout the year including thittyree percent from among
women, Dalits or persons with disability.

(b)*8If a special industry has been operated in remutdeveloped and less
developed areasespectively ten, twenty and thirty percent oftdne
leviable on income of the years fgpto 10 years after industry starts its
bushess production or transaction.

(c) If an industry is established with an investment of more than one thousand
million rupees and providing direct employment to more fhan
hundred, such special industry @odrism industry (except Casinshall
be provided with full income tax exemption for five years from the date of
starting of its transaction and fifty percent for the three years afterwards,

Provided that if thendustry in operation at present increases its installed
capacity at least by twenfiwe percent and making its capitalo thousand
million rupees and provided direct employment to ntbes three hundred
income tax exemption shall be provided in theome so earned from
capacity enhancement for five years and fifty percent shall be exempted in
tax for the three years afterwards.

(3af°The exemptions shall be made from the income tax in income of the
industry established in special economic zone andnakvidends distributed by
such industry as follows:

(a) The industry established in special economic zones mountainous district
and hilly district as specified by the Government of Nepal, such special

S’Amended by the Fimial Act, 2075(2018).
S8Amended by the Financial Act, 2077(2020).
Snserted by the Financial Act, 2075(2018).
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industry shall be provided with hundred percent inceemeskemptions for
ten years from the date of starting of its transaction and fifty percent
afterwards,

(b) The industry established in special economic zones in other area except
that mentioned in clause (a) by the Government of Nepal, such industry
shall beprovided with hundred percent income%exemptions for five
years from the date of starting of its transaction and fifty percent
afterward,

(c) Dividends distributed by the industry established in special economic
zone, tax exemptions on such dividends gtelhundred percent for five
years from the date of starting of its transaction and fifty percent for three
years afterwards,

(d) Incomeby the foreign investors from foreign technology or management
service charge or royalty in the industry establisinespecial economic
zone, fifty percent in such income tax

(3b)°! If a person having transaction in exploration and excavation of minerals,
petroleum product, natural gased fuelcontinues the commercial transaction till
Chaitra of 2080 (migApril of 2024),the whole income tax shall be exempted for the
first seven years from the date of operation of its transaction and fifty percent
exemption shall be granted for three years afterwards.

(3c)®°The industry related to software development, data processiogy, cy
cafe, digital mapping established in #wological, geological, biotech parkoperation
and technology pafR specified by the Government of Nepal by a notification in the
Nepal Gazette shall have fifty percent exemption from income tax.

(3d)** The licersed person or entity commencing commercial production,
transmission or distribution of hydropower till Chaitra of 2080 ¢iviarch of 2024)
shall be provided full income tax exemption for the first ten yafies starting
commercial productiof?, and fifty percent exemption for another five years
afterwards. Such facility shall also be available to electricity generated from solar,
wind and biological substance.

Provided that in the case of the license holder that has already commenced
commercial productioat the time of commencement of this sdztion, the
provision prevailing at the time of issuance of the license shall apply.

(3ef® Tax exemption on income earned from export in any income year from
a source in Nepal shall be as follows:

80Amended by the Financial Acp75(2018).
8lnserted by the Financial A2077(2020).
52nserted by the Financial Act, 2075(2018).
53Amended by th&inancial Act, 2077(2020).
54nserted by the Financial Act, 2075(2018).
55Amended by the Financial Act, 2077(2020).
56Amended by the Financial Act, 2075(2018).
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(a) if tax is dargeable at the rate of twenty percent on an income of an
individual resident, twentjive percent of that tax and if thirty percent is
taxable, fifty percent of that tax,

(b) twenty percent of tax leviable on the income of an entity,

(c) additional twaty-five percent of the tax on income earned from export of
goods produced by a productibased industry, after deduction of the
exemption under clause (a) or (b).

(3f) 7 In the case of income earned by any entity by doing any of the
following, tax shall be *exempted until 10 years from the operation of business
transaction are as follows:

(a) forty percentjn the case of operation of a tram or trolley bus,

(b) forty percentin the case of build and operation of a ropeway, cable car or
sky bridee,

(c) fifty percent in the case of construction and operatbnoad, bridge,
tunnel road, tunnel, railway and airport.

(30)°®The production based, tourism service, hydropower generation,
distributionand transmission entities enlisted in securities market and the entities
mentioned in sulsection (3c) of Section 11 shall have fifteen percent exemption form
the payable tax.

(3h)°The industry established in remote and underdeveloped area producing
brand/, cider and wine based on fruits shall have forty percent and 25 percent
exemption from income tax for ten years from the date of commencement of the
transaction.

(31)° Any person receiving royalty income from exportation of intellectual
property shall ave twentyfive percent exemption at the rate of income tax leviable
on such income.

(3j)"*Any person receiving income from the sale through transfer of
intellectual property shall have fifty percent exemption at the rate of income tax
leviable on such imame.

(3k)"?The industry related to tourism or the airlines company
operatinginternational flight established with capital investment of more than two

5’Amended by the Financial Act, 2077(2020).
%8 nserted by the Financial Act, 2075(2018).
%Inserted ly the Financial Act, 2075(2018).
Inserted by the Financial Act, 2075(2018).
Inserted by the Financial Act, 2075(2018).
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thousand million rupees shall have full exemption for five years from the date of
commencement of the treaction and fifty percent exemption at the rate of leviable
income tax for three years afterwards.

(31)"3If a special industry or industry related to tourism sector capitalizes its
accumulated profit into shares for increase in capacity of the same yndste
shall be full exemption from the dividend tax leviable inribsttion of dividends
from suchcapitalization.

(83m)"If any company having the paitp capital of five hundred million
rupees or more operating as a private company converts intdi@garhpany and
operate its transaction, it shall have ten percent exemption from the leviable tax for
three years from the date of its conversion into public company.

Provided that a company required to be incorporated as a public company
under Section 4 of the Company Act, 2063(2006) shall not have the facility referred
to in this subsection.

(3n)"® A domestic tea producing and processing industry, dairy industry
having transaction in milk products or textile industry shall have fifty percent
exemptionat the rate of income tax leviable on the income earned from sale of its
products.

(30)’® A health institution operated by a community institution shall twenty
peccent exemption from its taxable income tax,

(3p)’’A micro-enterprise shall have full exemptidrom leviable income tax
for seven years from the date of commencement of its business or transaction. If such
a micre enterprise is operated by a woman entrepreneur, it shall have full exemption
from leviable income tax for additional three years.

(30)"8If any entity in any income year operates any project such as building
and operation a public infrastructure to be transferred to the Government of Nepal or
building a powerhouse, generation and transmission of electricity, such entity shall
have twentypercent tax exemption from its taxable income.

(3r)"°Special industry established and operated on industrial region or
industrial village shall have 25 percent exemption from chargeable ineomieom
the date of commencement.

(4)8°1f any person carriesn transactions qualifying for different tax
exemption facilities pursuant to this Section, income shall be computed to obtain such
facility as if that income were derived by separate persons.

?Amended by the Financial Act, 2077(2020).
Inserted by the Financial Act, 2075(2018).
"Inserted by the Financial Act, 2075(2018).
Inserted by the Financial Act, 2075(2018).
"®Inserted by the Financial Act, 2075(2018).
"nserted by the Financial Act, 2075(2018).
"®nserted by the Financial Act, 2075(2018).
“Inserted by the Financial Act, 2077(2020).
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(5)8! A person who is in a position to have more than one ptiemin respect
of the same income pursuant this Section shall enjoy only one exemption chosen by
him.

(6) Notwithstanding anything contained in ssdxtion (3), if any other person
has used the properties used to operate the industry referred tosm (Eator the
operation of the industry of the same type previously, the period during which they
have been so used shall also be reckoned, while reckoning thkntitreferred to in
that subsection.

Explanation: For purposes of this Section:

(a) "Agricultural business" means a business of producing crops from a public
or private land or acquiring rent or crops from a tenant using the land.

(b)®?'Least developed", "undeveloped" and "underdeveloped area" means the
areas referred to in Schedul® of he Industrial Enterprises Act,

2076(2019)

(c)®*'Special industry" means a production based industry, industry based on
agriculture and forest products and mineral industry as classified-n sub
section (2) of Section 15 of the Industrial Enterprises 2@6 (2019)
other than any industry producing cigarette, Bidi, Sigar, tobacco, Khaini,
Gutkha, Pan Masala, other goods of the same nature involving tobacco as
the principal raw materials, liquors, beer and products of similar kind.

(d)®*'Micro-enterprise'means any miceenterprise classified in clause (a) of
subsection (1) oSection 17 of the Industrial Enterprises Act, 2076

(2019).

(7)8° Notwithstanding anything contained in ssictions (3a) an(80), if the
property used in operation of the industrnbasiness mentioned in the same-sub
sections is an old property used by other person for the operation of industry or
business of the same kind or other kind, the facilities referred to in thosestidns
shall not be available.

11A.8Tax chargeabl®n construction and operation of infrastructufeany agreement is
concluded between the Government of Nepal and any person for the construction and
operation of any infrastructure, the person constructing and operating such
infrastructure shall enjoy thex facilities provided by the Act in force at the time of
conclusion of the agreement for the whole period of the agreement.

8%Amended by the Financial Act, 2075(&).
8lAmended by the Financial Act, 2075(2018).
82Amended by the Financial Act, 2077(2020).
83Amended by the Financial Act, 2077(2020).
84Amended by the Financial Act, 2077(2020).
8nserted by the Financial Act, 2075(2018).
88|nserted by the Financial Act, 28@2018).
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11B8Concession with respect to infrastructure development projects of national importance:
There shall not be sought the soun€encome of any investment made in any
infrastructure development project of national importance such as a hydropower
project, international airport, subway, road and railway or in a manufactadogtry
(except an industry producing cigarette, Bidga8i chewing tobacco, Khaini, gutkha,
pan masala, liquor and beer) providing employment to more than three hundred
domestic workers and using more than fifty percent of domestic raw materials, till
2076 Magh (mieFebruary 2020).

12.Donation, gift givend organizations entitled to tax exemptiéh) In computing his
taxable income in any income year, any person may make claim to subtract the amount of
donation, gift given to an organization entitled to tax exemption approved by the
Department for the pugse of this Section.

(2)%8 Notwithstanding anything contained in ssiction (1), the expenditure
deductible in any income year shall not exceed one hundred thousand rupees or five
percent of the adjusted taxable income of such person for that year, vehnighthe
lesser.

(3) Notwithstanding anything contained in ssdctions (1) and (2), in any special
situation, the Government of Nepal may, by a notification in the Nepal Gazette, so
specify that any amount spent or donated by any person for any veaifieghin that
notification may be deducted fully or partly for expenditure, in determining the income of
that person.

12A. 8Expenses on heritage protection and spolts developmestmputing its taxable
income in any income year, any company may nudien to subtract an amount not
exceeding one million rupees or an amount to be set by ten per cent of the assessable
income, whichever is the lesser out of the expenditure made by it in that year in the
protection and preservation of historical, religiand cultural heritages in Nepal or in
the construction of public physical infrastructure of sports, upon prior approval of the
Department.

12B_.*%Expenses contributed to Prime Minister Natural Calamities Fund and reconstruction
fund established by thedBernment of Nepal:Any person contributing any amount in
any income year to the Prime Minister Natural Calamities Fund and reconstruction fund
Established by the Government of Nepal may deduct such amount in computing taxable
income for that year.

87Amended by the Financial Act, 2075(2018).
88Amended by the Financial Act, 2075(2018).
8nserted by the Financial Act, 2075(2018).
nserted by the Financial Act, 2075(2018).
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Chapter-5

Deductible Amounts

13.General deductionAny person may, for the purpose of computing his income from any
business or investment in any income year, deduct the following expenditures related
with the transactions, subject to this Act:

(a) Madein that income year,
(b) Made by that person, and
(c) Made in earning income from the business or investment.

14.Interest deduction1) Any person may, for the purpose of computing his income from
any business or investment in any income year, dedlucterests chargeable, in that
year under the following debt liabilitieseated for the act of generating incofrnm
business or investmentf that person:

(a) If the debt liability has created for having borrowed any amount, and that
amount hadeen used in that year or used to buy any property used in that
year, or

(b) That debt liability has been created m any other circumstance.

(2) Notwithstanding anything contained in ssdxtion (1), a resident entity
contrdled by an organization entitled to tax exemptidean deduct the interest if
paid to the person controlling or the concerned person pursuantsectn (1) in
any income year and such interest amount shall not exceed the total of the following
amouns:

(a) All interest amounts obtained in that year to be included in the
computation of the taxable income of that entity, and

(b) Fifty percent amount of tiéadjustable taxable income of that entity in
that year, which has been computed excluding amyast derived by that
entity or without deducting any interest paid by that entity.

(3) Any interest not allowed to be deducted or not deducted pursuantto sub
section (2) may be carried forward or credited in the forthcoming income year.

Explanation: Fothe purposes of this Section, "a resident entity controlled by
an organization entitled to tax exemption" means an entity which, being a resident
entity in that year, is subject to a vested ownership or control of tviieetpercent or
more of the folleving persons or organizations in any time of that year:

9Deleted by the Financial Act, 2075(2018).
92Amended by the Financial A&@075(2018).
%Amended by the Financial Act, 2075(2018).
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(a) An organization entitled to tax exemption and a person associated with that
organization,

(b) A person entitled to tax exemption pursuant to Section 11 in that year or a
person associated withdt person,

(c) A nonresident person or a person associated with theegident person,
or

(d) Any combination of the persons referred to in clauses (a), (b) and (c).

15. Allowances for cost of stoei-trade:(1) For the purpose of computing theonte
earned by any person from any business in any year, any other allowances shall be
allowed except the allowances for the cost computed pursuant-gzstitn (2) in
respect of the disposal of the staénktrade of the business of that person in thatye

(2) The allowance for the cost referred to in-seltion (1) shall be computed as
follows by deducting the amount referred to in clause (b) from the amount referred to in
clause (a):

(a) The amount to be set by adding the cost of the stetkdederived from
any business in any income year to the initial value of the stettide of
that business in that year,

(b) The amount of final value of the stecktrade of anybusiness in an
income year referred to in clause (a).

(3) The initial value bthe stockin-trade of any business in any income year
shall be the final value of the stoeoktrade of that business at the end of last income
year.

(4) Whichever is lesser out of the following amounts shall be considered the
final value of the stockn-trade of that business of that income year:

(a) The cost of the stodk-trade of that business at the end of that income
year, or

(b) The market value of the stoaktrade of that business at the end of that
income year.

(5) In computing the cost difie stockin-trade of a business, a person has to do
as follows subject to Section 45 and sséction 6):

(a) In computing the income of a business, in the case ofa person maintaining
the accounts on the cash basis, by using the method of cost price or
consumption cost, and

(b) In computing the income of a business, in the case of a person
maintaining the accounts on the accrual basis, by using the method of
consumption cost.
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(6)°If the stockin-trade of business of any person cannot be determirad, th
person may choose to the first in first out method or average cost method to compute
the cost of stockn-trade.

(7) When computing the cost of stecktrade pursuant to stdection (5), it
has to be computed by the following method:

(&) When compurtg as per the consumption cost method, to so compute the
cost of the stocln-trade under the widely recognized accounting principle
that it is equal to the sum total of direct material cost, direct labor cost and
overhead cost of factory.

(b) When compting as per the cost price method, to so compute the cost of
the stockin-trade under the widely recognized accounting principle that it
is equal to the total sum of direct material cost, direct labor cost and
alterable overhead cost of factory.

(8) Whencomputing the cost of stogk-trade pursuant to stdection (6), it
has to be computed by the following method:

a en computing as per the average cost method, to compute all the

“Wh t th t method, t te all th
stockin-trade of the same type in the business under the widely
recognzed accounting principle as per the average cost method.

(b) When computing as per the first in first out method, to compute on the
basis that the stoek-trade received first is also disposed first, under the
widely recognized accounting principle.

Explanation: For the purposes of this Section,

(a) "Direct labor cost" means the labor cost directly related with the
production of the stoekn-trade.

