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PREAMBLE

This is an Act to give effect to the fiscal incentives (tax exemptions,
concessions and allowances) to stimulate economic growth, foster private

sector development and generate employment.

Parliament of the Kingdom of Bhutan hereby enacts as follows:

Fiscal Incentives Act of Bhutan 2021 1
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CHAPTER 1
PRELIMINARY
Title

1. This is the Fiscal Incentives Act of Bhutan 2021.

Commencement

2. This Act comes into force on the day the Act is introduced by the Finance
Minister in the National Assembly of Bhutan on 25" day of 10" month
of the Female Iron Ox Year corresponding to the 29" Day of November

2021.

Extent

3. This Act extends to the whole of the Kingdom of Bhutan.

Repeal

4. Subject to section 5 of this Act, the Fiscal Incentives Act of Bhutan 2017
is repealed on 29" Day of November 2021.

Saving

5. Notwithstanding section 4 of this Act —

(1) Unless otherwise specified in this Act, businesses granted a tax
holiday under the Fiscal Incentives Act of Bhutan 2017 shall

continue to benefit for the remaining period of the tax holiday

Fiscal Incentives Act of Bhutan 2021 2
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granted to them subject to the conditions imposed pursuant to the
Fiscal Incentives Act of Bhutan 2017 and the Rules on the Fiscal

Incentives Act of Bhutan 2017; and

(2) The provisions of Chapters 7 and 8 under the Fiscal Incentives
Act of Bhutan 2017 shall remain in force to the extent necessary

to give effect to sub section (1).

Supersession

6.  This Act supersedes all previous notifications, circulars, rules and
regulations on fiscal incentives or exemptions to the extent they are

inconsistent with the provisions of this Act.

7. For the avoidance of doubt, the provisions of the Rules on the Fiscal
Incentives Act of Bhutan 2017 shall remain in force to the extent

necessary to give effect to section 5 of this Act.

PART 1
DIRECT TAX INCENTIVES
CHAPTER 2
TAX EXEMPTION AND CONCESSIONARY TAX RATES FOR
APPROVED BUSINESSES IN HIGH PRIORITY SECTORS

Tax exemption

8.  The qualifying income derived by an Approved Business (regardless

of its date of commencement of commercial operation) from any

Fiscal Incentives Act of Bhutan 2021 3
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qualifying activity in the following High Priority Sectors carried out

in Bhutan shall, subject to any conditions prescribed in the Rules and

any conditions specified in the certificate of approval of the Approved

Business, be exempt from tax for a qualifying period not exceeding 10

years:

(1)  Agriculture and Renewable Natural Resources (RNR);

(2) Business Infrastructure Development;

(3) Cooperatives;

(4) Creative Industry;

(5) Education, applicable to educational institutions with International
Accreditation;

(6) Energy, excluding hydroelectric projects; and

(7)  Tourism, applicable to hotels only.

Concessionary rate

9.  The qualifying income derived by the Approved Business from any
qualifying activity in the following High Priority Sectors carried out
in Bhutan shall, subject to any conditions prescribed in the Rules and
any conditions specified in the certificate of approval of the Approved
Business, be subject to the concessionary tax rate of 5% for Newly
Established Businesses and 15% for Existing Businesses, in both cases
for a qualifying period not exceeding 5 years:

(1) Cottage and Small Industries (CSI);

Fiscal Incentives Act of Bhutan 2021 4
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(2)  Education, applicable to (1) Technical & Vocational Education and
Training (TVET) schools; and (2) higher secondary schools —and
above with science, technology, engineering and mathematics

(STEM) subjects;
(3) Information and Communication Technology (ICT); and

(4) Waste Management and Recycling Industries.

10.  An Approved Business under section 9 of this Act is eligible to apply
for an extension of the qualifying period (subject to sections 14 and 15
of this Act) where it has fulfilled the qualifying conditions set out in its

certificate of approval.

Application to the Ministry for approval

11.  Where a business is engaged in or desires to engage in any qualifying
activity referred to in sections 8 and 9 of this Act, the business must apply
between 1% January 2022 and 31* December 2026 in the prescribed form
to the Ministry for approval as an Approved Business for that qualifying

activity.

