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Chapter 1
INTRODUCTION
1.1 General background

Nepal is a beautiful small landlocked country situated between two large
countries India and China. The economic condition of Nepal is relatively poor than
neighbor countries. The economic growth of Chinaisincreasing trend on the other
side the economic growth of India also in increasing trend. Both countries affect
the Nepalese economy directly and indirectly. In this situation the Nepaese
economy cannot stay alone without considering these countries economy. On the
other hand Nepa had reach in natural resources. Nepal has been facing some
problems. The main problems are unemployment poverty, rapid growth of

population political instability etc.

The government of Nepal should utilize the natural resources properly to
avoid these problems. The government has to spend a lot of money to fulfill their
responsibility towards the people these responsibility may be development, health,
education etc. If the government allocates the budget in this sector properly the
Nepalese economy will be increase near. But the government expenditure is
increasing day to day because of different causes. To meet the expenditure
government has to manage its fund different sources. These sources may be
internal or external. There are many negative results of external source of fund.
Nobody becomes ready to provide grants and loans with out conditions. Internal
sources are better sources than external sources so the government should focus on

internal sources of funds.

The government collects revenue from various sources such as tax,
revenues from public enterprises, special assessment, fees, fines, grants and

assistance etc. Thetax isthe main sources of government revenue.



Tax is the main sources of revenue to the government. The tax is aliability
to pay an amount to the government it is a compulsory contribution to the national
revenue from the tax payers according to law. Tax is the compulsory levy imposed
by the government. The persons who pay tax do not get corresponding benefits
from the government. It is leaved on persons as per the prevailing laws tax can be

classified in to two board categories.
a. Direct tax: Thedirect tax isatax paid by a person on whom it islegally

imposed, in direct tax the person paying and bearing tax is the same. Income tax,
property tax vehicles tax, interest tax expenditure tax death tax and gift tax are

examples of direct tax.
b. Indirect tax: Anindirect tax isatax imposed on one person but partly or

wholly paid by an other VAT, sales tax, entertainment tax, hotel tax, excise duty

import and export duty etc are examples of indirect tax.

To increase the government expenditure the government should increase his
fund. To increase the fund the government should increase the collection of tax. So
to get the maximum benefits the government should increase the collection of tax

by different ways.
1.2  Statement of problem

Nepal is facing the problems by different ways. The government can't
operate the development project due to lack of funds government expenditures are
increasing day by day due to increase in price level and other circumstances. The
government revenue is less than the government expenditures most of the
industries are not properly in operations because of lack of fund. The government
Is not became success to collect internal revenue properly on the other hands there
are many negative results of foreign loans. Nepal has been suffering from
resources constraint, massive poverty repaid growth of population, increasing

unemployment rate political instability etc. To solve these problem the government



should be create the maximum employment should be operate. The government
can't conduct these works properly without sufficient fund. To generate sufficient

fund and government should collect the tax.
1.3 Objectives of the study

The main objective of this study is to find out the difficulties in tax
collection to the governments. However the following specific objectives are sets

for the study.

1. To find out the revenue collection from the different year.
2. To review the tax collection system.

3. To find out the contribution of tax to national revenue.

4. To find out the problems in tax collection system.

5. To provide suggestion for effective tax collection.

1.4  Focusof the study

Taxes are general contribution of wealth levied upon person, natural on
corporate to defray expenses incurred in conferring common benefits upon the
residents of states. It is compulsory levy imposed by the government without
having any direct personal benefits. Nobody gets any benefits from the
government those who pad tax. So more efforts should be on actual
circumstances. Theoretical and practical knowledge required to implement and

evaluate tax properly.

o this study analyses and evaluates Nepalese tax structure and its practice
properly. This study anayses the amount received from tax different years at
different heads of income. This study will provide clear idea and knowledge to
those persons who are interested to know about tax system. This study also

provides the clear idea about the tax system in Nepal.



1.5 Research Methodology

This study deals with the research design population and sample of data,

data collection procedures and tools for analysis.
Research design

To conduct the research analytical and descriptive research approach is
adopted or the readily available historical data used in this study are primary and

secondary data.
Population of sample

Tax administration, tax exports, tax payers will consider as the total
population out of them 25 tax experts. 25 tax administrations and 25 tax payers

consider as the target population for the study.
Sources of data

The primary as well as secondary sources of data are collected. The major

sources of data are as follows:

a) Primary data: primary sources of data are collected with in Kathmandu

Valley.

b) Secondary sources of data: secondary sources of data are collected from the
information received from economic survey, books, published and

unpublished articles, newspaper, annual reports etc.
Toolsfor analysis

To find out the actual result different financial and statistical tools are used

to analyze the information.



1.6 Limitation of the study

There are some limitations regarding this study which are as follows:-

1) This study is based on availability of reliable data and sufficient literature
2) Field survey is based in Pokhara and Kathmandu.

3) Field survey isfocus on Pokharacity only.

4) This study will covers around 7 year's data only.

5) Limited business-men, tax experts, tax officers and customers are consulted

to collect primary data
1.7  Organization of the study

This study isdivided in to five chapters they are:
I ntroduction

The first chapter deals with background, statement of problem, focus of the
study, objective of study, research methodology limitation of study and chapter

scheme.
Literaturereview

The second chapter deals the review of related literatures and available

studies, written and prepared by different experts and researcher.
Research methodol ogy

The third chapter "Research Methodology" present the methodology used in
this study. It deals with research design, nature and sources of data, collection of

data, data processing and method of data analysis.
Presentation and analysis of data

The fourth chapter fulfills the objectives of the study by presenting the data
and analyzing them with the helps of various accounting and statistical tools and

techniques followed by methodol ogy.



Summary conclusion and recommendation

The fifth chapter summarizes the whole study. Moreover it draws the
summary conclusion and forwards the recommendation for the improvement of
effective Tax collection system and to avoid the difficulties in tax collection

system.



Chapter 2

REVIEW OF LITERATURE

2.1 Concept of tax

The government of any country requires sufficient revenues to lunch the
development program to handle the daily administration to keep peace and security
and to lunch other public welfare program. The government or public revenues are
collected through various sources these sources can be tax revenue, revenues from
government corporation and public enterprises, fees, special assessment, fines and
penalties and foreign grants among them tax is the main source of collecting the
public revenues because it occupies the most important part of government
treasury. In Nepal about 77% of total revenue comes from tax revenue and the rest

23% from non tax revenues.
Following are the main sources of government revenue:-
» Tax: - Itisacompulsory contribution from people to government.

> Price of goods or services provided by the government. It is the amount

collected from special sector for specific purpose.

» Receipt from Public enterprises. The governments receipt amount from

Public enterprises owned by it.
> Fee:- Theamount paid for the government for receiving its services.

> Fines:- It is the amount paid for violating government’s rules, act and

regulations.
» Grants etc:- The amount received by the government from foreign countries
and agencies.

In short, al the above sources of the government revenue can be divided into
two parts- Tax and Non tax. Tax is the mgor source covering most part of the

government revenue. Tax is the compulsory payment to the government but is not



fine. Taxpayers do not get any direct benefit from the state by paying tax.
Government collects tax with the permission of legislature to fulfill financial need
of the state. Tax is a compulsory payment to government for the compensation of
public expenditure. Tax fulfills the needs of central or local government to spend
for philanthropic work. The main objective of the tax is to distribute wealth and
income equally among the citizens. Mainly tax is classified into two groups. They
are direct tax and indirect tax. Tax is akind of money of which it is the legal duty
of every citizen of a country to pay honestly. Many economists have the view that
tax is a compulsory payment to the government by taxpayer without any
expectation of some specified return in far of them. The experts have given

definition regarding tax and some of them are mentioned here.

According to classical economist Dalton, “A tax is a compulsory
contribution imposed by public authority irrespective of the exact amount of
service rendered to the taxpayer in return and not imposed a penalty for any legal
offence.(Dhakal 1998)

Likewise, According to the Findlay Shirras, “Tax is compulsory
contributions to public authorities to meet the general expenses of government
which have been incurred for the public good and without reference to special
benefits.” (Lekhi; 2000)

According to Bastable, “A tax is compulsory contribution of wealth of a

person or body of persons for the service of public power.” (Dhakal; 1998)

According to Plehn, “Taxes are general contribution of wealth levied upon persons
natural or corporate to defray expenses incurred in conferring common benefit

upon the residents of the status.” (Dhakal; 1998:2)

From the above definition, it is clear that a tax is a compulsory levy and
those who are taxed has to pay it without getting corresponding benefit of services

or goods from the government. The taxpayer does not have any right to receive



direct benefit from the tax they had paid. In addition, the taxpayer cannot receive
equivalent benefit from the government. Amount collected through taxation is
spent for common interest of the citizen and is collect from natural and artificial

person.

Tax isacompulsory payment to the government from a person according to
law. There are may tax system in the world mainly there are two types of tax

which are usein practice in the world they are direct and indirect tax.
2.2  Objectivesof Tax

Taxation has been a very essential element of a government from the very
beginning of the state system. However, the main objective of taxation has been
different for different epochs. In ancient times, the major objectives of taxation
were strengthening the muscles of the state by proving the resources. Till to the
time of Adam Smith; the chief motive of collecting revenue was to provide
resources to the government for providing security to an individual and society

against violence, invasion and injustice and maintain public institution.

In modern days, the main objective of taxation has been shifted from security
perception to the economic development. The modern objective of taxation is not
only to maintain peace and security but also to conduct development activities. We

Can enumerate the objectives of modern taxation as follows:-
» To have equitable distribution of income and property.
» Toincrease the revenue for welfare state.
» Toincrease the employment, saving and investment.
» To minimize regional disparity.

» To prevent concentration of wealth in few hands.



2.3 Classification of Taxes

In broad sense, taxes are classified into two categories. Oneisdirect tax and

other is Indirect tax.
a. Direct Tax

A direct tax atax paid by a person on whom, it is legally imposed. In direct
tax, the person paying and bearing tax is the same. It is the tax on income and
property. Examples of direct taxes are; Income tax, Property tax, Vehicle tax,

Interest tax, Expenditure tax, Death tax, Gift tax, etc.

Merits
It isequitable asit isimposed on person as per the property or income.
Time, procedure and amount of tax to be paid are known with certainty.

It is elastic. The government can be change tax rate with the change in the

level of property or income.

It enhances the consciousness of the citizens. Taxpayers feel burden of tax
and so they can insist the government to spend their contributions for the

welfare of the community.

Demerits

It gives mental pinch to the taxpayers as they have to curtail their income to

pay to the government.
Taxpayers feel inconvenience as the government imposes tax progressively.
Tendency to evade tax may increase to avoid tax burden.

It is expensive for the government to collect tax individually.



b. Indirect Tax

An indirect tax is a tax imposed on one person but partly or wholly paid by
another. In indirect tax, the person paying and bearing the tax is different. It is the
tax on consumption or expenditures. Examples of indirect taxes are; VAT, Sales

tax, Entertainment tax, Hotel tax, Excise duty, Import and export duty, etc.
Merits

It is convenient as the taxpayer does not have to pay alump sum amount for

tax.

There is mass participation. Each and every person getting goods or

services has to pay tax.

There is less chance of tax evasion as the taxpayers pay the tax collected

from consumers.

The government can check on the consumption of harmful goods by

imposing higher taxes.
Demerits
It isuncertain. As demand fluctuates, tax will aso fluctuate.
It isregretful as the tax burden to the rich and the poor is same.

It has bad effect on consumption, production and employment. Higher taxes

will reduce all of them.

Most of the taxes are included in the price of goods or services. As aresult,

taxpayers do not know how much tax they are paying to the government.



