CHAPTER - |
INTRODUCTION

1.1 Background of the Study

The Himalayan nation Nepal is sandwiched between two large countries India and China.
Nepal is a sovereign and independent nation located on the southern part of the Asian
continent. It covers an area of 1, 47,181sgare kilometers. Nepal has divided into five
development regions to insure successful implementation of balance economic
development activities and development purposes. In B.S. 2015, Nepal was divided into
administrative units called Village Development committee (VDC) and Municipalities.
Presently, there are 58 municipalities and 3912 VDCsin Nepal (CBS,2006). Nepal is lies
between two large countries, India and china. So the economic development of the
country largely depends upon the attitude and behavior of the neighbor countries. Nepal
is located three sides by the territories of India with open boarder so the development
strategies of Nepal are always influenced by the attitudes and behavior of India. The
primary goa of any nation including Nepal is to embark upon the path of economic

development by economic growth rate and developing all sectors of economy.

A nation requires sufficient fund to carryout development plans, to operate day to day
administration, to maintain peace and security and lunch other public welfare activities. It
has to spend a lot of money to fulfill its responsibility towards its people. The
responsibility may be either may be for security or for health or education or the
development activities. The funds required by the government are normally collected
from two sources. debt and revenues. The debt can be collected within the country is
known as internal debt while the debt collected from the outside the country is called
external debt. The debt financing of the government is also known as deficit financing.

The revenues of the government basically come from two sources. Tax and Non tax. In

Nepal around eighty percent of the government revenues come from taxation. Hence the
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tax is the mgor source of government revenue (Bhattarai and Koiraa, 2061). The
government has to speed its funds for fulfilling the basic needs of the people. Such as
health, education, communication, drinking water and other public utility and facilities
etc.. Similarly government also has to spend on development of socio-economic
infrastructure which facilitates to promote the private sector. All round prosperity of the
nation can be achieved through the equal participation of the private sector in

development activities, industry and commerce as well.

In simple word, atax is a compulsory contribution made by taxpayer to the government
without any direct benefit. In other word, it can be said that a tax is a liability to pay
amount to the government.” Taxes are general contribution of wealth lived upon person,
natural or corporate to defray expenses Incurred in conferring common benefits upon the
residents of the states" (Phehn, 1995:245). A tax is a “compulsory contribution from the
person to the government to defray express increased in the common interest of all
without reference to special benefit conferred” (Saligman, 1998:153). Encyclopedia
mentioned “Taxation is a system used by government to obtain money from people and
organizations. The government uses collected revenue to support itself and to provide
public services. In its nature, it is relatively permanent and compulsory and does not
guarantee and direct relationship between the amounts contributed by a citizen and

extend of governmental services provided to him” (K.C., 2006).

Tax and taxation are not the synonyms terms. A tax is a compulsory exaction of money
by public authority. For public purposes enforceable by law and is not a payment for
service rendered. Thus, tax is a charge by the government on income or property or
expenses of an individual or group of individuals while taxation is a device or a process

of taxing or imposing tax.

The history of the taxation started with the human civilization. It is also associated with
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the history of rise and fall of civilization. Rosen (2004) claimed that in all civilized
societies, a central government used to collect portions of peoples productive output to
use as reserve in hard times in order to provide for the needy and to increase the wealth
and power and of rulers. At the beginning Great Britain is the first country to introduce
income tax in the world. The United Kingdom imposed the income tax regulatory from
1960.Income tax was introduced in Switzerland in 1840, Italy in 1864 and Nepal in 19509.
Historical background of evolution of income tax in Nepal is not long. However, it can be
divided into three phase as follows:

a. Ancient Lichchhawvi.
Lichchhavi (Agriculture and Business, Irrigation and religious tax

Unification (Custom and Transit, goods, drugs, herbs, cattle tax etc.)

b. Rana Regime.
Land, Custom, Excise, Royalties, Salami (employment tax) etc.

c. Referendum onward.
Business profit and Remuneration tax Act, 1960
Nepal income tax Act, 1962
Incometax Act, 2002 (Adhikari, 2060)

The idea of introducing income tax in Nepal originated along with the first ‘budget’ on
21¥Magh, 2008 B.S. (1952 A.D.) and Business Profit and Remuneration Tax Act, 2017
B.S. (1960 A.D.) were enacted.
Tax revenueis broadly divided into two types, they are:

Direct Tax

Indirect Tax



Direct taxes are levied on income and property. The direct taxes have been used to bridge
the gap of income and wealth inequality in society. The indirect taxes are generally

imposed on consumption of goods and services.

