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Prelude _
Since ancient times the taxes have been the real strengihy of the Kings and emperors.
Al present. too, taxation is the mainstay of public expenditure. Morcover, in a developing
ceonomy with almost insatiable demand for investible fund. ever expunding development
activities of Government have placed the emphasis on taxation as the main source of fund.
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The sources of Govi. revenue in Bangladesh are: tax receipts. loan. printing of
money. income from public industriai and service enterprises. fees and other receipts.
Among these, the principal source is lax which accounts for about 80% of the revenue
receipts und the remuaining 20% comes from rest other sourees. But what is important to
note is that our tax system yields low revenuc compared to developed and developing
countries 1o support her development activities. Foliowing table will reveal the picture :

Table-1 : GDP, Ratio

of GDPE to Revenue and Tax

1096-97| 1997-98] 1998-99| 1999-2006| 2000-2001 02-03
GDP at Current| 1.80.70 | 2.00.177| 2.19.697|  2.37.086 2.58.068| 3.00.580
Price (CroreTkK.) l
Rev. as percentage 9.49 0.38 597 9.00 8.3%8 L LA
o GDP
Tax as ¢ to GDP 1: 19 7.49 122 121 7.47 9.67

Thus it is utmost important to push uj
through higher effective investment

collection.

(Source : Bangladesh Economic Review, 2001, p. 133)

y revenue~-GDP ratio and tax- GDP ratio
and enlarging tax net and closing loopholes in tax
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/1.2: Definition of Tax
The term "taxation" comes_{rom Latin word "Taxatio”. I means 1o determine

pdy‘lblc quantum on estimute, Taxing auwthority determines tax o be pasable Ty e
assessce. Sof tax is the revenue collected by the Government irom le\(;n\ umi
organizations under dificrent taxing Acts] In other words. itis a liability imposed upon e
assessee who may be individuals, groups of individuals and other legal entitic \'{Accordiiw
0 Justice Holnies, the price paid to the Govi. un diving in a civitized society is the tax.)

c.q(_)ramg 1o T.hfm, taxes are the compulsory pavments to Government without
expectation of direet benetit to the tax payer. That is, it is not a price paid by thglax -payer
for any definite service rendered or o commodity supplied by the Governmenat JThe 1ax-
payers do get many benefits from the Government but no tax-payer has a t¥ht (o any
benefit from public expenditure on the ground that he is paying a tux. The benelits of public

expenditure may go te anyone irrespective of the taxes paid. Hence. a tax is said to be a
generalized exaction (E H. Plank). Heee, it may be noted that a public receipt containing
element of compulsion does not awomatically becomne a tax. In order to be a tax. the
absence of a quid pro quo is necessary.!As we shall see. the clement of compulsion exists
in case of some other punlic receipts a}qo Thus to be tax both compulsion 2.:d no direct
benefit elements are to bc present. -

\/1.3: Characteristics of Tax
Agaiﬁsl the backdrop of the defizition of tax, following charactersties v #ax mnv b
identificd: '
1) It is acompuisory icvy under tasing Act;
ii)' Tax payers caniot cicin divect and quid qua pro (proportionale ot equivalent) service
for payment of tux:
i) Itis a price paid to the Governmant for living in a civilized socicly.

~1.4: Objectives of Tax
Government necds revenue for defence, administration and development activities.
The main source of this revenn> is wax. In such a context. the objectives of tax can be
identified as follows:

i) Collection of Revenue :

~ No Govt. can run its administration and perform development works with- i
collecting tax as « source of revenue, Thus the main objective of tax is the coilection ot
revenue. In the concexi ¢f Bangiudesh, the main source of revenue is tlso found to be s,
For example, in 1972-73, it was 77.61% of the revenue. It is slowly but eradually
increasing and thus in 1985-86, it was 79%, in 1995-96 it was 80% & in 2001-2002 it is
estimated at 92%.
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i) Redistribution of Income :

Cancentration of money and income in few hands can ereate seeio-economic and
political problem. Through taxation and various lechniques tader it, Govt. endeavours to
et redistribiiion of income. This has vielded positive vesult.

i) Feonomic Control
To gude the comoin i desired direction, Govl, necds to eontiol infiation. push
Mmeiey to the econon. . doevelop certain seclors of the ceomnoniy and comrol some aclivites.

Taxation can be an ruportant 1ol (o achieve this muero cconomic objeciive.

vy Frotection of Industry

For the greater mierest of the country Govi. may provide incentive 1o infant and
certain basic industries. For this tax incentive for setting up and protecting such industry,
export of products and impost activities can be directed in favour-of such industries through

b pyrdsen

vi ilecanomic Development :
For development of & country Govt. needs to create infrastructure and invest in
certain secters. For thiv acuvities Govt. necds funds and tax revenue can provide fund for

the prepose.

vit Full Fmploveent ¢
Frems state crostes cirployment orportunitics 1o its cieren, Aocordinge 1o F

~

i covior, beskiasco et b rovenue ana scomavitie cointol. one of the Hporiant obiectives of
L s the peovie e Full emeplovises sase, He chiphasizes thal through efficient

Bavevaio i and cxpenaditore policy, Gov L can achicve iis oidiective.

v fubens Nationsal Tneome in Desired Lovel :

For ceonomic develapment o a country, national Gnconie necds to be increased.
Aceording to AP Newirer s ution can be wwed as a ol for the purpose e epined that
e impact of taxes we wos Todecreinses ivonie of payer and inereases the mecome of the
Gea Phosecond eficet is meote imiportant than - one, For InCredsing nationad income in
dvedate feved e sesiem shiould be taken as the iportant tool and it can be cifecuvely
tsed it the policy is Framed teking svch objective as the imporiant objective of taxation oo,

Thus it s seen that the ehjectives of Ly is et only the collection of revenue. its other
objectives relevant e ccononue consro!l and ccononic develepment are not less important.

Fal



Income Tax-4

1.5y Canons of Taxation .

A tax system, in order to achieve its various objectives, needs (o adhere certain
principles. But in view of the fact that the objectives of taxes are many and somic ol them
are conflicting. the writers ol public finance have generally chosen and prescribed certain
principles which a good tax system may adhere. In this connection, Adwa Smith gave four

_principles of taxation which he called the canons.ol tusation, Some other writers have also
rescribe - other nrincipleg/canons. A brief description of the same are now in order.
Adam Simth's canon of taxation :

(1) Canon of Equality @ "The subjects of every state ought 1o contribute towards

the support of the Government. s nearly s possible. proportion to their respective

abilities: that is. in proportion to the revenue which they respectively enjoy under i g

protection of the State.” This canon lries to opserve the objective of cconomi justice.

(2) Canon of Certainty : This canon describes that "The tax which each
individual is bound to pay ought to be certain. and not arbitrary. The time of payment. the
manner of payment, the quantity Lo be paid, all ought to be clear and plain to the contributor
and to every other person.” The fax-payers <hould not be subject o wbitrariness und
discretion of the tax officials, in which case there will be a scope for i cortupt tax
administration.

(3) Canon of Convenience : This canon Likes mto consideration tie interest of
the taxpiser from the view of payment of tax. It emphasizes that thie mode and timmgs of

¢

A tax payment should be. s for as passihles consenient fa the tux-paver. Thix canon

_recomimends tha uanecessary rouble o the tax-paver should be avotded. otiierwise

various ili-clfeets muay result,
Ly

(4) Canor of Feconomy @ Every tax Has o vosl of coellection, It is important st
the cost ol collection should he as mimmim as possible, FCwill be nseless 1o impese Bines
which are too widespread und difficult 1o adininister. Productivity of tases has boen gives

]

importance in this canon.

An analysis of these canons indicates that Adam Smith was basically concerned with
the ways in which an cconomy could increase its productive capacity. and thereby wehieve a
higher rate of cconomiv growth und at the same time he considered the convenience ol e

tax payers and cconomy n collection.

Howerer, 1 view ol the wide sprewd recognition of many other objectives al the
: ceconomic phifesophy of the Govt, anid modern Suate. some additionad prisciples have sl
= been stzzesied hy some othe? authors. Now o briel deseription about them toflow s

(3) Canon of Productivity @ It i« also called the canon_ot fiscal sdediagy.

According o this principle. the tax system hould be able to vield enough revenae Fon the
. treasury and the Governnient <hould not be foreed to resort o deficit finacing. The cunon I
5 thus also called canon of adequacy. '

R
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Advantages of Direct Tax :
i) It is related to ability to pay principle

{ Direct taxes can be so charged as to relate to the ability to pay principle Jtcan be ~o
chosen and rate-schedules determined in such a way as to secure the maximum posssible
closeness to the ability to puy and the least aggregate sacrifice. In these taxes. we can
determine the degree of progression that wewant and thus bring about adequate sociad i
economic justice. '
ii) Reducing inequality

[ Direct taxes can be used for reducing income and wealth inequalities und thereiv
various social evils can be mitizated.)We must. however. remember that this argunient
seems quite sound provided 1 practice a proper degree of progression of tax schedules con
be chosen and types of tax thai cun be so used produce signilicant revenue,
iii) Economy

Un direct taxes both cost of collection and cost of payment is minimized JFor, the o
authorities know the s\furcc, time and so also the tax pavers.
iv) Flexibility

\ Direct tax is 1'icxi'rﬂ!s:\'l‘hc antount can be increased or reduced through chan:e e
of tax. :
v) Difficult to evade tax

Tax auth iter know the base, assessges, fax rules and thus it s dittoeat

such tax.
n) Revenue elasticity

LRE\-’CHUL elasticity is put forth in favour of direct taxes. )In other words, s e
the.commumty zoes up. 5o does the tax vield from dircet taxes. When the generil ivvoi 1
activity and income goes up in the economy. there is likely to be a cdrresponding increase
in sales/purchases. income and other aciivities. Is ultimae effect is resenue clastieity.
vii) Enhance social responsibility

" Tax payers know the amount of tax they pay to tht. Govl. Thus. the advocaics o
direct taxes assert that these taxes incalculate a spint of civic responsibility amongst the i
payers. They then try to be more vigilant about how much tax revenue 18 being raiscd i
to what uses it is hemg put. '
Disadvantages of Direct Tax :
(i) Inmconvenicui
Amongst thie denerits of direct laxes it is asserted tuat they geneiadis viokde the e

of convenience. (Thc taxes are generatly payable in fumpsam or cven o advanee o
become quite inconvenient, }

bl



Introduction-7

(i) Adverse effect on Work

LAnother demerit of direct taxes is their supposed effect on the will to work and xu\'c)
It 38 asserted that work cgiving income) and leisure are two alternatives before any tax-
paver. 1 therefore, a tax s imposed. say on income. the tax-payer will find that the return
from work has decressed as compared with return from leisure. e theretore., tries 1o
substitute leisure for work. ;
(iii) Tax evasion

LNo one likes to puy money to the Govi from his inmmc)]l s human nature. so it 1s
likely that many persons will try to evade tax.
(iv) Adverse impact on savings ;

Direct taxes are imposed on income, property, inheritance, elc) It than causes a
reduction in the will to save. Capital accumulation in the economy will suffer and there will
be a retardation of economic growth. This happens because the tax-payer then starts
comparing the utility from current consumption with the utility from future income. Since
the taxation reduces the utility going to the beneficiaries, the tax-payer tends to consume
more for himself and save less tor heirs. ¢

Advantages of Indirect Tax :
i) Lesser inconvenient

\Xn important merit of indireet taxes is dat they arc less inconvenientand from that
point of view less burdensome (their being less burdensome from other points of view, is
not agreed in generalr, The tax-payers pay these taxes in bits and generally when they enter
into somme transactions of sules and purchases. |

ii) Payment is not considered burdensome :
Indirect taxep wie paid through via media and not directly by the mpa}ei)ln deI

these taxes adre usaally hidden in the prices of goods and services being transacted :md,

therelore. their presence is not felt so much. B

iii) Lesser chance of evasion ;
Another merit of indirect taxes is that with proper administration the chances of tax

evasion in their case are less)Excise duties. for example. are quite difficultto Evade if tHe
Government machinery is vigilant and there 1s a proper check at the points of production.

