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Income Tax Rules, 2059 (2002)

Date of publication in Nepal Gazette

2059.2.27 (10 June 2002)

Amendment:

1. Income Tax (First Amendment) Rules, 2059.9.22
2059 (2003) (6 Jan. 2003)

2. Income Tax (Second Amendment) 2060.12.16
Rules, 2064 (2008) (29 March 2008)

3. Income Tax (Third Amendment) Rules,2067.8.4
2067 (2010) (20 Nov. 2010)

In exercise of the powers conferred by Sectiondf3@e Income Tax
Act, 2058 (2002), Government of Nepal has frameddhewing Rules.

Chapter-1

Preliminary

1. Short title and commencement(1) These Rules shall be called as
the "Income Tax Rules, 2059 (2002)".

(2) These Rules shall come into force immediately.

2. Definitions: Unless the subject or the context otherwise reguim

these Rules, -
(@) "Act" means the Income Tax Act, 2058 (2002).

(b) "Permanent account number" means the account emumb
provided by the Department to any person to idestiiyh person

for purposes of tax.
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Chapter-2

Tax Exemption

3. Application _to _be submitted for_exemption of tax (1) Any

organization entitled to enjoy tax exemption purdua Clause (s) of
Section 2 of the Act shall submit an applicatiooc@npanied by the

following details, to the Department for the exemiptad tax: -

(@) In the case of an organization required to be
registered pursuant to the prevailing law, a
duplicate copy of the registration certificate,

(b)  Acopy of the statute of the organization,

(c) Where the permanent account number has been

obtained, a copy of such certificate, and
(d) A duplicate copy of an audit report, if any.

(2) Upon conducting necessary examination akeapplication
for tax exemption submitted pursuant to Sub-rule {i¢ Department
shall register such organization as an organizatiatitled to enjoy tax

exemption and issue a certificate.

(3) Notwithstanding anything contained in Subesu(1) and (2),
the Department may specify any entity falling withihe organization
entitled to enjoy tax exemption so as they may reotrdquired to be
registered.

4., Entity enjoying tax exemption by advance ruling The

Department may, by an advance ruling pursuant toid@®e@®% of the
Act, specify any entity established with non-praofibtive, other than the
entity mentioned in Clause (s) of Sub-clause (1$extion 2 of the Act,

as an entity entitled to enjoy tax exemption.

5. Submission of financial statement Any entity to be registered

pursuant to Sub-rule (2) of Rule 3 and any entritited to enjoy tax
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exemption pursuant to Rule 4 shall compulsorily siithts audited
annual financial statements to the Department witfiimee Months
from the date of expiration of the fiscal year. Aewtity which did not
submit such statement shall not get tax exemptidih tine submission

of such statement.
Chapter-3

Computation of Income

6. Payment of petty amounts In making payment of petty amounts
mentioned in Clause (d) of Sub-section (3) of Sec8ar in (c) of Sub-

clause (2) of clause (a) of explanatory part oftiac21 of the Act, the

payer may make payment of a maximum of Five Hundred &upé a
time for tea expenses, stationery, gift, prize, aaswedial treatment and
for similar kind of payment as specified by the Dispant.

7. Not to be included in depreciation base In computing the

depreciation base of any class of any property parposes of
computing the threshold referred to in Sub-sect®)nof Section 16 of
the Act, the excess expenses to be incurred pursoieBub-section (3)

of Section 16 of the Act or any portion thereoflshat be included.

8. Method of accounting (1) In maintaining accounts of tax pursuant to

Section 22 of the Act, accounts shall be maintaineaccordance with

the accounting standards, if any, prescribed bytbgailing law.

(2) In cases where any accounting standards erespecified
pursuant to Sub-rule (1), tax accounting shall &eied out as per the
accounting standards specified by the Departmenedbasn any

prevailing international principle or practice.

9. Standards on conversion into unrecoverable or bad ebt: For

purposes of Clause (a) of Sub-section (2) of Seck® and sub-clause
(1) of Clause (c) of Sub-section (3) of Section @0the Act, the
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standards determined by tNepal Rastra Bank shall apply in respect of
a debt of a bank or financial institution becom@aggunrecoverable or its
conversion into a bad debt.