(b) "Direct material cost" means the cost of materials which are or will be an
integral part of the stk-in-trade.

(c) "Overhead cost of factory" means the total cost incurred in producing
stockin-trade except the direct labor cost and direct material cost.

%provided that no any amount for repair and maintenance and depreciation
deduction shall be ingted in the overhead cost of the factory.

(d) "Alterable overhead cost of factory" means the overhead cost of factory
that alters directly with a change in the produced quantity of steck
trade.

¥Provided that no amount for repair and maintenance a@pkdiation
deduction shall be included in alterable overhead cost of the factory.

%Amended by the Financial Act, 2075(2018).
%Amended by the Financial Act, 2075(2018).
%Inserted by the Financial Act, 2075(2018).
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16.Repair and maintenance expeng&s\When computing the income of any business or
investment in any income year, a person may deduct all expenses incurred in the repair
and maintenance of the depreciable property owned and used in that yeainoaae
from that business or investment.

(2) Notwithstanding anything contained in ssdxtion (1), in deducting the
expenses allowable under that sdation, it shall notxeeed seven percent of the
depreciation base amount of the group of property remaining at the end of that income
year.

Provided that no such limit shall be applicable to repair and maintenance expenses
incurred in testing of an airplane pursuant to thadards determined by the Civil
Aviation Authority of Nepal by the person providing air transport service.

(3) Any excess expense or part thereof on repair and maintenance which is not
deductible because of the limit referred to in-sebtion (2) may badded to the
depreciation base amount of the group of the concerned property in the beginning of
upcoming income yeatr.

17.Pollution control expensegl) For the purposes of computing the income earned by any
person from any business in any income ysach person may deduct the pollution
control expenses to the extent incurred in the operation of that business in that year.

(2)°® Notwithstanding anything contained in ssiction (1), in computing the
limit of expenses deductible under that-s@ation n any income year, it shall not exceed
fifty percent of the adjustable taxable income of all business operated by such person.

(3) Any excess expense or part thereof which is not deductible in excess of the
limit referred to in suksection (2) may be caplized and depreciated pursuant to
Schedule2®®in the beginning of the upcoming income year.

Explanation: For purposes of this Section, "pollution control expenses" means the
expenses incurred by any person related with any process for the purposteadifrapn
pollution or protecting or conserving the environment in other manner.

18.Research and development expengBsk-or the purposes of computing the income
earned by any person from any business in any income year, such person may deduct the
reseach and development expenses to the extent incurred in the operation of that business
in that year.

(2)'Notwithstanding anything contained in sséction (1), in computingthe
limit of expenses deductible under that s@gation in any income year, it shabt exceed
fifty percent of the adjustable taxable income of all business operated by such person.

(3) Any excess expense or part thereof which is not deductible in excess of the
limit referred to in suksection (2) may be capitalized and depreciatedyant to
Schedule2*®in the beginning of the upcoming income year.

9Inserted by the Financial Act, 2075(2018).
%8Amended by the Financidlct, 2075(2018).
“Inserted by the Financial Act, 2075(2018).
1%Amended by the Financial Act, 2075(2018).
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Explanation: For the purposes of this Section, "research and development expenses”
means the expenses incurred by any person for the purpose of controlling developing his
business and impving commercial production and process.

Provided that such expenses shall not include the cost at the time of acquiring any
property referred to in sukection (3) of Section | of Schedte

Depreciation deduction expens€k) For the purposes obmputing the income earned

by any person from any business or investment in any income year, such person 99shall
deduct depreciation pursuant to Scheddlia lieu of depreciation of the depreciable
properties owned and used by that person in that yeaaking income from that

business or investment.

(2) Notwithstanding anything contained in ssdxtion (1), the following
provisions shall be applicable in respect of the deduction for depreciation of the devices,
equipment and other machineries instaldgdany entityin the projects which involve
truction and operation of public infrastructures and are transfered to the Government of
Nepal and in the projects on construction of powerhouses and generation and
transmission of electricity:

(a) If the devics, equipment and other machineries installed previously become
obsolete because of being old or worn and tom and new devices, equipment and
other machineries have to be installed in lieu thereof, the value which remains by
subtracting depreciation deductiantil the income year from the cost of the
property, which has become obsolete property because of being old or worn and
tom, installed previously in that income year in which they were so installed may
be deducted as expenses.

(b) In respect of propees other than the old properties replaced pursuant to clause
(a), if any value remains by subtracting depreciation deduction until the income
year when transfer takes place from the cost of those properties at the time when
the entity transfers such a ot to the Government of Nepal, the entity may
deduct such a remaining value as expenses.

Loss from business or investme(it) For the purposes of computing the income earned

by any person from any business or investment in any mcome year, sumhpess
deduct the loss as mentioned below:

(a) Loss suffered by that person from any other business and not deducted in that
year, and

(b) 194 oss suffered by that person from any business and not deducted in the last
seven income years.

Provided thatn the case of a project of building and operation of any public
infrastructure, which is then transferred to the Government of Nepal, a project on
construction of powerhouse and generation and transmission of electricity, and an
entity conducting petroleunvork pursuant to the Nepal Petroleum Act, 2040 (1983),
loss not deducted in the last twelve income years.

Y nserted by the Financial Act, 2075(2018).
12Amended by the Financial Act, 2075(2018).
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(2)1°%For the purposes of computing the income earned by any person from
any investment in any income year, such person shall be allowed to dediosisth
suffered by that person from any other investment and not deducted in that year and
the loss incurred by that person from such investment or any other investment which
could not be deducted in the past seven years.

(3) Subject to sutsections (1) lad (2), and for the purposes of these-sub
sections, any loss suffered by any person in respect of the foreign source and not
deducted may be deducted only in computing the income earned by that person from
his foreign source, and the loss suffered in egrany nortaxable income and not
deducted may be deducted only in computing-taxtable income of that person.

(4) Subject to sutsections (1) and (2), if any person suffers a loss in an
income year when a loAgrm contract obtained by any person by mgki
competition of the business at the international level was completed or when a
disposal was made in any other manner or a loss which was not deducted and the
liability whereof is allowed to be carried forward in the coming year pursuant to
clause (b) obubsection (1) is related with a losigrm contract, the Department may,
by a notice in writing, give permission to deal with that loss as follows.

(a) The loss may be carried backward in last income year or years, and

(b) The loss may be treated a# deducted only to theextent of the excess
where, in computing the income of the business related with thatdéomg
contract, the amounts to be included in the incomings exceed the amounts
to be included in the outgoings.

(5) The following loss suffereby any person in any income year has to be
allocated as if it were related with a letegm contract or contracts of that person:

(a) The loss resulted from a lotgrm contract or contracts related with the
business, and

(b) The loss on excess of thgpenses to be deductible in computing the
income earned from that business in the year related with the contract for
each such contract.

(6) If, when computing the income earned by any person in any income from
more than one business or investment, peason is allowed to deduct the loss not
deducted from more than one business or investment, that person may on his own
determine the priority of the business or investment from which the portion of loss is
deducted.

(7) If, when computing the loss suféel by any person from any business or
investment in any income year, this section is not used and the deductible amounts
exceed the amounts includable in computing the income from the business or
investment of that person, such excess amounts have toripeied.

3Amended by the Financial Act, 2075(2018).
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(8)1°4If any person has received full tax exemption in respect of income of
business or investment in any income year, the loss incurred in that income year shall
not be carried forward to upcoming income year.

Explanation: For purposes of this@ion, "the loss not deducted" means the
loss to the extent not deducted in computing the income of any person pursuant to
subsection (1), (2) or (4).

21.Expenses not allowed for deductigh) Notwithstanding anything contained elsewhere in
this Act,for the purpose of computing the income earned by any person from any
business, employment or investment in any income year, the following expenses or
amounts shall not be deducted:

(a) Expenses of domestic or personal nature,

(b) Tax payable under thisct and a fine or similar other fee paid to the
government of any country or any local body thereof for a violation of any
law orregulation, byelaw framed theneder,

10%provided that the tax paid to the provincial Government and Local Level
shall be dedued as expenses.

(c) Expenses to the extent of those spent by any person to obtain the amounts
enjoying exemption pursuant to Section 10 or expenses made to obtain the
amounts from which tax has been deducted finally,

(d) Expenses for the payments refdrte in subsection (2),

(d1)!% Remuneration and wages expenses distributed to employees and
workers having no permanent accounts nundaarept time basis wages up
to three thousand rupees.

(d2)!°7 Expenses against invoices of more than two thousand rupezsin
permanent accounts number is not mentioned,

Provided that purchase directly from natural person who do not
engaged business transaction of goadricultural forestry, animal
product and other household go@ish purchase expenditure will belid
even if seller do not have permanent account number.

(e) Distribution of profits by any entity, or
(f) Similar other amounts despite that they are not so mentioned in clauses (a),

(b), (c), (d) and (e) as not to be deductible, except those allowathés
this Chapter or Chapté#, 7, 10, 12 or 13.

%4 nserted by the Finamal Act, 2075(2018).

9 nserted by the Financial Act, 2075(2018).
08 nserted by the Financial Act, 2077(2020).
7 nserted by the Financial Act, 2077(2020).
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(2) If a person, whose annual turnover is more than two million rupees in any
income year, makes a cash payment of more than fifty thousand rupees at a time in
that income year except in the following cinastances, he shall not be allowed to
make that deduction:

(a) Payment made to the Government of Nepal, constitutional body,
corporation or bank or financial institution owned by the Government of
Nepal,

(b) Payment made to a farmer or producer produaipgmary agreproduct
and payment to a farmer who has processed such product on his own,
notwithstanding that primary processing of such product has already been
carried out,

(c) Payment for retirement contribution or retirempayment,
(d) Payment rade in a place where banking services are not available,

(e) Payment made on the day when banking services are closed or payment
involving a mandatory provision of payment in cash, or

(HAmount deposited in a bank account of the recipient of payment.

(3) Subject to the provisions of Sections 14, 15, 16, 17, 18, 19, 20 and 71, no
amount shall be deductible for capital expenses or foreign income tax.

Explanation: For purposes of this Section,
(a) "Expenses of domestic or personal nature" means tbaiiof) expenses:

(1)1°8 Private expenses of any individual, and expenses made inclusive of
the following expenses made for the interest of a loan to the extent
that the loan has been used for personal purpose:

(a) Expenses made for an individual for thevsion of lodging, food,
snacks, and other activities efitertainmenbr amusement,

(b) Expenses for the movement by an individual from his house to the
place where the business or investment is operated except for the
movement in the course of businessnvestment,

(c) Expenses made to purchase clothes for an individual except those
clothes which are not proper to put on at other times than working
times, and

(d) Expenses made for education or training. Provided that the expenses
made only for the adtation directly related with the business or
investment, where no degree or diploma is achieved.

8amended by the Financial Act, 2075(2018).
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(2) Except in the following circumstances and to that extent, expenses incurred
in respect of a payment made by any person to any individual and
expenses madfor a third person:

(a) If that payment has been included in computing the income of an
individual,

(b) If the individual has made, as a consideration, a return payment to that
person in a sum equal to the market value of the payment received by
him,

(c) If payment is made for such prescribed petty amounts of which
accounts are difficult or administratively impracticable to be
maintained.

(b) "Place where banking service is available"” means any place within ten
kilometers area whereof banking senigsavailable.

(c)%*'Cash payment" means a payment except a payment by a letter of credit,
account payee cheque, draft, money order, telegraphic transfer, money transfer
(hundi) through a bank or financial institution to be deposited in bank account
and atransfer made by any other means between banks or financial
institutions.

(d) "Capital expenses" means the following expenses:

(1) Expenses incurred in feasibility study, exploration and development of
natural resources,

(2) Expenses incurred in acgay any property with useful life for more than
twelve months, or

(3) Expenses in disposing a liability.

Chapter-6

Tax Accounting and Time

22.Method of tax accountingl) The matter when any person gets any income or makes any
expense shall be detemad in accordance with the widely recognized accounting
principle, subject to this Act.

(2) An individual shall, while computing the income to be earned from his
employment and investment, maintain accounts on the cash basis, for purposes of tax.

(3) A company shall maintain accounts on the accrual basis, for purposes of tax.

%Amended by the Financial Act, 2075(2018).
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(4) Except if the Department has otherwise specified by issuing a notice in
writing, any person may, for purposes of income tax, maintain accounts on the cash or
accrual basis, sydxt to subsections (1), (2) and (3).

(5) Any person may make an application to change the method of accounting for
tax purposes, subject to sabctions (2) and (3). If the Department thinks that it is
necessary to change the method of accountingetlglshow the income of such person,
the Department may give permission to change the method of accounting.

(6) If the method of accounting of any person for purposes of tax is changed
pursuant to susection (5), in computing the income of that persothe income year
when such change is made, adjustment has to be so made that no amounts out of those
included, deducted or to be included or deducted are omitted or duplicated.

23.Cash basis accountinginy person shall, in maintaining accounts on daasis of his
income earned from employment, business or investment for tax purposes, subject to this
Act, do as follows:

(a) To treat as income only that which is received at the time when payment is
received by him or made available to him and inclitdehis income.

(b) To deduct for expense only after he pays out.

24.Accrual basis accountingl) Any person shall, in maintaining accounts on the accrual
basis of his income earned from business or investment subject to this Act, for purposes
of tax, any income shall be included in computation of his income, considering that any
payment has been received immediately when the right to receive such payment is
created.

(2) For the purposes of making deductféfin computing income earned by any
personas mentioned in sukection (1), the following expenses shall be deemed to have
been borne:

(a) If any payment involving such expenses has been made in lieu of a payment made
by any other person, the expenses shall be deemed to have been borne in the
following circumstances:

(1) The person has the liability to make that payment,
(2)'*1 The value of such liability can be ascertaiived realistic manner, and
(3) Payment has been received from another person.

(b) In all other circumstances except thanti@ed in clause (a), an expense shall be
deemed to have been borne at the timenvgagment is made

(3)!*2 Notwithstanding anything contained in ssiction (1), the Department
may recognize the accounting specified by the Nepal Rastra Bank with respect t

11%Amended by th&inancial Act, 2075(2018).
IAmended by the Financial Act, 2075(2018).
2Amended by the Financial Act, 2075(2018).
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banking business, subject to the Nepal Rastra Bank Act, 2058 (2002) and prevailing
laws relating to banking.

Provided that a cooperative organization may keep accounting of interest
income on cash basis.

(4)'**Where, in computing, on the accrual basis,income earned by any
person from a business or investment, any payment receivable by that person is
included or any payment to be borne by that person is deducted, and a difference
occurs in the amount received or paid by that person because oélimtelifference
in the exchange rate, the difference has to be adjusted in receiving or making
payment.

25.Reverse of the amounts including bad débtMWhen maintaining accounts of the
amounts received and expenses borne in the computation of thesieeoned by any
person from any employment, business or investment, the person has to make proper
adjustments at the time of reimbursement, recovery, relinquishment of claim, writing off,
or remission in any of the following circumstances:

(a) Where thapersont¥pays back such amount, or recovers the expense, as
the case may be,

(b) Where the accounts of the amount received have been maintained on the
accrual basis and the person subsequently relinquishes his right to receive
that amount or where that aomt is a debt claim of that person and he
writes off the debt as a bad debt, or

(c) Where the accounts of the expense incurred have been maintained on the
accrual basis and the person subsequently relinquishes his liability to incur
such expense or whetteat expense is a debt claim, the person whom the
debt is to be repaid remits the debt.

(2) Any person may relinquish the right to receive any amount or to write off
the debt liability of that person as a bad debt only in the following circumstances:

(a) In the case of a debt claim of any financial institution or bank, the debt
claim is converted into a bad debt as per the specified criteria, and

(b) If, after having followed all proper measures to receive payment in
circumstances other than those reddrto in clause (a), that person is
reasonably satisfied that the right or debt claim cannot be realized or
recovered.