LAt

iv) Ilase of administration g R s
There are muny indirect taxes which are not that difticult to L()”LLI)FO[ emmple
Laxes on railway and bus fares. Here the points of collection are manageable in number and
accounts of the trunsations are usually well maintained. : -
v) Favourable resource allocation d
\Another merit of indirect taxes is that they are a powerful tool in moulding the
production and investment activities of the economy. i.e.. they can gv ride the economy in its
resouree dllocatmn)
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.z Mult:ple “Tax L R R .

- - 7 --v'hen In a courtry dlfferent typ&s of tdxes are 1mposed con51der1ng dlfferent bases :
o __f then it'is called multiple rax. At present thas systcm i Prevalent world Wjdc and smgle tax,

i "system is found absent, . =

tie sl

1 7. -.Role of Tax in the Economic Development of a Lountry
For ¢conomic devclopmem ofa country, tax can be used a8’ an 1mportant tool in Lhe
followmg anner; i e tela @ et e Lol RS L W

i) Productlve use .of available: FESOUECESS. *t+ -irivpe$t T i 5o o :
here are four factors of ldoductlon viz., land labom mpta! and organwamonr
Amono them Lux system can be so deqloned as to causc, remarkable effect on labour and :
~capital to a slgmflcqnt way. Tax system may prov:dp incentive for better work condition :
“and intensive use of capital. Fu11he1 as.per macro objecuve Govt can. prefer development.
~ of certain sectors and discourage others. Through tax . 1nccnt1ves of various nature, the
- prefmrf*d seclors ¢ be encouraged and:Viceversa. Through tax system, saving “and
~investment can also.be ‘encouraged.’ ‘All these can. corltnbute towards desired rate of
economlc growth anJ cbonomm devclopmcnt of a country : : '

.s‘
!
b

n) Conrlbutlon towards hudget i'und Pt

. The ‘most unpoﬂant source o; I!dtl()ndl revenue budget is taxation. In fact, economlc
‘ growth overywhme is €O~ relatod wzth vudget: It is natura] that higher incomo can qupport .
fiargc P}}@get and the: hrgcr thq ‘budget the,-" 1der-;s the fiscal scope of res[rtctmg

: consumpUOn nflucncing demand-supply and, TToca{mg faciors of production. Tn this way ?
: ﬁlroﬁgh«financmg and. cham reachon 1axatzon can pfay a S|gmf1cant role in the L,conomm;

She
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iii) Direct investment

In capitalist and mixed economy private scctor is supposed to play vital role in
investment and development. But there may be case when such investment may not he
forthcoming. In such a situation direct investment by the Govt. in the desired sectors may
become necessary. But investment will require fund. In such a case Govt. can collect fund
through taxation, along with other modes available to it. Thus tax svstem may be used by
the Govt. as a source of fund for its investment activity.

iv) Control on the economy

There was a time when under the influence of faissez fuire phitosophy. it wis
advocated that Govt. should be neutral and not control alfairs bevond its traditional role of
defence and admimstration. But with passage of time market forces found to be ineffoctive
as desired and Govt. role in savings. investment ete. Tound necessary. In fact 1o lead a
country towards desired goal of industry. business cte.. there is a need of positive direction
and Govt, through tax system can play important role in this case. To ensure re-distributiom
of incomé. weaith wnd dirccting some re-distributed income o production soctors: <1

system is the impertant toot in the hands of the Government,

-%.8: Tax System of Bangladesh

Tax system of Bangladesh is based on maltiple tax system, A coad puraber of s
are in existence. Among these taxes, contribution of mdirect taxes 10 the cacheguer is o i
s‘igniiicuu‘-)l-’nlimx i tabde showves e share of contributiysy of tus o the

one hand dnd the share of direct and indirect taxes there of on the other

Pt poropane

Table-2: Total Revenue, Total Tax, Direct and Indirect Tax

e Cron)
- 1996- | 1997- | 1998~ [ 1999- | 2000- | 20wk
917 98 99 2000 2001t At

Total Revenue 17145 18777} 19700 1343 24198 %5? LR
Tax Revenue 140741 15001] 15855 17096 1908 L 2907 I_

“'r' al T fox [ew 824G a0 SO 84 SO | 821
1)1 i T 1910 ARRY) RN RN 1230 e 24 %
_“':‘\U-'*—-—— r 1358 15351 i 3{-} 4.7y R H I L

Indirect tax L21341 - 126741 13270 [394] 13I8 23853

Gof Indirect Tox w T Tex | 86,22 84.49) 83.70]  s5.22]  s2.94] w2050
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Q)irccl Laxes consist mainty of income tax and Lnd tax. cte. Whereas indirect taxes
conast of import-eaport duty. vadue added tx. motor vehicle tax, excise duty. t.‘h.‘)

Foilowing table <hows e contribution of Jifferent taxes to total tax revenuae ;

Tuble=3: Quantum of different Tases vis-a-vis Total Tax Revenue
Iy Crore Th

- 1 L 97 w:w-!,‘-‘)x | OO0 LU RS B ATRI
2000 2000 | 2004
-i_.{:amc_:um- X 1,735 2.100 .30 250 3.800) 3l B
2. Import and Export duty 4252 4460|4755 453 4.7901 .7.300
3. Excise duty 207 214 205 240 275 170
4 Vvadue Added Tax +4.440 4.692 +4.800 5.405 5.940 %575
3. Supptimentary duty 2. 173 2384 254010 2.004 3.035 5430
— ,\1«‘1:_)1 Vehicle Tax 130) 115 |25 P 120 24
'1 Lond Resenue 185 197 215 260 201 259
.““\-m Judivia! Stunp 521 361 615 (Y2 8 i
e 435 278 55 Z0s T
i Total 130741 150001 15855 17.09a] 192251 2907 IA

from this table it is evident that Value added tax and Export-Tmport duty contribute
Hon's <hare Lo the otal ax revenue followed by Income tax and Supplenientany Lax.

i1 lts carlier been pointed out that the tax system of Buneladeshi is bused on nuluple

toxes. In such a context a brief description of the important taxes that are in existence 1n
-——— . R e - : i I
Rany ldesh now follows

- -

ti) Income-Tlax

Lo on Temincome of a person based on Incomy Tax Ordinance. 1984 Tts a
direet 1o nd the tas rate is progressive hased on slab sysiem Cor individual, HL UL T and
Firm and rate is static on company which. however. van with the classilication of
company as has been made under 1L T. Ordinance. 1984 At prosent minimunt taxable it
is Th. 1.00.000 Tor individual. From assessment year 2006-2007, it will be TR, 1200000,

For company there is no minimum taxable it
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(i) Wealth Tax

Ttis adiveet s sed on the wealth of an assessee and el =l 3 ¢ e a9
U603, Person whuse we el cveeeds TR 25 lablowas subject fo s aneder L
revenue o s Actsoes seeligible, it has been stispended frogir e v True
(iif) Gift Tax
A person making gift to another over Tk, 20,000 15 conpaidonigd ansessee timie @ v
tax Act, 1963 & chargeable for gift tux. 1 is also o divect tax. This tas was sospeendo o

1985 but agam revived 1 1990 and has been renamed as Gift tax Acr, 1o

(ivy Estate Duty

T deceased at the time of his death leaves property on Tk. 2 Likh. his inbictitads o
subject (o pay this estate duly. in some countries also called Death tin Tt was ints 'cm‘u;.'.! i
the then Pakistan in 1951 and continued tl 1982 in Bangladesh Thereattor Gove hos

suspended this Act which, howeser, is now considering 1o reintraduce it aeain,
| = 4

V) lmgmrt Expoit Duty ,

IS A commervial duty charged on the import and export ol consodit i 5
indircet tax the altinwte burden of whicl ix shifted (o consumer, Gt o Boanaledoae
asignificant portion of s tax revenue from this,

vi) Value ‘Lf!dc(! Fax (VAT)

wired v the added value of prodoct at different a1 rews i the mue e

whaiie is tnsdhifierenee between production/purchise cont over e ot
point. ¥ulie sedeed fevos vharged on the added valie ata static vate s i alao o

tax und the Gove of Bapgladesh ununl'\ carts huge amount of G res cn e IrGn:

i e

vii) Lawnd I Revenue
This is a direct tux imposed on the Lmd property of the asscases Though e cara
frona it is not significant yet it is considered an important source of tax sovenue.

viii? Motm' \ehule Tax

This tax is 1mpnscr* on the capacity of motor vehicle and permission for piy o n‘
country road. Though the revenue from this source is small yet it is comadoncd o oo
source and carning froin l!m head is increasing.

Q&{?S%!?i{% |

What is meanr by Tax? Discuss its characteristics and objectives.

Ideutify canons of taxation and briefly discuss cach of them.

Classify tax. Distinguish between direct and indirect mx and state advantages il
dlsadvanhwx sof d're(,t and mdlrect ldx“ s '
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Chapter Synopsis/Contents:

2.1 : Introduction

2.2 : Definition of Income Tax

2.3 : Characteristics of Income Tax

2.4 : Historical Background of Income Tax Law in Bangladesh
2.5 : Scope and Constituents of Income Tax Ordinance

2.6 : Arguments for and against Income Tax

2.7 : Adverse Impact of Income Tax

2.8 : Role of Income Tax in the Economic Development of Bangladesh

'

2.9 : Structure of Income tax Ordinance, 1984
Questions

2.1: Introduction

Inconic Tax i< o tax on the income of a person. It is a direct tax and important for
various i\.c!‘s()n\ such a goad souree of revenue, a tool for minimising inequality and the
hike. in j Wi, amoig different types of taxes that a state levies on its inhabitants for smooth
sailing. income tax hoids a potent position. It is an important source of revenue for the
Government and being used as an cffective tool to reduce the inequalities of income. But
the relative role of this tax is found varying in developed and developing countries. Some
years ago a U. N. Study of 41 countiies showed that the relative importance of tax on-
income and wealth as a portion of central Government revenue markedly less in developing
countries. For 33 of such developing countries the average ratio was about 21% whereas
for 8 developed countrics the vorresponding figrre was 34%. Against this background the
ratio of Income Tax 1o total revenue of the Government of Bangladesh may be seen from
the following table:
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Income Tax, Revenue Receipts and Percentage of

Income Tax to Revenue Receipts

Particulars 1996- 1997- 1998- J9819- 2000- 20073
1997 1998 1999 2000 2001 2031
i) Incomie Tax 1735 2100 2335 2980 3800 5.276
ii) Tax Revenue 14074 15001 15855 17096 92781 29071
i) Revenue Receipts 17145 18777 19700] 21345] 24198 35, ’H.‘ﬁ}q
iv) % of Income Tux 12.32 14.00 14.72 17.43 19.71 1812
to Total Tax ‘
v) % of Income Tax to 10.12 [1.18 11.85 13.90 15.70 P88
Revenuc '

The table reveals that the contribution of income tax towards total (ax revenue and
total revenue of the country is increasing. The share of incnm% 1ax Lo lax revenue inereased
from 12.32% to 19.71% in 2000-2001 over 1996-97 but reduced 1o 18.12 in 2002- 200
and that the share of income tax to total revenue shows the similar trend. Tt has ncrcase|
from 10.12% to 15.70% in 2000-2001 over 1996-1997. but it also reduced to 14887 in
2003-2004. '

Tax evasion and tax avoidance are guite high in Bangledesh, There are only abo s
Likh assessees and among them salaried Govt,, semni-Govl und autonemous bod,
cmployces are in asignificant share. However, whatever is the case the share of eome i<
showing upward trend and Govt. is quite serious Lo improve the situation furiber. Henee
the potent of this source as revenue earning cannot be over ¢romhasized.

/" Definition of Income Tax
{ Income tax is a vpical example of a direct lax. The tax imposed on a person or vty
- 8 . . = - . - e
under the orbit of Income Tax Law is called income tax.)Itis nnpesed on a person in
——— e = s . -
relation to his income. It is calculated and assessed with reference to the income o an

assessee for a given yeur.

