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CHAPTER ONE
INTRODUCTION
1.1 General Background of the Study

Every Government of a nation is responsible towards genera public.
Government hasto launch various projects. Without economic development it is
impossible to thinkthe economic prosperity. So, government required huge
amount of capital which iscollected from tax. The main objective of any
developing country like Nepa is toimprove living standard of the people
through the development process.Nepal is a landlocked and hilly country lying
between two 'Asian Giants' India andChina. Both of them are able to enjoy high
economic growth in the world. However,Nepal has not been able to reap the
benefit of synergic development impact of itsneighbors. Nepal is an economical
paradox in the sense that it is a rich country wherepoor people live. It isrich in
natural and cultural beauties but the economic conditionis far behind and the
economy is predominantly based on agriculture. Large portion ofpopulation of
population who live under the line of poverty are in village area.Economic
growth of the country has not improved substantially over the time toovertake

population growth.

In these days, prime concern of every nation of the world is to eliminate the
poverty toreduce gap between rich and poor, to improve the living standard of
the people, toobtain rapid economic development etc. Nepal is not exception to
this over continuingprocess. To achieve these objectives, the government has
more responsibilities. Theresponsibilities may be either to maintain peace and
security or handle day to dayadministration, or health, or education, or other
development and public welfareactivities. To fulfill these activities the
government collects funds from two sources.debts and revenues. The debt can
be collected either from internal sources or fromexternal sources. The debt

collect within the country is known as internal debt whilethe debt collect from
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outside the country is called external debt. The debt financing ofthe government
Is also known as deficit financing. The revenue of the governmentcomes
basically from two sources. tax and non tax. Non tax sources include
differentrevenues like; gqifts, grants, revenue from public enterprises,
administrative revenuessuch as registration fees, fines and penalties. Tax
sources include customs, exciseduty, VAT, income tax etc. Among them tax is

the main source of governmentrevenue.

The Great Britain was the first country that introduced modern income tax in
1799 tocollect revenue to finance Napoleonic war with France. In 1862, USA
introducedincome tax to finance the civil war. In India, modern income tax was
adopted in 1860.

In Nepal, income tax was introduced in 1959. Both individuals and companies
waretaxed in ssimilar way during the earlier period but later on companies ware

levied withfact rate and individuals with progressive rates.

Government collects revenue from two sources-non tax and tax revenue. The
mainobjective of tax revenue is not to collect revenue but to provide goods and
services tothe people. The forms of non tax revenue are administrative incomes,

revenue frompublic enterprises, grants and gifts etc.

Figure: 1.1
Sources of Fund for thegovernment

Tax revenue Non Tax Revenue

®|ncome tax *Grants and gifts

*Excise duty, customduty ® Administrative income



VAT *Revenue from public enterprises
®*Property Tax etc.

The government can collect revenue from taxable and non taxable sources. Tax
Is a key source for revenue generation and mobilization. Many economists and
tax experts have defined taxation in different ways. In this respect, it would be
better to take thedefinition given by Prof. Seligman. In hiswords, "Taxationisa
compulsorycontribution from a person to the government defrays the expenses
incurred in thecommon interest of al without reference to special benefit

conferred.”

Similarly, Dalton explained tax as"A compulsory contribution imposed by a
publicauthority irrespective of exact amount of services rendered to the

taxpayersin return.”

It is clear that tax is a compulsory levy and those who are taxed has to pay it
withoutgetting corresponding benefit to services or goods from the government.
Governmentshave been able to generate revenue by setting revenue targets for
the taxadministration while not being very concerned about how these targets
are achieved.Tax officials can not be blamed individually; any official joining

tax administrationwill have to follow existing practice and procedures.

Over time, the administration system has become characterized by; a
taxadministration that works toward fulfilling revenue targets that are set well
below thelegal tax liabilities of the taxpayers, low salaries for tax officials, and
the negotiationof tax payments between taxpayers and the tax administration.
This has created astable system in which government revenue targets are met,
most taxpayers pay lessthan their legal tax liabilities, and tax officials make
considerable income as a result ofside payments, which arise from their
negotiations with taxpayers. A great deal ofuncertainty and administrative

"congestion” are by-products of such a system.
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Government Taxpayers do not have any right to receive direct benefit from the
taxpaid. The taxpayer cannot receive equivalent benefit from the
government.Government needs funds for its running. Therefore tax is paid to
the government.

Amount collect through taxation is spent for common interest of the people and
it iscollected from natural and artificial person. Tax is separated in two types

which canbe shown as below.
Figure: 1.2

Typesof Tax

Direct tax Indirect tax
®|ncome Tax ® Export and Import duty
® Gift Tax ® Excise Duty
®|nterest Tax ® Sal es tax
®Property tax ® Vaue added Tax
®\/ehicle Tax ®Entertainment Tax
® House and land Tax ® Hotel Tax

According to the above diagram tax revenue comprises two types of taxes,
direct andindirect tax. Direct taxes are more familiar and have a dominant role
in the devel opedcountry as opposed to developing countries. Direct taxes are the

means and tools ofgenerating; saving and promoting capital formation includes
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Income tax, giftstax,interest tax, vehicle tax, house and land tax etc. Whereas
indirect tax has a dominantrole in the whole tax structure of developing
countries like Nepal. Earlier most of therevenue was raised from indirect tax
becauseit is easier less expensive and convenientmethod for implement for a

developing country’s economy.
1.2 Tax Planning

Tax planning is different from tax management in the sense that the letter
meansefficient, systematic ad timely handling of tax matters to save time and

talent and toavoid worry, tension, stringent penalty and prosecutions.

Tax management coversmaintenance of records and documents, filing of tax
returns in time and preparing other tax related matters. It is an administrative
work. Businesspersons use tax planning because first, it helps in saving tax of a
business thatin turn enhances the profitability. In other words, it is the process
of increasing the networth of a business organization. Second, tax planning
helps in avoiding unnecessaryworries, tension and administrative hassles. Third,

it helpsin proper use ofgovernment facilities.

Nepal isnot positive as regards tax planning though it isnot anillegal and
immoral activity. Income Tax Act, 2002 has clearly stated that tax planning
should becontrolled as far as possible. The tax officials say, there are provisions
Income TaxAct, 2002 to avoid the transfer of cost by multinational companies
from a country oflow tax rate to a country of high tax rate. They also advocate
that the Act has madeprovisions for avoidance of income splitting between
different tax- payers. The lawdoes not have a provision of allowing reducing
dividend income. The Nepali taxauthorities believe that the Act’s provision
granting tax office an unrestricted access tothe information related to the
taxpayer further guarantees that there will be no taxplanning. But in reality there
are plenty of avenues under this Act for tax planning asexplained below
(Dhakal, 2001).



1.2.1 Tax Planning Avenues

Businessperson performs two types of activities related to investment. One
affects forthe long time and other affects for the short time only. Thefirst type
IS related tostrategic planning and the second one to operational planning. Both
of these activitieshave implications on tax related matters. Some of the
provisions of the Income TaxAct 2002 which can be considered as the avenues
of tax planning in both the long runand short run planning are as follows
(Dhakal, 2001).

a. Tax Planning under Strategic Expenditure

Selection of Business

Selection of Product

Selection of organizational form
Selection of Location

Merger

Selection of the sources of capital
Selection of the method of production
b. Tax Planning under Medium and Short Term
Make or buy decision

Repair

L oss recovery

Pollution control

R&D

Depreciation

Stock Valuation

Donation

Retention or Distribution

Others



Basically, there are four ways of minimizing the tax liability, viatax evasion,
tax avoidance, tax delinquency and tax planning. Tax evasion means evasion of
tax through illegal means. It is done through no reporting of income,
underreporting ofincome, making fraudulent changes in account books,

mai ntaining multiple sets of accounts, operating bank account under different
names, doing business in dummynames, over reporting of expenses,
fragmenting of income, transfer pricing etc. Asthese are clearly unethical

activities, tax evasion is unethical and illegal activity.

Taxavoidance, in contrast, is saving taxes without breaking the law. It isusing
theloopholes of the tax law to tax-payers benefit. Thusitisnotillegd, itis
thoughunethical. From the point of view of alawyer, tax evasion and tax
avoidance aredifferent because tax evasion is breaking the law but tax
avoidance is reducing taxliability by using loopholes of the tax law. But from
the viewpoint of an economist,they are the same, since they both mean
reduction of tax amount and awareness of oneinduces oneto follow the other. In
adeveloped country, where there are largeorganizations, educated tax payers,
strict tax discipline and so on, there is prevalenceof avoidance, elsewhere,

evasion dominates the scene.

Another way of reducing tax liability is tax delinquency. The meaning of tax
delinquency is delaying in paying the taxes. Tax evasion, tax avoidance and tax
delinquency are not legitimate methods ofreducing the tax liability. That iswhy,

a business organization should not follow thesepaths.

Unlike these terms, tax planning is however alegal activity intended to savetax.
It is the scientific planning of acompany’s operations using various incentives,
concessions, alowances, rebates etc. provided by the government under the law.
Taxplanning is related to future activity of a business organization. The

objectives of taxplanning are reduction of tax liability, minimization of
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litigation, making productiveinvestment, promoting healthy growth of economy
and economic stability in country. Tax planning entails changing structures of a
business, project planning andplanning day to day activities of abusiness
organization.

1.2.2 Features of Tax Planning

It isthe genuine use of facilities provided by a government,

It enhances economic environment of a country,

The objective of tax planning is to reduce tax liability,

It isthe use of expertise to exploit consciously provided facility, and

It isrelated to future activities of a business organization.
1.3 Statement of the Problem

The main problem is about the theory and practice of tax planning .Tax
planning is thenew concept and it requires technical and critical mind to plan tax
so that tax burdencan be minimized by using all the weapons given by laws. As
the planning of taxmeans reducing the tax liability by lega means in other
words tax planning is genuineuse of facilities provided in the tax laws. Instead
of al these facilities provided thepeople also take the dishonest means to avoid
the tax which are Tax Evasion and TaxAvoidance. People fed troublesome and
they become dishonest to show all resourcesof income.Although the country
itself is providing legal ways of reducing tax burden then whythe people are
using the illegal and unethical ways to reduce their tax liability? Thisquestion
points out towards the scope of tax planning under ITA, 2058 that there mustbe
some kind of rules by using which the people can not save their earnings by
savingtax liability. So, they are bound to use the illegal ways in order to reduce

tax burden.

This thing gives us a sign that there must be something missing in the Scope of

TaxPlanning under Income Tax Act, 2058 or the people are unaware of the



scope of taxplanning. This points out towards the uneducated groups or those
who are educatedbut they don’t have sufficient knowledge about tax planning
and control. So instead ofacquiring the legal ways of deducting the tax people
are acquiring the illegal means toreduce the tax to be paid. There may be several
reasons for the people to acquireillegal means of tax control unawareness, less
education, dissatisfaction, etc. Here, inthis thesis | have tried to find out the
reasons for the illegal adaptation of tax by thepeople | hope this will make some

difference in both public’s and government’s perception.
1.4 Objectives of the Study

The study is expected to benefit corporate planners, entrepreneurs, taxation
authoritiesand academics. Moreover, so far as known to the researcher, no study
on corporate taxplanning has been conducted in Nepal as yet. The present study
thus fills in thismportant gap. In Nepal there are various tax incentives
including exemptions,deductions, rebates and allowances granted to tax payers

under the provision ofincome tax act 2058 and industrial enterprises act 2049.

The basic objective of the study is to identify the scope/areas of Tax Planning
underlncome Tax Act, 2058. The other objectives are as follows:-

1. To find out how tax planning can help in the healthy growth of economy.

2. To study in what ways the tax payer are saving their earnings by reducing

taxliability under Tax Planning.

3. To find out the illegal way of tax saving and responsible factor for illegal
taxplanning in Nepal.

4. To provide the comprehensive information to the managers for
strategicplanning, project planning and operational planning about the areas
providedby the Income Tax Act 2058 in Nepal.

5. To provide the suggestions for the effective planning.



1.5 Significances of the Study

Tax planning is one of the most important functions of management. It is done
in order to minimize tax liability or postpone the overal tax burden in the
present and foreseeable future under the areas of strategic planning, project
planning the operational planning. Tax planning is thus neither tax evasion nor
tax avoidance; it Isa device through which tax payers takes advantage of the
various tax benefits, including exemptions and deductions under the provision

of the existing tax laws.

Moreover if tax benefit is not claimed by a company by the time of assessment,
thesame cannot be claimed in future and the benefit will be lost forever. Income
Tax act, 2058 has reduced the scope of tax planning, to a great extent, by
abolishing al the tax related provisions under Industrial Enterprise Act, 2049
andother respective Acts. The study is based on present situation and planning
of Taxunder ITA, 2058.50, it would be useful to tax experts, Businessman,
Industrialists. Entrepreneurs and Government to know whether the Tax planning
under ITA, 2058 is helping the country for its development and Businesses to
rise. Similarly, the studywould be also useful to students, teachers and other
practitioners to take knowledgeabout the scope of tax planning in Nepal.

1.6 Limitations of the Study

This study is not free from certain limitations. The mgor limitations of the

study are
Asfollows:

1. The present study is based purely on the aspects of the Income Tax Act,
2058and Industrial enterprises Act, 2049 which grant variousincome tax
incentivesto the industrial units. The study thus relates to the analysis of

corporate taxonly.
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2. This study does not cover other direct and indirect taxes such as customs

duty,excise duty, VAT, property tax etc.

3. Primary data has been collected from the Katmandu Valley only so it
reflectsthe view of the metro city only.

4. In most of the cases, the executives tried to avoid filling up the questionnaire
orthey left answering some questions therein. Consequently, this
prohibitedresearcher to do an incisive analysis of certain aspects of corporate

taxplanning.

5. The results depend upon the answer given by respondents in primary data
andreliability of secondary data.The above limitations, no doubt, have some
impact on quality of the study, but suchimpact will not affect usefulness of the
study in a significant manner. In fact, thisstudy would provide a base for further

study in the area of knowing the scope of taxplanning in the country.
1.7 Organization of the Study

The study has been organized into five chapters each devoted to some aspects of
thescope of tax planning in Nepal and they will be presented in the thesis in the

followingways.
Chapter - One: Introduction

It includes background of the study, statement of problem, objectives of the
study,significance of the study, limitation of the study and organization of
study.

Chapter - Two: Review of Literature

This chapter is devoted to theoretical analysis and brief review of related and
pertinentliterature available. It includes a discussion on the conceptual
framework and reviewof the major studies.