Property tax is direct tax that isimposed on individuals or owner's house and land. Right
now, property tax has been major source of revenue of most of countries of the world. In
Nepalese context, property tax is hamed as house and land tax. The property tax is the
compulsory payment to the public authority, which is based on the capita value of
property. Oxford Advanced Learners Dictionary (1996) defines property is “a thing or
things that are owned by somebody. In other words any kind of assets such as building,
land, vehicle, silver, gold, jewelry, furniture, plant and machinery, equipment etc. owned
by someone are property.” In Nepal property tax was performed in fiscal Act 2017 B.S.
However the property tax acts revised in 2019 B.S. Since the period the property tax
system has been implemented in urban houses and property. In Nepal, Urban house and
land tax was introduced in 1962 A.D. for the purpose of collecting revenue from urban
house and land property. The person with less than 1 million (10 lakh) in assets are
exempt from the wealth tax. The clearances from the tax office are required before
properties in urban areas can be registered. Those on the wealth tax list have to get such

clearanceif they sell their land or house.

In Nepal, there exist two types of Government. The first is central Government and next
Is the local Government. District Development Committee (DDC), Municipalities and
VDCs are local Governments, which have been assigned various responsibilities for the
development of local areas. Just after the reinstallation of the democracy in the country,
local ingtitutions related acts (VDC act, DDC act and Municipality act 1991) were
introduced to replace the decentralization Act 1982 (Chettri, 2005:23).

The municipality is responsible for plans preparation, supervision and execution of urban
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development activities. There is an executive secretary and assistant executive officer
deputed by Ministry of Local Development.

After the introduction of local self-government act in 1999 property tax is given to local
bodies right now. There are two variant of property taxes house and land tax and unified
property tax. Local bodies that i.e. VDCs and municipalities have the right to collect
property tax where as the right of collecting unified property tax is given to
municipalities. Prior to this study, | have not found any research work and detall
analytical data of house and land tax of Itahari Municipality. So, to find out the
contribution of house and land tax in total revenue, to analyze the structure and trend of
house and land tax and to explore the perception over the municipal property tax of

Itahari Municipality influenced me to choose this topic.

1.1.1 Brief introduction of Itahari Municipality

Itahari is a town and municipality inSunsari District in the Koshi Zoneof south-
eastern Nepal. It is located at the main transportation junction of eastern Nepal. It is the
center of the west-east Mahendra Highway and south-north Koshi Highway and thus is a
town of emerging importance, near the city of Dharan. At the time of the 1991 Nepal
census it had a population of 26,824 people living in 5135 individual households.

History

There are many arguments on the naming of Itahari. Some argue that term Itahari was
derived from the itahar meaning bricks because the people had found the ancient Multani
coins and the bricks at Itahari. Itahari is aso mentioned in the old government
Documents of Nepal. The current town of Itahari was the Mauja of old Rana family of
Nepal and it once belonged to General Subarna Samser Rana.

The Tharu community is the oldest community of Itahari. There is no specific date but
they have been living at Itahari for along time. They concentrated mainly around near the

Tengrariver bank, Gaisar and Pacharuki.



Economy

Soon this town will grow enough to reach the borders of Dharan. The vision of the city is
Clean, Green and Commercial City. The streets are like a boulevard. The city became
municipality in 2053 BS. The city has enormous potential to become a business hub of
Nepal because it lies in the middle of big cities. All the nearest suburbs resident depends
upon ltahari's business market. New Bus Park which has been built recently boast its
outstanding service and reliability. It is one of the biggest bus park in eastern Nepal
connecting passengers all over the country. Itahari municipality has nine wards which is
very uncommon for municipality in Nepal. The municipality office isin the eastern line
in birendra chowk. The building is two tier with resplendent lake beside it. The lake is
called mechi kali pokhari(lake). In the middle of the lake there is a shish mahal (Glass
House in English) which was inaugurated by CPN-UML president Madhav Kumar
Nepal. At the embankment there are wooden statues which reflects the artistic nature of
Itahari's resident. At the back of the lake there is a big yellow building which was build
with the help of the king of Luxumberg.

