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FISCAL INCENTIVES ACT OF BHUTAN, 2017

Preamble

This 1s an Act to give effect to the fiscal incentives (tax exemptions and concessions)
to stimulate economic growth, foster private sector development and generate
employment. Under this Act, types of incentives or exemptions included are income
tax holiday, reinvestment allowance, tax rebate, income exemption, additional
expenditure deduction, TDS exemption, sales tax exemption, customs duty exemption,

and concessional customs duty.

Chapter 1
Title, Scope and Effective Date

1. This Act shall:
(a) be called the Fiscal Incentives Act of Bhutan, 2017
(b) come into force on the 6™ Day of the 5™ Month of the Fire Female Bird Year of
the Bhutanese Calendar corresponding to the 29" Day of June 2017.
(c) extend to the whole of Bhutan.

2. Implementation
This Act shall be implemented from the day of the Bill’s introduction by the
Finance Minister in the National Assembly of Bhutan on 8" May, 2017.

3. The tax holiday or income exemption period shall start from the date of commercial

operation specified in the rules and regulations on the Fiscal Incentives Act 2017.

4. Reinvestment allowance, income exemption, tax rebate, additional expenditure

deduction, TDS exemption, sales tax and customs duty exemption, concessional
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customs duty shall expire by 31 December, 2020.

5. Income Tax exemption to small and micro businesses in rural areas shall expire by
31% December, 2018.

Application

6. This Act shall apply to direct and indirect taxes.

Repeal

7. This Act shall supersede all previous notifications, circulars, rules and regulations
on fiscal incentives or exemptions that are inconsistent with the provisions of this
Act.

Chapter 2

Direct Tax Incentives: General Incentives

This general incentive shall apply to all the sectors.

8. Income tax exemption of 10 years on convertible currency earnings from export

by newly established manufacturing and IT service industries.

9. Reinvestment Allowance of 25% of capital expenditure to Manufacturing and

Service industries.

10. Tax rebate of up to 15% of the up-gradation expenses for adopting modern

environmentally-friendly technologies.
11. Income tax holiday to small and micro businesses located in the rural areas.

12. Tax rebate of 10% on assessed tax amount to business employing 100% Bhutanese

nationals with no less than 20 employees.
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13.Income tax holiday of 5 years to companies going for an Initial Public Offering
(IPO).

14. Waiver of income tax on interest income earned by financial institutions through
preferential lending for Education and Skills Development Program and Overseas

Employment.

Chapter 3

Direct Tax Incentives: Sector Specific Incentives

15. CSI and Cooperative Sector
(a) Income tax holiday of 10 years to CSIs and Co-operatives.
(b) Waiver of income tax on interest income earned by financial institutions
through preferential lending to CSI and Co-operatives.
(c) An additional 10% deductible expenditure for use of locally produced products

16. Mining Sector
(a) Income tax holiday of 10 years for newly established and 5 years for existing
domestically sourced mineral based industries meeting the value addition

criteria prescribed by competent authority.

17. Tourism Sector
(a) Income tax holiday of 10 years to newly established tourist standard hotel and5
years to existing hotel upgraded to tourist standard hotel.
(b) Income tax holiday of 5 years to Farm House and Home Stay established as

hospitality unit.

18. Agriculture and RNR Sector
(a) Income tax holiday of 10 years to business engaged in agriculture and RNR
activities as per the Annexure [ of this Act.
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19. Education Sector
(a) Income tax holiday of 5 years to newly established educational and vocational
institute located outside Thimphu and Phuentsholing Thromde areas.
(b) Income tax holiday of 5 years to newly established music schools, games &

sports school.

20. Health Sector
(a) Income tax holiday of 5 years to newly established selective private health

services approved by the Government.

21. Information and Communication Technology (ICT) Sector

(a) Income tax holiday of 5 years to newly established IT or ITES business
operating from within or outside the IT Park.

(b) Income tax holiday of 5 years to newly established business engaged in
production of films, documentaries and serials for public broadcasting.

(c) Income tax exemption of 5 years on animated films produced by newly
established business.

(d) Income tax holiday of 5 years to newly established media service providers,

namely print media and broadcasting entities.

22. Transport Sector
(a) 3% TDS Exemption on aircraft lease payment by domestic airline companies.

(b) Income tax holiday of 5 years to taxi or car- hire service providers.

23. Waste Management & Recycling Industries
(a) Income tax holiday of 5 years to newly established waste management/

recycling entities including scrap dealers.
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24. Business Infrastructure Developer
(a) Income tax holiday of 10 years to newly established infrastructure developer

as per the list approved by the Government.

Chapter 4

Indirect Tax Incentives: General Incentives
This incentive shall apply to all the sectors.

25.ST & CD exemption on plant and machinery for manufacturing and service

industry.

26. ST exemption on permissible raw materials and primary packaging materials for

manufacturing industry.

27.CD exemption on permissible raw materials and primary packaging materials for

manufacturing industry.

28. Payment of concessional customs duty rate of 3% on permissible raw materials

and primary packaging materials.

29.CD exemption on proprietary raw materials (concentrate or formula) for

manufacturing industries.