2.4 Canonsof Taxation

The government of a country adopts various principles while formulation

suitable tax policy. Those principle or canons of taxation areas are as follows:-
1. Canon of Equity,
2. Canon of Certainty,
3. Canon of Economic,
4, Canon of Diversity,
5. Canon of Simplicity,
6. Canon of Neutrality,
7. Canon of Co-ordination,
8. Canon of Productivity and
9. Canon of Elasticity.

25 Meaning of Income Tax

The concept of income tax in different countries is found differently
because of diverse economic structure, nature of the government and status of
people. In United States, income tax is viewed as a matter of practice, recurrent is
not relevant to the tax status. In United Kingdom, the original concept of the tax
was that of alevy on recurrent income and the tax was applied to five schedules
any item not falling within one of the five schedules not being subjected to tax. In
India, the persona income tax is levied in the net income of all individual, joint
Hindu families, unregistered firm and other associations of person. (Chelliah,
1959)

The first problem encountered in establishing an income tax is the definition

of income. Income, as the economic gain received by the person during the



particulars period, is most satisfactory defined by Henry Simons as the algebraic

sum of two items:

A. The person’s consumption during the period, and

B. The net increase in the individual’s personal wealth during the period
Symbolically, Y=C+AW

Where, Y, C and W refer income, consumption and change in wealth

respectively.

It is very difficult to define income precisely and clearly. So, income is
exemplified rather than defined income tax laws of various countries. For example,
sec.2 of the India Income tax Act, 1961 keeps profits and gains, dividend,
voluntary contributions received by charitable trust, value of any perquisite or
profit on lieu of salary, any capital gain, winning from lotteries, cross word puzzles

etc. under the head income.

According to income tax act 2002, Sec 2(h), income means a person income
from any employment, business or investment and the total of that income as

calculated in accordance with this act.
2.6 International History of Income Tax

For the first time Great Britain introduce the income tax in 1799 in order to
finance wars with France. Only after 1980, it was accepted as a permanent tax. In
United State, first federal income tax was imposed in 1862 to finance civil war
expenditure. However, it became a permanent feature only in 1913 after 16
amendment to U.S. constitution. In neighbour country India, at first income tax
was introduced in 1860. After introducing 'Income Tax Act 1886' in 1886, it was
imposed as a permanent. Italy adopted income tax in 1864, New Zealand in 1891,
Australia on 1915 and Canada in 1917. After First World War, the income tax

became an important source of tax revenue in many developed countries. By 1939,



it has became the most important source of revenue in most developed countries

and had made appearance in a number of developing nations (Agrawal, 1980)

From the First World War decade, Income tax has shown as an important
source of revenue in developed country. In the beginning of introducing time, it
was generally levied at flat rate. Only after 1909, the principle of progression was
introduced from the UK and New Zealand. Income tax was introduced due to the
cause of war and national emergencies. Thus, the second name of income tax is
war tax. After the end of the war, the tax was named as income tax. Now days, it

has been the important instrument against poverty and inequality. (Agrawal, 1978)

2.7 Historical Aspectsof Income Tax in Nepal
A.  Taxation in Ancient age of Nepal

The collection of income tax was the key element of the government from
ancient age. Very few economic activities were operated in the country so
government can not collect large amount of money in form of tax. At that time,
taxes are levied to the merchant, travellers and farmers in the form of cash, kind of
labour. In some occasion, gold and agricultural products were also paid as taxes
but the nature of these taxes were temporary and taxes were raised for specia

purposes. (Regmi, 1995)

Although there is no relevant source of ancient tax, in the inscription of
Ansubarma, it is noted that there were three taxes called “Trikar’. ‘Bhaga’ is the
agricultural tax, animal husbandry was called ‘Bhaga’ and tax on business was
called ‘kara’. Irrigation tax and religious monuments preservations taxes also
existed at the time of Ansubarma. During the period of 1968-1846 A.D, different
types of taxes were levied to generate maximum revenue. The maor sources of
revenue were; Birta and Kipat, taxes on land, monopolies customs, transit and

market duties, mines and mints and the export of forest products, birds, animals



and various levies and fines. Taxes were collected at three levels. Roya palace
levies, government levies and local levies. The various taxes levied during that
period were narrow in base and were imposed primarily on occupations and
economic activities, not in income or property. There was no taxation of income in
the modern sense of income tax but income taxes from agriculture income and

incomes from business were introduced as a direct tax for the first timein Nepal.
B. Taxation in Nepal before Democr acy

From the age of 1776 to 1950 has taken as before democracy period. In this
period, tax system becomes more advanced then the ancient age of Nepal.
Taxation had a broad sense in this unified Nepal. During this period, revenue
maximization was only the main objective of tax policies. Raikar, Birta, Guthi,
Sera and Kipat were the five main land tenure among them Bitta and Kipat are the

main source of revenue.

‘Walk was collect from each family on a regular basis and in period of
national celebration of festival or ceremonial occasion. ‘Gadimubarak’ was collect
to finance of coronation ceremony of a new king. ‘Darshanbhet’ was collected
from both civil and military employees at the time of their appointment and
confirmation. “‘Salami’ was collected local revenue collection functionaries in the
trial region as an annual payment. Taxes were imposed primarily on occupations
and economics activity not on property. Tax base was very narrow. The Birta
owner class had much influential role in political and administration. However, In
1772 Prithivi Narayan Shah Introduced ‘Pota tax’ was regarded revolutionary
measures in Nepals fiscal system. It was not based on progressive tax principal it
was limited on small Birta owners and privileged of the members of the nobility
person did not play ‘pota’. Only common people who lived on raider lands paid

the homestead taxes and other ‘Pota’ Levies. (Regmi, 1995:55)

During the period of Rana Regime, there was not formal provision for

imposition and collection of taxes. Taxes were imposed according to the



objectives, needs and whims of the ruling the prime Minister. There was not
provision of separating the personal income of prime Minister and state treasury.
There is no system of preparing government budget. The surplus of revenue over

expenditure was considered the personal income of the Rana Prime Minister.

The major source of revenue in Nepal till 1951, were land tax, custom and
excise duties in the from of lump sum contracts, royalties on forest , royalty on
supply of porters and soldiers, entertainment tax and a few other minor taxes.
Incomes were not taxed for raising regular revenues of the state treasury but for
meting specific expenditure of the household of extra ordinary expenditure

necessitated by war or other emergencies.
2.8 IncomeTax in Modern Nepal

Income tax is a direct tax that is imposed on the earning of individual and
corporation. Actually, tax levied on the taxable income is known as the income
tax. It is charged by the government on the income of the previous year at the rate
prescribed each year by the finance act. From very earlier, income tax has always
been regarded as a tax based on the canon of ability. The tax could be adjusted as
to exempt the lowest income groups from the operation of the tax and make the
richer groups bear the burden of tax according to their income. Tax economists
have a view that an income tax is a very imposed upon the income of an individual
after the exemption limit. All incomes above the tax exemption level are subjected

to income tax that is based on the income tax act of the concerned country.

After the independence of the country in1951, the role of government has
changed. Since, the government was enforced to operate development activities,
besides governing the regular function of maintaining law and order and the

collection of revenue (Bhatta and Shrestha, 1981.:3)

A sound and efficient income tax system is necessary to maximize the

revenue collection from income tax. Whole income tax system is made of three



sub systems i.e income tax policy, income tax laws and income tax administration.
Income tax policy is determined by the government itself through Ministry of
Finance. Income tax policy should be such that the main objectives of the income

tax can be attained.

‘No taxes shall be levied and collected except in accordance with law’
(Congtitution of Kingdom of Nepal, 1990). Parliament makes the laws to
implement the various policies. The government levy and collect the income tax in
accordance with law. The Constitution of the Kingdom of Nepal, 1990 has made
the clear provision about it. In 1960, a forma Income tax act was enacted in
accordance with the provision in Finance Act,1959 for the first time in Nepal. In
three years experience, the Business Profit and Remuneration Act, 1960 was found
very narrow and vague and it was replaced by the Nepal Income Tax Act, 1962.
The Income Tax Act, 1962 remained till 1974 and Income Tax Act, 1974 aso
replaced by Income Tax Act, 2002. Present legal provision of income tax is

associated with Constitution of Nepal,1990; Income Tax Act, 2002.
2.9 Head of Income

The Income Tax Act, 2002 has made the classification on incomes in three
main categories. This Act has classified the sources of income for the purpose of

assessment under the following heads:
A. Income from Employment

Employment is defined by the Act under Section 2(a) as “employment that
includes a past, present or prospective employment”. In general terms, the act of
performing a certain job for the person, who appoints one for the job, in
consideration of a regular payment is called as employment. That is why; the
income from an employment can be generated only when a relation of employer
and employee or master and servant has been established between a payer and a

payee. Whatever the employee derives from the employment in the shape of a



regular salary, allowances, overtime payment, bonus, etc. isincluded in the income

from employment.

Generdly, an employment is known as a long-term employment but, in
legal terms, an employment last for a short period and may also be a part time one.

Anindividual may have more than one employment on a day.

The employer may be any person like an individual (a proprietorship firm),
an entity, NG, alocal body of NG, an institution, an organization, a foreigner, etc.
but the employee is always an individual (a natural person). A husband and a wife
working in the same entity are treated as creation of two employments, one for
husband and another for wife. The employee must be present physically at the
place of work to perform his or her duties. The employment is awarded on the
basis of his/her ability, education, experience, honesty, behaviour, etc. and so a

proxy is nowhere allowed to work on behalf of the employee.

A written appointment letter does not always qualify an individual to be an
employee but an oral appointment or even the behaviour of the employer and

employee is sufficient to treat the individual as an employee.

According to this Section; the remuneration received by a person from the

employment is as following payments made by the employer.

1. Payments of wages, salary, leave pay, overtime pay, fees, commission

prizes gifts, bonuses and other facilities.

2. Payments of any persona alowances including any cost of living, rent,

entertainment and transportation.

3. Payment provided of reimbursement or discharge of cost incurred by the

individual or an associate of the individual .

4. Payments for the individual’s agreement to any conditions of the

employment.



5. Payments for the termination or loss or redundancy of the employment.

6. Retirement Contribution including those paid by the employer to the

retirement fund in respect of the employees and retirement payments.
7. Other payments in respects of the employment.

8. Other amount as given in chapter 6 of the act perquisites and gains due to
change in tax according required to be included. (Income Tax Act, 2002:
Sec 8).

In addition, too above stated items of remuneration, the following types of

perquisites are included in remuneration of a person.

a Prizes and gifts

b. Other payments made in respects of employment.
C. The amount of difference of the interest on loan paid by employer lower
rate than the market rate.

d. Market value of assetsin case of the transfer of the assets.

e. For the payment other than stated above, the value of benefit of the payment

to athird person.
B. I ncome from Business

Income Tax Act, 2002 has defined the business income as a source of
income for income tax purpose. Profit and gains from conducting the business are
considered as business income for the income tax purpose. Services fees, amount
derived from the disposal of stocks, net gain fro disposal of business assets (
Liabilities), gifts relating to business and other amounts are consider as a business
income. Section 7 of Income Tax Act, 2002 deals with the receipts or receivables
to be included in income from business and Section 13 and 19 deals the allowable
expenses there from, Business includes trade, commerce, production, profession,

vocation, etc.



Trade and commerce

The Oxford Dictionary defines trade as follows:

a) The exchange of goods or services for money or other goods.
b) Buying and selling.

C) To buy and sell aparticular item, product, etc.

The activity of atrade starts from the moment a goods id purchased or other
wise acquired with an intention to sell it for some profit. It is not necessary that the

good is sold in due course and profit is acquired there from.

It’s not only the purchase and sale of goods that constitutes a trade but a
sale of services is also included in the definition. The transportation of goods and
human beings, tourism trade etc are examples of the trade of services. Though
commerce is something similar to trade, it is used especially when the trade takes

place between two countries.
Production

The dictionary meaning of production is “to make or manufacture
something especially in large quantities”. The process of production may be
manual or based o machinery. The machinery may or may not run by power. A
production is a process whereby the form of a good is changed and the new

product acquires a new commercial value.

