
A Study on Contribution of House and Land Tax

To Total Revenue

Of

Kathmandu Metropolitan City

A THESIS

SUBMITTED BY

KAVITA BAJRACHARYA

Shankar Dev Campus

T.U. Regd No.:-7-1-31-56-2003

Campus Roll No:-216/065, Exam Roll No. 390107

Submitted To:

Office of the Dean

Faculty of Management

Tribhuvan University

In partial fulfillment of the requirements for the degree of

Master of Business studies (MBS)

Putali Sadak, Kathmandu

October, 2012



RECOMMENDATION

This is to certify that the Thesis

Submitted by

KAVITA BAJRACHARYA

Entitled

A Study on Contribution of House and Land Tax to Total Revenue of Kathmandu
Metropolitan City

has been prepared as approved by this Department in the prescribed format of Faculty of Management. This

thesis is forwarded for examination.

……………………………. ……………………………… ………………………..

Prof.Dr. Kamal Deep Dhakal   Prof.Dr. Kamal Deep Dhakal Asso.Prof.Prakash Singh Pradhan

(Thesis Supervisor) (Head, Research Department) (Campus Chief)

……………………………

( Romakant Bhattarai)

(Thesis Supervisor)

Date:



VIVA-VOCE SHEET

We have conducted the VIVA-VOCE examination of the Thesis presented

By

KAVITA BAJRACHARYA

Entitled

“A Study on Contribution of House and Land Tax to Total Revenue of Kathmandu
Metropolitan City”

And found the Thesis to be original work of the student written in accordance with the prescribed format.
The committee recommends the Thesis to be accepted as partial fulfillment of the requirements for the
degree of Master of Business Studies (M.B.S).

Viva-Voce Examination Committee

Head of Research Department :

Member (Thesis Supervisor) :

Member (Thesis Supervisor) :

Member (External Expert) :

Date:



DECLARATION

I hereby declare that the work reported in this thesis entitled “A Study on

Contribution of House and Land tax to Total revenue of Kathmandu

Metropolitan City” submitted to the Shankar Dev Campus, Tribhuvan

University, is my original work. It is done in the form of partial fulfillment

of the requirements for the Master Degree of Business Studies (MBS) under

the supervision and guidance of Prof. Dr. Kamal Deep Dhakal and Mr.

Romakant Bhattrai of Shankar Dev Campus.

Date Kavita Bajracharya

(Researcher)

Campus Roll No:-216/065

T.U.Regd No. : - 7-1-31-56-2003

Shankar Dev Campus



ACKNOWLEDGEMENTS

The completion of the present study is a result of help and support of several

hands. Therefore, I would like to express my heartfelt appreciation to those

personalities who had helped me in every aspect to complete this work.

I wish to express my indebtedness to my dissertation supervisor Prof. Dr.

Kamal Deep Dhakal and Mr. Romakant Bhattrai, Lecturer of Shankar

Dev Campus for their guidance and insightful ideas, without their guidance

this work would not come into this form.

Specially, thanks to Mr. Prabal Bajracharya, staff of revenue department

of KMC and my sister Ms. Chandni Bajracharya who helped me in

preparation of this thesis.

I also thanks to all the Staff Members of KMC and Library Staff of Shankar

Dev Campus for their kind co-operation at the field work period.

I am thankful to all respondents for their help and encouragement for co-

operating during the interview and questionnaire.

Kavita Bajracharya



TABLE OF CONTENTS

Title Pages

RECOMMENDATION LETTER

VIVA-VOCE SHEET

DECLARATION

ACKNOWLEDGEMENTS

LIST OF ABBREVIATION

TABLE OF CONTENTS

LIST OF TABLE

LIST OF FIGURE

Chapter I 1-12

Introduction

Background 1

1.1.1 House and Land Tax 4

1.1.2 Kathmandu Metropolitan city 5

Statement of Problem 7

1.1.3 Objective of the Study 8

1.1.2 Significant of the Study 9

Limitation of the Study 10



Organization of the Study 11

Chapter II

Conceptual Framework and Review of Literature 13-64

2.1 Conceptual Framework 13

2.1.1 Tax 13

2.1.2 Objective of Tax 14

2.1.3 Classification of Tax 14

2.1.4 Property 15

2.1.5 General Property Tax 17

2.1.6 Property Tax 18

2.1.7 Historical Background of House & Land Tax 20

2.1.8 House & Land Tax in Nepal 25

2.1.9 House & Land Tax 27

2.1.10 Methods of Valuation of House & Land 29

2.1.11 Rate of House & Land in Kathmandu Metropolitan 31

2.1.12 Property not included in Valuation for Tax Purpose 32

2.1.13 Tax exempted House & Land 35

2.1.14 Types of Property Tax Exemptions 36

2.1.15 Criticize of Exemptions 37

2.1.16 Rebates from Property Tax 38

2.1.17 Collection, Realization and Refund of Tax 38

2.1.18 Rights and Duties of Local Government Relating to House & Land Tax 44

2.2 KMC’s House and Land Tax Practices 45

2.2.1 Current Provision of House and Land tax in KMC 45

2.2.2 Process of Tax Assessment 47

2.2.3 Documents required for Property Valuation in KMC 47

2.2.4 Tax Administration 48

2.2.5 Policy and Action Plan of KMC 49

2.2.6 House & Land Tax Calculation Related to KMC 50



2.3 Review of Previous Study 50

2.3.1 Review of Books 50

2.3.2 Review of Report/Article 52

2.3.3 Review of Thesis 59

2.4 Research Gap 63

Chapter III

Research Methodology 65-71

3.1 Research design 65

3.2 Population and Sample Study 66

3.3 Nature and Sources of Data 67

3.3.1 Primary Data 67

3.3.2 Secondary Data 68

3.4 Data Collection Procedure 68

3.5 Tools Used for Analysis of Data 69

3.5.1 Time Series Analysis 70

3.5.2 Analysis of Central Tendency 70

3.5.3 Analysis of Dispersion 70

3.5.4 Coefficient of Variation 71

Chapter IV

Presentation and Data Analysis 72-106

4.1 Total Income Structure of KMC 72

4.2 Contribution of House & Land Tax in Total Income of KMC 74

4.3 Estimated and Actual House and Land Tax of KMC 76

4.4 Contribution of House and land Tax on Local Tax Revenue of KMC 77

4.5 Coverage of House and Land Tax on Total Expenditure of KMC 79

4.6 Highest Tax Payer List of KMC for Fiscal Year 2067/2068 81

4.7 Possibility of House and Land Tax in KMC 81

4.8 Trend of House and Land Tax 83

4.9 Empirical Investigation 85



4.9.1 Knowledge House and Land Tax Provision 86

4.9.2 House and Land Tax is Major Source of Revenue or not 87

4.9.3 Amendment of House and Land Tax Provision 87

4.9.4 Valuation Method 89

4.9.5 Existing Valuation Rate and Depreciation Rate of Building 89

4.9.6 Exemption Limit 91

4.9.7 Efficiency of Tax Administration 92

4.9.7.1 Analysis of Ranking 93

4.9.8 Tax Evasion Practices 94

4.9.9 Control of Tax Evasion Problem 95

4.9.10 Sufficiency of House and Land Tax Revenue of KMC 96

4.9.11 Best Way to Inform Taxpayers about House and Land Tax 99

4.9.12 Tax Compliance Habit 99

4.9.13 Complication in Paying House and Land Tax 100

4.9.14 Utilization of Collected House and Land Tax 101

4.9.15 Overall Satisfaction level of Taxpayer 102

4.10 Major Findings of the Study 102

4.10.1 Major Findings from the Secondary Data 103

4.10.2 Major Findings from the Primary Data 104

Chapter V

Summary Conclusion and Recommendation 107-116

5.1 Summary 106

5.2 Conclusion 110

5.3 Recommendation 112

Bibliography

Appendix



LIST OF TABLE

Title Page

Table No. 1:       Methods of valuation of House and Land 29

Table No. 2:       Methods of valuation of House and Land 29

Table No. 3:       Methods of valuation of House and Land 30

Table No. 4:       Rate of House and Land tax in Kathmandu 32

Metropolitan City

Table No. 5:       Details of Municipalities 66

Table No. 6:       Sample Size 69

Table No. 4.1:    Total Income Structure of KMC 73

Table No. 4.2:    Contribution of House and Land Tax 74

In Total Income of KMC

Table No. 4.3:    Estimated and Actual House and Land Tax of KMC 76

Table No. 4.4:    Contribution of House and Land Tax 78

On Local Tax Revenue of KMC

Table No. 4.5:    Coverage of House and Land Tax on Total 79

Expenditure of KMC

Table No. 4.6:    Highest Tax payer list of KMC for Fiscal Year 2067/68 81

Table No. 4.7: Probability of House and Land Tax in KMC 82

Table No. 4.8:    Trend of House and Land 84

Table No. 4.9:    Group of Respondents 86

Table No. 4.10:  Knowledge of House and Land Tax Provision 86

Table No. 4.11:  House and land tax is Major Source of Revenue or Not 87

Table No. 4.12:  Amendment of House and Land Tax Provision 88

Table No. 4.13:  Alternatives for Amendment of House & Land Tax Provision 88

Table No. 4.14:  Valuation Method 89

Table No. 4.15:  Existing Valuation Rate & Deprecation rate of Building 90

Table No. 4.16:  Suggested Rate. 90

Table No. 4.17:  Exemption Limit 91



Table No. 4.18:  Suggested Rate 91

Table No. 4.19:  Efficiency of Tax Administration 92

Table No. 4.20:  Calculation of Weighted average Mean, Standard Deviation

& Co-efficient of Variation 93

Table No. 4.21: Tax evasion practices 94

Table No. 4.22:  Causes of tax evasion 95

Table No. 4.23:  Appropriate Solution to Control the Tax Evasion problem 96

Table No. 4.24:  Sufficiency of Contribution of H & L tax to Total Revenue 97

Table No. 4.25:  Ways of Increasing House and Land Tax 97

Table No. 4.26:  Best way to inform tax payers about 99

House and land Tax

Table No. 4.27:  Tax Compliance Habit 100

Table No. 4.28:  Complication in Paying House and Land Tax 100

Table No. 4.29:  Utilization of Collected House and Land 101

Table No. 4.30:  Overall Satisfaction level of Taxpayer 102



LIST OF FIGURES

Title Page

Figure No. 1    :    Total Income Structure of KMC……………………………………….….…. .74

Figure No. 2    :    Contribution of House and Land Tax in Total Income of KMC…………....... 75

Figure No. 3   :     Estimated and Actual House and Land Tax of KMC……………………….....76

Figure No. 4   :     Contribution of House and Land Tax on Local Tax Revenue of KMC ….…....78

Figure No. 5   :     Coverage of House and Land Tax on Total Expenditure of KMC………….....80

Figure No. 6   :     Total Number of Household in KMC…………………………………….........83

Figure No. 7   :     Trend of House and Land Tax………………………………………………....85



ABBREVIATIONS

% Percentage

AD Anno Domini

BS Bikram Sambat

CIAA Chief Commission of the commission
for investigation of abuse of authority

C. V. Coefficient of Variation

DDC District Development Committee

FM Frequency Meter

FY Fiscal year

GTZ German Technical Cooperation

HALT House and Land Tax

i.e. That is

IPT Integrated Property Tax

IRO Inland Revenue Ordinance

KMC Kathmandu Metropolitan City

LBFC Local Bodies Fiscal Commission

LDF Local Development Fee

LSGA Local Self Government Act

LSMC Lalitpur Sub-Metropolitan city

MCPM Minimum Condition Performance
Measure

MLD Ministry Of Local Development

MoF Ministry of Finance

MoLD Minimum Standard of local
development

MUAN Municipal Association of Nepal



NIDC Nepal Industrial Development
Cooperation

Sq. ft Square feet

S.D. Standard Deviation

T.U Tribhuvan University

UDLE Urban Development through Local
Efforts Programmed

U.S United State

VDC Village Development Committee

WAM Weighted Average Mean

WTO World Trade Organization



1

Chapter I

Introduction

1.1 Background

Nepal is the landlocked country nestled in the heart of the majestic Himalayan, with

china to the north and India to the south. This kingdom of Nepal lies between 80 4’ and

88 2’ east longitude and 26 north latitude. Nepal is 885 Km long and 90-220 Km wide;

with a total area 147,181.It has a mixed economic structure. Its economy mostly

depends on the agriculture. More than 80 % of the population involve in agriculture

sector to their livelihood. About 20% Nepalese citizen are involved in other sector such

as industrial sector, Tourism sectors and service sector etc.

Nepal is the least developed country in the world. Nepal has strived to achieve its

economic development but it has not as enough development infrastructures as required

for the country. The government raises required resources in forms of revenue, grants

& loan and utilizes them to run its day to day administration and carry out socio-

economic development activities so as to fulfill the interest of people and nation. Due

to the limited resources, the projects and program of the government has depended on

foreign grants and loans. These foreign grants and loans are external sources of fund

.This kind of fund is received from foreign countries and international organization.

But external sources are uncertain inconvenient and they have to pay after certain time.

Therefore to reduce the dependency on grants and loan government should give the

emphasis to the internal resources. Internal sources of funds can be raise within the

nation. It is certain, convenient and it reduce the dependability to other countries. There
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are two types of internal sources of fund that the government can raise as revenue i.e.

Tax sources and Non tax sources.

Non Tax Revenue:

The revenue obtained by government from sources other than tax is called Non tax

revenue. It is collected by public authority for rendering a service to the citizen. The

sources of non tax are fees and penalties, surplus from public enterprises, special

assessment and grants and gifts etc. In those days, the government has also increased

their reliance on non tax sources. In Nepal 15 % of revenue collected from non tax

sources.

Tax Sources

Tax source is the contribution of people and organization to the government from their

income inform of direct and indirect tax. It is a permanent instrument of collecting

revenue. Tax amount is spent for common interest of people. It is collected from haves

and spent for the interest of have not in the society. Tax serves as an instrument for

promoting economic growth, stability and efficiency and it is one of the ways through

which regional disparities can be minimized.

Pro.Seligman defined tax as “a compulsory contribution from person to the

government to defray the expenses incurred in the common interest of all without

reference to special benefit conferred.” (Bhattarai, Ishwor 2007)
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According to Dalton “A tax is a compulsory contribution imposed by a public authority

irrespective of the exact amount of services rendered to the tax payer in return”. (Kadel,

Puspa Raj 2007)

In Nepal, government authority has been collecting taxed since last forty five years with

institutional mechanism. Till the year of 1951, the tax and fees are charged in very few

items. Some of these items are malpot (land tax) tax in forestry resources and custom

duties. Since 1960 taxed were collected under the finance act, 1960 and samasamayik

kar asul upar ain (contemporarily tax collection act) 1955. This was the first statutory

provision in tax collection in Nepal.

In tax system, any tax cannot be imposed and collected without consent of people‘s

representatives. Taxed are collected under the laws. The state has made two types of

authority in Nepal for levied the taxes.

Centralized: - A state system, in which the power is vested on the central government

and parliament is known as the centralized system. In this system, only the central

exercised the legislative, executive and judicial power. In this system, there is a

centralized administration control, central budget system and central planning system.

Decentralization: - According to Ulrich Cloety, Professor of Zurich university,

devolution is related to dual federalism. In this system, there is a division of work,

duties and rights constitutionally among the elected local government unit. This system

allows a provision of the local governments fully responsible to people and powerful for



4

all functions under their jurisdiction and such governments are elected directly by

people. In this system, an arrangement is made to ensure that the local government

agencies including citizen, community and local communities could exercise their rights

freely and complete all functions promptly from the specified level as the concept of

subsidiary principle. (Sapkota, Krishna Pd. 2007)

1.1.1 House and Land Tax (Property Tax)

A house and land tax is an ad-valorem levy on the value of property or simply, it is

imposed on value of house and its compound. This is also called House & Compound

tax, wealth tax and property tax etc.

House and land tax was introduced in European countries more than 100 years ago. In

Nepalese context, the first elected government introduced this tax. Initially the houses &

land tax were collecting by central government under the house and land tax act

1962.However due to the weakness of centralization, the constitution of kingdom of

Nepal has introduced decentralization system, as a means to ensure optimum

involvement of the people. In decentralization, local bodies have enjoying the authority

of decision making. .It is necessary to inspiring the people for their participation in

development, improve service delivery and to address the regional disparities. Through

decentralization the government expects to improve accountability of local bodies to the

people.
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In the course of strengthening the decentralization process, Local self governance act

2055(1999), Local self governance rules, 2056(2000), Local body Rules, 2056(2000)

have been implemented during the ninth plan period. Under this act and regulation, the

Nepalese VDC and municipality has been collecting the house and land tax. And this

act provides the municipalities and the VDC the authority to plan and execute

development project locally.

In the context of Nepal, there are five development region and 75 administrative

districts. The districts are further divided into small units call municipality and VDC

.At present; there are 3913 VDC and 58 Municipalities in the country. Among 58

municipalities, there is one large metropolitan city i.e. Kathmandu metropolitan city

(KMC).

1.1.2 Kathmandu Metropolitan City

Kathmandu is the capital, and the largest metropolitan city of Nepal, The city stands at

an elevation of approximately 4600 ft in the bowl –shaped valley in central Nepal. It is

the urban center of Nepal and includes two major cities Lalitpur and Bhaktapur. Around

20% of the country‘s urban population, 701,962 inhabitant (2001 censes), call KMC

home. And average population density of Kathmandu is 175.7per/hectare. According to

the last census (2010) population of Kathmandu valley are 1,740,977.

