ROLE OF CUSTOMSDUTY ON INDIRECT TAX REVENUE
GENERATION IN NEPAL

A THESIS

Submitted To
Office of the Dean
Faculty of Management
Tribhuvan University

Submitted By
Keshav Gyawali
Shankar Dev Campus, Kathmandu
Roll No.: 1671/062
T.U. Reg. No: 7-2-302-57-2002

In the Partial Fulfillment of the Requirement for the Degree of
Master of Business Studies (M.B.S))

Kathmandu, Nepal
April, 2012



RECOMMENDATION

Thisisto certify that the Thesis
Submitted by
Keshav Gyawali
Entitled:

ROLE OF CUSTOMSDUTY ON INDIRECT TAX REVENUE
GENERATION IN NEPAL

Has been prepared as approved by this Department in the prescribed format of the
Faculty of Management. Thisthesisis forwarded for examination.



VIVA-VOCE SHEET
We have conducted the viva-voce of the thesis presented
By
KESHAV GYAWALI
Entitled:

ROLE OF CUSTOMSDUTY ON INDIRECT TAX REVENUE
GENERATION IN NEPAL

And found the thesis to be the original work of the student and written according
to the prescribed format. We recommend the thesis to be accepted as partial
fulfillment of the requirement for the

Degree of Master’s in Business studies (M.B.S.)

Viva-Voce Committee

Head, Research Department e,
Member (ThesisSupervisor) e
Member (External Expert)



DECLARATION

I, hereby, declare that the work reported in this thesis entitled “Role Of Customs
Duty On Indirect Tax Revenue Generation In Nepal” submitted to office of the
Dean, Faculty of Management, Tribhuvan University, is my original work done for
the partial fulfillment of the requirement for the Masters of Business Studies
(MBS) under the supervision of Joginder Goet of Shanker Dev Campus,
Putalisadak, Kathmandu.

Keshav Gyawali
Researcher
Roll No: 1671/062
Shanker Dev Campus
T.U. Regd. No. 7-2-302-57-2002

Date: - April, 2012



ACKNOWLEDGEMENT

Thisis an attempt to present thesis entitled “Role Of Customs Duty On I ndirect
Tax Revenue Generation In Nepal™ prepared for partial fulfillment of the
requirement for the Degree of Master of Business Studies (MBYS) is an outcome of
continuous and immeasurable cooperation and support of several hands. | would
like to express my heartfelt gratitude to all for their support.

| express my sincere honor and special sense of gratitude to my academic
supervision, Joginder Goet for their generous guidance, thoughtful
encouragement and brilliant insight throughout this research work.

| am extremely indebted to my parents and brothers who have contributed their
valuable time and resources in making me what | am now.

| owe great intellectual debt for support and immense contribution to Tax
Administrator, Experts and Tax Payers. | am thankful to library staffs of Shanker
Dev Campus, Nepal Commerce Campus and T.U. library for their cooperation.

Keshav Gyawali
Roll No: 1671/062
Shankar Dev Campus
Kathmandu, Nepal



TABLE OF CONTENTS

Recommendation
Viva-Voce Sheet
Declaration
Acknowledgement
Table of Contents

List of Tables
List of Figures
Abbreviations
CHAPTER-ONE
INTRODUCTION
1.1  Background of the Study
1.2  Statement of the problems
1.3  Objective of the Study
1.4  Significance of the Study
1.5 Limitationsof the Study
1.6  Organization of the Study
CHAPTER-TWO
REVIEW OF LITERATURE
2.1 Conceptual Framework
2.1.1 Meaning of Taxation
2.1.2 Objective of Taxation
2.1.3 Principle of Taxation
2.1.4 Concept of Indirect Tax
2.1.5 Concept of Customs Duty
2.1.5.1 Import Duty
2.1.5.2 Export Duty
2.1.6 Customs Duty facility and Exemption
2.1.7 Other Facilities of Customs Duty
2.2  Review of Books and Related Articles
2.3  Review of Pervious Research Work
2.4  Research Gap
CHAPTER-THREE
RESEARCH METHODOLOGY
3.1 Research Design
3.2 Nature Sources of Data
3.2.1 Primary Data
3.2.2 Secondary Data
3.3 Population & Sample
34 Research Variables
3.5 DataProcessing and Analysis Procedure

~No ohk~,WwWrEk

10
10
12
13
17
17
18
19
20
33
39

41
41
42
42
42
43
43



3.6 Waeight of Choice 44
CHAPTER-FOUR
PRESENTATION & ANALYSISOF DATA

4.1 Presentation and Analysis of Secondary Data 45
4.1.1 Magnitude of Revenue 45
4.1.2 Composition of Direct Tax 48
4.1.3 Composition of Indirect Tax 50
4.1.4 The Difference between Estimated and Actual Customs Duty