The city isfairly small and its areais 8,733.01 hectares According to fiscal year 2056/57
the projected population of the city was 33,874. Now the city has grown rapidly with
projected population more than 90,000. There are lots of supermarkets that boost its
business. The first department store in eastern Nepal was opened in Itahari that had
commodities of more than 50,000 products.

SOS Children's Village Itahari is one of the NGOs working for orphaned and abandoned
children. it is well known organization in the field of child care and child rights. Besides
severa other projects, it is working to building houses for homeless and micro credit for

the enterpreneurs.



Itahari municipality is one of the three municipalities of Sunsari district. It is Situated in
the Tera region in eastern Nepa. The main rivers are Sunsari, Tengra and Budhi.
Besides that there are also few man-made and natural wetlands. Itahari is very near from
the mixed type of jungle, popularly known as ‘Charkoshe Jhadi’ on the north, which
provides ideal shelter for the birds and many wild animals like elephant, tigers, fox,

monkeys, wild pork etc.

Itahari is commercially thriving. Almost all magjor banks of Nepal has opened branches
here. Soon Itahari will grow up to be Nepal's biggest town. Lifestyle in Itahari is being
expensive day by day. With the growing cultures many anti socio activities are being
performed openly. Importantly sex workers are increasing here. Moreover growing gang
activities is leading the town in violent war zone. Drugs among youth are another
important factor. Open border in Biratnagar is being a good will for addicts to take drugs.
However, the education and by seeing the life of old gangster youth now are more aware
of such illegal activities but some hiding themselves under the police oath are still being

active.

Now concept of developed city has been already introduced that covers wide ring road,
almost new 7 kilometers black top ring road has been finished.

Education and literature

Itahari Janta School and Janta Multiple campus were one of the oldest public schools and
colleges. There were very few private schools until early 1990s. Many more private
schools and colleges have opened since then offering degrees in science, commerce, arts,
nursing and engineering. Itahari also houses a culture centre and library which was built
with the help of Luxenberg Government and is currently being managed by Itahari
municipality.



Tourism

Itahari has a beautiful place to tour or picnic which is known as Taltalia. Thisis located
in Itahari municipality ward no:3. The many lakes, both artificial and natural, make
Taltalia good for fishing. There is one club named Manokamana youth club which will
help you to celebrate tour and picnic well. There is one saraswati social forest community

will helps you to fire wood.

Table1.1
Sour ce of Revenue and Expenditure of Itahari Municipality
S.N. Revenue Sour ce S.N. | Expenditure Pattern

1 | Local Taxes 1 | Current Expenditure
2 | Feeand Fines 2 | Debt Payment
3 | Property Rentd 3 | Socia Programs
4 | Other Revenue 4 | Ordinary Capital
5 | Own Resource 5 | Capital Investment
6 | Miscellaneous
7 | Grants
8 | Loans
9 | Balanceforward

1.2 Statement of the Problem

Nepal has been facing the most serious economic problem from the beginning of her
developmental phase to present time. It needs huge amount of capital for economic
development of Nepal. Despite the various measures adopted by the government to boost
revenue collection there is still a substantial resource gap between expenditure and
revenue. The rate of government expenditure is exceeding the rate of growth revenue
amost every year. The budget deficit has been growing and this may have negative effect
on the Economy. In this context, taxation can be taken as means for resolving this
problem by mobilizing additional resource from the domestic sources, small part of total

incomes under the purview of house and compound (Property) tax.
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For the economic development of the country, contribution of property tax especialy
house and land tax is more equally important as other taxes. However there are many
problems involving in property tax. Among the various problems some are: lack of sound
and competent revenue administration, lack of information or computerized system, lack
of trained and skillful personnel, poor taxpaying habit of tax payers, inequality or
minimum valuation of house and land for different purpose, corruption and unfair duties

and other facilities.

Nepal has been facing various problems for the implementation of property taxation. In
the under developed country like Nepal, Firstly the Government inefficiency of its
dependent on the political pressure is far from expectation. In this condition specific
statement of problems are as.

What is the contribution of house and land tax for Itahari Municipality?