KMC is a local level city government. It was initially introduced as a local government

body in 2 Poush 1976 B.S. (Dec 1919) as safai adda (clearing office).It is also known as



6

the first local government of Nepal. In 1989 B.S. the cleaing office was replaced by

municipal office.KMC has became the metropolitan city in 29 Magh, 2052 BS (1995).

KMC is divided into five sectors namely the center sector, the east sector, the north

sector, the city core and the west sector. For local administration the city is further

divided into 35 administrative wards. Ward 16 is the largest with an area of 437.4 ha

and ward 26 is the smallest with an area of 4 ha.

The council administrates the metropolitan area of Kathmandu city through its 177

elected representatives and 20 nominated members. The council meets twice a year to

review process, approve the annual budget and make major policy decisions. The

council is institutional with mayor, Deputy Mayor; ward chair person and wards

members. There are 14 departments of the KMC government with approximately 2500

staff.

KMC has been provided the specific rights and duties by the specific law.KMC is form

and run be Local Governance Act 2055 and its regulation 2056. (Source: Journal of

Kathmandu Metropolitan City)

The KMC is a municipal service provider, engaged in public welfare service and

infrastructure development activities. For running and maintaining of these services,

KMC assigned a number of taxes and other sources of revenues, such as property tax,

business tax, Vehicle tax and rent tax etc. Taxes are being collected at ward level.
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1.2 Statement of problem

Tax is the major sources of the central as well as the municipality (Local) government

revenue. Among various types of tax ‘House and land tax” is one of the major sources

of revenue. In case of Nepal there is 58 municipalities, among them there is one

metropolitan city i.e. .Kathmandu Metropolitan City (KMC).

Kathmandu is the capital of Nepal and it is also an urban center of Nepal. It has a huge

population density; According to 2001 census, around 20% of the country‘s urban

population, 701, 962 inhabitant, call KMC home and there are 235, 387 households in

the metropolitan city, from which government can collect huge amount of revenue as

house and land tax. However, KMC is yet to date unable to raise expected revenue from

house and land tax due to the inefficient tax administration, lack of taxpayer’s database,

less priority on paying the tax in time and evasion problem.

There are no clear and updated provisions in house and land tax act 1962 and its rules.

The provision of house and land taxation has made the confusion on house and land

taxation to taxpayers as well as to the administration. The existing legal provision

regarding house and land taxation cannot address of all the issues on house and land

taxation.

Above mentioned reason and lack of resources and manpower, KMC is not able to fully

accommodate its responsibilities and duties.
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KMC has been continuously facing the following problems:-

1. Does the House and land tax bridge the gap between the local resources and the

expenditure for local development and providing city services?

2. Does the existing house and land tax have sufficient provision?

3. Is KMC able to collect the budgeted amount of house and land tax efficiently?

4. What are the major constraints that hinder the collection of house and land tax of

KMC?

5. Is the procedures and mechanism of house and land tax system is simple and clear?

1.3 Objective of the study

The main objectives of the study are as follows:-

1. To find out the contribution of house and land tax to the total revenue of

KMC.

2. To analyses the budgeted and actual collection of house and land tax of KMC.

3. To find out the variables that creates the inefficiency in the collection of house and

land tax in KMC.

4. To analyses the tax payer’s perception with the existing house and land taxation.

5. To determine the level of satisfaction of house and land tax payer regarding the

utilization of collected revenue.
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1.4. Significant of the study

In developing economies resource gap is critical and widening that results huge fiscal &

budgetary deficits. The growing resource gap is frequently of by mobilizing internal &

external borrowings and consequently shifting the burden of debt to posterity. Therefore

revenue mobilization is challenging proposition in an economy like Nepal. The tax

burden ration is estimate to be 15.7% of GDP in FY 2008/2009. In Nepal’s tax structure

revenues are buoyant but inadequate to supplement development activities.  (Source:

Dahal 2009). However, House and Land Tax (Property Tax) can be one of the major

sources to raise revenue to make empowered local body, which has given great

contribution to the overall revenue collection of the nation.

1. This study will be focus on the issues and practices regarding to the house and land

taxation of KMC, from which the level of satisfaction of House and Land Taxpayer

can be determine.

2. This study will also analyze the variables that create the inefficiency in the collection

of house and land tax in KMC, from which the problems and prospects regarding

house and land tax can be trace out.

3. This study will help to provide the knowledge of the major provisions of House and

land tax acts at a glance.

4. Furthermore, this study will help to all those people, who are interested to know the

performance of KMC regarding the collection of house and land tax.
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5. This study will also be useful to other municipalities to improve tax collection

system. Moreover, this study will help not only to the researcher but also help to the

tax officer working in this field.

1.5. Limitation of the study

In the field of the every study it has got some limitations. This study also is not free

from limitations. The main limitations are as follows.

1. The study has been done for the partial fulfillment of MBS degree in management.

This is not a comprehensive study.

2. The trend of house and land tax collection by KMC may not represent the same

result all over the Nepal i.e. study is mainly focused in Kathmandu only.

3. This study cannot present overall year’s information as it has taken five to seven

fiscal years for the thesis writing.

4. In the context of Nepal related sectors still are unable to provide relevant data

properly. There is no systematic database that makes it difficult to carry out on any

research in Nepal. Sometimes authority person do not co-operate to provide relevant

information and this problem is also fit in with this study.

5. Limited statistical tools and techniques have been used.

6. The views of respondents are collected from some wards only. Whole ward

respondent could not include in this study.
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1.6 Organization of the study

1. Chapter I: Introduction

The first chapter is the introduction. It deals with introduction of the main topic of the

study like general background, statement of problem, objectives and significance of the

study, methodology used in study, limitation of the study and organization of the study.

2. Chapter II: Review of Literature

The second chapter is review of literature and conceptual frame work. It deals with the

review of the available relevant studies. Books, unpublished dissertation, reports and

articles will be review for the study.

3. Chapter III: Research Methodology

Third chapter is research methodology, which include research design, sources of data

and collection procedure as well as data processing and presentation.\

4. Chapter IV: Data presentation, analysis of Data

The fourth chapter is data presentation and analysis of all the relevant collected data.

This is main part of the study which includes overall data tables, diagrams or charts.

5. Chapter V: Summary, Conclusion, Recommendation and Suggestion

This chapter includes the summary of the study, the major findings, conclusion,

recommendation and suggestion on the basis of the study.

6. Bibliography

It consists of list of published and unpublished books, articles, thesis etc, which have

been sources of the information and used as reference in the research time.
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7. Appendix

It consists of relevant materials which is not much worth meaning in the main body of

the report.
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Chapter II

Conceptual Frame Work and Review of Literature

The second chapter is about the review of literature and conceptual frame works.

Through the review of literature, we can know the possible relevant studies, their

conclusion, finding and recommendation. Many books, dissertations, articles and

reports had been reviewed to perform this research study.

The purpose of this review is to bring in light in brief the important work done on

house and land taxation in Nepal and what remain to be done. So some of the literature

related to house and land tax has been review in the following according to the previous

date.

2.1 Conceptual Framework

First of all, we must have to know about tax before going to the meaning of the

property tax.

2.1.1. Tax

The term ‘Tax’ refers compulsory contribution from a person to government without

having any direct personal benefits. It is a liability to pay an amount to the government.

Tax is a compulsory levy imposed by government. Tax amount is spent for common

interest of the people. Tax is a permanent instrument of collecting revenues. It is a

major source of revenue in the developed world and has been appearing as an important

source of revenue in the developing world as well.
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Tax collecting by the government is expended for carrying out various welfare

activities, to handle day to day administration, to maintain peace and security.

Many economics and scholars have expressed their views in regarding to the tax. Some

of the definitions on tax given by some scholars are as follows,

Prof. Seligman defined tax as “a compulsory contribution from a person to the

government to defray the expenses incurred in the common interest of all without

reference to special benefit conferred”.

Findlays Shirras defined tax as “a compulsory contribution to public authorities to

meet the general expenses of the government which have been incurred for the public

good and without reference to special benefits.” (Kadel, Pushpa Raj 2003)

2.1.2. Objectives of tax

Generally tax has the following objectives;

 To raise more revenue.

 To redistribute wealth for the common good.

 To remove regional disparities.

2.1.3. Classification of Tax

Basically, tax can be classified in two board categories’,

Direct Tax

Indirect Tax
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Direct Tax

Direct Tax is;

Income Tax

Property Tax

Vehicle Tax

Gifts Tax etc.

Indirect Tax

Indirect Tax is;

Vat

Sales Tax

Entertainment Tax

Hotel Tax

Excise duty

Import and export duty etc.

2.1.4. Property

The term property refers to a land building, vehicle, gold, silver farmland or anything

else that are owned by the people. Property also refers to any types of capital goods that

are owned such as machinery, raw material, finished products, furniture, livestock and

harvested crops. There are two ways to classify property namely Real Property and

Personal Property. (Carlson, Richard Henry 2004)
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1. Real Property

Real property including land and things permanently attached to it such as building etc.

Real property consists of immovable thing .Real property also called real estate. This

type property must be transferred in written way.

Land value and building values are subject to different conditions. Land may increase in

value while the building on it is decreasing in value. Different methods are used in

evaluation the two kinds of property. In case of building depreciation must be

considered but not for valuating land. (Carlson, Richard Henry 2004)

2. Personal property

Personal property including all other kinds of property such as furniture, vehicle, stock

and harvested crops, gold, silver etc. personal property consists of movables man made

objective. This type of property is much easier to transfer than real property. Personal

property may be transferred orally .personal property is classified into tangible and

intangible. (Carlson, Richard Henry 2004)

a) Tangible personal property

Tangible personal property includes a great variety of goods merchants and

manufacture stock (inventories), furniture, machine, harvested crops, jewelry etc.
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b) Intangible Personal Property

The second category of personal property is intangible property .This class consists

stocks, mortgages, deposit, copyrights, patents, goodwill, franchise value etc. (Carlson,

Richard Henry 2004)

2.1.5 General property Tax

General property tax is a tax upon all wealth, tangible and intangible, which possesses

exchange value. The chart of General property is given below,

General Property

Real Property Personal Property

Land Improvements (Building) Tangible Intangible

Mercantile land Residences Furniture Stock

Farm Land Business Building Vehicle Bond

Forest Land Vocation cottage Livestock Debenture

Residential Land Fence Jewelry Money
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2.1.6. Property Tax

Property taxation is the compulsory payment to the public authority, which is based on

the capital value of the property. In law the courts define property tax as the right to

possession, enjoyment and disposition of all things subject to ownership.

Property tax exists in all over the world in many forms. In most of the countries,

Property tax is collecting by local or state government rather than central government.

Property tax is most important revenue source for local governments.

The property tax is historically associated as local tax in most countries. One reason that

taxes on land and property have been considered to be appropriate especially as a local

revenue source is that real property is immovable. A second reason is the connections of

local property taxed to many of the service typically funded at the local level and the

benefit to property values.

There are four characteristics of the property tax, which differentiate it to some, extend

from other taxes:-

1. Property tax is a visible tax:

Unlike the income tax, for example, the property tax is not withheld at source. Rather,

it generally has to be paid directly by taxpayers in periodic lump sum payments. This

means that taxpayers tend often to be more aware of the property taxed they pay than

they are of other taxes. Furthermore the property tax finances services which are very

visible, such as roads garbage collection, and neighborhood parks. Thereby tax payers

can get aware of the costs of local public services.
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2. The base of property tax is relatively inelastic:

It means it does not increase automatically over time. Property values generally

respond more slowly to annual changes in economic activity than do incomes.

Municipalities update property values for taxation purpose on an annual basis or even

in terms of 5 years. As a result, in order to maintain property tax revenues in real terms.

It is necessary to increase the rate of the tax. As with visibility, in elasticity a lead to

greater accountability but it also leads to greater taxpayer resistance.

3. Property tax based on asset value:

Tax on land and property are generally based on asset values (capital or rental)

Therefore valuation is inevitable. It there is a self-assessment system, owners are likely

to undervalue their property. It there is an official assessment system, owners are likely

to feel that their property is overvalued. However, under official valuation process, the

Nepalese municipalities Dhangadi and Dharan undervalued the property of taxpayers

due to resistance from taxpayers. For this reason it is not surprising that the process of

obtaining good valuations is not likely to be cheap.

To the extent property taxes are levied only by local governments they obviously act as

main support to local autonomy .An essential ingredient of responsible local autonomy

is to set the tax rates locally.

In the international context, local property taxes are in all countries the best minor

revenue source. Local property taxes are an important tax for sub-national revenue,

rather in developing   countries than in developed or transition countries.”Property tax is
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at present and will most likely continue to be an important source of revenue in urban

councils.

2.1.7 Historical background of property tax

Since the beginning of civilization property taxes have been a major source of revenue

for most governments.

Property taxes were used in Egypt, Babylon, Persia and throughout the ancient world.

Most of the people were poor and lived in hovels. The primary focus of early property

taxation was land and its production value.

Ancient Time

Lagash

The earliest known tax records dating from approximately six thousand years B.C are in

the form of clay tablets found in the ancient city state of Lagash in modern day Iraq, just

northwest of Tigris and Euphrates rivers. The King used a tax system called bala, which

meant rotation .In Lagash taxes were very low but in a time of war the tax rate was 10%

of all goods which were primarily composed of good.

Egypt

In Ancient Egypt, taxes were levied against the value of grain, cattle oil, beer and land.

So the most common taxpayers were the farmers, from whom assessors collected the

tax. And if a taxpayer did not or was not able to pay, he was brought before courts that

immediately dispensed justice.
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Rome

Caesar Augustus was considering by many to be the most brilliant tax strategist of the

Roman Empire. During his reign as “first citizen” the publican were virtually eliminated

as tax collectors for the central government. During this period cities were given the

responsibility for collecting taxes.

From roughly 200B.C to 300 A.D, Romans paid property taxes on the value of land,

buildings, livestock, trees, vines and other personal property. (www.taxworld.org.com)

Medieval Times

Great Britain

The first tax assessed in England was during take up by the Roman Empire. Lady

Godiva was an Anglo-Saxon woman, who lived in England during the 11 th century.

According to legend, Lady Godiva’s husband Leofric, earl of Mercia, promised to

reduce the high taxes he levied on the residents of country, when she agreed to ride

naked through the streets of the town.

After 1066, William the conqueror created an early form of land taxation. Town

officials kept cadastral records of everyone who owned property. Each parcel was

measured, it value estimated .Each town kept a book of assessment of  each property

and the total amount of property tax due for each person .This book was called the

Domes day book.
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By the sixteenth century, the king’s own lands and estates were taxed, in 1689, the

English bill of rights endorsed a law that the king could not tax without parliament’s

consent.

After 1290, personal property taxed was implemented with exemptions for the poorest

(i.e. those whose assessments were less than a shilling). The church was also exempt, as

were certain items such as a knight’s armor and a merchant’s capital. The personal

property tax rate was one tenth for those who resided in cities and one fifteenth for rural

residents. (www.taxworld.org.com)

United States

In the United States, property tax on real estate is usually levied by local government, at

the municipal or country level. Rates vary across the states, between about 0.2 % and

4% of the home value. The assessment is made up of two components-The

improvement or building value, and land or site value. In some states, Personal property

is also taxed. The property tax is the main tax supporting local education, local

government, some free medical services, and most of other local infrastructure. Also,

many U.S state and local jurisdictions impose personal property taxes.

When the revolutionary war began, the colonies had well-developed tax system that

made a war against the world’s leading military power thinkable. The tax structure

varied from colony to colony, but five kinds of taxed were widely used.



23

Property taxed were usually specific taxes levied at fixed rated on enumerated items,

but sometimes items were taxed according to value. Throughout the nine teeth century,

most state and local governments raised their revenue through the property tax.

In twentieth century, the property tax is major source of revenue. At the time of 1902

census of government, the property tax provided forty-five percent of the general

revenue received by state governments from their own sources (excluding grants from

other governments).That percentage declined steadily, taking its most precipitous drop

between 1922 and1942 as states adopted sales and income taxes.

In fiscal year 1999, Local governments received 228 billion in property tax revenue.

Today property taxes are insignificant source of state tax revenue. (Carlson, Richard

Henry 2004)

In Australia, Local government or council has collected the property tax. Australia has

property taxed known as property or land rates. Land rates and frequency of payment

are determined by local councils. Each council has land valuator who values the land’s

worth. The assessed value of the land determines the total charges of rates; Rates can

range from $100 per quarter to $1,000.00 per quarter depending on the location and

value of the land. (www.en.wikipedia.org)

Argentina local governments, levy earns in tax which applies to urban and rural land

improvements on the official value. The general rate is 0.1% however applies

progressive rate with a maximum of property and local taxed on acquisition.
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In Netherlands property tax is levied on homes on a municipal basis in two parts:-for

the one who lives in the house and for the owner of the house. (Shrestha, Raj Kumar

2010)

In Hong Kong, there is kind of tax named a property tax, but it is not an ad-valorem

tax, it is actually classified as an income tax. According to Hong Kong Inland Revenue

ordinance IRO, all property owners shall not be subject to this tax; unless the Hong

Kong property owner has received a consideration, the example is rental income for the

year assessment. The property tax shall be computed on the net assessable value at the

standard rate. (www.en.wikipedia.org)

In Guatemala, a municipal tax on urban property is based on actual or presumed

income. There is also a national tax in real property levied on a personal basis on the

total official value of the real property of each taxpayer. The rates range from 0.3% to

0.6% revenue from property tax in selecting developing countries.

