
Provisions for Special Industries in Nepal
(with reference to Income Tax Act 2002)

A Thesis

Submitted By:
Bhakta Raj Basyal

Nepal Commerce Campus
Campus Roll No :45/062

Exam Roll No. (MBS IInd) : 1717/064
T.U. Registration No: 7-1-280-185-2000

Submitted To:
Office of the Dean

Faculty of Management
Tribhuvan University

In the Partial Fulfillment of the Requirements for the
Degree of Masters of Business Studies (MBS)

New Baneshwor, Kathmandu
September, 2008



RECOMMENDATION

This is to certify that the Thesis Report

Submitted by

Bhakta Raj Basyal

Entitled

“Provisions for Special Industries in Nepal”

(with reference to Income Tax Act 2002)

has been prepared in the form required for the fulfullment of the partial

requirement for the Masters Degree in Business Studies  of the Faculty of

Management. The student has gone through the prescribed format of Faculty

of Management.This thesis is forwarded for examination.

………….................

(Ratna Man Dangol)

Thesis Supervisor

Date: …………..........

…………………..................

(Dr Bihari Binod Pokharel)

Head of Research Departmant

………

…………………........

(Diwakar Pokhrel)

Campus Chief



VIVA VOCE SHEET

We have conducted the Viva Voce examination of the thesis presented by

Bhakta Raj Basyal

Entitled

“Provisions for Special Industries in Nepal”
(with reference to Income Tax Act 2002)

and found that the thesis to be the original work of the student and written

according to prescribed format. We recommend the thesis to be accepted as partial

fulfilment of the requirement for Masters Degree om Business Studies (MBS).

Viva-Voce Committee

Chairperson, Research Committee : …………………………………

Member (Thesis Advisor) : …………………………………

Member (External Expert) : ………………………………....

Date :  ………………………..



ACKNOWLEDGEMENTS

Taxation is regarded as vague and integrated matter as well as conscious issues for

the economic development of the country. Appropriate provision to spcial

industries in the act can help to boost up the economic development.

Harmonization of valuable efforts of different sector is essential to conduct good

research. At first I am especially indebted to my supervisor Mr. Ratna Man

Dangol, who guide me how to conduct effortful research work.  And I never forget

the role of Dr. Bihari Binod Pokharel, Head of Research Department of NCC,

encouraged my inquisitivenss to research and its importance in taxation.

It was only great coincidence; I got to extend my gratitude to Mr. Ugaraj Pandey,

officer of Nepal Government who was always curious to know the progress of

research. He played  the bridge role for finalyzing the research through data

collection and linkage to the sources.

I would like to express my deep gratitude toward Mr. Tara Pandey, officer of

Office of the Auditor General in Tax Department; for the help of fruitful research

work. And Mr. Chet Nath Dahal officer of Inland Revenue Department supported

me to analysis part of tax administration that compliance issue in the Nepalese

Taxation.

It is my opportunity to express my gratitude toward my friends Santosh Subedi,

Bhim Raj Karki, Pramila Adhikari, Srijana Subedi, Kamal Shrestha and Pooja

Pandey those not only helped me in the technical fields but also always did moral

off to write good thesis on Taxation in Nepal.

I must not forget to thank all the respondents, who provide time to fill questionaire.

Finally, I am greatful to my family, without their support this work wouldn’t

complete.

September, 2008 Bhakta Raj Basyal



TABLE OF CONTENTS

Pages

COVER PAGE

VIVA VOCE SHEET

RECOMMENDATIONS

DECLARATION

ACKNOWLEDGEMENTS

TABLE OF CONTENTS

LIST OF TABLES

LIST OF FIGURES

LIST OF ABBREVIATIONS

CHAPTER – I : INTRODUCTION (1-15)

1.1 Background of the Study 1

1.2 Statement of Problem 8

1.3 Objectives of the Study 9

1.4 Significance of the Study 10

1.5 Limitation of the Study 11

1.6 Generation of Hypothesis 12

1.7 Organization of the Study 14

CHAPTER – II : REVIEW OF LITERATURE (16-50)