What is the trend and structure of house and land tax of Itahari Municipality?

What are the emerging problems relating to house and land revenue?

Are personal engaged in this sector efficient?
1.3 Objectives of the Study
The main objectives of this study are to examine and analyze the role of property tax in
revenue collection in Itahari Municipality. The other specific objectives are listed.

To find out the contribution of house and land tax in total revenue of Itahari

Municipality

To analyze the structure and trend of house and land tax of Itahari Municipality.

To know the problems relating to house and land revenue.

To explore the perception over the municipal property tax.

1.4 Significance of the Study



A country needs alot of resources to implement plans or programs. Taxation is one of the
means to mobilize domestic resources for economic development of a country. Taxation
Is not only the means for raising resources but it may bring about remarkable change in
the social and economic structure of the economy as well as change in social attitude of
the people. The property tax helps government to raise revenue of local bodies. It also
helps government to achieve the goals of growth, equality and stabilization of the
economy. Through the instrument of property taxation the country can encourage the
growth of certain industries, restricts the conspicuous consumption of certain
commodities, increases the rate of saving and regulates the price of commodity. Revenue
mobilization is the challenging task of the developing countries like Nepal. The
responsibility of the developing countries is higher than the developed countries because
more money is needed for economic development of a nation so, it is necessary to inquire
different resources of taxes to fulfill such purposes. Property tax may help government to

raise revenue of local bodies.

Property tax is one of the important taxes of direct taxes. It helps government to achieve
the goals of growth, equality and stabilization of the economy. Through the instrument of
property taxation, the country can encourage the growth of certain industries, restricts the
conspicuous consumption of certain commodities, increase the rate of saving and

regulates the price of commodity.

In the context of our country Nepal, there are two types of government. The first is
central government and next is the local government. District Development Committee
(DDC), Municipalities and Village Development Committee (VDC) are local government

which has been assigned various responsibilities for the devel opment of local areas.

Urban area has been played very important role for the overall development of the nation.

The municipality is responsible for plans preparation, supervision and execution of urban
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development activities. The important and main source of municipality is property tax. It
is very essential source to empower municipality. Where, it is most necessary empower

first local body to empower central government.

This study will helpful for the students who are related with taxation and wants more
information about property tax. This study will helpful for further researcher in the way
of their work. It will give the guidelines for planning and further study of any researcher.
This study will helpful for those people who wants to have insight knowledge about the
topic. Through this study, those people who are direct related with the Itahari
Municipality will be benefited. Such as taxpayers of Itahari Municipality can get the
overview about the use of their contribution on property tax and tax collector also can

analyze the trend and structure of property tax and can take the corrective actions.

1.5 Limitations on the Study
Any research study is limited by the area of study, information and data. | have tried to
study in detail about the topic but the following limitations have been raised on the way
of my study.
This study has been framed in limited resources, so, it cannot cover to the whole
trend period so that it can’t be generalized.
Mostly secondary data has been used which obviously carter the limitation of
secondary data.
The study has been covered only seven years data. So, it may not reflect over past
and future period.
The truth of the research result has been based upon the available data from the
[tahari Municipality and others.
Though there are 58 municipalities in Nepal but | have chosen Itahari Municipality
as my study area. So, the findings of this study may not be applicable to al the
municipalities because of the variance in nature.
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1.6 Organization of the Study
The study is divided into following framework.

Chapter —I: Introduction
This chapter includes background of the study, statement of the problem, objectives of

the study, significance of the study, limitations of the study and chapter plan of the study.

Chapter — 11: Conceptual Framework and Review of Literature
This chapter consists of conceptual framework and provisiona regarding property tax,
property tax in Nepal, current provisions of house and land tax in Itahari Municipality

and review of earlier studies.

Chapter — 111: Research Methodology
It covers research design, population and sample, nature and source of data, data

collection procedure and tools and techniques of analysis.

Chapter — 1V: Presentation and Analysis of Data

This chapter attempts to presentation and analysis of data evaluate with the help of
analytical tools and interpret the result obtained. This aso includes structure of total
income from tax and other sources of Itahari Municipality, total income from property
and other taxes, study about contribution of house and land tax in total revenue of Itahari
Municipality, study about the trend of house and land tax. Further more this chapter

includes empirical study aswell as findings of the study.