30.ST & CD exemption on Point of Sale (PoS) machines, and ATMs for financial

institutions.
31.ST & CD exemption on electronic cash register for business entity.

32.ST & CD exemption on R&D equipment for government recommended R&D

proposal.

33.ST & CD exemption on games & sports equipment.

5
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Chapter 5

Indirect Tax Incentives: Sector Specific Incentives

This incentive is sector specific and shall be as per the list (where applicable) approved

by the Government.

34. Energy Sector
(@) ST & CD exemption to hydroelectric projects.
(b) ST & CD exemption on specific materials for hydroelectric projects service
centers.
(c) ST & CD exemption on plant & machinery for solar, wind, biogas and other

renewal energy.

35. CSI and Cooperative Sector
(@) ST & CD exemption on plant and machinery, permissible raw materials and
primary packaging materials.
(b) ST & CD exemption on raw materials, equipment and tools for artisans and

craftsmen in the rural areas.

36. Mining sector

(@) ST & CD exemption one equipment & machineries for mining industry.

37. Tourism Sector
(@) ST& CD exemption on buses for tour operators.
(b) ST & CD exemption on camping, trekking, rafting, kayaking, boating and
other outdoor or adventure recreation equipment for tour operators.
(c) ST& CD exemption for tourist standard hotels.
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38. Agriculture& RNR Sector
(a) ST & CD exemption to Agriculture and RNR sectors.

39. Construction Sector
(a) ST & CD exemption on earth-moving, heavy lifting and drilling equipment for
construction and hiring business entity.

(b) ST & CD exemption on green building materials for construction industry.

40. Education Sector
(a) ST & CD exemption on school buses for educational and vocational institutes.
(b) ST & CD exemption on specialized furniture mounted with equipment on it
for laboratory use, laboratory equipment, musical instrument, games & sports

equipment and teaching aid materials for educational and vocational institutes.

41. Health Sector
(@) ST & CD exemption on medicines and medical supplies, equipment used for

medical diagnostic, curative, rehabilitative and palliative services.

42. Information and Communication Technology (ICT) Sector
(@) ST & CD exemption on computers and related hardware and software for IT-
enabled service providers.
(b) ST & CD exemption to IT park developer.
(c) ST & CD exemption on specific professional equipment required by media
service providers viz. print media, broadcasting, film production entities and
animation film industry.

(d) Exemption of 30% Sales Tax on Bhutanese cinema.
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43. Transport Sector

(a) ST & CD exemption for buses and trucks used by passenger transport entities.

44. Waste Management and Recycling Industry
(a) ST& CD exemption on plant and machinery for waste management/recycling

industry.

Chapter 6

Rule making power

45. The Ministry of Finance shall have the power to frame and revise the rules and
regulations on the Fiscal Incentives Act 2017 including updating the sector specific

list of items from time to time.

Chapter 7
Miscellaneous

46. The Ministry of Finance and Ministry of Economic Affairs in consultation with
relevant agencies shall carry out periodic monitoring, review and implementation
of the Fiscal Incentives Act 2017.

47.Misuse and non-compliance to the provisions of the rules and regualtions on the
Fiscal Incentives Act 2017shall result in withdrawal of exemptions or incentives

and imposition of fines and penalties as per the laws in force.
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Chapter 8

Definition

48. For the purpose of this Act:

(1)

2)

€)

(4)

()

(6)

(7)

(8)

)

(10)

(11)

“Commercial operation” means sale of goods and services including goods and
services sold during trial production for a consideration in money or money’s
worth.

“Convertible Currency” means foreign currency defined by Royal Monetary
Authority as per the Foreign Exchange Regulations 2013.

“Initial Public Offering (IPO)” means first sale of securities by an issuer
company to the general public.

“Plant and machinery” means such plant and machinery that are peculiar to
and directly related to the manufacture of the unit’s product.

“Primary packaging materials” means those materials that are required for
packing, bottling and labeling without which the product cannot assume its final
identity with its brand name or without which the product cannot be sold.

“Public broadcasting” means broadcasting through Television and Radio.

“Raw materials” means those items that are used as direct inputs in the

manufacturing process and forming part of the finished product.

“Reinvestment Allowance (RA)” means an allowance available to a business

as deductible expenditure for additional capital expenditure incurred.

“Selective private health service” means identified and approved by the

Government.

“Tax holiday” means temporary elimination or reduction of annual income tax
liability.

“Tax rebate” means an amount of tax allowed to be adjusted against the total

income tax liability of a business.
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(12) “Tourist standard hotel” means a tourist standard accommodation certified by

and registered with Tourism Council of Bhutan.

(13) “Rural area” means places located outside the Thromde boundaries of
Thimphu, Phuentsholing, Gelephu and S/Jongkhar for micro businesses
holding Registration Certificate and places outside the boundaries of four major

Thromdes and Dzongkhag Headquarter towns for small businesses.

Annexure I

1. Organic farming 2. Agro-processing
3. Biotechnology 4. Poultry

5. Fisheries 6. Floriculture

7. Health food 8. Animal feed

9. Apiculture 10. Horticulture

11. Dairy
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