Income Tax Ordinance, 1984, that is currently in operation in Bangladesh docs o
directy define Income-tax. However, anpalysis of section 16 of the Ordindnce prov i
some indication to this end. Tt provides that income 12% 1s ane which is imposed, chargsd
pavable and coflected in relation to the incomic of a person far income vear/yeuars, on th

basis of tax rate of the assessment year.
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Definitions Revealed from Case Decision
Income tax has been defined by the honourable judges with reference to some cases.
Some such definitions now follows :

) . Peter Merchant Ltd. Vs. Steady Ford
In this case it has becn said that income tax in 1ealnv 15 a tax on the income

ii) Patiwala Stale Bank (1941)

In this case the judge stated that income tax is a tax charged on a person. It is not an
expense against the income on which this tax is charged. Here person has widely been used
to include relevant entities too.

iii) C. I. T. Vs, Namburial Chati & Sons (1203)
In the decision of this case it has been said that income tax is a single tax. It is
computed aggregately, not single tax charged on different heads of income separately.

Thus it is revealed from the above definitions thu‘ income tax_is_a tax charged on the
total income of a person for relevant income year and is a direct and single 1;1\)

‘/.Charac[enstlcs of Income Tax %
From the analysis of the delinition and miture of income tax, the following

¢haracteristics can be identified :

1) Juis adirect tax.

i) Itischar ged on the total income of a peuon

it} Ttis charged on the income of the income year at lht, rate apphca )le‘n assessment
year. . { ’

iv) It is payable in the year following the income year.

vy i3 generally charged on revenue income of a person.

vi) It is atax charged on a person for 1n<.0me that comes within the perview of relevant
Income Tax Law.

- 2.4: Historical Background of Income Tax Law in Bangladesh
The history of income-tax in this country dates back to 1860 when it was introduced
in this country by the British ruler under the title Income Tax Act. 1860. Thereafter till
today various types of changes and dudopmmts have mken place. These changes dnd
developments are pointed out below period wise :

(a) 1860-1916 :

Under British rule, the General Income Tax in line with the English Act was first
introduced in the year 1860. It continued up to 1867 when it was withdrawn and
suspended. In that year, however, it was reintroduced as the Licence Tax Act, 1867. In
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1868 its namie was changed as the Certificate Act, 1868. On st April, 1873 the Income tax
was withdrawn but reiifiposed in 1877 under the title Licence Tax Act, 1877. Latter on the
Income Tax Act 1886 came into force with some amendment in the former Act.

(bj 1916-1922 : .

In 1916 the Income Tax Act, 1886 was amended further by the Income Tax
(Amendment) Act, 1916 and a graduated scale of income tax was introduced for the first
time. In 1918 the said Act was superseded by Income Tax Act of 1916 and a distinction

was made between Total and Taxable income.

(¢) 1922-1947 :
In 1921 an All India Committee was formed and on the basis of its recommendation

Income Tax Act 1922 was enacted. In 1935 the British Government appointed an Expert
Committee and on the recommendation of the committec some amendments were made, In
1944 the provisions were made for 'Pay As you Eau} Scheme and in 1945 distinction was
made between ‘earned’ and 'unealined income'.

(d) 1947-1971 :

In 1947 the then Pakistan (of which Bangladesh was its castern wing) afler its
independence adopted the Income Tax Act 1922. In June, 1958 Taxation anuir_;f
Comniittee was set-up which submitted its report recomniending simplification of tiic Act.

(e) 1971-1984 :

In 1971 Bangladesh came into existence after a liberation war of nine months. She
inherited the Income Tax Act, 1922 and adopted it with changes made from time to time.
But due to long time gap from its framing, the Act needed a change to cope with prevailing
conditions. In fact, for long, different quarters were demanding the repeal of the Act and to
frame a new Act to cope with the demand of time. And at last, in 1984, new Act was
promulgated under the title Income Tax Ordinance, 1984. Income Tax Ordinance
(XXXVI), 1984 was then inforced from 1. 7. 84. By the enforcement of this new law, the

old income tax law of 1922 stands repealed.

This Income Tax Ordinance has been promulgated with a view to revising and
replacing the Income Tax Act, 1922. In so doing, however, no major conceptual change in
the content of the previous Act has been made. The object was to bring into focus the
constituent elements of each provision imposing liabilities and granting rights. so as (o
minimise the scope of disputes.
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2.5: Scope and Constituents of Income Tax Ordinance
The Income Tax Ordinance, 1984 came into existence on 13t July 1984 and cxtends
to the whole of Bangladesh. However as to imposition and collection of income tax in

Bangladesh, it includes the following as constituent elements :

(i) Income Tax Ordinance (XXXVI), 1984, that is Income Tax, Manual part-I
containing the main law and basic principles.

(i) Income Tax Rules, that is Income Tax Manual part-Il containing forms and
procedures for the operation of main law.

(iii) Finance Act (F. A.) issued by the Government along with the national budget. It
describes any amendment made in the Income Tax Ordinance (ITO) and specifies the
rate of income tax applicable for income of the income year.

(iv) Rules framed by the National Board of Revenue, Bangladesh relating to
income Lax.

(v) Orders, notes, instructions, circulars issued b)} the Income Tax Authonlu,s of
Bangladesh from time to time.

(vi) Income Tax Case Laws. Such case laws and decisions also act as guide line for
tax assessment in relevant case.

2.6: Arguments For and Against Income Tax

Income tax is a direct tax. It creates a scense of civil consciousness among the tax
pavers. It is also an important source of Govt. revenue. Thus it has many favourable
impacts. But on the other hand it has some adverse effect too. It may discourage savings,
will to work and give rise to the practice of tax evasion. In such a case arguments for and
against income-tax are pointed out below : '

Arguments in favour of income-tax :
i) Tt can be imposed on the basis of ability to pay. Thus justice can be maintained.

ii) It is generally charged on progressive rate basis. Thus higher income hplders pay more
tax compared to low income holders. As a result, redistribution of income for social
justice can be ensured.

i) Asitis adirect tax it can be easily administered and cost of administion becomes low.

iv) It ensures the cunon of certainity, thus budget estimates in this regard becomes a
reality.

v)  With the change of rate quantum of revenue can be increased or decreased.

vi) It can be used as an instrument of fiscal policy to control & direct economy in desired
direction.

vii) It increases political consciousness.
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Arcuments against income-tax

i) It is a tax on income. But it is difficult to define income and some confusions always
remain there.

i) In most of the cases, tax provisions are ambiguous and not simplificd one. As a result
tax payers face difficulties.

i) There are allegations about harassment of tax payers by tax administration.

iv) Tax payer in some cases remain hostile to the Govt. as payment is direct form his
income and pocket. R : = :

v) It gives rise to tax evasion and avoidence whlch are not compatiable to discharge of
civil responsibility. . LT ,

vi) Maintenance of Account and follewmc rules becomes difficult which can give rise to
arbitrary decision of the tax officials.

vii) I the tax rate becomes high, it can dlSCOUl"IUC savmg. investment and production.

2.7: Adverse Impact of Income tax
Income tax is an important and potent source of revenue for the Govt. it can be used

as an important tool for fiscal policy. But it has some adverse impact too which are histed

below :

i"  As itis atax on the person in relation to his income, it can discourage savings. People
may prefer leisure than to extra work for income and savings. It can thus adversely
affect investment.

ii)  High tax rate can indirectly lessen production and encourage khifling of tax on

. ) . & " 1
procuction cost thereby giving rise to higher cost of product.

iii)  Progressive tax rate adversely affect capital formation.

2.8: Role of Income Tax in the Economic Development of
Bangladesh

Income tax can play a vital role in socio-economic development of a country. In one
hand, revenue collected through income tax can be used to defray the cost of running
administration of the country and perform social & development activities. On the
otherhand, policy measures, techniques and provisions of Income Tax Act can be used as a
means of industrial & economic development of the country. Against this backdrop before
analysing the role of income tax in the industrial & economic development of Bangladesh a
look into the provisions of Income Tax Acts of different countries to this cnd may be

useful:
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Countries -

Sterﬁ% in the I/T Act in the Industrial De\elcapment

i) Australia

1) G:antmg expenditure for scientilic expenses as allowable
expenses.

i1) Tax advantages for peu-olium and mining.

iii) Allowing investment allowance.

if) Malaysia and Philipines

i) Tax concessions for expert. .
i) Tax concession for small business and fourism.
ii1) Tax advantage for agri. income.

ui) Japan

i) Allowing initial and accelerated depreciation.
ii) Tax rebate for imported machineries.
i) Allowing reserve for defects in export item.

n ) Thaland

1) Tax incentives for foreign investment.
i1) Tax incentive for export processing zone.
iii) Allowing investment allowance.

V) Franch

i) Allowing expenditure for rcscag‘ﬁch.
ii) Allowing expenditure for protecting environment,
i) Tax advantage for regional cconomic activitics.

vit Pakistan

1) Allowing exp. for scientific research.

i1) Allowing initial and special depreciation.
iif) Provision for investment allowance.

iv) Tax holiday for new industries.

v) Tax commissions for imported machinery.

vii Lvhia

1) Allowing exp. for scientific research.
il) Provision for additional depreciaion.
ii1) Incentive for new industries.

iv) Tax concession for rural industry.
v) Allowing exp. for family planning.

vi) Tax advantage for small scale industrial enterprises.
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In the context of Bangladesh tax laws provide a number ol advantages aimed at
industriul and economic development of the country. These are now desceribed below in
bricl:
(1) Tax Holiday Scheme

An industrial enterprises setup within prescribed time limit in the preseribed arca shall
be exempted from tax for period i. ¢.. 4 to 12 years as specified by law. For the purpose of
tax exemption the country has been divided into few areas based on which tax holiday
period will be different.

Classified area ‘ Tax holiday period
i) Special Economic zone prescribed by NBR 12 vears
ii) Under developed area prescribed by NBR 9 years
iii) Areas in Rajshahi, Khulna, Sylhet, Barisal, Rangamati. 6 years
Khagrachari and Bandarban ]
iv) Dhaka and Chittagong (£ <cluding Chittagong Hill Tracts) 4 vears

(2) Tax Holiday for Tourist Industry
To encourage tourism tax holiday alike new industrial enterprises is allowed varving
from 4-12 veurs fulfilling certain conditions.

(3) Alternative to Tax Holiday
If entreprenuers are not willing to avail 1ax holiday because of some limiting fuctors,
they are entitled to the following allowances :
i) Accelerated Depreciation
Industrial enterprises using new machineries within defined uine that were not used in
Bangladesh previously, can claim accelerated depreciaiion as follows :
a)  Industries working in the specified areas as prescribed by NBR - 100%,
b)  In other areas — 80% in the st year & 20% in the next year.

et Sl

ii) Investment Allowance
Enterprises taking advaetages of accelerated depreciation are also allowed invesment
allowance relevant to new machines in the year »f starting production as follows:

a)  For industrial Enterprise set up in the NBR specified areas @ 25%,

b)  For other areas @ 20%.

(4) Tax Concession for Small and Cottage Industry

Under Section 47(B) ii, tax exempticn is allowed for cottage industry. Further, small-
scale industry increasing production over last year arc also allowed tax rebate if production
increases by 15%, tax rebate is 5% & if production increase by or over 25%, tax rebate is
10%.
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(3) Investment Allowance/Tax Credit in Income

For encouraging savings and investment, Income Tax Ordinance provides incentive
i the Torm of investment allowance, now called tax credit income for certain types of
investment/expenditure. This includes puichase of share and debenture, savings certificate
& unit certificate, insurance premiura. contribution 1o provident fund. ete.

(6) Exemption for Cost of Scientific Research

For developing new products, improve quality, cte.. continuous scientific rescarch is
necessaiy. To encourage such rescarch, the cost relevant o this is allowed under income .
tax law as allowable expense,

(7) Exemption of Research and Developrient Activities

Besides private sector enterprises. Govt. sector enterprises vs. Sector Corporation
and enterprises under them are now encouraged for research and development. For this
1% of their revenue budget is allowed for research and devioprent expendinure.