Chapter — V: Summary, Conclusion and Recommendations
It mainly concerned with summary, conclusion and recommendation of the study.
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Appendix and Bibliography have been presented in the last part of the study.

CHAPTER - 11
REVIEW OF LITERATURE

A good research study must be based on past knowledge. The previous study about the
related topic can’t be ignored because they provide the foundation to the present study.
Literature review is basically a stock taking of available literature in one’s field of

research.

This chapter is divided into two parts- one is the conceptual framework and other is the

review of earlier studies, which are described as:

2.1 Conceptual Framework and Provision Regarding Property Tax

House and land (property) tax is not a new term in the field of taxation and students who
are related to taxation have already got the knowledge about it. Property tax is regarded
as the most important tool for mobilizing internal resources whether the contribution of
property tax to the government revenue may be high or low, it has got much more
important. House and land (property) tax is imposed only on house and land situated at

municipality. Nepal is a small and beautiful country by natural resources. Nepalese
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economy is passing through the critical phase of low-income level equilibrium trap, high
level of poverty and huge resource gap. About 30 percent of people are below the poverty
line. These problems cannot be solved only by the investment from the private sector but
also by the deliberate action of government in the field of transportation, communication,
power, road, other basic infrastructure and directly productive activities. In the present
context, property tax occupies one of the most important sources of revenue in our
country. Concept of property tax, provision of property tax in Nepal, how it is proposed
and implemented in Nepal, which is described in this chapter.

2.1.1 Meaning of Property
In general sense property refers to car, farm, watch or anything else owned by the people.
Property also refers to any types of capital goods that are owned. For example:

Machinery, raw materials, and finished products are property.

Oxford advanced learners Dictionary (1996) defines property is “a thing or land, vehicle
silver, gold, jewelry, furniture, plant and machinery, equipment etc. owned by someone
are property.” There are two ways to classify property-real property including land and
things permanently attached to it, such as building etc. and personal property including
all other kinds of property, such as furniture, stock, and harvested crops. It is much easier
to transfer personal property than real property. Real property must be transferred in
writing but personal property may be transferred orally, when a man dies he heirs usually
in real property. But personal property generaly passes in to the hands of the estate
administrator who sells it and divides the process among the next of kin, unless one
makes other provisions for dispending it. In brief, real property consists of Immovable
and personal property of movables.

2.1.2 General Property Tax
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It is atax on all wealth tangible and intangible, which possesses exchange value. The
chart related to general property tax is described as under (Singh, 1991:423).
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Figure2.1

Items of Property Tax for Tax Purpose
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- Mercantile land - Business Building - Automobile - Stocks
- Forest Land - Firm Building - Jewelers - Bonds
- Residential Land - Residences - Merchandise - Notes
- Vocation Cottage - Invest Stock - Mortgages
- Fences - Grain - Money
2.1.3 Property Tax

The property taxation is the compulsory payment to the public authority, which is based
on the capital value of property i.e. building, land, vehicle, silver, gold, jewelry, furniture,
plant and machinery, equipment etc. In law the courts defined property tax as the right to
possession, enjoyment and disposition of all things subject to ownership. The term
property is generally applied to the things themselves, which are the subject of
ownership. Property taxation has great potentialities of resource mobilization in the
developing countries. In these countries, the process of economic development tends to
be accompanied by aboom in real states and investment in housing in urban area. Legally

all property can be divided in two classes personal property and real property.

2.1.3.1 Real Property

Real property consists mainly of land and building (or what called improvements on the

land). Land and improvements are very important in taxation. Land values and building

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

on it is decreasing in value. Different methods are used in evaluating the two kinds of
16



property, for instance, depreciation must be considered in the case of building but not for
valuating land (Adhikari, 2059).

2.1.3.2 Personal Property

Personal property can be classified into tangible and intangible. Tangible persona
property includes great variety of goods, merchants and manufactures stock (inventories),
business furniture, fixture and machinery, tool and pattern rolling, stock of railway, from
machinery harvested crops, logs, household furniture, clothing, jewelry and other
personal effects. The second category of personal property is intangible property. This
class consists, stock, mortgages, deposits, money and book credit, copyright and patients,
goodwill, franchise value. Intangible property can easily escape taxation whether by
migration or by hiding. Many estates classify intangible separately and apply a low flat

rate tax on them as substitute for the general property tax.