Qualifying conditions for approval as Approved Business

12.  The Ministry may, if it considers it in the public interest to do so,
approve an applicant under sections 8 and 9 of this Act as an Approved

Business for a qualifying activity subject to any conditions prescribed

Fiscal Incentives Act of Bhutan 2021 5
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in the Rules and any conditions specified in the certificate of approval,

which shall include the following:

(1) The business has not enjoyed any tax holiday under the Fiscal
Incentives Act of Bhutan 2017 or the Fiscal Incentives 2010 in

respect of the qualifying income from the qualifying activity;

(2) The employment of a minimum number of Bhutanese nationals
during the qualifying period;
(3) Minimum business spending to be incurred annually by the

business during the qualifying period;

(4) Minimum qualifying capital expenditure to be incurred by the

business; and

(5)  Such other conditions as the Ministry thinks fit.

Approval certificate

13.  The Ministry shall specify in the certificate referred to in section 12 of

this Act:
(1) The tax rate applicable to the qualifying activity;

(2) The qualifying period;
(3) The qualifying activity; and

(4) The qualifying income.

Fiscal Incentives Act of Bhutan 2021 6
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Qualifying conditions for extension of concessionary tax rate

14. The Ministry may, upon application by an eligible Approved Business
under section 10 of this Act and if the Ministry considers it in the public
interest to do so, extend the qualifying period specified in the certificate
of approval by a period not exceeding 5 years, subject to such conditions

as the Ministry thinks fit.

15. The concessionary tax rate for the extended qualifying period approved

by the Ministry under section 14 of this Act shall be 15%.

Definitions
16. In this Chapter, unless the context otherwise requires —

(1) “Approved Business” means any business which has been
approved by the Ministry under section 12 of this Act for a

qualifying activity;

(2) “Date of commencement of commercial operation”, in relation
to a business, means the date on which the business issues its first
invoice for the sale of goods and services including goods and
services sold during trial production for a consideration in money

or money’s worth;

(3) “Existing Business” means a business whose date of
commencement of commercial operation is more than 24 months

prior to the date of its application under section 11 of this Act;

Fiscal Incentives Act of Bhutan 2021 7
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“4)

©)

(6)

(7

®)

“International Accreditation” means international accreditation

as prescribed under the Rules;

“Newly Established Business” means a business whose date
of commencement of commercial operation is no more than 24
months prior to the date of its application under section 11 of this

Act;

“Qualifying activity” means a business activity in a High
Priority Sector which is prescribed in the Rules and, in relation
to an Approved Business, which is specified in the certificate of

approval;

“Qualifying income” means the income derived by an Approved
Business from the qualifying activity which it is approved for,
subject to any restrictions as prescribed in the Rules or as specified

in the certificate of approval; and

“Qualifying period” means the tax exemption period or
concessionary tax period specified in an Approved Business’s

certificate of approval.

CHAPTER 3
INVESTMENT ALLOWANCES

Capital expenditure investment allowance

17. Aninvestment allowance may be granted to a business (regardless of its

date of commencement of commercial operation) by the Ministry under

Fiscal Incentives Act of Bhutan 2021 8
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section 19 of this Act at a specified percentage not exceeding 100% of
the amount of the fixed capital expenditure incurred for an Approved

Project.

Application to the Ministry for approval

18. Where a business proposes to carry out any of the following projects
in Bhutan, the business must apply between 1% January 2022 to 31
December 2026 in the prescribed form to the Ministry for the approval

of the project as an Approved Project.

(1) A project for the promotion and development of any of the
following High Priority Sectors or for the improvement of the
production efficiency of the business’s activities in any of the
following High Priority Sectors:

(a) Agriculture and RNR;

(b) Business Infrastructure Development;
(c) Construction;

(d) Cooperatives;

() Creative Industry;

(H CSL

(g) Education;

(h)  Energy, excluding hydroelectric projects;

(1)  Health;
Fiscal Incentives Act of Bhutan 2021 9
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() ICT, excluding telecommunications;

(k) Manufacturing;
(I)  Mining;
(m) Tourism;
(n) Transport; and
(o) Waste Management and Recycling Industries.
(2) A project for research and development (R&D);
(3) A nproject for improving energy efficiency; and
(4) Aproject for developing and improving domestic and international
digital services, excluding telecommunications.