{8) Tax Advantage l"mf Productive Industries .

Tax rate advantage is provided for productive companies engaged m production
activities. For tax rate is 35% for such enterprises compared 10 40% for Trading
Companies. Bunks and Insurance.

(9 Tax Incentives for Fereign Investment

For attracting foreign invesiment Income Tax Ordinance in Bangladesh provides
varlogs Ivpes ot concession in the form of tax holiday, tax exemption for interest, rovalty,
wehnical assistance and fees, prolit on trunster of shares. cte. Besides remittance of
meome/profit by forcigners to their own country is also permitted to encourage foreign
investors.

(10) Donation for Social Activities

Along with provision for encouraging industrial and cconomic development, tax law
in Bangladesh also provides incentive for granting donations to difterent activities related to
social activities. Thus contribution to President/Prime Minister’s Relief Fund. National
Sports Association. Zakat fund, ete.. are allowed in the Income Tax Ordinancs. 1984,

The above analysis clearty reveal that income tax can play avital rols i the cconomic
and mdustrial development of v country and that in Bangladesh Income Tax Ordinance

pheos such role significantly
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19t Structure of “Income- Tax Ordmance, 1984
‘..The Income-tax Ordinance, 1984 is divided in 23 Chapter% coutammg 187 Sections.
re- are” also Seven Schedules attached to this- Ordmance A bnef descnpnon of the

: _jhapiers with Secuons is shown in the following chart :

AT i

Sections

Title

104-107
108-110

111 -

119-122

1234133‘

'134_143

144 145
146 152

153-162_;-

163
164-171
172-1847
' 185-187

| Prehmmdry

Admlmstratxon

‘aym nt of Tax Be:fore Asqcbsment Ui

Return dnd Statement

Asscs»ment

| Liability in Special cases

Special Provisions relating to avoidance of tax
Requirement of furnishing certain information
Registration of firms

Powers of Income Tax Aulh()uheq
Imposltmn of Penalty

Recovery of Tax

| Double taxatlon 1ehef

Refunds
Appeal and Reference
Protection and Information

Offcnces and Pro%ecutlou

i Mlscel]aneous

Rules and Repeal
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Schedule

IFirst Schedule ;Part - A
Part - B

Approved Superannuation Fund
Recognised Provident Fund

w

Sccond Schedule :

Rates of Incomie Tax in certain special cases

Third Schedule -

Computation of Depreciation Allowance .

Fourth Schedule :

Fifth Schedule :
Part — A

Part— B

Computation of the Profits and gains if Insurance Business

Computation of Profits and gains from the exploration and
production of petroleum and thc determination of tax there on
Computation of Profits and gains from the exploration and
extraction of Mineral deposits in Bangladesh (exeept oil aad |

A :
é,_d.‘,}. ]

Sixth Schj:dulc. :
Pt - A
Pat — B

Lixclusions from total Income-Non assessable 1m-ome
Exemptions and allowances-Tux credit incoie

- e f

Seventh Schedule -

Double Taxation Reliet

I. Ehscuss in briet
Bameladesh,

Questions |

the history of growth and- developmert of Income Tas i

S Whiat s meant by Income Tax? State its characteristics. Discuss the HNpestper of
charging income tax (rom socio-cconomic point of view,

v

Pcline Income Tax. State the provision of Inconwe Tax Oudinunce, 1984 releviant to
P

economic developement of Bangladesh.

Ln

What is Income Tax? Show arguments for and against income tax. Do vou find any
adverse impact of income tax? If so, what are these? :

a) State the role of Income Tax in the industrial development of Bangladesh.

b) State the advantages and disadvantages of income-tax.

0.

What is Income T

ax? State the position of income tax in the revenue earning of

Bangladesh. Do »ou find any problem in charging income-1ux? I so. analvse thoce

problems.
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Definition and Characteristics of Income and
Capital and Revenue Receipts

Chapter Synopsis/Contents:
3.1 : Introduction

3.2 : Definition of Income
3

5 Characteristics of Income

3.4 : Capital and Revenue Receipts @ Tests for Distinctions

3.5 : Iistinguishing Tests of Capital and Revenue Fxpenditure

3.0 Some Typical Examples ol Capital and Revenue Receipts and
Ivpenditures

3.7+ Total Income and Total YWorld Income

Questions

3.1: Introduction

The term income connotes different meaning to different persons, In stich o cuse
different professional groups have tried to describe and characterize the term frons tci
own points of view. Accountants have defined 1t as the exeess 0 TOVenUe s over CApaises
in 2 certain peried of time. On the other hand. Economists hiave defined it as the exeess of
closing capital of a concern over the opening capital. But income-tax authority in gencral
does not follow either of the above concepts fully. Rather the taxing Acts ot different
countries give a list of receipts that are deemed to be income for income tay surnose. which
 called inclusive definition. Such Tistis found to change time Lo e buased on Govt,
directions. case decisions and the like. In such @ context vertain receipt midy he income i
one income vear but mayv not be the same in some other vears. So one thing is clear that
income for incote- s purpose is amatter of discretion rather than s mattey ol Togie, With
this few words Tollowing paras deal with the definition ol income according to Income: Lax
Jiw with special reference to Bangladesh.
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3 Definition of Income
Stnply. income means what comes in. But such a definition is not precise or
cxhaustive. In a broader sense it connotes a periodical monetary retuin ‘conmiung in' with
~omie sort of regularity or expected regularity from delinite snu:‘c?'rhc sources necd not
necessarily be one which is expected to be continuously produetive, but it must be one
whose nature is the production of o definite return excludimg anything in the nature of

windlall.

(\) Definition of Income as per 1. T. Ordinance, 1984 :
As defined u/s. 2 (34) of Income Tax Ordinance, 1984 the term "income” means and

includes the following:— S

W';\n_\‘ income. profits or gains from whatever source is derived which are
chargeuable o tax under the heads specitied in section 20. (These are @ Salaries,
Interest on Securities, Income from Heuse Property. Agriculiural Income,
Income fmm Business or Profession. Capital Gains, ITncome From Other
Sarees.)

,56'{ Anv loss ol such income. profits or gains.
¢1 The Profits and gains of any business of insurance carried on by w Mutual
Insuranes Association, '
G Ady sum deemed o be income accruing of arising or seeenved o Jdeeoned 1o
acerue or arise or received in Bangladesh.
But it does not include any bonus declared on shares by Bungiadeshi Company to
i.:n'!xi};i’/:x_puid up share capital.
Inconm deemed to acerue or arise in Bangladesh” micans and include the following
iUs 18y -
1) (a) It is earned i Bangladesh, or (b) paid by the Government or Local
Authorities in Bangladesh to a citizen of Bangladesh for his services.
iy Direct or indirect income from any () business in Bangladesh tin property.
assel. right or other source of income in Bangladesh, or ror transter of capital
assets in Bangladesh,
e A dividend paid outside Bangladesh by Banghadestn Comngain
v Ay interestoor fees for teehnical service or tovalty pasable by the
Government or (by a resident person in Bangledesh, o vor w nonpespdent
person m Bangladesh.



(B) Defmltlon of Income___a,_, per.Cas FELLEES 3 e S
It is seen that IT Ordinance has nc cf'ned mcome rather gives a list of receipts that

are t:eatcd as mcome for mcom tax'pﬂrﬁos In such a sxtuatlon to have an idea about the
ie faxiTwe" an’ i'esort 6 case decisions. A~ few of such

netary return commg m ' with some
i e 50 ut‘ccs need

~(a) Incomc m thlS ‘Ac .deno

Pt

(b) "Income does not only include Tncome, profits “dnd gains'. Anythmg which can
properly be dcscrlbod aq 1ncome m taxable under the Act unless expressly

exempted.

Raja Bahadur Kamakshyd Namw\n Smgh vs, C I T

(¢) 'Income’ is a word which cannot be defined preuboly It is not mcesmml\ the
recurrent return from a definite source, though it is generally of that character.
The multiplicity of form that’ mcome may assume 18 bc—:} ond cmuneration.

Rani Amrita Kunwzu Vb L I T

(d) Inconie nccds not arise “from any ‘business activity or mvestment It may nol b
the result of some outlay on the part of the assessee.

Minister of Fmance vs. Smuh e E s
(¢) Legality isnota factor to c0‘131der an item as income. Income earned lcgally or
E illegally may be taxable undet the Income Tax Act.
Scotish and Canadmn General Investment Co Ltd vs. Easson
(f) Income nceds not always be in the form of moncy It may be rcccwed in cash or
inlande " et R R B R T aE T

In the llghl of the dbOVC case decisions the lerm mcome can be summed up as

follows :—

"Income means what comes in the hand of—’a pcrson)m terms of money or money 'S
worth as a 1esult of mcnl'ﬂ physxcal,é_ fmanc:al efforts durmg a perxod whlch has usual



|)e.u||uon a d;

Lharacté‘ﬁ?ﬁi‘é’ of Income - how BRL . .

Grom the dCSLl‘lpllOﬂ ‘of dltfeu,nﬁsources-of income as given in the Income-Tax
Crdinance and from different case decisions n,gardmn income, it is clear that 'liicome!' is an
eRpess ion of elastic ambit. Howeveér, amlysm of definition and different case decisions

-t to identify the followmgchanctulstlus Qfmcomc :

a)

Ir)

Cl

i)

Revenue Receipt:~ 7 a7

- Income means any revenie' ICCElpI Such recupt is essentially the produce of

capital.\I'he income has been likened pxctoual!y to the fruit of a tree, or the crop

of a ficld. TP R

Recurrent in nature in ;.,eneral. b
Income should necessarily be the recurrent return from a dcfuut(, source though

it may not-always be of that nature..

Money or Money's worth: .
Income must be in the form of money or money's wqrph.)lt may be received in
the form of cush or kind..

] .A-,. -
RN

“xternal souarce:
The source of income must not bc the 1e(1p1ent, as nobody can trade with

himself or rnake a profit by dealmg with [nmsc!l Thus the source must be

‘external,

Plefinite Souarce:
The source of income nceds to be definite. \50 the windfall income . not 2

inecome. :mwex er, in Incomc Tax Act, lhere is exception to that rule.

Irrelevance of Pmdmg Dlspute-"
Income is taxable, noththstdndmg the pa,ndency of another's clumm 1o it The
mere existence of a dispute as to tuie even wh:.n a sunt has been fifed. cannot of

usdi holu up an as be‘ahhl(.nt .

Thc tamt of illegal:ty or wrong doing assomatcd \wth mcome, profits or gains is
immaterial for the purpose of taxatlon "y :




Income Tax-28

3.4: Capital and Revenue Reccipts : Tests for Distinctions ‘

For the purpose of income tax, distinction between capital and revenue receipt iy
highly essential. But there is no clearcut guideline in tax law about such distinetion. Hence,
a guideline needs to be developed hecause of the following reasons

a) Tneome tay is levied on revenue income and not on capital receipts or income.
b) [n asceitaining the taxable income from business. profession or vocation. it i
generally the revenue expenditures that is deductible from the trading receipts.
Because of such neeessity and the absence of legal guidelines, we have io depend on
the standard accounting principles, economic consideration and judical pronouncement.
Against this backdrop, following tests are gencrally applied to distinguish capital and
revenue receipts : |
i) Source of Receipts: A receipt on account of fixed capital is a capital receipt.
whereas a receipt on account of circulating capital is a revenue reccipl.

ii) Isolated Transaction: In an isolated transaction, the nature of transaction is

essential to determine whether the receipt is a capital or revenue. If an amount

o received from the sale of an asset held as an investment, the receipt froms the

sade i u capital receipt. On the otherhand. il an amount is recened from the

wile of an asset held for the purpose of sching it at a protil. its sale procesds are

A revenue receipt.

Nature of Receipts: The nature of receipt wiil decide whether a partica.s
receipt is o capital or revenue. Here the source from which the payment is e
is immaterial. The nature of receipt is determined trom its character in the
hands of the recipien: For example, if the owner of a newiy started busingss

{ pays the salaries to his employees oul of his capital, the salary in the biamds of

J an employce is a revenue receipt, because he receives it as income.