Taxation is the compulsory payment to the government. The philosophy behind taxation
is that every individual should contribute towards the expense of the government. The

need for and benefit of the state revenue are growing rapidly.

Thus taxation is becoming more and more a crucial issue, Property tax has its originsin
early American history. Initially it was assessed in selected items of property such asland
and cattle with different rate imposed on various categories. Thus classified property tax
was the main source of revenue to the colonies. Right now property tax has been the
major source of revenue of the most of the countries of the world. Property tax gained
importance because of the population increase growing urbanization in 1992. Property
taxation has been the major fiscal resource of American local government since 27"
century. In 1960 the selected Asian nations, Indonesia, Republic of Korea, Laos and
Thalland made only small use of urban property taxation. Property taxes are more

important in India where as Malaysia, Pakistan and Philippines.
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Argentina local governments, levy earns in tax, which applies, to urban and rura land
and improvements on the official value. A low 0.3 percent tax applied to land in Korea.
In Guatemala, a municipal tax on urban property is based on actual or presumed income.
There is aso a national tax in real property levied on a personal basis on the total officia
value of the real property of each taxpayer. The rates range from 0.3 percent to 0.6

percent revenue from property tax in selected devel oping countries (Adhikari, 2060).

Table2.1
Contribution of Property Tax to Total Tax Revenue
Fiscal Year | Countries Tax in Property (in %)
2001 Brazil 2.71
2002 041l
2001 Korea 051
2002 3.8l
2001 591
2002 | eraguay 5811
2001 Eqvot 14.21
2002 el 13211
2001 - 1181
2002 | Frilippines 441
2001 India 161
2002 7.811
2001 0.141
002 | el 0.65 i

Source: Rajesh Ghalliah Trend in Taxation in Developing Countries

From this table, property tax contributions very little to the total tax revenue. But it isin
an increasing trend. If proper assessment and proper administration is made, it will
contribute larger revenue to the government.

2.2 Historical Background of Property Tax

Property tax hasits originsin early American history. Initially it was assessed in selected
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items of property such as land and cattle with different relate imposed on varies
categories. Thus classified property tax was the main source of revenue to the colonies.
During the 18thand 19thcenturies a greater variety of property emerged making it
difficult to maintain such differentiation. Thus the tax developed into a general and
uniform tax rate. The uniform tax was applied to property independent of from with total
property viewed as a general measure of taxable capacity. This approach gave way under
the increasing complexity of property forms. The growing importance of intangible
property tax had been supplanted by a much narrow as approach. It become a selective
tax on rea estate and business personality and has remainder over since. Tangible
property other than real estate held by persons now largely escapes tax and to attempt is
made to reach intangible property. While the share of the property tax in total tax revenue
has declined from over 50% at the beginning of the century to around 10% at present
property tax revenue as 1% of privately held wealth or as 1% in G.N.P. has not changed
greatly over the last century. It is estimated that the revenue wealth ratio has remained at
about 1%. The share was lower however for municipalities 61% which are increasingly,

developing additional revenue sources.

Right Now, property tax has been the major source of revenue of most of the cities of the
world. Property tax gained importance because of the population increase growing
urbanization in 1990. By narrowing the tax base to those property, which could be easily
discovered improving assessment providing better staff many countries, adopted,
property tax in moderate form. At least in sun-urban area it is a fairly adequate surrogate
for alocal income tax since a high relationship has been found between property values

and income level.

Property taxation has been the major fiscal resource of American local government since
17thcentury. In 1960 the selected Asian Nations likes: Indonesia, Republic of Korea,

Laos and Thailand. Made only small use of urban property taxation, property taxes are
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most important in India where as in Malaysia, Pakistan and Philippines they yields less

than 20% of local revenue.

Argentinalocal governments, levy earns in tax which applies to Urban and rural land and
improvements on the official value. The general rateis 0.1% Buenos airs however applies
progressive rate with a maximum of property and local taxes on acquisition. A low 0.3%

tax applied to land in Korea.