Estonia’s land tax was introduced in 1993 as an integral part of both land and fiscal

reforms. The tax on land levied on both public and private lands with few exemptions,

was intended to stimulate the efficient use of land. Estonia local governments select a

market value tax base.

In1960 the selected Asian nations, Indonesia, republic of Korea, and Thailand made

only small use of urban property taxation. (Shrestha, Raj Kumar 2010)

Finally, the property tax is the most widely used municipal revenue source in

developing world as well as develop country. In large urban population, some form of
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property tax is assigned to the support of local government. To increase the

expenditures on municipal services, local government frequently look to the property

tax as a promising source of additional revenues.

2.1.8 House and Land Tax in Nepal

House and land tax or property tax in Nepal is in developing stage. Initially, it was

introduced as a property tax that consists of bank balance, vehicles, gold, silver,

household property, investment on securities along with the house and land of urban

areas. As property tax provision has complication in property tax execution, house and

land of urban areas are only make the subjected to property as well as house and land

tax. Sometime in Nepal the property tax also consists of only the house and land.

In Nepal the house and land tax was introduced on 1959 A.D as a central tax. In Nepal

first elected government introduced this tax. The fiscal act, 1959 had a provision of

property tax on foreign investment and house and land of urban areas. The fiscal act

1959 had a tax rate of Rs.30 for first 70,000 after 25000 exemption and then Rs.12 per

thousand. To make the procedures and tax system more specific the special Act,

property tax Act, 1960 (2017) was announced.

Initially, this tax was introduced in Kathmandu, Lalitpur, Bhaktapur, Biratnagar,

Birgung, Nepalgunj, Rajbiraj, Janakpur and Butwal. Later, in1963/64 it was extended

to Bhadrapur and then to Dharan. In 1964/65, it was extend to Bhairahawa, Pokhara,

Palpa and Hetauda.
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Property tax act 2017 was enacted to collect tax from property. Urban House and land

and foreign investment were taxed at the same rates under property tax at 2017. Under

the provision of property tax, Nepalese government framed property tax rules 2017. A

separate house and land tax act, 2019 was enforced and subsequently, house and land

tax rules 2020 was then enacted which repealed the existing property tax act 2017.

Earlier central government used to impose property tax under prevailing acts and rules.

The property tax was exercised till the fiscal year 1994/95 (2051/52). Fiscal act 1995

(2052) has postponed the property tax act and the house and land tax act was again

exercised since fiscal year 1995/96 (2052/53). This has made provisions of taxes

levied on the urban house and land of metropolitan cities, municipalities and other

notified VDC.

After introduction of local self governance act (LSGA) in 1999 (2055), Property tax is

given to local bodies right now. Local bodies are levying property taxes under local self

governance act 2055, its rule 2056 and finance act 2000. This act has repealed village

development committee act, 2048, municipality act, 2048, District development act,

2048 and decentralization act, 2039.Currently, House and land tax act 2019, property tax

act 2047and local self governance act 2055 have been implemented in the collection of

property tax. However, the previous law and rules are also considered for house and land

tax purpose when the LSG act 2055 is not sufficient to cover some aspect. (LSGA 2055)

By the statutory provision, Municipalities have got the big chunk of local resources to

enjoy its financial autonomy.  After shifting the power of house land tax collection to the
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municipalities, it is supposed to strength municipal fund. It is expected that the

additional resources would bridge the gap between the local resources and the

expenditures required for local development and providing city services.

In the year 1999/2000, the local self governance has introduced two different types of

local property taxes ‘House and land tax and integrated property tax.

2.1.9 House and land tax

House and land tax is levied upon the net taxable value of real estate and the plot or

compound on which the real estate is located. Valuation of property is based on the size,

type, construction type, physical condition of the house and the compound covered by

the house. In regards with house and land taxation, land is not a separate unit. House and

land tax has no ceiling within the municipal board can fix different rates.  Tax rate for

each value of the property is charged as prescribed by the LSGA.

LSGA has classified the houses in the basis of their size, type, design and structure. On

the basis of structure, houses are being classified as follows:-

a. Green Bricks with mud mortar and houses made of timber.

b. Kiln Brink with mud mortar or stone houses with mud mortar.

c. Kiln Brick with cement mortar.

d. RCC frame structure houses.
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All land in Nepal is defined by land parcels as real property. A property may consist of

the land the fixtures. In short, structures that are attached to the property in a more

permanent basis are fixtures according to law. The most common fixtures are trees and

building. Real property owned by the state (government), local municipalities or nay

other public body is treated in the same way as property owned by a private individual.

The property records are open to the government and the public.

The act has also classified land into following categories:-

 Abbal

 Doyam

 Sim

 Chahar

 Raikar

 Birta

 Jagir

 Kipat

 Rakam

 Guthi
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2.1.10 Methods of valuation of House and Land

a. Since fiscal year 1992/93 (2049/50 BS), fiscal act had categorized the house in the

following 4 types.

Table 1

b. Valuation rate of building has been changed in fiscal years 2050/51 by the fiscal act,

1993 as,

Table 2

S.No.

Cla Classification of Houses Average cost per

sq.fit (In Rs.)

Depreciation

per  year

(%)

Total life

in year

1 Green ( Raw) Bricks with mud mortar 300 3 25

2 Kiln Bricks (Stones) with mud mortar 350 2 30

3 Kiln Bricks  with cement mortar 380 1 70

4 RCC frame structure 400 0.75 100

S.No. Classification of Houses

Average cost per

sq.ft(In Rs)

Depreciation

Per year (%)

Total Life

in year

1 Green ( Raw) Bricks with mud mortar 150 3 25

2 Kiln Bricks (Stones) with mud mortar 200 2 30

3 Kiln Bricks  with cement mortar 230 1 70

4 RCC frame structure 240 0.75 100
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c.) Valuation rate of building has been changed in fiscal year 1996/97 (2053/54) by the

fiscal act, 1996 as:

Table 3

S. No Classification of Houses Average cost per

sq.fit (In Rs.)

Depreciation

per  year

(%)

Total life

in year

1 Green ( Raw) Bricks with mud mortar 450 3 25

2 Kiln Bricks (Stones) with mud mortar 525 2 30

3 Kiln Bricks  with cement mortar 575 1 70

4 RCC frame structure 635 0.75 100

Note:

 The main auditorium of cinema hall is valued at 75% of the rate otherwise

applicable.

 Depreciation is not deducted in the year of construction of house. For example, if

a house constructed 5 years ago, Depreciation for only four years is deducted.

 House made of green bricks or mud mortar or thatched roof or house made of

bamboo or wood with thatched wood is not considered for the purposes of

valuation of house and land.

 In case of destroyed or demolished house, the value of destroyed or demolished

portion is deducted for the purpose of valuation of Physical Structure.

Detail house and land tax valuation rate of KMC (See Annex 1)
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Valuation of Land

The land is valued at the rate prescribed by the local committee formed for the purpose

of valuation of land. If the committee does no prescribe the rate, the compound is

valued by applying the rate prescribed by the land revenue office for the purpose of

registration.

Valuation of Land

=Area of land in kattha/ Ropani * Valuation per Kattha/ Ropani

Note: - Government Valuation of the land should be used for tax purposes, not the

market price of the land. Detail government valuation of land (See Annex 2).

2.1.11 Rate of House & Land Tax in KMC

Rebates of house and land are calculated as mentioned in the local Self-government act.

Local self-government has provided the provision for rebated with value of the house

and land. Table no. 4 shows the rate of house and land tax in Kathmandu Metropolitan

City (Source: Revenue department of KMC).
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Table 4

Rate of House and Land Tax in Kathmandu Metropolitan City

Value of House and Land Rate of Tax (in Rs. and %) Amount (Rs.)

First upto 10 lakh Nil Nil

Next upto 10 lakh 300 300

Next upto 30 lakh 0.05% 1500

Next upto 50 lakh 0.25% 12,500

Next upto 1 crore 0.5% 50,000

More than 1 crore 1.5% -

(Source: Working Paper of Kathmandu Metropolitan City.)

In Table No.4, rate of tax in Rupees and percentage and amount are shown in right side.

Value of house and land is shown in the left side. If the value of house and land is up to

10 lakhs she/he should not have to pay tax. If one has value of house and land up to 20

lakhs she/he must pay Rs. 300. Similarly one should has value of house and land next

up to 1 crore after exemption of Rs.10 lakhs, he/she should have to pay Rs. 50,000.

2.1.12 Property not included in Valuation for Tax Purpose

Some of the properties, which cannot use for valuation, are mentioned in property tax

act 2047. The following properties are not included in valuation for tax purpose.
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1. Growing Crops- Grass or standing trees on agricultural band, the growing crops,

grass and tools used in agricultures are excluded from the term of property.

2. Animals

 Any domestic animals such as buffaloes, cows, oxen and others but the act does not

clear the types of animals.

 Any agricultural animals such bullocks, cows and buffaloes

 Any performing animals in circus such as chimpanzees, bears, lions, tigers

 Any transport animals such as horses, donkey etc.

3. Amount deposited for life insurance:- In Nepalese act, there is no certain information

about insurance, according to Indian concept, it should be interested for an assesses

in any policy of insurance in any policy.

4. Patent or Copyright:- The patent or copyright is exempt from property tax. The

patent or copyright is acquired by an assesses under a contract from the original

author or the inventor or it is acquired by way or inheritance or otherwise no

exemption is allowed in such cases.

5. Books and equipments for study.

6. Pots and equipments except valuable metals.

7. Wearing apparel provisions and other clothes for personal or household use of the

assets.

8. Furniture and equipments (Excepts T.V., V.C.D., Deck, refrigerator, washing

machines, camera etc.) They are exempted for developed countries like India. In the

poor society, it is assumed highly luxury goods.

9.  Tools, machinery and equipments used for professional works.
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10. Simple equipments of decoration of house (except valuation metal equipments).

11. Singing and dance equipments for daily used.

12. Equipments for physical education.

13. Equipments and tools for first aid which are kept in houses.

14. Transportation equipments as cycle, rickshaws and other simple media.

15. Weapons and tools used for personal safety.

16. Equipments related to arts and photographs.

According to Local Self-governance act 055/56, the assets exempt from tax is:

 Gold 10 totals with jewelries.

 Silver 200 totals with jewelries.

 Stock in trade.

 Industrial mills, machinery tools and equipments building and ware houses of

industrial areas.

 Invested shares and debentures.

 Loan issued by HMG which is declared exemption from these act.

 Area for house of assesses 3000sq.ft and ropanies of land.

Similarly, according to local self-governance act 055/56 section 146, following rebates

are:

 Goods and equipments for social welfare.

 Land owned by farmers.

 The exemption limit for land are:

10 Biga for Tarai area.
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 20 ropanies for Kathmandu Valley.

 60 ropanies for other hilly area.

 Land covered by Royal Palace.

 The land related to HMG.

 Land and building for hospital

 Educational institutions

 Land related to non-profit making organization.

 Foreign agencies organization

 Pound, electricity house, airport, Bus Park etc.

2.1.13 Tax exempted House and Land

According to rule 144(16) of Local self Governance rules, 2056, the following house

and land are exempted from ‘Integrated Property Tax’.

 The Royal palace and the land occupied by the Royal Palace.

 The houses and land under the ownership of HMG.

 Land and building of Government Hospitals.

 Land under the ownership of trust.

 The land and house of government educational institutions and government

corporations established for non profit motive.

 Religious and philanthropic purpose’s house and land such as Temples Mosques,

Church, Mosques, etc

 The places of public utility such as water collection reservoir, electric power house,

funeral spot, airfields, Bus Park, stadium, garden, parks, etc.
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 The land and building of the Embassies, Consular Mission and Diplomatic Mission.

No land revenue, land tax, house and land tax are levied on the property for which

the integrated property tax has been levied under this rule. Rule 144(17).

In case of VDCs

Local self Government act 2055, has not mentioned any property tax exemption for

VDCs. Therefore, those provisions, which are implemented in municipality, are

implemented in VDCs also. (Bhattarai, ishwor & Koirala, Girija pd. 2007)

2.1.14 Types of Property tax exemptions

Property tax exemptions are exempt for social reasons such as homesteads, churches,

lodges, private school some for development purposes such as new industries, some for

fiscal or administrative reasons such as household furniture, some to avoid double

taxation such as credits. The tax exempted intangibles and certain types of tangible

property are as follows (Source: Revenue department of KMC).

1. Homestead exemption:

Homestead includes any dwelling occupied by the owner as a residence the site upon

which the dwelling is located, and varying amounts of surrounding land. The

exemption may include not only the land and improvements used as a place to live

but also considerable property used to make a living. Homestead exemptions

depend on a number of variables, such as the degree of home ownership, area and

value of homesteads and the ration of residential property to total property.
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2. Exemption of property used for religious and philanthropic purpose:

Most of the governments exempt educational, charitable, benevolent and religious

institutions from property taxation. In the case of religious organizations,

exemptions are church and a non-profit making organizations etc.

3. Exemption to encourage economic activity: exemption to encourage economic

activities are cash bonuses, loans, donations of site and building or their provision at

nominal rentals, guarantees of favorable conditions and so on.

4. Municipal exemption policies: municipality also provides exemption to

individuals to attract the economic activity within the municipality.

2.1.15 Criticize of exemptions

 The exemption of government property, which goes back to the time of the king, is

not useful anymore. People, who are working in government building or

institutions, are using municipal services just as workers do in other building. ( Bahl

and Linn 1992)

 The differential treatment means that owners in taxed properties face higher costs

than of exempt properties. This inequality has implications for economic

competition among business and government. (Kitchen and Vaillancourt 1990)

 The numerous exemptions narrow the tax base and increase the taxes on the

remaining taxpayers or reduce the level of local services that can be offered,

thereby.

 The proportion of tax-exempt properties varies by municipality and is creating

disproportionate tax burdens across communities. For example in Kathmandu there
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are, compared to other municipalities, many central government building, which are

exempt from property tax. ( Bahl and Linn 1992)

2.1.16 Rebates from Property Tax

Rebates from property tax are mentioned in self-government act. From the property tax,

the following incomes are rebated.

 Loan and debenture taken from registered institutions.

 Amount received from the life insurance.

 Price received from provident fund.

 Amount received from provident fund.

 Amount received from foreign government (Source: Revenue department of KMC).

2.1.17 Collection, Realization and Refund of Tax

A. Collection of Tax

Local self-governance act 2055 has empowered VDC municipality and DDC to levy

taxes. The VDC and municipality in the form of land revenue, land, tax house and land

tax, integrated property tax and vehicle tax levy the property taxes. Since the integrated

property tax and vehicle tax are not exclusively practiced in some municipalities, tax

collection and realization with respect to the house and land tax and revenue or land tax

are discussed hereunder.



39

In the case of Village Development Committee (VDC)

According to section 55 of Local Self Governance act 2005, the VDC may levy the

property taxes as follows in its area at the rate approved by the village council, not

exceeding the prescribed rate.

1. House and land tax

On the basis of size, type, design and structure of the house within the area of VDC, it

may impose annual house and land tax on each house and compound.

2. Land revenue (Malpot ) or land tax

The VDC may levy land revenue or land tax on the land within its area.  However 25%

of revenue collected from land revenue or land tax has to be handed over to the District

Development Committee (DDC).

The rate of taxes to be levied by a VDC within its area is prescribed in Annex-4 of

Local self governance regulation, 2056.

In the Case of Municipality

According to section 136 and 140 of Local Self-Governance act 2055, the

municipalities levy the following property taxes within its jurisdictions:

1. House and Land Tax:

On the basis of size, type, design and structure of the house, the municipality may levy

annual house and land tax on each house and compound as approved by the municipal

council.
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2. Land Revenue or Land Tax

The municipality may impose land revenue and land tax as prescribed on the land

within the municipal area.

3. Integrated Property Tax:

The municipality may levy an integrated property tax within its jurisdiction at the

prescribed rate.

4. House Rent Tax

Municipalities are also empowered to levy a House Rent Tax on the amount of rent in

case where any house, shop, garage, go down, stall, shed, factory, land or pond is

rented wholly or partly within their area of jurisdiction. The House Rent Tax may be

levied at a rate not exceeding 2% of rent. On the other hand, municipalities can also

levy a Tenancy Tax on municipality- operated shops or permission given to operate

temporary shops in public places, unregistered land or roadsides at the rate of Rs. 2 to

Rs. 20 per square feet.

According to rule 140 of self local governance regulation 2056 the maximum and

minimum limits of the rate of land revenue and of house and land tax that may be

levied by a municipality within its area shall be as prescribed in annex 1 of the

regulation. As per rule 144, the minimum and maximum rates of the integrated property

tax that may be levied by a municipality within its area shall be as prescribed in annex

2 of the regulation.
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B. Recovery of Tax

Fine and penalties imposed by municipality or VDC are recovered as government dues

or arrears. Those amounts are payable to local bodies. According to section 71 and 166,

the fine and punishment imposed by the village development committee or by

municipality are recovered by section260. According to this process, if any person does

not pay any tax, duty or charge levied or contracted or any other amount due and

payable to the local body, the district administration office recovers it as government

dues.

C. Refund of Tax

According to section 147 of LSG act 2055, the municipality is not entitled to collect

any kinds of taxes contrary to the act or the rules. If the municipality collects such

taxes, Nepal’s government may order to stop such collection and to refund the amount

of taxes so collected to the connected person.