Qualifying conditions for approval

19.  Where the Ministry considers it in the public interest, having regard to
the economic, technical and other merits of the project to be carried out
in Bhutan, the Ministry may approve the project as an Approved Project
subject to any conditions prescribed in the Rules and any conditions

specified in the certificate of approval which shall include the following:

(1) The items of fixed capital expenditure incurred in Bhutan for
the Approved Project which shall qualify for the investment

allowance;
Fiscal Incentives Act of Bhutan 2021 10
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(2) The percentage of the amount of the fixed capital expenditure that

shall be granted the investment allowance;

(3) The qualifying period, which shall not exceed five years, within
which the fixed capital expenditure must be incurred to qualify for

the investment allowance; and

(4)  Such other conditions as the Ministry thinks fit.

Exclusion of other direct tax incentives

20. No investment allowance shall be granted in respect of any project
which is part of a business which has been granted any tax incentive

under Chapter 2 of this Act.

Deduction of investment allowance

21. The full amount of any investment allowance granted shall be allowed
as a deductible expenditure in the income year in which the capital
expenditure is incurred after deduction of all expenses, depreciation and
carry forward losses allowed under the Income Tax Act of the Kingdom

of Bhutan 2001.

Carry forward of investment allowance

22.  Any investment allowance which is not deducted in an income year
because the business does not have sufficient profits in that income
year shall be carried forward as losses and deductible in the subsequent

income years. For the avoidance of doubt, section 17 of Part I of the

Fiscal Incentives Act of Bhutan 2021 11




(1) NFNFGINURNENYAFRRIRNR  qGFAEAN S FAIFAHR
R 3|

() arg’nﬁ'ngmwm'asq'ﬁ' @ﬁ'éﬁ'agn'%a'ﬁq'MN' q5E REANE
ga'sﬁ'a?ﬁ‘nﬁz:'ﬁ?ﬁna‘ a‘f‘fgmmwgn}lﬁ' @ﬁ'éﬁ'gqnaﬁmgq‘

(0 BFEAUS ?Sm'qqq'Cu’ﬁu'g'n]%q«ma'qqk\x’%ﬁmqq@'iqm[

syRaed RasgagidaTaTe 3R
20. nsqﬁ&wa%aﬁlg 2 ua'?fﬂ]'og gm@'&awﬂqw&gq'iq qRIRAER
&I’ﬁ'ua' &fa'og'ﬁ\]'asqw'qclﬁ'%' m«'qﬂm'qaﬁa'ﬁ'aﬁ@ &'g'nﬁ':@q«@'

AN
WRABA| S|

NFYRARGNNY WK FA IR

2. N'ga'sﬁ'q?ﬁm;:&’ﬁua' QQKI'@RN'GFqi'GVJ' al'g'nﬁ'q§qm'aww'asq'
RIRR agﬂ'ﬁ'qnn'gmmm@'%qﬁsw 2007 sqwa’q’q'@éﬂ’ﬁ"
RZ& sﬁ'q?ﬁ&l’:wén]«ﬁ:' ial'sﬁnn'an]' é‘(’ﬁﬁ"?ﬁ'ﬂ%ﬁé‘ X EA|
qnﬁ'na'ﬂm@ arg‘uﬁ'ngwa' ﬁgﬂ'ﬁﬁ&«'&’:«"ﬁﬂ«@ WRAEA|

Eﬂ‘

N'g"nﬁ'qgn]«'@' RS LS|
23 qqq@m'c?i'%q'qx'@ %‘R‘o{%qw\q" r?:t:rmmr;s\"iﬁnx' a«rga'wm'aq'
MQ'asq'ax'aqi'nx'@N'aﬁ' @(’?’Qﬁ@'ﬂwﬁ' q?j‘ﬂnggﬁ'ﬁ' ﬂm'ala'qn:r

@:N‘&"@'ﬁ:@ MQ'an]'QQﬁ'ﬁ?ﬁ‘ ’ﬁ’qz\rwqu]'a:w@’{q@ agﬂ'ﬁ\]'qm'

agﬂ}'ﬁ'ﬁgm'aﬁm'ﬁswﬂn}&'&g’q@q@'ﬂsq‘@&w 3017 ST 79



Income Tax Act of the Kingdom of Bhutan 2001 (including, where
applicable, as applied by section 11 of Part II of the Income Tax Act
of the Kingdom of Bhutan 2001) does not apply to losses arising from

investment allowances granted under this Chapter.