11



Chapter - Three: Research Methodology

This chapter explains the research methodology applied for the solution of the
research problem. This chapter deals with research design, sources of data,
population andsample, data collection process and data presentation and

anaysis.
Chapter - Four: Data Presentation and Analysis

This chapter deals with presentation and anaysis of relevant data information
usingvarious analytical tools which are essentia to analyze and interpret the

results. It asoincludes the mgjor findings of the study.
Chapter - Five: Summary, Conclusion and Recommendations
The fifth chapter presents summary, conclusion and recommendations.

Similarly, at the front part of the study table of contents, recommendation shest,
vivavoice sheet, acknowledgement, list of table and figure and abbreviation are

presentedand bibliography and appendices are presented at the end of the study.
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CHAPTER-TWO
CONCEPTUAL FRAMEWORK AND
REVIEW OF LITERATURE

Literature review is an essential part of the studies. This Chapter basically
highlightsthe conceptual frame work of research, existing legal provisions and
existing literatureand work related to the present research being conducted with
the view of finding outwhat had already been explained by the previous
researchers and how the currentresearch adds further benefits to the field of
research. While conducting the researchstudy, previous studies cannot be
ignored, so that information would help to check thechances of duplication in

the present study.
2.1 Conceptual Framework

This chapter is devoted to the concept of related pattern of the study which
would befruitful to solve the research problem. This frame work would be
helpful for gatheringvarious knowledge and experiences. So, the conceptual
framework contains foll owingexperiences and background.

2.1.1 Meaning of Taxation

The government of a country requires sufficient revenuesto carry out
developmentplans to handle day to day administration, to maintain peace and
security and to lunchother public welfare activities. In order to carry out such
activities, the governmentcoll ects revenues from various sources such as tax,
revenues from public enterprises,special assessment, fees, fines, grants and
assistance etc. Among them, tax is the mainsource of government revenue.Tax
Isakind of money of which it isthe legal duty of every citizen of a country to
payhonestly. Many economists are of the view that the tax is a compul sory
payment to thegovernment by taxpayer without any expectation of some

specified return.
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Tax is compulsory contributions to public authorities to meet the genera
expenses ofthe government which have been incurred for the public good and
without reference tospecia benefits.Tax is the main source of fund for the

government.

Tax is a compulsory payment bythe citizens to the government without the
expectation of any persona benefits, whichare redistributed, by the government
in the nation in terms of public services, peaceand security and development of

infrastructure. In every country, the largest part

of the government revenue is raised through taxation. It is tool of
achievingmaximum social and economic objective aslaid down by the
congtitution of thenation. Taxation has been avery essential element of the
government from the verybeginning of the state system. In the early stage, the
main objective of the taxationwas to make the state sound in respect of
resources. |n modern days, the mainobjective is to maintain peace and security
with economic development. Butnowadays the taxation is vital instrument of
social and economic policy for the. Hence, the main function of taxation is that
it ensures collective savingfor the purpose of public investment and at the same

time provides incentives for

Promoting private investment.Similarly, one of the famous economists
delineates, “taxation is the charge levied bythe state on the property or labor of
the citizens, in order to provide for the publicexpenses”. However, it is quite

different from definition of the Encyclopedia. Itisa

like adefinition of tax though it shares some qualities, but not identical.
(K.C.,2009:4)
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2.1.2 Objectives of Taxation

In modern days the main objective of taxation has been shifted from
securityperception to the economic development. The modern objective of
taxation is not onlyto maintain peace and security but also to conduct

development activities. We canenumerate the objective of taxation as follows.

To increase the revenue for awelfare state

To have equitable distribution of income and property
To increase the production of particular goods

To increase the employment, saving and investment
To prevent concentration of wealth in afew hands
To minimize regional disparity

To boost up the economy

To implement government policy and

To control the production of certain goods

From the above, we can conclude that the tax has the objectives of raising
revenue tohave resource mobilization, equal distribution of wealth and income
In the societyencouragement in production of certain products encouragement in
employment ,saving and investment, removal of regional imbalances and

enforcement ofgovernment policy.
2.1.3 Principle of Taxation

As everything is based on certain principles, in the same way taxation aso has
somespecific principle which helps to formul ate appropriate tax policies.
According toAdam Smith, the father of economics has mentioned the following

criteria, maxims orcannons of taxation in his book “the Wealth of Nations”

.1. Cannon of Equality or Equity: - The tax policy should be
formulatedconsidering the ability of public to pay taxes. For this higher tax is
imposed onhigher income or properties. This policy established the equitable
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liability tothe same income group. Thus cannon of equity say that the people
shouldcontribute to the government per the benefits that they get from
thegovernment.

2. Cannon of Certainty: -Another quality of tax system is the cannon
of Certainty. This cannon say that ataxpayer should be informed about the
rate,time and procedures of payment of tax. Furthermore fix its target of

revenuesthat comes from taxes.

3. Cannon of Convenience: - Convenience is another quality of agood
taxsystem. Common people do not have sufficient knowledge about the
taxationnor do they have the capacity to hire the experts. That isway tax system
shouldbe such that can be easily understood and followed by ordinary peoplein
thesociety.

4. Cannon of Economy: -If the expenditure of collecting tax is more then
orequal to the amount of tax, such policy will not result in surplus to the
publicrevenues and will not be beneficial to the country. This good tax policy
has thequality of economy, that the low cost of collecting tax should be
maintained tothe possible extent so as to minimize the difference between the
amount thatpeople take out of their pocket to pay tax and the amount that
actualy goes tothe government treasury. Besides the above stated cannons of
taxation given byAdam Smith, there are others too developed by other

economists. Thesecannons given by other economists are as follows:

5. Cannon of Productivity: -Cannon of productivity says that every tax
systemshould be revenue productive. It means that there should be those taxes
onlywhich provide adequate revenue. Taxes that do not provide sufficient
revenueshould be withdrawn.

6. Cannon of Flexibility: -Flexibility indicates two things. First, a tax
systemshould have the characteristic of revenue elasticity. There should be
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built-in tie-up between the economic activity of a country and revenue
mobilization. Higherthe economic activity, higher the revenue. Second, the tax
system should be of that type which provides revenue as per the necessity of
thesituation. If there is need of higher revenue, the tax system should provide
asper the needs.

7. Cannon of Diversity: -Tax system not totally depends on one source
ofrevenue. It is risky to the government to depend upon only one source.
Thatmeans the sources of taxation should be diversified as far as possible.
Thisprinciple says that tax should be levied on various stages and various
sources. There should be multiple taxes in place of single tax. Similarly, a tax
systemshould be of that type, the burden of which is diversified on the people
ofdifferent walks of life.

8. Cannon of Simplicity: -Simplicity means understandable. The tax
systemshould be simple to understand and applicable in public life. A complex
taxsystem creates unnecessary hassles. Simple tax system with higher tax

ratel nduces the taxpayer to compliance.

9. Cannon of Uniformity: -Uniformity in this context means uniformity
Indepreciation system, tax rate, stock valuation system, accounting method,
dividend distribution system, accounting system, appeal and penalty
system,method of payment of tax and time of the payment of tax.

2.1.41ncome Tax in International Context

Income Tax was first introduced in Great Britain in 1799 to finance wars with
France. Only after 1980, it was accepted as a permanent tax. A United States of
America, first federal income tax was imposed in 1982 to finance civil war
expenditure. However itbecomes a permanent only in 1913 after 16th
amendment to U.S. constitution. Inneighbor country India, first income tax was
introduced in 1860. After introducing” Income tax Act 1886 in 1886, it was
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Imposed as a permanent. Italy adopted incometax in 1864, New Zealand in
1981, Australiain 1951 and in Canadain 1917. AfterFirst World War, the
Income tax became an impartment source of tax revenue in manydevel oped
countries. By 1939, it has become the most important source of revenue inmost
developed countries and had made appearance in a number of

developingnations.

From the First World War decade, income tax shown as an impartment source
ofrevenue in developed country. In the beginning of introducing time, it was
generdlylevied at flat rate. Only after 1909, the principle of progression was
introduced fromthe UK and New Zealand.

2.1.5 TheHistory of Income Tax in Nepal

Nepal ese tax system was based on Vedas, Smrits and Purans. Directives
propoundedby Menu, Y agnabalka, Chanakya etc. guided the taxation system. At
that time, theprinciple of collecting tax from the people was imposition of tax

without harming theactivities of people.

Although there was tax system in Nepa in ancient time also, the concept of
Incometax was brought only by the first budget. The budget introduced in B.S.
2008(1951A.D.) stated about the introduction of income tax system in Nepal
However, it was actually introduced only in B.S. 2017(1960A.D.) when the
Finance Act, 2016 and Business Profit and Remuneration Tax Act, 2017 were
enacted. The margina rate of taxation prescribed by these acts was 25 percent.
Since, the income tax was imposed only on income from business profit and
remuneration; the tax act could not cover allthe source of income and so was
replaced by the income Tax Act, 2019 in 2019 B.S.(1962 A.D). Income Tax
Act, 2019 with 29 sections divided the heads of income into9 parts covering
business, profession and occupation, remuneration, house and landrent, cash are
kind investment, agriculture, insurance business, agency business andother

sources. The act was amended in 2029 extensively. However, considering
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thisact incapable of fulfilling the time was replaced in 2031 B.S. (1974 A.D) by
another act.

As aready stated, Income Tax Act, 2031 replaced Income Tax Act, 2017 in
B.S. 2031(1974 A.D.). This act having 66 sections classified the sources of

income into 5 heads namely

Agriculture,
Industry, Business, Profession or Vocation, Remuneration,
House Rent and

Other sources.

However, agriculture income was kept outside the tax net except few years
throughthe finance Acts. This Act was amended for eight times and excited for
a period of 28years. To enhance revenue mobilization through effective revenue
collection procedure forthe economic development of the nation, and to amend
and integrate the laws relatingto income tax, the parliament of Nepal enacted
Income Tax Act, 2058 ( 2002 A.D. ).This Act became effective since Chaitra
19, 2058 (01, April 2002). The Act governsall income tax matters. Likewise,
this Act is applicable throughout the kingdom ofNepal. It is aso applicable to
residents residing wherever outside Nepal.

2.1.6 The Features of Income Tax Act, 2058 (2002 A.D.)

Tax system is the sub-system of the total economy. Tax policy is changed with
thechange in the economic policy of the country. Change in word economic
policy andadvancement in information technology has a vast impact on

Nepal ese economy too.Small economics like Nepal have to adopt the economic
policy followed by WorldBank, International Monetary Fund, Asian
Development Bank and other International Agencies. Especially other 1990s,
there is re-emergence of the Liberalization,Globalization and Privatization

system that focuses on the minimum intervention ofthe state on private
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economic matters. Nepal also is not an exception in this respectand Nepalese
administrators and policy makers too have tried to change the tax policyof the
country, ITA, 2058 isthe result of the change in all these matters. Thefollowing
are the features of the ITA 2058.

1. All Tax related matterswithin one Act: -Before the introduction of

ITA, 2058:; there were amost one and half dozen acts related to incometaxation.
ITA, 2058 has abolished all tax-related laws given in other acts andembraced all

income tax related matters within it.

2. Specification of Tax Rates: - Earlier, the tax act had not dealt with rates.
Finance Act of each year used to deal with the rates. However, ITA, 2058
hasembraced the tax rates applicable to al the sources of income.

3. Abolishing of Various Tax Related Concessions, Rebates and

Exemptions:-

Most of the facilities provided by the government in past to taxpayers wereused
for tax evasion. ITA, 2058 has abolished most of the facilities given byearlier
Acts and introduced afair system of taxation.

4. Specification of Stock Valuation Methods: - ITA, 2031 was silent about
themethod of stock valuation for taxation purpose. However, ITA, 2058 has
madea provision of valuing the stocks of goods for tax purpose.

5. Simplification of Depreciation Related Provisions. - ITA, 2031
hadcomplicated provisions related to depreciations. The types of assets
categorizedfor depreciation purpose were around 3 dozens. Different rates were
allocatedto different types of assets. However, ITA, 2058 has specified
diminishingbalance method based on pool system with only 5 categories of
assets.

6. Tax on Capital Gains and Dividends: - ITA, 2031 had not the provisions
oftaxing capital gains and dividends. But ITA, 2058 in contrast has made
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legalprovisions of taxing these items. A rate of taxes for dividend is laid

as10Percent where as the capital gain is taxed ordinary income of business.

7. Liberal Loss Set off and Carry-Forward Provisions;- ITA, 2031 had
madethe provisions of setting off and carry forwarding of business losses only
forthree years from the same source of income. That is interring head
provisiononly. But ITA, 2058 has made provisions of inter-head adjustment for
one yearand intra-head adjustment for four years. For financial sector and long-
termcontract the provisions more liberal are providing the facility of recovering

thelosses from previous profit also.

8. Provision of International Taxation: - Due to closed economy
concept,international taxation was not felt necessary and hence there was not
such taxprovision in ITA 2031.But now this concept is introduced in the credit,

doubl etaxation agreement etc.

9. Strict Fine and Penalty Provisions:- The fines and penalties for the
defaulterin old Act were not as severe as in new tax Act. But ITA, 2058 has

made theprovision of fine and penalty more stringent.

10. Submission of Income Statement: - This Act has made a provision
ofrelaxing the submission of income statement by a person who does not

havetaxable income or who has the income only from remuneration.
2.1.7 Tax Planning

Under tax planning, tax law provides certain concessions, rebates and
allowances totax payersin order to enhance a healthy environment in the
country. For the purposeof enhancing the investment provides different types of
facilities to the businessorganizations. Tax planning means use of al these
facilities given by the laws toreduce the tax liability. It has the following

objectives of:

Reduction of tax liabilities
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Maximization of liabilities

Productive and healthy investment

Healthy growth of economy and

Economic stability (Bhattarai& Koirala, 2061:31)

The features of tax planning can be explained as follows:

It is future oriented. It is concerned with activities to be undertaken in
future.

It is legitimate device of minimizing tax burden. The legidature
encouragesusing this device.

Itislegal, ethical and economic.

It is genuine use of facilities provided in the tax laws.It establishes a
good relationship between government and businesscommunity. |t

enhances a healthy environment in the country.

In literature, there is another word named tax management that similar to tax
planning.However, there are differences between tax planning and tax
management. Taxmanagement is the efficient systematic and timely handling of
tax matters to savemaximum amount of time, talent and treasure to avoid worry,
tension, stringentpenalty and prosecutions. It is maintenance of records and
documents, filing of taxreturns in time and performing other tax related duties.

