
A Study of Exemption
Under Income Tax Act 2058 in Nepal

A Thesis

Submitted by:
Sujan Bhandari

Shankhardev Campus
Roll No-:1381\062

T.U. Registration-: 7-1-7-672-99

Submitted to:
Office of the Dean

Faculty of Management
Tribhuvan University

In Partial Fulfillment of the requirement for Degree
Of

Master of business of studies (MBS)

Kathmandu, Nepal
April, 2009



RECOMMENDATION LETTER

This is to certify that the thesis

Submitted by:

Sujan Bhandari

Entitled
A Study of exemption

Under Income tax in Nepal 2058

has been prepared as approved by this Department in the prescribed
format of Faculty of Management. This thesis is forwarded for

examination.

……………….. …………………

Dr. Kamal Deep Dhakal Dr. Kamal Deep Dhakal
Thesis Supervisor                                                                  Campus Chief
Shanker Dev Campus Shanker Dev Campus



VIVA-VOCE SHEET

We have conducted the viva voce examination of the thesis presented

By
Sujan Bhandari

Entitled
A Study of exemption

Under Income tax in Nepal 2058

And found the thesis to be the original work of the student and written
according to the prescribed format. We recommended the thesis to be accepted

as partial fulfillment of the requirement for
Master in Business Studies (M.B.S.)

Viva-voce committee

Head of Research Department   …………………..

Member (Thesis Supervisor)     …………………....

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



DECLARATION

I hereby declare that the work reported in thesis entitled “A study of Tax Exemption

under Income Tax Act 2058” submitted to Shanker Dev Campus, Faculty of

management, Tribhuvan University, is my original work done in the form of partial

fulfillment of the requirement for Master of business Studies (M.B.S.) under

supervision of Dr. Kamal Deep Dhakal of Shaker Dev Campus.

Sujan Bhandari

Researcher

T.U. Reg.No-:7-1-7-672-99

Roll No-:1381\062



ACKNOWLEDGEMENT

This study is mainly concerned with the tax exemption under income tax act 2058 and

with the contribution of income taxes to overall revenue generation in Nepal.

To fulfill the research gap in this area is one of the goals of study as well as to fulfill

partial fulfillment of the requirement for (MBS)Master of Business studies.

I am grateful to my thesis advisor Dr. Kamal Deep Dhakal who guided throughout

research work. I shall always remember him for valuable suggestion, support,

guidance and supervision in the course of preparing this thesis. Without his

remarkable help and guidance, this thesis would not have come in this form.

I wish to express my appreciation to all the lectures of Shankar Dev Campus.

Likewise all respondents are thankful for their suggestion and for responding my

questionnaires. I am also pleasant to express thanks staff of libraries Shankhar Dev

and T.U.

Lastly thank also goes to my family member and friends for their assistance made

during study.