-
[
=

—

iv) Substitution of Source of Income: If thie icceipt is in substitution ol u
cource of income, it is a capital receipt. But where it is in substitution of
income alone. it is a revenue receipt. However. sometimes exceptions to this
rule is observed.

V) Surrender of Rights: An amount received by way ol a compensation for
the surrender of certain rights under an agreement is a capital receipt. But it the
amount is received as compensation for loss of future profits under an
agrecinent, itis a revenue receipl.
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vii - Lumpsum Receipt ora Periodieal Receipt: Lumpsum rece - <
pe Il()dl{_ il B upl reCuring over u conside ldh[b period ifself is not dhe e os
as capital or revenue. Inosuch a situation, facts wiil Love 1

he u)nwiuui to determine whether a m,upt swhen received i a hampsg is o

capital or a revenue one, A single receipl, i.oe. o vear's salary weeived in o
Fuimpsume, is an item of income. But an annu 1l FCCCIpt recuiting ove a numiber
of years 1oesale proceeds of a capital asset received in nstadments, is o copital

recelpt.

vil)  Motive or Intention of Transaciion: Motive or intention of a transaction
IS i important guide to decide whether the transaction is captial or revenve, [
anything is procured to resale, the sale proceed (rom it is revenue, By of any
amotnt s realised from sale of un asset which wis p[llL]ld\t,d originaly wirh
the intention (o hold it, the sale proceed is a capital receint,

s Bistinguishing Tests of Capital and Revenue Expenadii s
L roeeipts, expendities are alvo geeded to be classified into capital and i
e vests, The tosts are: '

i vixed wnd Uireulating Capital: xpendiure incurred to acquine o v o
TERkS B \.xllh hpeaduces or awds in production is a capital o \p\mlm.u {3pig]
S1er hand. if the expenditure incurred is for the purchuase of coous Heant fod

i'C“i(ll« f\ AT QM e "Cl]\[ [,

il S*‘:n;‘fnv of lixpenditure: Fxpenses incurred for the |Tl[i!)lhl ul
Jpitad 1S @ capital expenditure while o capenses ineurred for rewar !
capitad is arevenue expenditare. For example, tnderwitunge conunrssio o o
bssue of shares and debentures is capital e expeiditore, But dividemi or mon s
paid for such Ldpl[cll or loan is revenue expenditure

i) Nature of 1, nmht} Discharged: A pavment made by an assessee to 'tL_L:
himself from a capital liability is « capital expenditire. On the otherhnd. d
payment made by an assessee to free himself from the Hability to nke an
anuual revenue payment is revenuge expenditure.

iv) Viture of Acquisition: Expenclmm incuired for Jmplmu:“n' i aghd o
the fixed asset is a capital expenditure, while expenditure oLourred o
replacement of the asset or for repairing the same is  revenue expendrurse

<1 Developnient or chldcemcnl Fxpenditure: Expenditure incurca o
improvement or addition to the fized assel is a capiil expenditure, i
expenditure incurred to: u,p?dcun Lol the asset or for repairiig the San o o~ o

.

lwcnuc e:\pmdltum S, B R

o
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3.6: Some Typical Examples of Capital and Revenue Receipts
and Expenditures

Receipts and Payments Nature Reason

(a) | A machinery dealer paid freight for Revenue Because the amount spent for
bringing a machinery purchased for Expenditure making the machinery
resale. salable.

(b) | Mr. Rahim received a compensation [ Capital Receipts | It is in substitution of his
for the termination of his service source of income.
from his employer. _

(c) | Rahman $Shoe Traders received a| Capital Receipt|Itisa compensati'on received
selling agency from Bata Shoe Co. for Rahman Shoe | in substitution of a source of
for 10 years. Subsequently, the Co. | Traders income.
intended direct sales in the area and '
terminated the agency and got a
compensation of Tk. 10,000.

(d) | Royalty received for transfer of | Capital Receipt Because the amount received
capital rights. for transfer of rights.

(¢) | Royalty received from user ‘of | Revenue Receipt | It is a recurring source of
rights. receipt.

(f) | Mr. Chowdhury paid a sum of Tk. | Revenue It is incurred for defending
10,000 as legal expenditure to|Expenditure his right or title.
defend his title on his plot of !and.

(g) | A Partnership Firm paid a sum of | Capital It is a compensation for
Tk. 1,00,000 to a retiring Partner so | Expenditure source of income.
that he does not engage in similar
nature of business in the next 10
years.

(h) | Legal expenses incurred for|Revenue Because it is paid for running
avoiding a business liability. Expenditure the business.

(i) | Legal expenses incurred for| Capital Because it is paid fer
acquistion of a plot of land. Expenditure acquisition of land.

(j) | Meghna Steel Corporation|Revenue Because it is in substitution

retrenched a few skilled worker and
paid a good amount of money to

Expenditure for
the Meghna
Corporation Ltd.

of future revenue payment.

each of them as compensation.
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(k) [ Payments to Managing Agents for Capital- It is paid as compensation for
termination of contract before | Expenditure premature termination.
maturity.

(I) [ Mr. Y purchased 100 shares of|Revenue Receipt | Because the shares were
Beximco Pharmaceuticals with the procured for resale.
inlefijfjion of reselling for making
profit. He sold the shares and got a
hlandsome amount from sale.

3.7: Total Income and Total World Income _

(a) Total Income: According to Income Tax Ordinance 1984, an assessee is required to

pay tax on his total income computed on the basis of his residential status. It is stated
under sec. 17(1) that all income received or deemed to be received or accrued or deem

to accrue to a resident or any person or behalf of him are to be included i%his total

income. But for non-resident, only the ihcome accrued or deem to accrue an 1 arise or
deem to arise in Bangladesh is to be included in the total income of non-resident as
per sec. 17(2).

Under sec. 20, these income are classified on the basis of sources which are

classified as follows : -

(1) Salary Income (sec. 21)
(i1) Interest on Securities (sec. 22-23)
(iit)  Income from House Property (sec. 24-25) &

(iv)  Agricultural Income (sec. 26-27).

(v) Income from Business or Profession (sec. 28-30)

(vi)  Capital Gains (sec. 31-32)

(vii) - Income from Other Sources (sec. 33-34)

Besides income under Sec 19 and 43 are also added to compute total income.

While computing the income under different heads, the tax exempted incomes are

excluded. Allowable deductions from different sources are also to be deducted source wise
for computing income under different heads. '

It is also to be mentioned here that total income of the assessee is determined by

adding income and setting of losses from different sources. In the case of an individual
total income for charge of income tax would be computed after clubbing of certain income
as per section 43.

(b)

Total World Income: The term ‘Total World Income' is applicable for non-
resident assessee. For calculating the total income of a non-resident assessee, income
received or deemed to be received and income accrued or arisen or deemed to accrue
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4.1: Introduction

Income has a special meaning for income-tax purpose. Only the receipts mentioned in
the Ordmance are to be included in the total income of the assessee and gross tax liability of
an assessee 18 determined on that total income. To determine the total income correctly,
olear idea of those sources of income are reauired to find out items which are excluded
ironn the calentation of total meome. These items are also known as non-asscssable 1r.ccue.
{vemption of income from charge in Ordinance is of two types. The [irst category is said,
as exempt from charge and excluded from total income. The other categories of incor¢ are
fux {rec 1. e, exempted from taxation but they are included n total income to deteTinine the

minimum taxable limit.

The tax lability of an individual is determined on the total incomie at the specilied rute.
The amount so determined is called gross tax lability. The net or actual tax liabiisty is
computed after deducting the allowances at specified rate on some iters under the
provisions of the Ordinance. Such exemptions are subject to the limits, condltlon\ and
qualifications as laid down in the Ordinance.

So it is clear that concept of the classification of income as made in the Ovdinance is
essential to caleulate total income and net tax liabihity of the asscssee.

4.2: Classification of Income

From the above discussion, it is clear tnat a decp understanding of the different
classes of income us per Ordinance is a pre-requisite for accurite estimation of tax liubility.
Now, a chart is shown below depicting the different classes of income :
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Income
(All Sources of Receipts)
|
4 i1
Non-assessiable Income Assessable Income
[Not included in Total Income [[ncluded in
U/S, 44(1) — Part-A of the Total Income
Sixth Schedule] Computation. |
: -
Special Exemption of Tax-Exempted
e Untaxed Income Incomes
U/S 19A, 19AA and 19B l
1 I
Under Section 44(2) - Part | Tax exemption under
B of Sixth Schedule Specific Heads
(a) Tax-free Income of Income
(b) Investment Allowance -

VY
.
Non-assessable Income :
Those sources of income which are not included in the calculation of total income are
-assessable income. A list of such income is given u/s 44(1) Part-A of Sixth Schedule
f/Income Tax Ordinance, 1984. Now thepe items of income are highlighted briefly:

Income from House property 101' operation of Religious and Charitable
Trust : Income of a religious or charitable institution from house property or from
the operation of micro credit used wholly for religious or charitable purpose is tax
exempted. Where any such income is not applied for religious or charitable purposes
during the income year, the following conditions are to be satisfied to get the tax
exemption :
a) A notice in writing is to be given to the DCT specifying the purposes for which
the income is being accumulated or set aside. But the period of such
accumulation should not be more than 10 years; and

b)  The money so accumulated or set aside is to be invested e1ther in Government
Securities or deposited in any account with the post office savings bank.
It is to be mentioned here that in the FA-2002, the income of NGOs from micro-credit
operation is exempted but their house property income is asSessable.
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‘oluntary Contributions received by The Religious or Charitable Institutions : Any
~voluntary contribution received by such organisation and used solely for religious and
¢haritable purposes is exempted from tax.

@ncome of Local Authorities : Income of Jocal authorities is wholly exempted
from tax. But any income from trade or business of such authoritics will not be tax
exemption il such business is carried on outside its own jurisdictional area.

4. Income of Specific Funds : Any income accruing to or derived by the following
{unds is exempted from tax :
a) Income of a provident fund to which Provident Fund Act, 1925 applies and
b) Income of Workers Participation Fund under the Companies Profits (Workers
Participation) Act, 1968 subject to any such conditions and limits as iay be
arescrihed.

NN NS

5.~ Special Allowances : Any special allowance, benefits or perquisites is tax
@ exempted. ' -
aj il it 1s granted to meet expenses wholly for ot‘ficé duty. or,
h) if it is incurred necessarily in the performance of the duty or dutics ¢f an office or
cmplovment of profit.
& Income received by The Trustees of Recognised Provident Fund @ Any

incont. received by the trustees on behalf of a recoanised provident fund  an s

approved saperannuation fund and an approved eratuity fund is exempted from tax.
7. laceme of Employees of Foreign Missions : Any income reggived by the
following persons is exempted from tax if there 1s reciprocal arrangement of
exemption for corresponding officials and staff of Bangladesh in those countries
a)  Ambassadors, High Commissioners, Secretaries. Advisors, Attaches ete. of
foreign states. '
by Trade Commissioners or other official t¢presentatives of foreign states.
¢)  Staff members or other vfficials employed in the offices aforespid provided they
are not engaged in any business or profession or other employment.
Pension : Any amount received as pension or due to an assessec. in respeet of any
year in which he was in Bangladesh for a period not less than 182 days,

Dividend : Income from dividend received from public Ltd. company is exempted
from tax.
Interest on Government Securities: Income ol an individual from less tax
Government securities 18 exempted from tax upto Tk. 3,000 & interest on Tax-free
securities is fully non-assessable.
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ntercst of Commercial Securities: Income from commercial sceurities appioved

by Controller of Capital issues is exempled from tax upto Tk. 20,000 for all
assessces except the company. But such exemption with interest on less tax free
Govt. securities together shall not exced Tk, 20,000. :

12. Income from interest on savings certificate is exelmpted upto Tk. 25,000 (F. A.2064;

1.3.