2.1.8 Scope of Tax Planning under Income Tax Act, 2058

Income Tax Act, 2058 has reduced the scope of tax planning to a great extent,
byabolishing all the tax related provisions under Industrial Enterprise Act, 2049
andother respective Acts. The new Act has widened the tax base by bringing in
all theincomes into tax bracket. Under this Act tax planning can be divided into
two heads:

1. Strategic or long term tax planning

2. Operational or short term tax planning
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2.1.8.1 Strategic or Long-Term Tax Planning

Strategic tax planning is as for the longer period so it may not pay off
Immediately. Asper ITA, 2058 areas for strategic or long term tax planning can

be as follows:-

a. Selection of Business.- As per the Act, the rate of corporate income tax
formanufacturing sector is 20 percent, for financial sector 30 percent and for
othersectors 25 percent. This means, there are differences in tax rates applicable
todifferent sectors of the economy. The differences are created to promote
themanufacturing sector of the economy and thus to create employment to
thepeople. But equaly important is the fact that this difference induces
taxplanning.

Other things remaining the same, an investor selects manufacturingsector
because the tax rate applicable to this sector is low. In the same way, asper the
Sec. 11 of the Act, the agriculture business conducted individually isout of the
tax net. Also the incomes of agriculture related cooperatives andsaving and
lending cooperatives situated in rural areas are tax-free. Even thedividend
distributed by such organizations is out of the scope of taxation.That means, an
investor can save money by investing in above statedagriculture sector or
cooperative business. Such saving of tax is neither illegalnor unethical. It was
found from one survey that 90 percent of the businessfirms consider tax factor
while selecting the line of business (Karna B. Paudyal,1998). As per the Section
15 of the Industrial Enterprise Act 2049, there is provision to return to the
taxpayer the value added tax paid by the units thatexport their products or sell
them to export promotion houses, by the units thatproduce intermediate goods
to be used in producing exportable goods or byunits earning foreign exchange.
Logically, these types of enterprises areselected by investors.

b. Selection of Product: - As per the Income Tax Act, certain products

arepreferentially treated as regards to income tax rates. For example, firms
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relatedto hydropower, road, bridge, tunnel, rope way, flying bridge, trolley bus
shouldpay 20 percent tax where as firms in petroleum industry and financial
businessshould pay 30 percent tax. There are differences also in loss recovery
period. Itcovers seven years for build, operate and transfer (BOT) projects and
fouryears for others. Furthermore, carry back facility is aso given to banking
andinsurance business. Thus, from the point of view of tax rates and loss
recoveryperiods, certain types of products are given specia facility giving

theinducement for tax planning.

c. Selection of Organizational Form:- Progressive tax rate is applicable
toproprietorship firm but afixed tax rate is applicable to a company. A

Company’s profits are taxed twice (i.e. once from the profit of the company
andthen from the dividend received by the individual shareholder) whereas
aproprietorship does not have to pay such double taxation.
Banks, Financial Institutions, General Insurance Business, Petroleum
Businessand cigarette & Beverage business should pay at 30 percent tax.
Enterprises accepted as industry by Industrial Enterprise Act (except acohol
& tobacco based units) should pay at 20 percent tax.
Enterprises, which construct and operate road, bridge, tunnel, ropeway,
flyingbridge, trolley bus, and tram, should pay at 20 percent tax.

- Entities engaged in building and operating public infrastructure to
betransferred it to NG and export business should pay at 20 percent
tax.Entities wholly engaged in power generation, transmission or distribution

foran income year should pay at 20 percent tax.

In addition, individual owners of vehicles that are for the hire have to pay
anominal income tax (Rs. 1500 for truck/bus, Rs. 1200 for car/jeep etc per
year)which isfull and final irrespective of the actual income. All

thesedi scriminations encourage selection of proprietorship form of

busi nessorganization.
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d. Selection of Location:- The provisions under the Income Tax Act, 2058
andindustrial Enterprise Act, 2049 as regards to location of business help in
taxplanning. For example,

Industries established in certain underdeveloped, remote and semi-
developedareas are given rebates on income tax. The rebate may range
from 50 - 25% ofthe applicable tax depending on the level of development
of the district.

Ten years income tax holiday for Industries established in
certainunderdeveloped areas. (22 districts)

5 years tax holiday for Industries established in Special Economic Zone
(SEZ)or Export Processing Zone (EPZ) and 50 percent income rebate on
theapplicable tax rate after 5 years.

10 years income tax holiday industries established in hilly region
andprescribed specia economic zone of mountain region and 50 percent
incometax rebate on the applicable tax rate after 10 years.

Fifty percent income tax rebate in income of Foreign investor generated
fromindustry established in special economic zone providing services such
asforeign technology, management fee and royalty

For resident natural persons operating business in Metropolitan and Sub-
Metropolitan areas should pay Rs 3,500 (per annum), Municipality
areasshould pay Rs 2,000 (per annum) and any other places should pay Rs
1,250respectively.

All business related expenses are deductible from taxable income
Includingexpenses occurred to reduce pollution and minimizes the adverse

environmenteffects and research & development expenditure.
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e. Merger: - There are certain techniques that help in minimizing the tax by
wayof merger of a firm with another. Due to the scope of tax planning
throughmerger, the businesspersons consider status of the firm before merging.
One ofthe techniques is merging of a non-manufacturing unit into a
manufacturing(E.g. a firm related to trading) unit. According to Income Tax
Act, 2058, a Trading business has the liability of paying 25 percent as corporate
tax whereasa manufacturing firm should pay only 20 percent. Thus, by
integrating nonindustrialand industrial units, a firm can save some furthermore,
merging ofloss-making unit into a profit- making unit is also beneficial from the
point oftax saving since the profit of profit-making unit can be adjusted to the
loss ofloss-making unit. The provision of loss recovery period given by the
newlncome Tax Act can be helpful in minimizing the tax liability of such firm.

50 percent reduction in applicable tax to employees in case of group
retirementof employees due to merger.

No capital gain till two years which is paid to shareholder of the time of
merger.

No tax on dividend till two years which is paid to share holder of the time
ofmerger.

Notification of IRD should be.

f. Selection of the Sources of Capital: - We know there are three sources
ofcapital, viz. share capital, debenture or loan and retained earnings. The
rewardsfor share capital, debenture or loan and retained earnings are dividend,
interestand capital gain respectively. In Nepal, the tax rates applicable to return
oneach of these sources of capital are different. Interest is taxed at 6 percent
butdivided is taxed at 5 percent. In case of capital gain, the tax rate is 10
percentfor gain on the sale of non-business chargeabl e assets whereas the profit
fromthe sale of other assets is taxed at normal rate i.e., 20 percent, 30 percent

and 25percent for manufacturing firms, financial firms and others respectively.
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Thismeans, tax rates on the return on new capital and loan are lower than the
taxrate on retention. Accordingly, interest to a business organization is
adeductible expense (Sec.14) but dividend and capita gain are not.
Naturally,this means more favorable treatment to debenture or loan than to the
newcapital and retained earnings. This obviously, creates the scope of tax
planningemploying more loan than new share capital and retained earnings.
Sincelncome Tax Act, 2058, also has favored debt, making interest a tax
deductibleexpense, the firm can plan tax by utilizing more debenture or loan

than otherforms of capital.

In Nepali context, it was found that 76 percent of theexecutives preferred
increase in debt in the capital structure with every increasein the tax rate
(Poudyal, 1998), though from another survey conducted by theauthor of this
article, it is found that the average debt equity ratio in Nepalibusinesses is only
40:60.

Normally the discount provided while issuing debenture is tax
deductibleexpense, but discount provided while issuing share capital is
capitalexpenditure and it can be written off only as depreciation. Thisaso

inducesfirms to resort to loan or debenture route to save on the tax.

2.1.8.2 Operational or Short-Term Tax Planning
Asper ITA, 2058 areas for operational or short term planning can be as follows:

a. Lease or Buy Decision: - There are two methods of acquiring fixed assets of
afirm: leasing and buying. If assets are purchased, the firm gets
depreciationfacility as per the Income Tax Act asit istaken as capital
expenditure. If theasset isleased, the rent is taken as revenue expenditure and is
allowed to deduct as expense. If fixed asset is purchased through borrowing, the
intereston capital can be deducted as expenditure.
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While 100 percent of the rent on the leased asset is allowed in each year
asexpenditure, this is not so in case of the outlay made for the procurement of
amachine, in which case only depreciation is allowed. Therefore, leasing
isbeneficial than buying machine. But in case of building, buying is
moreadvantageous than the construction if depreciation is alowed for the
combinedcost (i.e. both for land and building). In construction, depreciation is
allowedonly on building not on land. Accordingly, between constructing a
building andleasing it, the latter is more beneficial option because it will make

the firm ableto claim the entire rent of land and building as expenditure.

If aroad or hospital isto be constructed by a company, it would be better
todonate the fund to central or local government and make them construct
theroad or hospital since this entire amount can be written off as
expenditureunder donation head itself in the year of donation remaining within
the limit ofdonation. If the firm itself constructs the road, it can be deducted by
way ofdepreciation which writes off only one part of the expenditure in ayear.
Itmeans, the expenditure can be recovered only in a distant future.

Futurerecovery means decrease in the present value.

b. Repair and I mprovement Cost: -There are two types of expenditures,
I.e.,capital expenditure and revenue expenditure. Capital expenditureistaken
asfixed assets creation and is authorized to have depreciation claim only
infuture. The expenditure that increases the longevity, capacity or price of
theasset isincluded within capital expenditure. On the other hand,
revenueexpenditure is treated as current expenditure and is allowed to be
debited inprofit and loss account in the current year. Contrary to thisuniversally
acceptedprinciple, Income Tax Act, 2058 has treated all the repair expenditure
(whethercapital or revenue) uniformly. As per the Act, if the repair expenditure
Is notmore than five percent of the depreciation base of the concerned pool of

assets,it is allowed as expenditure in the year of occurrence. If the amount spent
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onrepair is more than 7.1 percent of the depreciation base, the excess amount
istaken as capital expenditure and is added to the depreciation base of
theconcerned pool of assets. Considering this provision given in the Act,
thetaxpayer can plan his expenditure on repair and maintenance.

C. Loss Recovery

Business loss can be carried forward up to 7 succeeding years from any
sourceof income.

Investment losses can be forwarded up to 7 succeeding years from
anyinvestment income

Infrastructure development project and petroleum business can forward
lossesup to12 succeeding years.

In case of long term contract, loss can be carried back as per the notice of

thelnternal Revenue Department

d. Pollution Control:-Pollution control expenditure is another area
wheremanagement can legally save tax. Here, it should be noted that as per
thelncome Tax Act, 2058 up to fifty percent of the taxable income
beforededucting pollution control device expense, research and

devel opmentexpenses and donation expenses can be claimed as expenditure.
That means,pollution control expense in excess of 50 percent of the taxable

income can becapitalized and written off as depreciation in future.

e. Research & Development:-Research is very important to a firm to sustain
inthe market. That is why tax law treats research and development expenses
asallowable expenditure. Income Tax Act, 2058 too has made this provision
butin somewhat miserly way. Only up to 50 percent of the taxable income can
betaken as regular expenditure on R&D of the investment year. The
remainingamount should be carried forward and written off in future as
depreciationrelated to research and devel opment expenditure.
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f. Depreciation

Depreciation of depreciable assets owned and used by taxpayer during the
yearin the production of the taxpayer’s income (business or Investment)
isdeductible from taxable income.

Depreciation can be charged only in Diminishing Balance Method value
ofpool of assets basis.

One third additional rate of depreciation can be charged for
manufacturingindustry, export business and public infrastructure entities.

Table 2.1 Classification, Pooling and Rates of Depreciable Assets

Class Assets Rates

A Building structure & similar work of permanent 5
nature

B Computer, data handling equipment, fixture, office 25
furniture & office equipment

C Automobiles, minibus & buses 20

D Construction & earth moving equipment and 15
depreciable assets not included in other class

E Intangible assets others than class D depreciable Divided on
assets usefullife

Source: I TA 2058

g. Stock Valuation: - The commonly used methods of stock valuation are
FIFOand weighted average. FIFO method means issuing that stock at first
which ispurchased at first. Weighted average method on the other hand takes
Intoaccount the average price of the stock balance on the date of issue. For
thepurpose of tax saving, FIFO method is less beneficial. Since the

material spurchased at first isissued at first, the closing stock shows higher
value(assuming a period of inflation) of closing stock creating high taxable
profit tothe business. Investor can save tax by adopting weighted average
method inplace of FIFO method of stock valuation.

h. Donation: -A taxpayer can deduct the donation made to tax-

exemptorganization in any income year. The limit of such donation is actual
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amountdonated or Rs. 100,000 or 5 percent of the net income before deducting
suchdonation, pollution control expenditure and research and

developmentexpenditure. Thisis aso on of the avenues of tax planning.

. Retirement Contribution Fund:-Retirement contribution fund means

apayment to aretirement for the provision or future provision payment.

Employment provident fund, gratuity fund, citizen investment trust are
thecommon forms of retirement fund. Individual is allowed to reduce from
hisassessable income

A sum of Rs. 300000 or,
1/3 of assessable income or actual contribution (Whichever is Less)

j. Medical Tax Credit: - In case of approved medical expenses, medical
taxcredit is available to resident natural persons as deduction from tax
liabilities. The limit prescribed is Rs.750 or 15% of Approved medical expense
oractual approved medical expense incurred whichever islower. Anyunutilized

expenses can be carried forward to next year.

k. Foreign Tax Credit: - If foreign income is included in taxable income of
aresident person, foreign tax credit for tax paid in foreign country in respect
ofthat income. The foreign tax paid can ether be deducted as expense or
taxliability in Nepal can be reduced by such tax paid up to average rate oftax
applicable in Nepal, depending on the option of tax payer.

|. Value Added Tax:-A firm whose annual turnover of goods and services is
less than Rs.2 millionneeds not be registered with the VAT office and collect
VAT on sales. But theycan register voluntarily.

VAT islevied a asingle rate of 13 percent. In certain cases, the rate may
bezero and certain goods and services are exempted from VAT.

Vaue Added Tax is collected at every (manufacturing, distribution,
wholesaleand retail) stage of selling goods and services.
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Exports of taxable goods are zero rated.
A firm registered with the VAT Office may claim credit on tax paid on
Inputs/purchases.

VAT paid on inputs can be adjusted while collecting the VAT on
finishedproducts.

