2008

GITA GHIMIRE

A STUDY ON CONTRIBUTION OF INCOME TAX TO GOVERNMENT REVENUE OF NEPAL

A STUDY ON CONTRIBUTION OF INCOME TAX
TO GOVERNMENT REVENUE OF NEPAL

By:
GITA GHIMIRE
Roll No.: 13/062
T.U Regd. No.: 7-1-38-1875-2000
2"d Exam Symbol No.: 4046
Padma Kanya Multiple Campus
Bagbazar, Kathmandu

A Thesis Submitted to:
Office of the Dean
Faculty of Management
Tribhuvan University

In Partial Fulfillment of the Requirements of the Degree of
Master of Business Studies (MBS)

Kathmandu, Nepal
December, 2008



RECOMMENDATION

Thisisto certify that the thesis:
Submitted by:

GitaGhimire

Entitled

“A Study Contribution of Income Tax to Government Revenue of Nepal”

has been prepared as approved by this Campus in the Prescribed format of Faculty of

Management. Thisthesisis forwarded for examination.

Prof. Dr. Shalik Ram Koiral Associate Prof. Manik Ratna Tamrakar
Thesis Supervisor Co-ordinator MBS Programe

Date: ..o



VIVA-VOCE SHEET

We have conducted the viva-voce examination of the thesis

Submitted By

Gita Ghimire

Entitled

“A Study Contribution of Income Tax to Government Revenue of Nepal”

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

the requirements for the degree of Master of Business Studies (MBS)

Viva-voce Committee;

Member (ThesSiS SUPEIVISOI): ....u ittt e e e e e
Member (ThesiS SUPEIVISOI): .....vue et et e e e e e
Member (External EXpert): ......oveeieiii i
Member (Research/Thesis Proposal Committee: ...........ccovvvvviinnnnn,
Co-ordinator (MBS Programe): ........coovvvrie e e e e e e e e

Date:. ..o



DECLARATION

| here by declare that the work reported in thisthesis entitled “A Study Contribution of
Income Tax to Government Revenue of Nepal” Submitted to the Padmakanya Multiple
Campus, Bagbazar Kathmandu is my original work. It is done in the form of Partial
fulfillment of the requirements for the Master of Business Studies (MBS) under the

supervision and guidance of Prof. Dr. Shalik Ram Koirala.

Gita Ghimire
Researcher
T.U. Regd. No: 1-7-38-1875-2000
Roll No.: 13-2062-064
Padmakanya Multiple Campus
Bagbazar, Kathmandu



ACKNOWLEDGEMENT

This thesis has been prepared to filfull the partial requirements for the Degree of
Master of Business Studies (MBS), Tribhuvan University, Nepal. In the process of
preparing thisthesis, | got alot of co-operation, suggestion and inspiration from

difference process.

Firstly, | owe a debt of gratitude to my respected thesis advisor and supervisor Prof.
Dr. Shalik Ram Koirala, of Padma Kanya Campus their valuable support for the
preparation of proposal to thesis is really praise worthy things. | am extremely
indebted by their efforts despite of their busy schedule.

| am very much grateful to the coordinator associate prof. Manik ratna tamrakar and
teachers of Padma Kanya Camps (Department of MBS) for their kind co-operation
and suggestion.

| am indebted to the officers of Inland Revenue Department, Babarmahal, Kathmandu
and Manager and staff of different companies and cooperation for their kind co-

operation for my research work. It isvery great opportunity to reach things from them.

| am also indebted to my respected all teachers of Padma Kanya Campus, how have
assisted for their respected sectors. | am aso thankful to the library members of
Padma Kanya Campus, Shanker Dev Campus and Central Library of T.U.

In the same way, | would like to extend my respected father Mr. Punya Prasad

Ghimire whose inspiration helped me to achieve this success.

Last but not least, | would like to express my sincere thanks to my friends Sadhaya,
Prativa, Nilofar, Suman, Reetu, for their kind cooperation and support.