April, 2009

Sujan Bhandari



TABLE OF CONTENTS

Recommendation Letter

Viva-Voce Sheet

Declaration

Acknowledgement

Contents

List of table

List of Figures

Abbreviation

CHAPTER- ONE

INTRODUCTION

1.1 Backgrounds of study 1

1.2 Statement of problem 3

1.3 Objective of the study 5

1.4 Scope of study 6

1.5 Need of the study 6

1.6 Limitation of study 6

1.7 Organization Scheme 6

CHAPTER-II

CONCEPTUAL FRAME WORK AND REVIEW OF LITERATURE

2.1 CONCEPTUAL FRAME WORK 8

2.1.1 Concept of tax 8

2.1.2 Classification of tax 8

2.1.3 Objectives of tax 9

2.1.4 Canon of tax 10

2.1.5 Meaning of income tax 10

2.1.6 Definition of Terms and Terminology 12

2.2 History of income tax 13

2.2.1 International Context; 13

2.2.2 Historical aspects of income tax in Nepal 13

2.2.3 Income tax in modern Nepal 14



2.2.4 Head of Income 19

2.2.5 Method of income tax assessment 23

2.2.6 Appeal 24

2.2.7 Fines and Penalties 24

2.2.8 Exemption from Income Tax 25

2.3 Review of Literature 27

2.4 Research Gap 41

CHAPTER-III

RESEARCH METHODOLOGY AND DESIGN

3.1 Introduction 43

3.2 Types of research 43

3.3 Research Design 43

3.4 Population and Sample 44

3.5 Nature and Source of Data 44

3.6 Data collection Procedure: 45

3.7 Data processing and Analysis Procedure 45

CHAPTER-IV

PRESENTATION AND ANALYSIS OF DATA

4.1 Secondary data 46

4.1.1 Resource Gap in Nepal 46

4.1.2 Revenue Structure in Nepal 49

4.1.3 Composition of Tax Revenue in Nepal 52

4.1.4 Composition of Income Tax in Nepal 54

4.1.5 Contribution of income Tax 58

4.1.5.1 Contribution of income Tax to GDP 58

4.1.5.2 Contribution of Income Tax to Direct Tax Revenue 59

4.1.5.3 Contribution of Income Tax to Total Revenue 59

4.1.5.4 Contribution of Income Tax to Total Tax Revenue 59

4.1.6 Direct Tax and its Composition 61

4.1.7   Exemption limit in Nepal 63

4.1.8 Income tax rate in Nepal 66



4.2 Empirical Investigation 68

4.2.1 Introduction 68

4.2.2 Evaluation of New Income Tax Act, with Regard Tax Exemption 69

4.2.3 Awareness about the Provision of Tax Exemption 69

4.2.4 Sufficiency of Exempted Items of Income Tax 71

4.2.5 Adequacy of the Exemption Limit 73

4.2.6 Appropriateness of Current Income Tax Limit 74

4.2.7 Opinion on providing Exemption an Agriculture Income 77

4.2.8 Opinion on Providing Exemption a Pension Amounts 79

4.2.9 Soundness of Nepalese Income Tax System 80

4.2.10 Essential Factors for Making Income Tax Administration Effective 82

4.2.11 Comments and suggestion about the income tax in Nepal 83

4.2.12 Major Findings 84

CHAPTER- V

SUMMARY, CONCLUSION&RECOMMENDATION

5.1 Summary 89

5.2 Conclusions: 91

5.3. Recommendation 92

Bibliography

Appendex-1

Questionnaire



List of Table

Table No. Title Page no.

3.1 Group of Respondents and Size of Samples 44

4.1.1 Resource Gap in Nepal 48

4.1.2 Composition of Total Revenue in Nepal 51

4.1.3 Composition of Tax Revenue in Nepal 53

4.1.4(a) Composition of Income Tax Revenue (in Rs) 56

4.1.4(b) Composition of Income Tax Revenue(in Percent) 57

4.1.5 Contribution of Income Tax of GDP, Total Revenue, and

Tax Revenue and Direct Tax Revenue 60

4.1.6 Composition of Direct tax Revenue 62

4.1.7 Exemption limit in Nepal 65

4.1.8 (a) Rates of personal income tax in Nepal 66

4.1.8 (b)Income tax rates for partnership firms, 67

Corporation and non residents

4.2.1 Groups of respondents and code used 68

4.2.2 Evaluation of New Income Tax Act, with Regard Tax Exemption 69

4.2.3 Awareness about the Provision of Tax Exemption 70

4.2.4 Reasons for Unawareness about the Provision of Tax Exemption 70

4.2.5 Sufficiency of Exempted Items of Income Tax 71

4.2.6 Reasons for Insufficiency of Exempted Items of Income Tax 72

4.2.7 Adequacy of the Exemption Limit 73

4.2.8 Factors to be considered for Adjusting Exemption Limit 74

4.2.9 Appropriateness of Current Income Tax Limit 75

4.2.10 Exemption Limit for an Individual 75

4.2.11 Exemption Limit for a Family 76

4.2.12 Opinion on providing Exemption an Agriculture Income 78

4.2.13 Opinion on Providing Exemption a Pension Amounts 79

4.2.14 Soundness of Nepalese Income Tax System 80

4.2.15 Causes for Unsound Income Tax System 81

4.2.16 Essential Factors for Making Income Tax Administration

Effective 82



List of Figure

Figure No Name of Figure Page no

4.1.1 Resource Gap in Nepal 49

4.1.2 Composition of Total Revenue in Nepal 52

4.1.3 Composition of Tax Revenue in Nepal 54

4.1.4(b) Composition of Income Tax Revenue (in Rs) 58

4.1.5 Contribution of Income Tax of GDP, Total Revenue, and

Tax Revenue and Direct Tax Revenue 61

4.1.6 Composition of Director Tax Revenue 63



ABBREVIATION

AD Anno Domini

B.Com Bachelor of Commerce

BBS Bachelor of Business Studies

CA Chartered Accountant

CEDA Center for Economic Development and Administration

Etc. Extract

FY Fiscal Year

GDP Gross Domestic Product

HMG His Majestic of Government

i.e For examples

IRD Ireland Revenue Department

ITA Income Tax Act

MBS Master Business Studies

MD (pvt) Manakamana Darasan Private Limited

MOF Minister of Finance

NG Nepal Government

NGO Non Government Organization

NTC Nepal Telecommunication Corporation

PCC Pollution Control Cost

PEs Public Entrepreneurs Share

R&D Research and Development

SAARC South Asian Association for Regional Corporation

TU Trivhuwan University

UK United Kingdom

USA United State America

VAT Value Added Tax

VDC Village Development committee