10. Contract with deferred consideration: In cases where a party to

any contract does not show the matters specifieth&yDepartment in
respect of the estimated profit and loss in permidsvery Six months,
such contract shall be a contract with deferredc@nation.

11. Excluded contract The following contract shall be an excluded

contract:-

(@) Any contract created because of having anasten any entity

or having obtained membership of a retirement fund, o
(b)  Any contract of investment insurance.

12. Other _provisions relating to _long-term _contract (1) In cases

where the income derived by any person from investnenployment
or business at any time is not computed likewise moanal income
year at any time, the amounts to be included in edamg@ the income at
that time or at the time preceding it shall be the am®to be included
as per the sum of gradual increase.

(2) In cases where the income derived by any peifsom
business or investment at any specific time is notpuged likewise in a
normal income year at any time, the amounts allowdzetdeducted in
computing the income at that time or at the time priaggdt shall be

the amounts to be deducted as per the sum of gramtuehse.

(3) In determining the completion percentage l# tontract
mentioned in Sub-section (2) of Section 26 of thé #&cany specific

time, it shall be determined as follows:-

(@) In respect of a contract related with productio
construction or installment or a contract on the

fulfillment of the services related thereto, by
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13.

comparing the amount to be deducted as per the
sum of gradual increase at that time with the
amount to be deducted as per the sum of gradual

increase at the time when the contract expires, or

(b)  In cases other than those mentioned in claysaga

specified by the Department subject to that clause.

(4) The provisions of the long-term contract memgib in Section
26 of the Act shall not apply to the person whaas required to submit
a return of estimated tax in any income year purst@iection 95 of
the Act.

(5) The provisions of the long-term contract memgio in Section

26 of the Act shall apply to the following contract

(@) A contract related with production, construatior
installment or a contract on the fulfilment of the
services related thereto, at the time of

commencement of the Act, and

(b)  In cases other than those mentioned in claysa (a
contract as per such time and condition as specified

by the Department.

Provision relating to motor vehicle and building of personal

use (1) For a motor vehicle used or made available use by any

person for personal purposes, in full or in pad; &ny beneficiary

including an employee or worker, amount shall bemeined/assessed
as follows for any income year pursuant to Sub-&gd3 of clause (b)

of Sub-section (1) of Section 27 of the Act:-

(@) In cases where it is provided to an employee or
worker or any other person receiving remuneration

on a monthly basis, the amount to be set by zero
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(b)

point five percent (0.5%) of salary being drawn by
him/her.

In cases other than those mentioned in Clause (a
the amount to be set by One percent of the
prevailing market value of the motor vehicle per

annum.

Explanation: For purposes of this Rule, "motor vehicle" means a

motor, car, jeep and other motor vehicle of sinkiad.

(2) For a building used or made available for mgeany person

for personal purposes, in full or in part, for sogneficiary including an

employee or worker, amount shall be determined/asdessfollows for

any income year pursuant to Sub-clause (2) of Clénsef Sub-section
(1) of Section 27 of the Act:-

(a)

(b)

(€)

www.lawcommission.gov.np

In cases where the person providing the bugldin

provides it to an employee or worker or any other
person receiving remuneration on a monthly basis,
the amount to be set by Two percent of the salary

being drawn by him/her,

In cases where the person providing the buldin
rents it and provides it to a person other than tha
mentioned in Clause (a), the amount to be set by
Twenty-five percent of the amount paid for the

rent,

In cases where the person providing the buldin
provides a building for which rent is not to bedgai
to a person other than that mentioned in Clause (a),
the amount to be set by Twenty-five percent of the

prevailing house rent.
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14. Small denomination of money not to be countedn certifying any

payment pursuant to Section 27 of the Act or makiogversion into
Nepalese rupees pursuant to Section 28 of the dsatpmination of

paisa exceeding the rupee shall not be counted.

15. Fixation of value in advance (1) In cases where any one or more

than one person makes a request in writing to becdes as to the
distribution, allocation or allotment to be made bg Department on
the basis of arms length in respect of the amountset included or
deducted in computing the income of any person pumstwo Sub-
section (1) of Section 33 of the Act, the Departmealy issue a notice

in writing as follows:

(@) In a manner that the period of the notice irtingi

does not exceeds Five income years at a time,

(b) In a manner that the notice in writing can be
renewed notwithstanding anything contained in

Clause (a).