Gita Ghimire



TABLE OF CONTENTS

Recommendation Letter
Viva-Voce Sheet
Declaration

Acknowl edgement
Contents

List of Tables

List of Figures
Abbreviations

CHAPTER -1 : INTRODUCTION
1.1 General Background
1.2 Statement of the Problem
1.3 Objective of the Study
1.4 Significant of the Study
1.5 Limitation of the Study
1.6 Organization of the Study

CHAPTER -11: REVIEW OF LITEATURE

2.1 Introduction

2.2 Conceptual Frameworks
2.2.1 Historical Development of Income Tax in Nepal
2.2.2 Meaning of Tax
2.2.3 Classification of Taxes
2.2.4 Final Withholding Payments
2.2.5 Tax Exempt Organizations
2.2.6 Source of Income in Nepal under Income Tax Act 2058 (2002)

2.2.6.1 Income from Remuneration /Employment

~N o O o Wk

8-36

13
14
15
15
16
16



2.2.6.1.1 Non-taxable Income under ‘Income from
Employment’
2.2.6.2 Income from Business
2.2.6.2.1 Tax Exempted Income from Business
2.2.6.2.2 Income not Allowable for Deduction from the
Taxable Income
2.2.6.3 Income from Investment
2.2.7 Objectives of Income Tax in Developing Countries like Nepal
2.2.8 Problems of Income Tax Administration in Nepal
2.2.9 Income Tax Evasion in Nepal
2.2.9.1 Ways of Tax Evasion
2.2.9.2 Causes of Tax Evasion
2.2.10 Review of Related Studies
2.2.10.1 Review of Books
2.2.10.2 Review of Thesis
2.2.10.3 Review of Reports
2.3 Research Gap

CHAPTER -111: RESEARCH METHODOLOGY
3.1 Introduction
3.2 Research Design
3.3 Data Collection Procedure
3.4 Population and Sample
3.5 Nature and Sources of Data
3.6 Classification, Editing and Coding of Data
3.7 Procedures of Processing and Analysis of Data
3.8 Period Covered
3.9 Selection of the Respondents
3.10 Weight of Choice
3.11 Respondents Profile

18
19
20

22
22
24
25
25
27
27
28
28
30
34
36

37-42
37
37
38
38
39
39
39
40
40
40
40



CHAPTER - 1V: PRESENTATION AND ANALYSISOF DATA 42-83

4.1 Analysis of Secondary Data 42
4.1.1 Structure of Government Revenue of Nepal 42
4.1.2 Tax and Non-tax Revenue of Nepal 46
4.1.3 Structure of Income Tax in Nepal 48
4.1.4 Tax/GDP Ratio 51
4.1.5 Composition of Direct Tax and Indirect Tax Revenue

in Total Revenue of Nepal 53
4.1.6 Composition of Direct tax/ Structure of Direct tax in Nepal 55
4.1.7 Contribution of Income Tax in Total Revenue, Tax Revenue

and Direct Tax Revenue of Nepal 57
4.1.8 Resources Gap in Nepal 59

4.2 Empirical Investigation 60
4.2.1 Introduction 60
4.2.2 People are Well Informed about the Tax System 61
4.2.3 Specific Objectives of Income Tax in Nepal 64
4.2.4 Opinion towards Problems Facing by the Tax Administration

of Nepal 65
4.2.5 Opinion Regarding the Tax Evasion is Most Often Practice

in Tax System 68

4.2.6 Opinion Towards Factors Responsible for Income

Tax Evasion 70
4.2.7 Opinions towards Problem Faced by Employee while

Income Tax 172
4.2.8 Opinion towards the Provision of Fines and Penalties Under

Income Tax System 73
4.2.9 Opinion towards Most Important Factors for Effectiveness

of Income Tax in Nepal 75
4.2.10 Opinion towards Increase the Income Tax Revenue 77