Prohibition on disposal of asset

23. A business shall not sell, lease out, or otherwise dispose of any asset
in respect of which an investment allowance has been granted within
7 years from the commencement of its qualifying period referred to in
section 19(3) of this Act, unless the business has obtained the written

approval of the Ministry.

Recovery of tax on disposal of asset

24.  Where, within 7 years from the commencement of its qualifying period
referred to in section 19(3) of this Act, a business has sold, leased out,
or otherwise disposed of any asset in respect of which an investment
allowance has been granted, an amount equal to the aggregate of the
investment allowance granted in respect of that asset shall be recovered
by way of an assessment or reassessment to recover any tax in respect
of any income that was not subject to tax because of the investment

allowance.
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Definitions

25. In this Chapter, unless the context otherwise requires:
(1) “Approved Project” means a project approved by the Ministry

under section 19 of this Act; and

(2) “Fixed capital expenditure” means capital expenditure to be
incurred on an Approved Project by a business on the following
items that are used for carrying out the project —

(a) Any building or structure specially designed for carrying

out the project;

(b)  The acquisition of any know-how or patent rights;

(c) Anynew productive equipment (and, subject to the approval
of the Ministry, any second-hand productive equipment) to

be used in Bhutan; and

(d) Any item prescribed in the Rules.

CHAPTER 4
OTHER INCENTIVES

Tax exemption for small and micro businesses located in the rural areas

26.  Upon approval by the Ministry and subject to any conditions prescribed
in the Rules, small and micro businesses located in the rural areas shall

be entitled to a tax exemption on all income until 31%* December 2024.
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27.  For purposes of section 26 of this Act, “rural areas” means:

(1) For micro businesses holding a Registration Certificate,
places located outside the Thromde boundaries of Thimphu,

Phuentsholing, Gelephu and Samdrup Jongkhar; and

(2) For small businesses, places outside the boundaries of the four

major Thromdes and Dzongkhag Headquarter towns.

Tax exemption on interest income from preferential lending

28.  Upon approval by the Ministry and subject to any conditions prescribed
in the Rules, the interest income derived by financial institutions from

approved preferential lending schemes shall be exempt from tax.

29. For purposes of section 28 of this Act, “approved preferential lending
schemes” means preferential lending schemes approved by the Royal
Monetary Authority of Bhutan, including but not limited to preferential
lending schemes for the purposes of education, skills development and

overseas employment.

30. The exemption provided under section 28 of this Act shall expire by 31*
December 2026.
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Concessionary tax rate of 10% for businesses in the border towns of

Gelephu, Phuentsholing, Samtse, and Samdrup Jongkhar

31.  Upon approval by the Ministry and subject to any conditions prescribed
in the Rules, small, cottage and micro businesses located in the border
towns of Gelephu, Phuentsholing, Samtse, and Samdrup Jongkhar shall

be subject to a reduced tax rate of 10% in the income year 2021.

Additional deduction for employment of additional Bhutanese national

32.  Upon approval by the Ministry and subject to any conditions prescribed

in the Rules, a business which:

(1) Employs one or more additional Bhutanese national within the

year (each referred to in this Chapter as “the relevant employee™);
(2) Retains the relevant employee for at least one year; and

(3) Pays the relevant employee emoluments equal to or less than Nu.
35,000 per month (referred to in this Chapter as “the relevant

emoluments”)

Shall, for the first three years of the relevant employee’s employment,
be entitled to 100% additional tax deduction on the relevant emoluments

paid to the relevant employee in the year it is incurred.
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33.

34.

35.

No additional deduction shall be granted under section 32 of this Act on

any portion of the emolument which is borne by the Government.

No person shall be regarded as a relevant employee of a relevant business
under section 32(1) of this Act if, at any time within the preceding year,

he was employed by the relevant business or by an associated business.

No additional deduction shall be granted under section 32 of this Act
after 31 December 2026.

Additional deduction for locally manufactured construction materials

36.

37.

Upon approval by the Ministry and subject to any conditions prescribed
in the Rules, any business which carries out any construction project
using locally manufactured construction materials (as certified by the
competent authority) shall be entitled to 30% additional tax deduction

on the cost incurred in respect of such materials in the year it is incurred.

No additional deduction shall be granted under section 36 of this Act
after 31 December 2026.

