A STUDY ON FINANCE COMPANIES AND
THEIR CONTRIBUTIONSTO THE
GOVERNMENT REVENUESIN NEPAL.

A THESIS

SUBMITTED BY:
Rameshwar Prasad Sah
Roll. No. 911/062
T.U. Reg No: 7-1-25-121-99
MBS Symbol No:2621/064
Nepal Commer ce Campus.

SUBMITTED TO:
Office of the Dean
Faculty of Management
Tribhuvan University

In the partial fulfillment of Requirementsfor the Degree of Master in
business Studies (MBYS)

New Baneshwor, Kathmandu
April 2012



VIVA VOCE SHEET

We have concluded the viva voce examination of the thesis presented by
Rameshwar Prasad Sah
Entitled
A STUDY ON FINANCE COMPANIESAND THEIR CONTRIBUTIONSTO

THE GOVERNMENT
REVENUESIN NEPAL

And found that the thesis to be the original work of the student and written according

to prescribed format. We recommend the thesis to be accepted as partial fulfillment of

the requirement for Master’s Degree in Business Studies.

Viva-Voce Committee
Chairperson of research committee.............ccovveiveiiiiiein i iennne.

Member(TheSISAAVISOr) ......ini i e,
Member (External EXPert).......cocovveiieiiiii i e,



RECOMMENDATION

Thisisto certify that the thesis

Submitted by
Rameshwar Prasad Sah
Entitled

A STUDY ON FINANCE COMPANIESAND THEIR CONTRIBUTIONSTO

THE GOVERNMENT

REVENUESIN NEPAL
Has been prepared as in the form as per the fulfillment of the partial requirements for
the Master’s Degree in Business Studies of the faculty of Management. This Thesis is

forwarded for examination.

Sushil B. Mathema Sushil B. Mathema Rajeshwor Neupane
Thesis Supervisor Head of Research Department Campus Chief

Date -



Declaration

| hereby declare that the work, reported the thesis entitled "A Study on
Finance Companies and their Contribution to the Government Revenues in Nepa"
submitted to the office if the dream, faculty of Management, Tribhuvan University is
my original work done in the form of partia fulfillment of the requirements for the
degree of Masters of Business Studies (MBS) under the supervision of Mr. Sushil B.
Mathema Lecturer Nepal Commerce Campus Tribhuvan University.

Date.....coovvviiiiiiieaa s Rameshwar Prasad Sah
Nepal Commerce Campus
M.B.S
Roll No:- 911/062
Exam Roll No:- 2621/064
T.U. Regd. No:- 7-1-25-121-99



ACKNOWLEDGEMENTS

| have great pleasure in getting such great opportunity to conduct this thesis
work in title of “A Study on Finance Companies and their Contribution to the
Government Revenues in Nepal". Credit of this opportunity goes to the Supervisor
and respected teachers of Nepal Commerce Campus, who helped me to complete this
thesis. | would like to extend heart felt thanks to my parents and my elder brother for
their encouragement, support and love is quite remarkable during my study.

This thesis has been prepared for the partial fulfillment of the requirements for
the degree of Maters of business studies (MOBS). Income tax is a strong branch of
direct tax that isimposed on income of individuals and entities. Income tax plays vital
role for collecting revenue to enhance economic condition. | would like to express
heart felt thanks to my thesis supervisor Mr. Sushil B. Mathema Head of Research
Department of Nepal Commerce Campus for his Constant encouragement, patient
guidance and valuable supervision and suggestions as aspects of this research study.
It gives me an immense pleasure to acknowledge to all tax payers, tax officers and tax
experts/ policy makers for their help and Co- operations when collecting opinion
through the questionnaire.

Finally, 1 would like to express gratitude to my all friends specially Amarjit
Chaudhary, Suman Jha and Suresh Das for continues help and supports while
preparing this thesis.

