Procedures for Digital Service Tax
2081(2024)

Highlights




Important Disclaimer

This publication has been distributed on the express terms and understanding that the authors are not responsible for
the result of any actions which are undertaken on the basis of the information which is contained within this publication,
nor for any error in, or omission from, this publication. The publishers and the authors expressly disclaim all and any
liability and responsibility to any person, entity or corporation whose acts or fails to act as a consequence of any reliance
upon the whole or any part of the contents of this publication.

Accordingly, no person, entity or corporation should act or rely upon any matter or information as contained or implied
within this publication without first obtaining advice from an appropriately qualified professional person or firm of
advisers and ensuring that such advise specifically relates to their particular circumstances.

PKF TR Upadhya & Co. is a member firm of the PKF International Limited family of legally independent member firms
and does not accept any responsibility and liability for the actions or inactions on the part of any individual member or
correspondent firm or firms.

© PKF T R Upadhya & Co.
All rights reserved. Use Approved with Attribution.

“PKF” and the PKF logo are registered trademarks used by PKF International and member firms of the PKF
International Network. They may not be used by anyone other than a duly licensed member firm of the Network.

PROCEDURE ON DIGITAL SERVICE TAX ON DIGITAL SERVICES Page |2



& PKF

1. Introduction 4. Who are ‘consumers’ under this procedure?

IRD has introduced a new procedure, titled
“Procedure for Digital Service Tax,2081 (2024)" to
regulate the taxes on Digital services provided by
non-resident persons to Nepalese customers. This

“Consumers" refers to individuals residing in
Nepal who use/consume digital services except
for business purposes.

procedure became effective from 1% Shrawan 5. Atwhat rate and in what manner should DST
2081. be levied and collected?
2. What is meant by ‘Digital Services The digital services tax (similar to income tax/direct

tax) should be levied and collected by following the

provided to consumers of Nepal’ under )
procedure mentioned below:

this procedure?

‘Digital services provided to consumers of Nepal’ .
means an electronic service provided to a

consumer resident in Nepal by a non-resident

person, if any of the following conditions are

fulfilled:

Digital service tax will be levied @2% on the
transaction value (excluding the indirect taxes
like VAT, excise duty and customs duty attracted
in Nepal) of the digital service provided to the
consumers of Nepal by Non-Resident Person.

e Annual transactions up to NPR 3 million shall
not be taxed, However, if the amount exceeds
NPR 3 million in a FY, the entire transaction
amount shall be taxed.

e If service is received within Nepal

If the invoice is issued to an address located
in Nepal

e Since the nature of DST is a direct tax, it should
not be added to the invoice amount and
recovered from the consumer.

e If the payment is made from the banks or
authorized payment service providers of
Nepal.

e If the payment is made using debit, credit, or .
similar cards issued by banks or authorized
payment service providers in Nepal.

Income Tax as per the Income Tax Act, 2002
shall not be applicable on the transaction on
which DST is applicable. However, if service is
provided to a person other than a consumer as
defined in this procedure, tax as per the Income
Tax Act, 2002 shall be applicable.

e If the service is received using an IP address
within Nepal
e If service is received using Nepali coded

IM Nepali landline telephone.
SIM card or Nepali landline telephone 6. Who will administer the DST?

3. How are ‘Digital Services’ defined under
this procedure?

DST shall be administered by the Large Taxpayer
Office.

‘Digital services’ means the following services that 7
use information technology to deliver automated ’
services to consumers via the Internet with
minimum human intervention:

What provisions are mentioned for the
registration of Non-Resident Persons
providing digital services in Nepal?

The following procedures are to be followed for

e Advertising services. registration by non-residents:

e Cinema, television, music, OTT and other

similar subscription-based services e Person liable to pay DST shall compulsorily
register in Nepal and obtain a PAN. Non-
registration will not provide an exemption from

the responsibility to pay DST.

e Services relating to data collection
e Cloud services

e  Gaming services

Mobile application services

Online marketplace services and services
are provided through it.

Supply and update software
Download service of statistics, images, etc.

Consultancy, skill development and training
services

Services of e-books, e-libraries and e-journal
Other services of similar nature
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e Registration for PAN shall be done within 30
days from which transaction amount exceeding
the threshold of NPR 3 million. Voluntary
registration for PAN is permitted even if the
transaction amount does not exceed the
threshold limit.

e Entities that have already registered for VAT
need not obtain a separate PAN.

e  Application for PAN shall be submitted via online
medium along with the following documents:
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» A notarized copy of the company's
registration and tax registration certificates
in English from its country of residence is
required.

» If any person has been authorized for tax
purposes, a letter of authorization and a
notarized English copy of their passport is
required.

» If a service provider appoints an authorized
person, a photo and a copy of the
authorized person's signature are required.

What steps should taxpayers follow for
recording transaction details in their books
and submitting these details to the tax
office?

The taxpayers are required to follow the following
steps for recording the transaction and submitting
the details to the tax office:

e The transactions shall be recorded in Nepalese
currency.

e The accounting shall be done on an accrual
basis.

e The accounting shall be done based on Nepali
FY (i.e., 15t Shrawan to 315t Ashadh)
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e The format of return shall be as specified in
Annexure — 3 of the procedures.

e The return shall be submitted within 3 months
from the end of each income year via online
medium. [For FY 2023-24, the deadline would
be within mid-October 2024.]

e Afine shall be imposed @ 0.1% per annum on
the amount of annual transactions if the return
is not filed on time.

What specific steps should taxpayers follow
when depositing the collected digital
service tax with the tax office?

e Payment shall be made electronically under the
defined revenue head within 3 months from the
end of each income year. [For FY 2023-24, the
deadline would be within mid-October 2024.]

e Interest at the rate of 15% per annum shall be
levied and recovered on non-payment of tax
within the stipulated time period.

What are the provisions for de-registration
of the taxpayer?

If the service provider ceases to provide the digital
services as defined under this procedure, an
application as specified in Annexure — 4 of this
procedure shall be submitted to the tax office for de-
registration.
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