Brazil has power to impose a tax on rural land to ensure uniformity through the country
since local government tax urban land at rates that can vary from 0.5% to 10% Colombia

by municipalities. Thereis anational surcharge of 10% of the municipal tax.

In Guatemala a municipal tax on urban property is based on actual or presumed income.
There is aso a national tax in real property levied on a personal basis on the total officia
value of the real property of each taxpayer. The rates range from 0.3% to 0.6% revenue

from property tax in selected developing countries.

Poland adopted an agricultural Property Tax in 1985 and real estate tax in 1986. Poland's
property taxes are urban, agricultural and forest. Local government facing budget deficits
are eager to increase property tax revenues and urban areas seeking more efficient land

usage have supported conversion of the tax base to market value.

Estonias land tax was introduced in 1993 as an integral part of both land and fiscal
reforms. The tax on land levied on both public and private lands with few exemptions,
was intended to stimulate the efficient use of land. Estonia local governments select a
market value tax base. Recently the government has explored the possibility of adding

buildings to the property tax base to expand revenues without increasing tax rates.
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In the Czech Republic's fiscal reform, property tax revenues are assigned to local
governments. Land and buildings are assessed separately and taxed on the basis of land
area or building floor space. It has area based system based on information, market
pricing for location and types of uses. Its strong real estate market, stable economy and
administrative experience give the Czech Republic the foundation for a modern property

tax system.

The Slovak Republic's fiscal system reflects taxes on land and on buildings governed by
national law, although the revenues and some administrative tasks are assigned to

localities. Land and building taxes are set per square meter.

The Russian tax system includes value added, corporate and personnel income taxes. The
1998 enactment retains taxes on land and property. Real state tax is based on market
value is used to replace the taxes on land, on property (buildings) owned by individuals,
and on property (assets, including equipment, inventory and vehicles, as well as
buildings) of enterprises. Property taxes are shared between regional and loca

governments.

In Armenia Local self-government, real property rights, and taxation were adopted in
1995. A tax on buildings was added to the excising tax on land. To encourage business
activity, American officials are now considering methods of expanding local revenues

from property based taxes.

Finaly, the property tax is the most widely used municipal revenue source in the
developing world. In large urban populations, some form of property tax is assigned to
the support of local government. To increase expenditures on municipal services, loca
governments frequently ook to the property tax as a property tax as a promising source
of additional revenue (Ahujaand Ravi, 1999).
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2.3 Property Tax in Nepal

The history of property tax in Nepal is not so long. Finance Act, 2016 had empowered the
government to levy property tax. Property tax Act, 2017 was enacted to collect tax from
property. Urban house and land and foreign investment were taxed at the same rates
under property tax Act 2017. Under the provision of property tax act, Nepal frame
property tax rules 2017. A separate house and land tax rules 2020 was then enacted which
repeated the existing property tax act, 2017. Earlier central government used to impose
property tax under prevailing Acts and rules. After enactment of local self government
Act, 2055, local bodies (i.e. VDC and municipalities) impose property taxes within their
boundary. Currently house and land tax Act, 2019, property tax act 2047 and Local Self
Government Act, 2055 has been implemented in the collection of property tax. Local

bodies are levying property taxes under local self Government Act on rules.

2.3.1Collection, Realization and Refund of Tax

Since the integrated property tax and vehicle tax are not exclusively practiced in some
municipalities, tax collection and realization with respect to the house and land tax and
revenue or land tax are discussed hereunder. Local self government act 2055 has made
the provision for collection realization and refund of tax separately to the municipalities
and VDCs.

2.3.1.1 Collection of Tax

Loca self government act 2055 has empowered VDC, municipality and DDC to levy
taxes. The VDCs and municipalities in the form of land revenue, house and land tax,
integrated property tax and vehicle tax levy the property taxes.

1) In the case of Village Development Committee (VDC)

The VDC may levy the property taxes as follows in its area at the rate approved by the
village council, not exceeding the prescribed rate:

House and land tax: On the basis of size, type, design and structure of the house
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with in the area of VDC, it may impose annual house and land tax on each house
and compound.

Land revenue (Malpot) or land tax: The VDC may levy revenue or land tax on the
land within its area. However, 25% or revenue collected from land revenue or land
tax has to be handed over to the District Development Committee (MLD, LSG
2055: Section 55).