(2) The notice in writing referred to in sub-rul@) shall be
binding to the Department and the party making segoest.

Provided that, in cases where the Department sgteethe
request made by the concerned applicant, the notiegiting shall be

invalid.

16. Circumstances where involuntary disposal with sub#ution is

created (1) In cases where, by virtue of the unificatmrestructuring
of any entity, the interest of any person in anyitgns replaced by
another interest of that entity or by the interesany other entity, an

involuntary disposal shall be deemed to have bessied.

(2) In cases where an involuntary disposal isiter@ pursuant to
Sub-rule (1), the entity or person shall submitagplication to the

Department for an approval.
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(3) The Department may provide approval on the iegdn

submitted pursuant to Sub-rule (2).
Chapter-4

Special Provisions on Natural Person and Entity

17. Approved medical treatment expenses and threshold1) For

purposes of computing tax adjustment for medicalrmeat pursuant to
Section 51 of the Act, the following medical treatrnexpenses shall be

deemed as the approved medical treatment expenses:-

(@) Insurance premium paid by any natural person for

health insurance,

(b)  The amount as per the bill including the expans
for medicines incurred in doing treatment of any
natural person by a recognized hospital, nursing

home, health centre or a doctor.

(2) Notwithstanding anything contained in sulkeryll), the
following expenses shall not be deemed as approveticaldreatment

expenses:-
(@)  The expenses incurred in cosmetic surgery, and

(b)  The expenses mentioned in Clause (b) of Sub-rule
(1) for which compensation has been obtained from

insurance mentioned in Clause (a) of Sub-rule (1).

(3) The threshold of the amount for which tax dmnadjusted
pursuant to Sub-section (3) of Section 51 of the #twll be Seven
Hundred Fifty Rupees.

18. Amount of dividend need not to be included in compting the

income: (1) For purposes of the proviso Clause of Suhiwed3) of
Section 51 of the Act, in cases where any entigtributes dividends

except profits to any beneficiary for the followiragts, for any other
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reason except in the course of carrying on thenkssi of that entity, the

dividends need not to be included in computingiticeme:-

(@) The service provided by that entity to the

beneficiary, or

(b)  The property under ownership of that entity,ickh

has been provided for the use of the beneficiary.

(2) In the cases as referred to in sub-rule (D, expenses
including depreciation deduction shall be dedudtedespect of such

service or property.

19, D,
Chapter-5

Special Provision on Retirement Saving

20. Approval of retirement fund: (1) In cases where an application is

received pursuant to Section 63 of the Act for apal of the retirement

fund, the Department may give approval subject toraild(2).

(2) In giving approval pursuant to Sub-rule (e Department
may so give approval as requiring the retirement ftondbide by the

following terms:-

(@) To invest the moneys deposited in the retirement
fund or to be obtained by the retirement fund only

in the approved investment,

(alf To have the paid up capital shall be at least Ten
Million Rupees (onearore),

(@2 To have the number of beneficiaries, workers and

employees shall be at least One Thousand,

Repealed by Second Amendment.
Inserted by Second Amendment.
Inserted by Second Amendment.
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(b)

(€)

(d)

(e)

In cases where the retirement fund has to accept
retirement contribution from an employer on behalf
of an employee or worker, the management of that
fund has to be carried out distinctly from the

employer,

Provided that, this Clause shall not be
applicable in the case of the employee or worker of
that fund.

To deposit the retirement contribution into the
retirement fund within One month of the debiting
where the retirement contribution amount was
debited in the month okshad, and within Fifteen
days of the debiting in the case of the other mgnth

Retirement payment can be made to the beneficiary
of the retirement fund only in the following

circumstances:-

(1) In cases where the employee or worker is

retired from the service,

(2) In cases where the beneficiary attains the age

of Fifty-eight years, or

(83) In cases where the beneficiary dies or

becomes disabled permanently.

To have the retirement fund audited by an audito
recognized by the Department of the Auditor

General.

Explanation For purposes of this Rule, "approved investmentamse

the investment made as follows:-

(a)

www.lawcommission.gov.np

The investment made in the citizen investment fund

established pursuant to the prevailing laws,
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(b)  The investment made in the debentures issued by

Government of Nepal,

(c)  The investment made in the bank operated pursuant

to the prevailing banking laws,

(d)  The investment made on co-financing with a bank,

and

(e) The investment made for beneficiaries except own

shareholders.