Profession and VVocation

A profession is a paid occupation, which requires advanced education or
training. Chartered accountants, Lawyers, Architects, etc are some examples of
profession. A vocation is aso paid occupation and requires practice and skill but it
does not require advanced education. Carpenters, Craftsmen, etc are the examples

of vocation.



For the purpose of computing income of business for any year of income,

the income of such person shall include as profits or gains by him from business

and should include:

a

b.

m.

Service Charge. (Sec.7.2)
Sales or disposal of business trading stock.(Sec.7.2)

Net gain from the disposal of person’s business assets/liabilities of the

business calculated as under chapter 8.(Sec.7.2)
Amount receives against the disposal of depreciable assets.(Sec.7.2)
Prize or gift in connection with business.(Sec.7.2)

Amount received instead of acceptance of any restriction regarding
business (Sec.7.2)

Amount included under change of accounting method. (Sec.24)
Excess amount received due to exchange rate of currency.(Sec.28)
Bad debt recovered.(Sec.25)

Proportionate amount under long term contract. (Sec.26)

Under paid interest amount according to market price. (Sec.)
Amount received for compensation. (Sec.31)

Other amount received under businessincome. (Sec.7.2)

While computing income tax from business, the following amounts are

excluded on profit and income from business for tax purpose.

a

b.

C.

Exempt amounts under section 10.
Taxation of dividends under section 54.
Final withholding payment under section 92.

(Income Tax Act, 2002)



C. I ncome from I nvestment

Section 2(a.1) defines investment as the holding of one or more properties

or the investment in a property subject to the fact that:
a The property should not used by the owner himself; or
b. The property must not be a business or an employment.

The section further says that the holding of a non-business chargeable asset
is also known as an investment. Investment in general sense is an act of letting out
a property by an owner to somebody else for its exclusive use for the period of
letting out. An amount given to another person for his utilization is also said to be

an investment. The three points are the basic requirements for an investment are:

a A person has the legal ownership of a property;

b. The owner transfers the right to use the property to another person; and
C. For such a transfer of right the owner receives certain consideration
from the transferee

Section 9 (Income Tax Act, 2002) deals with the receipts or the receivables
to be included in income from investment. Section 13, 14, 15, 16 and 19 deals with
the deductions to be made while computing the taxable income. (Income Tax Act,
2002).

a Any dividend, interest, natural resource payment, rent, royalty, gain
from investment insurance, gain from an unapproved retirement

payment or retirement fund from approved retirement fund. (Sec.9.2)

b. Net gains from the disposal of the person’s non business chargeable

assets of investment. (Sec 9.2)

C. Excess amount of incomings over the depreciation basis including
outgoings on the disposal of the depreciable assets of the investment of
the persons. (Sec 9.2)



d. Gifts or prizes received in connection with investment. ( Sec.9.2)

e. Retirement contribution including those paid to retirement funds in
respect of the person and retirement payments on respect of investment.
(Sec. 9.2)

f. Amount received instead of acceptance of any restriction regarding
investment. (Sec. 9.2)

g. Amount included under change of accounting method. (Sec.24)

h. Excess amount received due to exchange rate currency. (Sec 28)

I Bad debt recovered. ( Sec. 25)

J. Proportionate amount under long term contract. (Sec. 26)

K. Under paid interest amount according to market price (Sec.)

l. Amount received as compensation. (Sec. 31)

m. Other amounts required to be included on tax accounting or
quantification, alocation and characterizations of amounts or
transaction between any entity and beneficiary or general insurance

business. (Sec. 9.2)
(Income Tax Act, 2002)
2.10 Individual Taxpayer

The Income Tax Act classifies tax payers into two: an individual and an
entity ( Sec.2). The word “Person” is used for each taxpayers irrespective of its

status. Thus the term “Person” includes:

a An individua; or
b. An entity
a. I ndividual

The term “Individual” is defined by Sec.2 (ac) asfollows;

a A natura person;



b.

C.

A proprietorship firm 100% owned by a single natural person; and

A couple elected as single natural person under Sec 50.

The act has no provision fro an undivided family to be regarded as a single

tax paper. Each of the spouses is treated as separate natural person for tax

assessment. However, Section 50 of the act has the provision that a couple can

choose to be treated as single individual for a particular Income year. In case the

couple elects to be a single individual, the incomes of both the spouses shall be

taxed in asingle hand as that of one individual.

The option is applicable even if either of the spouses is a non-earning

member

The couple is permitted to be treated as a single individual taxpayer

Irrespective of whether such an option was taken in any previous year.

In case the couple has chosen to be treated as a single individual for tax
purpose, either of the spouses will be either jointly or separately

responsible for the payment of the tax.

The option is allowed only to a married couple, if each of the spouses is
alive on the date of signing the Tax return for the Income year. Because the
next couple has to sign on the Tax Return as a token of the acceptance of

the election.

Either of the spouses can be an assesses and the next spouse may give the

consent.



Provision for Individual Taxpayer under Income Tax Act, 2002
a. Allowable deduction

2.10.1. Retirement contribution to an approved retirement fund:

Amount contributed to an approved retirement fund [Provident Fund (PF)],
Citizen Investment Trust [CIT] and other approved retirement fund is allowed for
deduction up to a specified limit.

i.e— Actua Contribution (employers + employee)
or 1/3 of assessable income
or Rs. 300000
whichever isless

Retirement contribution to an unapproved retirement fund is not alowed for

deduction.

2.10.2. Donation to tax exempt organization

Contribution made for philanthropic purposes to tax-exempt organization
registered at IRD may be deducted from taxable income under the following

condition-

I.e— Actual donation
or 5% of Adjusted taxable income
or Rs. 50000
whichever isless.

But, Nepal Government may notify through official gazette that donation
given to such institution will be expected for deduction up to the notified limit.

Such donation shall be allowed as per the notification.



(a) Donation made to Pashupati Area Development Trust (PADT) and
Lumbini Area Developmet Trust (LADT) is allowable up to Rs. 50
lakhs.

2.10.3. Exemption Limit:

Exemption limit is available only for the resident natural person. There are

four types of exemption limit available only for the resident person.

(a) Basic exemption: Basic exemption is available only for resident natura

person as per hisfamily status:

Single/ Unmarried/ Individual Rs. 160,000
Couple/ Married Rs. 200,000

(b) Additional exemption limit is available for the resident natural person (both

for single and couple) working (residing) in remote areas of Nepal.

Remote areas Additional Exemption Limit
A Rs. 50,000
‘B’ Rs. 40,000
‘c Rs. 30,000
‘D’ Rs. 20,000
‘E’ Rs. 10,000

(c) For Pension income: A resident natural person (both for single and couple)
having pension income gets 25% additional exemption limit. But should not

be more then pension income.
Single/ individual 160,000 X 25% = Rs. 40,000

Couple/ Married 200,000 X 25% = Rs. 50,000



(d) Life Insurance premium (LIP)

Life insurance premium paid by a resident natural person for his own lifeis

allowable for deduction from taxable income up to the following limit:
Actua Premium paid

Or, 7% of Insured sum

Or, Rs. 20,000

Whichever isless

2.10.4. Medical Tax Credit

Approval medical expenses incurred for a resident natural person can be
claimed for aresident natural person can be claimed for deduction from his/her tax
liability up to a specified limit.

Allowable medical tax credit:

15% of eligible medical expenses

+ Any amount carried forward from the previous year

Whichever isless

or, Rs. 750

Notes: For non —resident natural person no tax exemption limit of any kind is
available and charge 25% flat tax rate. And special additiona fee is charged on
total taxable income of non-resident natural person. But 5% rebate on remaining
dlab is get if the income is derived by operating special industry or from export

business.
211 Tax Exempt Incomesunder thisincome Tax Act.

A. Amount derived by person entitled to privileges under a bilateral or a

multilateral treaty conduced between Nepal Government and a foreign



country or an international organization (like- employment income of

foreign diplomats and employment income of UN representative)

. Remuneration under the employment of public service of a foreign

government.
. Remuneration paid by NG to foreign citizen on terms of tax exemption.

. Pension received by retired army / police from public fund of foreign

government.
. Allowance paid by NG to widows, elder citizen, disabled person.

. Amount derived by way of gift, bequest, inheritance or scholarship
except as required to be included in calculating income under business,

investment, or employment.

. Agricultural income otherwise then affirm, company, partnership and
registered corporate body and by those who has not holding of land

more then as prescribed in land act, is non taxable income.

. Income and dividend distributed by co-operation societies registered

under co-operatives act, 2048 is non taxable income.

Incomes from writing articles, preparation of exam paper, checking of

exam paper are also tax-free income.



2.12 Specimen for computing Income
(A) Computation of Income from Business

Asper Income Tax Act, 2058

Particulars Amounts

Amountsto beincluded

Service Charge (Sec 7.2) XXX
Disposal of trading stock (Sec 7.2) XXX
Net gain from disposal of business assets or liability (Sec 7.2) XXX
Gain from disposal of pool of depreciable assets (Sec 7.2) XXX
Prizes or giftsin connection with business (Sec 7.2) XXX
Amount received in lieu of accepting any restriction regarding
business (Sec 7.2) XX
Amounts received from any investment directly related to business
(Sec7.2) XXX
Incomes to be included due to change in accounting methods (Sec

22.6) XXX
Excess amount received due to exchange rate variation (Sec 24.4) XXX
Bad debts recovered(Sec 25.1) XXX
Proportionate amounts received under long term contracts (Sec XXX
26.1) o
Under payment of interest according to market rate (Sec 27.1) o
Receivables amounts paid to others (Sec 29) o

Amounts received for compensation (Sec 31)

XXX




Other amounts received under the head of businessincome

Grossincome from business (A) XXXX
Allowable Deduction

Interest Expenses (Sec 14) XXX
Cost of trading stock (Sec 15) XXX
Repair and inprovement cost (Sec 16) XXX
Pollution control cost (Sec 17) XXX
Research and Development cost (Sec 18) XXX
Depreciaion allowances (Sec 19) XXX
Reserve fund for banks (Sec 59) XXX
Others expenses XXX
Total Allowable deductions (B) XXXX
Assesable income from business befor e loss adjustment (A-B) XXXX
L ess Adjustment of business |osses (Sec 20)

a. Unrelieved loss from other business this year (Sec 20) XXX
b. Unrelieved loss from business of previous years (Sec 20) XXX
Total adjustable businessloss [(a+b)=C] XXXX
Assesable income from business (A-B-C) XXXX




(B) Computation of Income from I nvestment

Asper Income Tax Act, 2058

Particulars Amounts
Amountsto beincluded
Dividend payment (except final withholding payment (Sec 9.2) XXX
Gain from Investment Insurance (except final withholding payment
(Sec9.2) XXX
Interest received (except final withholding payment (Sec 9.2) XXX
Rent received (except final withholding payment (Sec 9.2) XXX
Payment received from natural resources ( Sec 9.2) XXX
Royalty Income ( Sec 9.2) XXX
Gain from unapproved retirement fund (except final withholding
payment ( Sec 9.2) XXX
Gain from disposal of pool of depreciable assets ( Sec 9.2) XXX
Gift received by the person in respect of the investment ( Sec 9.2) XXX
Retirement contributions, including those paid to a retirement fund
in respect of the person ( Sec 9.2) XXX
Amounts received in lieu of accepting any restrictions regarding
investment ( Sec 9.2) XXX
Incomes to be included due to change in accounting method( S 22.6)
Excess amounts received due to exchange rate variation ( Sec 24.4) XXX
Bad debts recovered ( Sec 25.1) XXX
XXX