Industries that exported more than 80 percent of total sales in past
twelvemonths and which have a minimum of twenty percent of value
addition canimport raw materials providing bank guarantee on account of
the payableVAT.

Certain products such as primary food stuffs, primary agricultural
products, andindustrial machineries are exempted from VAT.

VAT Exempted Goods and Services

Basic Agricultural Products

Goods of Basic needs

Live animals, animal product ,animals feed and feed supplements
Agricultura inputs

Education services

Transport service

Health Services

Raw materials for pharmaceutical industries

Books, Newspapers and Publications

Industrial machinery

Cultural and Artistic goods and Services

AN N N NN Y N U U N N

Specified personal & Professional Services

<

Others goods and services such as postal service, financial &

Insuranceservice, buying & selling of real estate.
Zero Rated goods and services

Goods exported or services provided abroad
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Goods & Servicesimported by accredited diplomats

M. Retention or Distribution:- "Retention” means not distributing the
profitcurrently whereas "distribution" means payment of tax right now at the
rate of5 percent since there is a provision of deducting tax at source if dividend
Isdistributed. Retention means capital gain aso. In case of capital gain, the
taxrate is 10 percent. In the same way, in case of capital gain the tax payment
isdelayed until the date of the sale of the share. If there is distribution, the
taxshould be paid in the year of payment of dividend. This means, the firm can
atleast gain from the present value of the amount of tax that should be paid to
thegovernment if it retains the profit. Accordingly, if the dividend is paid to
acompany that holds more than 25% of the shares in the distributing
company,the dividend tax should not to be paid (sec. 54 sub. sec. 3). That is, by
sellingmore than 25 percent of the total shares to a company, afirm can save

tax.

n. Others: - Besides those stated above, there are other provisionsin the tax
lawwhich aso help in minimizing tax liability of a person. For example, in case
ofindividual, there are provisions of remote area allowance, meal and
Tiffinexpenses, contribution to retirement fund in case of approved retirement
fund,medical tax credit, perquisites like residence facility and vehicle facility

etc.which can be managed to reduce the tax liability.

2.1.9 Tax Reform in Developing CountriesBeginning of the 1970*s a number
of developing countries tried to radically reformtheir tax systems. What can we
learn from these experiences with tax reform? Howcan any lessons learned be
made useful to other countries also on the road of taxreform? The World Bank
has studied these questions for severa years and found fruitsof this research.
The goal of Tax Reform project has been to obtain a betterunderstanding of how
developing countries can improve the performance of their taxsystems. Asthe

World Bank has become increasingly active in structural adjustmentand other
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policy based on lending the devel oping countries, growing demands havebeen
placed on it to suggest and sometimes the experience of eight
developingcountries that have undergone and in some instances are il
undergoing, significantand comprehensive tax reform. Equal attention has been
given to the tax reform, howit isimplemented and the substance or result of
reform efforts. Throughout the focusis a practical rather then theoretical aspect

of tax reform.

2.1.10 Constraints on Tax Reform Whiletax reform debates are frequently
fueled by several normative criteria, the actualreform measures that are adopted
often reflect the existence of four bindingconstraints on the ability to choice
new tax directions: political, international,technical and institutional. Political
constraints come in a variety of shapes. In mostdeveloping economics certain
sectors and activities enjoy a privileged tax status frompolitical protection that is
strong enough to resist any attempt at change. For examplein Colombia
repeated efforts to include income from cattle rising in the income taxbase have
met with asingular lack of success. Other countries invariably have theirown set
of “sacred cows”. A corporate tax design encounter different kind of trade offs.
Unless a developingcountry aliens its nomina corporate tax rate with those
found in industrial countriesportion of its corporate tax base may be shifted to

lower tax rate jurisdictions.

Atthe other hand, efforts to stimulate investment by reducing nominal and
effective taxrate may be frustrated by foreign tax credit mechanisms which
trandate host countrytax relief into trial cash flow business tax may incur the
risk of being deemed noncredit able in those capital- exporting countries that
offer aforeign tax credit to theirmultinationals.

2.1.11 Process of Tax Reform

It is one thing to device amodel blueprint for tax reform, it is quite another to
have itready when the moment is ripe for reform and to apply it successfully. A

34



number ofthe country studies illuminate the important steps that should guide
the reformprocess. It is important to have the appropriate policy measures “on
the self” beforethe fiscal crisis strikes in order to forestall the adoption of ill
advised tax reforms. Successful tax reform efforts also requires detailed
knowledge of the defects of thecurrent system, especially a sense of who pays
taxes at hisindustry, firm andhousehold level, as well as afeeling of how the
distribution of tax burden would beaffected by alternative tax measures that
attempt to improve matters. Reforms are alsomore likely to be successfully
adopted if local policy makers are actively involved intheir design and
implementation and reform results in the creation of a cadre of local Tax experts
who identify with, and assume responsibility for the success of the
reform.While successful tax reform always invest in better tax administration, in
the endreformed measured must be compatible with existing tax administration

capacities andtax planning.
2.2 Review of Previous Studies

Income tax was imposed in Nepal by the first parliamentary Government
IN1959.After that, various studies were made and researches are conducted
bydifferent individuals and institutions concerning with various aspects of this
act suchas the structure, role, productivity, legal and administrative framework
etc. Some ofbooks, reports and dissertations that are reviewed during this study

are asfollows.
2.2.1 Review of Books

Dhakal (2001) has written a book entitled, ““Income Tax and House and
CompoundTax Law Practice”. He has described the provision income tax in
Nepal. This bookdescribed about income tax in Nepal, house and compound tax
and VAT etc.
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Adhikari (2003) discussed the “legal provision of new Income tax Act, 2002 .
Hisbook is analytical rather than informative. Writer has not included
administrativeaspect, role and structure of income tax in his book. The book has
only focused on thelegal aspect of the income tax. Agreement and protocol
relating to avoidance ofdouble taxation and prevention of fiscal evasion with

respect to taxes in incomebetween different countries had also in his book.

Aryal& Poudel (2008) wrote a book entitled, “Taxation in Nepal". They
explained about the income tax system in Nepal along with house and land tax
and value addedtax. The book has been designed based on the curriculum of
B.B.S. It had beendivided in to three parts. In the first part of the book
introduction and development ofincome tax, capital and revenue nature
expenses and income items, entity andretirement saving, dividend tax,
computation of income from business, remunerationand investment have been
explained with numerical and theoretica examples. Houseand land tax and
value added tax have been explained in the second and third partrespectively,
the book aso included proper bibliography and adequate appendix
wherevarious income tax, house rent and vat related forms, schedules and
format had beendescribed .

K.C (2009) wrote a book named “Tax laws and Tax Planning: Theory and
Practice".It includes calculation of tax liability of both individual and entity. It
explicitlyexplains inclusions and exclusons from business and investment
income, deductionallowed in calculation of taxable income, basic timing and
accounting issues andcharacterization of income. This book explains proper tax
payer responsible forreporting methods of taxation of income and need of

compliance.
2.2.2 Review of Journal and Articles

Panta (2004) wrote an article entitled, “Problem in Tax Administration and

TheirRemedies' published in journal of finance and development ,,Rajaswa,
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2004, AprilVol.1. He had comprehensively explained about the problem and
their remediesrelated with tax revenue and maor types of practical problems
and challenges, in taxadministration. He had maintained in his article where
showing limited amount oftransaction showing low selling price, less of issuing
in taking bills, lack of showingthe real factory cost, commercial fraud, lack of
co-operation in tax auditing, legalambiguity and complicity in implementation
and lace of co-ordination between inlandrevenue department and revenue
investigation unit. Meanwhile, he had recommendedsome valuable suggestion
to solve the problems and to overcome the challenges. Theywere statistical and
information system should be properly managed, fixed norms andstandards
should be used to assess selling price and factory cogt, the billing systemshould
be made compulsory, co-ordination between Inland Revenue office withvarious
entities of Nepal government, revenue investigation and its related unit

shouldplay the important role.

Sinha (2005) the Institute of Chartered Accountants of Nepal (ICAN) published
amonthly journal on December 2005. Sinha presented an article named
“taxation-legalillegality” he had described the taxpayer have been encouraged
by the tax officialsthemselves to go courts over the complaints of their wrong
doing because theauthority istotally convinced that no immediately solution can
be expected from thecourt of tribunal on short- span of time as long as they are
in position, the Tribunacourt reviews the decision of Inland Revenue

Department's director.

New Business Age (2007), the new business age published news about
taxpaying behaviors in Nepal and European countries. The news presented that
95% of taxpayer In European countries were willing to pay tax but in Nepal
taxpayer want to hide theincome and they did not pay tax as per rules and

regulation.
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Kandd (2009) criticized the “ITA 2002 on several grounds” Exemption of
agricultureincome from income tax, export duties levied on export, inequality
between differentcapital earned income (i.e. tax on interest, dividend and capital
gain withdrawal of theprovision of exemption suddenly and no adjustment for
inflation are the major issuehe raised in his article. He further criticized the act
for the provision of income taxfrom export as 0.5% of total export becauseit is
not good choice of income tax base.Lastly, he had recommended to mobilize
additional domestic resources throughtaxation, tax structure should be
redesigned in order to increase the role of direct tax;income tax should be
reformed in Nepal etc.

38



2.2.3 Review of Thesis

Poudel (2000) in his thesis entitled “Corporate Tax Planning in Nepal” in his
thesishas tried to make an overview and conclusion supporting to the objectives

and majorfindings are as follows.
Objectives

To examine the corporate tax structure in Nepal

To examine the implications of tax factor in selecting the best
aternativestrategy in different aspects of strategic planning.

To analyze impact of corporate tax on managerial decision relating to
thedifferent aspects of project planning.

To examine corporate tax planning in respect of organizational planning.

To investigate tax planning practices being followed in respect of
strategicplanning, project planning and operational planning by Nepalese
companies.

To offer suggestions for the improvement in corporate tax laws which

havedirect bearing on the corporate tax planning?

The selection of tax base is an important constituent of corporate tax structure.
Thedifferent tax bases are gross assets, business expenditure, value added, cash
flow andbook profit. Nepal has also followed book profit as the tax base for
thepurpose of corporate income tax.

Another important constituent of corporate tax structure is the tax rate. The
corporatetax structure in Nepal has undergone a substantial change over the
years. Prior t01986-87, tax rate structure was same for both individua and
companies.In 1986-87 the rate structure was separated and in the case of
companies both government and private sector the progressive tax rate system
was replaced by flatrate system. It was extended to private limited companies
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also in 1993-94. Anotherimportant feature of corporate tax in Nepa is the

lowering down the tax rate from

60% to 67% (on taxable income above Rs. 130000) in 1982-83 to 23.33% (flat
rate) in1994-95. Further, there are different flat rates for different types of
companies. Thus,while non- industrial companies are taxed at aflat rate of 33 %
industrial companiesare taxed at the rate of 28 %. Further, if a company is listed
in Nepa Stock Exchangethe tax rate is reduced by 5 %. The government of
Nepal has thus rationalized thecorporate tax rate compatible with many other
low tax-rate countries. In fact, Nepahas fallen in line with the generd

international trend of lowering down the corporatetax rate.

Gupta (2006) also presented the thesis entitle, “Corporate Tax System and
InvestmentBehavior in Nepal”. He undertook the research work to find out the
problems relatingto corporate tax, which blocks the development of the private
Investments. The mainobjective of the study was to evaluate the corporate tax
system in general. His mainobjective is to examine the sensitivity of certain
policy like inflation, capital gain tax,dividend tax and interest tax etc. based on
their impact on tax burden.

His major findings are as follows

He showed the relationship of private investment with average effective
taxrate, marginal effectivetax rate and tax incentivesin Nepal.

He found that it's for debt financed project are amost negative i.e.-17%
andpositive for equity financed project and debt equity project by 27%
and 19%respectively.

He had also found the impact of inflation. According to him, the statutory
taxrate deduction had impact on private investments by 60%to 20%. In
this regard,

He had showed the adjusted value 0.87 at 5%level of significance.
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He had concluded that the statutory tax rate was in moderate level under
thefinancing between inflation rate and effective tax burden in Nepal

wasnegative.

Pant (2007) had presented the thesis entitled, "A study on Income Tax
Managementin Nepa". His main objectives of research were to find out the

share of income tax togovernment revenue.
His main objectives

To review the income tax system in Nepal,

To identify the problem of income tax management.

His research was best upon secondary as well as primary data. The
primary data wascollected within Kathmandu through interview,
guestionnaire etc. His major findingsare as follows.

He had concluded that income was the maor source of internal
sourcemobilization, the income tax system was not efficient and income
taxassessment was not efficient.

Evasion of income tax was maor constraint for research mobilization.

He also added that corporate tax was found high and exemption limit was
notsufficient.

Finally he had recommended that income tax net should be
widenedassessment procedure must be improved and income from

agriculture andcapital gain should be taxed.

Pradhan (2008) has conducted athesis entitled ““Contribution of Income Tax
on TotalRevenue.” His study was basically concerned with historical

background, contributionof income tax to the public revenue.
His main objectives are as follows

Contribution of income tax to the public revenue,
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Contribution of Nepal Telecommunication (NTC) to income
tax,Effectiveness of income tax collection. Especially, her study had
focused onthe study on Nepal Telecommunication Corporation.

His major findings are as follows

She had found the contribution of income tax from public enterprisesin
Nepalwas not significance due to poor achievement, weakness in
government's economic policy and deficiency in legislation. NTC had
been contributingeffectively to total tax revenue.

Contribution of tax revenue on GDP of Nepa was lower than other
SAARCcountries except Bangladesh.

Average contribution of income tax from NTC to total tax revenue,
totalincome tax revenue and total government revenue were 2.37 percent,
15.60and 1.93 percent in her study period. Her suggestions about income
taxsystem were clear cut provisions, discretionary power of tax officers
shouldcurtailed, assessment and collection provision, should be made
clear andsimple, provision of reward, prize, incentives should introduce
to encouragetaxpayers today voluntarily, compulsory provision of
auditing etc. for theimprovement for the improvement of income tax
administration in Nepal.

Promotion and reward to active efficient and honest tax preserved,
taxeducation to taxpayers, strict acting against corruption, reduction of

delays intax assessment.

Lama (2009) in histhesis entitled ““A study on effectiveness of aspectof Tax
Planning in Nepal” has made a deep study on Tax planning regarding
itseffective implementation. People in developing country like Nepal tend to
greaterpropensity to evade taxes. Lack of proper measurement of tax
assessment, Nepal isfacing the problem of tax evasion. Because of this
resources have not been mobilizedefficiently and resource gap isincreasing year
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by year in Nepal public finance. Hehasmentioned the following objectives and

methodology for specific findings andrecommendations.
Objectives

To study the concept of tax planning.