D. Penalties and Actions

Section 70 and 165 of Local Self Governance act 2055 has made the provisions for find

and penalties if anyone does not pay any taxes, fees, charges, duties, tariffs and any

other amount due and payable under the act,  the VDC and Municipality penalize the

person.
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In the case of VDC

According to section 70.2 of local self governance act, if any person does not pay the

taxes imposed or levied by the village development committee, it may punish such

person with a fine of up a Rs.500 and may stop the service made available by the

village development committee in regard to such person.

As per section 70.3 of the act, in case, any person commits any act in contravention of

the act, of the rules, Bye-laws or Orders made under the act, such person shall be

punished with punishment, if any prescribed elsewhere in the act; and if punishment is

not so prescribed the village development committee may punish such person with a

fine up to Rs.500.

According to section 70.4 if any person who has already been punished under this

section, commits the same offence again, the village development committee may

punish such person with two-fold punishment for each instance.

In the Case of Municipality

1. According to section 165.2 if any one does not pay the taxes imposed by the

Municipality, it may take the following actions:

 If anyone does not pay the taxes, which may be collected under the act, the

municipality may write to the concerned body to stop the transfer of ownership of

the movable/immovable property of such person, may seal or lock up the trade,

profession and withhold the transactions including export and import.
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 If the amount which the municipality is entitled to collect under the act, could not be

covered up even from the stoppage of the house, land, transaction or assets of the

concerned person, the municipality may recover it by auctioning the person house,

land or other assets, if any.

2. According to section 165.5 if any one does not pay any taxes under the act, the

municipality may stop the service provided by it, in regard to such person.

3. If anyone commits any action in contravention of the act or the rule bye-laws or

orders made under the act, such person is punished with punishment, if any

prescribed elsewhere in the act, and if punishment is not so prescribed the

municipality may punish such a person with a fine of up to Rs. 1000 (section 165.5).

4. As per section 165.6 if any who has already been punished under this section

commits the same offence again. The municipality may punish such person with

two-fold punishment for each instance.

E. Appeals

In case any property holder is not satisfied with a punishment imposed by VDC or

municipality the local self-governance act 2055 has made provisions of appeal against

such punishment.

As per section 70.5, any party who is not satisfied with the punishment imposed by the

village development committee may appeal to the concerned district court within 35

days from the date of knowledge of such decision.
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Similarly, according to section 165.7 any party who is not satisfied with the punishment

imposed by the municipality may appeal to the concerned district court within 35 days

of the knowledge of such a decision. (Source: Bhattarai, Ishwor and Koirala Girija

Prasad 2007)

2.1.18 Rights and Duties of Local Government Relating to House and

Land Tax

The Act and Rules have specified some rights and duties of the Municipality with

respect to integrated property:

Right

 To impose tax

 To grant remission

 To impose fine and penalty

Duties

 To assess the rate of valuation

 To publish the value and tax rate for integrated property

 To send the bill

 To finalize the revaluation within the time
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2.2 KMC’S House & Land Tax Practices

KMC has been connecting house land tax since the power of House and Land Tax

Collection was shifted to local government in fiscal year 2000/2001. This provision

was made by government through the declaration of budget for the fiscal year

2000/001. This provision of budget has exercised the provision of house and land

taxation which under local self governance act, 1999 and its regulation. The act and its

rules already provided the power to local level government like municipalities

.However, the central level government had collected the House and land tax, under the

house and land tax, act 1959, its rules 1960 and finance act when the budget was tabled

on july,2000 in the legislative body of Nepal, parliament, the concern ministry, ministry

of local government issued a circular to municipalities and urbanizing VDCs in to

emprise and collect the tax under the existing laws, After getting the circular of concern

ministry on July 2000, KMC’s has been collecting the house and land tax as of today.

2.2.1 Current provisions of house and land tax in KMC

Following documents are required to submit house and land tax return in Kathmandu

Metropolitan City (source: Revenue department of KMC)

1. If any couple has separate land and house ownership, statement should be submitted

jointly.

2. If there is more than own, statement should be submitted in the mane of any one

owner.
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3. If any person has various land and houses in the Metropolitan area, statement should

be submitted to related ward office of each land and houses.

4. People having liability to pay house and land property, it should submit the as per

Act.

5. If there is any increase/ decrease in house and land property, it should be reported to

the ward office.

6. Calculated tax as per submitted statement should be deposited in bank account of

within 35 days.

7. The necessary documents are:-

 Copy of approval of new house map-1

 Copy of approval of new flat map if any-1

 Copy of land owner’s citizenship certificate-0

 Copy of land  ownership certificate-1

 Fields inspection report by technician for house constructed without approval

before provision of Metropolitan system-1

 Copy of tax receipt if any submitted to tax office-1

8. Tax officer holds right for following action if required:

 Necessary examinations and review of statements by tax payer by issuing notice for

filling and taking interview.

 Field inspection
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2.2.2 Process of Tax Assessment

To make the taxpayer easier KMC has provided the certain process for tax assessment.

Necessary documents should be registered in house and land tax book. Process of tax

assessment covers the process as follows (Source: Revenue department of KMC).

1. Tax assessment is done on the basis of house and land valuation.

2. If owners are multiple persons, tax assessment should be done in the name of

multiple owners like flat owners.

3. House valuation is done on the basis of size of house, area of land and depreciation

rate.

4. Different types of houses should be valuating in different ways.

5. After paying house and land tax, tax clearance certificate should be issued and keep

the records.

2.2.3 Documents required for property valuation in KMC

Documents required for property valuation in KMC are as follows (Source: Revenue

department of KMC).

1. Application Form-1

2. Bill of Land tax Clearance-1

3. Copy of house and land tax clearance certificate-1

4. Field inspection report of ward office-1
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2.2.4 Tax administration

In the beginning, revenue division of KMC collected the house and land tax. KMC has

made a special decision that the ward office would collect all types of taxes along with

house and land tax. The central would facilitate the ward office and a number of tax

officers were defused some ward offices. One officer is giver responsibility of 5-10

wards. The system again change and since f/y 2007/008, the ward office has given

certain level of power and the revenue division would see the tax assessment and the

revenue in still deposited in ward office till the date. For the convenience, from

simplicity, KMC has made such a provision that taxpayer do not come to central of

KMC. Tax payer has been getting tiny the tax service at ward level. The KMC has two

types of Tax administration,

 Division of revenue central

Ward offices at grass root level.

Problems for efficient Tax Administration:

KMC has been facing so many problems because of the poor taxpayer and lack of tax

education. Therefore, the local government should make sure them by teaching tax

education. There are other causes like, delay in assessment and collection, unnecessary

outside pressure and lack of proper incentives to tax personnel’s and lack of update

data’s. A good tax system must have certain administrative qualities including certain

rules, compliance and collection cost economy and acceptability. Although there has

been significant progress in the area of improving the elasticity and efficiency of tax
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system, still the major source of revenue collections is land based (Source: Revenue

department of KMC).

2.2.5 Policy and Action Plan of KMC

To improve the performance on House and Land tax, KMC has prepared following

policies and action plan.

1. Like in many other countries most of the Nepalese municipalities have no

computerized property records. Property records are kept manually and maintained

in and ad hoc manner. So that KMC has been attempting to establish a systematic

database and to provide service through e-governance.

2. In order to generate more revenue and to have an automatized tax collection system

it is mandatory to implement a software system. Therefore KMC has managed the

budget to install the new software.

3. In general, the tax culture among the Nepalese population is underdeveloped. So

KMC has focus on tax payer’s education. To aware the taxpayer, KMC is giving

advertisement in media which is the best way to inform about House and Land tax to

taxpayers. Currently, KMC has started its own FM i.e. Metro FM.

4. KMC has organized the general house and land tax training for the employee with

the help of supporting different organization like UDLE, MuAN and local bodies

fiscal commission (LBFC).

5. In analyzing house and land tax, there need to be taken a closer look on the tax

design and the tax administration. So, KMC has requested to LDM to revise the

house and land tax act 2019, local self governance act 2055 and its regulation 2056.
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6. The tax rate determines how much revenue will generate from house and land tax.

As considering it revenue rates will be determine scientifically.

7. KMC has started house numbering system to identify individual house owner and

detailed information related with House and land parcels.

8. KMC has recently taken the decision that collection of house and land tax service

will be provided through the banks.

2.2.6 House and Land Tax Calculation Related to KMC

In Nepal local self-government act 2055 has been applicable in calculating property tax

the example of calculation is shown in Annex 3.

2.3 Review of previous study

2.3.1 Review of Books

Dhakal, Kamal Deep (2002) in his book “Income tax, House and compound tax law

and Accounting with value added tax” has specially describe on House and land

taxation in Nepal. He focuses on the legal provision and its practices regarding the

house and land taxation. This book is referred to text book for the campus and

university level student and those who want to know about the house and land taxation,

they could simply get the knowledge and practical solution of house and land taxation

in deeply.

Kandel, Puspha Raj (2003) had published a book named “Nepal ko bartaman kar

byawastha”. He has described the legal provision, process and methods to assess the

house and land tax with numerical examples. The writer was fully based on campus
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level syllabus. This book is informative and descriptive rather than analytical. This

book is based on the current structure & issues of taxation, where he has defined a

property tax as a mean of revenue collection of Local Government. He also mentioned

property tax is levied on movable & Non movable, Tangible & Intangible property,

which has sales value and this type of tax is levy by the Local Government for the

purpose of equal distribution of revenue in the society.

Koirala, Pd.Girija and Bhattarai, Ishwor (2005) in his book entitled “Taxation of

Nepal” has precisely depicts on house and land taxation in Nepal. He has illuminated

the legal provision and its practices regarding the house and land taxation. He has

collected all the related notice and provision made by the government in house and land

taxation. He has also presented the clear examples of house and land valuation and

assessed the tax liability. This book is very useful to student, researcher as well as those

who want to know about the house and land taxation.

Adhikari, Prapana (2005) had published a book named “Taxation in Nepal”. He has

described the theoretical as well as practical aspects of house and land tax. His book is

fully based on BBS level syllabus prescribed by T.U. But he has not discussed the

major aspect of house and land tax clearly and analytically.
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2.3.2 Review of Reports/ Article

Ministry of Finance, The federation of Nepalese chambers of commerce and

Industry and Harvard Institute (1997) has jointly conducted the study on the topic

“ Tax Reforms in Nepal: A Comprehensive Review.” The main objective of this study

was to improve the overall tax system in Nepal in a way that reduces the unnecessary

compliance costs and administrative burdens of the tax system, while providing the

government with more stable sources of revenue to finance bublic sector expenditures.

This study analyzed the current tax system in Nepal and develops a series of practical

recommendations for the reforms of all the major taxes in Nepal, including Property

tax.

From this study, it can be concluded that eliminating the octroi tax is an essential first

step in the rationalization of the local tax system in Nepal. As octroi provides more than

80% of the total tax revenue of the municipalities, immediate alternative to octroi must

be developed.  Finally, they suggested to unify all property based taxes and should

develop it as a major source of local government revenues and tax base should be

defined in national legislation and be applied equally throughout Nepal.

Ghimire, Banshidhar (2003) “A revenue policy and implementation specialist” had

conducted the survey on “Taxpayer’s satisfaction in Nepal” This study was carried out

jointly by the IRO and German technical (GTZ). The purpose of the study was to

determine perception of taxpayers regarding to the existing tax policy, quality of

services, tax document, and tax procedures and administrative.
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After a details analysis of available of data, he reached to conclusion that tax payers

satisfaction level increases automatically, when the government is capable of delivering

basic public services to the public. Considering the finding of the study, the team has

recommended that the tax system should be simple, transparent, minimize uncertainty

and the government should be serious to address the issues related to corruption and

unfair behavior of the officials particularly in IROS. They also suggested that when

taxpayers feel that the money they pay to the government in form of taxes is utilized

properly, they more inclined to pay. Therefore, government should use the tax money

properly for development of the nation, not for the interest of ruling political parties.

Pandey, Posh Raj (2004) “A member of national planning commission” had

conducted a study “A tax compliance”. The main objective of the study is to identify

the causes of non compliance with the tax law by taxpayers, inability of tax officers to

enforce tax laws to control tax leakages. This study has dwelt upon the existing legal

provisions to check tax leakages and its implementation status. He further included

most of the anti leakage provisions made under the Land revenue Act, 1977 (Malpot

Ain) have not been used for long time. He has focus on the need of continuous

monitoring of potential tax collection with actual tax collection. For this he suggested

to prepare tax potential indicators. He has also identified some legal reform,

institutional reforms, administrative reforms, revenue policy and monitoring activities

to overcome the constraints and shortcomings of revenue collections.
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Carlson, Richard Henry (2004) has presented the study “A Brief History of property

tax”. In his study, he focuses on the development of property taxation in the world. The

main objective of this study is to present some moments in the history of real and

personal property taxation. The author has enlightened how developed the current

property tax system has come to be.

Through his study, he revealed that since the beginning of civilization the property

taxed has been a major source of revenue, for most government, however the personal

property tax was difficult to administer because many people attempted to hide and

move personal property. This practice was especially common among wealthier

taxpayers who had multiple residences and moved assets to avoid taxation.

Mahat, Mani Ram Singh (2007) an ‘Urban Finance Advisor’ has conducted the study

on “Status of Integrated Property tax and House and Land tax in 58 Municipalities

of Nepal.”. In his study, he analyzes the revenue composition of 58 municipalities. The

main objective of this study is to review the experience of IPT/ HALT’s conceptual and

practical development in a comprehensive way. He focuses to identify the strengths and

weaknesses of the existing tax system. He also shows the important of technology for

implementation of house and land tax and integrated property tax.

Acharya, Babu Ram (2008) has accomplished the study in “Land Tenure and Land

Registration” in Nepal. With the help of this study he attempt to analyze the history of

land tenure provisions and the present system of land tenure and land registration in

Nepal. He included the land management and administration of Nepal has been



55

influenced by the traditional sentiments. He stated that the purpose of land registration

and its legal basis in Nepal is to establish certainty of ownership, rights to land,

facilitate the transfer of land and other land-related activities and to provide easy access

to information about land and most significant purpose is collecting revenue (tax).

Ministry of Local Development (MLD) and the German Technical Cooperation

(GTZ) (2009) have jointly conducted the study on “Local Property Tax Improvement

(Case studies on the assessment of IPT/ HALT in the municipalities of Dharan,

Pokhara and Madhyapur Thimi). This report deals with the past and present

experiences municipalities have made with the integrated property tax (IPT) or House

and Land tax (HALT) in their revenue composition.

The objective of this study is to analysis the reasons why the high yield potentials are

not being realized and why there is such a high discrepancy between different

municipalities regarding their performance in tax coverage and tax collection. The

major findings of this study are as follows:-

1. There is a lack of political commitment on central and local level regarding

IPT/HALT.

2. All the attempts made by the employees to improve the situation of municipalities

have so far not been acknowledge by the municipal council, leading to disillusion

and frustration among the employees.

3. Major problem of municipalities are the high taxpayer resistance. People are

mistrusting the public servants and criticizing the lack of transparency.
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Aryal, Bishnu Prasad (15 Sep, 2009), has published an article on “KMC

Performance Judged Low” in Himalayan Times. This article acknowledged that the

MoLD has set criteria of minimum condition performance measure (MCPM) to decide

budget allocation under the local Development programmed from the fiscal year 2066

and also disclosed the plans to reduce budget allocation to those municipalities that

were under performing as per the MCPM. He further included that Office of the

Municipal Management section reported that KMC and Khandbari municipality (KM)

has failed to meet the minimum standard of local development (MoLD). He said KMC

and KM was the top two to underperform.

Dahal (2009), has published an article about “Taxation in Nepal: Structure, Issue &

Reforms” in Economic Journal of Nepal. In this article he exhibit that Nepal has facing

a challenging proposition on revenue mobilization, which resulting to huge fiscal &

budgetary deficits. This is because the majority of the people live in abject poverty and

the people engaged in economic activities have extremely limited taxable capacity.

Furthermore, he included that the legal base of taxation is compressed with unlimited

tax shelters and tax administration lacks innovative mechanism to identify new

taxpayers & bring them into tax net.

Rana, Dr. Ashok Shumsher JB (2010), in “Nepal’s Tax System Issues, Problems

and Options” explore that the overall tax system of Nepal is inelastic in nature. Direct

taxes have smaller elasticity in comparison to indirect taxes, which depicts direct taxes

are responsible for the sluggishness of tax yields. He further indicates that the land tax
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has negative growth rate with higher administrative costs. Therefore tax administration

should be improve through designing of an appropriate organizational structure

compatible with the changing circumstances, through improving the method of tax

assessment and tax collection procedure as well as technical & judicial complexities of

revenue administration.

Sharma, Milan Mani (27 Sep, 2011), has published an article on “Draft of Property

Tax Bill Ready” in Republica. In this article, it stated that the Ministry of Finance

(MoF) had formed a task force to draft a new law on property tax. The new tax act

would tag all undisclosed property as illegal possessions and impose grave punishment

to the owners.

As per the draft, the government will introduce a mechanism to trace the records of all

forms of property including bank balance, investments in gold, bonds, shares, land and

houses and antiques, among others, so that the property cannot be hidden.

Thapa, Ashok (19 Nov, 2011), has published news of “Draft of property tax Bill

ready” in Kantipur. This article stated that new technical committee formed by the

ministry of finance (MoF) to write a new property tax bill has prepared a draft which

includes a provision requiring all Nepalese have to declare their assets. It has been

insisting that property declaration be made mandatory for everybody. The budget for

the current fiscal year has announced introducing a provision of property declaration. It

states, “The habit of keeping records of the sources of property and its purpose has not

yet developed among the Nepalese people. In order to address such problem, the
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property tax act will allow on individual, family or company to make a voluntary

disclosure of all the fixed and movable properties including land, jewelers cash Bank

deposits, lending , share investment and vehicles to the inland revenue office of the

government of  Nepal after paying a certain percentage of tax.