Under payment of interest according to market rate (Sec 27.1)

XXX




Receivable amounts paid to others (Sec 29) XXX

Amounts received for compensation (Sec 31) XXX

Income received from joint investment (Sec 30) XXX

Other amounts to be included under investment income XXX

Grossincome from Investment (A) XXXX
Allowable Deductions

Interest Expenses (Sec 14) XXX

Repair and inprovement cost (Sec 16) XXX

Depreciaion allowances (Sec 19) XXX

Others expenses related to investment XXX

Total Allowable deductions (B) XXXX
Assesable income from investment befor e loss adjustment (A-B) XXXX
L ess Adjustment of losses

a. Unrelieved loss from business or other investment this year (Sec XXX

20) XXX

b. Unrelieved loss from business of previous years (Sec 20)

Total adjustable loss [(at+b)=C] XXXX
Assesable income from investment (A-B-C) XXXX




© Computation of Income from Employment

Asper Income Tax Act, 2058

Particulars Amount

Amountsto beincluded

Salary and wages (Sec 8.2) XXX
Leave pay (Sec 8.2) XXX
Pay for overtime (Sec 8.2) XXX
Fees (Sec 8.2) XXX
Prizes and gifts related to employment (Sec 8.2) XXX
Bonus (Sec 8.2) XXX
Other facilities (Sec 8.2) XXX
Commissions (Sec 8.2) XXX
Dearness Allowances (Sec 8.2) XXX
Cost of living subsistence (Sec 8.2) XXX
Rent (Sec 8.2) XXX
Entertainment and transportation allowances (Sec 8.2) XXX
Other personal allowances (Sec 8.2) XXX
Reimbursement of personal expenses (Sec 8.2) XXX
Payments for the individual’s agreement to any condition regarding
employment (Sec 8.2) XXX
Redundancy or loss related payments (Sec 8.2) XXX
Other payment made in respect of employment payment (Sec 8.2) | xxx

Retirement payment & contribution to retirement fund (Sec 8.2)

XXX




Amounts of Vehiclesfacility (Sec 27.1) XXX
Amount of services of house keeper, chauffeur, gardener, or other
domestic assistants (Sec 27.1) XXX
Accommodation facilities (Sec 27.1) XXX
Any meal, refreshment or entertainment provided by employer (Sec
27.1) XXX
Amount of services related to drinking water, electricity, telephones,
: e XXX
and the like utilities in respect of the payees (Sec 27.1)
Under paid interest by employee to employer for loan taken by the
XXX
employee (Sec 27.1)
_ XXX
Other amounts to be included
Grossincome from Employment XXXX
(D) Statement of Total taxable Income
Particulars Amount
Assessable income from Employment XXX
Assessable income from Business XXX
Assessable income from Investment XXX
Total assessable income
Less: Allowable reductions
a. Donation (as per tax law) (Sec 12) XXX
b. Retirement contribution (as per tax law) ( Sec 63) XXX

Total taxableincome

XXXX




(E) Statement of Income tax liability

Particulars Amount

First Rs. 160000 (individual), 200000(Couple) Nil
Next Rs100000 @ 15% XXX
Balance Rs. xxx @ 25% XXX
Total tax liability
Less: Advanced tax paid XXX

Medical tax credit XXX
Net tax to be paid XXXX

2.13 Methods of Income Tax Assessment

Income Tax Act, 2058 has specified three types of assessments. They are as

follows:

1. Self assessment (Sec. 99)

2. Jeopardy assessment (Sec. 100)
3. Amended assessment (Sec. 101)

Self assessment is done by the assesses himself whereas jeopardy and

amended assessments are the assessments based on judgment of the Department.



2.14 Installment Payment

There is a provision of payment of income tax of the current year by three
installments that is 40%, 70% and 100% by the end of Poush, Chaitra and Ashad
respectively.

215 Appeal

A tax payer may not be satisfied with the assessment made by tax officials.
In such case, he may lodge an objection against the assessment with the Director
General (DG) of Inland Revenue Department or go to Revenue Tribunal. The Act
has made it mandatory for the taxpayers first to file an objection with the Inland
Revenue Department for an administrative review and then if unsatisfied with the

decision of Director General, he/she can go to Revenue Tribunal.
2.16 Offences

Offences are dealt within the Act in a sense of criminal offences of
taxpayers as well as tax administrators. They lead to punishable in the form of
fines and imprisonment on conviction. The offences attracting both a fine and the
imprisonment include failures to comply with the Act, failures to pay tax,
maintaining documentation or filing income returns and statements of estimated
tax, making false or misleading statements, impeding or coercing the tax
administration, offences by the authorized and unauthorized persons, offences of
aiding or abetting, etc. In case if the Tax Return File is not submitted within the
period prescribed by the Act, the late fee and interest amount will be charged at the
rate of 0.1% per year of the assessable income.

2.17 The Super Act
The Act is made super in regard to all income tax matters. No other Acts
except this Act shall be made capable to make changes, amendment and other tax

related provisions other than the provisions relating to imposition, assessment,



reduction, increment, exemption or remission of tax to be made by amending this
Act itself by annual Finance Acts.
2.18 Review of Literature

Income tax was imposed in Nepal by the first Parliamentary Government in
1959. Then after, various studies were made and researches conducted by different
individuals and institutions concerning with various aspects of this act such as the
structure, role, productivity, legal and administrative framework etc.
2.19 Research gap

Tax is the strong sources of government revenue. It plays important role in
revenue collection. To increase the revenue collection from tax the government
should either increase the tax rate on make wide coverage. If tax collection is
effective the government revenue will increase well. Tax system depends on its
legal provision and its popularity also depends on its transparency for providing a
lot of information about tax. Different researches have research on the topics of
income tax in different ways. Their objectives and analyzing system are in
different way. After studying different research paper held on "A study on revenue
collection from income tax and its practical difficulties in Nepal", the researcher
found various gap on selected topic to make this research different for other

research also analyze theoretical concepts.



Chapter 3

RESEARCH METHODOLOGY

This chapter is devoted to the research methodology applied in the study
for, the achievement for desired objectives. Both primary as well as secondary
sources of data are used to conduct this study. Opinion survey technique was
adopted while collecting primary data to find out the views of respondents
representing different groups related to Income tax. This opinion survey was opted
to find out the practical aspect of Income Tax. While conducting the opinion
survey, questionnaires were distributed to the tax experts, tax officers, business-

men and consumers in the sizeable manner in Kathmandu valley.
3.1 Research Design

To achieve the stated objectives of the study, the study of income tax act
2058 made or descriptive research where as analytical research has been carried
out in terms of role of vat in generating government revenue in Nepal. For an
empirical research, an opinion survey has been conducted. The options of various
seventy-five respondents associated with distinct denominations (groups) i.e. tax
administrators, tax experts and tax payers were collected through structured
questionnaire with reference to tax system of Nepal, major problem of tax system,
remedy to minimize corrupt practice existed in Nepalese tax administration, cause
of ineffectiveness of tax administration, the most important factor for effectiveness
of tax including necessary suggestion for achieving effectiveness of tax in Nepal.
Hence, the research methodology followed in the study can be termed as survey

cum analytical and descriptive research design.



3.2 Population and sample

In order to benefit this study 75-sample size from Pokhara is selected.
Persons included in the sample are carefully selected by consultation with tax
experts, professor and judgment of the researcher. The respondents have been
divided in to four groups. The following table shows the group of respondents and

the size or samples:
Tableno. 3.1

Groups of Respondents and size of Samples from each group

Serial Number | Group of respondents Samplesize %
1. Tax experts 25 33.33
2. Tax administrations 25 33.33
3. Tax payers 25 33.33
Total 75 100

3.3 Sourceof Data

Both primary as well as secondary source of data have been collected in
order to achieve the real and fact full result from this research. All the possible and
useful data as far available have been collected. The major sources of data are as

follows:
a) Primary data

The major tools used for the collection of primary data are distribution of a
guestionnaire to aresponsive of persons. A set of questionnaire was developed and
distributed to the selected respondents in order to get accurate and actual
information. The questionnaire was distributed to different tax group i.e. tax
experts, tax administrations and tax payers. Tax experts and tax officers are

selected from tax department, various sectors of tax officers in Pokhara and



Ministry of Law and Justice, reputed lawyers, auditors, and. intellectuals who have
knowledge and ideas about tax. Tax payers i.e. business-men and consumers are
selected from different manufacturing company trading company, department

stores, shopping center, finance company etc.
b) Secondary data

The secondary sources of data are the information serviced from books
journals, newspapers, reports and dissertations etc. The major sources of secondary
data are from economic survey and annua reports, Ministry of Finance,
Publications, Tribhuvan University, reports and records of department of taxation,
Ministry of Finance, dissertation related to tax available at library of Central
library of TU, Shanker Dev campus, publication of tax projects, publication of tax
department, economic review and indicators from Nepal Rastra Bank, world
development report, published documents of Nepal Rastra Bank and national
planning commission, books related to tax, national news paper, journals, souvenir

and news magazines, other relevant records and data related to his studies.
3.4 DataCollection procedures

A total 75 sets of questionnaire were distributed to the selected respondents
in order to get actual and accurate information. Distribution work is done
personally rather than sending by any means to get accurate and actual information

intime.
3.5 Dataprocessing and analysis procedure

The information revived from primary and secondary sources is firstly
tabulated in to separate formats systematically in order to achieve desire
objectives. After that these data are tabulated and analyzed. For the purpose of
anaysis generally smple statistical tools have been used which are simple

percentage methods, ranking methods, graphs, charts and diagrams.



Chapter 4

DATA PRESENTATION AND ANALYSIS

This is the main part of this research which can show the whole status of
Tax system and Tax collection procedure in Nepal. To describe those data we can
use primary and secondary data collection sources. In this chapter we analysis and
describe all data by using different chart and pie diagram. This Chapter focuses
the practical difficulties of tax collection system in Nepal and provides the
suggestion of different persons to make effectiveness technigue to collect tax. The
secondary datait is found that government expenditure is in increasing trends each
and every year on the other hand government receipts also increase. But the
expenditure is more them the receipts in each and every year. So there is deficit
budget in every year the sources of government receipts are mainly two sources

government revenue and foreign grants which can show detail in bellows figure.
4.1 Analysisof Secondary Data
4.1.1 Revenue collection from tax

The main source of revenue collection of government is tax revenue the
revenue collection from tax isin increasing trend. The revenue collection from tax
in fiscal year 2005/06 is Rs 71.13 hillion but in FY 2011/12 the revenue collection
IS Rs 475.43 billion it shows the revenue collection from tax is increasing trend.
Following table shows the revenue collection from tax in different year. Tax
revenue includes customs, tax on consumption and product of goods and services
land revenue and registration and tax on property profit and income. The total tax

collection during the seven year is as follows:-



Table No. 4.1

Revenue collection from tax

Rs. In Billions
Fiscal year Tax revenue
2005/06 71.13
2006/07 104.38
2007/08 134.25
2008/09 179.95
2009/10 298.08
2010/11 398.99
2011/12 475.43

Source: Economic survey 20011/12 MOF & www.ird.gov.np

From the above table the revenue collection from tax was increased from
FY 2005/06 to 20011/12. Then FY 2011/12 the above explanation can be shown in

following figure.
Figure No. 4.1

Revenue collection from tax
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4.1.2 Composition of tax revenue

Tax revenue includes the tax from customs, tax on consumption and
product of goods and services land revenue registration, tax on property profit &

income the composition of tax revenue in different year is given in following table.
Table No. 4.2

Composition of tax revenue

Rs. in million
Fiscal year | Customs Taxon Land Taxon Total
consumption | revenue property
and product | registration | profit &
of goods income
services
2005/06 | 167076 | 354338 22535 | 167268 | 711267
2006007 | 2087636 | 49058.83 417522 | 3027034 | 1049850
2007/08 | 26850.09 | 63099.85 537020 | 3893395 | 134297
2008/09 | 3239107 | 8457699 | 719804 | 5578482 | 1799909
200010 | 5961750 | 14904375 | 894262 | 8048363 | 220007
2010/11 | 8777842 | 19949640 | 7979.86 | 103738.12 | 2200028
201712 | 10450612 | 23771845 | 950874 | 12361359 | 474369

Source: Economic survey 2011/12, MOF.

