CHAPTER |

INTRODUCTION
1.1General Background of the study

The word tax planning is made from the combination of two words tax and planning.
Tax means compulsory payment to the government and planning means taking
decision about the future by choosing the best from different alternatives in advance.
Tax planning is totally concerned with activities to be undertaken in future. Tax
planning is to be done in advance with a view to minimizing the payment of tax within

the framework of tax law.

Tax planning is also one of the ways of reducing the tax amount by the taxpayer.
Generally tax planning is the art and science of planning the company’s operations in
such a way as to attract the minimum liability to tax with the help of various
concessions, allowance and relief provided for in the tax laws. It is the genuine use of
facilities provided in the tax law.

Every business organization has to make decision while conducting its business
activities. That means every business organization use to plan as regards to its future
activities. Such future activities may be of short-term, medium term or long- term and
operational or strategic. If tax factor is considered while planning the business

activities of an organization, it is tax planning.

For the purpose of enhancing the investment environment in a country the government
provides different types of facilities to the business organizations. Such facilities
include reduction in tax rate, providing tax holiday, investment allowance,
depreciation facility etc. Tax planning means the use of all these facilities given by the
government to reduce the tax liability. It is not only the planning of infrastructure of
the business and industries but also the planning of various projects from the time to
time and its day to day activities. So, as acquire the maximum facility as per the
existing law of the country. In short it is a judicious use of tax incentives provided by

the government. It is also defined as the exploitation of tax concession in
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accordance with parliament’s intention. The basic purpose of corporate tax
planning is to reduce or postpone the overall tax burden in the present and foreseeable
future. Corporate tax planning is necessary for the survival and growth of company.
Denning regards corporate tax planning as “A formal and systematic managerial
process organized by responsibility, time and information to ensure that operational
planning, project planning and strategic planning are carried out regularly to enable
top management are direct and control the future of an enterprise”. There are three
broad areas of corporate planning to be practice or application in Nepalese
organization. They are strategic planning, project planning and operational planning.

A brief description of these planning areas is as follows:

Strategic Planning

It is the process of formulating Long-run objective and deciding on the resources for
achieving them. Determination of corporate objectives and goals is the starting point
of the process. Formulation of strategies and objectives aims at attaining the corporate
objectives and goals. Strategic planning relates to the strategic decisions such as
Choice of business, location of the company, diversification of business, corporate
restructuring etc. Special tax benefits available under the income Tax Act and
Industrial enterprises Act for the business falling under ‘priority industries’ or for
establishing a company in industrially backward areas, or amalgamating a good unit

into a bad unit cannot and should not be overlooked.

Project Planning

It is the performance appraisal and working out of details of an action outside the
scope of existing operation such an action is capable of an independent analysis and
control. For example new investment in plant and machinery for making additions,
modernization or renovation. Various on going projects of a business are directly or
indirectly related with the corporate objectives goals and strategies. When a company
Is considering a project or programme of any area of project planning it is necessary to
consider tax factor. Taxation law invites companies to avail of the benefits and

concessions provided within the framework of existing rules and regulations. For



instance while deciding about project involving new investment in fixed assets tax
concession, allowances such as investment allowances, depreciation allowance,

rehabilitation allowance, tax holiday etc. must be considered.

Operational Planning

It is the future planning of existing operations. A company act a given point of time
conducts several operations which result in generation of better operation or new
projects. Operating planning includes such kind of expenditure to be incurred on
effecting repairs and renewals of plants and machinery, product promotion short-term

borrowings, personnel remuneration etc.

The operational planning, project planning and strategic planning are carried out
regularly to enable top management to direct and control the future of business
organization. Above these three components of corporate tax planning are necessary
for the survival as well as the growth of a company. The basic purpose of corporate
tap planning is to reduce or defer the overall tax burden in the present and foreseeable

future.

1.2 Statement of Problem

The main problem is about a study on the application of tax planning in Nepal is due
to over influence of tax evasion and tax avoidance, most of the organization has
ignored tax planning. Most of the organization are search different loopholes for the
reduction of their tax burden. Another problem in Nepal is not positive towards the tax
planning though; it is not illegal and immoral activity. Tax evasion is also a serious
problem in developing countries like Nepal. Most of the business organization uses

these activities to minimize the tax liability.

Therefore the main problem is the application of tax planning in Nepal though the
government has given facilities of emotions for the tax payers. In addition, there is not

proper evaluation of taxable incomes whether by government or by the tax payers. We



can find some specific problems are faced to application of tax planning those are as
given under:

» Lack of proper implementation of tax policies.