Tax Deducted at Source exemption for domestic airline company

38.

Upon approval by the Ministry and subject to any conditions prescribed
in the Rules, domestic airline company shall be entitled to exemption
of 3 percent withholding tax on aircraft lease payments made by the

company.
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39. The exemption provided under section 38 of this Act shall expire by 31*
December 2026.

PART 11
INDIRECT TAX INCENTIVES
CHAPTER 5
GENERAL
Effective period

40. The incentives in Chapters 6 and 7 of this Act shall have effect as

follows:

(1) Sales Tax (ST) incentives shall expire on 31% December 2026 or
on the day the Goods and Services Tax Act of Bhutan 2020 is

implemented, whichever is earlier; and

(2) Customs Duty (CD) incentives shall expire on 31 December
2026.

Ministry’s power to prescribe items
41. The incentives in Chapters 6 and 7 of this Act shall apply only to the
items prescribed by the Ministry under the Rules.

Fiscal Incentives Act of Bhutan 2021 17



AA

ap.  RSARAA ARARFES 44 na?fq tﬁ:« %’q’qﬁﬁ'ﬁ'&’ﬁ'gl' ﬁ?ﬁlw'
vql:«ﬁ gm 03U T 73 NAEN 4 oy sNFREmas)
qa«'aa\" 3 q
BRAFNRENY Remgaasga s
A « N
ey
ANV
co. z:xesacg&waﬁ ¢ VAR o ”‘?i’;’ﬂ N‘*‘Nﬂ’ﬂ‘“‘”zi@"ﬂéﬂ &
TN RS
(9) q’%’:’g}m@&mm'ﬂn}wa&g’qﬁqg @fil' 2036 X 9% NAFN 4
o WKy ag’nﬁ]'6'&54\1'3:'@‘nm'}’qmm@'nsa@&w 2020 sq'aqa'
q@xgﬁ'ﬂ?ﬁ'n@qm’ma‘ ?SN'ERN'IJ@NWN' §q'a§q@'¥:\rg}<«'@
QIR AT

NN S

(1) SRNEUTRANGUNNIFHGR JH 040 F 93 WREV 4
Y GVESETN|
g sandRgT By gaRye<aEs|
&. msqﬁawq%a'o}g ¢ NR o u'qf;'n“}' &&Nﬂﬂ«'&g&\'ﬁﬁ'@ msq@m}'
QY gaRa s BRFIRNR SENYRITEFRATSAY =
&R

agq'ﬁ'ﬁgm'aﬁm'ﬁsw'ﬂqmwg’qﬁq@nm@&w 1047 ST 79



CHAPTER 6
SALES TAX AND CUSTOMS DUTY EXEMPTIONS TO
BUSINESS UNDER HIGH PRIORITY SECTORS

Incentives

42. Upon approval by the Ministry and subject to any conditions prescribed
in the Rules, businesses in the following High Priority Sectors shall be

entitled to the exemptions in this Chapter.

Agriculture and RNR sector

43. For the Agriculture and RNR sector, there shall be ST and CD exemption
on plant & machinery, seed & seedling and equipment & tools.

Construction sector

44.  For the Construction sector, there shall be ST and CD exemption on
machinery, equipment & tools and specific material.

Creative sector

45.  For the Creative sector, there shall be ST and CD exemption on specific

professional equipment and raw material.
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CSI and Cooperative sector

46. For the CSI and Cooperative sector, there shall be ST and CD exemption
on plant and machinery, equipment & tools, raw material, and packaging
material.

Education sector

47. For the Education sector, there shall be ST and CD exemption on
specialized furniture, equipment and teaching aid material.

Energy sector

48. For the Energy sector, there shall be ST and CD exemption on specific
material, equipment and plant and machinery.

Health sector

49. For the Health sector, there shall be ST and CD exemption on medicine,
medical supply and equipment.

ICT sector

50. For the ICT sector, there shall be ST and CD exemption on plant &

machinery, construction material, ICT tools and equipment.
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Manufacturing sector

51.  For the Manufacturing sector, there shall be ST and CD exemptions on
plant and machinery, raw material, packaging material and proprietary

raw material (concentrate or formula).

Mining sector

52. For the Mining sector, there shall be ST and CD exemption on equipment

and machinery.