Revenue 52
4.1.5 Customs Duty and GDP 54
4.1.6 Customs Duty and Indirect Tax 56
4.1.7 Customs Duty and Total Tax Revenue 57
4.1.8 Customs Duty and Total Revenue 59
4.1.9 Growth Rates of Total Revenue, Tax Revenue, and Non tax

Revenue, Import and Export Duty 61

4.2  Presentation and Analysis of Primary Data 63

4.2.1 Important Factorsto be considered to Increase Customs

Duty in Revenue Collection 63
4.2.2 Most Responsible Factor to Make Collection of Customs

Duty Ineffectivein Nepa 65
4.2.3 Viewson Major Problem Faced by Tax Payers after

Customs Duty Regime 66
4.2.4 Essentia factor to make Customs Duty as a Backbone of

Revenue Collection 67

4.2.5 EXxisting Position of Customs Duty on Nepalese Economy 69
4.2.6 Views on Suitable Products to Increase Customs Duty

Rate by Government 70
4.2.7 Views on Effectiveness of Customs Duty in the Future 71
4.2.8 Viewson More Important Factor in Creating Problemsin the

Customs Duty Implementation 71

4.2.9 Viewson Essential Factor to Make Customs Duty
Collection System Easy and Smooth in Nepal to Generate

More Revenue 73
4.2.10 Reasons for necessity of Collection of Customs Duty in
Nepal 74
4.3 Magor Findings 75

CHAPTER-FIVE
SUMMARY, CONCLUSIONS & RECOMMENDATIONS

51 Summary 7
5.2 Conclusion 78
5.3 Recommendation 80
BIBLIOGRAPHY 83-86

APPENDICES 87-91



Table: 3.1:
Table: 4.1:
Table: 4.2:
Table: 4.3:
Table: 4.4:
Table: 4.5:
Table: 4.6:
Table: 4.7:
Table: 4.8:
Table: 4.9:

Table: 4.10:

Table: 4.11:

Table: 4.12:
Table: 4.13:

Table: 4.14:
Table: 4.15:

Table: 4.16:
Table: 4.17:

Table: 4.18:

Table: 4.19:

Sample Size

LIST OF TABLES

Magnitude of Revenue
Composition of Direct Tax
Composition of Indirect Tax

Estimated and Actual Customs Duty Revenue Collection

Contribution of Customs Duty in GDP

Contribution of Customs Duty in Indirect Tax

Contribution of Customs Duty in Total Tax Revenue
Contribution of Customs Duty in Total Revenue

Growth Rates of Total Revenue, Tax Revenue, and Non tax

Import and Export Duty

Views on Important Factor for the Effectiveness of Customs

Duty in Revenue Collection

Most responsible factor to make collection of Customs

Duty ineffective in Nepal

Views on mgor problem faced after Customs Duty Regime
Essential factor to make Customs Duty as a backbone of

Revenue collection

Existing position of Customs Duty on Nepalese economy
Views on suitable products to increase Customs Duty rate
by government

Views on Effectiveness of Customs Duty in the Future
View on More Important Factor to Create Problem in the

Customs Duty Implementation

Essential factors for making Customs Duty administration

Effectivein Nepal
Reasons for necessity of Collection of Customs Duty in Nepal 74

Page No.
43
a7
49
Y
53
55
56
58
60

62
64

65
67

68
69

70
71

72

73



Figure: 4.1:
Figure: 4.2:
Figure: 4.3:
Figure: 4.4
Figure: 4.5:
Figure: 4.6:
Figure: 4.7:
Figure: 4.8:
Figure: 4.9:

LIST OF FIGURES

Magnitude of Revenue

Composition of Direct Tax

Composition of Indirect Tax

Estimated and Actual Customs Duty Revenue Collection
Contribution of Customs Duty in GDP

Contribution of Customs Duty in Indirect Tax
Contribution of VAT in Total Tax Revenue

Contribution of Customs Duty in Total Revenue

Trend of Total Revenue, Tax Revenue, Non tax Revenue,
Import Duty and Export Duty

Page No.
47
49
51
53
55
57
59
60

62



ABBREVIATIONS

A.D Anno Domini

B.S. Bikram Sambat

BOT Build, Operate and Transfer
Ed. Edition

EPZ Export Processing Zone

FY Fiscal Year

GDP Gross Domestic Product
ICAN Institute of Chartered Accountants of Nepal
IRD Inland Revenue Department
IRO Internal Revenue Office

ITA Income Tax Act

TA Tax Administrators

CDP Custom Duty Payers

ITP Income Tax Payers

ITR Income Tax Return

MBA Masters' of Business Administration
MBS Masters of Business Studies
MOF Ministry of Finance

NRB Nepal Rastra Bank

PAN Permanent Account Number
PAYE Pay-Tax-As You Earn

R&D Research and Devel opment
SDC Shankar Dev Campus

SEZ Specia Economic Zone
T.U. Tribhuwan University

TDS Tax Deductible at Source
UNO United Nations Organization

VAT Value Added Tax