4.

v

L]

Interest on Recognized Provident Fund: Interest received by a person on such
provident fund is exempted (rom tax. But the exemption limit is givcn below :

1
rd of annual salary ol assessee or the percentage fixed by the Gon (Thl‘s percentage
is changed by the Govt. from time to time. Now it is 11 5%) ‘_,;ﬁ'_,i '

Income of Newly Constructed House Property : “The annua! value of any
residential house property is exempted from tax, if it is (,onsiruq_cd at a time between
the 1st July, 1995 and the 30th June, 2000. Such exemption limit-is upto Tk. 36,000
and for five years from the date of complection. Where an assessee claims exempiion
in respect of more than one such building, the exemption will be restricted (o sl
portion of the aggregate annual value of such building as does not exceed ihirty six
thousand. [tis lo be mentiencd here that in the FA-1999, this exemption facility hos
been withdrawn but it will remain valid for full term for those assesses whe muve
already enjoyed It ) '
Salary Income of Foreign Technicians, Experts and Advisor: Soloey
income of a forcign technician is tax exempted for three years from the date ¢ las
arcivad in Bungladesh subject to the following conditions :
a4j  He was not a resident in Bangladesh in any of the four years mmedicic’y
preceding the year in which he arrived in Bangladesh.
b) The NBR should approve his contract of service as a technician belore tic
commencement of his service or within one year of such commencement.

¢)  The number of c'mployccs of the organization should be more than 10, But
should cxceed 20 if the orgainzation does not use electricity.

d)  This provision is applicable for oil and gas companies only after obtaining
licence ¢r commencing production whichever is carlier. Morcover, any x|
payable by an employer in respect of remuneration payable to a technician for a
period not cxceeding five years from the expiration of the aforcsaid three yeiirs
from the date of his arrival in Bangladesh will be tax exempted.

f=]

The above provision is also applicable to technician employed by a Bangladeski firm

cartying on the business of consultants and engineers in Bangladesh, whether by it self or
in association with any foreign firm carrying on such business in Bangladesh.
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Share of Capital Gains of a Partner from a Firm : Any share of capital gain
by a partner from firm is tax exempted, if the firm pays tax on that gain early.
wever, it will be subject to tax rebate on average rate. :

0

s

3 come of a Member of HUF : Any sum received by a member of Hindu
t Undivided Family from the family income is tax exempted in the hands of the
embers.

sratuity @ Any“income received by an assessee representing payment received as
gratuity would be exempted from tax.
Amount Received from Provident Fund and any other Funds : Any

amount received from the following sources would be tax exempted subject to
following terms and conditions :

() | Provident Fund to which PF Act, 1925 applies Fully exempted
{b) | Recognised Provident Fund : Subject to such terms and
conditions as may be
prescribed.
¢} | An approved Super annuation Fund Do
i [A Workers Participation Fund established under [0
i ! Companies profit (workers participation) Act 1968

. Dividend from Newly Established Public Limited Co. : Dividend received -
from Public limited Company established after 1984 is tax exempted fully in the hand
vl an assessee except a Company.

H% )
I
.

Amount Received on Voluntary Retirement Under Golden Handshake:
<. Any amount received by an employee of a Government organization or entetprises
controlled by it, at the time of his voluntary retirement in accordance with the stheme
approved by it {Specially known as golden handshake) would be tax emempred.

@@ Income of Indigenous Hill Man : Any income of an individual. being a hill man
of Rangamati, Khagrachari and Bandarban districts, which has been derived solely
from economic activities undertaken within the said hill districts would be exempt

@} / from tax.

9 Income from Export : Any amount received by an assessee from export business,

} other than a company not registered in Bangladesh. is tax cxempted upto 50% of that
mcome. For the purpose of this exemption, following would be included in the
definition of "business of export”.

a)  Sale of locally manufactured machinery, equipmeit and other finished products
within the country to any agency szainst its procurement program in foreign
exchange quota; and

b)  Supply of locally manufactured raw materizix and other inputs to exnort-
oriented industry under internal back-to-back letter of credit.
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meome from Shipping Business : Income of u resident assesscee from shipping
Lusiness in international witer is tax exempted for 50% of such niconic, if the port of
vesistration of the ship is in Rangladesh.

Income from Poultry, Dairy, Fruit Garden, Pelleted Poultry. Frcd.
Seed Production and Working of Locally Produced Seeds @ lncome’ fronm
hese business is tax exempt upto 30th June, 2008, 1t the income from these business
eaceeds Tk 1.00.000. 104 of the exceess amoun( is to be invested in the
Goverrnient bonds within six months. A

-

Theomie of Unit fund ol the Investmeat Corporation of Bangladesh.

Income of Siock Fxchanges in Banaladesh.

Income of privale sector power gepration company for 15 yeuars is (ax cxemyp:
Income of expatriate personnel working i such compaiy ix ulso tax exempt for thiee
VeUrs.

Income of financial institution engaged in providing foan for heuse building o 2
period of Tive vears from st Juty, 2080,

2005,

.t

Inconte of Agricuitural Processing Indusiey is - anted [rom tax apto 3U-6
fncome from software business is exempiad from s upio 30 S, 2005 by sl
cliasses of assevsees,

St shury i e fanads of oo ey tpted hom e

come rom post oilice savings certificate end NN QN POSTOLETS Sid 118 (Ll e

Ea Ly Tix @ semmptetl,

Lwempticns ullowad through Difforent 8. R, (M's lssued in 2004:

3.4

28,

36.

AT

SRO-216 dated 13-07-2004: Any loreign income legally carned and broughy o
Bangladsh by avy Banaladeshi resident or non-resident :
SRO-217 dated 13-97-2004: ARy poevien towin iy carped and braugn
Dangludesh by any foicigner. -
SRO 216 of 2005 (Software business): Income of Bangladeshi Resident fiom
computer software will be exampted. This facilities can be allowed to compuany oo
iF. AL 20035).

Binck monev: SRO 200 of 20035 provides thal any person paying 7.5% tax on
unreported income with out showing i i L Feturns, No guestion will be asked o

this income,
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B) Tax-exempted Incomes U/S 44(2)-Part B of the Sixth Schedule aad
See. 2(63) (Tax free Income)
The following tax exempted incomes are included in the total income for rate purpose.
The assessee will be entitled to tax rebate at the average rate of tax for such income. They

i) Income from Association of Persors : Any amount received by an asscssee
(except HUF, Company or Firm) out of the incomes of an association of persons on
which tax has already been paid by the association is tax-exempted.

Income from a Firm : Any income of the assessee from a firm as his share 1s tax-
exempted if the firm has already paid tax on its income.

b e
-
S

If the income of a firm is derived by the exercise of a profession and if such inco me
depeads wholly or mainly on personal qualification of its partners and if the partners are
prevented by law to form a company, the income would not be taxable in the hands of the
fivy The nartners of the firm would be asscssed considering the share of income of the
fivn

Investment Allewance :@

Some items of expenses or investment by the assessee under Sixth Schedule, Part-B,

e called investment allowances. They are accumutated for caleuiating tax rebate allowance

ahowedble (0 the assessee to determine net tax liabilitv. Such tax rebate is different fror: inat

on tiv-free income both in terms of items and rate. A residential individual will get rebate
oit investnient allowance as per following rule :

: Ik
{13y Total of the items of Investment Xk 15% of the lowest
k -
v allowunce amount will be (L/'/’
oy 2E of Total Income excluding XX the tax 1'ebnte
/ F.‘ﬂ]ﬂ]U\Cl contribution to R. P. I 7.G0:00C Q{b“cJ,J/
(iiiy  Maximum amount 6@0060 /%l@%%ﬁ—"

However, the maximom ceiling of Tk. 2,00,000 will be extended to Tk. 2,25, 000 if
of new shares are included in the investneii to that extend or more.
Now the items of Investment allowance are explained as follows :
Payment of Life Insurance Premium : Premium paid by an individual assessec
to effect an insurance or a contract for deferred annuity is admissible for tax rebate
subject to the following conditions :
2)  Actual amount of premium paid or 10% of sum assured, whichever is less.
b)  The policy should be on the life of the assessee. or on the life of the spouse or
minor child of the assessee.
The amount of premium should be paid in Bangladesh.

-



Income Tax-40

@ Life Insurance Premium paid by Hindu Undivided Family : Lifc insurance

premium paid by HUF to aflfect insurance on the life of any male micivbier ot the

family or the wife of any such member and on their minor children is admissible foe

tax rebate if such premium is paid within Bangladesh.

. Deduction from the salary of Government employee for deferred
annuity : If it is for the benefit of the wife or minor child of the cmployce os pes
terms and conditions of employment then it is admissible for tax rchate. “ile

maximum limit tor such deduction is gth of salary income.
Contribution to Government P F : Contribution of the assessee to ihe PF to
which Provident Fund Act, 1925 applics is admissible for tax rebate.

Contribution to Recognized Provident Fund : Employer's and employec's
contribution to this PF is admissible for tax rebate if-
a) emplerer's and employee's contribution are equal; and

i b) the limit of adiniwhility is not more than Brd of the salary income of the ausss o

tax rebate if the sssessee is o memT:el or that lunu -

Contribution to Old Age Pension Fund : Sush contribution is i sine o
VA

7. Investment in the sharcs of listed company : Amount invested in the fisu:!
companies of Rangladesh by nn assessee except a compary s admissibia: 50 1
rConte stubiect 1o felfowings conditions and upto the limit mentioned :
ay Tt conrzpany is ineorporated under the Companies Act of 1915 v G
eulisted 1 the Swecls Bxchange of Bangladesh. The other staumory orguiizaiio
are to ;2 established by special Act of that legislation

b)  The company should be engaged in the manufacturing. inswance and wagsport
service businesses.

: o
+ ¢)  These should be share of finaacial institutions established by the specii stotuic

of parliament. The maximum limit of tax rebate for such investment is i,
25,000. or tax @ 15% on 20% of total incoine whichever 15 less.

This benefit is in addition to the normal leval of Tk. 2.00,000 but within the 2i%

level of total income It is entitled for investment both in IPO and in Sccondary shares.
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The above complexities of tax rebate is illustrated by the following examples :

Particulars Tax rebate Calculation

(i) | Total income Tk. 13,00,000 Maximum allowance = 20%
Other Investment Tk. 2,00.000 of 13,00.000 or Tk. 2.60,000
Investment in shares Tk. 45,000 Actual Investment
What is the amount of tax rebate for investment in | (2,00,000+45,000) = 2,45,000
shares ? .. Rebate = 36,750

(i1) | Total Income Tk. 11,00,600 Maximum allowance Tk.
Other investment Tk. 2,00,000 2,20,000
Investment in Shares Tk. 50,000 Actual Investment = 2,50,000

Rebate on Tk. 2,20,000 @
15% = 33,000

Investment in Debentures : Amount invested in the debenturcs of a company
approved by Securites and Exchange Commission 1s admissible for tax rebate :—
a)  If the assessee is not a company; and
by  Ifitis not purchased from a previous holder. The amount of such investment
is subject to the following limit :—
a)  Netinvestment in the income year,
b)  Netinvestment in the income year and immediately preceeding two years.
The lower ol (a) and (b) 1s admissible for tax rebate.
@ Investment in Savings Certificate : Amount invested by an assessee, other
than a company, in the following, 1s admissible for tax rebate if the investmerds are
held for 5 years :
a)  Defence Savings Certificates (8 years terms) and Bangladesh Savings Certificate;
b) Unit Certificates and Mutual Fund Certificates issued by the Investment Corporation .
of Rangladesh (ICB) & Subsidiary Companies of ICB.
¢} Development Louns or Bonds or such Government Securities as the NBR may notify:
and ‘
dy  Shares of such investment companies as the NBR may notify.

The maximum Limit of such investment is determined as Tollows :
a)  Net investment in the income year; '
by  Netinvestment in the income yeuar and immediately precceding two years.
The amount of admissible investiment is the lower amount of the amount (a) and (b).
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It is to be mentioned here that if the investments are disposed off before the period of

five years in any income year, tax credit allowed in respect of such investments in early
income years will be disallowed and recovered as tax for the income year.

a

®
@.