» Lack of trained manpower for the application of tax planning

» Lack of public awareness.

> Relation between study and application of tax planning in Nepal.

>

System of tax planning follows by the organization.

1.3 Objectives of the Study

The basic objectives of this study are to examine the effectiveness of implementation
aspect of tax planning in Nepal. The study also encompasses the problem faced by
business sectors and government of Nepal after the application of tax planning system

in Nepal.

The present study bring together under three broad lends via tax incentives relating
to strategic planning, project planning and operational planning.
The specific objectives of this study are listed below:
» To examine the gap between theory and practice of tax planning in Nepal.
» To study the concept of Tax planning.
» To examine the use of tax planning in Nepalese organization.

» To provide suggestion to Nepalese organization to use tax planning.

1.4 Significance of the Study

Tax planning is a branch of financial planning. It is one of the most important
functions of management. It is to be done in advance with view point to minimizing or
postponing the payment of tax within the framework of tax laws. Tax planning is, thus
neither tax evasion nor tax avoidance, instead it is a device through which tax payers
takes advantages of various benefits, including exemptions and deductions under the
provision of the existing tax laws. The study is, thus expected to benefit corporate

planning, entrepreneurs, manager, taxation authorities and the academics.



If tax benefit is not claimed by a company by the time of assessment, the same cannot
claim in future and the benefit would be lost forever. Therefore this study may
provides a comprehensive information to managers for strategic planning, project
planning and operational planning that would help reduce tax liability within the legal
framework. This study also concerned with appropriate suggestions for the estimation
and correction of income tax evasion. Besides this study may also be helpful to
economist, planners, students, researchers, teachers, tax officers, tax administration

and government.

1.5 Research Methodology

Research methodology is the method and process applied in entries study. It
sequentially refers to the various steps adopted by researcher in studying the problem
with certain objectives in order to achieving the objectives of the study the following
research methodology has been followed:-

a. Research design

Most of the data and information of the study were concerned with the opinion,
experience and performance of the respondents. This study follows descriptive,
analytical, true experimental and field study, research design in order to obtain the
required information, data and opinion.

b. Source of Data

Mainly the primary source of data and information has been used in this research. Some
important sources of the primary data are: opinion survey through questionnaire and

interview, field visit and mailing information of the respondents.

C. Population and Sample

It is very difficult task to study about the universe. So, an individual can not study about the
universe. Sample study, therefore has been done through 40 respondents like as 15 from
Manufacturing Companies, 11 from Trading Companies, 10 from Commercial Banks and 4

from Insurances Companies.



d. Collection Process and Data Analysis

A set of questionnaire was development and distributed to the selected respondents in order
to get accurate and actual information. And then the result of each and every question out of
the questionnaires was submitted respectively. Similarly, they ranked and planned in order by
editing and coding. The views of the respondents about the questions were presented in

respective order so that the analysis was fully based on the respondents.

1.6 Limitation of the Study

As every study has its own limitations, so as this study is not away from these limitations.
Basically the study has been conducted as partial fulfillment of the requirements of the
“ Master of Business Studies” so this has the following limitations:-

» The data and information available are very limited for the study.

» This study mainly from the point of view of company assesses and not from the view
point of income tax authorities. Though it may indirectly help the latter in formulating
tax policies according to priorities accorded by Nepal Government.

» Income tax avoidance and tax evasion is not consideration in this study.

» The study relates to the analysis of corporate tax only. Other direct and indirect taxes
as custom duty, excise, value added tax, property tax have not been covered, though
an integrated view.

» Due to small samples size (only 40 different companies) it may not fully
represent Nepal as whole.

» Another limitation relates to the nature and availability of the data.

1.7 Organization of the Study

Whole study is mainly divided into five different chapters. The title of each of these
chapters is as follows:

Chapter I: Introduction

Chapter I1: Review of literature

Chapter I11: Research methodology

Chapter IV: Presentation and analysis of data

Chapter V: Summary, conclusion and recommendations



Chapter - I: Introduction

It is the introduction chapter. It includes background of the study, focus of the study,
statement of problem, objectives of the study, significance of the study and limitation
of study.

Chapter - 11: Review of Literature

It deals with review of literatures which includes conceptual, theoretical review and
review of related studies or this chapter explains the review of the related literature
done in national and international levels.