To examine the use of tax planning in Nepal ese organi zation.

To examine the implementation of Tax planning.

To provide suggestion to Nepal ese organization to use tax planning.
Following are the major findings of the study:

The provision of best judgment assessment should be put to use in its
truesprit.

In addition to other financia and non-financial assistance, including
Incentives,to be provided by government and financial institution for the
reviva of sickindustrial units.

The tax payers should pay the unpaid tax along with interest, similarly if
therefund is to be made the tax payers along with interest.

Tax rebates to non-industrial company set up industrially backward areas.
Different tax rates for Residential and Non- Residential companies.

Every company should have separate Tax section in their company

Need to change the tax administration system.

Adhikari (2011) conducted a study entitled ““A Study on Corporation Income
Taxin
Nepal”. The objectives of his study were;
To study and evauate the status of income tax as magor source of
revenue,
To examine the Nepal ese income tax structure,
To review and analyze the trend of income tax collection and tax revenue,

To identify the factors to increase taxpaying habit of income tax payer,

43



To evauate the problems of income tax management and provide
suggestionsto the concerned on the basis of study findings.

He has found that;

The share of tax revenue has always been greater than share of non-
taxrevenue. Similarly,

The contribution of indirect tax has been aways greater than direct tax
revenueduring the study period from 2003/04 to 2013/14

Income tax is an important source of direct tax.

Its structure of Nepal is the composition of tax from government sector,

publicsector, private corporate bodies and remuneration tax.
2.4 Research Gap

Research gap refers to the gap between previous research and this research.
Manyresearch studies have been conducted by the different students, experts
and researcherabout Scope of Tax Planning. There is gap between the present
research and theprevious researchers. The findings of the previous researches
were mostly based onsecondary data. Most of the previous researches did not
disclose what kinds of taxplanning strategies should be implemented in
Nepalese environment. Thus to fill upthose gap the current research is

conducted. Thisresearch isasurvey type of research.

IS based on primary data. This research study is based on using current data
whichwas not included in previous studies. So, this study will be fruitful to
those interestedperson, parties, scholar, civil society, general public,

businessmen and government foracademically as well as policy prospective.
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CHAPTER - THREE
RESEARCH METHODOLOGY

For the proper evaluation of the research problem, research methodology is
veryimportant to any researcher. Research methodology generalizes the way of
solving theresearch problem thoroughly and systematically. Therefore, research
methodology isused for the achievement of the objectives of the study. This
study is mainly concernedwith the scope of tax planning in the country.
Research methodology therefore isdesigned and implemented to study about the
sources, causes and methods of thescope of tax planning. The structural analysis
of government revenue, income tax, taxevasion, tax avoidance, exemption
limits, concessions, rebates and tax paymentbehavior of tax payers. For the
achievement of the objectives the researchmethodology has been designed
including research design, population and sample,nature and sources of data and
procedure of data collection and procedures of datapresentation and analysis as

follows.
3.1 Resear ch Design

Most of the data and information of the study were concerned with their
opinion,experience and performance of the respondents. This study therefore,
followsdescriptive, analytical, true experimental and field study, research design
in order toobtain the required information, data and opinion. Research design,
thus is the overallframe work for the achievement of the goals and objectives of

the research.
3.2 Nature and Sour ces of Data

Mainly the primary sources of data and information have been used in this
research. Inaddition, secondary sources of data have rarely been used in some

extent. Someimportant sources of the primary data are: opinion survey through
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guestionnaire andinterview, review through the internet and by some general

discussions with teachersand friends.
3.3 Population and Sample

It is very difficult task to study about the universe. In other words, an individual
can't study about the total population of the country. Sample study, therefore has
been doneThrough respondents of following nature of the profession in the
table.

Table: 3.1

List of Sample Respondents

S.N Natureof profession Number
1 Businessman 10
2 Income tax officer 10
3 Bankers 10
4 Lecturers 10
5 Totd 50

3.4 Procedures of Data CollectionA set of questionnaire related to the
objectives of the study had been prepared for 50respondent's professionals.
Some questionnaires were sent through postal service,some through e-mail and
rest through direct visit to the professionals and as | havementioned some are

through general discussions with the professionals.
3.5 Procedures of Data Presentation and Analysis

The result of each and every question out of the questionnaire was
submittedrespectively. Similarly they are ranked and planned in order by editing
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and coding.The views of the respondents about the questions were presented in
respective orderso that the analysis was fully based on the respondents. The
cumulative result of each question is described in the form of respondent™ s
language as far as possible. Themain priority is given to the highest support and
decision of the respondent. Thesupports of the respondents were collected in the
numerical form aswell as in thelanguage form. Finally, the conclusion and
suggestions of the study were presented inthe summary. Data are analyzed and

interpreted using different types of statisticaltools as given below:

Simple Percentage,
Simple Average,
Charts and Diagrams.

3.6 Weight of Choice

The respondents are requested either to rank their answer or to give yes/no
responseor to write their opinion. In the case of ranking the answer the scale
varies fromguestion to question. The scale is given according to the number of

probable answer.

For example, if the probable answers are 5, the scale is given 1 to 5, where 1
standsfor most important and 5 stands for least important. The total points get
by eachchoice are converted into percentage of total points available to the all
choice. Thechoice having higher percentage is ranked as most important and the

choice havinglowest percentage is ranked as |least important.
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CHAPTER - FOUR

PRESENTATION AND ANALYSISOF DATA

This chapter deals with the data and information collected from the primary
sourcesi.e., questionnaire, interview and field study. This chapter is the main
body of the study, which answers the research problems for obtaining the
specific goas of theresearch. It helps for summarizing the conclusion and

findings of the research.

This chapter introduces the 40 sample units of different professionals relating
tovarious sectors like education, business, banking and taxation. Here due to

spaceProblem | pointed out my respondents in symbol as follows.
Respondent Symbol Used in Table

Businessman BM

Income tax officerOff

Bankers Ban

L ecturers Lect

4.1 Sample Analysis M easur ement

The measurement deals with the result obtained from various sectors of the
society. Itexplains about the view and specific conclusion of the professionals.
The sample of 40 was observed with the help of questionnaires and persona

interviews forthe following results.

4.1.1 Tax Planning isbeing practiced in Nepal
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To know whether tax planning is regularly in practice in Nepal | asked this

guestion tomy respondents. The result has been presented in the following table.
Table: 4.1

Tax Practicing in Nepal

NO.of Per centage
Options| Lect | Off Ban | BM Respondents %
Yes 10 8 9 10 37 925
No 0 2 1 0 3 7.5
Totd 10 10 10 10 40 100

Source: Field Survey 2014

From the table 4.1, it is observed that 92.5 % of the respondents believes that
TaxPlanning is being in practice in Nepal and 7.5 % of the respondents think
that there isno tax planning in practice. Here, we can see that those who said tax
planning is notpracticed in Nepal they have pointed towards those sectors of
population who areafraid from the term Tax itself so they even don't want to
learn about the taxplanning and anything relating to tax they only keep on
finding short cut ways to getout of the habit of paying tax. We cannot ignore the
respondents who said that there isno tax planning is done in Nepa because
some of them were tax officers themselves.And obvioudly tax officers knows
more then anybody that what percent of people areplanning tax and what
percent are trying to avoid tax so we cannot neglect theirresponse. Anyway the
happiest part is that there is 90% tax planning is done in Nepalis quite effective
for the country like Nepal where the education is still ingrowing stage only.
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figure:4.1
Tax Practicing in Nepal

7.5

M yes

No

4.1.2 Consideration of theterm tax planning to reduce Tax Liability

To know whether tax planning is being considered by the respondents in the
processof reducing their tax liability the following results are obtained.

Table: 4.2

Consideration of Tax Planning

Options L ect Off | Ban | BM No of Per centage
Respondents %
yes 7 10 10 7 34 85
No 3 0 0 3 6 15
Total 10 10 10 10 40 100

Source: Field Survey 2014

From the above table we came to know that 85 % of the population (Approx)
areconsidering the term tax planning in their business and profession in order to
reducetax liability and 15% of the population are not considering the term tax
planning.When | tried to find out what are the reasons for that then mostly |

found that all isbecause of the unawareness of the term Tax Planning. Some of
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them said that ideaand concept of tax planning is not clear to them, some said
hard to follow the methodof tax planning and some said hat there is lack of

gualified manpower in tax offices.

Figure :4.2
Consideration of Tax Planning

M Yes

No

4.1.3 Saving of Tax in Nepal through Illegal Ways
Table: 4.3

Saving of Tax through Illegal Ways

Options Lect | Off | Ban | BM No of Per centage
Respondents %
yes 1 0 1 6 8 20
No 9 10 9 4 32 80
Total 10 10 10 10 40 100
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Figure:4.3
Saving of Tax through lllegal Ways

M Yes

No

From the above table we can see that 20% of the respondents think that tax
planningin Nepal is done through illegal ways aso and the remaining 80% of
the respondentsthink that tax planning is done through lega ways and
effectively. When | went deepinto the study to find out why the 20% of the
population is planning tax through illegalways then | came to know that all that
Is because of having less knowledge regardingthe Scope of Tax Planning under
ITA, 2058 in Nepal. So, | think we should provideadequate knowledge
regarding scope of tax planning to all the general public in Nepalso that instead
of running away from the term tax planning they will come to know theareas
and scope of tax planning and will be eager to save their tax under the
scopeprovided by the ITA 2058 in Nepal. Anyway the percentage gives us a
little relief thatonly 20% think that tax planning is done through illegal ways
even though we have totake into consideration that there are still people who
does tax planning through illegalways and to stop that we need to make them
aware either making them know thescope of tax planning or making the law a
little bitmore flexible after knowing theexact factor why the person is planning

tax through illegal ways. It might be differentfrom person to person the reasons
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to plan tax so we have to use the right weapon toright person to make them plan
their tax through legal ways.

4.1.4 The Causes Responsible for Illegal Planning

When the researcher asked to respondents about how they can say that there is
theplanning done through illegal ways they said there are many reasons for that
then Igave them some of the maor reasons to rank them in order of most
effective reasonwise. Among the respondents as 8 of them said that they think
tax planning in Nepa isdone through illegal ways also so here are the reasons
they have ranked them in orderof mostly blamed by the tax payers for planning
tax through illegal ways.

Table: 4.4

Saving of Tax through Illegal Ways

SN Responsible Causes for Lect | Off | Ban | BM | Total | Rank
Illegal Tax Planning

1 Higher income tax rate 1 1 6 7 15 6

2 Tax administrative 2 5 5 4 16 5

efficiency
3 | Widespread inefficiency 6 | 10| 3 5 24 1

4 High corruption in Nepa 3 2 4 5 14 7

5 Poor taxpaying habit 7 5 3 6 21 2

6 | Complicated Income Tax 6 6 3 3 18 3
Law

7 Political indiscipline 1 3 8 5 17 4

Source: Field Survey 2014

More than 50% of the respondents pointed out widespread illegal business to be

theno. 1 reason for illegal tax planning. As the people does illegal business so
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they haveto plan tax through illegal ways because if they will plan tax legally of
illegal businessthey will get caught and will be punished according to the law.It
IS very clear that to stop tax planning to be done in illegal ways the widespread
illegal businessis to be stopped if not possible then tries to control it by making
the lawa bit flexible in terms of tax planning. Government should discourage
people fromperforming illegal business either by making them know how they
can earn moneythrough legal businesses or making the country force and law a
bit more tight in termsof illegal business. And last but not the least is to make
the people aware of the scopeof tax planning because most of the people are not
aware of the scope of tax planningand when they will come to know the exactly
what are the Scope of Tax Planningprovided by Income Tax Act, 2058 of
Nepal. | think theillegal business willautomatically start coming to the end.

Secondly the respondents ranked poor taxpaying habit as another reason for
illegaltax planning. In Nepal no one is paying tax thinking of the country that
taxpaying istheir duty and they responsibility towards the country. Nobody have
any kind ofinterest in paying tax to the country they all want to hide ther

income and are always

Trying to pay tax asless as possible. In Nepal there is no habit of paying regular
taxesand fair tax. Although the people are paying tax but that is not because
they arethinking about the country but only they are afraid that if tomorrow they
will getcaught they have to pay more tax then they are paying at present. Thisis
only reasonfor paying tax in Nepal. So thegovernment should not only force
people to pay taxbut also make them understand that the tax they pays goes
directly or indirectly at lastto them only through different means. Through the
development of the country,through distribution of clothes and food to many
kinds of victims, through differentplans, etc. In these ways the habit of people to
pay tax can be encouraged and theywill get rid of poor taxpaying habit.
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Thirdly the respondents blamed complicated income tax law to be the reason
forillegal tax planning. As the law of income tax of Nepal is made by different
educatedand efficient persons of Nepal but they have to consider the average
people who areliving in Nepal while making the law because there are tax
payers who belongs to thiscategory more. So the tax law is to be such that one
can understand just by goingthoroughly if they have to read it deeply or they
have to take extra classes to know thetaxation in Nepa then they will get
frustrated and will try finding the loopholes orthey will try to plan tax illegally.
So the law of taxation should not be made thatcomplicated it should be as
simple as possible so that the people from any backgroundcan get it by once you

speak to them or by once they will go through the books oftaxation in Nepal.