2) In the case of Municipality

The municipalities levy the following property taxes within its jurisdiction:
House and land tax: Based on size, type, design and structure of the house, the
municipality may levy annual house and land tax on each house and compound as
approved by the municipa council.
Land revenue or land tax: The municipality may impose land revenue and land tax
as prescribed on the land within the municipality area.
Integrated property tax: The municipality may levy an integrated property tax within
itsjurisdiction at the prescribed rate (MLD, LSG 2055, Section 136-140).

According to rule 140 of local-self government regulation 2056 the maximum and
minimum limits of the rate of land revenue and house and land tax that may be levied by
a municipality within its area shall be as prescribed in annex-8 of the regulation. As per
rule 144, the minimum and maximum rates of the integrated property tax that may be
levied by a municipality within its area shall be as prescribed in annex-12 of the

regulation.

2.3.1.2 Recovery of Tax

The fine and punishment imposed by the Village development committee or by
municipality are recovered by section 260. According to this process, if any person does
not pay any tax, duty or charge levied or contracted or any other amount due and payable
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to the local body, the district administration office recoversit as government dues (MLD,
SLG 2055:Section 71 & 166).

2.3.1.3 The Municipality is not entitled to collect any kinds of Taxes Contrary to the
Act or the Rules

If the municipality collects such taxes, Nepal’s government may order to stop such
collection and to refund the amount of taxes so collected to the connected person (MLD,
SLG 2055: Section 147).

2.3.2 Penalties, Actions and Appeals

Penalty is a punishment for breach of law where a statue requires any person to do a
particular thing and fails to do so, he renders himself liable to penalty. Action means tax
officer has with regard to any taxpayers made dishonest or negligent tax assessment and
as aresult of which the tax liability of such person has become excessive or reduced, the
director shall initiate proceedings for departmental punishment. Similarly when the statue
requires any person not to do a particular thing and he does so, he exposes himself to

penalty is called appeals.

2.3.2.1 Penalties and Actions

The provision for fine and penalties if anyone does not pay taxes, fees, charges, duties,
tariffs and any other amount due and payable under the act, the VDC and municipality
penalize the person (MLD,SLG 2055:Section 70 and 165).

1) Inthecase of VDC

If any person does not pay the taxes imposed by the Village Development Committee, it
may punish such person with a fine of up a Rs.500 and may stop the service made
available by the village development committee in regard to such person (MLD, SLG
2055: Section 70.2).
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In case any person commits any in contravention of the act of the rules, Bye-laws or
orders made under the act, such person shall be punished with punishment, if any
prescribed elsewhere in the act, and if punishment is not so prescribed the village
development committee may punish such person with a fine up to Rs.500 (MLD, SLG
2055: Section 70.3)

If any person, who has aready been punished under this section, commits the same
offence again, the village development committee may punish such person with two fold
punishment for each instance (MLD, SLG 2055: Section 70.4).
2) Inthe caseof Municipality
If anyone does not pay the taxes imposed by the municipality, it may take the following
actions (MLD, SLG 2055: Section 165.2)
If anyone not pays the taxes, which may be collected under the act, the municipality
may write to the concern body to stop the transfer of ownership of the movable,
immovable property of such person, may rea or lockup the trade, profession and
withhold the transaction including export and import.
If the amount which the municipality is entitled to collect under the act, could not be
covered up even from the stoppage of the house, land, transaction or assets of the
concerned person, the municipality may recover it by auctioning the person's house,
land or other assetsif any.
According to section 165.5 if any one does not pay any taxes under the act, the
municipality may stop the service provided by it, in regard to such person.
If anyone commits any action in contravention of the act or the orders made under
the act, such person is punished with punishment, if any prescribed elsewhere in the
act, and if punishment is not so prescribed the municipality may punish such a
person with afine up to Rs.1000 (Section 165.5).
As per section 165.5 if any, who has already been punished under this section
commits the same offence again. The municipality may punish such person with two
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fold punishment for each instance.

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

Village Development Committee may appeal to the concerned District court within 35

days from the date of knowledge of such decision.

Similarly, according to section 165.7 any party who is not satisfied with the punishment

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

the date of knowledge of such decision.

2.3.3 Property not Included in Valuation for Tax Purpose

Some of the properties, which cannot be used for valuation