26.Method of deriving average of amounts includible and deductible undetdamg
contract: (1) For purposes of computing the incoesned by any person from any
employment, business or investment in any income year, the estimated amounts
includible and deductible according to the sum of sequential increase as per the
percentage of completion of the contract under the-teng contrat of that person, shall
be deemed to have been received or spent.

13Amended by the Financial Act, 2075(2018).
14amended by the Financial Act, 2075(2018).
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Explanation: For purposes of this Section, "ldagn contract” means any
contract of the following nature:
(a) A contract with a validity period of more than twelve months, and

(b) A contract with a deferred consideration except a contract which is concluded
for production, installation or construction or for the discharge for relevant
services for each of such works or which does not contain such elements.

(2) A contract with a deferredonsideration, a contract to be included
according to the sum of sequential increase, a contract to be deducted according to the
sum of sequential increase, an excluded contract and a contract of completion
percentage shall be as prescribed.

Chapter-7

Quantification, Allocation and Characterization of Amounts

27.Quantification of amountg1) Any payment has to be quantified equal to the following
amount:

(a) In the case of a payment made by way of transfeffing.......... property by
any person tanother person, amount equal to the market value of the
transferred®....... property,

(b) The amount to be determined as prescribed for the payment made for the
provision of the following matters or the amounts talbeermined pursuant to
clause €) whee there is no provision for determining the amount:

(1) A motor vehicle used or made available for use for personal purposes of
the recipient of payment in full or in part, or

(2) A building made available for the recipient of payment.

(c) The amount wich remans by deducting the contributions of the recipient of
payment from the expenditure made by the person making payment for the
provision of the following:

(1) The services of a caretaker of the house, cook, driver, gardener or other
domestic assiant,

(2) Any food, beverage or entertainment, or

(3) Services like water, electricity, telephone installed in the residence of the
recipient.

1%Deleted by the Financial Act, 2075(2018).
1¥Deleted by te Financial Act, 2075(2018).
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(d) If the interest paid by any person who has to receive payment in any income
year for a loan is less tharetamount of interest to be paid as per the
prevailing interest rate, the amount to the extent of such a less,

(e) In respect of a payment except the payment referred to in clauses (a), (b), (c)
and (d), if a third person receives payment instead of thgieat of payment,
the amount equal to the value of benefit derivable generally.

(2) The time when a payment is earned, received, made, borne or otherwise
worked out for tax purposes in respect of clauses (a) and (e)-s&stibn (1) shall be
the timewhen the quantification of amounts has been made.

28.Conversion into money1) If the income of a person and the amounts to be included and
deducted in assessing the income has been quoted in other currency except Nepalese
rupees, such amounts have &donverted into Nepalese rupees.

(2) If the amounts to be included or deducted in computing the income of any
person in any income year have been quoted in other currency exceptNepalese rupees,
such currency has to be converted into Nepalese rupeesths p&change rate
prevailing at the time when the amount was received, expended, paid, or otherwise
worked out for tax purposes.

(3) Notwithstanding anything contained in ssdxtion (2), if the Department has,
by issuing a notice in writing, given perssion for purposes of that sgbction, any
person may apply the average exchange rate prescribed by the Department.

29 17 Indirect paymentdf any person gets indirect benefit from the payments made by the
payer or a person associated with him or sgaitifier person to receive the payment, the
Department may, by issuing a notice in writing, treat such other person or specified
person as the recipient of payment.

30.Investment under joint ownershifny person shall allocate the amounts to be included
or deducted in computing the income for purposes of computing the income earned from
the investment under joint ownership with other persons on the basis of proportion of the
respective interests of the joint owners in that investment.

31.Characterizatio of payment for compensatioifiiany person or his associated person has
received any compensation amount for the following matters including payments for
insurance, at the time of receipt of the amount for the compensation, such amount has to
be includedas the case may be,in computing the income earned from employment,
business or investment:

(a) Compensation for any income earned or likely to be earned by that person
from any business or investment or for any amount to be included in the
computatiorof that income, or

(b) Compensation for any loss suffered or likely to be suffered by that person from
any business or investment or for any expenses to be deducted in the
computation of that income.

’Amended by the Financial Act, 2075(2018).
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18rovided that,

(1) The amount of payment of competisa for physical damage of the
resident individual from personal accident shall not be included in the
income and such expenses in treatment of damage from such accident shall
not be claimed for tax adjustment pursuant to Section 51.

(2) The compensatioamount to be received for the death of an individual
shall not be included in the income.

32.Characterization of payment under annuities, installment sale and financial1gasey
payment made by the person who acquires a property under annuiisiibment sale
or payment made to any person for the use of any property under a financial lease shall be
treated as the interest and return of capital under the debt claim under this section.

(2) All payments referred to in stgection (1) have to balculated in gross and
the total sum thereof has to be divided into two portions as follows:

(a) Capital portion comprising all payments for annuities as per necessity or
equivalent to the market value of any property at the time of selling that
propertyby installment or leasing it, and

(b) Interest portion to be set by subtracting the capital portion from the total
sum of all payments referred to in subsectipn (

(3) Total payment schedule shall be provided by clearly setting out the capital
and inerest portions,..1*%n determining installments, at the time when annuity,
installment sale or financial lease is made. One who cannot provide such schedule has
to treat the interest and principal portion, annuity, installment sale or financial lease as
if they were mixed loans with interest to be kept on adding in every six months and
allocate them in payments as referred to insedtion (1).

(4) The borrower has to pay the principal in part and the interest in part by
working out the portion of intes¢in the due and payable principal at the time of each
payment in a manner that thate of interest is the same during the period of loan of
payment to be made pursuant to-selotion (1) as if it were a mixed loan.

(5) The following terms have to be filled in making a lease under a financial
lease pursuant to this section:

(a) Where the lease agreement contains an option that ownership is
transferred after expire of the validity period of the lease or the lessee can
purchase that property at a cantprice or a foreseen price after expire of
the validity period of the lease,

(b) Where the period of lease exceeds sevBwgypercent of the useful life
of that property,

13 nserted by the Financial Act, 2075(2018).
1Deleted by the Financial Act, 2075(2018).
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(c) Where the estimated market value of that property after expire of the
periodof the lease is less than twenty percent of the market value of that
property prevailing at the beginning of the lease,

(d) In the case of a lease that commences prior to the ultimate tfienty
percent life of the useful life of the property, wheredheent value of the
minimum lease payment is equal to ninety percent of the market value of
that property at the time of commencement of the period of the lease or
more than that, or

(e) Where a property has been prepared in a special manner fasie le
and, after expire of the period of lease, that property is not of practical use
for any other person except the lessee.

(6) Each payment referred to in ssiction (1) shall be divided into two
portions pursuant to stdection (3), and the interesintion under the debt claim has
to be treated as paid or to be paid interest and the capital portion as repayment of
capital.

(7) A lessee under a financial lease shall be treated as the person having
ownership of the property leased, and the lesserisdatbated as having debt claim
over the lessee.

(8) The current value of the lease payment has to be computed by applying
discount rate equal to the normal interest rate.

Explanation: "Period of lease" means and includes an additional period for
whichthe Jessee is entitled to have the lease renewed.

33.Price transfging and other arrangements between associated pe¢$pifsany
provision is made between the associated persons and the provision is operated as per
arms length, the Department may,issuing a notice in writing, distribute, appropriate or
allocate the amounts to be included or deducted in computing the income between those
persons in such a manner as to reflect the taxable income or the payable tax that could be
set for them.

(2) In carrying anything mentioned in sgbction (1), the Department may do as
follows:

(a) To recharacterize any income, loss, amount or source and type of
payment, or

(b) Where various expenses including main office expenses which any person
had to incuto operate any business have yielded benefits to the associated
person or persons, to allocate such expenses between the associated
persons on the comparative basis of the turnover of the business.

34.Division of income(1) If any person attempts tovilile his income with another person
and it appears that it will anyhow lessen the payable tax, the Department may, in order
not to allow such less in liability, have the amounts to be included or deducted in
computing the income of each person adjustediting a notice in writing.
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(2) The transfer of the following amounts by one or more interposed entities
directly or indirectly between persons and associated persons as mentionedautisub
(1) and circumstances where attempts are made to divideéntmolessen the tax
required to be paid by the persons or associated persons by virtue of that transfer shall
also be includesd.

(a) The amounts to be received and expenses to be incurred, or

(b) The amounts to be received or used from any propertyebyansferee of
that property or expenses incurred or payment made by that person for the
acquisition of ownership of that property.

(3) In determining as to whether or not any person has "attempted to divide
any income pursuant to slection (2), the Bpartment shall take the market value of
any payment made for the transfer as the basis.

35. General rule against tax avoidanEer purposes of ascertaining the tax liability pursuant
to this Act, the Department may carry out the followings:

(a) To recharacterize any arrangement or any part of such arrangement made or
attempted to be made as a part of a tax avoidance scheme,

(b) To disregard any arrangement or any part of such arrangement that does not
show any substantial effect, or

(c) To rechamcterize any arrangement or any part of such arrangement that does
not show any substantial element.

Explanation: For purposes of this Section, "tax avoidance scheme" means any
arrangement with a main objective to have avoidance of tax liability orsenles
the tax liability.

Chapter-8

Assessment of Net Profit from Property and Liability

36. Net profits from property and liability1) The net profits derived from the disposal of
business assets or liability of a business of any person for any inconshgtde
computed by deducting the following losses from the sum of all profits derived from the
disposal of business assets or liability of that business in that income year:

(a) The sum of all losses suffered in that year from the disposal of business
assets or liability,

(b) The loss that could not be deducted elsewhere out of the net loss suffered
from any other business of that person in that year, and

(c) The loss that could not be deducted out of the net loss suffered from that
business in anyncome year or from any other business of that person in
the past.
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(2) The net profits derived from the disposal of taxable nonbusiness assets of
investment of any person for any income year shall be computed by deducting the
following losses from the suwf all profits derived from the disposal of taxable nhon
business assets of that investment in that income year:

(a) The sum of all losses suffered in that year from the disposal of non
business taxable assets of that investment,

(b) The loss that couldoh be deducted elsewhere out of the net loss suffered
from any other business or investment of that person in that year, and

(c) The loss that could not be deducted out of the net loss suffered from that
investment, any business or any other investmetitadfperson in any past
income year.

(3) Any person can make a claim for deduction pursuant teseation (1) or
(2) in respect of a loss suffered from the disposal of the property or liability of foreign
source only to the extent of the benefit dedi®m the disposal of any property or
liability of foreign source.

(4) If any person is entitled, under ssiction (1) or (2) to deduct the net loss
suffered from a business or investment in more than one computation pursuant to sub
section (1) or (2)he may select computations for the purpose of deducting that loss or
portion thereof.

Explanation: For purposes of this Section,
(1) "Net loss" means,

(a) In respect of any business, the amount to the extent that the loss suffered
from the disposabf the business assets or liability of that business in any
income year exceeds the profit derived from the disposal of business assets
or liability of that business in that year, and

(b) In respect of any investment, the amount to the extent that the los
suffered from the disposal of the taxable #iusiness assets of that
investment in any income year exceeds the profit derived from the disposal
of taxable norbusiness assets of that investment in that year.

(2) "Net loss that could not be deducted"amg with respect to any business or
investment:

(a) The loss in any income year that could not be deducted, pursuant to clause
(b) or ( c) of suksection (1) or clause (b) or ( c) of sséction (2), out of
the net loss suffered by that business orstment in that income year,
and

(b) Any such loss of that business or investment referred to tsestilon (7)
of Section 20 that could not be deducted and is not qualified for remission
by virtue of the timdimit referred to in suksection (1) or (2) oSection
20.
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37.Profit and loss made from property and liability) The profit derived by any person
from the disposal of any property or liability has to be computed, considering it to be the
extent that the sum of the income derived from that ptppediability exceeds the sum
of the outgoings for that property or liability at the time of disposal.

(2) The loss suffered by any person from the disposal of any property or liability has
to be computed, considering it to be the extent that the stime outgoings for that
property or liability exceeds the sum of the income earned from that property or liability
at the time of disposal.

38.Expenses and net expenses for property and liakilijyfhe following expenses shall be
included in the expeses for the property or liability of any person, subject to this Act:

(a) In respect of any property, the expenses made by that person in acquiring
that property, inclusive of the following amounts:

(1) The related expenses made in the constructiompestliction of that
property, and

(2) *2°Any amount required to be includedthe computation of the
income of that person as a result of acquisition of such property.

(b) The expenses made by that person in obtaining the ownership of that
property or lidility, inclusive of the expenses incurred in the alteration,
improvement and repair and maintenance of the property or liability, and
the expenses in the repair and maintenance of the property,

(c) The expenses made by himthe disposal of the property liability, and

(d) Casual expenses made by him in acquiring the property or bearing
liability and disposing such property or liability.

Provided that the expenses referred to in clauses (a), (b), (c), (d), and (e) of
subsection (1) of Section 21 aride expenses that are allowed to be deducted
in the assessment of income are not requirdettimcluded in such expenses.

(2) The net expenses for any property or liabilityrat goarticular time shall be so
computed as to consider the amounts to dent of excess of the sum of all expenses for
that property or liability than the sum of all incomes for that property or liability at that
time.

(3) The amount of expenses to be deducted in computing the income as referred to in
Chapterss and 7 shalbe deemed as if they were made in respect of the expenses for any
property or liability, and shall be applicable in respect of the exgsamferred to in sub
section ().

Provided that Section 26 shall not apply to the abovementioned provision.

39.Income and net income for property and liabili¢¥) The following amounts shall be
included in the incomes for the property or liability of any person, subject to this Act:

2Amended by the Financial Act, 2075 (2018).
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(a) The amounts received, in respect of the liability, by that person in bearing
theliability,

(b) The amounts to be received by that person in acquiring the property or in
respect of bearing the liability, including the amounts acquired by altering
or lessening the value of the property or increasing the liability, and

(c) The amountseceived or to be received by that person in respect of the
disposal of that property or liability.

Provided that the amount exempted from tax, taxaivleunt?}payment
subject to tax deduction finally or the amounts to be included in the income
in assesing the income of that person shall not be included in such income.

(2) The net incomes for any property or liability at any time shall include the
amounts to the extent of excess of the incomes for that property or liability than the
sum of all expensdsr that property or liability at that time.

(3) The amount to be included in the income in computing the income as
referred to in Chaptet® and 7 shall be deemed as if they were made in respect of the
incomes for any property or liability, and shalldeslt with pursuant to sedection

(1).
Provided that Section 26 shall not apply to the abovementioned provision.

40.Disposal of property or liability(1) If the ownership of any person over any property
ceases, he shall be deemed to have disposeprtgeerty. The disposal of property has to
include acts such as distribution of the property by the owner of the property,
amalgamation of the property in other property or liability, sale of the property in
installments or lease out to any other persmhen a financial lease, cancellation, destroy,
loss, expiration or surrender of the same.

(2) If the burden of liability of any person ceases, he shall be deemed to have
disposed that liability. The disposal of liability has to include acts such as ssttjem
cancellation, release and completion of the liability or amalgamation of liability in other
liability or property.

(3) Notwithstanding anything contained in ssdxtions (1) and (2), any person
shall be deemed to have disposed any property or fiallthe following circumstances:

(a) In respect of an individual, immediately before the death of that person,

(b) In respect of any property, if the sum of the incomings for that property
exceeds the sum of the outgoings for that property,

(c) In repect of any property subject to debt claim,

(1) If it has become a bad debt as per the standards as prescribed in respect
of a debt claim of a bank or financial institution, and

2IaAmended by the Financial Act, 2075 (2018).
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(2) If, in any other circumstance, that person has reasonably believed th
debt claim asi0 recoverable

Provided that the person has to have already pursued all proper
measures to recover that debt claim.

(d) If any person has started using business assets, nonbusiness taxable assets,
depreciable property or stockirade ina manner to alter the type thereof,
immediately before the use of the altered form of that property,

(e) In the circumstances referred to in Section 57 in respect of any entity, and

(H Immediately before that person has become arasigent person, eept
the land or building situated in Nepal.