In this article, CIAA had recommended that the existing act was outdated so that a new

one should be drafted. A technical committee also said that the current act remained

unimplemented due to lack of proper database to examine an individual’s property and

a mechanism to enforce it.

T.B.I Publication (27 Jan, 2012), has published an article on the topic of KMC in

Karobar Newspaper. This article has explicated that KMC is self governance but in

fact, KMC could not get autonomy in its work. Whenever, KMC want to do any work,

it has to get consent from other government institute. So it seems that KMC‘s decision

is dependent on other’s government institution like Nepal electricity Authority, Nepal

Telecom, Road Department etc.

Nepal Republic Media (16 July, 2012), has published a news of “KMC is second

worst urban government” in Republica. In this article, it stated that the KMC, the only

metropolis in the country, is the second worst performing urban government in the

country after Malangawa municipality, according to a study conducted by local body

financial commission. The study has placed KMC in 57th position among 58 cities,

towns and district development committee covered. The KMC has received only 40

marks out of 100 and this means it fared poorly on the service delivery front. Among
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the 58 municipalities, Bhaktapur has been ranked the best while Dhankura and

Sindhupalchowk district development committees scored second.

2.3.3 Review of Thesis

Adhikari, Alka (2001) has conducted the research on the topic “A study on House and

compound tax (Property tax) (Specific Reference to integrated property tax in

Dharan municipalities). In this study, she explained that House and land tax has been

considered as a suitable source for the mobilizing internal resources. It can be used as a

positive instrument to boost government revenue collection, to develop the economic

conditions of Nepalese people and promote distributive justice and to cure resource gap

problem. The main objective of this thesis is to identify the problems associated with

house and land tax administration.

On the basis of analysis, she found out that poor taxpaying habit of Nepalese people

and poor recording system of tax office are the major problems of economic

development of Nepal. The revenue administration in Nepal is weak because of lack of

tax policies with a clear direction   and consistency in a long run perspective, lack of

trained staff, heavy dependence on non-technical staff etc. She has also found that in

Dharan municipality there was wide spread tax evasion. She has concluded that if the

problems relating to house and land tax in Nepal can be solved and resources are

effectively utilized then only the prospects of revenue collection from house and land

tax will be bright.

And she has also forward some recommendation and suggestion to improve the house

and land tax. The suggestions are as follow:
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 All the tax personnel should be given comprehensive training on various aspect of

taxation on a regular basis. For this a separate training section within tax

department should be established.

 Financial benefit and extra incentive should be provided to the employees to reduce

the corruption. Furthermore tax officers should be selected on the basis of secret

ballot system in order to control corruption.

 Timely revision and modification should be made in the matter of house and

compound tax policy.

 Tax rebate should be provided to the taxpayers who submit the true Property

statement with in the specified period of time.

Basnet, Ram Chandra (2006) has made a study on House and Land taxation entitled

“Issues on House and land Practice in Nepal (A study with reference to KMC). He

explains the historical background of house and land taxation in Nepal. The main

objective of this thesis is to point out the problem of house and land tax and tries to find

out the solutions and recommendation, analyzing the present legal provisions, tax

administration and practices. He has specially focused on the performance of KMC

regarding collection and utilization of house and land taxes.

He study the available data and reach to the conclusion that the existing tax provision

of house and land tax cannot address of all the issues on house and land taxation. He

suggested that government should amendment the provision of law and it should be

clear and simple, which enable the people to understand. He has also recommended that
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to effective tax collection and tax administration, government should lunch various

programs so that the tax payer can feel that paying the tax is their duty and they are

paying the tax for the development of the country.

Humagain, Rekha (2009) has analyzed house and land tax entitled “House and land

tax in Kathmandu metropolitan city”. The main objective of this study is to examine

the role of property tax in revenue collection of KMC and to reveal the problems

relating to house and land tax. She explain the historical prospective of House and Land

tax in Nepal. The emerging issues like poor database of taxpayer, inefficient tax

administration etc are explored in her study report. She has also analyzes the available

data and information and reached in some findings. Her major findings of the study are

as follows,

 The method of assessment and valuation of H&L tax has many loopholes and such

loopholes can be cope with making simplification of lax, making more

investigation and reconciliation of bill and document of tax payers and better

information system between tax payers and tax officers.

 For increasing the taxpaying KMC should introduce motivational schemes like

discount, prizes etc.

 Tax education is necessary to make tax payer consciousness about H&L tax which

lead them to understand the procedures of tax assessments.

Shrestha, Raj Kumar (2010) has conducted a research on the topic House and land

taxation for the partial fulfillment of MBS degree. His thesis entitled “A Study on
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House and land tax in Lalitpur Sub-metropolitan city”. The study has shown the role

of the property tax revenue structure, total revenue, contribution trend, composition of

property tax of LSMC. The main objective of this study is to analyze the trend of house

and land tax of LSMC and to find out the causes of variance between the Budgeted and

actual collection of house and land tax.

Specially, he has explored the emerging issues like legal unclearity, lack of

information, lack of trained staff, inefficient tax administration and corruption in tax

authority. He also point out that the growing need of resource for the development of

Nepalese economy can be met through effective large volume of property tax but due to

various problems property tax collection is relatively low in Lalitpur sub-metropolitan

city. So, for the sound and effective tax system, he has recommended the following

suggestion:-

 Municipality should mobilize its resources properly for the welfare of the local

people.

 In the absence of the proper record keeping system of tax the government does

not look and determined about the status of revenue so, it is necessary attention

should be focus on proper accounting system.

 Limited people have paid tax and most of the citizens were not aware of H&L

tax. Therefore, tax education should provide to them.

Dhukuchhu, Rajan (2012) in his thesis entitled “House & Land tax in Nepal with

special reference to Banepa Municipality” has summarized the contribution of
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property tax to total revenue for Banepa Municipality is very low. The Municipality is

highly depended on external source rather than internal. It is because local people are

unaware and uneducated about the benefit of tax payment. Some of local people

responded the house & land tax as an extra burden for the public. However, the public,

who pay tax regularly, are also failed to pay on time due to the lack of co-operation,

help and support of Banepa Municipality staff.

He has indicated the internal weaknesses and suggested to strengthen it. Furthermore,

he recommended that Banepa Municipality has to arrange the publication of monthly

income & expenses report and development activities lists in local newspaper or

separate bulletin, which reach to local household so that people can believe, the tax

amount they paid are utilized.

2.4 Research Gap

Research means to investigate or to search again & again about a phenomenon under

study. Very few researches have been made on topic “A Case Study on Contribution of

House and Land Tax to total revenue of KMC”. Most of the previous research was

related to other municipalities like Dharan, Pokhara, Lalitpur etc. The previous research

had covered the history of house and land tax, rule and regulation, procedures, revenue

collection trend, problem regarding the house and land tax. Most of the previous

researches have stated recommendation on how to improve the performance on House

and land tax. But this study is not only provided the recommendation but also trying to

find out what steps have been done by KMC, to get better performance on House and
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Land Tax. And this study has also give emphasis to taxpayer’s satisfaction. Furthermore,

this study has also included the detail government valuation of land. Similarly, this study

shows the probability of house and land tax in KMC. Likewise, earlier study has

presented few years data, but this study has taken seven years data.
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Chapter III

Research Methodology

Research methodology is the systematic way of solving research problem. It refers to

the overall research processes, which a researcher conducts during his/her study. This

chapter aim to familiarize the relevant technique of data collection, analysis of data

using statistical tools and techniques required for preparation of research report and

include research design, population and samples of the study, sources of data and

research methods.

3.1. Research Design

Research design is an overall plan or framework, for the collection and analysis of data.

It provides the framework for the study guidelines for the collection and analysis of

data. This research study attempts to analyze the contribution of house and land tax to

total revenue of KMC. Hence to fulfill the objectives of the study, it used both primary

data and secondary data. To conduct the study historical research design, descriptive

research design as well as the analytical research design approaches has been adopted.

Most of the data and information of the study are concern with past phenomenon of the

performance. So it can be regarded as historical research design. To examine the rule

and regulation, provision and to find out major problem of house and land tax,

descriptive research design is used.

Some statistical tools, such as simple average, percentage and graphs are applied to

interpret and come to conclusion.
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3.2. Population and sample study

There are 58 municipalities in Nepal. Among them Kathmandu is the one of the largest

metropolitan city and there are four sub-metropolitan city. All 58 municipalities are

population of the research and Kathmandu metropolitan city is taken as a sample of the

study among from population. The detail of municipalities is given in Table no. 5.

Table 5

Details of Municipalities

S.N.

No.

Development

Region

Zones Name of Municipalites Total

1 Eastern Koshsi, Mechi

Sagarmatha

Ilam,Bhadrapur,Damak,BiratnagarSub-

Metropolitan,Mechinagar,Dharan,Inaruwa,

Itahari,Dhankuta,Khandbari,Trijuga,Rajbiraj,

Lahan, Siraha

14

2 Central Bagmati

Narayani

Janakpur

Janakpur,Jaleshwar,Malangwa,Kamalamai,

Bhimeshwor,Dhulikhel,Panauti,Banepa,

LalitpurSub-MetropolitanCity,Bhaktapur,

MadhyapurThimi,KathmanduMetropolitan

City,Kirtipur,Bidur,Hetaunda,Gaur,Kalaiya,

BirgunjSubMetropolitanCity,Bharatpur, Ratnanager.

20
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3 Western Gandaki

Dhaulagiri

,Lumbini

Prithvinarayan, Vyas, Putalibazar, Waling,

Pokhara Sub-Metropolitan City, Lekhnath,

Baglung, Tansen, Ramgram, Siddharthanagar,

Butwal, Kapilvastu

12

4 Mid-Western Karnali,Bheri

Rapti

Tribhuwannagar,Tulsipur,Nepalgunj,Gulariya,

BirendranagarSub-Metropolitan City,

Narayan

6

5 Far-Western Seti Mahakali Dipayal,Dhangadhi,Tikapur,Mahendranagar,

Amarghadhi,Dasharathchand

6

3.3. Nature and Sources of Data

The significance of research basically depends upon the nature availability and

accuracy of information. So, both primary and secondary data collection procedure

have used. Both primary and secondary data help to get genuine result from this

research.

3.3.1 Primary Data

Primary sources of data provide first hand data to the researchers. In this study, primary

data include interview and questionnaire methods. A set of questionnaire was

developed and distributed to selected respondents. The respondents were tax expert, tax

officer, and taxpayer. Tax officers were selected from KMC and other wards office.

Tax payers were selected from different wards of Kathmandu.
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3.3.2 Secondary Data

Secondary data are those data which are first recorded by the primary data collectors

used by others. The main sources of secondary data are published as well as

unpublished reports, circular, books, newspaper, dissertation and website etc. The

major sources of secondary data are as follows:-

 Books and bulletin related to taxation.

 Budget speech and economic survey of various years, Ministry of finance.

 National and international newspaper, journals and news magazines.

 Different dissertation related to house and land tax.

 Publication of Kathmandu Metropolitan City.

 Income & expenditure budget of KMC

 Website etc.

3.4 Data collection procedure

To collect the data, total 50 set of questionnaire were developed and distributed to

selected respondent. Questionnaires were distributed to taxpayer, tax expert and KMC’s

staff personally through field visit. To collect the additional information interview was

taken with the respondent. In a few cases, telephone conversation and email

communication were used. Stratified and purposive sampling methods have been used

to select the sample. The respondents have been divided into two groups. The table no 6

shows the groups of respondent and the size of samples.
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Table 6

Sample Size

S. No. Type of Respondents Sample Size Respondent

1 Tax officer/Tax
Administrators

20 20

2 Tax payers 30 30

Total 50 50

There are many tax administrators in KMC among them 20 tax administrators are

selected. There are indefinite numbers of taxpayer in KMC, among them only 30

responded are taken as sample.

3.5 Tools used for Analysis Data

Since the data analysis is based on secondary as well as primary, separate techniques

are utilized in order to analyze the data statistically and present them systematically.

Mainly the following tools & techniques are used in this research study.

Statistical Tools

 Simple Percentage

 Simple Average

 Graphs. Charts and Diagrams

 Trend Analysis (Time Series Analysis)

 Arithmetic Mean

 Standard Deviation

 Coefficient of Variation
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3.5.1 Time Series Analysis

Time series analysis is utilized in order to find out the Trend of House and Land Tax

from year 2061 to 2068, with the help of equation:

Y = a + bx

3.5.2 Analysis of Central Tendency

Central tendency is used to condense a huge data into a single value, which represents

the entire data & generally located at the central part. Weighted average mean is

calculated to know the weighted average ranking for the available options. It is

calculated by sum of the rank number multiplied by its frequency divided by sum of the

frequencies. Mathematically,

Where,

f = frequency

x = Ranking i.e. 1,2,3,4,5,6,7,8

3.5.3 Analysis of Dispersion

Standard deviation is the most useful measure dispersion. It is based on the mean &

gives uniform, stable & correct results. The standard deviation of calculated to prove

the relevancy, uniformity & consistency of the ranking.

Mathematically,
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Where,

f = frequency
x = Ranking i.e. 1,2,3,4,5,6,7,8 ( 1- Most significant, 2- Second Significant )

3.5.4 Co-efficient of Variation:

Co-efficient of variation (CV) is the percentage measure of co-efficient of standard

deviation. It is usually calculated to measure & compare the homogeneity, consistency,

uniformity and variability of two or more series. More specifically, it is calculated to

know per unit of the series or distribution. Mathematically,

Where,

= Standard deviation of the given series

x = Mean of the given series
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Chapter IV

Presentation and Data Analysis

This is the fourth chapter which is the most important part of the study. It is the main

body of the study. In this section, we are showing the data presentation and analysis of

house and land tax of KMC. The main objective of this chapter is to make clear

understanding about contribution of house and land tax in total revenue collection of

KMC.

4.1. Total Income structure of KMC

Municipalities are entitled to collect various taxes, fees, service charges, property rental,

sales, and contract as internal revenue. Besides this, central government including

national and international financial institution and development agencies provided

external resources to the municipalities as grants and loans. The following table no.4.1

gives an overview of total revenue structure of KMC.

The following table and figure gives more analytical revenue composition picture of

KMC. In fiscal year 2063/64, 64/65, 65/66, 66/67, 67/68 and 68/69 total revenue were

929,894,198.00, 893,248,468.00, 1,123,131,001.59, 779,308,630.28 and 964,068,550.22

respectively. As the table given below indicates that grants is the largest revenue sources

.The second largest sources are fee and fine. Malpot/House and land tax is the third

largest sources of KMC. The existing local tax structure unveil one of the important

points that KMC authorities are now slowly diverting their efforts on collecting the

direct taxes i.e. house and land tax , business tax, advertisement tax, rent tax etc.
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Revenue from "Property Rental” could be one of the sustainable revenue sources of the

KMC, but contribution from such revenue is still negligible.

Table 4.1

Total Income structure of KMC

Line FY 2063/64 FY 2064/65 FY 2065/66 2066/67 2067/68
Malpot/House and
land tax

119,436,289.00 149,618,669.00 235,854,754.00 181,089,364.55 228,477,232.41

Rent Tax 2,683,536.00 7,164,868.00 9,696,657.00 5,614,218.37 3,024,366.99
Vehicle Tax 5,122,074.00 6,173,907.00 6,480,800.00 5,127,619.00 4,290,436.00
Property Tax 1,229,655.00 – – – –
Entertainment Tax 1,229,655.00 1,139,132.00 1,006,077.00 82,458.00 –
Advertisement Tax 5,826,857.00 11,977,454.00 15,364,780.00 16,623,573.75 7,991,710.50
Business Tax 13,399,972.00 20,308,217.00 26,483,833.00 17,799,356.94 27,377,757.97
Fees and Fines 118,088,546.00 133,954,678.00 160,877,408.00 125,467,190.23 131,772,526.88
Property Rental 5,799,187.00 19,592,892.00 12,236,566.00 9,079,917.00 19,123,196.00
Radio License – – – 989,140.00 180,000.00
Investment income 507,876.00 4,793,548.00 – – 1,949,249.88
Service Fee 118,088,546.00 136,588,610.00 – 14,228,660.41 25,889,949.72
Other Fees 49,777,506.00 53,817,281.00 – 8,895,444.68 7,873,888.00
Income from Sale – – – 525,565.00 1,208,650.00
penalties and Fines – 2,556,744.00 32,281,346.00 4,034,936.18 5,669,045.50
Other
Income(insurance
compensation)

– – – 12,632.40

Grants 318,477,680.00 463,844,727.00 95,585,824.00 385,801,287.23 494,296,050.10
Income from contracts – 225,086,816.00 – 3,923,851.00 3,481,089.00
Last year income 51,969,020.00 18,229,160.00 1,155,616.00 26,047.94 1,450,768.87
Own Sources Revenue – – – 393,507,343.05 469,772,500.12
Other sources
Revenue

441,189,699.00 707,160,703.00 96,741,440.00 385,801,287.23 494,296,050.10

Loan – – – 50,000,000.00 –
Balance Forward – – – – –
Total Revenue 929,894,198.00 893,248,468 1,123,131,001.59 779,308,630.28 964,068,550.22

Source: (Annual Budget Report of KMC)
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Figure 1.