April 2012 Rameshwar pd. Sah



LIST OF CONTENTS

VIVA VOCE SHEET
RECOMMENDATION
DECLARATION
ACKNOWLEDGEMENT
TABLE OF CONTENTS
LIST OF TABLES

LIST OF FIGURES

LIST OF ABBREVIATIONS

CHAPTER-|: INTRODUCTION

11

1.2
13
131

14
15
16
1.7
18

Background of the Study
Introduction of Financia Institution
Development of Financial Companiesin Nepal

Objective of Finance Companies
1.3.2 Rules and Regulation Finance company

Statement of the Problem
Object of the Study
Significance of the Study
Limitation of the Study
Design of the Study

4

Page No.



CHAPTER-II: REVIEW OF LITERATURE

21
2.2
2.3
23.1
232
2.3.3
234
24
2.5
251
2.6
2.7
2.8
29
2.10
2.10.1
2.10.2
2.10.3
2.104
211
2111
211.2
2.11.3
212
212.1
212.2
2.12.3
2124

Conceptua Framework

Concept of Tax

Taxation Systems of Nepal in Past & Present

Taxation in Ancient Nepal

Taxation in Unified Nepal (up to 1846)

Taxation in Rana Regime (1846-1950)

Income Tax in Morden Nepal

Concept of Income Tax

Classification of Taxes

Main Features/Characteristics of Income Tax Act 2058
Corporate Tax in Nepal

Role of Taxation in Economic Development

Specia Provision for Banking and Financial Institutions
Tax Incentive in Nepal

Tax Administration in Nepal

Power (Rights) of Nepa Govt.

Power (Rights) of Director General and Other Officers
Right of Tax payers/Assessee

Duties of Tax Payer/Assessee

Returns of Income and Tax Assessment System in Nepal
Self Assessment

Jeopardy Assessment

Amended Assessment

Different Technique of Minimizing Tax Liability

Tax Evasion

Tax Avoidance

Tax Delinguency

Tax Planning

VIl

15
15
17
17
18
18
19
20
22
23
25
28
29
30
32
33

35
36
36
36
37
38
38
38
39
39
39



2.13
2.14
2.15

Reviews of Previous Studies 40
Review of Books 43
Review of Articles 45

CHAPTER-IIl: RESEARCH METHODOLOGY

31
3.2
3.3
34
3.5
3.6

Research Design 46
Population and Sample 46
Types and Sources of Data 47
Data Gathering Procedure 438
Procedure of Data Analysis 48
Analytical Tools 48

CHAPTER-IV: PRESENTATION AND ANALYSISOF DATA

4.1

4.2

4.3

4.4

4.5

4.6

4.7
4.8

Compositions of The Nepalese Government Revenue as a
form of tax 49

Share of Tax Revenue and Non- Tax Revenueon Totd
Government Revenue In Nepal 53

Compositions and Share of Direct Tax on Total Tax and

Total Revenue in Nepal 56
Ratio of Corporate Tax on total Income Tax for Enhancing
Economic growth 59

Contribution of Finance Companies as a Form of Coperate
Tax on Total Tax Revenue and Revenue of Government 61
Comparative Analysis of Total Corporate Tax From

Coporate Bodies as aWhole and Income tax from

Finance Companies as on Total Tax Revenue 64
Nature and Structure of Corporate Tax ratein Nepa 66
Relationship between Increasing No of finance

Companies and Total Profit Before Tax 68

VIl



4.9

4.9.1

4.9.2

4.9.3

4.9.4

4.9.5

4.9.6

4.9.7

4.9.8

4.9.9

4.10

4.10.1
4.10.2

Analysis of Empirical Study

Introduction
Attitude towards Income Tax as a Suitable Means
of Raising Domestic resource
Attitude Towards Tax Payment Procedure Should
be Simple to encourage Taxpayers.

Attitude Towards Contribution of Corporate Tax to
Government Revenue is satisfactory.

Attitude Towards Contribution of Income Tax
from Finance companies to tax revenue in Nepal.

Attitude Towards Finance Companies are loyal to Tax
Payment.

Attitude Towards finance companies Require
Tax Rebates Facilities as Other Industries.
Attitude Towards Tax Rate charged to Finance
Company is sound.