(4) If any person disposes any property by leasing it under a financial lease
pursuant to susection (1), the lessee of that property shall be deemed to have
acquired the ownership of that property at theetof disposal.

(5) The following provisions shall apply for purposes of computing the profits
derived by any person from the disposal of the property or liability:

(a) The amounts of net expenses for any property under ownership of any
person at the timef commencement of this Act shall be deemed to be
equal to the market value of the property prevailing at that time,

(b) The amounts of net incomes for liability of any person at the time of
commencement of this Act shall be deemed to be equal to ihenhas
per the market value of the liability prevailing at that time.

41.Disposal along with retention of property or liabilitif:any person disposes any property
or liability in any manner referred to in clauses (c), (d), (e) and (f) ebsuation(3) of
Section 40, the following provisions shall apply:

(a) In respect of property,

(1) That person shall be deemed to have received the amount equal to the
market value of that property at the time of disposal for the disposal,
and

en that poperty is redisposed, the net outgoings made for that

(2) 1*AWhen th is redi d, th [ de for th
property until the time of disposal pursuant to this Section shall be
deemed to be equal to the amount receivable.

(b) In respect of liability;
(1) That person shall be deemed to have spent thargrequal to the

market value of that liability at the time of disposal for the disposal,
and

22 Amendedby the Financial Act, 2075 (2018).
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(2) 2%When that liability is redisposes, the incomings derived for that
liability pursuant to clause (1) until that time shall be deemed to be
eqgual to the amoumf expenses.

42 Disposal through installment sale or financial ledfsany person disposes any property
by way of installment sale or lease under a financial lease to any other person, the
following provisions shall apply:

(a) The person who has disged the property shall be deemed to have received
the amount equal to the market value of that property at the time of disposal
for the disposal, and

(b) The person who has acquired the property through disposal shall be deemed to
have incurred cost insum equal to clause (a).

Provided that this provision shall not be applicable where the provision of
Section 45 applies.

43. Transfer of property to husband, wife or former husband, Wigsy individual who is a
divorcee or lives apart upon havingiitzon share disposes a property by transferring it to
her husband, his wife or former husband, wife, and that husband, wife or former husband,
wife makes a choice in writing to have this Section enforced, the following provisions
shall apply:

(a) That erson shall be deemed to have obtained, for disposal, the amount equal
to the net expenses incurredmediately before the disposal, and

(b) The person who has acquired the property through transfer shall be deemed to
have incurred cost in a sum equattause (a).

44, Transfer of property after deatlf. the ownership of any property is disposed through
transfer to any other person because of death of any individual, the following provisions
shall apply:

(a) That person shall be deemed to have obthifue disposal, the amount equal
to the market value of that property prevailing at the time of disposal, and

(b) The person who has acquired the property through transfer shall be deemed to
have incurred cost in a sum equal to clause (a).

45, Transferbetween associated persons and othermnarket transfers(1) If any person
disposes any property by transferring it to an associated person or any other person for no
consideration, the following provisions shall apply:

(a) The person who has dispasine property shall be deemed to have
received the amount equal to the market value of that property at the time
of disposal for the disposal, and

(b) The person who has acquired the property through disposal shall be
deemed to have inoed cost in alsm equal to clause (a).

23nsertedby the Financial Act, 2075 (2018).
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Provided that this provision shall not apply where the provision of
Section 45 applies.

(c) In the case of the property transferred pursuant to subclause (5) of clause
(r) of Section 2, the costs incurred by the person transfiestinh property
shall be deemed to be the costs incurred by the person acquiring such

property.

(2) Notwithstanding anything contained in sséction (1), if any person
disposes any business assets;Imasiness?4axable assets or property remaining as
stock-in-trade by transferring ownership over such property to any associated person
and the matters contained in ssdxtion (6) are fulfilled, the following provisions
shall apply:

(a) That person shall be deemed to have received the amount equaldb the
loss suffered for that property immediately before the disposal, for the
disposal, and

(b) The person who has acquired the property through transfer shall be
deemed to have incurred cost in a sum equal to that mentioned in clause

(a).

(3) Notwithstaading anything contained in sigection (1), if any person
disposes any depreciable property by transferring ownership over such property to
any associated person by fulfilling the matters contained wssation (6), the
following provisions shall apply:

(a) That person shall be deemed to have received, for the disposal, the amount
eqgual to the remaining value of the group of the descending system
pursuant to Section 4 of Sched@at the time of disposal, and

(b) The person who has acquired the propthrough transfer shall be
deemed to have incurred cost in a sum equal to that mentioned in clause

(a).

(4) If any person disposes any liability by transferring it to an associated
person pursuant to this Section or by transferring it to any otharrperithout
12%jiving any value, the following provisions shall apply:

(a) The person shall be deemed to have incurred cost for the disposal in a sum
equal to the market value or the net income earned for the liability
immediately before the disposal, whester is lower, and

(b) The transferee of the liability shall be deemed to have received an amount
equal to that liability in respect of assumption of the liability.

Provided that this provision shall not be applicable where the provisions of
Sections 4&nd 44 apply.

24Amended by the Financial Act, 2075 (2018).
2°Amended by the Financial Act, 2075 (2018).
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(5) If any person disposes any liability assumed in earning income from any of
his business by transferring it to an associated person, by fulfilling the matters
mentioned in susection (6), the following provisions shall apply:

(a) Theperson shall be deemed to have incurred cost for the disposal in a sum
equal to the net income earned for the liability immediately before the
disposal, and

(b) The associated person shall be deemed to have received an amount equal
to that amount in reggt of assumption of the liability.

(6) For purposes of sedections (2), (3) and (5), the following matters have to
be fulfilled:

(a) The disposed business assets, stngkade or depreciable assets of
business shall be the business assets,-steitkde or depreciable assets of
business of the associated person immediately after the transfer by the
person making such disposal.

(b) The disposed nehusiness taxable assets, statkrade or depreciable
property of any investment shall be the buseassets, nelousiness
taxable assets stodk tradeor depreciable property of the associated
person immediately after the transfer by the person making such disposal.

(c) In the case of any liability, the liability has to be transferred to the
associted person for the earning of income from any business or
investment of the associated person.

(d) The transferor and the associated person shall have to be residents at the
time of transfer, and the associated person has not to be a person enjoying
tax exemption.

(e) The ownership vested in that property or burden vested in that liability
shall continue to exist fifty percent as the case may be.

() Both of that person and the associated person have to make request in
writing in order to enforce an @pn under suksection (2), (3) or (5), as
the case may be.

46.Involuntary disposal of property or liability with substituti¢f) If any person, no later
than one year of the involuntary disposal of any property in any mode out of the modes
mentionedm subsection ( 1) of Section 40, acquires ownership over other property of
similar type in lieu of that property and makes request in writing to have this Section
applied, it shall be as follows:

(a) That person shall be deemed to have received, falishesal, an amount
equal to the sum of the following amounts:

(1) Net expenses for that property immediately before the disposal, and

(2) If the amount derived from the disposal exceeds the expenses incurred
in acquiring the substituted property, #r@ount of such excess, and
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(b) The person shall be deemed to have incurred expenses in a sum equal to
the sum of the following amounts, in acquiring the substituted property.

(1) Net expenses for the disposed property immediately before the
disposal, ad

(2) If the expenses incurred in acquiring the substituted property exceed
the amount derived from the disposal, the amount of such excess.

(2) If any person, no later than one year of the involuntary disposal of any
liability in any mode out of the med mentioned in sufection (2) of Section 40,
bears other liability of similar type in lieu of that liability and makes request in
writing to have this Section applied, it shall be as follows:

(a) That person shall be deemed to have incurred expenst® fhisposal, in
a sum to be set by subtracting the amount mentioned in clause (2) from the
amount mentioned in clause (1):

(1) Amount for netncomes for that liability immediately before the
disposal, and

(2) If the expenses incurred in making thepdsal exceed the amount in
assuming the substituted liability, the amount of such excess expenses.

(b) The person shall be deemed to have received a sum equal to the sum of the
following amounts, in acquiring the substituted liability:

(1) Net incomedor the disposed liability immediately before the disposal,
and

(2) If the amount derived in assuming the substituted liability exceeds the
expenses incurred in making the disposal, the amount of such excess.

(3) The circumstances where involuntargptisal is created after substitution
of one security of any entity for another security as a result of a change in the security
of the interest in the entity or restructuring of the entity shall be as prescribed.

47.Disposal upon amalgamation of propeatyd liability: (1)If, as a result of acquisition of
any property or bearing of any liability by any person, any other property under
ownership of, or any other liability borne by, that person ceases or is amalgamated and
thus disposal takes places, tliba following provisions shall apply:

(a) Where net expenses were incurred for the amalgamated property or
liability immediately before disposal, that person:

(1) shall be deemed to have received an amount equal to the net expenses
in respect of the digsal of the amalgamated property or liability,

Provided that such amount shall not exceed the amount received by
that person for the amalgamated liability.
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(2) shall be deemed to have incurred expenses in a sum equal to that
amount in holding ownership dearing liability of the amalgamated
property.

(b) Where net incomes were earned for the amalgamated liability in respect of
the amalgamated liability, immediately before the disposal of the liability,
that person:

(1) shall be deemed to have incureegbenses in a sum equal to net
incomes for the disposal of the amalgamated liability,

Provided that m the case of the amalgamated property, that amount
shall not exceed the amount spent by that person in acquiring that

property.

(2) shall be deemed t@te received an amount equal to that amount in
holding ownership of or bearing liability of the amalgamated property.

(2) Without prejudice to the mtats contained in subsection),(that sub
section shall also apply to the following circumstances:

(a) If that person carries out an act of acquisition or sale of any property,
(b) If that person acquires the property leased, and
(c) If the guaranteed liability is transferred by the transferee.

47A1?%Special provision on disposal as a result of mergbusiness(1) In the case of
merger or acquisition of entities of the same nature carrying on banking and financial
business or insurance business, the provisions of clauses (a), (b ), (d), (e), (f) and (g)
of subsection (2) of Section 57 and saédion (3) of the same Section shall not apply.

Provided that if there remains any loss of the entity not in existence due to
merger which could not be deducted, such loss shall be deducted on pro rata in the
upcoming seven years. If the entity so dedudtiregloss in equal installment is-re
divided prior to the deduction of the whole loss, tax shall be paid in amount
deducted for such loss at the rate of tax prevailing in the fiscal year in which merger
or acquisition took place.

(2) If the property anddbility are disposed upon the merger of the entities
pursuant to susection (1), it shall be as follows:

(a) In the case of stoein-trade and business assets,
(1) Amount equal to net expenses for property immediately before the
disposal shall beeemed to have been received by such person for
such disposal, and

(2) Amount equal to that mentioned in scllause (1) shall be deemed to
have been spent by the person acquiring property,

28 nsertedby the Financial Act, 2075 (2018).
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(b) In case of disposal of depreciable property,

(1) Amount egal to the remaining value of the group of descending
system pursuant to Section 4 of Schedubd the time of disposal shall
be deemed to have been received for such disposal, and

(2) Amount equal to that mentioned in scdllause (1) shall be deemed to
have been spent by the person acquiring property.

(c) In case of disposal of liability,

(1) Amount equal to the market value immediately before the disposal or
to the net income of liability, whichever is lesser, shall be deemed to
have been spenylihat person for such disposal, and

(2) Amount equal to that mentioned in stlhuse (1) shall be deemed to
have been received by the person bearing liability as result of bearing
such liability.

(d) The entity amalgamating the business or the ergitygoamalgamated
shall, in computing the cost of property and liability, compute only the cost
of the property and liability maintained at the time of operating such
amalgamated business (before merger or acquisition) by the amalgamated
entity pursuant talauses (a), (b) and ( c).

(3) In the case of additional lump sum payment to be made for the purpose of
granting retirement in a group to the employees working in the entity disposed upon
being amalgamated or the entity post the merger pursuant-tesgidn (1), tax
deduction shall be made from the payment by giving exemption of fifty percent of the
rate by which tax has to be dedutfeom the retirement paymergxcept the
payment to be made through retirement fund or as mentioned in the terms of
condtions of the employee).

(4) If the shareholders existing in the entity being disposed after amalgamation
pursuant to sulsection (1) dispose their shares through sale within two years of such
amalgamation, no capital gain tax shall be levied in theegimed from such
disposed shares.

(5) No tax shall be levied in dividends distributed to the shareholders existing
at the time of amalgamation of the entity pursuant tesadbion ( 1) within two years
of such amalgamation.

(6) The entity willing to beamalgamated pursuant to sslection ( 1) shall
provide the letter of intent for amalgamation to the Inland Revenue Department not
later thant?’the end of Ashad 2078 (14 July 2021).

(7) The entity submitting the letter of intent for amalgamation pursioesub
section (6) to be amalgamated pursuant tessadtion (1) shall completthe
procedure not later thaf®the end of Ashad 2078 (I 4 July 2022).

2/amended by the Financial Act, 2075 (2018).
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(8) The entities that are amalgamated after the commencement of this Section
but have not utilized the faity referred to in this Section may also utilize the facility
accordingly.

(9) The provision of this Section shall not be deemed to be applicable to an
entity that does not submit the letter of intent within the time specified Hsettipn
(6) and toan entity that does not complete the process of amalgamation within the
date mentioned in suection (7).

48.Disposal of property and liability through divisioif:the rights related with any property
owned by or the burdens related with any liapitibrne by any person devolve on any
other person also by way of lease of any property or any part thereof, the following
provisions shall apply:

(a) Where the rights or burdens are permanent, that first person shall be deemed to
have disposed any pairttthat property or liability but not to have acquired any
new property or liability, and

(b) Where the rights or burdens are temporary or contingent, that first person shall
be deemed not to have disposed any part of that property or liability.

Providedthat such person shall be deemed to have acquired a new property or
assumed a new liability, as the case may be.

49, Disposal through allocation of incomes and exper(@¢#\ny person shall, in the
following circumstances, allocate the expenses or iesomade in acquiring, bearing or
disposing any property or liability between properties and liabilities, on the basis of the
market value at the time of acquisition, bearing or disposal, as the case may be:

(a) Where one or more properties are acquiredna or more liabilities
assumed at the same time,

(b) Where one or more properties or liabilities are disposed at the same time.

(2) If any person who holds ownership of any property or bears any liability
disposes any part of that property or lidlilthe net expenses or net incomes of that
property or liability immediately before the disposal have to be allocated in the
portion of the disposed property or liability and in the remaining portion, as the case
may be, on the basis of the market vaheréof immediately after the disposal.

Chapter-9

Special Provisions Relating to Individual

50.Spouse(1) Both a resident individual and his/her resident husband or wife may, by
giving a notice in writing, choose to be treated as one individual inpEwfie income
year for tax purposes.

28Amended by the Financial Act, 2075 (2018).
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(2) The husband or wife out of the spouses who choose the provision contained in
subsection (1) in respect of any income year shall be jointly and severally responsible
between each other for the tax payable by thethat year.

(3)'?° Notwithstanding anything contained in ssictions (1) and (2), a resident
widow or widower responsible for bearing dependent shall be deemed as couple.

51.Tax adjustment for medical treatmegit) Any resident individual may make kien for
adjustment of tax for medical treatment in any income year for the approved medical
expenditure incurred by himself or through any other person for himself.

(2) The tax adjustment amount for medical treatment of an individual in any
income yearIsall be computed also by adding any amount, if any, referred toin sub
section (4) to the amount to be set by fifteen per cent of the approved medical treatment
expenditure referred to in sigection (1).

(3) Notwithstanding anything contained in ssdxton (2), the amount of tax
adjustment for medical treatment claimed by an individual in any income year shall not
exceed the prescribed limit.

(4) In the case of any individual in any income year, the excess amounts as
mentioned in clauses (a) and (b),taghe following limit, may be carried forward and be
included in the amount referred to in ssdxtion (2) in the forthcoming years:

(a) Where the amount referred to in ssiection (2) exceeds the limit referred
to in subsection (3), the amount of duexcess, and

(b) The amount to the extent that the person referred to in clause (a) of Section
3 is not allowed to use tax adjustment for medical treatment because of
being less the amount of tax payable by that person in that year.