In Nepal the major sources of government revenue is tax revenue. In the tax
revenue the major sources of tax is custom tax which includes. Imports, exports,
Indian excise returned and others. Another major source of tax is tax on
consumption product goods and services which includes exercise on industrial

products and value added tax. Another source of tax is tax on income tax from



public enterprises income tax from semi-public enterprises, income tax from
private corporate bodies and income tax from individuals. Tax from remuneration,
House and land tax, vehicle tax, tax on interest and others. The tax collection from
different year in different year in shown in above table which shows the every

sources of tax is in increasing trend the above data can be shown in following

figure.
Figure No. 4.2
Composition of tax revenue
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4.1.3 Composition of tax revenue and non tax revenue

Tax revenue includes tax from customs, tax on consumption and product of goods
and services land revenue and registration and tax on property, profit and incomes.
Non tax revenue includes charges. Fees, fines and forfeiture, receipts from sale of

commodities and services dividend, Royalty and sales of fixed assets, principal



and interest payment and miscellaneous. The composition of tax revenue and non

tax revenue of government in different year in given in following tables:-
TableNo. 4.3

Composition of tax revenue and non tax revenue

Rs. in million
Fiscal year Tax revenue Non tax revenue | Total revenue
2005/06 71126.7 16585.8 87712.15
2006/07 1043805 16700.88 121081.93
2007/08 13425501 18795.7 153050.71
2008/09 179950.9 21504.13 201545.03
2009/10 2980817.5 23609.03 321696.53
2010/11 398992.8 28795.26 427783.06
2011/12 4754369 32496.85 507933.75

Sources. Economic survey 2011/12, MOF.

From the above table it is clear that the mgor of part of total revenue is tax
revenue. The revenue from tax in year 2005/06 was Rs.71126.7 million and from
non tax revenue was 16585.8 million similarly the revenue from tax in fiscal year,
2006/07, 2007/08, 2008/09, 2009/10, 2010/11 and 2011/12 Rs. 104380.5, Rs.
134255.01, Rs. 179950.9, Rs. 298087.5, Rs.398992.8, and Rs. 475436.9 million
respectively. Similarly revenue collection from non tax were in fiscal year
2006/07, 2007/08, 2008/09,2009/10, 2010/11 and2011/12 were Rs. 16700.88
million, Rs. 18795.7 million, Rs. 21594.13 million, Rs. 23609.03 million, Rs.
28795.26and Rs. 32496.85 respectively. This explanation can be shown in

following figure.



Figure No. 4.3

Composition of tax and non tax revenue
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4.1.4 Revenue collection from Income Tax

Income tax is the main source of revenue for the government. Income tax
includes Corporate tax, Individual tax and Interest tax. Corporate tax includes
Income tax from Public Enterprises, Income tax from Semi-public Enterprises and
Income tax from Private Corporate bodies. Individual tax includes income tax
from Individual and Income tax from remuneration, Interest tax includes tax
related to Interest Income.

In the fiscal year 2005/06 revenue collection from Income tax was Rs.
15034.0 Millions and in Fiscal year revenue from Income tax is increased to Rs.
90045.25 Millions. The following table shows the revenue collection from income

tax in different year.



TableNo. 4.4

Revenue collection from Income Tax

Rs. in million
Fiscal year Amount
2005/06 15034.0
2006/07 19995.22
2007/08 27193.50
2008/09 37527.03
2009/10 52162.57
2010/11 75235.82
2011/12 90045.25

Source: Economic Survey 2011/12, MOF& www.ird.gov.np

The trend of revenue collection from Income tax can be shown in following

figure. Figure No. 4.4

Revenue Collection from Income Tax
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4.1.5 Composition of Income Tax

Income tax includes Income tax includes Corporate tax, Individual tax and

Interest tax. Corporate tax includes Income tax from Public Enterprises, Income



tax from Semi-public Enterprises and Income tax from Private Corporate bodies.

Individual tax

includes income tax from Individua and Income tax from

remuneration, Interest tax includes tax related to Interest Income.

The composition of Income Tax in different year is given in following

table:- Table No. 4.5
Composition of Income tax
Rs. in million
S| Heading/ |2005/6 | 2006/7 | 2007/8 | 2008/9 | 2009/10 | 2010/11 | 2011/12
Fiscal Year

1 | Income tax
from Public
Enterprises

1019.7 | 1399.42 1263.22 | 1003.24 1259.51 | 432050 | 2121.38

2 | Income tax
from Semi-
Public

Enterprises

0.0 0.0 0.0 0.0 0.0 0.0 0.0

3 | Income tax
from Private
Corporate
Bodies

5717.1 | 6798.61 8886.12 | 12882.8 18127.1 23841.4 | 28045.4

4 | Income tax
from
Individuals

5234.4 | 7598.18 11333.5 | 15760.2 20217.7 30975.2 | 37105.2

5 | Income tax

2007.9 | 3199.23 4350.96 | 6004.32 8346.01 12111.3 | 17834.2

from
Remuneratio
n
6 | Taxon 1054.9 999.76 1358.67 | 1876.35 2608.13 3987.35 | 4939.09
Interest
Total 15034. | 19995.2 271935 | 37527.0 52162.6 75235.8 | 90045.3

Source: Economic Survey 2011/12, MOF & www.ird.gov.np



The above table shows the consumption of Income tax revenue in different
fiscal year. The above explanation can be shown in figure; the following figure

shows the composition of Income tax revenue in different fiscal year.
Figure No. 4.5

Composition of Income tax revenue
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4.1.6 Contribution of Incometax to Total Revenue

The government total revenue includes Tax revenue and Non tax revenue.
Tax revenue includes Tax from customs, Tax on consumption and products of
Goods and Services, Tax from Land revenue and registration, Tax on property
profit & Incomes. Similarly Non tax revenue includes charges, fees, fines and
Forfeiture, Received from sales of commodities and Services, Dividend, Royalty
and sales of Fixed assets, Principle and Interest payment and Miscellaneous items.
Income tax is one part of Total revenue. The contribution of Income tax on the

Total revenuein different year is given below:



Table No. 4.6

Contribution of Incometax to Total revenue

Rs. inmillion
Fiscal Year Total Revenue IncomeTax | % of Incometax to
Total Revenue
2005/06 87712.15 15034.0 17.15
2006/07 121081.93 19995.22 16.52
2007/08 153050.71 27193.50 17.77
2008/09 201545.03 37527.03 18.62
2000/10 32169653 5216257 16.22
2010/11 427783.06 7523582 17.59
2011/12 507933.75 90045.25 17.73

Source: Economic Survey 2010/11, MOF.

In fiscal year 2005/06; the contribution of Income tax to total revenue was
17.15%. Similarly in fiscal year 2006/07, fiscal year 2007/08, fiscal year 2008/09,
fiscal year 2009/10, fiscal year 2010/11 and fiscal year 2011/12 were 16.52%,
17.77%, 18.62%, 16.22%, 17.59% and 17.73% respectively. Above table showsin
an aggregate the contribution of Income tax on total revenue is 17.37%. The

explanation can be shown in following figure.



Figure No. 4.6

Contribution of Incometax to Total revenue
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4.1.7 Contribution of Incometax to Total tax revenue
Total Tax revenue includes Tax from customs, Tax on consumption and

products of Goods and Services, Tax from Land revenue and registration, Tax on
property profit & Incomes. So, Income tax is one of the components of Total tax
revenue. The contribution of Income tax on the Total tax revenue is in average
19.53%. The following table shows the contribution of Income tax to total tax

revenue in different year.



Table No. 4.7

Contribution of Incometax to Total tax revenue

Rs. in million

Fiscal Year | Total Tax Revenue | IncomeTax | % of Incometax to

Total Tax Revenue
2005/06 71126.7 150340 21.14
2006/07 104385.5 19995.22 1916
2007/08 134259.7 27193.50 20.26
2008/09 179950.9 37527.03 20.86
2009/10 298087.5 52162.57 1750
2010/11 398992.8 75235.82 18.86
2011/12 475436.9 90045.25 18.94

Source: Economic Survey 2011/12, MOF.

In fiscal year 2005/06; the contribution of Income tax to total tax revenue
was 21.14%. Similarly in fiscal year 2006/07; fiscal year 2007/08; fiscal year
2008/09; fiscal year 2009/10; fiscal year 2010/11; fiscal year 2011/12 were
19.16%, 20.26%, 20.86%, 17.50%, 18.86% and 18.94% respectively. Above table
shows in an aggregate the contribution of Income tax on total tax revenue is

19.53%. The explanation can be shown in following figure.



Figure No. 4.7

Contribution of Incometax to Total tax revenue
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4.1.8 Government expenditure

Government expenditure includes the recurrent expenditure, capita
expenditure and principal payment. In the fiscal year 2005/06 the total government
expenditure is Rs. 110889.20 million which includes recurrent expenditure Rs.
67017.80 Million, Capital expenditure is Rs. 29606.60 million and principal
payment is Rs. 14264.80 million. In fisca year 2011/12 the government
expenditure is Rs. 323357.41 million, which includes recurrent expenditure Rs.
192725.50 million, capital expenditure Rs 112375.21 million and principal
payment Rs. 18256.70 million. The following table shows the government

expenditure in different fiscal year.



Table No. 4.8

Government expenditure

Fiscal year Government expenditure Total
Recurrent Capital Principal
expenditure | expenditure payment
2005/06 67017.80 29606.60 14264.80 110889.20
2006/07 77122.40 39729.90 16752.50 133604.80
2007/08 91446.90 53516.10 16386.90 161349.90
2008/09 127738.90 73089.00 18834.10 219662.00
2009/10 151019.10 90237.70 18432.30 259689.10
2010/11 170295.40 107847.50 17220.50 295363.40
2011/12 192725.50 112375.21 18256.70 323357.41

Source: Economic Survey 2011/12, MOF.
The above explanation can be shown in following figure.
Figure No. 4.8
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4.1.9 Government Receipts

Government receipts include the total tax and non tax revenue and foreign

grants. The main source of government receipts is revenue. Total government

receipts in fiscal year 2005/06 was Rs. 84513.90 million which includes Rs.

70122.7 million from revenue and Rs. 14391.2 million from grants. Similarly total

government receipts in different fiscal year and its composition is given in

following tables.

Table No. 4.9

Government receipts

Rs. in million
Fiscal year Revenuereceipts | Foreign grants Total receipts
2005/06 70122.7 14391.2 84513.90
2006/07 72282.1 13827.5 86109.60
2007/08 87712.10 15800.80 103512.90
2008/09 107622.50 20320.70 127943.20
2009/10 143474.50 26382.80 169857.30
2010/11 179945.80 38545.90 218491.70
2011/12 199819.00 45922.20 245741.20

Source: Economic Survey 2011/12, MOF.

Government receipts from revenue and foreign grants in different year can

be shown in figure. Following figure shows the total receipts from revenue and

foreign grantsin different fiscal year.