¢
9

Contribution in Deposit Pension Scheme: Amount contributed by un individual

in any Deposit Pension Scheme sponsored by the Government or by a scheduled bank
with the prior approval of the Government is admissible for tax rehate.

Donation to Zakat Fund: Payment to Zakat Fund or donation or contribution to a
charitable fund LHi'lb]lC»hEd by or under the Zakat Fund Ordinance, 1982 is admissible

for tax rebate
Contribution to Benevolent Fund and Group Insurance Scheme: Any

amount contributed by an individual for making provision for the spouse, children or

dependent persons to approved group insurance scheme or benevolent fund 15

admissible for tax rebate.

Donation to Private Charitable Hospital: Donation to a private charitzble
hospital approved by the NBR for this purpose is admissible for tax rebate provided

the donation is made after three years of establishracat of the hospital.

Donation to Welfare Fund of Disabled/Retarded People : Donation to a

wellare fund established for the retarded people is admissible Tor tax rebate.

Provided-

41 the denation is made alter three years of establishment of the fund; and

by the fund is apprved by the Social Wellare Department and the NBR.

Donation to an Institution of Aga Khan Development Neiwork @ Any

amount paid by un assessce as donation to any socio-economic or cultural

development institution established in Bangladesh by the Aga Khan Development

Nerwork is admissible for tax rebeaie.

Contribution to President's Relief Fund is admissible for tax rebhate.

Contribution to Prime Minister's Relief Fund 15 admissible for tax rebate.

Contribution to philanthropic organization and Educational Institutions: Finance Act
2005 1nu>'pm ated a new provisions in the part B of sixth schedule of 1. T. ordinance
by item 22. Under this provision contribution to social welfare organizations and
cducational institutions approved by the Govte and NBR will be suhject to X
exempted/investment allowance.

Contribution to Ahsania Mission: SRO 202 of 2005 provides that such
contribution will be tax exempted/investment allowance (F. A. 2005)
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D) Tax Exempted Income Under Specific Heads of Income :

There are some items under different sources of income like salary income, business
income, agricultual income etc. are exempted from tax liability. These items are either fully
or upto certain limit is tax-exempted. These items will be elaborated separately when tax
liability under separate source will be discussed.

I£) Special Exemption of Untaxed Income :

If any amount of investment by an assessee was not taxed properly before the
investment, the amount is subject to exemption under certain specific sections mentioned
below :

i) Investment in New Industry (Sec. 19A) : Any amount invested in a new
industry between Ist January, 1997 to 31st December, 1999, is exempted from tax
and no question will be raised as to the source of the sum so invested in such new
industry. The income of such new industry shall be eligible for tax exemption subject
to the fulfilment of conditions as laid down in Sec. 46A if the investors pay tax at
7.5% on the invested sum.

ii) Investment in Expansion or Balancing of existing Industry (Sec.
19AA) : Any untaxed amount invested during the period, from 1st January. 1997 to
31st December. 1999, for the following purpose is tax-exempt subject (o some
conditions and no question wiil be raised as to the source of such income.

Purpose of Investment :

&y Expansion, balancing, modernisation, renovation and extension of an existing
imdusltry.

oY Purchase of stock and shares of a public limited company listed with ary Stock
Exchange in Bangladesh.

¢)  Repayment of inddstrial loan.

Conditions

Q) Tax should have been paid @ 7.5% on the invested amount before the filing of the
return for the relevant year.

b)  Stocks and shares purchased for this purpoese from secondary market must be held by
the assessee for at least one year from the date of purchase.

ili) Investment in House Property (Sec. 19B) : Any amount invested in the
construction and purchase of building or apartment will not be questioned if the
assessee pays tax before the assessment is complete for the relevant year at specified
rates for different size of plinth arca of the building.
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4.3: Effect of Different Classes of Income on Assessment

Classification of income for income tax purpose has important bearing on the

determination of total taxable incomes, tax rate and tax liability. Here the impact of each
classification is discussed below :

a)

b)

c)

c)

Non-taxable Income : All sources of income arc not taxable. So some items of
income are not included in the total income either fully or partially. These are known
as non-taxable income. Non-taxable inconic minimizes the volume of total income
and the rate of tax.

Total (Taxable) Income : All sources of income except non-taxable incomes
constitute the total amount of taxable income. It is generally called 'Total income'. If
this income exceeds minimum taxable limit (Presently Tk. 1,00,000), the assessee is
liuble to pay tax as per tax rates specified in the relevant Finance Act.

Tax-exempt income : Tax exempt incomes are of different categorics. Thr itams
of tax-exempt incomes which are not included in total income at all are called non-
assessable income. But there are some items of tax exempted incomes which are
included in total income but which have different tax rebate facilities. These can be
caiegoriezed as follows :

Tax free income : There are some items of income included in total . _uine but tax
rebate is granted on these items at an average rate of tax. These sources of incore are
called tax-free income. These items increase total income and determine tax rate. But
they reduce the net tax lability.

Investment allowance : Payment of any amount {or investmient or for spectlic
purposes by the assessee is lermed as investment ailowance. These items has etfect
¢ the determination of total income and itax rate. Tix rebate is allowed ou s
allowance at specified rate upto certain limit to reduce tax liability.

Tax-exempted income under specific head: These are similar to non-
assessable income in terms of their impact on total income and tax rate. They reduced
the taxable income from individual source and consequently they reduce total income
and tax rate and net tax liability.

—
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4.4: Distinctions Among Non assessable, Tax-credit and Tax-

free income

the following chart.

The distinctions among non-assessable, tax credit and tax-free income are given in

\  Non-assessable income Tax-credit income Tax-free income

1. ltis not included in the| 1. It remains in the total | 1. It remains / included in
total income. income. ' the total income.

2. It has no impact on the|2. It is considered to|2. It increases the total
. determination of total| - determine. the net tax|.. .taxable income and tax,

s “taxable 1ncome and tax ol hgbxhty LTax ‘rebate is| rate of the dqsessee. e

g rate-»~ crerondh % oy v ¢ : "":calculated on this income | ... 1T
P 3o deduct from grosq tax "

L liability. . 2 5

~  This type of income|3. This type if incomej3. This type of “income
does not increase the influences the minimum increases the total
tota) taxable income and taxable limit and incrcase taxable income and tax
tax labliity. total income. rate. :

4. The question of tax|4. Taxrebate is allowed on|4. Tax rebate is granted at
icbate on this category this category of income an average rate on the
of income does not arise upto certain limit al a total tax free incoine.
as it is not included with certain rate.

- total income. '

5. This type of income has|5. This type of income has|5. This type of income
“positive impact on the positive impact on the increases tax rate. Bui
total taxable income and tax liability of an tax rebate is granted at
tax rate. assessee. an average rate which is

lower than the {ax rate.
So it has adverse impact | ..
to some extent. '

4.5: Casual and Non -recurring Income

- Casual and non- recurring incomes are not regular source of income. So these items of
income are not gencrally taxed. However, there is exception to this general concept. In the
tax Jaw of Bangladesh, some casual and non-recurring incomes are considered taxable
income. The definition of casual and non-recurring income with their a:qessable and non-
asscssable dmtmmon are owen below

a) Casual income : The income about wh’ ch the assessee remains uncertain bﬂfom its -
receipt, is called casual income. For example income from lottery, horse race and
Cross- -word compctltlon ete.

<k




b)
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Non-recurring income : The income which does not arise at regular interval is
non-recurring income. To be casual and non-recurring income, it should fulfill the
following conditions :

1)

i)
1)
iv)

It is a sudden receipt and uncertain.

[t is not a capital type ol income under See. 31,

It is not carned from business income us per See. 28,
It is not perquisite in addition to salary,

Now a chart of assessable and non-assessable casual and non-recurring income is

viven below :

Assessable  casual and non- Non-assessable causal and non-
recurring income recurriag income
1. Any reward to the employcee by the] 1. Birth day gift.
employveér ot estra-grdipary
performance
2. Giftio the lawyer for winning the case. | 2. Gift received in post murriage
cercmony.
3.  Remuneration of professional players, | 3. Scll-less gift.
dancers. actors etc.
4. Profit from sale of goods procured +. Honorartum ol Jurry.
5. Amount rcceived for success in|3. Prize-bond reward.
examination as per contract or pavment
made by the emplover to the emiployee
1 new vear as part of sularv.
0. Income rom lotery. cross-waord and
horse-race. However. lottery income is
tuxed at a dilferent rate. §

4.6: Tax-holiday Scheme
History : It is a system ol exemption from payment of tax. The scheme was first

introduced in Pakistan in 1959, After liberation. the svstem was revoked in

10V i *
1072 by the

Government of Bangladesih. However, the system was re-introduced in 1974 under the
Income Tax Act of 1922 by inserting Sec. I4A in the Act. Considering the importance of
the scheme in the industrialisation of the country, the Government retained the scheme in
the Income Tux Ordinance. 1984 by inserting Sections 45, 46 and 47.

Objectives : The objectives of this schemie are as follows

i)
i)

i)
iv)

To encourage formation of domestic capital necded for rapid industrialization of
the country.

To attract ditect Torcien investmont i the o od  sdustiial secors ol the
cconomy.

To maintain sectoral balance in industry.

To have a balanced and equitable development of all the arcas of the country.
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Scope: The scope of tax-holiday scheme is explained by sections 45, 46 and 47 of
the Ordinance. In addition to these sections the scope of tax-exemptions has been extended
by SRO's issued from the Minsitry of Finance. Now a chart showing the areas covered by
tax-holiday scheme is given below.

Tax-holiday Scheme

Industrial Tourist Co-operative Special
Undertaking Industry Societies Exemptions
Depreciation Industries in Private
E: P Z Hospital

Here each type of Tax-holiday scheme is explained in detail :
A) Tax-holiday for Industrial Undertakings (Sec. 43) :

Such tax-holiday scheme is applicable for those industrial undertakings as specified in
th industrial investment schedule issued by the Government from time to time. It was
bitially allowed for industrial undertakings sct-up in Bangaldesh between the st day of
Tuly, 1974 and 30th day of June, 1985. The period of tax-holiday extended later-on time to
time. Now the time of extension and the areas with period of extension is shown below :

1) Period of Establishment of Industry :

i) Ist July 1985 to 30th June, 1995 j
i) 1st July 1995 to 30th June, 2000
i) st July 2000 to 30th June, 2008
2) Areas of establishment of industry and period of exemption :

Specified areas as notified by NBR for tax exemption Period of exemption:
Special Economic Zone 12 years
Least Developed Areas 9 years
Less Developed Areas (Rajshahi, Khulna, S}-’lhet, Barisal Division 6 years
and Rangamati, Bandarbon and Khagrachari Hill districts)

City of Dhaka, Chittagong or Khulna or Municipality of 4 years
Narayangonj or within 10 miles from the outer limits thereof.




3)

a)

c)

d)
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Conditions for getting the exemption : To get this exemption the following
conditions are to be satistied :

The undertaking is owned and managed by a company formed and registercd under
the Companies Act, 1913 or the Companies Act, 1994 or by a body corporate formed
under an Act of Parliament. The registered office of the company should be in
Bangladesh and its subscribed and paid-up capital should be not less than Tk.
1,00,000 on the date of comimencement of commercial production.

The undertaking should belong to the class of industry as notified by the NBR.

The industrial undertaking must get the approval of the NBR on application in
prescribed form. Such applicaticn should be made within 180 days of the date on
which the commercial production starts.

A part of the exempted income, not being less than 30% of the same, should be
invested during the exemption period or within one year from the end of the
exemption period. The investment is to be made cither in the same undertaking or in
the new industrial undertaking or in Government bonds or securities.

Finance Act 2005 also provided that industries that will enjoy tax holiday from 01-07-

2005 to 30-06-2008 will need to invest further 10% of ils income in the paurchase of
shares and debenture from stock Exchange.

4)

a)

b)

5)

Income not exempted : [t may be noted that following items of income will not he
exempted {rom the taxation for this purpose :

Any dividend paid, credited or distributed or deemed to have been paid or credited bv
a company to its sharcholders out of the profits and gains exempted from tax; and
Any income of the said undertaking classifiable as 'capital gains' chargeable under
Section 31.