Explanation: For pyoses of this Section, "approved medical treatment
expenditure” means the approved medical treatment expenditure as prescribed.

Chapter-10

Special Provisions for Entities

52.Principle of taxation applicable in respect of entit{@3:For purposes ofgyment of tax,
any entity shall be responsible distinctly from its beneficiaries.

(2) Distributions to be made by an entity shall be as mentioned in Section 53, and
in distribution to be so made, tax shall be imposed on its beneficiaries pursuantdo Secti
54.

(3) The amounts derived by and expenses borne by an entity shall be deemed to
have been received or borne by the entity irrespective of whether or not the entity has
derived the same or borne expenses for another person.

29nsertedby the Financial Act, 2075 (2018).
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(4) A property under ownship of an entity and the liability borne by it shall be
deemed to be under ownership or burden of the entity. Such property under ownership
and liability borne shall not be deemed to be under the ownership or burden of any other
person.

(5) Foreign incone tax paid by the manager, beneficiary meatity or the entity,
whosoever, for the income of the entity shall be deemed to have been paid by the entity.

(6) Transactions between any entity and its managers and beneficiaries shall be
recognized subjetd Chapter7 and Section 45.

53.Distribution by entity: (1) The following matters have to be included in the distribution
to be made by an entity:

(a) Payment made by the entity to any of its beneficiariemincapacity, or

(b) Capitalization of pofits.

(2) Notwithstanding anything contained in sséction (1), any payment
referred to in clause (a) of that sséction shall be deemed to have been distributed
only in the following circumstances:

(a) Where the payment exceeds the amount paiddgnaficiary to the entity
in exchange for a consideration likely to be obtained from the entity, and

(b) Where the following amounts are not included in the payment:
(1) The amounts included in computing the income of the beneficiary,

(2) The paymentsom which tax has been deducted finally except for
reason of distribution.

(3) Only if the distribution of any entity reduces the value of property or
liability of that entity, such distribution shall be deemed to be a distribution of profits
or reurn of capital.

(4) In any of the following circumstances, a distribution of any entity shall be
deemed to be a distribution of profits, subject to Section 55:

(a) Where the distribution is of a type referred to in-sebtion (3) and the
amount as pehe market value of the property exceeds the total amount of
capital contribution consisting of the market value of the liability of the
entity at the time of distribution and of capitalized profits, as well,
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(b) Where profits are capitalized.

(5) The dstribution referred to in subection (3) shall be deemed to be a
return of capital to the extent of naimstribution of profits.

(6) The distribution of any entity shall be deemed to be a dividend of that
entity to the extent of nereturn of capital.

Explanation: For purposes of this Section, "capitalization of profits" means
and includes any capitalization made by issuing bonus share or similar other interest
or increasing the paidp sum of the interest of that entity or crediting the profits to
the premium and capital account of that entity.

54.Tax in dividend(1) On the dividend distributed by a resident body, it shall be as follows:

(a) 39f dividendis distributed to the shareholder of any company or partner of
any partnership firm, tax shall loaposed as per the mode of final tax
deduction, and

(b) *!No tax shall be imposed on distribution, if any, made by other entities.

(2) The dividend distributed by any noasident person to any resident
beneficiary shall be included in the income of tkeadficiary and tax imposed
accordingly.

(3) BNotwithstanding anything contained in ssiction (1), no tax shall be
levied on the dividend received after tax deduction if it is distributed.

(5) The incomes referred to in Chap8areceivable for the interest of a
beneficiary of an entity have to include the amount for capital return made by any
entity for that interest.

Provided that the dividend distributed by the enstyot required to be included.

55. Dissolution of entity{1) A distribution made in proportion to the portion of profit earned
by and that of capital contributed by any beneficiary in disposing the interests in the
course of dissolution of any entity shall be deemed to be the payment of partial dividend
and patial capital of that entity, if all of the following conditions are fulfilled:

(a) Where any distribution has been made by such entity in respect of
cancellation, release or acceptance of the interest in that entity because of,
inter alia, purchase by themtity of its interest or dissolution of the entity
by following the process oflaw in force,

B%Amended by the Financial Act, 2075 (2018).
BlAmended by the Financial Act, 2075 (2018).
B2Amended by the Financial Act, 2075 (2018).
BPeletedby the Financial Act, 207 (2018).
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(b) Where, except in cases of full dissolution, the rights of the beneficiaries in
the portion of profits of that entity have not been computed in proper
portionor could not be computed reasonably, and

(c) Where the beneficiary who gets that distribution is not an associated person
with the entity after the disposal.

(2) Notwithstanding anything contained in ssdxtion (1), the provisions
contained in that subection and Section 53 shall not be applicable if any entity
purchases the interest of any beneficiary in the entity through the securities market
recognized under the law in force and makes distribution to that beneficiary.

56. Transaction between emntiand beneficiary(1) If a property is disposed through transfer
of ownership over the property in any manner of distribution between an entity and its
beneficiary or in any other manner subject to Section 45, it shall be as follows:

(a) The transferorfahe property shall be deemed to have received, from the
disposal, an amount equal to the market value of the property immediately
before the disposal, and

(b) The transferee of the property shall be deemed to have incurred cost in a
sum equal to that méioned in clause (a) in acquiring the property.

(2) If any liability is disposed through transfer of the liability between any
entity and its beneficiary subject to Section 45, it shall be as follows:

(a) The transferor of the liability shall be deentechave incurred cost, in
disposing the liability, in a sum equal to the market value of the liability
immediately before the disposal, and

(b) The transferee of the liability shall be deemed to have received an amount
equal to that mentioned in claugg in assuming the liability.

(3) If any entity distributes dividends except profits as dividends to any
beneficiary, the amount of such dividends shalinskided in computing the income
of the entity.

Provided that provisions may be made to exclh@entatters contained in this
subsection in any circumstance as prescribed.

57.Change in control(1) If the ownership of any entity changes by fifty per cent or more as
compared to its ownership until before the last three years, the entity shadinbedd®
have disposed the property under its ownership or the liability borne by it.

(1a)'3* For the purpose of computing change in ownership of fifty percent or
more than fifty percent of any entity referred to in-selstion (1), the
following ownership bsuch entity shall only be included:

(a) Ownership held by a shareholder holding one percent or more than one
percent of the total ownership, and

B4 nsertedby the Financial Act, 2075 (2018).
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(b) Ownership held by the associated person of a shareholderholding more
than one percent of the total ogrship of such entity, among shareholders
holding less than one percent of the total ownership.

(2) If the ownership of any entity is changed as mentioned wsscion (1),
the entity shall not be allowed to carry out the following acts after suche&hang

(a) To deduct interest incurred by that entity prior to the change in ownership
and carried forward pursuant to sséction (3) of Section 14,

(b) To deduct the loss suffered by that entity prior to the change in ownership,
pursuant to Section 20,

(c) To carry back a loss suffered after the chang®vnership in any income
year before such change, pursuant tosediion ( 4) of Section 20,2

(d) To make adjustment pursuant to-sgation ( 4) of Section 24, if it has
been calculated for anyreount or expenses pursuant to clause (a) of sub
section ( 4) of Section 24 prior to the change in ownership, and correction
has been made on that amount®expenses pursuant to ssction (4) of
Section 24after the change in ownership,

(e) To make adjstment pursuant to stdection (1) of Section 25, if any
amount has been calculated pursuant to clause dojofection () of
Section 25 prior to the change in ownership and the right to receive that
amount has been relinquished or in the event ofibiaig a debt claim,
such person has written off such amount as a bad debt, after the change in
ownership,

(f) To subtract, pursuant to Section 36, the loss suffered in disposing any
property or liability prior to the change in ownership from the income
earned from the disposal of the property or liability after the change in
ownership,

(g) If premium has been calculated pursuant tedabse (1) of clause (b) of
subsection (4) of Section 60, prior to the change in ownership and such
premium has beereturned to the insured after the change in ownership, to
claim for credit accordingly, or

(h) To carry forward in the forthcoming year the tax paid in respect of a
foreign income prior to the change in ownership, pursuaBttoSection
(3) of Section 71

(3) If the ownership of any entity changes in any manner mentioned-in sub
section (1) in any income year, the parts before and after the change in ownership in
that income year shall be treated as separate income years.

BPeletedby the Financial Act, 2075 (2018).
B¢%Amended by the Financial Act, 2075 (2018).
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58. Provision restricting reduicin of dividend tax:*’(1) An arrangement made by any entity
upon maintaining all of the following arrangements shall be deemed to be an arrangement
made for reducing dividend tax:

(a) Where profit of such entity is reserved, current or expected,

(b) Whee any person who acquires an interest of the entity and the recipient
of the interest or his associated person makes any payment to the present
or previous beneficiary of the entity or his associated person irrespective
of whether or not it is related the acquisition of interest and whether or
not it is made at the time of acquisition of interest,

(c) Where the payment is fully or partly reflected in the profits of the entity,
and

(d) Where the entity distributes dividends to the recipient of irtaresthe
profits cover the dividends fully or partly.

(2) If dividends are distributed by any entity under an arrangement reducing
dividend tax made pursuant to sséction (1), the arrangement shall be deemed to be
as follows:

(a) Payment made by thedipient of interest or his or her associated person
shall not be deemed as payment made by that person but as distribution by
that entity of dividends to the previous or present belagy referred to in
clause (.

(b) Dividends distributed by that éytto the recipient of interest shall be
deemed as equal to a sum to be set by subtracting the amount of payment
said to have been made from the dividends referred to in clause (a).

Chapter-11

Special Provisions on Banking and Insurance Business

59.Barking business{1) In computing the income or loss made by any person. carrying on
a banking business from that business in any income year, it shall be separately computed
as if the banking business were a business distinct from any other businedsocabye
that person.

(Ia)**® Amount up to five percent of the amount of loan due to be recovered kept
in the risk bearing fund by the person operating banking business and amount managed
for nonbanking property shall be deducted as expenses, subjectstauidards
prescribed by the Nepal Rastra Bank.

B’Amended by the Financial Act, 2075 (2018).
B9 nsertedby the Financial Act, 2075 (2018).
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(1b)3° Amount up to five percent of the amount of loan due to be recovered kept
in the risk bearing fund by a cooperative organization shall be deducted as expenses.

(Ic)**°If expenses are accounted from ghefits where the risk bearing fund is
maintained pursuant to siections (1 a) and ( 1 b ), the same shall not be remitted, and if
the amount held in such fund is capitalized or profit or dividend is distributed, its hall be
included in the income in thegear in which it is distributed .

60.General insurance busine§s) In computing the income or loss made by any person
carrying on a general insurance business from that business in any income yeahét shall
separately computed as if the insurance business were a business distinct from any other
business carried on by that person.

(2) In computing the income of any person carrying on the insurance business in
any income year, it shall be done as follows:

(a) In income, in addition to any other amounts required to be included, the
following amounts, as well, have to be included:

(2) Amounts for premium of insurance including premium for reinsurance
received by that person from that business in that gedr,

(2) Amounts received in that year from payments referred to htlswise
(1) of clause (b) for any contract of reinsurance, security, guarantee or
compensation.

(b) In expenses, in addition to the amounts that can be deducted, the following
amountsas well, may be deducted:

(1) Payments made by that person as an insugerating that business
in that year, and

(2) Premiums included pursuant to stlause (1) of clause (a) in
computing the income earned from that business in that year or last
year and returned to the insured in that year.

(3)*3Sum of the following amounts kept in the risk bearing fund:

(a) Amount up to fifty percent of the net insurance cost shown in the
profit and loss account of any year, and

(b) Amount up to one hundreddfifteen percent of the remaining
amount for payment of claim at the end of any year.

B9 nsertedby the Finandl Act, 2075 (2018).
M9nsertedby the Financial Act, 2075 (2018).
1Deleted by the Financial Act, 207 5 (2018).
¥Deleted by the Financial Act, 207 5 (2018).
3 nsertedby the Financial Act, 207 5 (2018).
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Provided that the amount received as deduction in expenses in
any year pursuant to this selause shall be included income
incomputing the income of insurance mess in forthcoming income
year.

61.Investment insurance busineg4) In computing the income or loss made by any person
carrying on an investment insurance business from that business in any income year, it
shall be searately computed as if the investment insurance business were a business
distinctom any other business carried on by that person.

(2) It shall be as follows in computing the income of any personcarrying on the
investment insurance business in any incges, it shall be as follows:

(a) Except the following amounts, other amounts that can be included
pursuant to this Act have to be included:

(1) Amounts reinsurance for premium of insurance including premium
received by that person in operating that bess in that income year,
and

(2) Amounts received in that year from payments referred to in sub
clause (1) of clause (b) for any contract of reinsurance, security,
guarantee or compensation.

(b) Except the following amounts, other amounts that caredeated
pursuant to this Act have to be deducted:

(1) Payments made by any person as an insurer in operating that
business, and

(2)'¢ Premiums referred to in sudtause (1) of clause (a) returned to
the insured.

(3) The amounts referred to in salauseg1) and (2) of clause (a) and sub
clauses (1) and (2) of clause (b) of mdztion (2)**’shall not be considered as
incomes and expenses for the property or liability of that person.

(4) The investment insurance agreement of investment insurance basiness
any person shall not be deemed as the property and liability of that person.

62.Amount received from insuranc@) For purposes of computing the income of any
person, the provisions contained in Section 31 shall apply in respect of the amount
receivel by that person from insurance.

4Deletedby the Financial Act, 2075 (2018).
Peletedby the Financial Act, 2075 (2018).
8Amended by the FinancidlmendmentAct, 2075 (2018).
¥Amended by the FinancidlmendmentAct, 2075 (2018).
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(2) Notwithstanding anything contained in ssdxtion (1), the following
provisions shall apply in respect of the profits made from investment insurance:

(a) If a resident person makes payment of such amount, tax shall be
imposed on the insured through final tax deduction, and

(b) If a nonresident person makes payment of such amount, it shall be
computed by including that amount in the income of the insured.

Explanation: For purposes of this Section, "profits made figestment insurance”
means the excess sums of payment received by any person for investment insurance
in respect of that insurance over the premiums paid by that person.

Chapter-12

Special Provisions on Retirement Saving

63.Approval of retirement fund:1) If a resident person who desires to hold a retirement
fund makes an application to the Department for having the retirement fund, the
Department shall give approval as prescribed.

148provided that such fund as the Citizens Investment Trust formed tineder
Citizens Investment Fund Act, 204 7 (1991) or Social Security Fund formed under the
ContributiorBased Social Security Fund Act, 207 4 (2017), if it wishes to maintain a
retirement fund, the Employee Provident Fund formed under the Employee Provident
Fund Act, 2019 (1962) or the Retirement Fund formed under the Retirement Fund Act,
2075(2018) operates a retirement fund, it shall not be required to obtain approval for such
fund.

(2) An individual who is the beneficiary of the retirement fund may maitaie
to have the retirement contribution made to the fund in any incomé“eeducted while
computing his income.

(3) Notwithstanding anything contained in ssdxtion (2), the amount claimed by
any person for deduction in any income year pursuahgtcstibsection shall not exceed
the prescribed limit of retirement contribution.

64.Tax in retirement fundi1l) For purposes of assessing the income of the retirement fund,
the amounts to be included or deducted pursuant to this Act shall be inclutestiioted
in computing the income.

Provided that;

(a) Contributions made to the fund shall not be the income of the fund and
such contributions shall not be included in computation.

8Amended by the Financial Act, 2075 (2018).
¥%Amended by the Financial Act, 2075 (2018).
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(b) Retirement payments shall not be the expenses of the fursdieimd
payments shall not be deducted in computing the income.

(c) Interest of any beneficiary in the retirement fund shall not be a liability of
the fund.

(2) No tax shall be levied in the income of the retirement fund.