Figure No. 4.9

Government receipts composition

300000

250000 = = == = == === m i mm e m e m e m oo

200000 = === === === === === --------— - ---

ElSOOOO- ——————————————————————————————— --- ---
T e - S S -
-annER

0 . . . . : :

2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

GowarTrma © R—aEcsin ==
N4l

Fiscal Year

B Revenue Receipts O Foreign Grants

4.1.10 Compar ative study of gover nment receipts and expenditure

Government collect's revenue from different sources; they are tax revenue,
non tax revenue and foreign grants. Government expenditure head mainly are
recurrent expenditure, capital expenditure and principal repayment. Government
collects revenue and grants and expenses in different heads. If receipt is more than
expenditure there is surplus, if expense is more than revenue there is deficit.
Following table shows the government receipts, expenditure and surplus & deficit

relation.



Table No. 4.10

Compar ative study of government receipts and expenditure

Rs. inmillion
Fiscal year Expenditure Receipts Surplus (+) / deficit (-)
2005/06 110889.20 86109.6 -24779.60
2006/07 133604.60 103512.90 -30091.70
2007/08 161349.90 127943.20 -33406.70
2008/09 219662.00 169857.30 -49804.70
2009/10 259689.10 218491.70 -41197.70
2010/11 295363.40 245741.20 -49622.20
2011/12 342615.60 286485.60 -56130.00

Source: Economic survey 2011/12, MOF.

The above table shows the relation between government expenditure and
government revenue. The table clearly shows the government expenditure is more
than government receipts in and every year. Every year is deficit because
expenditure is more than receipts. The deficit in fiscal year 2005/06, FY 2006/07,
FY 2007/08, FY 2008/09, FY 2009/10, FY 2010/11 and FY 2011/12 was Rs. -
24779.6 million, Rs. -30091.7 million, Rs. -33406.70 million, Rs. -49804.70
million, Rs. -41197.70 million, Rs. -49622.20 million, Rs. -56130.00 respectively.

The above explanation can be shown in following figure also.



Figure No. 4.10

Trend of Deficit
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4.1.11 Exemption Limit in Nepal

Exemption limit directly influence income tax revenue collection. Taxpayer
having low tax paying capacity should exclude from the tax net for the social
justice and economic balance between rich and poor. The exemption limit
provided in the various years is presented in the table 4.12. In the earlier time,
there was equal amount of exemption to all the taxpayers i.e. individual, couple,
family and corporate bodies. Exemption limit to all taxpayers was Rs. 7000 in the
FY 1959/60 to FY 1962/63. The exemption limit to the corporate taxpayer was
curtailed from the FY 1965/66. The exemption limit to the couple and family was
equal each year except FY 1967/68 to FY 1973/74 and FY 1975/76 to FY 1978/79.
The exemption limit to the family was Rs. 6000 in the FY 1967/68 to FY 1973/74
whereas it was RS. 4500 to the couple. The exemption limit to couple and family
was Rs. 6500 and 7500 respectively in the FY 1974/75 and it was further extended
by Rs. 1000/1000 for the fiscal year 1976/77 to 14978/79. From the table, it is

clear that exemption limit is extended according to need of time and income



condition. At present time, individual having the taxable income up to Rs. 160,000

are exempted from tax and that for couple is Rs. 200,000.

Note that if it is pension income of a resident person, the exemption limit

would be exemption amount plus 25 percent of exemption amount.

TableNo. 4.11
Exemption Limit in Nepal

From fiscal year 1959/60-2011/12

Fiscal Year Individual Couple All taxpayers
1959/60-1962/63 - - 7000
1963/64-1964/65 - - 6000
1965/66-1966/67 - - 5000
1967/68-1973/74 3000 4500 -

1974175 4500 6000 -
1975/76 5500 6500 -
1976/77-1978/79 6500 7500 -
1979/80-1980/81 7500 10000 -
1981/82-1982/80 10000 15000 -
1983/84-1989/90 15000 20000 -
1990/91-1991/92 20000 30000 -
1992/93-1996/97 25000 35000 -
1997/98 30000 40000 -




1998/99 40000 50000 -
1999/00 55000 75000 -
2000/01 55000 75000 -
2001/02 65000 85000 -
2002/03 65000 85000 -
2003/04 80000 100000 -
2004/05 80000 100000 -
2005/06 100000 125000 -
2006/07 125000 140000 -
2007/08 125000 140000 -
2008/09 150000 185000 -
2009/10 150000 185000 -
2010/11 160000 200000 -
2011/12 160000 200000 -

Source: Finance Acts of Various year, Ministry of Finance

4.2  Analysisof primary data
4.2.1 Introduction

The survey result has been conducted to find out the various aspects of
income tax in Nepal. The structured questionnaire was prepared and distributed for
this purpose. The opinion of the various 75 respondents associated with distinct
denominations i.e. tax administration, tax expert and tax payers were collected.
The questionnaire has covered role of income tax, major problem of income tax

system, problems facing by tax payer, the most important factors for the



effectiveness of income tax system in Nepa (see the format of questionnaire in
appendix 1). The respondents were asked either to response yes/no or for ranking
of choices according to no of aternatives where first choice was the most
important and last choice was least important. Number of respondents in each
denomination is equal 25. Information received from the respondents are tabulated
and analyzed in the proper way.

Table No. 4.12

Group of Respondents and Number from each Group

S.N. Groups of Respondents No.
1 Groups tax administrators 25
2 Income tax experts 25
3 Income tax payers 25

Total 75

Source: Estimated figure

4.2.2 Result of Empirical investigation

4.2.2.11ncome tax as suitable means of raising government revenue:

To know whether income tax as a suitable means of raising government
revenue in Nepal, a questions was asked "Do you consider that income tax is the
suitable means of raising government revenue in Nepa?' The respondent's

responses are tabulated in the following table.



Table No. 4.13

Income tax as a suitable means of raising revenue

Response Yes No Total
Respondent No. | Percentage | No. | Percentage | No. | Percentag
e
Tax Administrator 24 96 1 25 100
Tax Expert 24 96 1 25 100
Businessmen 22 88 3 12 25 100
Total 70 93.3 5 20 75 100
Figure No. 4.11

Income tax as a suitable means of raising revenue

From the opinion survey, it is found that 96 percent of tax administrators
and tax experts and 88 percent of taxpayers recognize income Tax as a suitable
means of raising government revenue. Only 4 percent tax administrators and tax
expert and 12 percent tax payer does not recognize. In aggregate, 93.40 percent
respondent recognized and 6.60 percent does not recognized income tax as a
suitable means of raising government revenue in Nepal. Thus, it is concluded that

income tax is a suitable means of raising government revenue in Nepal.



4.2.2.2Need of public awareness program

To known the respondents view towards public awareness program the
guestions was put "Do you think that public awareness program is necessary in
Nepal for raising the government revenue?' opinion result summarized in the
following table.

TableNo 4.14

Need of public awareness program

Response Yes No Total
Respondent
No. | Percentage | No. | Percentage| No. | Percentage

Tax 25 100 - - 25 100
Administrator

Tax Expert 25 100 - - 25 100
Tax payer 25 100 - - 25 100
Totd 75 100 - - 75 100

Source: Field survey 2012.

All of the samples of tax administration, tax experts and tax payer approved
that public awareness program are necessary in Nepal for raising government
revenue. Thus, it can be concluded that public awareness program is very much

necessary for raising Nepalese government revenue.
4.2.2.3Contribution of Income Tax Revenue

Income tax has contributed about 20 percent to public revenue in Nepal. It
is blamed that contribution of income tax to national revenue is not satisfactory. To
know the fact, the question was asked to respondent "In your opinion, is
contribution of income tax to national revenue of Nepal satisfactory?' Opinion

result is presented in the following table.



Table No. 4.15

Satisfactory Contribution of Income Tax Revenue

Response Yes No Total
Respondent
No. | Percentag | No. | Percentag | No. | Percen

e e tage
Tax Administrator 2 8 23 92 25 100
Tax Expert 3 12 22 88 25 | 100
Tax payer - - 25 100 25 100
Total 5 6.7 70 93.3 75 | 100

Source: Field survey 2012.

Figure No. 4.12

Satisfactory Contribution of Income Tax Revenue

Only 8 percent of tax administrators and 12 percent of taxpayers approve
that income tax contribution to public revenue is satisfactory. But cent percent tax

payers argue that contribution of income tax to national revenue in Nepa is



unsatisfactory. In aggregate, 6.7 percent respondents argue that Nepalese income

tax contribution is satisfactory.

4.2.2.4Reasons for low contribution of I ncome Tax

In order to know the major reasons for lower contribution of income tax,

next question was asked, "If no, what are the mgor reasons." The respondents

were requested to rank their choice from 1 to 5 according to preference.

Table N0.4.16

Reasonsfor L ow contribution of Income Tax to National Revenue

Method Total points Recelved - Rank
o o
z Tax Tax | Tax | Tota %
Expert ayer Q
Administrator P Py ®
1 | Defective of 90 73 99 262 24.95 4
Income Tax Act
2 | Mass poverty 43 80 49 172 16.38 2
and low income
level
3 | Increasing habit 45 34. 77 156 14.86 1
of tax evasion
4 | Inefficient 99 52 42 193 18.38 3
income tax
administrator
5 | Inappropriate 68 91 108 267 25.43 5
rate and
exemption limit
Tota 1050 100

Source: Field survey 2012.



In table rank 1 is given to the lowest percentage and 5 to the highest. Here
lowest percentage is obtained by the method which is regarded highly appropriate
by the respondents. In the questionnaire, the respondents were requested to given
number 1 to the most appropriate of last to the least appropriate.

From the above table, the magjor reasons for low contribution of income tax

to national revenue ranked in order of preference of the respondents are as follows:

1. Increasing habit of tax evasion

2. Mass poverty and low income level

3. Inefficient income tax administration
4. Defective income tax act

5. Inappropriate rate and exemption limit
4225 Contribution of Direct Tax

Direct tax includes tax on poverty, tax on income, tax in interest and other
taxes. The contribution of direct tax to nation revenue is about 22 percent in

average.

To know whether the contribution of direct tax to national revenue is
effective or not, a question was asked, "Do you think that contribution of direct tax

to total revenueis effective?' The responses are tabulated in following table.



Table No.4.17

View towar ds Effective Contribution of Direct Tax

Response Yes No Total
Respondent
No. | Percentage | No. | Percentage| No. | Percent

age

Tax Administrator 6 24 19 76 25 100

Tax Expert 12 48 13 52 25 100

Tax payer 8 32 17 68 25 100

Total 26 34.6 49 65.3 75 100

Source: Field survey 2012.

Figure No. 4.13

Viewstowards Effective Contribution of Direct Tax

Only 24 percent of tax administrator 48 percent of tax expert and 32 percent
of taxpayer recognized the contribution of direct tax to total revenue is effective.

65.3 percent respondent did not approve that contribution of direct tax to total




revenue is effective. From this opinion, it can be concluded that the contribution of

direct tax to total revenue is not effective.
4.2.2.6Appropriateness of Exemption and Deduction

Adeguate exemption and deduction is necessary to promote the business
enterprises. Many exemption and deduction are provided by "Industrial Enterprises
Act, 2049" and "Income Tax Act, 2058". The question "Are exemption and
deduction provided by Act appropriate?' was asked to find out the opinion of the
respondent regarding the exemption and deduction. Opinion result is summarized

in the table.
Table No 4. 18

Appropriateness of Exemption and Deduction

Response Yes No Total
Respondent
No. | Percentage | No. | Percentage | No. | Percentag
e

Tax Administrator 3 12 22 88 25 100
Tax Expert 5 20 20 80 25 100
Tax payer 2 8 23 92 25 100
Total 10 13.3 69 86.6 75 100

Source: Field survey 2012.

Only 13.3 percent of respondent agree with present exemption and
deduction. But large figure i.e., 86.6 percent respondents disagree with the present
exemption and deduction.