Chapter - 111: Research Methodology

It is the research methodology which includes research design, population and sample,
sources of data, data collection techniques and data analysis tools.

Chapter - 1V: Data Presentation and Analysis

Data collected would be carefully examined and conclusion would be drawn. So that it
could be presented. It deals with the presentation of data collection in table and
analysis using rank correlation and necessary tools and interpretation of the result.
And include general findings of the study and major findings of the study.

Chapter - V: Summary, Conclusion and Recommendations

It includes summary and conclusion of the study. It also deals with recommendations

suggested.



CHAPTER I
REVIEW OF LITERATURE

2.1 Conceptual Framework

The chapter is basically concerned with the review of literature relevance to

practice of Tax planning. It covers the theories and previous study on topic done by
academicians and researchers within and outside the nations. This chapter is

devoted to the concept of related pattern of the study which would be fruitful to

solve the research problems. This framework would be helpful for gathering

various knowledge and experiences. So the conceptual framework contains

following backgrounds and experiences.

There are different ways of minimizing tax liabilities most of the people don’t wish to
pay any more taxes than their obligations permit. Legitimate and some time
questionable tax minimization schemes or practices are adopted in order to reduce tax
liability. Every people wants to reduce tax liabilities as for as possible. There are
different ways of reducing tax liabilities. They are tax evasion tax delinquency tax

avoidance and tax planning which are described as follows:

2.1.1 tax planning

Tax planning is avoiding tax by availing the various relief’s and concessions available
in the law. It implies compliance with taking provisions in such a manner that full
advantage is taken of all tax exemptions, deductions, concessions, rebates and relief
permissible under the act so that the incidence of tax is kept at lowest possible point.
Thus, tax planning reduces the outflow of cash resources by way of taxes to the

government so that same may be effectively utilized by assesses for his benefit.

Tax planning is legal ethical and economic. It is a legitimate device of minimizing tax

liability or tax burden. For the purpose of enhancing the investment provides different



types of facilities to the business organizations. Tax planning means use of these

facilities given by the laws to reduce the tax liability.

Indian Supreme Court judge Ranga Nath Mishra on the case McDowell and Company
vs. CTO says, “Tax planning may be legitimate provided it is within framework of
law. Colorable devices can not be part of tax planning and it is wrong to encourage or
entertain the belief that it is honorable to avoid payment of tax by resorting to dubious

method”.

In the words of Mishra, the legitimate device to reduce tax liability is tax planning. If
there is use of unnecessary means to reduce tax liability, it can not be taken as tax
planning.

» That tax planning is legitimate.

» Productive investment,

» Healthy growth of economy, and

» Economic stability.

2.1.2 Features of Tax Planning
The features of tax planning can be explained as follows:
» Itis future oriented. It concerned with activities to be undertaken in future.
> It is a legitimate device of minimizing tax burden. The legislature encourages
using this device.
» ltis legal, ethical and economic.
» It is the genuine use of facilities provided in the tax law.
> It established a good relationship between government and business

community. It enhances a healthy environment in the country.

2.1.3 Methods of Tax Planning
Methods of tax planning depend up on the objective sought to be achieved. Broadly

speaking tax planning may be short-range or long range.



The short-range tax planning is applied to realize tax benefits under special
circumstances. For examples where total incomes goes up on account of huge capital
gain in a year, tax incidence may be substantially reduced by resorting to other

exemptions provided in this connection. It is an example of short-range tax planning.

The long range tax planning may not confer immediate tax benefits but it may be
advantageous in long run. For example selection of nature of the product, selection of

location, selection of source of capital etc.

2.1.4 Importance of Tax Planning
We know that a tax is a payment of money by person to the government. Because of
the involvement of money in tax paying, it is a burden to the taxpayer. So each and
every tax payer wants to reduce it. The reduced liability, on the other hand, induces
the people or investor to do the extra investment work. In case of individual also, the
reduction of tax liabilities encourages to do extra work. Due to this reason, the
government provides certain facilities to the public related tax matters. It is known
that the use of such facilities by the people is tax planning. Tax planning has certain
implications or importance.
The major among them are:

» Tax planning saves tax and increase profitability.

» It avoids unnecessary worries, tensions and administrative hassles.

» It helps in using the facilities provided by the government.

There are subsidiary advantages also of tax planning. They can be:
» It helps in analysis of risk.

It helps in an increase of profit distribution.

It creates easiness in day to day work.

It enhances the investment opportunity.

It enhances competitive abilities.

It helps in upgrading technology.