4.2 Contribution of House and Land Tax in Total Income of KMC

Table 4.2

(Sources: Annual Budget Report of KMC)

Fiscal year 2062/63 2063/64 2064/65 2065/66 2066/67 2067/68

Total income 712,679,670.00 929,894,198.00 893,248,467.16 1,123,131,001.59 779,308,630.28 964,068,550.22
House and

land tax
(Amt) 92,248,996.00 115,550,804.00 145,197,400 230,477,605.00 177,368,997.34 224,861,182.05

House and
land tax (%) 13 12 16 21 23 23

Other
sources
(Amt) 620,430,674.00 814,343,394.00 748,051,067.16 892,653,396.59 601,939,632.94 739,207,368.17
Other

sources (%) 87 88 84 79 77 77
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Figure No. 2

Above table show the contribution of house and land tax into total income of KMC. In

fiscal year 62/63, and 63/64, total amount of house and land tax were 92,248,996 and

115,550,804, which were only 13% and 12% of the total income. Similarly, total income

of KMC in FY 64/65, 65/66, 66/67 and 67/68 total income were 893,248,467,

1,123,131,001.59, 779,308,630.28 and 964,068,550.22, where house and land tax has

contributed 16%, 21%, 23% and 23% respectively, which is comparatively higher than

previous years but it can’t say that KMC performance in collection of house and land tax

is in satisfaction level because its contribution in total income is very low than other

sources.
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4.3 Estimated and Actual House and land tax of KMC

Table 4.3

Fiscal year Estimated Actual Difference

2061/62 110,375,000.00 122,344,464.00 (11,969,464.00)

2062/63 140,000,000.00 92,248,996.00 47,751,004.00

2063/64 150,000,000.00 115,550,804.00 34,449,196.00

2064/65 200,000,000.00 145,197,400.00 54,802,600.00

2065/66 180,000,000.00 230,477,605.00 (50,477,605.00)

2066/67 235,000,000.00 177,368,997.34 57,631,002.66

2067/68 360,000,000.00 269,937,187.51 90,062,812.49

2068/69 367,500,000.00 266,586,584.10 100,913,415.90

(Sources: Annual Budget Report of KMC)

Figure 3
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The above table and figure presents an overview of projection and actual house and land

tax amount. In fiscal year 61/62 and 65/66, it has been seem that KMC was succeed to

collect more house and land tax  i.e. 122,344,464 and 230,477,605, which is greater than

projection amount. However, from fiscal year 62/63 to 68/69 (except FY 65/66), KMC

could not achieve its target amount. In fiscal years 62/63, 63/64, 64/65, 66/67, 67/68 and

68/69, KMC was able to get only 65%, 77%, 72%, 75%, 74% and 72% respectively of

their target budget. The revenue from house and land tax was fluctuation over the last

eight years.

Prediction or Budgeting is considered as one of the primary steps for proper financial

management of local government. But it has been observed that KMC’s projection in

regard of house and land tax is under moderate rating, due to huge difference between

projected budget and actual performance. The variance between actual collection and

projection clearly indicates that KMC fails to accomplish its target because of tax

leakage problem. The above tables also reveal that KMC’s projected budget looks quite

ambitious and root level studies are necessary to before projection of house and land tax.

4.4 Contribution of House and Land tax on Local tax revenue of

KMC

The contribution of house and land tax in total local tax revenue of KMC can be

shown in table no. 4.4.
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Table 4.4

Fiscal
Year Local Tax Revenue

Contribution of House and Land
Tax

% of H&L tax
contribution in

local tax
2061/62 163,666,141.00 122,344,464.00 75

2062/63 126,386,016.00 92,248,996.00 73

2063/64 147,698,383.00 115,550,804.00 78

2064/65 196,382,248.00 145,197,400.00 74

2065/66 294,886,901.00 230,477,605.00 78

2066/67 829,308,630.38 177,368,997.00 21

2067/68 964,068,550.22 269,937,187.51 28

(Sources: Annual Budget Report of KMC)

Figure 4

Above table indicates that in fiscal year 61/62 total local tax was 163,666,141.00 and

contribution of house and land tax was 122,344,464.00 and this is 75% of total local tax
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revenue. Similarly, in fiscal year 62/63, 63/64, 64/65 and 65/66, total contribution of

house and land tax in total local tax revenue were 73%, 78%, 74% and 78%

respectively. Likewise, in fiscal year 66/67 and 67/68 house and land tax portion in local

tax revenue were only 21% and 28% which is lowest than previous years. Looking

above figure, it can be said that contribution of house and land tax in local tax revenue is

fluctuating over the last 7 years.

4.5 Coverage of House and Land Tax on Total Expenditure of KMC

Table 4.5

(Sources: Annual Budget Report of KMC)

Fiscal Year Total Expenditure House and Land Tax Coverage %

63/64 737,524,586.87 115,550,804.00 16

64/65 950,016,108.33 145,197,400.00 15

65/66 1,014,184,386.85 230,477,605.00 23

66/67 1,206,364,953.59 177,638,997.34 15

67/68 1,756,990,000.00 269,937,187.51 15
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Figure 5

The above table can give an overview of expenditure of KMC and coverage of house

and land tax on total expenditure. As the table given above indicates that, total

expenditure of KMC have increasing trends and in fiscal years 63/34, house and land

has covered 16%.In fiscal year 64/65 its coverage reduced up to 15% but in FY 65/66 its

coverage is increased suddenly up to 23%. In fiscal year 66/67 and 67/68, house and

land tax coverage is decreased up to 15 %.From studying above table, it can be

concluded that the coverage of house and land tax on total expenditure of KMC is very

low and unsatisfied.
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4.6 Highest Tax payer list of KMC for Fiscal Year 2067/68

Table 4.6

Highest House and Land Tax payers list of KMC

For Fiscal Year 2067/68

Organization Name House & Land Tax Amount
Nepal Telecome Ltd. 120,00,000.00

Investment Bank 55,00,000.00

Rastriya Banijya Bank 4,200,000.00

NIDC 4,200,000.00

Agriculture Devlopment Bank 3,500,000.00

Nabil Bank 2,200,000.00

(Sources: Annual Report 2067/68, KMC)

According to the KMC, the highest tax payer of 2067/68 is Nepal Telecom. They paid

house and land tax about twelve million in this fiscal year. Similarly, Investment Bank

has paid about 5.5 million house and land tax in this fiscal year. Likewise, Rastriya

Banijya Bank and NIDC are the third tax payers, who paid about 4.2 million. Except

Nepal Telecom and NIDC, all four taxpayers are from banking sector. Agriculture

Development Bank is the 4th largest tax payer in KMC and Nabil Bank is in 5th

category that paid more tax in KMC.

4.7 Possibility of House and Land Tax in KMC

KMC is the central (capital city) of Nepal, where different types of opportunity, service

and facilities are available for the people. Due to this reason, people migrate from

different parts of the country and it is increasing day by day. As far as possible, peoples
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from migration becomes the permanent resident in Kathmandu, which increases the

number of houses and it automatically helps to increase the House and Land Tax in

KMC.

Total number of household, house hold registered for construction and houses which is

in construction process are as follows,

Table 4.7

Fiscal
Year

Registration
household

processing
household Total no. of household

2057/58 4602 3356 –
2058/59 4994 4876 10201
2059/60 5180 4426 11055
2060/61 5232 4503 11893
2061/62 5014 4573 12420
2062/63 3739 4012 12847
2063/64 3978 4278 13260
2064/65 3932 3824 13778
2065/66 4442 4202 14241
2066/67 3721 2102 14603
2067/68 3009 2805 14775
2068/69 1973 1801 14881

(Sources: Annual Report of Naksa Tatha Napi Bibhag, KMC)
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Figure 6

Above table depict the total number of houses (which is registered for construction,

construction process and completed) from fiscal year 2058/59 to 68/69. It seems that

number of houses is increasing in every year. But it is good for the aspect of

municipalities like KMC.As increase the number of houses, KMC can also able to

increase their house and land tax revenue. So, there is a great possibility of house and

land tax in KMC. Even if, there is more probability, KMC could not collect more house

and land tax.

4.8 Trend of House and Land Tax

The trend of house and land tax of KMC has calculated on the basis of house and land

tax revenue of last 7 years.
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Let the trend line be, Y = a+bx………. (i) Where,

Y= Dependent variable (House and land Tax)

x=Time

b=Slop of trend line

a= Y-intercept

Table 4.8
(Rs. Millions)

Year T x= X-4 x² y xy Y =a+bx
2061/62 1 -3 9 122.34 -367.02 86.76
2062/63 2 -2 4 92.25 -184.5 112.45
2063/64 3 -1 1 115.55 -115.55 138.44
2064/65 4 0 0 145.19 0 164.43
2065/66 5 1 1 230.48 230.48 190.42
2066/67 6 2 4 177.37 354.74 216.41
2067/68 7 3 9 269.94 809.82 242.4

Total ∑x=0 ∑x²=28 ∑y=1153.12 ∑xy=727.97

∑x=0 a=∑y/n = 1153.12 / 7 =164.73

b=∑xy/∑x²    =727.97/28          =25.99

Now the best fit of straight line trend is obtained by substituting the values of a and b in equation

(i), we get, Y=a+ bx

Y=164.73+25.99x

Calculation of trend values

For x= -3 for x = -2

Y=164.43+25.99x Y = 164.43+25.99x
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Y =164.43+25.99*(-3) Y=164.43+25.99 *(-2)

Y = 86.76 Y = 112.45

All calculated trend values are shown above table.

Figure 7

The above figure indicates that House and Land Tax has increasing trend since the value

of b is positive and the annual increase in House and Land tax is 25.99x.

4.9 Empirical Investigation

To find out the various aspects of house and land tax from experience of real life

situation, an empirical investigation is conducted. In this part, we analysis the

information collected from primary sources i.e. through questionnaire. The structured

questionnaire were distributed to selected respondents i.e. tax related employees and tax
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payer of KMC along with the field visit. The samples of questions are shown in annex 4.

The respondents were requested to response on questionnaire by two ways:-

 They could response simply by yes or no responses.

 They could response by raking the choices.

The following table shows the groups of respondent.

Table no 4.9

Group of Respondents

4.9.1 Knowledge of House and Land Tax Provision

To find out the people who have details knowledge about house and land tax provision, a

question was asked” Do you know about the house and land tax provision? A question

was asked for each of groups. Group A consist tax payers of KMC and group B was

consists of tax related employee/Tax officers of KMC. The responses received from the

respondents were tabulated below.

Table 4.10.
Knowledge of House and land Tax Provision

Responses Detail Knowledge Quite Knowledge Total

Tax Payers (A) 6 30 36
Tax
Employee(B) 12 2 14

Total 18 (36%) 32 (64%) 50 (100%)

(Sources: opinion Survey)

S.N No. Group of Respondents Code Sample Size
1 Tax payer A 30

2 Tax officer/Tax Employee B 20

Total 50
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From the above table show that only 36% respondents have details knowledge about

house and land tax provision. Similarly, there are 64% respondents who have quite

knowledge of house and land tax provision.

4.9.2 House and land Tax is Major Source of Revenue or Not

To know the view of respondents about house and land tax is the major sources of

municipalities or not, a question was asked “In your opinion, house and land tax is the

main sources of municipalities like KMC?” Respondents responses are tabulated below:-

Table 4.11

House and Land Tax is Major Source of Revenue or Not

Responses (Tax Payers)A (Tax Employee)B Total
Yes 15 12 45(90%)

No 3 – 3(6%)

Don't Know 2 – 2(4%)
Total 50(100%)

(Sources: Opinion Survey)

From above table it show that 90% respondents are given positive answer (Yes) and only

6% respondents are given negative answer. However, only 4% respondents have no

knowledge about it.

4.9.3 Amendment of House and Land Tax Provision

To know the opinion about amendment of house and land tax provision, a question was

asked “Is it necessary to amendment the provision of house and land tax?” Respondents’

responses are tabulated as follows;
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Table 4.12

Amendment of House and Land Tax Provision

Respondents (Tax Payers) A (Tax Employee)B Total
Yes 25 18 43 (86%)

No 5 2 7 (14%)

Total 30 20 50 (100%)

(Sources: Opinion Survey)

From the above table it is clear that 86% of the respondents are in favors of amendment

of house and land tax provision and 14% respondents are satisfied with the existing tax

provision.

The responses of rest 43 respondents are tabulated as follow:-

Table 4.13

Alternatives for amendment of House and Land Tax Provision

Provision Tax  Payers (A) Tax Employee (B) Total
Valuation Method of Property 4 3 7 (16.27% )
Tax Rate 10 4 14 (32.56%)
Tax Exemption Limit 5 5 10 (23.26%)
Rebate & Penalty 2 2 4 (9.30%)
Tax Exemption 4 4 8 (18.60%)
Total 25 18 43 (100%)
(Sources: Opinion Survey)

Regarding the amendment of house and land tax provision, most of the respondent has

given the priority to the tax rate. But there is a controversy between tax payers and tax

employees. Tax payers would like to decrease the tax rate while tax employees are in

favor of increment of tax rate. Very few respondents are in favor to amend the rebate
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and penalty. It indicates that only rebate and penalty will not increase the collection of

house and land tax.

4.9.4. Valuation of Method

Most of the respondents have said that valuation methods of house and land tax should

be change. So, a question was asked “Do you think that the valuation method

regarding to house and land tax is appropriate? If no, what method should be adopted

for property valuation? The respondent’s responses are tabulated follows,

Table 4.14

Valuation of Method

Respondents (Tax Payers) A (Tax Employee)B Total
Appropriate – 15 15 (30%)

Not Appropriate 30 5 35 (70%)

Total 50 (100%)

(Source: opinion Survey)

The above table stated that out of 100%, total 70% of respondents are not satisfied with

valuation method. In their opinion valuation of property tax should be based on market

value. Likewise, only 30% of respondents said that the existing house and land tax

valuation method is appropriate. And among the 30% respondents, most of the

respondents are from tax employers not from tax payers.

4.9.5 Existing Valuation Rate & Depreciation Rate of Building

To find out the view of respondent about existing valuation rate and depreciation rate of

building, a question was asked “In your opinion, the existing valuation rate and
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depreciation rate of building regarding house and land tax is appropriate? If no, suggest

the rate of depreciation and valuation of house" .The respondents responses are

tabulated follows,

Table 4.15

Existing Valuation Rate & Depreciation Rate of Building

Response (Tax Payers) A
(Tax Employee)

B Total
Appropriate 9 20 29 (58%)

Not Appropriate 9 – 9 (18%)

No idea 12 – 12 (24%)

Total 50 (100%)

(Sources: Opinion Survey)

From the above table, it has been observed that 58% respondents are in favor of

existing valuation and depreciation rate of building. However, 24% respondents have

no idea about the valuation and depreciation rate.  And only 9% respondents are not

satisfied with current valuation and depreciation rate. Therefore, they suggested the

following rates.

Table 4.16

Suggested Rate

(Sources: Opinion Survey)

Type of House
Rate per
Sq.Feet

Depreciation
Rate (%) Year

Green ( Raw) Bricks with mud mortar 300 5 20
Kiln Bricks (Stones) with mud mortar 400-450 4-3 20-25

Kiln Bricks  with cement mortar 400-600 3-1.5 50-60
RCC frame structure 1000-1200 2-0.5 80-100
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4.9.6 Exemption Limit

In order to know the respondents opinion about the current exemption limit, a question

was asked” what is your opinion about present rate of House and Land tax & exemption

limit?” The responses were as follows,

Table 4.17

Exemption Limit

Respondents (Tax Payers)  A (Tax Employee) B Total
Sufficient 22 15 37 (74%)

Not Sufficient 8 5 13 (26%)

Total 50 (100%)

(Source: Opinion Survey)

The above table mentioned that 74% respondents have no objection for current house

and land tax exemption limits where as this exemption limit is not adequate for 26% of

the respondents. They had suggested the limitations which were presented below.

Table 4.18

Suggested Rate

Present Limit
Suggested Limit

Tax Payer Tax Officer
First upto 10 Lakh - Nil Upto 25 Lakh- Nil first upto 20 lakh -Rs 500

Next upto 10 Lakh - 300 Next 20 Lakh-500 Next upto 50 Lakh-0.05%

Next upto 30 Lakh - 0.05% Next 30 Lakh -0.05% Next upto 25 Lakh-0.25%

Next upto 50 Lakh - 0.25% Next 50 Lakh - 0.25% Next upto 25 Lakh-0.50%

Next upto 1 crore - 0.50% Next upto 1 crore-0.50% Next upto 1 crore- 0.75%

Remaining Amount - 1.5% Remaining - 1 % Remaing- 1%
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4.9.7 Efficiency of Tax Administration

To know whether tax administration in KMC is efficient or not, a question was asked

“Do you think that KMC’s tax administration system is effective? If no, please indicate

the drawback that creates the inefficiency in KMC’s administration system?” The

respondents are tabulated as follows:-

Table no.4.19

Efficiency of Tax Administration

(Sources: Opinion Survey)

From the above table it is recognize that 66% of respondents complained that tax

administration of KMC and other wards is not efficient. However 34% of respondents

showed that the KMC’s tax administration is efficient. And those respondents, who are

not satisfy with tax administration system of KMC, they have ranked the drawbacks

related to KMC.