Attitude Towards Major Problems faced by
Finance Company regarding Income Tax system.
Major Findings of the Study

Finding from the Study of Secondary Data
Finding from the Study of Primary Data

CHAPTER-V: SUMMARY, CONCLUSION AND

5.1
5.2
5.3

RECOMMENDATION
Summary
Conclusion
Recommendation

BIBLIOGRAPHY
APPENDICES

71
71

72

73

74

76

76

77

78

79

79
81

83

85
87
90



Tables

11

3.1

4.1

4.2

4.3

4.4

4.5

4.6

4.8

4.9
4.10

LIST OF TABLES

Titles
Number of Bank and Financia Institution in Nepal
Group of Respondents and Size of Sample from
Each Group

Composition of The Nepalese Government Revenue as

aformof Tax

Share of Tax Revenue and Non- Tax Revenue on the

Total Revenue

Share of Direct Tax on Total Tax and Total Revenuein

the Nepalese Tax Structure

Ratio of Corporate Tax on Total Income Tax
Contribution of Finance Companies as aform of
Corporate Tax on Total Tax Revenue and Revenue
of Government

Comparative Analysis of Total Tax Corporate Tax
from Corporate Bodies as a Whole and Income Tax
from Finance Companies ason Total Tax Revenue
Relationship between Increasing No. of Finance
companies and Total Profit Before Tax.
Denomination of Respondents and Code.

Income Taxes are a Suitable means of Raising

Domestic Resources.

Pages

47

51

57
59

62

68
72

72



411

4.12
4.13

4.14
4.15

4.16
4.17

Tax Payment Procedure should be simple to Encourage

Taxpayers.

Contribution of Corporate Tax to Government Revenue.

Contribution of Income Tax from finance companies to
Tax Revenuein Nepal.

Financial Institutions are loyal to Tax payment.
Finance Company requires Tax Rebates Facilities as
Other Industries.

Tax Rate charged to Finance company is Sound.

Magjor Problems faced by Finance Regarding Income

Tax system.

Xl

73
75

75
76

77
77

78



LIST OF FIGURES

Figures Titles
Pages
2.1  Classification of Tax 23
4.1  Composition of the Government Revenue in Nepal 52
4.2  Shareof Tax and Non-Tax Revenueto the Total Revenue 55
4.3  Trend of Direct Tax on Tax and Total Revenue in Nepalese
Tax Structure 58
4.4  Ratio of Corporate Tax on Total Income Tax with
Growth Rate 61
45  Percentage of Income Tax from Finance Companiesin Nepal 63
4.6  Percentage of Income Tax from Finance Companies
On Total Tax Revenue 66
4.7  Nature and Structure of Corporate tax rate in Nepal 67
4.8  Trend Line of Profit before Tax of Finance Companies 71

X1



AETR
BPRTA
BS

CA
CEDA

GDP
Govt
HMG
HMGN
Ho

H1

IRD
IROs
ITA
LDC
MOF
METR -
MBS
NG
NIDC

LIST OF ABBREVIATION

Average Effective Tax Rate
Business Profit and Remuneration Tax Act
Bikram Sambat

Charter Accountant

Centre for Economic Development Administration
Fiscal Year

Gross Domestic Product
Government

His Majesty's Government

His Magjesty's Government Nepal
Null Hypothesis

Alternative Hypothesis

That is

Inland Revenue Department
Inland Revenue Offices

Income Tax Act

Least Development Countries
Ministry of Finance

Margina Effective Tax Rate
Master of Business Studies
Nepa Government

Nepal Industrial and Development Corporation

X1



NITA
NBR
NGOs
PAN
Rs.
SAARC
TIT
TIN
T.U
TPINS -
UDCs
VAT
WDR
WTO

Nepal Income Tax Act

Nepal Rastra Bank

Non Government Organization
Permanent Account Number
Rupees

South Asia Association for Regional Cooperation
Total Indirect Tax

Taxpayer Identification Number
Tribhuwan University
Taxpayers Identification Number
Under Developing Countries
Value Added Tax

World Development Report
World Trade Organization

XV