Fourthly the respondents blamed political indiscipline as another factor
influencingthe illegal tax planning in Nepal. In Nepal there is no discipline
regarding politics,everyday there is going to something wrong in politics. Every
day the parties will bequarreling with each other regarding different topics it
seems as they are not thinkingabout the country but only about themselves.
They al are unknown about the thingshappening in the country generally with
thepeople of the country as if they are satisfied or dissatisfied with the present
situation.And the people as a result think that if the political leaders are not
thinking about thecountry then why should we do, why we should pay the
regular taxes, why should weonly contribute to the country and as a result they
willstarts planning tax throughillegal ways. So political indiscipline should be
turned to discipline in order to plantax in legal ways.Fifthly the respondents
blamed tax administrative inefficiency to be the reason ofillegal tax planning.
All the administration part of tax offices are inefficient. Theofficers in the tax
offices does not perform their task effectively instead theydemotivate the people
who came to pay tax for the country by making them run herethere and the most
tragedy part is that we go to tax office to pay the tax not to takemoney back
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from them. | think tax payers should get some kind of respect becausethey are
one of the helping hands of the country, they are contributing to the
economicsectors of the country and they are helping country to get devel oped.
The taxadministration should work efficiently if the country wants to stop tax
planning to bedone illegally because tax administration plays a vita role in
making people pay taxlegally. The officers of tax offices should be very much
efficient to make peopleunderstand about the pros and cons of paying and not
paying the tax then only peoplewill starts paying tax legally instead of finding
the tax payment through illegal ways.The sixth rank have been given by the
respondents to higher Income Tax rate for thecause of illegal tax planning. As it
has been given the sixth rank it is clear that therespondents have given less
emphasis to this cause. That means we can say that thetax rate provided to the
people and the firm of Nepa by Income Tax Act, 2058 is quitegood enough.
But still some pat of it is somewhere high tax and somewheredissatisfactory in
terms of tax rate. The one part is that whether the firm is doingbusiness or not it
have to pay the minimum tax to the country is quite not satisfactoryand the
other part is why rebate is provided only to the factory located in remote
areaswhy not also to the factory located in the municipality areas .The last and
seventh rank is given to high corruption in Nepal by the respondents asthe cause
of illegal tax planning. As this is the last cause ranked so we can say that itis
just been ranked as it was there in the causes provided. No doubt there is
corruptionin Nepal but that is affecting in tax planning tax through illegal ways
that much yes itis affecting but only to some extent. The reason is that all the
money that comes fromcorruption of bribing can't be shown through legal tax
planning so the people use thelllegal ways of tax planning to make their black
money as their white money. As weall know corruption is in every country but
only one thing is to be made intoconsideration is that the corruption should not

influence in the development to thatextent as it will cause some influence
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definitely so we have to try our best to stop thecorruption in every single way
possible then only we will be stop the planning of taxthrough illegal ways.

4.1.5 Saving earnings by reducing tax liability under long term Tax
Planning

When asked with the respondents that how they are saving their earnings by
reducingtax under long term tax planning they gave their different reasons and
taking intomind al those reasons | asked them to rank them in order of ther

ranks and the resultis presented as below as simpl e table format.

Table: 4.5
Reducing Tax Under Long Term Tax Planning

SN | Waysto reducing Tax Lect | Off | Ban | BM | Total | Rank
Under Long Term Tax
planning

1 | By change the nature of 4 2 |4 5 12 3
business

2 By changing the form of 1 2 |3 7 13 4
the organization

3 | By changing thelocation of | 1 4 |4 3 12 5
the industry

4 | BY making changes inthe |4 3 |4 5 18 2
capital structure

5 | By changing the size of 6 3 |4 8 21 1
business

6 | Complicated IncomeTax |2 1 |2 5 10 6
Law

Source: Field Survey 2014

More than 50% of the respondents ranked by changing the size of the business
as theno. 1 way of reducing tax under tax long term tax planning. Now here |
am explaininghow we can save by changing the business, in which size to

operate the businessdepends on demand of products, availability of resources
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like funds, human resources, raw material, etc. selection of suitable size of

business helps in tax planning as,

Business firm with annual turnover up to Rs.20 lakhs and income up to Rs. 2
lakhs fallwithin presumptive taxation. They are required to pay Rs. 3500; Rs.
2000 and Rs.1250 if they are located in metropolis/sub- metropalis,
municipality and other areasrespectively.

Secondly the respondents have ranked by making changes in the capital
structure asthe second way of reducing tax liability under long term tax
planning. Capital requiredfor conducting a business can be raised through
Issuing shares, debentures, borrowingloans or through retained earnings. ITA,
2058 has made different provisions fortreatment of reward given to the

providers of capital. For example

Interest is deductible in case of borrowed funds whereas dividend does
notenjoy this benefit.

Expenditure incurred while borrowing loan is an allowable expense.
Raising funds through equity/preference shares or retained earnings are
withoutstrings and do not involve regular outflow of cash by way of
Interest.

A tax payer can minimize his tax liability by borrowing loan or

Issuingdebentures than raising fund through other sources.

Thirdly the respondents have ranked by changing the nature of business as the
thirdway of reducing tax liability under long term tax planning. No one can say
that anentrepreneur takes decision about the nature of business one purposes to
undertakebased on tax considerations. However, tax benefits do weigh heavily
while decidingabout the business. Tax laws have imposed different tax rates to
different businessactivities. An investor can minimize tax burden by choosing a

business of low tax rate.
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For example:

Specia industry should pay tax at aflat rate of 20%

Bank, finance companies, general insurance companies, etc should pay
tax at aflat rate of 30%

Other firms i.e., private limited, partnership firm should pay tax at a flat
rate of25%

Agricultural incomes from unorganized sector istax free

Similarly loss recovery period also differs as per the nature of the
business. Forexample;

Business organizations can carry losses for the coming 7 years.

Similarly, loss of an entity conducting petroleum business under
Nepal petroleum Act 2040 and infrastructure development project can be
carried

Forward up to next 12 years.

BOT /BOQOT can carry losses for the coming 7 yearsin the fourth rank the
respondents have chosen by changing the form of organizationas the way of
reducing tax liability under long term tax planning. As we al know business
organization can be organized in different forms: sole proprietorship,partnership
and company. Form of organization is generaly decided on the basis ofsize of
funds required or the technical skill. Small size units can be started
byproprietorship firms, partnership firm, etc. for bigger units company form
oforganization suits. ITA, 2058 has imposed different tax rates as well as has
provideddifferent facilities to different forms of business organizations. For
example:Proprietorship firm can enjoy exemption facility and progressive tax

rate isapplied.

Partnership and company do not get any exemptions. Tax isimposed at a
flatrate.
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Owner of proprietorship firm is entitled to a medical tax credit up
toRs.750.

In the fifth rank the respondents have chosen by changing the location of
theindustry as the way of reducing tax liability under long term tax
planning.Industries are located at a place which has advantages of raw
material, nearness ofmarket, availability of human resources and other
related non-tax factors. An investorcan take benefit of it by establishing
businessin asuitable location. For example;

Specia industries established in remote, underdeveloped or under
developedarea should pay tax at 70%, 75% or 80% respectively of the
rate otherwiseapplicable for the periods of ten income years.

ITA, 2058 has aso a provision of remote area allowance up to Rs. 30,000
to anindividual working in remote areas. For example:

Individual working in remote area A, B, C, D and E can get an
additionalexemption of Rs.30,000, Rs. 24000, Rs. 18,000, Rs. 12000, Rs.
6000respectivelyln the sixth rank the respondents have chosen by
merging the business as the way ofreducing tax liability under long term
tax planning. Inclusion of non-industrial unit inindustrial unit can also be
helpful in minimizing tax. Industria units (except liquorsand tobacco)
pay tax @ 20% whereas non-industria units (i.e., trading company)
paytax @25%thus, merging of trading company in industrial company (
forwardintegration ) reduces the tax liability. Similarly, merging of loss
making units to profitmaking unit is also helpful in tax planning. Here,
the lossesof loss making unit can beadjusted with the profit of profit

making units.
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4.1.6 Saving Earnings by Saving Tax under Short Term Tax Planning

When asked with the respondents that how they are saving their earnings by
reducingtax under short term tax planning they gave their different reasons and
taking intomind all those reasons | asked them to rank themin order of their

ranks and the resultis presented as below as simple table format.
Table: 4.6

Reducing Tax Under Short Term Tax Planning

SN | Waysto reducing Tax Lect | Off | Ban | BM | Total | Rank
Under Short Term Tax
planning

1 | ByTakecareeverything |3 4 |8 3 18 2
while acquisition of assets

2 | By taking care while 3 3 |4 4 14 4
deducting repair and
mai ntenance cost

3 | By consideration pollution | 1 2 |3 5 11 6
control cost

4 | By consideration research | 2 3 |4 3 12 5
and development cost

5 | By deducting donation 3 4 |4 4 17

6 By taking care while 5 6 |3 9 21
making loss recovery

Source: Field Survey 2014

Above 50% of the respondents ranked by taking care while making loss
recovery asthe no. 1 ways of reducing tax under short term tax planning. As per
the act, lossesfrom the business can be forwarded up to coming four income
years. In addition tocarry forward of losses, banking and genera insurance
businesses can carry back theirlosses from preceding loan loss provision. As per
the act, loss from investment cannotbe carry backward or forward. While setting
off losses, priority should be given toinvestment losses. If it isnot recouped in

the year of loss, it cannot be carriedbackward or forward. In thisway, by
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properly setting priority, ataxpayer can adjust as much aslosses as
possible.Second rank is given to by taking care of everything while acquisition

of assets astheway of reducing tax liability under short term tax planning.

A business firm can maketax planning while acquiring fixed assets needed for
running its activities. There aremainly two ways of acquiring fixed assets
leasing or buying. The issue to beconsidered is cash outflow, tax shield in
respect of depreciation, interest payable orlease rent.Third rank is given to by
deducting donation as the way of reducing tax liability undershort term tax
planning. A donation given to tax exempt organization is alowed fordeduction
up to Rs. 100000 or 5% of adjusted taxable income. Howeverin Nepal fullor
partia reduction for donation given to a work by notifying in Nepal gazette.
Thisprovision is available to only profit making entity. A tax payer can plan the
amount ofdonation to minimize his tax burden.Fourth rank is given to by taking
care while deducting repair and maintenance cost asthe way of reducing tax
liability under short term tax planning. ITA, 2058 has alowedrepair and
maintenance cost up to 7% of depreciation basis. Taxpayers should planthese
expenses in such a manner so that maximum deduction is possible.

Theunabsorbed repairs can be capitalized and depreciated from the next year.

Fifth rank is given to by considering research and development cost as another
way ofreducing tax liability under short term tax planning. Research and
development (R &D) cost is alowed for deduction up to 50% of adjusted
taxable business income. Theaccess R & D cost is capitalized and depreciated
under block D (see appendix) from the next year. The tax payer can minimize
tax liability by spending on R & D.Sixth and final rank is given to by
considering pollution control cost as another way ofreducing tax liability under
short term tax planning. Likein R & D cost a deductionfor pollution control
cost is aso provided up to 50% of the adjusted taxable businessincome. The
excess pollution control cost is capitalized and depreciated under block Dfrom
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the next year. The tax payer should claim these expenses as much as possible
toreduce the tax liability.

4.1.7 Existing rebate provided by Income Tax Act, 2058

To find out whether the tax rebate provided by the Nepalese law is satisfying
thepeopl e of the country or not | asked the question providing them four options
and the result obtained is presented below in a systematic table format.

Table: 4.7

Satisfaction to the Rebate Provided

Options Lect | Off | Ban | Bm NO.of Per centages
Respondents %
Itisok 9 4 4 7 24 60
It should be 1 3 2 2 8 20
reduce
It should be 3 4 1 8 20
increased
| don't know 0 0 0 0 0 0
Totd 10 | 10 | 10 | 10 40 100

Sources: field survey 2014
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Figure:4.4
Satisfaction to the Rebate Provided

0%

M It is ok
It should be reduce
M It should be increased

H | don’t know

60 % of the respondents said that the rebate is 0.k. and in fact good in respect of
thepeopl e and the country. They all think that the rebate provided is quite
encouragingfor the people. The rebate is provided by taking care of the people
of the country of allthe sectors and groups so quite fair and quite motivating for
them to pay the tax intime and properly.20% of the respondents think that it
should be reduced. They said this taking care ofthe economy of the country , the
only thing they mean to say isthat if the tax rebate isreduced alittle bit it will
not make any difference to the tax payers and on the otherhand that little
reduced tax can help in the economic condition of the country alot.20 % of the
remai ning respondents think that it should be increased alittle. These 20% still
think that the rebate provide is still not encouraging for the people of thecountry
to be faithful to the country in terms of payment of tax planning and as aresult
they will try to find out the illegal ways of reducing tax liability. So if
thecountry wants all the taxes from the public through legal tax planning then
thegovernment have to increased alittle for the satisfaction of the public and
Incomparison to saving tax through illegal ways and increasing the rebate |
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thinkincreasing the rebate seems to be more profitable for the country.0% of the
respondents gone to option 4 whichis | don't know, this means all

therespondents are aware of the rebate provide by the law.
4.1.8 Charging lesstax to theindustries situated in remote areas

To find out whether the tax charged to the industries situated in remote areas are
guitegood enough or not | asked my respondents giving them three options and
theresponse | got is presented in the following table format.

Table: 4.8

Satisfaction to the Rebate Provided

Options Lect | Off | Bn | BM No of Per c(()entage
Respondents %
It is encouraging 9 6 | 7 | 10 32 80
It isworthless 0 0O 0 0 0 0
Nobody isconscious | 1 4 | 3 0 8 20
toward that
Total 10 | 10 | 10 | 10 40 100

Source: Field Survey 2014
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Figure:4.5
Satisfaction to the Rebate Provided

M Itis encouraging
It is worthless

B Nobody is conscious toward
that

80 % of the respondents said that it is encouraging. The tax charged to the
Industriessituated in remote areas are very much fair and it is quite encouraging
for the public ofthe country as they face many difficulty when the industry will
get situated in remoteareas. So taking in consideration al those things the tax
rate charged to thoseindustries situated in remote areas are very much on the

80 % of the respondents said that it is worthless. That means there is no
complainttowards that, no doubt that the tax charged to industries situated in
remote areas isvery much fair.20% of the respondents believe that nobody is
conscious towards that. And the mostsurprising thing is that those 20 % are
amost businessman that means reallythe people are not very conscious toward
that. They are establishing factories andindustries wherever they find
comfortable for them. They are not surveying thatwhether establishing in this
area is profitable through the means of tax or not they areonly calculating the
market and the consumption part they are not considering thetaxation part for
the establishment of their industry and factory. May be the people areunaware
of tax planning or may be they think the rebate not quite satisfactory or maybe

they are planning to save tax through illegal tax planning, in any of those case
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thecountry needs to take some kind of action to make the people know and use
the rebateprovided to them in the establishment of industry and factory in
different parts of thecountry.

4.1.9 Enjoyment of the loopholes of the Act

When | asked my respondents whether the loopholes present in the act is
beenconsidered by the people of Nepal then the response | got is presented in
the belowtable.