(3) If any retirement fund ceaswsremain in a form of such fund, such fund
has to pay tax at the rat®mentioned in subsection (1) of Section 2 of Schetlble
subtracting the amount referred to in clause (b) from the amount referred to in clause

().

(a) All retirement contributionpaid to the fund between the period from the
date when the fund got approval as a retirement fund and the date when the
recognition ceased to exist and all income amounts treated as taxable
incomes if suksection (2) is not applicable,

(b) All retirementpayments made by the fund between the period from the date
when the fund got approval as a retirement fund and the date when the
recognition ceased to exist.

65. Retirement paymentgl) For the purposes of computing retirement payment income
earned by anindividual from the interest®* based on contributioheld in any approved
retirement fund, or*>¥etirement payment from the Government of Netia following
provisions shall apply:

(a) Retirement payments made by the fund for the interest in thén&wedo
be included in the income, and

(b) Notwithstanding anything contained in clause (a), if such payment is made
in lump sum, the payment to be set by subtracting fifty per cent of the paid
amount or five hundred thousand rupees, whichever is hifsber the
amount so paid shall be deemed as the profit made by the person from the
disposal of his nofbusiness taxable assets.

(2) For the purposes of computing the profit made by any individual from the
interest in any retirement fund that has not imleta approval, the following
provisions shall apply:

(a) Where a resident person has made payment, tax shall be imposed on the
beneficiary in that amount as withholding of tax finally, and

(b) Where a nomesident person has made payment, that amourb Hoees
included in computing the income of the beneficiary.

Explanation: For the purposes of this Section, "profit made from the interest in
any retirement fund that has not obtained approval' means, if retirement

%Amended by the Financidlct, 2075 (2018).
Bl nsertedby the Financial Act, 2075 (2018).
Bnsertedby the Financial Act, 2075 (2018).
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payments made from a retirement fund vhii@as not obtained approval to a
beneficiary individual for his interest in the fund exceed the amounts of
retirement contributions paid by that person to that fund for his interest in the
fund, the amount to the extent of such excess.

153%providedthat paynent made from any neontributory fund shall not be
considered as benefit from interest held in the retirement fund not approved.

66.14.......

Chapter-13

International Tax

67.Source of income, loss, profit and payméhj:If, in the source of incomearned from
any employment, business or investment of any person, the amounts mentioned in clause
in (a) exceed the amounts mentioned in clause (b ), the amounts to the extent of such
excess shall be deemed to have source in Nepal.

(a) The amounts with socein Nepal includedn computing the income,
(b) The amounts with source in Nepal dedudatecbmputing the income.

(2) If the amounts mentioned clause (a) exceed the amounts mentioned in
clause (b) in the loss suffered from any employment, busimesivestment of any

person, the amounts to the extent of such excess shall be deemed to have source in
Nepal.

(a) The amounts with source in Nepal to be deduactedmputing the income
of the business or investment,

(b) The amounts with source in N#pncluded in computing the income.

(3) The amounts to be included in computing the income be, deemed to have
source in Nepal in the following circumstances:

(a) The net profits referred to in clause (c) of-saebtion (2) of Section 7 or
clause (b) of gb-section (2) of Section 9 to be set by subtracting the loss
suffered from the disposal of the property or liability with source in Nepal
from the profit made from the disposal of the property or liability with
source in Nepal,

(b) If a property situatech Nepal or a liability to be borne in Nepal is included,
the profits and amounts to be included in computing the income as
mentioned in clause (d) of sisection (2) of Section 7 or clause (c) of sub
section (2) of Section 9,

B3 nsertedby the Financial Act, 2075 (2018).
154Repeatedby the Financial Act, 2075 (2018).
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(c) Received payments widource in Nepal, subject to clauses (a) and (b).

(4) If a property situated in Nepal or a liability to be borne in Nepal is
included, the source of profit or loss made or suffered from the disposal of the
property or liability shall be deemed to have seun Nepal.

(5) If the following amounts are included in the amounts deducted in
assessing the income, the source of such amounts shall be deemed to be in Nepal:

(a) The amount that can be deducted as cost expenditure mentioned in sub
section (1) ofSection 15 in respect of the properties situated in Nepal,

(b) The expenses referred to in ssdxtion (1) of Section 16 in respect of the
properties situated in Nepal, and the expenses to the extent allowed to be
deducted pursuant to Section 19, and

(c) The payments with source in Nepal, subject to clauses (a) and (b).
(6) The following payments shall be deemed to have source in Nepal:
(a) Dividends paid by a resident entity,
(b) Interest paid by a resident person,

(c) Payment for natural resouraesde m respect of the natural resource
derived from the land situated in Nepal or calculated with reference to such
source,

(d) Rent paid for the use of any property situated in Nepal,

(e) Royalty received by any person for having allowed any one tanyse
property situated in Nepal or accepting the right to use the property or the
restriction on the use of such property,

() Amount for the general insurance paid by any person in respect of insurance
against risks in Nepal and premium paid to that pefsogeneral
insurance,

(g) Payments received by any person as follows by operating inland, sea or air
transport or charter service business in Nepal except as a result of
transshipment:

(1 )The carriage of departing passengers, or
(2)The shipment of aul, livestock or other direct movable property.

(h) Payments received by a person who carries a business of dispatching
information or news through means of communication such as Wife, radio,
optical fiber or satellite in respect of dispatch of newsfmrmation
through networks established in Nepal, irrespective of whether or not such
news or information is originated in Nepal,
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(i) Payments m the following circumstance inclusive of service charges of the
kinds not mentioned in clauses (g) or (h)doing employment or
rendering service or accepting restriction in those acts:

(DWhere the acts are carried out in Nepal irrespective of the place of
payment, or

(2)Where the Govement of Nepal is to make payment irrespective of the
place of'**employment

() Annuities, amount for investment insurance and retirement pension paid by
a resident person, which does not fall under clause (i), and any premium or
other payment paid to the resident person in order to ensure such amounts,

(k) Gifts received ine@spect of a business or investment operated from the
property situated in Nepal, and (1) The following payments except those
mentioned in clauses (a), (b), (c), (d), (e), (), (g), (h), (i), G) and (k), above:

(1) Payments made in respect of disposahefproperty situated in Nepal
or in respect of acquiring liability to be borne in Nepal, or

(2) Payments made in respect of activities carried out in Nepal.

(7) Any income, loss, amount, profit or payment except the one which is
deemed to have sourceNepal as mentioned in the abewventioned sulsections,
and the references to Nepal given in this Act shall be applicable as if they were used
in the case of any particular foreign country for purposes of ascertaining as to which
country such income, losamount, profit or payment has source in.

Explanation: For purposes of this Section,

(a) "Property situated in Nepal" means the land or buildings situated in
Nepal and the property other than land or building of a resident person
situated in any forgn country or if the person is associated with a
controlled foreign entity pursuant to Section 69, inclusive his interest in that
entity.

(b) "Liability to be borne in Nepal" means the liability of a resident person.

68. Foreign permanent establishmerffiy: Notwithstanding anything contained in Section 3,
any foreign permanent establishment of a-resident person situated in Nepal shall be
liable to pay tax payable on the income of such establishment, subject to other provisions
of this Act.

(2) The hcome of a person having ownership of a foreign permanent
establishment shall be separated from the income of that establishment, pursuant to
Section 69.

°Amended by the Financial Act, 2075 (2018).
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(3) Tax shall be imposed on the permanent establishment referred to in clause (b)
of Section 3 in thencome sent abroad by the foreign permanent establishment of a non
resident person situated in Nepal.

(4) The income sent abroad in any income year by the foreign permanent
establishment of a naeresident person situated in Nepal shall be equal to toemstnof
dividends distributed by that foreign permanent establishment in that year.

69. Controlled foreign entitieg1) If any entity distributes dividends of the associated
income earned in any income year as a controlled foreign entity at the &éedmmfdme
year, it shall be deemed tohave distributed dividends on proportion to its beneficiaries, as
follows:

(a) As per the rights of the beneficiaries to the income in distributing
dividends, or

(b) If the rights are not certain in a reasonable maraseper the method
which the Department thinks proper according to the circumstance.

(2) Tax shall not be levied on the dividends distributed by an entity as a
controlled foreign entity at the end of any income year except thosédlistti
pursuant tesubsection ().

(3) The following shall be deemed to have occurred in respect of the dividends
distributed by a controlled foreign entity pursuant to-settion (1) to the
beneficiaries associated with that entity at the time of distribution of divsdend

(a) Having the characteristic equivalent to the type and source of the
associate income of that entity, and

(b) Having distributed proportionately out of each type and source the
associate income of that entity.

(4) Any tax paid by any controlledreign entity including that deemed to be
paid pursuant to subection (5), or sulsection (5) of Section 52 in respect of the
amounts deemed to be distributed pursuant tessgbon (3) has to be set aside for
the beneficiary associated with that entity.

(5) The tax set aside pursuant to-selgtion (4) at the time of allocation shall
be deemed to have been paid by the beneficiary, and the beneficiary may get facility
of tax adjustment for such tax, as provided for in Section 71.

(6) The amount to be deed as distributed to the beneficiary pursuargub
section {) at the time of distribution has to be included in the expenses for any
property or liability of the recipient beneficiary in the entity making such distribution.

(7) The dividends distribet to the beneficiary enjoying tax exemption
pursuant to susection (2) at the time of distribution has to be included in the income
for any property or liability of the recipient beneficiary as an interest in the entity
making such distribution.
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(8) Forpurposes of this Act, the foreign income tax paid or foreign income tax
deemed as paid by any controlled foreign entity pursuant tsesxttion (5), or sub
section (5) of Section 52 shall be deemed as tax amount paid by that entity or deemed
to be paid byhat entity pursuant to this Act.

Explanation: For purposes of this Section,

(a) "Associated income" means, m computing taxable income of any
controlled foreign entity in any income year, a taxable income computed as
if that entity were a resident éyt

(b) "Controlled foreign entity" means any nmsident entity in which any
resident person has interest directly or indirectly through one or more
interposed nomesident entities in any income year; and where that person
is associated with that etytior where any person deemed to be associated
with and any other resident persons not exceeding four persons are
associated with that entity, it includes such entity, as well.

70.Tax chargeable on nemsident person providing water traveling/raftinig teansport or
telecommunications service in Nepalil) The taxable income of any noasident person
who operates water traveling/rafting, charter service or air transport in any income year
shall consist of the amounts derived from the following extept the amounts derived
from transshipment in that year:

(a) Carriage of passengers departing from Nepal, or
(b) Carriage of the mail, animals or goods dispatched from Nepal.

(2) The taxable income of any noasident person whearrieson a business
of cable, radio, optical fiber or satellite communication in any income year shall
consist of the amounts derived from the dispatch of news or information through any
device established in Nepal, whether originated in Nepal or not.

(3) Tax shall be levid on the amounts to be included in the taxable income of
any nonresident person pursuant to ssdrtion (1) or (2), at the rate specified in-sub
section (7) of Section 2 of Schedle

Provided that

(a) Those amounts need not to be computed in congptitentax payable in
respect of any due taxable income of that person,

(b) The expenses related with computation of those amounts shall not be
allowed to be deducted in computing that due taxable income, and

(c) That person shall not be entitled to aagility of tax adjustment from
the amount of tax payable by that person.

Explanation: For purposes of this Section, "mesident person” means a resident
entity within the group of associated entities with head offices outside Nepal.
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71.Foreign tax agistment:(1) Any resident person may claim for adjustment of tax for the
foreign income tax paid by that person in any income year to the extent of the tax paid for
assessable foreign income of that person in that year.

(2) When computing the foreign taxjustment claimed pursuant to ssdction
(1), it shall be done as follows:

(a) Separate computation has to be done for assessable foreign income
having source in each country, and

(b) Foreign tax adjustment claim shall not be made, m respect of the
assessable foreign income, at the rate of tax higher than the average rate of
tax of Nepal payable by that person in that year in respect of each
computation.

(3) Any foreign income tax paid in respect of the assessable foreign income of
any year who is rteentitled to foreign tax adjustment flity pursuant to sutsection
(1) by virtue of the limit provided for in clause (b) of ssdction (2) may be dealt
with as follows:

(a) It may be carried forward in the coming year, and

(b) It shall be deemed teelpaid in respect of the assessable foreign income
in the future income year of the person having source in the country where
such foreign income has been earned.

(4) Notwithstanding anything contained in ssdxtion (1), any person may
give up a claim foforeign tax adjustment to which he is entitled in any income year
and also claim for credit for foreign income tax for which such adjustment facility is
available in that year.

'Explanation: For purposes of this Section,

(a) "Assessable foreign incothmeans the following income to be included in
the assessable income earned by any resident person in any income year from
any employment, business or investment:

(1) Income earned from a foreign source, or

(2) Income of a nomesident person deemeddistributed to that resident
person under Section 69 irrespective of the source.

(b) 5" Average rate of tax of Nepal' means the rate resulted from division of
tax amount to be paid by the person referred to in clause (a) of Section 3 in
any income year,rmr to adjustment of any foreign tax of that person in that
year, by his taxable income of that year and multiplication by one hundred.

8Amended by th Financial Act, 2075 (2018).
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Chapter-14

Tax Administration and Authentic Documents

72.Department(1) The Department shall be responsible ferithplementation and
administration of this Act.

(2)**" The Government of Nepal may, by a notification in the Nepal Gazette,
establish large taxpayer office, medium level taxpayer offitand Revenueffice or
taxpayer service offices under the Departtraard prescribe their working areas, in order
to render assistance in fulfilling the responsibility of the Department mentioned-in sub
section (1) The offices of which working areas have been so specified shall be deemed as
organs of the Department.

(3) The Department may have the officers and other employees as follows:
(a) Director General,

(b) Deputy Director General, Chief Tax Administrator, Director, Chief Tax
Officer, Tax Officer and other officer in the required number, and

(c) Other employees.

(4) The Director General may carry out the following functions, subject to the
direction given by the Government of Nepal:

(a) To exercise any of the powers conferred on the Department pursuant to
this Act,

(b) To so delegate the powers referred tdanige (a) as to be exercisable
by any other officer subject to subsections (5) and (6),

(c) To so specify that all or any of the powers referred to in clause (a),
except the power to issue public circular pursuant to Section 75, to
specify the documeneferred to in Section 77, to hold any reviewable
decision or otherwise affect it pursuant to-sestion (5) of Section
115, to accept or reject, fully or partly, the matters contained in an
application made by any person pursuant tesadiion (7) of Sd®mn
115, to make addition by adding offence pursuant to Section 129 or to
grant authority to any officer pursuant to Section 82, to be exercisable
by any officer employee of the civil Service.

(5) Deputy Director General, Chief Tax Administrator, Direct@hief Tax
Officer and Tax Officer who acts as the Chief of Office may carry out the following
functions, subject to the direction given by the Government of Nepal or the Director
General:

(a) To exercise the powers conferred on the Department putsitarg
Act, other than the power to issue public circular pursuant to Section
75, to specify the document referred to in Section 77, to hold any

%’Amended by the Financial Act, 2075 (2018).
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reviewable decision or otherwise affect it pursuant tesadtion (5) of
Section 115, to accept or rejectllywr partly, the matters contained in
an application made by any person pursuant tessghon (7) of

Section 115, to make addition by adding offence pursuant to Section
129, and

(b) To so delegate such powers as to be exercisable by any otheraifficer
the Department subject to sabction (6).

(6) Any other officer of the department except the Director General, Deputy
Director General, Chief Tax Administrator, Director, Chief Tax Officer or Tax
Officer who acts as the Chief of Office may carry de tollowing functions:

(a) To exercise any powers delegated to that officer out of the powers
conferred on the department, except the following powers:

(1) To issue public circular pursuant to Section 75, to specify the
document referred to in Sectioid, 2o hold any reviewable decision or
otherwise affect it pursuant to sgbction (5) of Section 115, to accept
or reject, fully or partly, the matters contained in an application made
by any person pursuant to subsection (7) of Section 115, to make
addition by adding offence pursuant to Section 129, or

(2) To grant authorization to any officer pursuant to Section 82 or issue
a notice pursuant to Section 109.