2.1 Conceptual Framework 16

2.1.1 Background 16

2.1.2 Meaning of Taxation 17



2.1.3 Principle of Taxation 18

2.1.4 Objectives of Taxation 20

2.1.5 Classification of Taxes 20

2.1.6 Income Tax in International Context 21

2.1.7 The History of Income Tax in Nepal 22

2.1.8 The Features of Income Tax Act 2002 25

2.1.9 Sources of Income 27

2.1.10 Exemption in Income Tax Act 2002 28

2.1.11 Types of Industries 30

2.2 Review of Books, Journals and Thesis 36

2.2.1 Review of Books 36

2.2.2 Review of Research Reports and Articles 40

2.2.3 Review of Thesis 42

2.3 Research Gap 50

CHAPTER – III : RESEARCH METHODOLOGY (51-57)

3.1 Research Design 51

3.2 Population and Sample 52

3.3 Sampling Procedure 52

3.4 Nature and Sources of Data 52

3.4.1 Primary Sources of Data 53

3.4.2 Secondary Sources of Data 53

3.4.3 Data Collection Procedure 53

3.5 Data Processing and Analysis 54

3.5.1 Tools of  Analysis 54

CHAPTER – IV : DATA PRESENTATION AND ANALYSIS (58-114)

4.1 Secondary Data Analysis 58



4.1.1 Revenue Structure of Nepal 59

4.1.2 Tax Structure and its Performance 62

4.1.2.1 Efforts of Taxation : Tax - GDP ratio 63

4.1.2.2 Marginal Rate 65

4.1.3 Structure of Indirect Tax 67

4.1.4 Structure of Direct Tax in Nepal 70

4.1.5 Structure of Income Tax in Nepal 73

4.2 Primary Data Analysis 76

4.2.1 Income Tax as an Important Source of Government Revenue77

4.2.2 Contribution of Special Provisions to Increase the Government

Revenue 78

4.2.3 Proportion of Tax Revenue to Government Revenue 81

4.2.4 Necessity of Specal Facility to Manufacturing Industries 83

4.2.5 Implementation of Special Facilities to Manufacturing

Industries 86

4.2.6 Impact of ITA 2002 on Special Industries 90

4.2.7 Classification of Area to Provide Rebate for Tax Purpose 95

4.2.8 Need of 1/3 Additional Depreciation for Special Industries 98

4.2.9 Need of 1/3 Additional Depreciation to Spcial Industries

Operated by Natural Person 99

4.2.10 Accountability on Rights and Duties of Tax-payers 101

4.2.11 Incentives Provided by ITA 2002 104

4.2.12 Tax Holiday for Special Industries Established in Remote Area

105

4.2.13 Important Factors for the Industrial Development in the Country

107



4.2.14 Scope of Special Industries 110

4.3 Major Findings 111

4.3.1 Major Findings from Secondary Data 111

4.3.2 Major Findings from Primary Data 112

CHAPTER V : SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary 115

5.2 Conclusion 117

5.3 Recommendations 120

BIBLIOGRAPHY

APPENDIX



LIST OF TABLES

Tables Titles Pages

3.1 Groups of Respondents and Sample Size 52

3.2 Questionaire Distribution, Collection and Sample Size 54

4.1 Composition of Revenue Structure in Nepal 60

4.2 Composition of Tax Efforts or GDP Ratio in Nepal 64

4.3 Calculation of Sample Mean ( X ) and Sample Variance (S2) 66

4.4 Structrue of Indirect tax in Nepal 68

4.5 Structure of Direct Tax in Nepal 71

4.6 Structure of Income Tax in Nepal 73

4.7 Questionaire Distributed, Obtained and Sample Size 76

4.8 Income Tax as an Important Source of Government Revenue 77

4.9 Contribution of Special Provisions to increase Govt. revenue 78

4.10 Opinion of Respondents for How Provision for Special industry increase

Govt. revenue 79

4.11 Proportion of Tax revenue on Government revenue 81

4.12 Proportion of tax revenue on Government revenue 82

4.13 Need of special facility to Manufacturing Industries 83

4.14 Computation of Expected Frequency undre Chi-square (2) test 84

4.15 Opinion on Need of Special Facility to Manufacturing Industries 85

4.16 Implementation of Special Facilities in Manufacturing Industries 86