Table: 4.9

Enjoyment of L oopholes by Tax Payers

Options | Lect | Off | Ban | BM No of Per centage
Respondents %
yes 9 6 7 10 32 100
No 0 0 0 0 0 0
Total 10 10 | 10 | 10 40 100

Source: Field Survey 2014

100% of the respondents said that the loopholes are being enjoyed by the tax
payers ofthe country. Now it is crystal clear that by enjoying the loopholes tax
payers aresaving their tax and it is also clear that there are a lot of loopholesin
the Act. So, theconclusion is the government must revive the ITA , 2058 of
Nepal so that theloopholes can be filled and the taxes which are going
somewhere else through thoseloopholes can come to the treasure of the
government. So | think the governmentshould take action as fast as possible to
collect the maximum amount of tax and isonly be done by reviving the ITA,
2058.
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4.1.10 Methods used for Enjoying L oopholes

As 100 % of the respondents said that they think the tax payers are enjoying
theloopholes of the Act so | again asked them which of the methods are being
used thenthe respondents ranked the following methods in order of preference
given by the taxpayers for enjoying the loopholes of the Act.

Table: 4.10

M ethods of Used for Enjoying the L oopholes

SN | Method wused by tax|Lect|Off | Ban|BM | Total | Rank
payers
1 | Diverging income or assets | 5 5 |4 6 20 2
to lower taxable entities

2 | Paying sadaries, benefits|5 6 |4 4 19 3
and interest to family
members

3 | Transferring income to|5 6 |7 7 25 1
wife orminor child

4 Forming trust and other | 1 2 |6 4 13 5
philanthropic  institution
andTaking unnecessary
advantage

5 | Transferring income and | 3 2 |4 5 14 4
assets to non-resident

Source: Field Survey 2014

About 55% of the respondents ranked transferring income to wife or minor
child asthe no. 1 way used by tax payers for enjoyment of loopholes. Mr. A,
having renderedservice to another person Mr. B, is entitled to receive a sum of
say Rs. 50,000/- fromMr. B. Mr. A other income is Rs. 200,000/-. Mr. A tells
Mr. B to pay cheque of Rs.50,000/- in the name of Mr. C instead of in the name
of Mr. A. Mr. C deposits thecheque in his bank account and account for it as his
income. But Mr. C has no otherincome and therefore pays no tax on that income
of Rs. 50,000/-. By diverting theincome to Mr. C, Mr. A has resorted to Tax
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Avoidance.Second rank is given to diverging income or assets to lower taxable
entities. Thisisdone by the means that all the income is earned by higher taxable
entities and in orderto save tax at the last point of time when it istime to pay tax
then al the incomes aretransferred to lower taxable entities. Here, the
government thinks that no matter whatbut the firm is paying tax anyhow but the
problem is that the firm is saving tax tosome high extent and is taking wrong
advantage of the loopholes of the act.Third rank is given to paying saaries,
benefits and interest to family members. Sometax payers distribute the salaries
and benefits among their family members in order toreduce their tax liability.
This is fair enough in accordance in the terms of law but it isrealy one of the
major means to avoid tax unethically.Fourth rank is given to Transferring
iIncome and assets to non-resident. As the nonresidentemployed by Nepal

government on terms of tax exemption are exemptedfrom paying tax.

Fifth rank is given to forming trust and other philanthropic institution and
takingunnecessary advantage. As the donation provided to trust and other
philanthropicorganization are deducted from income before tax reduction so
people form bythemselves such type of organization with the objective of
saving tax through the loopholes provided by the Act.

4.1.11 Tax planning helps in Productive Investment When asked with the
respondents do they think that tax planning helps in productiveinvestment then
they responded towards my question with only two options which ispresented as
below in table format.
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Table: 4.11

Productive | nvestment Helped by Tax Planning

Options | Lect Off | Ban | BM R%gl(())n%fents Per Cc;,ntage
yes 9 | 9 | 10 | 10 38 95
No 1 1] 0 |0 2 5
Tota 10 10 |10 10 40 100

Source: Field Survey 2014

Fgure:4.6
Productive Investment Helped by Tax
Planning

5%

M Yes

NO

95% of the respondents were positive towards the helping of tax planning
inproductive investment. They all said that of course tax planning helps in
productiveinvestment in the country and the developing country like Nepal isin
need of a lot ofproductive investment so tax planning should be made very
much effective in order todevelop the country through productive investment.
The tax laws offers large avenuesfor the productive investment of the earnings
granting absolute or substantia reliefsfrom taxation. When earnings are
invested in the avenues recognize by laws, they arenot only relieved of the burnt

of taxation but they are also converted into means offurther earnings.
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5% of the respondents still think that there is no connection between tax
planning andproductive investment. They think that even though there is no tax
planning in thecountry then also no one can stop productive investment done in
the country. In factthey think that there is no relation whether tax planning is
done in what way in thecountry with the productive investment to be done in the
country because tax planningis the minor part of a business the major part is the
profit making rules. They all thinkthat we should concentrate on increasing the
profit not on reducing the expenses andof course tax planning is one of the

expenses of the business.
4.1.12 Healthy growth of economy through Tax Planning

When the researcher asked to respondents their opinion regarding healthy
growth ofeconomy through tax planning then they answered through my three
options providedwhich is presented in bel ow table format

Table: 4. 12

Healthy Growth of Economy through Tax Planning

Options Lect | Off | Bnh | BM No of Per centage
Respondents %
It ispossible 2 0 6 0 8 20
It is not possible 1 7 1 3 12 30
It can help to some 7 3 3 7 20 50
extent
Total 10 10 | 10 | 10 40 100

Source: Field Survey 2014

Only 20% of the respondents said that yes healthy growth of economy is
possiblethrough tax planning. It means that the respondents are not very sure of
the phrase Healthy growth of economy through Tax Planning”. The tax laws
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grant variousconcession and reliefs to uplift the backward sectors of the
economy. As aresult, theeconomy of the country will bust up.30% of the
respondents pointed out that healthy growth of economy is impossiblethrough
tax planning. They said that tax planning isjust a minor part of the

busi nessbusinessman really do not cares about the corporate social
responsibility they knowonly one thing and that is profit anything else. Already
said they do not want toincrease profit by minimizing the expenses. For the
growth of economy onlybackward part is not enough the main part is the metro
areas and thereis not verygood planning of tax for the industry situated in metro
areas of the country. Every industry should get rebate is the main point of the
respondents here.50% of the respondents opinion is that healthy growth of
economy is helped to someextent through tax planning. There is one saying that
“ It is better to have somethingthen to have nothing”, same one is for tax
planning ,at least some planning is donewhich will obvioudy going to help the
country to grow economically healthy. If therewill be no tax planning then there
will be nothing but yes there istax planning is beingdone and that is helping at
least to some extent in the healthy growth of the economyof the country. And

thisis the same opinion of the most of the respondents.

Figure:4.7
Healthy Growth of Economy through Tax
Planning

B It is possible
It is not possible

M It can help to some extent
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4.1.13 Providing Tax Rebate to I ndustries Situated in Remote Areas Only

When asked with the respondents regarding the rebates provided to the
Industriessituated in remote areas only then they responded in following ways

with the twooptions provided to them.
Table: 4.13

Providing Rebateto Industries of Remote Areas

Options Lect | Off | Bn | BM No of Per centage
Respondents %

It isfair enough 10 | 10 | 10| O 30 75
Itisnot fair every 0 O | 0| 10 10 25
Industries should

get rebates
Total 10 | 10 | 10| 10 40 100

Source: Field Survey 2014

Figure:4.8
Providing Rebate to Industries of Remote
Areas

M |t is fair enough

It is not fair every industries
should get reabtes

75 % of the respondent said that it is fair enough. All the respondent in this
group arejob holders and professional related with no business. They thought
from the point ofview of their profession and came to the conclusion that the
rebate is fair enough. Thelaw aso have provided maximum rebate to the
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industries of remote areas which is\ definitely encouraging them to do business
in a better way. genuinely the rebate ratesare very much effective for those
industries as the law have taken into consideration ofal the difficult factors and
problems that those industry will face and is facing havingbeing located in

remote areas.

25% of the respondents said that it is not fair every industry should get rebate.
Therespondents belonging to this 25% are businessman and they thought from
the viewpoint of their business thinking that one day they will also establish
their industry inmetro area and they will not get rebate at that time. So these al
respondents want thatthe rebate should also be given to the industry situated in
metro areas as these industryalso contribute in the economic sector of the
country. Otherwise as a result this industry will be bound to plan tax through
illegal ways and the harm is finally to the economic condition of the country.
The industry will anyhow reduce their tax to bepaid so here is the only question
to the government whether it is going to give themrebate and take the credit or

IS not going to give them rebate and make the industry toplan the taxation in
illegal ways.
4.1.14 Problemsin Tax Planning Practicein Nepal

Providing Rebate to | ndustries of Remote Areas

When asked with the respondents whether they think that there are problems in
taxplanning in Nepa then they answered on my given three options in the

followingways.
Table: 4.14

Problemsin Tax Planning Practicein Nepal

Options Lect |Off | BOM |BM NO.of Per centage
Respondent %
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Yesalot 3 3 0 2 8 20

No thereis not 0 0 0 0 0 0

Need to be 7 7 10 8 32 80
change/review the
policies alittle

Total 10 10 |10 10 |40 100

Source: Questionnaire

20% of the respondents think that yes there are a lot of problems in tax
planningpractice in Nepal. They said that no one knows what is tax planning,
how it is doneand all they are only paying tax in different ways. Some of them
are paying taxthrough legal ways only, some are through illegal ways and some
of tem uses the bothways being little bit concerns towards the tax. Nobody is
even interested to knowabout tax planning going through in the country they say
that who is going to study all those and who is going to appoint a separate staff
for that tax policy only as the rebatewe will get will be less then the salary of the
staff appointed. So the conclusion is thatthe awareness of the people is to be
made in order to solve the problems in taxplanning practice in Nepal.

0% of the respondents said there is not any problem in tax planning practice in
Nepal.lt points out that there is no one who is totally unaware of the tax
planning practice inNepal excluding the uneducated groups.

80% of the respondents said that the policies need to be changed/revived alittle
tomake the planning problem less. This is pointing out towards those group
ofrespondents who do take care of the subject tax planning in their business as a
resultthey pointed out that it need to be revived to solve the remaining
problems. They alsosays that there is problem in tax planning but they not only
says that there are problembut also added that if it will get revived it will be al
right and will be free from theproblem to some extent.
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4.1.15 Making the Tax Planning M or e Effective

When the researcher asked with the respondents that what should be done to
make thetax planning more effective then they all answered in their different
points and theResearcher put on all those points and told them to rank in order
of preferences to bedone then they all ranked the ways to improve tax planning.

All those are presented inthe following table.

Table: 4.15
Making Tax Planning More Effective

Things should be done for
S.N | making tax planning effective| Lec | Off | BAN | BM | Total | Rank

1 | Increasethe rebate rate a bit 4 2 3 6 15 4
more

2 | Rebate should aso be given to 1 3 4 5 13 5
industries located in
municipality areas

3 | To provide to the people about 2 3 5 6 16 3
tax planning

4 | Toencouragethetax payersto| 5 4 7 7 16 3
pay regular taxes

5 | Building awareness about tax 4 3 5 8 20 2
planning

Source: Field Survey 2014

60% of the respondents ranked to encourage the tax payers to pay regular taxes
as theno. 1 thing to be done in order to make tax planning more effective. | too
agree withthis point and this is the first thing to be done in order to get a proper
tax planning. Allthe tax payers are need to be encouraged to pay tax ,they are
need to be motivated,they are need to be promoted and they are need to be
marketed also. Tax payers can bemotivated by making them loyal towards the
country, this can be done by saying themexactly why and how the country need
them and their attention to get developed andto compete with the other countries
. Tax payers can be promoted by making themfamous through the newspaper
and magazine making the heading as the habit of theirpaying tax regularly and
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with proper tax planning. They are needed to be marketed bypublishing their
firm in tax paying magazine as one of the properly paying taxcompany. These
all things will really encourages tax payers to pay regular tax andseeing these all
other people will also starts paying regular tax to get these types ofattention and
as a result we can make the tax planning more effective and that is ourmain
concern.Second priority is given to building awareness about tax planning. This
can be onlydone by the government when every sector will act properly and the
tax officers willfed ther responsibility towards the country that a big
responsibility is given to themand they have to come up with the expectation of
the country. Unless and until the taxoffices will starts some kind of knowledge
gaining and information providing programfor the tax payers of the country and
for even to the non-tax payers then only the taxplanning of the country can be
made effective otherwise it is very much difficult tochange the in-effective tax
planning to effective tax planning. Awareness is the mostnecessary thing which

will make the people to know their responsibility towards the

Country and the use of tax planning need to be done effectively to develop
anycountry. unless and until the public will get aware of the fact that tax is one
of themajor thing to the country and can help the country to very much extent
for thedevelopment they will never bent towards the tem effective tax planning,
so the mainpoint is to create awareness to the people regarding tax so that the
planning of tax canbe done more effectively.Third rank is given to provide
knowledge to the people about tax planning. Onlyawareness is the half part of it
the full part will be when they will have the completeknowledge about tax
planning. For complete knowledge al the people can not go tocolleges and take
the class of taxation they need to taught through some kind of trickyand
practical ways then only understand the term tax more clearly and | think that
willbe more effective. Certainly everyone can™ t understand the book and the

teacherslanguage so they are need to be teaches through some kind of unique
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means in orderto provide them knowledge about tax planning. And this
responsibility should betaken by the tax offices and government then only
people will be aware of the term taxotherwise they will be in the dark and will
go on cheating tax through different illegalmeans to reduce tax to be paid as a
result finally it will be affecting the economiccondition of the country.Fourth
rank is given to increase the rebate rate a bit more. Some people still think that
the rebate rate provided by ITA, 2058 of Nepal is not satisfactory. They still
aredemanding for the increment in rebate rate provided to increase a bit more.
Now thegovernment should survey about this that how much percentage of the
people aredemanding the increment in rebate and from which category of
population theybelongs. If they belong from the category of high tax payers then
that should beimplemented as fast as possible and as much as possible. And if
they are from thelower earnings and lower tax payers then there is no need to
get worried these peoplekeep on saying these things because they don't have
enough knowledge about tax andmore then that economic situation of the
country. So survey is must and thegovernment must take action regarding any
kind of tax dissatisfaction of the peoplemainly of those who pays a huge amount
of tax and who contribute alot in terms ofeconomic condition to the country. So
if the large number of population is demandingfor the increment in rebate
percentage then government must listen to them carefullyif only the country
wants that tax planning is to be done effectively.Fifth and the last rank is given
to rebate should also be given to industries located inmunicipality areas. As this
Is the last ranked options so the first priority should begiven to above four but
we can't ignore this one also as the respondents also pointedout towards this
options. This is only one thing that the people having industries inmetro areas
are saying that it is not fair enough to provide rebate only to the industrylocated
In remote areas they should also get rebate . And | too think they are right
tosome extent, as they contribute in equal or in more manners in the

development sopartiality should not be done with them. They also agree that if
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not fully partial rebatecan be given to them having the establishment of industry
in the metro areas. They aredemanding to the government not to be partial
regarding industrial set up they wantthe government to see every industry
through one eye. The government have to take inconsideration that all the
industries are their children which are going to help it in every way they can so
as the mother is not partial towards one of her children in thesame way

government should also not be partia toward the industry and its set up.