(b) He shall not be entitled to-oelegate any power delegated to him.

73.International agreeamts:(1) If any income of any person is taxable pursuant to this Act
or the laws in force and the same income is alsotaxable in a foreign country, the
Government of Nepal may conclude an international agreement with the foreign country
for the avoidancefalouble taxation.

(2) This subsection shall be applicable if, pursuant to any international agreement
concluded with Nepal, the competent authority of the other country requests the
Department to collect in Nepal the amount payable by any person wharigears of that
amount, pursuant to the taxation law of that other country.

(3) If subsection (2) is applicable, the Department may, foptnpose of
sending that amount to that competent authority, send a notice in writing to the person
who is in arears of tax and require him to pay such amount to the Department within the
date mentioned in that notice.

(4) This subsection shall be applicable if any international agreement contains a
provision under which Nepal has to exempt income or paymdrasoto apply the
reduced tax rate to income or payment.

(5) If subsection (4) is applicable, any of the following entity shall not be entitled
to enjoy tax exemption or tax deduction facility:

(a) An entity who is considered as a resident of the otlmty pf the agreement for
purposes of the agreement, and
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(b) Where fifty percent or more portion of the vested ownership of that entity is
owned by individuals or by the entities in which any individual has no interest and,
for purposes of the agreemetiite persons or entities are residents of both Nepal and
of the other country party to the agreement.

Explanation: For purposes of this Section, "international agreement' means any treaty
or agreement containing the following provisions, concluded witHa@eygn
government and applicable to Nepal:

(a) To avoid double taxation and prevent fiscal evasion, or

(b) To render reciprocal administrative assistance in the
implementation of tax liability.

74, Taxpayer's right$*%(1) The taxpayer shall fulfill thduties referred to this Act.

(2) In the context of paying tax pursuant to this Act, the taxpayer shall have
the following rights:

(a) The right to be treated with honor,

(b) The right to receive information on tax related matters pursuant to the
laws inforce,

(c) The right to have an opportunity to furnish praafdefense on tax
related matters,

(d) The right to appoint a legal practitioner or auditor for defense, and

(e) The right to have tax related secret matters inviolable except as
otherwise nentioned in this Act.

Explanation: For purpes of this Section, "taxpayerieans a person on
whom tax is imposed and collected as mentioned in Section 3.

75.Public circular:(1) In order to bring about uniformity in the implementation of this Act
and smplify tax administration and give guidelines to the officers of the Department as
well as the persons affected by this Act, the Department may issue written public
circulars, accompanied by explanations, on the provisions made in this Act.

(2) The Depament shall make available the circular issued pursuant to sub
section (1) in the Department or in any other places as per necessity or through any other
means.

(3) The Department shall be compelled to take action according to the circular
issued pursuartb subsection (1) unless and until such circular is revoked.

76.Advance ruling(1) If any person makes an application in writing to the Department for
the removal of any confusion as to the application of this Act to any arrangement

8Amended by the Financial Act, 2075 (2018).
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proposed or accegd by such person, the Department may issue its version by an advance
ruling as prescribed, by notifying the person in writing.

(2) Notwithstanding anything contained in ssdxtion (1), - the Department shall
not be entitled to issue an advance rulirfgnmred to in suksection (1) on any matter of
confusion occurred in the implementation of this Act if such matrhgudicein the
court or has already been decided by the court.

(3) If any person acts as follows prior to the issuance of an advdmge ru
pursuant to suisection (1), the Department shall be compelled to implement this Act as
per that ruling until the ruling issued to that person remains valid:

(a) If the full and actual statements of the matter related to that ruling are
presented tthe Department, and

(b) If the arrangement corresponds to the point mentioned in the application
made by that person for the ruling.

(4) If the public circular issued pursuant to Section 75 and the advance ruling
issued pursuant to stgection (l) are mwally contradictory, priority shall be given to
the matters mentioned in the advance ruling in the case of the person to whom such
ruling has been issued.

(5) Prior to the issuance of the advance ruling pursuant tsettlon (1), the
Department may gi&v an opportunity to the applicant to furnish further statements, if
any, in person or through his representative.

77 . Format of document$1)The Department may, from time to time, so specify the mode of
submission and formats of necessary documentsnsgsits including income returns, tax
deduction statements and formats of records that are required under this Act and the rules
framed under this Act, the notices, information and details required for the effective
implementation of this Act are incorpoealt

(2) The Department shall make available the formats referred to-sestion {)
in the Department and in any other places specified by the Department and through any
other means.

(3)'*° The Department may so prescribe that information or returnarrdents to
be submitted by any person to the Department have to be submitted through electronic
means.

78.Permanent account numbiéf1) The Department shall, subject to this Act, issue a
permanent account number to any person for the purpose of idemtifat person.

Provided that the entity may provide such permanent account number upon
completion of the procedure under this Act upon approval from the Department. The taxpayer
receiving the permanent account number issued as such cannot operatédraosamport,
export till the period as prescribed by the Department.

Snsertedby the Financial Act, 2075 (2018).
%9Amended by the Financial Act, 2075 (2018).
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(2) The Department may order any person to mention his or her permanent
account number in any income return, statement, version or other document to be
used for purposes of this Act.

(3)!%1 The Department may specify the circumstances where any person has to
show or mention his permanent account number.

(4)1%? Notwithstanding anything contained in ssiction (1), the person
referred to in susection (3) shall obtain a permanent ac¢owmber prior to
making any transaction.

(4a)'%3A person making transactions by obtaining a permanent account
number pursuant to stgection (4) shall update such details of registration as
specified by the Department in the biometric system within thecpbed period.

(5)!%* Notwithstanding anything contained in sséction (1), (2), (3) or ( 4),
no person shall be free from tax obligation for the reason that he has not obtained a
permanent account number.

78A. 1%°Suspensonf Permanent Account Numbérl) Department has power to suspend
Permanent Account Number if any one of the following situations:

(a) leave business transaction,

(b) in case of entity, close down, sale or transfer of such entiigreexistence
of business any other reason,

(c) the demise of owner in case of proprietorship business,
(d) registered by mistake.

(2) Other process of Suspension of Permanent Account Number shall be as
prescribed

79.Service of document$i) Any document required to be given or delivered to any perso
pursuant to this Act shall be deemed to have been given or delivered to that personin the
following circumstances:

()% Where it is sent to the telefax, telex, email or such other electronic
medium of that person,

(b) Where it is delivered iperson tovhom it has to be delivered deliver
to his representative or his office stdff;the manager of an entity
his assigned representative or staifthe case of the entity.

laAmended by the Financial Act, 2075 (2018).
%nsatedby the Financial Act, 2075 (2018).
83 nsertedby the Financial Act, 2075 (2018).
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(c) Where it is sent by a registered post to his resident, office, business
other address to the extent known.

(2) Any document so signed, encrypted or encoded through computer
technology or written in it as indicating the name and designation of the competent
authority of the Department and issued, served or given pursuig #ct shall be
deemed to have met requirements.

(3)1%7If a document cannot be served pursuant tessaions (1) and (2),
information thereof may be given by broadcasting or publishing a notice of the related
order by radio, television or in any nevager of national circulation, in the name of
the concerned person. Information so give shall be deemed to have been received by
the concerned person.

80.Defective documentgl)Any document issued under this Act shall not be deemed
defective in the follawing circumstances:

(a) Where it is consistent with this Act substantially, and

(b) Where the person who is addressed in a document is normally indicated
in the document.

(2) If any document issued by the Department pursuant to this Act contains
any eror and the error does not give rise to any dispute as to the interpretation of this
Act or the fact of any specific person, the Department may make amendment in the
document for purposes of rectifying such error.

Chapter-15

Records and Information collectbn

81.To maintain records or document$) Each person who is liable to pay tax pursuant to
this Act has to maintain in Nepali the following necessary documents, in addition to the
documents required to be maintained in the format or type as preduyilteel
Department or to be certified or authenticated by audit or in other manner:

(a) Necessary information and documents supporting the income returns or
any other documents required to be submitted to the Department
pursuant to this Act,

(b) Documentsassisting to assess the tax payable by him,

(c) Documents supporting the deduction of expenses.

7 nsertedby the Financial Act,206(2019.
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(2) Except as otherwise specified by the Department by issuing a notice in

five years from the date of expiration of the concerned income year.

(3) If any document referred to in sgbction (1) is not in the Nepali or
English language, the Department may, by issuing a notice in writing, require the
concerned person tailsmit the translated version of such document in the Nepali
language done, at such person's own cost, by a recognized translator under the law in
force.

(4)'%° The Department may, upon prescribing the standards and procedures,
give approval to any personigsue invoices through electronic means and to keep
the documents required to be kept undersediion ( 1) through electronic means.

82.Powers of Department to obtain informati¢h} The officer of the Department may do
the following in order to imgment this Act:

(a) To have full or unhindered access to any premises, places, documents or
properties situated in Nepal, subject to the laws in force,

(b) To obtain any portion of or duplicate copy of the document including an
electronic copy of the doenents to which there is an access pursuant
to clause (a),

(c) If the concerned officer thinks that the document to which there is an
access pursuant to clause (a) is an evidence that could be necessary to
assess tax liability of any person pursuant i® Att, to take such
document in his custody, and

(d) If any person having access to any document who is requested to
provide a duplicate copy of such document does not provide it, and the
officer thinks that such document is kept in any property in amy,f
to take such property in own custody in order to have access to such
document.

(2) No officer shall be entitled to exercise the powers referred to isettton
( 1) without having authority in writing from the Department. If, in entering any
premiseor place in exercise by any officer of the powers referred to irseation
(1), the possessor of such premise or place or the person having access to any
concerned document or property requests to show the authority of the Department,
such officer hasat show such authority to them.

(3) If any officer of the Department who enters any premise or place in
exercise of the powers referred to in-sdation (1) so requests, the possessor of such
premise or place or the person having access to any conceawdeaht or property
has to provide all proper facilities and assistance for the effective use of the powers.

(4) The Department may hold in its custody the document or property taken in
its custaly pursuant to clause (c) at)(of subsectionX) until thefollowing time.

8Deletedby the Financial Act,20(2019.
89 nsertedby the Financial Act,20(2018.
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(a) In the case of any document taken in custody pursuant to clause (c) of
subsection (1) until the time the document is required to assess tax
liability of any person or for any other action pursuant to this Act, and

(b) In the case foany property taken in custody pursuant to clause (d) of
subsection (1), until the time when access to the document in question
is gained and it is taken in custody.

(5) The person whose document is taken in custody pursuant-sestibn (4)
may inspet such document and may obtain a copy of or copy down a portion of such
document at his own cost within office hours and under supervision as prescribed by
the Department.

(6) Notwithstanding any provision made on privilege or public interest in
respecbf having access to the documents required for the implementation of this Act,
the provisions contained in this Section shall apply in that respect.

Explanation: For purposes of this Section, "possessor’ means, in respect of
any premise or place, a perdwwing ownership of, manager of the premise or place
or any other person remaining there.

83.Power to obtain information by notic) The Department may, by giving a notice in
writing, order any person with or without liability to pay tax pursuathig®Act to do as
follows:

(a) To submit any information specified in the notice within the time
specified in the notice, also by preparing any document,

(b) To be present at the Department in the place and time specified in the
notice before the officesf the Department for inspection on the tax
related matters of that person or any other person,

(c) To submit, for purposes of inspection, any document mentioned in the
notice that is under his control at the time when that person is
examined pursuant @ause (b).

(2) Any person who is to be examined pursuant to clause (b) «fesion (1)
shall have the right to have legal or other representation during such examination.

(3) Notwithstanding any provision made on any privilege or on public iriteres
in respect of having access to the documents required for the implementation of this
Act, the provisions contained in this Section shall apply in that respect.

84.Governmental secrecy(1) Any officer and other employee of the Department shall
maintan secrecy of all documents and information that come to his custody or knowledge
in the course of carrying out his duty pursuant to this Act.

(2) Notwithstanding anything contained in ssdxtion (1), any officer of the
Department may disclose, as follsythe document or information referred to in-sub
section (1) to the following persons:
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(a) To the extent that it is necessary to carry out the duty of that officer
pursuant to this Act,

(b) If it is so ordered by any court or tribunal in respect of atstrative
review or action pursuant to this Act,

(c) Before the Minister for Finance,
(d) If it is necessary to disclose for purposes of any other financial law,

(e) If it is necessary for any person in the service of the Government of
Nepal for any ats relating to revenue or statistics, before such a
person,

(f) If it is necessary in the course of carrying out the duty, before the
Auditor General or any person authorized by the Auditor General, or

(9) Before the competent authority of the governnoériny country with
which the Government of Nepal has concluded an international
agreement, to the extent as provided for in such agreement in that
respect.

(3) Any person, court, tribunal, body or official who obtains any document or
information pursuatnto subsection (2) shall keep secret such document or
information except to the minimum extent required.

Chapter-16
Payment of Tax

85.Time, place and mode of payment of télX: Tax required to be paid under this Act has to
be paid in the place and a®as prescrib€®and theDepartment may so prescribe that
tax to be so paid has to be paid also through electronic means.

(2) Tax required to be paid under this Act has to be paid in the following time,
subject to susection (1):

(a) In the case of ongho has to pay by withholding advance tax, in the
time mentioned in subection (4) of Section 90,

(b) In the case of one who has to pay tax in installments, itintiee
mentioned in suisection {) of Section 94,

(c) In the case of one who has to paydhsessed tax

(1) On the date when the income return is to be submitted in respect of
assessment of tax referred to in Section 99,

"nsertedby the Financial Act,20(2018.
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(2) Within the time limit as specified in the tax assessment notice
delivered pursuant to Section 102 in respect of taxsasdegoursuant to
subsection (2) of Section 100,

(3) Within the time limit as specified in the tax assessment notice
delivered pursuant to Section 102 in respect of amended tax
assessment made pursuant to Section 101,

(d) In respect of the amounts readrto be paid to the Department as per
any notice issued pursuant to subsection (8) of Section 104, sub
section (1) of Section 109, or ssbction (1) of Section 110, on the
date mentioned in the notice,

(e) In respect of a liability fixed upon failure afy entity to pay tax
pursuant to susection (2) of Section 107, at the same time when the
entity has to pay tax,

(f) In respect of the amounts required pursuant tessgtion (3) or (4) of
Section 108, within seven days of the date on which the asauat
adjusted by auction sale gradually or on which the amounts cannot be
so adjusted, and

(9) In respect of the fees and interest assessed pursuant to Section 122, on
the date as mentioned in the assessment notice.

(3) The date on which tax has to baigpshall not be affected in the following
circumstances:

(a) An action taken by the Department pursuant to Chap@eo recover
tax, or

(b) Other action has commenced, pursuant to this Act.

86.Evidence of payable tafXhe certificate signed by thdficer of the department,
indicating the name, address of any person and the amount of tax required to be paid by
that person shall be an ample evidence for the amount of tax required to be paid by that
person, in the following actions:

(a) Any action aken by the Department pursuant to Chap@eto recover tax, or

(b) Any action on any offense pursuant to Chagter

Chapter-17
Withholding on Payment

87 Withholding of tax by employef1) When making payment which has source in Nepal
and is to be icluded in computing the income derived by any employee or worker, each
resident employer shall deduct (withhold) tax at the rate referred to in Schedule
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(2) The liability of an employer required to withhold tax pursuant tesaabion (1)
shall not der=ase or end by virtue of the following:

(a) If the employer has the right or duty to deduct or hold up or subtract
any other amount from the said payment, or

(b) If the income earned by the employee or worker from employment
cannot be subtracted purstigmother laws in force.

88 .Withholding of tax in making payment for investment return andservice chi@jgéthen
making payment by a resident person for interest, natural resource, rent, royalty,
7lservice charge, commission, sales bonus, retirementgrayand other any
consideration having source in Nepal, and in making payment of amount of any
retirement payment, the person shall withhold tax at the rate of fifteen percent of the total
amount of payment.