(3) In cases the approved retirement fund whodidained an
approval from the Department does not abide the tamdsconditions
as referred to in Sub-rule (2), the Department mayehkthe approval

of such fund.

(4) Notwithstanding anything contained in Subesu(1), (2) and
(3), the provident fund, retirement fund or citizamestment fund being
operated under the prevailing laws at the time ofifmencement of the
Act shall be deemed as the approved retirement fatititbe “ast day
of Ashad of the year 2060 (16 July 2003)

(5) The fund pursuant to Sub-rule (4) shall abtan approval
from the Department within the period as referretht&ub-rule (4). In
cases where such retirement fund does not obtairoegpwithin that
period, it shall be converted into an unapprovedemment fund after

that period.

(6) Notwithstanding anything contained elsewheréhese Rules,

the following provisions shall be applicable to tb#éowing amounts:-

(@) The amounts included the principal and inteodést
an employee or worker deposited in the provident
fund or citizen investment fund in the income years

preceding the commencement of this Act and the

4 Amended by First Amendment.
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amount for gratuity and accumulated leave accrued

until that period shall be exempted from tax, and

(b) The medical treatment expense in a sum not
exceeding One Hundred Eighty Thousand Rupees
payable to the employee or worker in service at the
time of commencement of this Act, when he/she
gets retirement from service as per the rules of the
terms and conditions of his/her service, shall reot b
included in the income of the employee or worker.

21. Threshold of retirement contribution: In any income year, a

natural person who is the beneficiary of an applonetirement fund
may, in making retirement contribution to the retireimiemmd, subtract
from his/her taxable income a sum of Three Hundredu$aied Rupees

or One-thirds of his/her assessable income, whigche\Jewer.
Chapter-6

Tax Administration and Governmental Documents

22. Procedures relating to advance ruling (1) A person who demands

for an advance ruling pursuant to Section 76 ofAbeshall submit an

application to the department in the format specifigdhe Department.

(2) Upon receiving an application pursuant to -8ulb (1), the

Department shall decide within Forty-five days.

(3) In cases where an advance ruling is not vecefrom the
Department within the period as referred to in Sulb-(2), the applicant
may submit an application to the Department for adstrative review
pursuant to Section 115 of the Act or make an apfme#ie Revenue

Tribunal pursuant to Sub-section (4) of Section afithe Act.
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23.

24.

25.

(4) The Department may, prior to making decisionspant to
sub-rule (2), if it deems necessary, shall invaséigrom an officer and
other expert.

Permanent account number (1) Any person who is not obtained the

permanent account number at the time of commencemdémts# Rules
and intends to earn assessable income or any petsamsoever who
withhold tax under Chapter-17 of the Ashall submit an applicatiot

the Department for the permanent account number fwriearning such

income or withholding tax.

(2) Other person who is not required to obtaia germanent
account number pursuant to Sub-rule (1) and whiootsobtained the
permanent account number may submit an applicationth®

Department for the permanent account number.

(3) Upon receiving an application pursuant to -8ubs (1) or
(2), the Department shall provide the permanent adcoumber to the

applicant.

Amendment to the details of the permanent accountumber:

(1) In cases where the details mentioned in the psFntaaccount
number obtained by any person are altered, theopesball provide
information thereof to the Department within Fiftegays from the date
of such alteration.

(2) Upon receiving information pursuant to Suler{l), the
Department shall make necessary amendments to the marn@acount

number.

Change in place of transactions of personin cases where the

place of transactions of any person changes, theopeshall provide
information thereof to the Department.

5

Amended by Second Amendment.
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265

27.

28.

29.

Tax clearance cetrtificate (1) A person may submit an application to

the Department for the certificate of payment of ¢iméire tax payable
pursuant to the Act by any certain date along witith documents as

referred to in Sub-section (2) of Section 96.

(2) Upon receiving an application pursuant to -8ulb (1), the
Department shall inquiry the computing of tax whetberrect or not,
on the basis of mathematics and if the tax, feesrast and withhold of
tax and interest is remain, such tax is to be legied the certificate of
tax clearance shall be provided on the evidenda»opayment to such

person.