Tourism sector

53. For the Tourism sector, there shall be ST and CD exemption on bus,
furniture and fixture, electrical fitting, equipment, cutlery and crockery,
mattress and linen, sanitary ware and outdoor or adventure recreation

equipment.

Transport sector

54. For the Transport sector, there shall be ST and CD exemption for
passenger bus and truck.

Waste Management and Recycling sector

55.  For the Waste Management and Recycling sector, there shall be ST and

CD exemption on plant and machinery and equipment.
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Incentives

CHAPTER 7
OTHER INCENTIVES

56. Upon approval by the Ministry and subject to any conditions prescribed

in the Rules, businesses shall be entitled to the following exemptions or

concessionary CD rate:

(1)

2)

)

(4)

)

Concessionary CD rate of 3% on permissible raw material and

primary packaging material;

ST and CD exemption on electronic cash register and Point of Sale
(PoS) machine for business entity and Automated Teller Machine

(ATM) for financial institutions;

ST and CD exemption on Research and Development equipment
for Government recommended Research and Development

proposal;
ST and CD exemption on games and sports equipment; and

ST and CD exemption on plant and machinery for service industry.
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CHAPTER 8
MISCELLANEOUS PROVISION

Sector classification

57. A business’s sector classification for purposes of this Act shall be
in accordance with its trade license or permit issued by the relevant

authorized agency.

Monitoring and review

58.  TheMinistry of Finance and Ministry of Economic Affairs in consultation
with relevant agencies shall carry out periodic monitoring, review and

implementation of this Act.

Consequences of non-compliance or abuse

59. Ifit appears to the Ministry that a business which has been granted any
incentive under this Act has not complied with any applicable condition
or has abused the incentive, the Ministry may exercise one or more of

the following powers in accordance with the Rules:

(1) Make an assessment or reassessment to impose or recover any

direct tax or indirect tax;

(2) Disqualify the business from the incentive for part or all of the

incentive period; and

(3) Impose fines and penalties in accordance with applicable laws.
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Amendment

60. The amendment of this Act by way of addition, variation or repeal shall

be effected by the Parliament.

Rule making

61. The Ministry of Finance shall frame rules in consistent with the

provisions of this Act for the effective implementation of this Act.

Authoritative text

62. In any instance of a difference in the meaning between the Dzongkha

and the English texts of this Act, Dzongkha text shall prevail.

Definition

63. In this Act, unless the context otherwise requires:
(1) “Arm’s-length basis” has the meaning under the Income Tax Act
of the Kingdom of Bhutan 2001 (as may be amended from time to

time);

(2) “CD” means customs duty imposed under section 28 of the
Customs Act of Bhutan 2017 (as may be amended from time to

time);

(3) “Certificate” includes a letter or other document issued by the
Ministry to a business pursuant to an application made by the

business under a provision of this Act;

(4) “CSI” means cottage and small industries;
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(5) “High Priority Sectors” means:

(a)
(b)
(c)
(d)

()
(2
(h)
(@)
)
(k)
0]
(m)
(n)
(0)

Agriculture and Renewable Natural Resources (RNR);
Business Infrastructure Development;

Construction,;

Cooperatives;

Cottage and Small Industries (CSI);

Creative Industry;

Education;

Energy;

Health;

Information and Communication Technology (ICT);
Manufacturing;

Mining;

Tourism;

Transport; and

Waste Management and Recycling Industries;

(6) “ICT” means information and communication technology;

(7) “Ministry” means the Ministry of Finance;
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(8) “Plant and machinery” means such plant and machinery that are
peculiar to and directly related to the manufacture of the business’s

product;

(9) “Primary packaging material” means those materials that are
required for packing, bottling and labelling without which the
product cannot assume its final identity with its brand name or

without which the product cannot be sold;

(10) “Raw material” means those items that are used as direct inputs
in the manufacturing process and that form part of the finished

product;

(11) “RNR” means renewable natural resources;

(12) “Rules” means the rules and regulations prescribed under this Act;

(13) “ST” means sales tax imposed under section 4 of the Sales Tax,
Customs and Excise Act of the Kingdom of Bhutan 2000 (as may

be amended from time to time);

(14) “Tax” means income tax imposed under the Income Tax Act of the

Kingdom of Bhutan 2001 (as may be amended from time to time).
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