4.2 Major Findings
The major findings of the study are as follows

92.5 % of the respondents believes that Tax Planning is being in practice
iInNNepal and 7.5 % of the respondents think that there is no tax planning
Inpractice.

85 % of the population (Approx) are considering the term tax planning in
theirbusiness and profession in order to reduce tax liability and 15% of
thepopul ation are not considering the term tax planning.

20% of the respondents think that tax planning in Nepal is done through
illegalalso and the remaining 80% of the respondents think that tax
planning isdone through legal ways and effectively.

More then 50% of the respondents pointed out widespread illega
business tobe the no. 1 reason for illegal tax planning. Secondly the
respondents rankedpoor tax paying habit as another reason for illegal tax
planning. Thirdly therespondents blamed complicated income tax law to
be the reason for illega taxplanning. Fourthly the respondents blamed
political indiscipline as anotherfactor influencing the illegal tax planning
in Nepal. Fifthly the respondentsblamed tax administrative inefficiency to
be the reason of illegal tax planning.

The sixth rank have been given by the respondents to higher Income Tax
ratefor the cause of illegal tax planning. The last and seventh rank is
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given to highcorruption in Nepa by the respondents as the cause of
illegal tax planning.More then 50% of the respondents ranked by
changing the size of the businessas the no. 1 way of reducing tax under
tax long term tax planning. Secondly therespondents have ranked by
making changes in the capita structure as thesecond way of reducing tax
liability under long term tax planning. Thirdly therespondents have
ranked by changing the nature of business as the third way ofreducing tax
liability under long term tax planning. In the fourth rank therespondents
have chosen by changing the form of organization as the way ofreducing
tax liability under long term tax planning. In the fifth rank therespondents
have chosen by changing the location of the industry as the way
ofreducing tax liability under long term tax planning. In the sixth rank
therespondents have chosen by merging the business as the way of
reducing taxliability under long term tax planning.

Above 50% of the respondents ranked by taking care while making loss
recovery as the no.l ways of reducing tax under short term tax
planning.Second rank is given to by taking care of everything while
acquisition of assetsas the way of reducing tax liability under short term
tax planning. Third rank isgiven to by deducting donation as the way of
reducing tax liability under shorttax planning. Fourth rank is given to by
taking care while deducting repairand maintenance cost as the way of
reducing tax liability under short term tax planning. Fifth rank is given to
by considering research and development costas another way of reducing
tax liability under short term tax planning. Sixthand final rank is given to
by considering pollution control cost as another wayof reducing tax
liability under short term tax planning.

60 % of the respondents said that the rebate is o0.k. and in fact good in
respectof the people and the country. 20% of the respondents think that it
should bereduced. They said this taking care of the economy of the
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country , the onlything they mean to say isthat if the tax rebate is reduced
a little bit it will notmake any difference to the tax payers and on the
other hand that little reducedtax can help in the economic condition of the
country a lot. 20 % of theremaining respondents think that it should be
increased alittle.

80 % of the respondents said that it is encouraging. The tax charged to
theindustries situated in remote areas are very much fair and it is
guiteencouraging for the public of the country as they face many
difficulty when theindustry will get situated in remote areas. So taking in
consideration all thosethings the tax rate charged to those industries
situated in remote areas are verymuch on the mark. 20% of the
respondents believe that nobody is conscioustowards that. And the most
surprising thing is that those 20 % are almostbusinessman that means
really the people are not very conscious toward that.

100% of the respondents said that the loopholes are being enjoyed by the
taxpayers of the country. Now it is crystal clear that by enjoying the
loopholes taxpayers are saving their tax and it is also clear that there are a
lot of loopholes inthe Act.

About 55% of the respondents ranked transferring income to wife or
minorchild as the no. 1 way used by tax payers for enjoyment of
loopholes. Secondrank is given to diverging income or assets to lower
taxable entities. Third rankis given to paying sadaries, benefits and
interest to family members. Fourth rankis given to Transferring income
and assets to non-resident. Fifth rank is givento forming trust and other
philanthropic institution and taking unnecessaryadvantage.

95% of the respondents were positive towards the helping of tax planning
Inproductive investment and 5% of the respondents still think that thereis

noconnection between tax planning and productive investment.
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Only 20% of the respondents said that yes healthy growth of economy
Ispossible through tax planning. 30% of the respondents pointed out that
healthygrowth of economy is impossible through tax planning and 50%
of therespondents opinion is that healthy growth of economy is helped to
some extentthrough tax planning.

75 % of the respondent said that it is fair enough to providing rebate
toindustries of remote areas and only 25% of the respondents said that it
Is notfair every industry should get rebate.

20% of the respondents think that there are a lot of problems in tax
planningpractice in Nepal. 80% of the respondents said that the policies
need to bechanged/revived alittle to make the planning problem less.
60% of the respondents ranked to encourage the tax payers to pay regular
taxesas the no. 1 thing to be done in order to make tax planning more
effective.Second priority is given to building awareness about tax
planning. Third rank isgiven to provide knowledge to the people about
tax planning. Fourth rank isgiven to increase the rebate rate a bit more.
Fifth and the last rank is given torebate should also be given to industries
located in municipality areas.
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CHAPTER -FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Summary

In developing countries like Nepal, lack of sufficient financial resourcesisthe
mainconstraint for national economic development. A ot of fund isrequired to
meet theadditional been suffering from capital shortage to accelerate the
economic growth. Theexpenditure of Nepal ese government isincreasing year
by year. To meet theadditional capital requirements Nepal ese government has
been using external andinternal resources. Internal resources are preferable for
sustainable economi cdevel opment. Nepal has been unable for proper
mobilization of internal resources.Thus, fiscal deficit and resources gap of
Nepal have been increasing every year.In Nepalese income tax system was
introduced in 1959 (2016). The electedgovernment levied the first income tax
and so specific act was made to define and to treat income tax. Since than four
Incometax acts have been implemented. The presentstudy entitled " Scope of
Tax Planning under Income Tax Act 2058 In Nepal” isrelated to the income tax
collection and its efficiency and increment in total collectionafter the

implication of the act.

This study entitled “Scope of Tax Planning under Income Tax Act 2058 In
Nepal "is concerned with the provisions and facilities and practice of tax
planning in Nepal. This study covers the important of income tax in government
revenue, provisions and facilitiesi.e. concession rate, excess rate of depreciation
facilities etc. for the industrialdevelopment, implementation of the act in
manufacturing sectors and its impact andPractice of Tax Planning..The basic
objective of the study isto identify the scope/areas of Tax Planning

underlncome Tax Act, 2058. The other objectives are as;
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To find out how tax planning can help in the healthy growth of
economy.

To study in what ways the tax payer are saving their earnings by
reducing taxliability under Tax Planning.

To provide the complete knowledge about the areas provided by
income tax act

2058 of Nepal for the tax planning.

To provide the comprehensive information to the managers for
strategicplanning, project planning and operationa planning not by the
illegal means

but by the legal means and areas provided by the Income Tax act 2058
in Nepal.

To fulfill these objectives the whole study is divided into five main chapters.
The firstchapter includes background of the study, statement of problem,
objectives of thestudy, significance of the study, limitation of the study and
organization of study.

The second chapter is devoted to theoretical analysis and brief review of related
andpertinent literature available. It includes a discussion on the conceptual
framework andreview of the major studies.

The third chapter explains the research methodology applied for the solution of
the research problem. This chapter deals with research design, sources of
data,population and sample, data collection process and data presentation and

anaysis.

This fourth chapter deals with presentation and analysis of relevant data
informationusing various analytical tools which are essential to anayze and

interpret the resultsThe last chapter states summary, conclusion and
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recommendation of the study. Thischapter presents the major findings and
compares them with the theory andcorresponding practice to the extent possible.

It also offers several avenues for futureresearch.
5.2 Conclusion

Finally, it can be explained that no respondent stats their weakness. All of
therespondents said that are always in favor of the tax law. They always support
thenorms of the tax law. Most of the respondents said that the government has
providedvarious facilities to them on the law but the government has not been
able toimplement that system of the law in practical life. The government has
made strictpunishment for those who violates the tax law but there is less moral
support andsubsidies for those who respected the law. The government always
looks them as ameans of revenue collection. But the government has not helped
on their operatingproblem, strategic problem and existing problem. They said
that the government isidle in their problems but active for charging tax.

In fact, there was discrimination of the government to look after and behave the
largeand small scale industries. They explained that tax evasion and tax
avoidance aremade by the tax payers on the support of tax administrators. Even
tax administratorsdo not pay their duties and responsibilities equally. As a
result, the norms of the taxlaw also take advantage of the loopholes and tax

evasion behavior of thetax payers.

There is not correct implementation of the tax law in practice for those who
makes thetax law violated and ignore it for the personal interest. Similarly due
to lack of timelyadministration there is imbalance in the system of tax
law.Indeed, we can say that tax concessions, rebates, subsidies, allowances, etc
have givenpriorities to remote, underdeveloped and undeveloped areas. But only

such facilities
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Cannot promote the industries in those areas until there is infrastructural
developmentlike road, bridge, communication, water supply, electricity, market,
labor, technology,etc. Few years back government has not made any
development program as a resultthe condition of the industries were going to be
worse but now it is quite good. So, themain point is unless there will be
balanced development, such tax facilities cannot make stable tax revenue or

Increase tax revenue or control tax evasion behavior of taxpayer.
5.3 Recommendations

By supporting the all summary and conclusion, we found that scope of tax
planning isknown by each and every people but the degree of scope depends
upon the strategyand plan made by the people. People who earns alot of income
have to reduce theirtax liability through different scope provided by the law as
by reducing tax liabilitythey can save a huge amount of their income but for
those who earns not enoughmoney are not interested to plan for their tax as they
will not be able to save a hugeamount of money as a result they doesn’t consider
the term tax planning in their taxpaying habit. Thereis not proper administration
about the implementation of taxplanning in Nepal. Only the rules and policies
could not be enough for the collectionof the correct tax revenues. There should
be regular support and supervision of thegovernment so that any problem seen
at the time of implementation of tax planningcould be easily solved. Indeed,
there should be positive support of every aspect for theproper implementation of
tax planning in Nepal. In conclusion tax planning has notbeen implemented
according to the theory, practice lacks in many companies and people’s tax

planning behavior.

An attempt is therefore made here to offer some important suggestions which
havemerged from the above study. This study might be helpful for al those who
arewilling to know about tax planning, and what should be done in order to
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generatemore tax from the people and firm of the country. Some of the

important recommendations merged from this particular thesis are as follows.

Il1legal business should be controlled

Tax law should be made simple to understand

L oopholes should befilled

Every industry should be get rebate

Provide knowledge to people regarding tax planning
Tax payers have to be encouraged

Rebate rate should be increase a bit more

Tax rate should be reduce

Tax administrative should be made efficient
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APPENDI X
Questionnaire
Dear Sir/Madam,
This questionnaire is concerned with the research on “Scope of Tax Planning

under Income Tax Act, 2058 in Nepal”. It would be very much appreciated if

you

could spend some of your vauable time for filling this questionnaire. Please

ether

tick your answer or put in order of preference by ranking the options given from

most

to least if there are option more then four.

1. Do you believe that Tax Planning is being practiced in Nepal ?
aYes()

b. No ()

2. Are you considering the term tax planning to reduce your tax liability ?
aYes()

b. No ()

3. Do you think Tax Planning in Nepal is done through Illegal ways only?
aYes()

b. No ()

4. If yes, what are the causes do you think are responsible?

a. Higher income tax rate ()

b. Tax administrative inefficiency ()

c. Widespread illegal business (')
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d. High corruption in Nepal ()

e. Poor tax paying habit ()

f. Complicated income tax law ()
g. Political indiscipline ()

5. In what ways are you saving your earnings by reducing tax liability under

long

term tax planning

a. By changing the nature of the business ()

b. By changing the form of organization ()

c. By changing the location of the industry ()

d. By making changesin the capital structure ()
e. By changing the size of the business ()

f. By merging the business ()

6. In what ways are you saving your earnings by reducing tax liability under
short

term tax planning ?

a. By taking care of everything while acquisition of assets ()

b. By taking care while deducting repair and improvement cost ()

c. By considering pollution control cost ()

d. By considering research and development cost ()

e. By deducting donation ()

f. By taking good care while making loss recovery ()

7. Isexisting rebate provided by Income Tax Act, 2058 satisfactory?

a ltisOK
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b. It should be reduced more

C. It should be increased alittle

d. Don“t know

8. What do you think about charging less tax to the industries situated in remote
areas?

a. Itisencouraging

b. It isworthless

c. Nobody is conscious toward that

9. Do you think that the tax payers are enjoying the loopholes of the Act?
avYes()

b. No ()

10. If yes, which of the following methods are used?

a. Diverging income or assets to lower taxable entities ()

b. Paying salaries, benefits and interest to family members ()

c. Transferring income to wife or minor child ()

d. Forming trust and other philanthropic institution and taking unnecessary
advantage ()

e. Transferring income and assets to non-resident ()

11. Do you think tax planning helpsin productive investment?

aYes()

b. No ()

12. What is your opinion on, “Healthy growth of economy through Tax

Planning”?
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a Itispossble
b. It isimpossible
c. It can help to some extent

13. What is your opinion on providing tax rebate to industries situated in

remote?

Areas?

a. Itisfair enough

b. It isnot fair every industry should get rebate

14. Do you think that there are problems in tax planning practicein Nepal ?
a Yes, alot

b. No, thereis not

c. Need to be changed/revive the policies alittle

15. In your opinion what should be done to make the tax planning more
effective?

a. Increase the rebate rate a bit more ()

b. Rebate should also be given to industries located in municipality areas( )
c. To provide knowledge to the people about Tax Planning ()

d. To encourage the tax payers to pay regular taxes ()

e. Building awareness about Tax Planning ()

Name of therespondent: - ... e,
Name of the company/office/firm: -

95