Tax_exemption certificate (1) Any person entitled to enjoy tax

exemption may submit an application to the Departnfentthe tax
exemption certificate.

(2) Upon receiving an application pursuant to-8ub (1), if it
appears that the person is entitled to enjoy tarmgation, the

Department shall provide the tax exemption certéidatsuch person.

Officer's identity card: The format of the Officer's identity card shall

be as prescribed in Schedule-1.
Chapter-7

Payment of Tax

Mode of and place for payment of tax(1) Any person shall pay tax

payable by him/her pursuant to the Act, in thediwihg place and in the

following manner:-

(@) A place where the Department has notified fer th

payment of tax to any person,

6

Amended by Second Amendment.
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30.

31.

(b)  Inthe cases other than that mentioned in Cléajse
in the bank recognized to carry on governmental

transactions, or the Department.

(2) In cases any person pays tax to the banlgrezed to carry
on governmental transactions pursuant to Sub-ayjes(ich person shall

provide information thereof to the Department.

(3) The tax may be paid as follows while paying téix pursuant
to Sub-rule (1):-

@) Paying in to the Department, by cash up toithé |
prescribed by the Department and by cheque

draft where the amount is more than the limit, or

(b) Paying in to the bank recognized to carry on
governmental transactions, by cash, cheque or
draft.

(4) In cases where tax is paid by a cheque potswaSub-rule
(3) and the cheque is not paid for any reasonpéreon handing over
the cheque has to pay to the department such amsugpeaified by the
department for all the expenses incurred by it uhél date of payment.
The amount of expenses to be so specified by timaaent shall also
include the amount of interest, fee and fine charigeéor tax until the

date of payment.

Order_of payment: In cases where any person is to pay due tax,

interest and fee in various income years or of varisources but does
not pay all amounts, the Department shall decide nilagter which
income year or which source that amount is constbiErdelong to or is

related with.

Method of withholding by employer. Any employer shall, in

withholding tax from employment pursuant to Sub-sect{d) of

Section 87 of the Act, carry out as follows:-

www.lawcommission.gov.np 15



www.lawcommission.gov.np

(@) If an adjustment of tax for medical treatmentlliswaed pursuant

to Section 51 of the Act, adjust such amount, and

(b)  Withhold tax on a monthly basis @no rata of the tax payable

on the annual remuneration of the employee or worker

32. Installment amount to be subtracted only after submssion of

evidence In cases where the following evidences are subnhiio the
Department, tax may be paid by subtracting the amoumth is
substantiated from the evidences from the amountinefallment

computed pursuant to Sub-section (1) of Sectionf@4eoAct:-

(@) In cases where tax has been withheld purswa@hapter-17 of the
Act, the tax-withholding certificate issued pursu&m Sub-section
(1) of Section 91 of the Act,

(b) In cases where tax adjustment has been claimedmiadical
treatment, bills, receipts of approved medical treatnexpenses

incurred for medical treatment.

33. Return of estimated tax not required For purposes of Sub-section

(6) of Section 95 of the Act, the Department mayspecify that the
following persons are not required to submit thinre of estimated tax

as referred to in Sub-section (1) of Section 9thefAct:-

(@) A person who is not required to submit the mretpursuant to
Section 96 of the Act,

(b) A person who has assessable income source iralNspm

employment only, and

(c) A person mentioned in Sub-section (4) of Secliaf the Act.

34. Return (Details) of estimated tax A person, who has to pay

installment in any income year, shall submit to thep&tment the
return of estimated tax, pursuant to Section 95efAct, in the format

referred to in Schedule-2.
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Chapter-8

Auction and refund

35. Procedures for auction (1) The Department shall fix the place for

auction the property taken under possession pursagBub-section (3)
of Section 105 of the Act, also having to any proplace for sale in

view of the nature of the property.

(2) The property obtained by the Department uitdgrossession
shall be sold by auction as follows, subject Sutiise (4) of Section
105 of the Act:-

(@) As far as possible, to publish a Fifteen dagtice
on auction sale in at least one local newspaper in

circulation in the place as referred to in Sub-rule
1),
Provided that, this provision shall not apply

to any perishablesédi gali jane) goods.