VvV V V V VYV V

It creates good business environment.
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» It helps in development of manpower.

2.1.5 Tax Management

Tax management is an all pervasive term which is different from tax planning. Tax
management is the efficient, systematic and timely handling of tax matters to save
time, talent, treasure and to avoid worry, tension, stringent penalty and prosecution. It
Is not only taking advantages of various incentives but also keeping assesses alert as
regards various dates on which different types of returns are to be field study.

Tax manager has to see that all details to be submitted to the tax office are available
before due date and returns are filed so that penalty or penalty interest are avoided. It
Is the duty of tax manager to see that the assessor's case does not go by default. It is
the maintenance of records and documents, filling of tax returns in time and

performing other tax related duties efficiently.

2.1.6 Scope of Tax Planning Under Income Tax Act, 2058

Income Tax Act, 2058 has reduced the scope of tax planning, to a great extent, by
abolishing all the tax related provisions under Industrial Enterprise Act, 2049 and
other respective Act. We know that, there was great scope of tax planning in most of
the countries of the world during 1950s to 1980s. Developed countries provided
investment allowance and accelerated depreciation, where as developing countries like
Nepal provided tax holiday for the purpose of promoting the investment. In Nepal,
Industrial Enterprise Act, 2038 and Industrial Enterprise Act, 2049 provided many

types of tax facilities to industrial sector.

The new Act had widened the tax base by bringing. In all the income into tax bracket.
After 1990s the trend of tax system reversed. Now, there is fashion of reducing the tax
facilities provided to the industrial sector. “Low rate wide net” is the main slogan of
the current taxation system. Under this Act, tax planning can be divided into two
heads.

e Strategic or long-term tax planning and

e Operational or short-term tax planning.
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A. Strategic or Long Term Tax Planning
Strategic tax planning is normally for a longer period and it may not pay off
immediately. As per ITA, 2058 areas for strategic or long term tax planning can be as

follows:

1. Selection of Business
An entrepreneur can plan to minimize the tax by selecting those areas of business
activities where the tax rate is minimized. As per Income Tax Act, 2058, different
types of tax rates are applicable to different types of business activities. For example
as follows: (ITA, 2058, Section 50)

Table 2.1

Different Tax Rate in Different Types of Business

S.N Features of Business Application Tax Rate
1. | Business related in Agriculture(not registered) Tax free
2. | Tobacco and alcohol(special industry) 20%
3. | Business related to export and construction of 20%

infrastructure projects like construction of road,
bridge, tunnel, rope way, sky bridge, electricity
generating and transmission etc.

4. | Business related to insurance, finance and banking 30%
sector and petroleum industry
5. | Other general business, except stated above 25%

2. Selection of the Form of Organization

Business organizations can be organized in different form: sole proprietorship,
partnership and company. Different types of tax facilities are provided to different
forms of business organizations proprietorship firm get exemption facility but
proprietorship firm but fixed tax rate is applicable to a company and partnership do
not progressive tax rate is applicable to a company. a company should pay double
taxation to the government, i.e. one from the profit of a company and another form

divided received by an individual, where as a partnership should not pay double
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taxation, individual get medical facilities but companies do not individuals should

follow cash basis accounting but a company should follow accrual system.

3. Selection of Location

Tax planning can be used while selecting the location of the business. The industries
established in backward areas get more facilities than the industries established in
developed ones. As per the Income Tax Act, 2058; kingdom of Nepal is divided into
four parts- remote area, undeveloped area, under developed area and other areas. The
tax rate applicable to the industries established in the remote area is 70% of the
ordinary rate. Tax rate applicable to the industries established in undeveloped area is
75% of the ordinary rate. Accordingly, the tax rate applicable to the industries
established in underdeveloped area is 80% of the ordinary rate. The facilities are
provided to special industries for ten years. The industrial firms established in special
economic zone and export promotion are also given special facility as regards to

taxation.

There is provision of remote area allowance also to natural person according to
Income Tax Act, 2058.

Table 2.2
Exemption for Remote Area:(Rule 38)
Area loss A B C D E
Exemption(Rs) 30,000 24,000 18,000 12,000 | 6,000

Export incomes earned from factories in special economic zone, export promotion
zone and IT Park also get special benefit. The industries established in special
economic zone get 100 percent tax holiday for 5 years and will be taxed at 50 percent
of ordinary rate after 5 years.