4.2.2.7Appropriate Method of | ncome Tax Assessment

Revenue collection from income tax aso depends on the income tax
assessment procedures. Therefore, assessment procedure should be appropriate and
effective. A question, "Which income tax assessment method is more appropriate
in Nepal?' was asked to know the respondents opinion about appropriate method
of income tax assessment. The response is presented in the table below.

Table No. 4.19

Appropriate Method of | ncome Tax Assessment

SN. Methods Tax Tax Tax Total | Percent
Administrator | Expert Payer

1 | Sdf 18 23 25 66 88
Assessment

2 | Jeopardy - 2 - 2 2.6
Assessment

3 | Amended 7 - - 7 9.3
Assessment
Total 25 25 25 75

Source: Field survey 2012.

88 percent respondents approved self-tax assessment method is more
appropriate to assess income tax. 2.6 percent respondents are in favor of jeopardy
assessment and 9.3 percent in favor of amended assessment. The respondent
category that is most in favors of self-assessment is taxpayers. From the above
opinion, it can be concluded that self-tax assessment method is more appropriate
while assessing income tax to collect large amount of revenue through income tax.
But during the survey, the opinion of one of the respondent was that, these are not

mutually related. So they all are equally important.

4.2.2.8 Attitude toward Problemsin Paying I ncome Tax



To know the problems facing by the taxpayers while paying income tax, the
respondents were requested to rank their choice from 1 to 5 according to their
preference. The question was, "In your thinking, what types of problems are facing
by the tax payer while paying income tax." Responses received from respondents

are tabulated in the table.

TableNo. 4. 20
Problemsin Tax Paying

S.N. Problems Points Received Percent | Rank

Tax Tax Tax | Total
Administrator | Expert | payer

1 | Consuming 76 92 113 281 24.98 5
unnecessary
time

2 | Expectation of 80 81 61 222 1973 2
illega
incentives by
tax personnel

3 | Vague 58 37 51 146 12.98 1
provision in
income tax
laws

4 | Lengthy 70 88 94 | 252 | 2250 | 4
process

5 | Lack of 91 77 56 224 19.90 3
cooperation by
tax
administrator

Total 1125 | 100.00

In table no. 4.16. Rank 1 is given to the lowest percentage and 5 to the
highest. Here lowest percentage is obtained by the problem which is treated as the



important problem by the respondents. In the questionnaire, the respondents were
requested to give number 1 to the most appropriate of last to the least appropriate.

From the table, the major problems facing by the taxpayer while paying
income tax ranked in order of preference of the respondents are as follows.

1. Vague provision in income tax laws

2. Expectationsillegal incentivesto the personnel

3. Lack of co-operation by tax administrator

4. Lengthy process

5. Consuming unnecessary time

4.2.2.9Reasonableness of Existing Provision of Fines and Penalty

Fines and penalty also play significant role to reduce the tax evasion and
illegal activities and make morality to the tax payer. To know the views of
respondents about the find and penalty, the respondents were requested to tick
yes/no option. The question was, "Are the provisions of fines and penalty under
the Nepalese tax system reasonable?' The opinion of respondents tabulated in the
table.

TableNo.4.21

Reasonableness of existing Provision of Fines and Penalty

Response Yes No Total
Respondent No. | Percentage | No. | Percentage | No. | Percent
age
Tax Administrator 19 76 6 24 25 100
Tax Expert 18 72 7 28 25 100
Tax payer 4 16 21 84 25 100
Total 41 54.6 34 45.3 75 100

Source: Field survey 2012.

54.6 percent respondents are in favor of present provisions of fines and

penalty but 45.3 percent respondent is against the present provisions of fines and



penalty. Out of totals taxpayer respondent, the highest 84 percent are against the

present fine and penalty.

In order to know reasons of unreasonable fine and penalty provisions, the
next gquestion was asked, "If no, how should it be made reasonable?' Views of
respondents are tabulated in the table.

Table No. 4.22

Reasonable Fine and Penalty Rate

Respondents By Increasing By Decreasing Total
Tax Administrator 6 100 - - 6 100
Tax Expert 7 100 - - 7 100
Tax Payer 4 19 17 81 21 100
Total 17 73 17 27 34 100

Source: Field survey 2012.

73 percent of the respondents, who were against percent fines and penalty,
gave their view for increasing fine and penalty and 27 percent gave view in the
favor of decreasing rate. The unsatisfied tax administrators and tax experts are

totally in favors of increasing fines and penalty.
4.2.2.10 Soundness of Income Tax System in Nepal

To known the respondents view regarding soundness and efficient of
income tax system in Nepal, a question, "In your opinion is income tax system of

Nepal sound and efficient”? Was asked the responses are tabulated in the table.

Table No. 4.23



Soundness of Income Tax System in Nepal

Response Yes No Total
Respondent
No. | Percentage | No. | Percentage| No. | Percentage
Tax Administrator 11 44 14 56 25 100
Tax Expert 3 12 22 88 25 100
Tax payer - - 25 100 25 100
Total 14 18.6 61 81.3 75 100

Source: Field survey 2012.
Figure No. 4.14

View towardsincome tax system in Nepal

Yes 19%

81.3 percent respondent approve that income tax system of Nepal is not
sound and efficient. Only 18.6 percent respondents approve soundness and

efficient tax system of Nepal.

42211 Effectiveness of I ncome Tax Administration



To know the respondents view regarding effectiveness of income tax
administration in Nepal a question, "Do you agree that Nepalese income tax
administration is effective?' was asked. The responses are tabulated in the
following table.

TableNo. 4. 24

Effectiveness of Income Tax administration in Nepal

Response Yes No Total
Respondent
No. | Percentage | No. | Percentage | No. | Percentage
Tax Administrator 17 68 8 32 25 100
Tax Expert 3 12 22 88 25 100
Tax payer - - 25 100 25 100
Total 20 26.6 55 73.3 75 100

Source: Field survey 2012.

From the table it has been clear that Nepalese income tax administration is
not effective. Most of the respondents i.e. 73.3 percent of respondents recognize it
ineffective. The high percentage of respondent who are in favors of Nepalese tax

administration is the tax administrators themselves.
4.2.2.12 Suitable Tax Rate in Nepal

In order to find out the suitable income tax rate system in Nepal,
respondents were requested to select any one among the three aternatives. The
guestion was "In you opinion, which income tax rate is suitable for Nepal?' The

responses are tabulated in the table.

Table No. 4.25



Suitable Tax Ratein Nepal

S.N. Methods Tax Tax Tax Total | Percent
Administrator | Expert Payer
1 | Progressive 20 25 15 60 80
2 | Proportiona 5 - 10 15 20
3 | Regressive - - - - -
Total 25 25 25 75

Source: Field survey 2012.

From the table it is clear that, 80 percent of respondents prefer progressive

income tax rate in Nepal. So, it can be concluded that progressive tax rate is most

suitable means of tax rate in Nepal.

4.2.2.13

Most important factors for effectiveness of Income Tax

The respondents were requested to rank their choice from 1 to 5 according

to their preference to know the opinion of the respondents' view regarding to

important factors for effectiveness of income tax in Nepal. A question, "In your

opinion, what is the most important factor for effectiveness of income tax in Nepal

to raise government revenue?’ was asked. Responses are summarized in table.

Table No. 4. 26




Most important factorsfor effectiveness of Income Tax

S.N. Factors Points Received Perce | Rank
nt
Tax Tax Tax | Total
Administrator | Expert | payer

1 | Clear Act, 79 70 90 239 | 21.24 4
Rules and
Regulations

2 | Conscious and 31 65 55 151 | 13.42 1
honest tax
payers

3 | Morad and 60 75 45 180 | 16.00 2
honest tax
officers

4 | Effective tax 98 60 70 228 | 20.27 3
administration

5 | Politica  non 107 105 115 327 | 29.10 5
interruption
Total 1125 | 100.0

Source: Field survey 2012.

In table rank 1 is given to the lowest percentage and 5 to the highest. Here
lowest percentage is obtained by the factor which is regarded highly appropriate by
the respondents. In the questionnaire, the respondents were requested to give
number 1 to the most appropriate of last to the least appropriate.

The important factors for effectiveness of income tax in Nepal according to

the preference of the respondents were as follows:
1. Conscious and honest tax payers

2. Moral and honest tax officers



3. Effective tax administration
4. Clear act, rules and regulation
5. Political non interruption

4.3 Major findingsof the study

After analyzing the data from primary and secondary sources we get some
important findings about income tax and its difficulties in collection and improved
such kind of findings are as follows.

4.3.1 Findingsfrom the secondary data

Government expenditure is in increasing trend. In fiscal year 2005/06 total
expenditure of government was Rs. 110889.20 millions, 2008/09 the total
expenditure Rs. 219662.00 millions similarly in fiscal year 2011/12 the total
government expenditure was Rs. 342615.60 millions. It shows the government
expenditure isincreasing each and every year.

Government expenditure includes recurrent expenditure, capital expenditure
and principal payment. And government receipts include revenue and
foreign grants. If government expenditure is equal to government received
that is balance budget. If receipts is more than expenditure that is surplus
budget. And if receipts is less than expenditure that is deficit budget. In
Nepal, each and every year's expenditure is more than revenue. That is

deficit budget.

Government receipts include revenue and foreign grants. The main source

of receiptsis revenue which is more than 80% in total receipts.

Total receipts in fiscal year 205/06 was Rs. 84513.90 million similarly in
fiscal year 2006/07, 2007/08, 2008/09, 2009/10, 2010/11 and 2011/12 was
Rs. 86109.60 million, Rs. 103512.90 million, Rs. 127943.20 million, Rs.
169857.30 million, Rs. 218491.70 million, Rs. 24574120 million
respectively.



In Nepal the government expenditure is more than government revenue so
there is deficit budget the deficit amount of different fiscal 2005/06 was Rs
24779.60 million and in 2006/07 Rs. 30091.70 million, in fiscal year
2007/08 was Rs. 33406.70 million in fiscal year 2008/09 was Rs. 49804.70
million

similarly in fiscal year 2009/10 was Rs. 42297.70, FY 20010/11 and FY
2011/12 was Rs. 49622.20 million and Rs. 56130.00 million respectively.

The deficit budget does not play important role in the economy so the
government should increase the receipts. To increase the total receipts the
government should collect more revenue from tax because foreign grants is

not good way to raise the revenue.

Nepalese government revenue is the composition of direct tax revenue and
indirect tax revenue the direct tax revenue is in decreasing trend the indirect

tax revenue play the dominant role in the economy.

The main sources of tax revenue is tax from customs, tax on consumption
and product of goods and services, land revenue and registration and tax on

property, profit and income.

Total tax collection in FY 2005/06 Rs. 71126.7 million, in FY 2006/07 Rs.
104380.5 million in FY 2007/08 Rs 134255.01 million, in FY 2008/09 Rs.
179951.05 million, similarly in FY 2009/10, FY 2010/11 and FY 2011/12
was Rs. 298085.01 million, Rs. 398991.05 million and 475435.35 million
respectively.

Tax collection from customs includes tax from imports, exports, Indian
excise duty and others. Tax collection from customs in fiscal year 2005/06
was Rs. 16707.60 million, similarly in FY 2006/07, FY 2007/08, FY
2008/09, FY 2009/10,FY 2010/11 and FY 2011/12 were Rs. 20876.36



4.3.2

million, Rs. 26850.09 million, Rs. 32391.07 million, Rs. 59617.50 million,
Rs. 87778.42 million and Rs. 104596.12 million respectively.

Tax collection from consumption product of good and services in FY
2005/06 to FY 20011/12 were Rs. 35438.8, Rs. 49058.83, Rs. 63098.85
million, Rs 84576.99 million, Rs. 149043.75 million, Rs. 199496.40 million
and Rs. 237718.45 million respectively. This shows the revenue collection

from consumption product is higher than other tax sources.