(b)  To fix the market value of the property subject
auction, in presence of a representative of thalloc
administration nearest to the place as referred to
Sub-rule (1) and a representative of any other

governmental office located nearby.

(3) TheDutch (badabad) auction shall be conducted in presence
of a representative of the local administrationrestato the place as
referred in Sub-rule (1), and the property shall o sold unless the
person participating in the auction offers to buyor its market value

fixed pursuant to Clause (b) of Sub-rule (2).

(4) In cases a value less than the market vakael fpursuant to

Clause (b) of Sub-rule (2) has been offered iniangbursuant to sub-
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rule (3), the property shall be auctioned for trecosid time by

publishing a Seven days notice pursuant to Claajsef(Sub-rule (2).

(5) In cases a value less than the market vakael fpursuant to
Clause (b) of Sub-rule (2) has been offered iniangbursuant to Sub-
rule (4), the property shall be auctioned for thiedt time by publishing
a Three days notice pursuant to Clause (a) of 8l&2); and it may be

sold by auction irrespective the quantum of valderefl.

(6) The Department shall provide an entitletmenp 6 the

person who pays the bid value offered by him/heth@nauction of the
property.

36. Procedures for _demanding refund of amount In making a

demand for the refund of amount pursuant to Subese¢8) of Section
113 of the Act, application shall be submittedhe tlepartment in such
format as prescribed by the Department, and accomgaby the
document supporting that the amount of which reftndemanded is
over-plus and also by such other documents as fvedcioy the

Department.
Chapter-9

Miscellaneous

37. Officer _investing cases The officer designated by the Department

shall investigate cases relating to offenses pabieh pursuant to
Chapter-23 of the Act.

38. Threshold of remote allowancesFor purposes of Sub-section (5) of

Section 1 of Schedule-1 of the Act, the amount éonate allowances to
be added to the threshold of non-taxable amountyfparson shall be

as follows:-
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(@)’ Fifty Thousand Rupees in the areas of category "a"
(b)®  Forty Thousand Rupees in the areas of category "b"
(c)’ Thirty Thousand Rupees in the areas of categdry “c
(d)® Twenty Thousand Rupees in the areas of categdry "d
(e)! Ten Thousand Rupees in the areas of category "e".

39. Pension income The amount to be deducted pursuant to Sub-section
(9) of Section 1 of Schedule-1 of the Act shall bet more than the

pension income.

40. Repeal and Saving (1) Income Tax Rules, 2039 (1982) is, hereby,

repealed.

(2) All acts and actions done or taken under imedl'ax Rules,
2039 (1982) shall be deemed to have been doneanm takder Rules.

Amended by Third Amendment
Amended by Third Amendment
Amended by Third Amendment
10 Amended by Third Amendment
H Amended by Third Amendment
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Schedule-1

Officer's Identity Card
(Relating to Rule 28)
Government of Nepal
Ministry of Finance
Inland Revenue Department

Officer's ldentity Card

Name:-

_ _ Officer's Photo
Designation:-

Identity Card No.:-

Certified by:-

Designation:-
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Schedule-2

Return/statement of Estimated Tax

(Relating to Rule 34)

Taxpayer's name:- Permanent account number:-
Type of transaction:- Income year:-
Statue of taxpayer:- Proprietorship; partnershypnpany- Pvt. Ltd/Ltd

Method of drawing out the estimated tax for curienbme year

(a) | Estimated profit or benefit to be derived

from business or investment in the current Rs
income year:-

(b) | The amount to be deducted:- Rs.
Income:- Rs.

(c) | The amount enjoying tax exemption
pursuant to Sections 11 and 64 of tl'r}%_
Income Tax Act, 2058 (2000) (to subtract)

(d) | The income of other business or investmeRs.
(to add) Rs.

Assessable income

(e) | Donation (to subtract) Rs.
(H | Retirement contribution (to deduct) Rs.
Taxable income Rs.
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Amount of tax chargeable in the

abovementioned taxable income:- Rs

Where there is income from foreign source,
amount of estimated income tax paid and Rs

payable abroad

Income to be sent abroad in the current income

year by a non-resident person's permanent Rs

establishment situated in Nepal

Amount of tax chargeable in the income to be Rs.
sent abroad

Return submitted by:- (signature)
Designation:-

Date: -
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