4.2.11 Opinion towards Mgor Problemsin Income Tax System 78



4.2.12 Comments and Suggestions Regarding to Achieving Effectiveness

of Income Tax 80

4.3 Magjor Findings of the Study 81
4.3.1 Findings from Secondary Data 81
4.3.2 Findings from Primary Data 83

CHAPTER -V: SUMMARY, CONCLUSION AND

RECOMMENDATIONS 84-89
5.1 Summary 84
5.2 Conclusion 86
5.3 Recommendations 88

Bibliography
Appendix



LIST OF TABLES

Table 3.1: Groups of Respondents and Size of Sample
Table 3.2: Respondents Profile
Table 4.1: Structure of Government Revenue in Nepal
Table 4.2: Structure of Government Revenue in Nepal
Table 4.3: Composition of Tax and Non-tax Revenue in Nepal
Table 4.4 (a): Composition of Income Tax in Nepal
Table 4.4 (b): Structure of Income Tax in Nepal from
1997/98 to 2006/07 in Percent
Table 4.5: Contribution of Tax Revenue and Income Tax Revenue
in GDP of Nepal
Table 4.6: Composition of Direct Tax and Indirect Tax in Total
Tax Revenue of Nepal
Table 4.7: Contribution of Various Taxesin Direct Tax Revenue
in Nepal
Table 4.8: Contribution of Income Tax in Total Revenue, Total
Tax Revenue and Direct Tax Revenue of Nepal
Table 4.9: Resource Gap of Nepal
Table 4.10: Groups of the Respondents
Table 4.11: People are Well Informed About the Tax System
Table 4.12: Opinion Towards More Appropriate Method for Assessing
of Income Tax
Table 4.13: Specific Objective of Income Tax in Nepal
Table 4.14: Opinion towards Problems Facing by the Tax Administration
of Nepal
Table 4.15: Practice of Tax Evasion IN Tax System
Table 4.16: Opinion towards Factors Responsible for Income Tax Evasion
Table 4.17: Opinion towards Ways of Controlling Tax Evasion
Table 4.18: Opinion towards Problem Faced by Employee while Paying

Income Tax

Page No.
39
41
43
43
46
48

49

52

53

55

58

59

61

61

63
65

66
68

71

172



Table 4.19: Provision of Fines, Fees and Penalties Under Income
Tax System
Table 4.20: Opinion towards Most Important Factors for Effectiveness
of Income Tax
Table 4.21: Calculation of Rank Correlation Coefficient
Table 4.22: Opinion towards the Reasons to Increase Tax Revenue
in Nepal
Table 4.23: Opinion towards Major Problems in Income Tax System
Table 4.24: Calculation of Rank Correlation Co-efficient

LIST OF FIGURES

Figure 4.1: Structure of Government Revenue in Nepal
Figure 4.2: Composition of Tax and Non-tax Revenue in Nepal

Figure4.3: Structure of Income Tax in Nepal from 1997/98 to 2006/07
in Percent
Figure 4.4: Composition of Direct Tax and Indirect Tax in Total Tax

Revenue of Nepal
Figure 4.5: Contribution of Various Taxes in Direct Tax Revenue

in Nepal

73

75
76

77
78
79

Page No.

47

49

54

56



CA

FIY
G/N
GDP
IMF
IRD
MOF
NTC
PAN
SAARC
SAFTA
T.U.
VAT
WB
WTO

L1ST OF ABBREVIATION

- Chartered Accountant

: Fiscal Year

: Government of Nepal

: Gross Domestic Product

. International Monetary fund

- Inland Revenue Department

: Ministry of Finance

: Nepal Telecommunication Corporation
: Permanent Account Number

: South Asian Association for Regional Cooperation
: South Asian Free Trade Area

: Tribhuvan University

: Value Added Tax

: World Bank

: World Trade Organization