17%Provided that tax shall be withheld in théldwing payment, at the following rate:

(1) In case of retirement payment from the Government of Nepal or
contributionbased retirement payment from the approved retirement
fund, at the rate of five percent in benefit computed under clause (b) of
subsedion ( 1) of Section 65,

(2) In a commission paid by the resident employment company to resident
person, at the rate of five percent,

(3) In payment of amount for lease of aircraft, at the rate of ten percent,

(4) In service charge paid to servicepider resident person registered in
value added tax or resident entity operating transaction of exemption of
value added tax, at the rate of one and half percent of payment amount,

(5) Rent payment made by a resident person in a source in Nepal, at the
rate often percent,

Provided that,

(a) In an amount payment to a person, registered in valued added tax,
operating business of providing vehicles in rent, for a rent of such
vehicles, one and half percent shall be withheld from such amount.

(b) No tax $all be withheld in an amount received by individual for
house rent.

(6) In an amount payment as a consideration distributed to individual by
mutual fund, at the rate of five percent,

IAmendedby the Financial Act,2((2018§.
2Amendedby the Financial Act,2(2018§.
"Peleted byFinancial Act 2077 (2020)

79



(Unofficial Translation)

(7) In a payment for use of satellite, bandwidth, opfiiter, tools related
to communication or electricity transmission line, at the rate of ten
percent,

(8) Payment for carriage service and vehicle provide in rent for carriage
service at the rate of two and half percent.

17provided that at the rate of oaad half percent will be charged
in case of carriage service provider and vehicle rent for carriage
service provider who are registered in value add tax.

17%9) In a interest payment by resident bank and financial institutions to
the loan received in foremgcurrency from foreign Banks to invest in
the areas as specified by Nepal Rasta bank, at the rate of ten percent.

17§(10) Tax shall not be withheld in tax incentive amount for consumer
who paid their bill through electronic payment instruments like
paymentcard, emoney(wallet), mobile banking on their purchase.

(2)'7 A resident person shall, in making following payment having source in
Nepal, withhold tax at the following rate:

(a) In a dividend payment, at the rate of five percent of paid amount,

(b) In abenefit payment of investment insurance, at the rate of five percent
of paid amount, or

(c) In a benefit payment from unapproved retirement fund, at the rate of
five percent of paid amount

(3) Notwithstanding anything contained in ssdxtion (1), in makg payment
to any individual of interest or of an amount in the form of interest as follows, in
consideration for deposits, bonds, debentures an government bonds, a resident bank,
financial institution, cooperative organization or any other body issuingsbor
company enlisted under the prevailing law shall withhold tax at the rate of five
percent of the total amount of payment:

(a) Which has source in Nepal, and
(b) Which is not related with the operation of business.

(4) Notwithstanding anything ctained in suksections (1), (2) and (3), this
Section shall not apply to the following payment:

(a) 1’8Any other payment other than that related to the operation of a
business by an individual,

74 Inserted byFinancial Act 2077 (2020)
75 Inserted byFinancial Act 2077 (2020)
178 |nserted byFinancial Act 2077 (2020)
177Amended by the Financial Act,2075(2018).
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(al)*’® Payment for writeup, article in a newspaper,

(b) Interest paid to a resident bank or other resident financial
institution,

(c) Payment enjoying tax exemption or payment liable to tax
withholding pursuant to Section 87,

(d)!8Inter-regional interchange charge paid to the bank issuing the
credit card,

(e)!8! Dividend and interest paid to a mutual fund.

88A.182 Tax withholding in windfall gain(1) Tax shall be withheld at the rate of twefitye
percent in making a payment for a windfall gain.

Provided that the Government of Nepal may, by a notification in #paN
Gazette, provide exemption from levying wifadl gain tax on national and
international award for contribution made to literature, art, culture, sports, journalism,
science, technology and public administration.

(2) Notwithstanding anything contaithé subsection (1), no tax shall be levied
on national and international award of up to five hundred thousand rupees for
contribution made to literature, art, culture, sports, journalism, science, technology and
public administration.

89. Tax withholding in making payment of deed or contr&t{1) In making payment of a

sum exceeding fifty thousand rupees for payment of deed or contract, a resident person

shall withhold tax at the rate of one and half percent of the total amount of payment.

(2) The amoant referred to in suisection (1) shall be fixed also by adding any
other payments, if any, made by such person or his associated person under the same

contract to the person or his associated person entitled to payment under that contract in

the past temlays.

(3) Notwithstanding anything contained in ssdxtion (1), tax shall be withheld
as follows from payment made by any resident person to anyesalent person under
any contraction or contract:

(a)*®% ¢é . Deed or contract, five percent,

(b) 18%For acommission in payment of a premium to a nonresident insurance
company or a premium amount received for reinsurance from-gesatent
insurance company, one and half percent,

8 Amended by the Financial Act,2075(2018).
"%Amended by the Financial Act,2075(2018).
¥ nsertedby the Financial Act,2075(2018).
Bl nsertedby the Financial Act,2075(2018).
¥nsertedby the Financial Act,2075(2018).
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(c) *¥%Where the Department has given that resident person a notice in writing
except as referred to in clause (a) or (b), at the rate specified in the notice.

(3a)'®"Tax shall be withheld at the rate of omeldnalf percent from payment
of amount exceeding five million rupees for a work to be performed by a consumers'
committee.

(4) Notwithstanding anything contained in sséction (1), thisSection shall
not apply to the following payments:

(a)'% Any other payment except rent paid for a land or house having source in
Nepal or goods and equipment installed in the house to an indiwitheal
than that operating a business,

(b)*® Payments enjoying tax exemption or payments liable to tax withholding
pursuant to Section 87, 88 or 88A.

Explanation*®® For the purpose of this Section "deed or contract’ means a
contract or agreement concluded the supply of any goods or labors or construction,
installation or establishment of tangible property or structure and such act as specified
to be a deed or contract by the Department, and such contract or agreement also
includes payment for the servicglated to construction, installation or establishment,
if such service is also covered by it.

90. Statement and payment of tax withh&lé(1) Each person who has to withhold tax has
to submit to the Department a statement in such mode and formaicésedby the
Department within twentfive days of the expiration of each month.

(2) The person withholding tax shall pay to the Department the amount of tax
withheld or deemed to be withheld pursuant to-settion (3), along with the statente
referral to in subsection (), within the timelimit referred to in sutsection ().

(3) Even though the person liable to withhold tax has not withheld tax pursuant to
1925actions 87, 88, 88A. or 89, the tax shall be deemed to be withheld at the time when it
hasto be withheld.

(4) The person withholding tax shall pay the amount of tax withheld pursuant to
19335ections 87, 88, 88A. or 89 or deemed to be withheld pursuant-gestibn (3); and

Amended by the Financial Act,2075(2018).
186Amended bythe Financial Act,2075(2018).
¥ nsertedby the Financial Act,2075(2018).
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if sub-section (5) is applicable, the person subject to tax withhokhiad) pay the tax
194yithin twenty-five days after the period referred to in sdxtion (1).

(4a)*® Notwithstanding anything contained in ssction (4)°6the person
paying tax on the basis of transaction pursuant tessghbon ( 4a) of Section 4 of the
Act shall pay the tax withheld under Chapi&rat the time opayment of the
installment tax

(5)'%In the following circumstances, the person subject to withholding tax and
the person withholding tax shall be jointly and individually responsible to pwytaxc
amount to the Department:

(a) If the person withholding tax does not withhold tax from any payment
pursuant td°®Section 87, 88, 88A. or 89, and

(b) If the person withholding tax does not pay to the Department the amount of
tax deemed to be withhepdirsuant to suisection (3) within the date on which
tax has to be paid pursuant to sdction §).

(6) If the person withholding tax withholds tax and pays it to the Department
pursuant td°%Section 87, 88, 88A.or 89 and the person subject to tax Vdtinigo
makes any claim as to that payment subject to tax withholding, that amount shall be
treated as if it were paid to the person subject to tax withholding.

(7) If the person withholding tax pays to the Department the amount of tax not
withheld pursuanto 2°°Sections 87, 88, 88A. or 89, he may recover the amount equal
to the amount of tax so paid from the person subject to tax withholding.

(8)?°1If the Department believes that any person has not submitted a return or
paid tax to be submitted or paid undabsection (1) or (2) or there exists the
circumstance referred to in sgkction (5) in the case ofany person, it may issue an
order to pay the amount not paid or the amount paid less and the interest referred to in
Section 119%°Zand charge subject toct®mn 120 shall be levied if any person make
payment without tax deduction at source

Provided that, prior to issuing such an order, a written notice setting out an
appropriate reason, shall be given to submit evidence in defense in respect of such
order,within the timelimit of fifteen days.

91. Tax withholding certificate(1) The person withholding tax shall provide the tax
withholding certificate, as follows, to the person subject to tax withholding at the time
specified in suksection (2):

4Amended by the Financial Act,2075(2018).
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(a) Having been certified in accordance with the manner, if any, as prescribed
by the Department,

(b) Setting out the amount of tax withheld pursuarf®®ection 87, 88, SSA. or
89 and the paid amounts.

(2) The tax withholding certificate setting out the perid tax withholding
has to be providetf4within twenty-five days from the date of expiration of the month
in which tax is withheld.

(3) Notwithstanding anything contained in ssdxtion (1), if tax is withheld
pursuant to Section 87, the tax withholdiregtificate has to be provided as follows:

(a) The certificate shall be valid only for the period when the employee
continues to serve in that income year.

(b) The certificate has to be provided within thirty days from the expiration of
that year or if te employee leaves employment in the person withholding
the tax in that year, it has to be provided within thirty days from the date of
his leaving employment.

92.Payment from which tax is withheld finallgt) The following payments shall be treated
as @yments from which tax is withheld finally:

(a) Dividend paid by a residefffcompany or partnershijprm,

(b) Rent paid for the land or building and fixtures and equipment appurtenant
thereto having source in Nepal to other individual except one who is
carrying on business,

(c) 2°Profit paid by a resident person for investmiestirance,

(d) Profit paid by a resident person for the interest of an unapproved retirement
fund,

(e)*®Interest as follows paid by a bank, financial institution or any otheyentit
issuing bonds (debentures) or company enlisted under prevailing law or
cooperative organization mentioned in sdztion (3) of Section 88:

(1) Payment made to an individual not having source in Nepal and not
related to operation of business,

(2) Paymat made to the organization entitled to engxgmption pursuant
to clause @) of Section 2.

(f) Payment subject to tax withholding made to a-resident person pursuant
to 2%%Section 87, 88, 88A. or 89.

203Amended by the Financial Act,2075(2018).
204Amended by the Finaia Act,2075(2018).

205Amended by the Financial Act,2075(2018).
208Amended by the Financial Act,2075(2018).
20’Amended by the Financial Act,2075(2018).

84



(Unofficial Translation)

(g) 2°°All kinds of retirement payment, including th@aid by the Government of
Nepal or approved retirement fund or unapproved retirement fund (except
regularly paid pension),

(h) 21%Meeting allowance up to twenty thousand rupees per meeting, payment
for teaching every time, making question paper or exaigianswer sheets,

(i) 2*Payment for a windfall gain,

()?*2Amount of consideration to be distributed to individuals from a mutual
fund,

(k) ?Y3Payment for rent of a motor vehicle or carriage service of an individual
except a private firm.

(2) If the persorwithholding tax or the person subject to tax withholding pays
to the Department the amount of tax withheld from the payment from which tax is
withheld finally pursuant té'4Section 87, 88, 88A. or 89 or the amount of tax deemed
to have been withheld pursudo subsection (3) of Section 90, the person referred to
in clause ( c) of Section 3 shall be deemed to have fulfilled the tax liability.

93. Adjustment facility and inclusion of xanot to be withheld finally(1) If any tax is
withheld from any paymeror purposes of computing the amount of such payment, such
tax-withheld amount shall be treated as a portion of that payment.

(2) If any tax is withheld from any payment except the payment from which tax is
withheld finally, the person subject to taxtmholding shall be deemed to have paid the
amount of tax as follows:

(a) The amount of tax withheld from payment pursuant to Section 87, 88 or 89,

(b) If the person withholding tax or the person subject to tax withholding pays to
the Department the amauaf tax referred to in subection (3) of Section 90
or the amount of tax deemed to have been withheld from payment, such
amount.

(3) The person subject to tax withholding may make a claim for adjustment of
the amount referred to in siection (2) onlyd the amount of tax payable in the
income year in which that payment is made.
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Chapter-18
Installment and?'>Advance Tax

94.Payment of tax in installmert® (1) A person who has or will have assessable income in
any income year from any business or inresit has to pay tax in three installments as
follows:

Date on which payment is to be mad¢ Amount to be paid
By the end of Poush (midanuary) Amount to be paid from forty percent of th
estimated tax amount

By the end of Chaitra (midpril) Amount to bepaid from seventy percent of
the estimated tax amount
By the end of Ashad (miduly) Amount to be paid from hundred percent

the estimated tax amount
Explanation:iFor purposes of this stdection -

(a) "Estimated tax" means the estimated tax m insggit computed by any person
liable to pay tax m installment pursuant to Section 95 at the time when the
installment tax is to be paid in any year.

(b) "Tax to be paid" means the insufficient amount resulted from subtraction of the
following sum from theamount as specified under percent to deposit in
installments of the estimated amount in this-sabtion:

(1) The amount of tax deposited in that income year by a prior installment
before the date on which the installment in question is to be paid,

(2)The amount of tax withheld from the payments to be included in computing
the income of any person in any income year pursuant to Chhaptbefore the
date on which the installment in question is to be paid in that year,

(3)If the agent withholding tax dhe person subject to tax withholding pays to
the Department the amount of tax deemed to be withheld from the payment
referred to in clause (2) pursuant to sgetion (3) of Section 90 in that
yearbefore the date on which the installment is to be pacth, mount of tax,
and

(4)The amount of tax adjustment for medical treatment expenses which that
person may claim pursuant to Section 51 in respect of the accepted medical
treatment expenses incurred by that person before the date on which the
installmentis to be paid.

(la)*!"The person paying tax on the basis of transaction shall pay tax in two
installments as follows:

2Yinsertedby the Financial Act,2075(2018).
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Date on which paymentis to be | Amount of tax to be paid
made

By the end of Poush(midanuary) | Tax at the prescribed rate on the transact
up to 20 poush (4 January)

By the end of Ashad(miduly) Tax amount to be set by subtracting the t:
paid within the last day of Poush (mid
January) from the amount of tax calculate
as per the prescribed rate upon estimatin
the transaction that wadibe carried on by
the end of Ashad (miduly) on the basis of
real transaction up to 20 Ashad (4 July).

(2)*'8 Notwithstanding anything contained in ssiction (1), if the amount of
installments to be paid pursuant to that-sabtion is lesé*%han sevethousand five
hundred rupees, amount of such installment need not to be paid.

(3) The person payg installment shall be allowed to deduct the amount of tax
paid by way of installment in any year pursuant to this Section for the tax chargeable
in that yar.

95. Return of estimated tax to be pafil) Each person who has to pay installment in any
income year has to submit to the Department a return, in such format and manner as may
be prescribed b¥#%he Department, setting out the estimates of the foligwimounts of
that person for that year within the date on which the first installment of tax is to be paid
in that year pursuant to Section 94:

(a) Assessable income that could be earned by that person from each source of
employment, business and investmin that year and source of such income,

(b) Taxable income of that person that could be earned in that year and the
amount of tax to be paid by the person referred to in clause (a) of Section 3,
which is computed pursuant to Section 4 without subtrg¢he amount of tax
adjustment for medical treatment expenses,

(c) In respect of a neresident person's foreign permanent establishment
situated in Nepal, the amount of income sent abroad by such foreign
establishment in that year and the amount ofdebe paid by the person

referred to in clause (b) of Section 3, which has been computed in that income
pursuant to susection (5) of Section 4, and

(d) Any other details specified by the Department.
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