4.17 Causes of not Implementing Special Facilities 87

4.18 Calculation of Rank Correlation 89

4.19 Opinion on Positive Impact of ITA 2002 on Special Industries 90

4.20 Area of affecting on Special Industries by ITA 2002 92



4.21 Calculation of Rank Correlation 93

4.22 Opinion on Classification of area and Rebate rate 95

4.23 Computation of Expected Frequency under Chi-square (2) Test 96

4.24 Need of Classification of Zones and Tax rebates 97

4.25 Need of 1/3 Additional Depreciation for Special Industries 98

4.26 Need of 1/3 Additional Depreciation for Special Industries 100

4.27 Need of 1/3 Additional Depreciation for Special Industries 101

4.28 Computation of Expected Frequency Under Chi-square (2) Test 102

4.29 Causes of nor Responding their Rights and Duties by Industrial Tax-

payers 103

4.30 Sufficiency of Incentives Provided by ITA 2002 104

4.31 Opinion of Respondents on Tax Holiday in Remote Area 105

4.32 View of Respondents on Tax Holiday in Remote area 106

4.33 Calculation of Median Tax Holiday Period in Remote Area 106

4.34 Factors for Industrial Development in the Country 109

4.35 Computation of Rank Correlation 109

4.36 Should broaden the scope of Income tax. 110



LIST OF FIGURES

Figures Titles Pages

4.1 Sturcture of Revenue in Nepal 61

4.2 Structure of Indirect Tax in Nepal 69

4.3 Structure of Average Indirect Tax in Nepal (1997/98 to2006/07) 70

4.4 Composition of Direct Tax in Nepal 72

4.5 Structure of Average Direct Tax in Nepal (1997/98 to 2006/07) 72

4.6 Composition of Income Tax in Nepal 74

4.7 Structure of Average income Tax in Nepal (1997/98 to 2006/07) 75

4.8 Level of Contribution by Provision for Special Indstry 80

4.9 Causes of Unsatisfactory Proportion of Tax revenue to Government

Revenue 82

4.10 Weight of Contributing Area of Special Facility to Manufacturing

Industries 86

4.11 Weight for Causes of not implementing Special Facilities 88

4.12 Area of affecting on Special Industries by ITA 2002 94

4.13 Contribution of Classification of area and Tax rebates 98

4.14 Need of 1/3 Additional Depreciation for Special Industries 99

4.15 Need of 1/3 Additional Depreciation to Special Industries operated by

Natural Person 100

4.16 Weight of Causes of not Responding their Rights and Duties by the

Industrial Tax-payers 104

4.17 Weight of Factors for the Industrial Development in the Country 108



LIST OF ABBREVIATION

AETR - Average Effective Tax Rate

BS - Bikram Sambat

CA - Charter Accountant

DTR - Direct Tax Revenue

e.g. - Example

FY - Fiscal Year

GDP - Gross Domestic Product

Govt. - Government

H1 - Alternative Hypothesis

HMG - His Majesty’s Government

HMG/N - His Majesty’s Government of Nepal

Ho - Null Hypothesis

i.e. - That is

Ind. TR - Individual Tax Revenue

IRD - Inland Revenue Department

IROs - Inland Revenue Offices

ITA - Income Tax Act

LDC - Least Developed Countries

LRR - Land Revenue and Registration Tax

MA - Master of Arts

MBS - Master of Business Studies

MERT - Marginal Effective Tax Rate

MOF - Ministry of Finance

NG - Nepal Government



NGOs - Non Government Organizations

NIDC - Nepal Industrial and Development Corporation

NRB - Nepal Rastra Bank

NTR - Non Tax Revenue

PAN - Permanent Account Number

PCC - Pollution Control Cost

PCI - Per Capita Income

PT - Property Tax

R & D - Research and Development

Rs. - Rupees

RT - Remmuneration Tax

T I T - Total Indirect Tax

T. U. - Tribhuvan University

TIN - Taxpayer Identification Number

UDCs - Under Developing Countries

UN - United Nations

VAT - Value Added Tax

WDR - World Development Report

WTO - World Trade Organization

& - And