The industries established in remote area will be 100 percent tax free for ten years of

commencement.
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25% tax rebate will be provided to Information Technology Industry established

within Information Technology Park.

4. Selection of the Product

For the proper selection of the nature of the product, the investor should take care of
benefits given by the government. The investor in hydropower generation,
transmission or distribution and construction of infrastructures project. Industries
related to tobacco and alcohol should pay tax at 25%. On the other hand, loss recovery
period for BOT (built, own, operate and transfer) project is 7 years with carry forward
provision, whereas business organization producing other products have the facilities

of carry forward of loss for 4 years (Sec. 20).

5. Selection of Sources of Capital

Capital required for conducting a business can be raised through issuing shares
debentures, borrowing loans or through retained earnings. The rewards are dividend,
interest and capital gain respectively. In Nepal, the tax rates applicable to each of
these sources of capital are different. Interest is taxed at 5% of loans is from natural
person but dividend is taxed at 5% final withholding. In case of capital gain, tax rates
is 10% for the gain on the disposal of non-business chargeable assets related to natural
person where as the profit from disposal of other assets is taxed at normal rate of
profit i.e. 20%, 30% and 25% respectively for industrial firms, financial firms and
other respectively. Accordingly, interest to a deductible expenses but dividend and
capital gain are not, since Income Tax Act, 2058 also has favored debt, making
interest deductible expenses; the firm can minimize tax by engaging more than other

forms of capital (Sec.14).

6. Size of Business

Size of business can also be used for the purpose of tax planning. If the business house
are of those doing business of less than Rs. 15, 00,000 or has the annual income of
less than Rs. 1, 50,000, the tax payers are within the area of presumptive taxation.

According to Income Tax Act, 2058; such taxpayers should pay Rs. 2000 as taxation
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if the business is in metropolitan or sub-metropolitan area. They should pay Rs. 1500
as tax if they are established in any municipality area and Rs. 1000 if they are
established in area other than metropolitan, sub-metropolitan and municipality.
Furthermore, transporters should pay income tax for the income earned by vehicles at
the rate of Rs. 1500 for bus, truck, minibus, mini-truck etc, Rs 1200 for microbus, car,
jeep, van etc., Rs 850 for three wheelers, auto-rickshaw and Rs 750 for power tiller,

tractor etc.

The number of employee can also be used for the purpose of tax planning. If one
industry has more than 600 Nepalese employees, it should pay only 90% of the
ordinary tax rate. Accordingly, those who employ Nepalese citizen for work, they per

worker Rs. 500 as expenditure.

7. Merging of Business

Inclusion of non-industrial unit in industrial unit can also be helpful in minimizing tax.
Industrial units (except liquors and tobacco) pay tax @ 20% where as non-industrial
units (i.e., trading company) pay tax @ 25% thus, merging of trading company in
industrial company (forward integration) reduced the tax liability. Similarly, merging
of loss making units is also helpful in tax planning. Hence, the losses of loss making

unit can be adjusted with the profit of profit making units.

B. Operational or Short Term Tax Planning
As per Income Tax Act, 2058 areas for operational or short-term planning can be as

follows:

1. Acquisition of Fixed Assets

A business firm can make tax planning while acquiring fixed assets needed for
running its activities. There are mainly two ways of acquiring fixed assets: Leasing
and Buying. The issues to be considered are cash outflow, tax shield in respect of

depreciation, interest payable or lease rent. It assets is purchased through borrowing,
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the interest on capital can be deducted as expenditure. So, the tax payers can evaluate

both the options before making purchase decision (Sec. 2 BC).

2. Repair and Maintenance Cost

Income Tax Act, 2058 has allowed repair and maintenance cost up to 7% of
depreciation basis. Taxpayers should plan these expenses in such a manner so that
maximization deduction is possible. The unabsorbed repairs can be capitalized and
depreciated from the next year. The organization can see tax implication in maxing
repair and maintenance cost due to inflation factor. It means present value of future

recovery will be less than value of recovery (Sec. 16).

3. Pollution Control Cost

Income Tax Act, 2058 has allowed to deduct the expenses related to purchasing or
installing of pollution control device. However, there is limitation in this regard. Only
50% of the adjusted taxable income of all the business can be deducted in one year
and the remaining amount can be capitalized. Here, adjusted taxable income means
income before deducting donation, pollution control expenses and research and
development expenses. While making such expenditure, it would be better to keep this
within 50% of the adjusted taxable income. Inflation factor reduces the present value

of future recovery in this case also (Sec. 17).