Responses (Tax Payers) A (Tax Employee) B Total
Yes 3 14 17 (17%)

No 27 6 33 (66%)

Total 50 (100%)
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4.9.7.1 Analysis of Ranking

Table 4.20

Calculation of Weighted Average Mean (WAM), Standard Deviation and

Co-efficient of Variation (CV)

Opinion
Rank

WAM SD CV (%)1 2 3 4 5 6 7 8
Failure to Locate new tax
payer 2 2 3 11 1 4 4 6 4.97 2.069 41.63
Irresponsible & Unqualified
Staff 0 2 2 10 8 9 2 0 4.79 1.25 26.11
Lack of New Technology 0 0 7 5 15 3 2 1 4.73 1.24 26

Wide Spread Tax Evasion &
Tax Avoidance 10 13 6 0 1 3 0 0 2.33 1.45 62.34
Complicated Tax Law 19 6 0 2 3 3 0 0 2.18 1.54 70
Delay in assessment &
Collection 0 5 15 4 5 3 1 0 3.67 1.32 35
Unnecessary Outside Pressure 0 5 0 1 0 7 9 11 6.27 2.027 32
Remission System 2 0 0 0 0 1 15 15 7.06 1.63 23.14

Regarding the queries about the variables that hinder the KMC’s efficiency to collect the

house & land tax, most of the respondents are agree that House and Land tax laws &

regulations are difficult to understand. The average mean for this reason is 2.18 &

standard deviation is 1.54 and coefficient of variance is 70%. The second reason

identified by the respondents is wide spread tax evasion & tax avoidance by the people.

Most of the respondents are also not satisfied with the assessment & collection

procedure of KMC, therefore they rank this reason in third position. Similarly, the

respondents felt that KMC has lack of new technology, due to which the service

provided by KMC is slow & unsystematic. The average mean for this reason is 4.73.
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Furthermore, the respondents rank the reason irresponsible & unqualified staff on fifth

position. In their view, due to this reason administrative harassment to the tax payer is

increasing. The respondents are also indicated that KMC has failed to locate the new tax

payer because the number of houses is increasing day by day. This reason has got sixth

position in ranking. Likewise, the respondents especially tax officers are agree with

unnecessary outside pressure that creates the difficulties in working environment of

KMC. Remission system has got last position in ranking. The average mean for this is

7.06, standard deviation is 1.63 and coefficient of variation is 23.14%.

4.9.8 Tax Evasion Practices

KMC is not able to get its projected house and land tax amount. That’s why; there is a

huge variance between projection and Actual house and land tax amount. To find out

main reason of variance, a question was asked “Do you agree that tax evasion is a

major constraint for tax collection system? If, yes what are the reasons for tax evasion

problem? “The response of respondents is tabulated as below.

Table 4.21

Tax evasion is the major constraint for tax collection

Responses (Tax Payers)  A (Tax Employee) B Total
Yes 28 15 43(86%)

No 2 5 7 (14%)

Total 50 (100%)

(Sources: Opinion Survey)
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Regarding the major constraint for tax collection, it has been observed that 14%

respondents were disagreed with this statement. On the other hand 86% respondents

were agreed and they have also mentioned the reason of tax evasion problem.

Table 4.22

Causes of tax evasion

Reason (Tax Payers)  A (Tax Employee) B Total
Corruption in tax authority 13 - 13 (30.23%)
Lack of Voluntary Compliance by
tax payers 3 9 12 (27.91%)
Weak Incentive and punishment
system 4 4 8 (18.60%)

Defective Tax Law 8 2 10 (23.26%)

Total 28 15 43 (100%)

(Sources: Opinion Survey)

As of the table, 30.25% of the respondents have claimed that corruption of tax authority

is one of the main reasons for tax evasion problem. The majority of tax officers i.e. 9 of

them believe that lack of voluntary compliance by tax payers is the main reason of tax

evasion problem. So, they expressed their view that the taxpayer should develop the

voluntary compliance habit. Whereas 23.26% respondents accused the defective tax

law and only 18.60% respondents said that it is due to weak incentive and punishment

system.

4.9.9 Control of Tax Evasion Problem

To find out the appropriate solution of tax evasion problem, a question was raised and

requested to the respondents to select the best give alternatives.
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Table 4.23

Appropriate solution to control the tax evasion problem

Sn.No. Best Ways
Group

A
Group

B Total
1 Strong Rules & Regulation 8 10 18(36%)

2 incentive program should be launch for staffs 6 6 12 (24%)

3 Better information system/updated information 9 2 11(22%)

4 Heavy fines and penalty should be imposed 7 2 9(18%)

50 (100%)

(Sources: Opinion Survey)

Above table show that 36% respondent stress on strong rules and regulation. While

24% has given to the emphasis to the incentive program for staff which may help to

cope with this problem. Likewise, 22% respondents believe that better information

system is the best method. Similarly, 18% respondents approved that heavy fines and

penalty should be imposed.

4.9.10 Sufficiency of House and Land Tax Revenue of KMC

The query regarding to the sufficiency House and Land tax revenue of KMC, 9

respondents gave their view ‘yes’ while rest 41 are in favor of insufficiency and they

have also select the various alternatives to increase the revenue of KMC. The response

of respondents is tabulated as below.
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Table 4.24

Sufficiency of Contribution of House and Land Tax to Total Revenue

Responses Tax Payers (A) Tax employee (B) Total
Yes 7 2 9
No 23 18 41

Total 30 20 50 (100%)

From previous table no.4.3, it is clear that there is a huge variance between estimated

and actual house and land tax collection. So, to reduce the variance and increase the tax

revenue, respondents are requested to rank the best given alternative according to the

priority.

Table 4.25

Ways of increasing House and Land Tax

Option
Rank

WAM SD CV %1 2 3 4 5 6 7 8
Regular evaluation &
Monitoring 19 4 3 13 2 0 0 0 2.31 1.447 62.9
Incentive to regular tax
payer 0 0 13 2 5 13 8 0 5.02 2.43 48.4
Simplification of
Property tax assessment 7 17 3 6 4 4 0 0 2.88 1.578 54.79
Awareness program/
Tax education 4 4 8 7 3 15 0 0 4.12 1.731 42
Heavy fines & Penalty
to defective taxpayer 0 0 0 0 0 0 17 24 7.58 0.48 6.46

Reduce administrative 11 16 8 0 6 0 0 0 2.365 1.28 54.28

Bring new technology 0 0 0 0 4 4 16 17 7.12 0.954 13.4

Door to Door collection 0 0 6 13 17 5 0 0 4.51 0.892 19.78

(Source: Opinion Survey)
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In response to the question on ways of increasing House & Land Tax, a majority portion of

the respondents gave their preference to regular evaluation & monitoring, without which

KMC cannot perform any act to increase the house and land tax. The average mean for this

is 2.31 and standard deviation is 1.447 and coefficient of variation is 62.9%.The next

majority portion are in favor of reduce administrative harassment and suggested to reduce it

to stimulate the taxpayers. Similarly, third emphasize of respondents fall on simplification

of property tax assessment as the average mean for it is 2.88, standard deviation is 1.578 &

coefficient of variation is 54.79%. It indicates that the drawbacks relating to the procedures

of property tax assessment increase the variance between projected and actual collection of

house and land tax. Awareness program or tax education rank in 4th position, as most of the

tax payer are unaware about tax benefit. The respondents are also expected the easier &

smooth service from KMC by providing door to door collection. Therefore this option has

got fifth priority. Likewise, the respondent gave 6th priority to the incentive scheme to

regular tax payer, which can be another best way to motivate the tax payers. As the world

has been entered in new technological era, respondents felt the need of modern technology

such as new accounting system, new software etc. so that tax office can work more

systematically & can provide the better & fast service. Therefore respondents give 7th

priority for this alternative. However, the respondents are also approving with the imposing

heavy fines & penalty to defective taxpayer but as a last alternative. The average mean of

this option is 7.58.
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4.9.11 Best way to inform tax payers about House and Land Tax

To know the opinion about” the best way to inform the taxpayer to pay their respective

H&L tax in time”, a question was asked to the respondents and requested to select the

best given alternatives.

Table 4.26

Best way to inform tax payers about H&L Tax

Best Ways
(Taxpayer)

A
(Tax employed)

B Total
Giving advertisement in Media 10 15 25(50%)

Informing through telephone call/SMS 12 2 14(28%)

Sending acknowledgement letter 8 3 11(22%)

50(100%)

(Sources: Opinion Survey)

Above table demonstrate that 50% respondents believe that giving advertisement in

media is the best way to inform the tax payers to pay their tax in a time. Similarly, 28%

respondents approved that Informing through telephone call/SMS to tax payer is the best

way in this modern technical world. And only 22% respondents agree that sending

acknowledgement letter to tax payer is the best method.

4.9.12 Tax Compliance Habit

To depict the tax compliance habit of respondents a question was asked” Do you pay

house and land tax in the certain time?” The responses are as follows,
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Table 4.27

Tax Compliance Habit

Responses (Taxpayer) A (Tax employed) B Total
Yes 3 20 23 (46%)

No 27 – 27 (54%)

Total 50(100%)

(Sources: Opinion Survey)

From above table, it is clear that 54% respondents did not pay their house and land tax

in the certain time. Only 23% respondents paid their tax in a certain time. Among these

23%, most of the respondents are from tax employer .This show that taxpaying habit of

taxpayer in KMC is slightly negative.

4.9.13 Complication in paying house and land tax

In order to know the opinion of respondents about the complication in paying house

and land tax, a question was asked, “Did you have complication in paying house and

land tax?” The replies are as follows,

Table 4.28

Complication in paying house and land tax

(Sources: Opinion Survey)

Responses A B Total
Yes 28 4 32(64%)

No 2 16 18(36%)

Total 50(100%)
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As of the above table, 64% respondents felt complication on paying tax. The

complications expressed by them have been presented as follows:-

Too much delay in making assessment

Administrative harassment

Complicated tax laws

Irresponsible Staff

4.9.14 Utilization of collected house and land tax

To know the satisfaction level of respondents in regard of utilization of collected house

and land tax, a question was asked “Are you satisfy with the utilization of collected

house and land tax? If no, in what way KMC could utilize the revenue? Please

suggest”.

Table 4.29

Utilization of collected house and land tax

Responses (Taxpayer)A
(Tax employer)

B Total
Yes 6 8 14 (28%)

No 24 12 36 (72%)

Total 50(100%)

(Sources: Opinion Survey)

From the above table, it has been observed that 72% respondents were not satisfied

with the utilization of collected house and land tax. They thought that KMC is not able

to provide the basis services properly like water supply, sewage, roads etc and most of
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the collected revenue spend on unnecessary requirements. They also said that KMC

should reduce their unneeded expenses and must use for local developments.

4.9.15 Overall Satisfaction level of Taxpayer

Table 4.30

Overall Satisfaction level of Taxpayer

(Sources: Opinion Survey)

Above table show the taxpayer’s satisfaction level in KMC in regard to the existing tax

policies, quality of services, information provided, tax documents, tax procedures and

administrative mechanism as well as the overall tax administration. 52% of the

respondents rating their satisfaction level as moderate and about 38% respondents were

not satisfied with the overall tax administration. 10% respondents noted the system was

highly unsatisfied.

4.10 Major Finding of the study

The study has focused on the practices of house and land tax in KMC .The study

present the collection trend, collection efficiency, difficulties and utilization of house

and land tax.

Responses Taxpayer (A) Tax Employee (B) Total
Highly Satisfied – –
Moderate Satisfied 7 19 26(52%)

Unsatisfied 18 1 21(38%)

Highly Unsatisfied 5 – 5(10&)

Total 30 20 50(100%)
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4.10.1 Major Findings from the Secondary Data

According to the secondary data presentation the major findings are as follows:

1. KMC collects the house and land tax from fiscal year 2057/58 under LSG Act 2055

and rules 2056.

2. Grants are the largest revenue sources and malpot/house and land tax is the third

largest sources of KMC.KMC authorities are now trying to find out the new sources

of income like property rental, sales, investment etc.

3. The highest contribution of house and land tax is 23% in fiscal year 2066/67

and2067/68 which is more than previous fiscal year But its contribution in total

income structure is lower than others sources.

4. In fiscal year 2061/62 and 2065/66, KMC was success to collect more houses and

land tax i.e. 122,344,464 and 230,477,605 which is greater than projection amount.

But in others fiscal year, KMC could not achieve its target.

5. There is huge variance between actual collection and projection and it clearly

indicates that KMC fails to accomplish its target because of tax evasion problem.

KMC’s projected budget looks quite ambitious and root level studies are necessary to

before projection of house and land tax.

6. In fiscal year 2063/64 and 65/66, total contribution of house and land in local tax

revenue is 78%.

7. House and land tax contribution in local tax revenue is fluctuating over the last 7

years.

8. Total expenditure of KMC has increasing trends. But the coverage of house and land

tax on total expenditure of KMC is very low and unsatisfied.
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9. In fiscal year 2067/68, the highest taxpayer is of KMC is Nepal Telecom, who paid 12

million for House and Land Tax.

10 KMC, as a capital people migrate from different parts of the country. Therefore, there

is increasing population as well as household. AS increase the number of houses,

KMC has a chance to collect more house and land tax and that money would

available to meet the local expenditures.

4.10.2 Major Finding from the Primary Data

On the basis of the field survey and data presentation and analysis some important and

major findings are drawn. The major findings from the primary data are as summarizes

below;

1. Most of the people do not have detail knowledge about house and land tax So, Tax

education awareness program is necessary to make tax payer consciousness about

house and land tax which lead them to understand the procedure of tax assessments.

2. 90% respondents believe that the house and land tax contributes significantly to the

development of municipalities.

3. Most of the people i.e. 86% are in favor of amendment of house and land tax

provision and the majority portion among them has given the fi

4. 70% respondents approved that valuation of property tax should be based on market

value.

5. The majority of taxpayer complains that KMC’s tax administration system is not

efficient and with respect the reasons regarding the variables that hinder the

efficiency of KMC, majority preferences were significantly high in favor of
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complicated tax law. The next preferences goes to wide spread tax evasion & tax

avoidance and the respondents suggested that there must be strong rules & regulation

to monitor & collection of House and land tax. The next majority of respondent gave

their opinion to delay in assessment & collection, while another majority group has

pointed out the lack of new technology. According to them the service provide by

KMC is slow & unsystematic due to these two reasons and without new software

data storage, collection, assessment etc. will not effective. The next priority given by

respondent is irresponsible & unqualified staff, which increases the administrative

harassment to the tax payer. They also indicated to the corruption of tax authority. In

their view, if the tax payer did not get the co-operation from tax authority, if the tax

authorities are not responsible towards the utilizing the tax amount, then definitely

public will avoid the tax. Most of the respondents are also point out the weak part of

KMC in searching of new tax payer. As the population density of KMC is increasing

day by day, KMC should not rely on existing tax payers. Very few respondents gave

the priority to the unnecessary outside pressure & remission system. It means

KMC’s efficiency is least affected by these two reasons.

6. Tax evasion is a major problem of tax collection system of KMC and there are

various reasons for wide spread tax evasion. They are:

 Corruption in tax authority

 Lack of Voluntary Compliance by tax payers

Weak Incentive and punishment system

 Defective Tax Law
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7. The majority of tax officer believe that lack of voluntary compliance by tax payer is

the main reason of tax evasion.

8. Regular evaluation and Monitoring reduce administrative harassment, simplification

of law, incentive program for tax payer and staff, tax education to public, door to

door collection etc is the solution to cope and control tax evasion.

9. Most of the respondents stated that KMC should apply motivational factor like

rebate, prizes to regular tax payer to promote taxpaying.

10 Most of the respondents agreed that paying taxes to the government one’s duty .So

people should pay taxes and deserve to be penalized if they fail to do so.

11. Giving advertisement in media is the best way to inform about house and land tax,

whereas sending SMS to informing by telephone will also help to remind the

taxpayer to pay the tax in time.

12. For increasing the tax revenue, KMC should introduce some motivational schemes.

13.The query regarding the overall satisfaction with KMC’s House and Land Tax

Administration System, majority portion of respondent has gave their view as an

Moderate satisfied tax payer. 38% respondents are unsatisfied while 10% are highly

unsatisfied, due to its negligence of proper management of collected revenue of

general public. According to them, the collected revenue should be utilized for the

general public, which may reinforce them to pay the tax but KMC has fail to do so.



107

Chapter V

Summary, Conclusion and Recommendation

Summary

This research study concentrates on the contribution of house and land tax to total

revenue of KMC. And this chapter summarizes the overall study and draws the

conclusion from it. Some necessary recommendation and suggestions is also provided to

strengthen the KMC regarding the collection and utilization of house and land tax.

5.1 Summary

Among the south region Asian countries, Nepal is one of the least development countries.

Despite of its various efforts to reshape its economic structure, Nepalese government

could not achieve its goal as they thought, due to lack of adequate funds and

infrastructure.

Nepalese government has raised its required fund through revenue, grants, external and

internal debt. But grants and debt have various limitations as compare to revenue. In

annual budget the contribution of revenue is around 65-70%. In form of revenue the

government has raise their funds through tax sources and non tax sources. Out of total

revenue, the share of tax revenue is around 77%.
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Tax sources are the contribution of people and organization to the government from their

income. It can be imposed by the government as direct tax or indirect tax. And house and

land tax can be considered as a direct tax as well as one of the major local taxes.

In Nepal, to mobilize local resources and to manage local affairs, local self government

act is being practiced and the local level government has enforced the house and land tax

under local self government act 2055 and its regulation 2056.