Income tax collection from property, profit and income in FY 2005/06was
Rs. 16726.8 million in FY 2006/07 was Rs. 30270.34 million in FY
2007/08, Rs. 38933.95 million similarly in FY 2008/09 FY 2009/10, FY
2010/11 and FY 2011/12 were Rs. 55784.82 million, Rs. 80483.63 million,
Rs. 103738.12 million, and Rs. 123613.59 million respectively.

Income tax exemption limit in Nepal was Rs. 7000 for all taxpayer in FY
1959/60 but at present income tax exemption limit is Rs. 160,000 for
individuals and Rs. 200,000 for couples and family in FY 2011/12. The
exemption limit is not provided for partnership firms, corporation and non-
residents. It is found that exemption limit has been changed on the need of

time and income.

Increment in the number of taxpayers is very much essential in order to
broaden the tax base. Number of registered income taxpayers in Nepal for

the FY has reached whileit'sin the previous year.
Findings from the study of primary data

An opinion survey has been conducted in order to find out the role of

income tax in Nepal and some other aspects of income tax. From the opinion

survey with tax administrators, tax experts and taxpayers, the following findings

have been drawn.

Income tax is the suitable means of raising government revenue.



Public awareness program is necessary to increase tax consciousness and

raising the government revenue.

Mass poverty and low income level, increasing habit of tax evasion,
inefficient income tax administrations etc are the major reasons for the Low

contribution of income tax to national revenue.
Contribution of direct tax to total revenue is not effective.

Exemption and deduction should be increased to promote the special

industry and export.

To increase the voluntary compliance by taxpayer, self-assessment method

Is the appropriate method while assessing the income tax.

Lengthy process, vague provision in income tax laws, consuming
unnecessary time etc are the major problems facing by the taxpayer while

paying the tax.

The fines and penalty under the Nepalese tax system are not reasonable and

it should be increase to discourage tax evader and illegal activities.
Income tax system of Nepal has not reached at the satisfactory level yet.

The current income tax administration is not running satisfactorily and is

not efficient.

Progressive income tax rate is considered as the suitable means of tax in

Nepal.

Clear act, rules and regulation, effective tax administration are the most

important instruments for effectiveness of income taxation in Nepal.



Chapter 5
SUMMARY, CONCLUSION AND RECOMMENDATION

51 Summary

The government of any country requires sufficient revenues to lunch the
development programs to handle the daily administration to keep peace and
security and the lunch other public wale fare programs. The government collects
revenue from various sources such as, taxes, fees, special assessment, fine and
penalties, foreign grants etc. Among them tax is the main source of collecting the
public revenues because it occupies the most important part of the government

treasure.

Tax is the compulsory payment to the government from a person according
to law. Tax is the contributed to the government without expectation of the direct
benefit in the board sense there are two types of taxes direct and indirect tax
income tax, gift tax, interest tax, property tax, vehicle tax, house & land tax,
contract tax etc are the example of direct tax export/import duty, excise duty, sales
tax, value added tax, entertainment tax, hotel tax, passenger tax are example of

indirect tax.

For the tax purpose the determination of when a person derives an amount
or incurs expenses in made according to Generally Accepted Accounting Principle
(GAAP) considering the provisions made by the act. As per the law natural person
is required to maintain the accounts on the cash basis. A company is required to
maintain its accounts on an accrua basis within the framework of GAAP other
entity operating business or having investment may adept either cash or accrual
basis for maintaining its accounts. Similarly a natural person operating business
may adopt either cash or accrual basis unless the department prescribes otherwise

by written notice.



Income tax act 2058 intends to bring al the incomes in to the tax net.
However certain incomes of some individuals or entities are especially exempt
from income tax by the law. Further more the act had provided the facilities of

relaxing with the concession tax rate for specified individuals or entities.

Income tax assessment refers to the procedure of ascertaining the taxable
income and tax liability of a person and tax payable by a person. Income tax is
assessed adopting different methods the methods of tax assessment practiced in

Nepal are self assessment, jeopardy assessment and amended assessment.

To fulfill the general objective of this study different source of data are use
to find out the accurate and actual conclusion. Mainly the secondary data are
collected from economic survey, published by ministry of finance Nepal
government annual report published by Inland Revenue department and other
publicities. And primary data are use from field survey in different area of

Katmandu valley.

By analyzing the primary data and secondary data it is found that
government expenditure is in increasing trends each and every year on the other
hand government receipts also increase. But the expenditure is more them the
receipts in each and every year. So there is deficit budget in every year the sources
of government receipts are mainly two sources government revenue and foreign
grants. Foreign grants is not better sources of receiptsit is not surein every year so
the government revenue is better sources of government receipts. The government
collects revenue from tax and from non tax revenue tax revenue includes tax from
customs tax on consumption and product of goods & services, land revenue and
registration, tax on property profit and income. Among them the main source of
receipts of government revenue is customs and tax on consumption and product

and sources.



5.2 Conclusion

The government need huge amount to achieve the maximum objectives of
nation. In developing countries like Nepal, lack of sufficient financial resource is
the main constraint for the national economic development. Nepal has facing
serious problem of resource gap and high dependency on foreign loan. Resource
gap has been increasing at a faster rate than the increase in revenue. The resource
gap is widening continuously with the increment of total expenditure in respect to
total revenue collection. To solve such serious problem of deficit fiscal, income tax

should play important role. But, resource mobilization in Nepal is still poor.

Developing countries such as Nepal utilize external borrowing as a
technique to address the gap between the government revenue and investment as
well as to meet the export-import gap. This kind of borrowing adds to the total
resources available to the government over a given period and enables the
government to incur higher expenditure than would be otherwise possible. These
resources can contribute to poverty alleviation and economic growth if properly

employed.

Currently, income tax revenue in Nepal is collected through four sector i.e.
corporate income tax, individual income tax, house and land rent tax and interest
tax. Among them, share of the individuals income tax is the highest. Exemption
limit and tax rate of the income tax is determined according to the income level
and sector wise but is not adjusted according to the inflationary situation of the
country and number of dependents. Exemption limit is not provided to the

corporate bodies.

The success or effectiveness of income tax system entirely depends upon
implementation of provisions, which is the major responsibility of income tax

administration. Income tax system of Nepa has blamed as not efficient enough.



Various problems existed in the income tax such as increasing habit of tax evasion,
inefficient income tax administration, defective income tax law are the reasons of
lower contribution of income tax. But if we analyze the data relating to it then we
can find out that revenue collection from income tax is increasing continuously.
Provisionsin Act and language have to be made clear. Some reforms in income tax

administration are needed to raise the income tax revenue.

The role of revenueis crucial for the overall development of the country. In
this context, the Nepalese government needs to develop a sustainable broad based
source of revenue. Since more than 80 percent of the total revenue is collected
from the tax source, efficient tax system has to be developed and strengthened. In
recent years, the government has taken several measures to reduce tax-induced
distortions, strengthening tax administration, simplifying tax laws and procedures
to make them more transparent. With an am to broaden the tax base the
government enacted new Income Tax Act in 2002. This Tax Act brought all
sources of income - from employment, business and investment - under the tax net
and helped maintain neutrality of taxation in various income generating activities.
The Customs Act was amended to make the Nepalese system compatible with the
WTO vauation system, broaden the tax base and mobilize additional revenues by
curtailing wide range of exemptions. In 1997, the government introduced VAT

aiming to develop it as the backbone of Nepalese Revenue.



53 Recommendations

On the basis of this study, the following recommendations are made in

order to increase the contribution of income tax on government revenue of Nepal.

Income tax policy should be formulated according to the economic policy

of the country. Income tax policy should be revised timely.

Tax ratio should be increased gradually on long run basis to meet the deficit
in budget. From this, the tax base should be widened.

The members involved in formulating income tax policies must have depth

knowledge about income tax.

The provisions rewards, prize, incentives should be introduced in the act to
encourage the taxpayers to pay tax voluntarily rather through coercive

measures.

Tax personnel should be encouraged, punished and transferred on the basis
of their work and experience. Regular and effective training system; reward,
prize and punishment system should be established for the effective

personnel management.

Income tax, rules and regulation should be clear and simple for al the

taxpayers aswell asfor tax administrators.

The definition made in Income Tax Act should be further clarified and well
defined in simple language.

To promote export, more deduction should be provided.

A research and intelligence centre should be established in each tax office
for proper planning and to collect the information in regard to income tax

evaders, potential new taxpayers and non-residents who have conducted

business without registration.



Separate income tax Department should be established so that it

specialization could be achieved in matter of income tax.
Delays assessment should be reduced as possible.

Computerized information system is necessary to keep up to date records of

income tax.

Proper tax education should be provided to tax officias as well as tax

inspectors and taxpayers regularly.
Unnecessary outside pressure should be avoided.

The administration should pay great attention to bring the income from
house and land rent’ doctor's clinic' consultancy service; tuition; research
works into income tax net. In these sectors, income tax has been highly

evaded.

There must me coordination between the departments of tax and build

positive attitude towards taxation.

There must be partnership between the government and the private sector
leadership like FNCCI, CNI etc. in respect of making the taxpayers aware

of the taxation.

There are insufficient numbers of tax offices within and outside the
Katmandu valley. Therefore the numbers must be increased to provide the

services conveniently.

There has been the problem of collection income tax revenue from a long
time in Nepa. The problem can be minimized and income tax will follow a
substantial increment in revenue structure of Nepa if the above-mentioned

recommendations are managed timely and effectively.
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Appendix-A

Questionnaireto thetax experts, tax payersand tax administration

Name ......ccoevvvev i, Designation

Office/Organization ..............ccocevven. Occupation

1.  Areyoufamiliar about incometax? Yes( ) No( )

2. Do you consider, that the income tax as a suitable means of raising
government revenue? Yes( ) No( )

3. In your opinion, is contribution of income tax to national revenue of
Nepal satisfactory? Yes( ) No( )

4. If no, what are the maor reasons? (Please rank according to the

priorities)

Defective of incometax act ()

a

b. Mass poverty and low income level ()
C. Increasing habit of tax evasion ( )

d Inefficient income tax administration ()

5. Do you think that contribution of direct tax to total revenue is
effective? Yes( ) No( )

6. Are exemption and deduction provided by act are appropriate?
Yes( ) No( )

7. Which income tax assessment method is applicablein Nepal ?
a Self-assessment ()
b. Jeopardy Assessment ()
C. Amended Assessment ()

8.  Which income tax assessment systemis used in Nepal
a Self-assessment ()
b. Jeopardy Assessment ()

C. Amended Assessment ()



10.

11.

12.

13.

14.

16.

In your thinking, what types of problems are facing by the tax payers
while paying income tax?

a Consuming unnecessary time ()

b. Expectation illegal incentives by tax personnel ()
C. Vague provisionsinincometax laws( )

d. Lengthy process( )

Are the provisions of fines and penalty under Nepalese tax system
reasonable? Yes( ) No( )

If no, how should it be made reasonabl e?

a By increasing b. By lowering

In your opinion, isincome tax system of Nepal sound and efficient?
Yes( ) No( )

Do you agree that Nepalese income tax administration is effective?
Yes( ) No()

In your opinion, which income tax rate is suitable for Nepal ?

a Progressive

b. Proportional

C. Regressive

In your opinion, what is the most important factor for effectiveness of
income tax in Nepal to raise government revenue?

a Clear act, rules arid regulation ()
b Conscious and honest tax payers ()
C Mora and honest tax officers ()

d. Effective tax administration ()

e Political non interruption ()

Do you think that public awareness program is necessary in Nepal for
raising government revenue? Yes( ) No( )

***** Thanks for Co-operation ****



Websites:

www.ird.gov.np,

www.mof.gov.np,

www.fcgo.gov.np

Www.customs.gov.np

WWW.Nrb.org.np

WWW.google.com

www.taxworld.com