4. Research and Development Expenses

As in the case of pollution control expenditure, research and development expenses
also are allowed by Income Tax Act, 205. The limit of allowable expenditure is 50%
of the adjusted taxable income, it can be capitalized. Because of the capitalization, the
present value of expenditure is reduced and so the tax can be planned in making this
expenditure also. Such research and development expenses can be made by the tax

payer itself or through universities (Aec. 18).
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5. Stock Valuation System

As per Income Tax Act, 2058 cost of trading stock can be deducted. For the purpose
of finding out the values of closing stock price or market price whichever is less is
allowed. For costing purpose, two methods are allowed by Income Tax Act, 2058. In
case of cash accounting system, price cost method should be adopted whereas in case
of accrual accounting system the absorption cost method is permitted. It cost of stock
cannot be determined; stock can be valued either in FIFO or weighed average method.
From tax angle, weighted average method is more beneficial as it produces lever

profits and there by decrease the tax liability (Sec. 15).

6. Donation

A taxpayer can deduct the donation made to tax exempt organization in any income
year; the limit of such donation should be actual amount donated or 1, 00,000 or 5%
of the adjusted taxable net profits. By notifying in Gazette, the government can allow
unlimited amount of donation to certain institutions. As announced in finance
ordinance, 2060, the donation made to Lumbini Development Trust do not contributed
to their two trusts. A taxpayer can plan the amount of donation to minimize the tax
burden (Sec. 12).

7. Remuneration of Employee

Income Tax Act, 2058 has made taxable most of the allowances that were not taxable
under Income Tax Act, 2031. However, there are still some facilities given to
employees by the new act under which the tax planning can be made. Such facilities
are up to Rs 30,000, remote area allowance, meal and Tiffin expenses, contribution to
retirement fund, medical expenses or medical insurance cost of up to Rs 750, vehicle
facility of up to 0.5 % and house rent facility of 2% of the salary of the employees.
The organization can see all theses facilities while restructuring the remuneration of
the employees. If husband and wife of any person are employed, it will be beneficial
to file separate return. If only one person of the family is earning income, the joint
return is beneficial (Rules 13, 13(2), 20, 21of the Income Tax Rules, 2059 and Sec. 27
of the Income Tax Act, 2058).
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8. Retention or Distribution

Tax planning can be done while deciding to distribute the dividend or retain the
money in the organization. If the distribution is made, the dividend tax rate is 5%. If
there is retention, the capital gain tax rate is 10%. Tax planning can be done while
purchasing the share capital of a company. If investment is made of dividend should
be added to the income. Instead, the dividend from the resident company is taxed only

at 5 percent.

2.1.7 Tax Planning for Various Types of Payment and Activities(project
Planning)

1. Remuneration

The corporate tax payers should pay careful attention while planning the remuneration

of the employers. Tax planning in case of employee’s remuneration needs the study of

tax law from both the point of view, i.e. from the point of employees and from the

point of view of employers. Income Tax Act, 2058 has abolished most of the facilities

provided by Income Tax Act, 2031. However, there are still some provisions which

help to plan the tax in relation to remuneration.

The following income are included in the remuneration of one employee:

» Payment of wages, salary, leave pay, overtime pay, fees, commissions, prizes,
gifts, bonuses and others facilities.

» Payment of any personnel allowance including and cost of living, subsistence,
rent, entertainment and transportation allowances.

» Payment for agreement to any conditions of the employment.

» Payment for the termination or of service or compulsory retirement.

» Payment providing any discharge or reimbursement of costs in cursed by the
individual or an associate of the individual.

» Retirement contributions including those paid by the employer to a recognized
retirement fund in respect fund of the employee, and retirement payments.

» Other payments made in respect of the employment and
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» Other amounts and perquisites and gains due to change in tax accounting require

to be included.

From the view point of employees, the following are the area where the tax planning
can be made:
i.The employee can provide facility either by providing residence to the employee
or vehicle facility. However, the employer should consider that 2% of
employee’s remuneration as per sec 27 of the Act and Rule 13(2) of the Income
Tax Rules should be included in taxable income. Accordingly he can provide
vehicle facility also to the employee by adding 0.5% of the remuneration of the
employee to his taxable income. Rule 21 of Income Tax Rule, 2059 says that
the contribution limit to the retirement fund of a natural person in on financial
year can be Rs. 3, 00,000 or one third of assessable income whichever is lower.
ii.An employee can save tax through increasing the magnitude of retirement
c