On the basis of development activities, Nepalese government had further declared 58

municipalities and 3913 village development communities. Among them, Kathmandu

metropolitan city is the largest metropolitan city and it has become the metropolitan city

in 29 Marg 2052 BS (1995 AD). For local administration, this city was further divided

into 35 administrative wards. Ward no.16 is the largest with and area and ward no 26 is

the smallest with an area of 4 hector.

In Nepal house and land tax was introduced by first elected government on 1959 A.D, as

a central tax. Initially, this tax was introduced in Kathmandu, Lalitpur, Bhaktapur,

Biratnagar,Birgunj, Nepalgung, Janakpur and Butwal. Later it was extended to

Bhadrapur, Dharan, Palpa, Hetauda and Bhaiahawa. After introduction of local self

government act in 2055, collection authority of house and land tax is given to the local

bodies to improve legislative framework for decentralization. However, previous law and

rules are also considered for house and land tax purpose, when the LSG act 2055 is not

sufficient to cover same aspect.
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While house and land tax is applied, it has fixed rule to charge. This rate has been fixed

by self government of Nepal to make easy tax collection. Building valuation rate has

fixed by council and municipalities have only rights to determine the land valuation.

Municipalities may levy house and land tax within their jurisdiction on the basis of size,

type, design, construction and structure of the house and area covered by municipal

council. This means house is classified according to the nature of its construction and

also raw material used for building and given life as well as depreciation percentage so

that house can be valued as property for charging the tax.

In respect of local resources, the contribution of house and land tax is noticeable. In fiscal

year 2062/63 house and land tax contributed 13% to total revenue of KMC, which was

increase to 23% in fiscal year 2067/68. Similarly, house and land tax contribution on

local tax revenue is also cover 78% in fiscal year 2063/64 and 2065/66. But in FY

2066/67 and 2067/68 it shares only 21% and 28% due to decreasing  trend of the

coverage of house and land . Therefore it can be concluded that the coverage of house

and land on total expenditure of KMC is very low and unsatisfied.

In regards of the projection amount of KMC, it seems huge difference between actual and

projected. Only in fiscal year 2061/62 and 2065/66, KMC was success to collect more

than the projection amount and i.e. 122,344,404.00 and 230,477,605.00 respectively. This

difference is due to the lack of voluntary compliance of tax payers, which involved them

in tax avoiding activities. False documentation, undervaluation of property etc are the

main mode of tax evasion used by tax payers.

Although existing situation of tax leakages in Nepal is very alarming, the government

should control the leakage by making strong rules and regulations, regular monitoring.
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And to encourage the tax payers to pay taxes voluntarily, it is necessary to give them

awareness program about the importance of taxation, tax laws and their responsibility

towards local government.

Furthermore, despite of few resources, Kathmandu Metropolitan City has attempting to

establish a systematic database and e-governance to provide better service. To aware the

taxpayer, KMC is providing the information about house and land tax by establishing its

own media i.e. Metro FM. To handle the grievance of taxpayer regarding unqualified

staff, KMC has organized the general house and land tax training with the help of

different organization like UDLE, MuAN and LBFC.

5.2 Conclusion

Even in 21st century, most of developing countries like Nepal are facing problems of lack

of rapid, equitable and sustainable economic growth. The developing countries need

adequate revenue to finance government investment in human capital development. For

this purpose, they required huge revenue to allocate a higher proportion of expenditures

to social expenditures-education, health, security and Communication etc. All this

activities concerns to revenue and the adequate revenues depends on an efficient and

well- designed tax system. But the Nepalese tax system is not clear and transparent. Tax

laws and regulations are rigid and incomprehensive. The policies and procedures are not

clearly defined. So, it makes confusion to taxpayer. Even, highly educated people are also

felt that the tax policy is not simple and clear. The house and land tax provision which



111

mention in LSG act, is also difficult to understand for a normal people. So, most of the

people are unaware of the important of house and land tax.

There is a high probability of house and land tax in KMC because as a bigger city, it has

more properties of high value. The collection of House and Land tax is fluctuating over

past years. Only fiscal year 2061/62 and 2065/66, KMC was able to collect more house

and land tax than projection amount. But most of the years, tax collection is

comparatively low than its projection period and it does not cover the total expenditure of

KMC.

Therefore it can be concluded that though KMC has been trying its best, yet it is unable

to control the revenue leakages. It also seems that taxpayers have a lack of voluntary

compliance. Most of the people involved in tax avoiding and evading activities to reduce

their tax liability. Specially, taxpayers are used undervaluation of property and false

documentation as a mode of tax evasion. Therefore there must be consolidated record of

property land and building either with Internal Revenue Department of Kathmandu

Metropolitan City.

Administration constraint is also a reason of low tax collection. Lack of qualified staff

and new technology, delay in assessment and collection, remission system and

corruption etc are the main causes of administration inefficiency. Even, it comes into

sight that there is short of staff commitment to end the tax evasion problem. Similarly,

tax administration has also lack of innovative mechanism to identify new taxpayers and

bring them into tax net.
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Hence, to increase the house and land tax, KMC should abolish the tax evasion problem

and government should make strong rule and regulation. But only making the rule and

regulation on paper does not work. Implementation and regular monitoring are also

equally important. Furthermore, lack of proper accounting and auditing system has also

been hindrances for the proper functioning of Nepalese H & L tax. Therefore, KMC

ought to establish a new technology to update the information like new software

program, accounting system, billing system etc. KMC should reconsider the

administration harassment; incentive program for taxpayer and staffs, rebate and

remission system, penalty and reward system. As it can be seen, present rebates system

is not effective. The defaulters are rather rewarded later by providing rebates on late fees

and fines imposed by the tax offices, whereas the recognition given to the regular

taxpayers is not significant. Apart from that, KMC should give emphasis to utilization

of collected revenue. The collected revenue should be utilized for the general public,

which may reinforce them to pay the tax regularly. Nevertheless, Most of the

respondents are unsatisfied by the KMC due to its negligence of proper management of

collected revenue for general public.

5.3 Recommendation

Nepal has taken the membership of world trade organization (WTO) in 2004 A.D. As a

result of Nepal’s accession to the WTO, Local Development Fee as the major income

source for the country‘s 58 municipalities has to be abolished latest in 2011 A.D.
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Consequently, it reduces the income sources of municipalities and it affects the

development activities of municipalities.  To fill the upcoming gap in financial resources

bound to arise due to the abolishment of LDF, municipalities will force to explore

alternative finance mechanisms for local government. In this regard House & Land tax

has been very useful tool in the contingent of finance instrument of local government.

The local development fee was including 75% of all direct taxes in the municipalities’

local structure. But house and land tax is contributed only 8% of the local taxes. And

this leads to the assumption that the revenue generated by house and land tax will not be

able to replace local development fee after 2011.

Therefore, to increase the contribution of house and land tax, to make the KMC more

efficient and to achieve the goal of the taxation following recommendation can be drawn

based on finding of the research study.

1. First of all existing tax system should be thoroughly reviewed and necessary steps

should be taken to eliminate deficiencies in them. Likes,

 Market rate should be considered for valuation of Property (Building and Land).

 Penalty and rebate system should be change because the defaulters, who fail to pay

tax, are rewarded later by providing rebates on late fees and fines imposed by the tax

offices. Tax rebate should provide to the tax payers who submit the true property

statement within the specified period of time and pay the tax regularly.
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 Tax exemption provision should be modify because the numerous exemption narrow

the tax base and increase the taxes on the remaining taxpayers. And it creates

disproportionate tax burdens across communities.

2. For strengthening the  tax administration, following steps are recommended,

 The responsibilities and duties of employees should be clearly defined.

 Working environment of the tax offices should be imposed by providing necessary

equipment like machinery and vehicles.

 Delay in tax assessment should be reduced as soon as possible.

 The cost of collection is one of the determinants of administrative efficiency. So, the

concerned authority should pay the attention on it.

 In the absence of proper record keeping system of tax, the governments do not look

and determined about the status of revenue. That is why, necessary attention should

be focus on proper accounting system.

 All the attempts made by the employees to improve the situation of KMC have so far

not been acknowledge by the Municipal Council. So, it leads to disillusion and

frustration among the employees. Therefore to motivate the Staff Municipal Council,

KMC should recognition the effort made by the administrative staff and must lunch

various incentive programs. Like, those staffs who fulfill their responsibility and

who contribute to collect more revenue or meet the target should be rewarded in

public.

 In most of the cases only the Chief Revenue Officers have received training in local

property tax. The remaining employees have not benefited of any training and suffer

from low qualification. So that, to develop the capacity of staff different types of
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training should be lunch like computer training, IPT/HALT training and workshops

for information sharing etc.

 Many municipalities have no updated database of house and land tax. Property

records are kept manually and maintained in an ad hoc manner There is a tradition of

projecting revenue from different taxes based on the past years collection trend and

such trends are actually baseless. Municipalities have no information about tax base

i.e. number of taxpayers. The collection efficiency remained very low in the case of

house and land tax in the past years. Therefore, KMC should inaugurate new

technology.

 There is a need of Practical Guidelines and manual, which help municipalities not

only during the implementation process, but also when problems arise during the

actual assessment.

 Should prepare informative and understandable Citizen Charter for every tax office

that will convey the information to the visitors.

3. Nepalese tax policy and procedures including house & land tax are not clearly

defined. Even highly educated people did not understand the policy. That is why, tax

policy should be clearly defined and should use simple words rather than difficult

and vast. In addition, the procedures should simple and clear.

4. Tax changes are introduced every year through the Finance Act, but these changes

are not automatically incorporated in the tax laws, often leading to discrepancies in

the legal provisions made in the Tax and the Finance Act. This makes the entire tax

system confusing and ambiguous. Furthermore, tax provisions have been spread over

a wide range of acts. So, it is recommended that all property based taxed (Viz. Land
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revenue, House & Land Tax) should be unify and must be defined in national

legislation. It should be applied equally throughout the Nepal.

5. A co-ordination between the Land Revenue Department and the Local Governments

should be strengthened.

6. To pay the taxes voluntarily, it is necessary to understand the importance of taxation.

So. To encourage the taxpayers, education related to tax should be given to the

public. Tax education must be started from the school level. And also the

government should consider starting a tax college or academy in Nepal like Japan

and Malaysia where we can make tax experts.

7. Revenue leakages are affecting not only revenue collection, it also affecting national

economy and equity. Therefore an honest effort to control revenue leakage is

necessary and for this, government should implement the rules and regulation strictly

and strong steps should be taken to discourage those, who do not pay taxes or evade

taxes.

8. Similarly, Social awareness program will also help to make the communities aware

of negative impacts of tax evasion and effective use of collected taxes.

9. Municipal financial system should be transparent and more accountable. Municipal

authorities must relay the information to the tax payers regarding the composition of

municipal fund i.e. where does it comes from and where it goes.
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10. Accountability, Participation, Transparency, Management, Innovation and Strategic

Visions are some of the elements of good governance, which should be followed by

Kathmandu Metropolitan City.

11. In addition, Collection Process has to be more transparent and professionalized.

Setting up of displays that show amount paid and dues, Technical Equipments such

as printer, who immediately deliver print out of payment bills. This leads to

strengthen taxpayer’s trust into the municipality.

12. Moreover, for the quick and hassle free services, KMC should provide the tax

collection services through banking channels. To remind the tax payment date and

amount Mobile Alert, Email and Sending SMS will also effective regarding tax

collection procedures.

13. In regards of the House & Land Tax satisfaction level of tax payers, local

government should involve local people in understanding local development

activities and for better plan. And Local Government should manage their

development priorities and must address local problems and challenges in time.
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ANNEX 1



ANNEX 2





ANNEX 3

Mr. Narayan (assumption) has owned following house and land in Kathmandu
Municipality.

Solution

a. Computation of value of House and Land

Particular Amount (Rs.)
Valuation of House Klin brick with cement mortar

1500sq.ft * 575 862,500.00
(Less: Depreciation (1%* 19 * 862500) 163875
Net Value of House (A) 698625

Add: Value of Land (500000 per Kathha * 3
Kattha)(B) 1,500,000.00

Total value of House and Land (A+B) 2,198,625.00

b. Computation of Tax Liability

First Rs. 1000,000.00 Nil

Next Rs. 1000,000.00 Rs. 300

Next Rs 3000,000.00 @ 0.05 % Rs.99.31

Total tax liability Rs.399.31

Working Note: 2066/67-2047/48= 19 Years.

Particular House Details
Mode of Construction Klin Bricks with Cement Mortar

Total area of House 1500 sq.ft.

Land Area 3 Kattha

Year of construction 2047/48 B.S

Government Valuation Per Kattha 500,000.00



ANNEX 4

Dear Sir/Madam,

A thesis paper titled “Contribution of house and land tax to total revenue of KMC” is to be
submitted to Tribhuwan University by me. I have needed your response on question asked
you. I have sent you some question regarding house and land tax.

I hope for your timely response. Your co- operation has great value for me.

Thank you,
Kavita Bajracharya
Researcher
Shankar Dev Campus

Questionnaire
Instruction: - Please tick (√) the answer of your choice or whenever appropriate put in
order of preference from 1 to last number on the basis of alternative.

Taxpayer
Tax officer

Name: …………………………………………..

Address ………………………………………..

1. Do you know about House and Land tax provision?
Yes
No

2. If Yes, Do you think the existing laws regarding house and land tax have sufficient
provision?
 Sufficient
 Not Sufficient
 No Idea

3. In your opinion, house and land tax is the main sources of municipalities like KMC?
 Yes
 No

4. Is it necessary to amendment the provision of House and land tax?
 Yes
 No
If yes, which provision should be change?



 Tax exemption
 Tax rate
 Valuation Process
 Rebate & Penalty
 Tax exemption Limit

5. Do you think that the valuation method regarding to House and land tax is
appropriate?
 Yes
 No

If no, what method should be adopted for property valuation?
 According to division to town area.
 According to value fixed by HMG land revenue office.
 According to market price.

6. In your opinion, the existing valuation rate and depreciation rate of building regarding
house and land is appropriate?
 Yes
 No

If no, Please suggest the rate of depreciation and valuation of house.

Type of House Rate per Sq feet Depreciation rate year
Green Bricks mud mortar 450 3% 25
Kiln Bricks with mud mortar 525 2% 30
Kiln Bricks with cement mortar 575 1% 70
RCC frame structure 635 0.75% 100

Suggest Rate

Type of House Rate per Sq feet Depreciation rate year

------------------- --------------------- ---------------------- -------------

------------------- --------------------- ---------------------- -------------

------------------- --------------------- ---------------------- ------------

------------------- ---------------------- --------------------- -------------



7. What is your opinion about present rate of House and land tax and exemption limit?
 Sufficient
 Not sufficient

If Not, What is your suggestion?

Present Limit Suggest Limit
First up to 10 lakh         Nil Nil
Next up to 10 lakh RS. 300 ------------------ --------------- --------------
Next up to 30 lakh 0.05 % Rs. 1500 ------------------- --------------- --------------
Next up to 50 lakh 0.25% Rs. 12500 ------------------ ---------------- -------------
Next up to 1 crore 0.5% Rs.50000 ------------------ ---------------- --------------
Remaining Amount 1.5 % - ------------------ --------------- --------------

8. Do you think that KMC’s tax administration system is effective?
 Yes
 No

If no, Please indicate the drawback that creates the inefficiency in KMC’s
administration system? (Please rank 1 for most significant reason and 2 for second
significant and so on.)
 Delay in assessment & Collection
 Irresponsible & unqualified staff
 Lack of new technology
 Wide spread tax evasion and tax avoidance
 Complicated tax law
 Failure to located new taxpayers
 Unnecessary outside pressure
 Remission System

If any other reasons, please explain…………………………………………………………………..

9. Do you agree that tax evasion is a major constraint for tax collection system?
 Yes
 No
If yes, what is the reason for the tax evasion Problem?
 Corruption in tax authority
 Defective tax law
 Weak incentive and punishment system.
 Lack of voluntary compliance by taxpayers.

10. Do you agree that following ways of tax evasion is normally used by taxpayer?
 Preparation of false document



 Quantity manipulation
 Under valuation of property

11. To control the tax evasion, what steps should be follow by KMC?

 To control the corruption, incentive program should be launch for staffs.
 Strong rule and regulation.
 Updated information
 Heavy fines and penalty should be imposed.

12. Do you think that the contribution of house and land tax to total revenue of KMC is
sufficient?
 Yes
 No

If no, how KMC could increase tax revenue (Please Rank the alternatives according
to the priority)
 Regular evaluation & Monitoring
 Incentive to regular tax payer
 Simplification of property tax assessment
 By awareness program or tax education
 Heavy fines and Penalty to the defective taxpayer
 Reduce administration harassment
 Bring new technology (New software, accounting system)
 Door to Door collection

13. What would be best way to inform the taxpayer to pay their respective property tax
in a time, Please select one?

 Giving advertisement in media
 Sending acknowledgement letter
 Informing through telephone call/ SMS.

14. Do you pay house and land tax in the certain time?
 Yes
 No

15. Did you have complication in paying house and land tax?
 Yes
 No
If yes, what kind of problem you have to face? Please mention below.

………………………………………………………………………………………………………………………..



16. Do you think that KMC has properly utilized the collected revenue?
 Yes
 No

17. What is your suggestion for effective tax collection system?
 Simplification of tax law
 Better information system between tax payers and tax officers
 End of corruption practices and train employees.
 Introducing computerized Billing system in KMC.
 Incentive program for staff.

18. Are you satisfied with the overall tax administration system?
 Highly satisfied
 Moderate satisfied
 Unsatisfied
 Highly Unsatisfied

Thank You


