Cancellation of Exemption : This facility of tax exemption may be cancelled by
the DCT if he finds that the stipulated conditions for enjoying the exemption have not
been complied with by the undertaking. The NBR may also cancel or suspend partly
or fully any exemption allowed to any undertaking for the public interest.

B) Tax-holiday for Tourist Industry (Sec. 46) :

The Income, profifs or gains of a trourist ind\ustry set up in Bangladesh between st

July 1976 to 30th June, 2005 will be exempted from tax for the period specificd Lelow :

Specified Areas Pcriod of Exemption
Special Economic Zene 12 vears
Least Developed Areas 9 years
Less Developed Areas 6 years
Dhaka and Chittagong Division (Except Khagrachari, 4 years
Bandarban and Rangamati)
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Such industry includes hotels, motels, hunting lodges, picnic spots, amusement and -
theme park, holiday home, tourist resort, energy park etc. Some conditions are to be
fulfilled to get this excmption. They are —

i)  The industry is owned and managed by a Bangladeshi Company having a
subscribed and paid-up capital of not less than Tk. 1,00.000 on the date of
commencement of commercial service.

ii)  The industry shall have such service facilities as may be specified by the NBR.
Specificaily
a) the number of guest rooms should not be less than 30 if the industry is set

up in Dhaka, Chittagong and Khulna and not less than 10 if it is in other
places. Such industry should have adequate public facilities;

b) each guest-room should have an attached bath room;
¢) at least 50% of the guest room should be air-conditioned; and

d) each guest room should be fitted with a telephone or there should be at least
one telephone for each floor.

However, NBR has the right to relax one or more of the above condition for the

undertaking set-up cutside Dhaka and Chittagong.

i)  Applicarion for exemption should be made in prescribed form by approved
undertakings to NBR within 180 days from the date of commencement of
commercial service. -

The decision for exemption is to be given within 30 days of application and

cancellation of exemption can be made only after giving the opportunity of hearing to the
undertaking.

Cancellation of Exemption :
i)  National Board of Revenue may cancel tax holiday if an application for such
request is made within 3 months of the approval.
ii)  The DCT may cancel the exemptions granted if he finds that any of the
necessary conditions has not been fulfilled.
C) Tax-holiday for Co-operative Societies (Sec. 47) :
A Co-operative Society including a Co-operative society carrying on the business of
banking is exempted from tax payment if the income is derived from the following sources:
i)  Incomec derived as a result of its dealings with its members in sale of goods.
lending of money, lease of buildings or lands for the personal use ol the
members including firms and association of persons where they are members.



1)

1)

v)
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The entire income from business carried on by it, if it is engaged in the
following business :

a) agricultural or rural credit,

b) cottage industry,

c) markcling of agricultural produce of its members.

Any income from interest and dividends derived from its investment with any
other co-operative socicty, and

Any income from letting of godowns or warchouse used for storage and
processing or fauhmtmo the marketing ol'c.onm]odlms belonging or meant for
sale of its members.

D) Special Tax-exemption Facilities :

Over and above the tax-exemption facilitics granted Lo the assessee under Sections 45,
46 and 47, some special tax-exemption facilities were granted under different SROs. Now
some important tax-exemption facilities are discussed below

i)

i
Special Depreciation Facility : Industries established between st July
1995 and 30th June, 2005, are entitled to charge depreciation @ 20% for the
first five years of their establishment. Such facility reduces tax burden for the
initial periods. It is allowed subject to the fulfilment of the following conditions:
4) Only the companies registered in Bangladesh is entitled to get this
facility.
b) The extended unit of an existing industry will Lot geo 2 #oiling
<) Companies enjoying tax-holiday facilities will not be allowed this
facility.
d) Companies enjoying accelerated depreciation facilities are not
considered for this facility.
e) Depreciation is to be Zaiculated by ‘Straight line' method instead of
'Reducing Balance' method.
f) The undertakings are allowed both general and initial depreciation
allowance.
Tax-holiday for Industrics Set up in any EPZ : Income of any
industry set up in any Export Processing Zone (EPZ) is exempted from tax for
10 years from the date of commencement of commercial production of the said
industry. This facility is extended to these industries under Sec. 10 of the
Export Processing Zone Authority Act, 1980. These units are also exempted
from filing tax return during exemption period.
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iii)
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Tax-holiday in the case of Hospital : Income of a newly established
private hospital established between the period from Ist July, 1999 to 30th
June, 2005, will be eligible for tax exemption for 5 years subject to the
fulfilment of the following conditions :
a) The undertaking is owned by a company registered under the
Companies Act of 1913 or 1994,
b) The hospital is housed in a building constructed on the Company's
own land.
¢) The hospital should have 200 beds in case of general hospital and 50
beds in case of specialised hospital for heart, kidney and cancer
patients.
d) Ten of the beds must be kept reserved for treatment of poor patients
free of charge.

I : . l
' Questions |

Classify income for income tax purpose. Explain how does such classification affect
tax assessment. [N. U. B. Com (P). 1995]
Point out the distinctions between non-assessable and tax-credit income. Mention tax-
credit income. : [D. U. B. Com (H), 1997]

Point out differences among non-assessable, tax-credit and tax-free income. Give

four examples of each.
What is meant by Tax-holiday? Discuss the Provisions of Tax-Holiday with reference
to the relevant provisions of Income Tax Ordinance.

a)
b)

a)
b)

a)

h)
c)

What is meant by casual and non-recurring income? Explain their characteristics
with example.
What are the special facilities given to the industries established in the Export
Processing Zone?
What is "Tax-Holiday" Scheme?
What conditions are to be fulfilled by an assessee Lo enjoy tax holiday benefits
under Income Tax Ordinance? . [D. U. B. Com (H). Traditional, 86]
What type of industrial and tourist enterprises are exempted from tax under
Section 45 and 467
What conditions are to be satisfied to become eligible for such exemption?
What are the areas and time limit applicable for such exempted industries?

[D. U. B. Com:(H), 1998}

A 2379
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a)
b)
b)

a)
bh)

-

Income Tax-52

Explain the rules regarding the cxemption of income of an industrial
undertaking.
What conditions a co-operative society must satisfy to receive exemption of tax
on 1ts income? [D. U. B. Com {I), 1990, 94, 95]
What do you mean by total income? )
List down the exemptions and allowances available as per Part-B of Sixth
Schedule. [D. U. B. Com (), 1991]
Define income from the view point of Income Tax Law.
What are the different classes of income for income tax purposc? How
classification of income affects assessment? [B: U. B. Com (H}; 1996]
Mention the advantages of Tax-Holiday Scheme.
What are the special facilities given to the industries established in EPZ?

[D. U. B. Com (H). 98]

—r
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Assessee cmd ReSIdenhal Status
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5. : Incidence of Taxatior or Effect of Residential Status
5 . Locales of Income
5.6 : INustration

Questions

5.0: Introduction
Assessee and Residential Status of an assessee are two very inportant concepts of
income tax. These two concepts embrace wider aspects. Thus knowledge about the

concepts and explanation relevant e theny is essentiz! and this chapter is devoted to deal

with e smme.
e "
Definition of A@sc‘;sce

Generalh assessee mieans a Lax paver. that is. a person who is to pay tax. In the

context of income tax in Bangladesh. section 0 2(7) of the Income Tax Ordinance, 1984
defines assessee as a person by whom any tax or other sum of money is payable under the,

Ordinance und includes:
(@) Person against whom income tax case/proccedings 1s going on,
(b) Person who is required to file income tax return,
tc)  Person who desires 1o be assessed and submits his income tax return.
(d) Person who is deemed to be an assessee or an assessce in default under any
provision ol Income Tax Ordinance.
The following persons are included in this category:
(i) The execwtor. administrator or other legal representative of a non-residential
PC]',\O[].
(iiy  The local representative of a non-resident assessec,
(1ii1) The person who is required to dedv i tax a! source: and
(iv) The person who fails to pay the tax to the tax authority after deducting it at

source.
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In’ tlm cnnnectun "Kpl-ln.ltlﬁﬂ of the followm-’r two tu‘ms nceds to be
in mind: : - . ¥
erson who is required to file return. :
According to ihe Income Tax O: dmance, the following persons are 1cquncd to fllc '

“k pt

return : ; ,

{1)  Any person whose income has cxceedcd minimum taxable limit (at presen; Tk. :
'1,00,000.

(i) Any person who has paid Lax in any of the three yem.s 1mmed|dtely pI’LCtLde

the income year ; :
(iii) Any person who is Ir,a\m;; ‘he country forever or permanently;
(iv) Any person who has clcsed the buginess or profession in income year
preceeding assessment year. e '

b) )Person/l’hysxcal Status of Asuessee :
< Under income tax person has widzr meaning & mcludcs the followings:

/7(’{) an mdiwdual (Ind.) - ' é S v
//{Ai) a Firm (partnership) (F) A F e B

an Association of Persons (AOP)
“tiv)  a Hindu undivided family (HUF)
o a Local Authority {1LA)
(vi)  acompany (Co.)
{vity  Other Artificial Person as defined in 110

5.2: Classification of Assescee
Under section 2(46) of the Income Tax 01d1nance 1984, asscssee is class;fled lnto

seven categories as stated above (i. €. explanation relevant to persea).

5.3: Residential Status : Th(f Me_ani,ng and' Implic’ations ¢
(A) Meaning: "

In general residential status means thc standmg of an 1nd1v:uual as to’ hls res1dence in
the taxable territory and for HUF, Firn: and Company the standing of the locatlon of their
management and control during relevant income year. Under the incomé tax-law i
Bangladesh and many other countries of the world, income tax is levied on the basis of
residential status of a tax payer. In otherwords, the tax lmbmty of an assessee depends

upon his residential status.
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R
I Bangladesh lhe Income Tax Ordinance, 1984 provides that an assessec may be
gl res:dent or anon resident. Such residential status is determined by the specific provisions

~ of this Ordlnance but not by any provision of other laws of the country. It is not
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comparab]e W1th the citizenship of a person. A person may be the citizen of a country but

he may | notbe the resident for income tax purpose if the conditions of the provisions of the

. ordmanqe are not sausﬁed As to the 1mphcat10n of rus:dennal status two case d1c1sxons ‘are

axrhabﬂlty of an assessee w1ll be deterrmned by hlS rcmdennalcs_tatus Here'
‘éld~ ; t;e_ll slatus of mcomc ycar\1§ consxdered but not: that. of assessmg

1s't'e resp0n31b111ty of thc 'lsseqscé fo pi prove that he 1s a résug'ij 1{1( or not
Tiikie 1]

ahaﬂur Shelkh Vs. CIT 1963) In other words, an asse'Ssee 18 to; submlt alll

o 57 'tfg: {elevant documents m support 10 hlS res;dent:al status to the authonty 4
: -r 2 F A VY ki et i e
(B) Importgnce.

Determination of residential status is important for the following reasons:

@

.(n-).

v

" The system of determination of total tax liability of resident and non-resident is

different. In case of resident, income received or decmed to be received in

- Bangludesh; income accrued or arose or deemed to accrue or arose outside

Bangladesh will be included in total income. On the other hand, only the income
within Bangladesh will be included in the total income of the non- resident. '

A resident assessec is required to. pay tax if his taxable income exceeds the

- minimum taxable limit. But a non-resident assessee is required to pay. tax on

s any amount of income.

(m) A resident assessee is to pay tax which is determined by deducting the tax rebatc

“on tax exempted income from gross tax liability. But for non-resident assessee
NG tax rebate is app:ticable. In other words, he is to pay tax on all taxablé income :
. in Bangiadebh : :

(IV) _The tax rate applicable to a resident and to a non-resident in some cases and in -

some countries is found to vary.

Thus total income, taxable income and ‘tax rate are found to’ vary with residential
- status which indicate the importance of determmmg the remdentlal status of an
~ assessee. : : o e By




Income Tax-56

(C) Classification of assessee on the Basis of Residential Status:

From the point of view of residence. assessee is classified into twor

1) Resident

i) Non resident

An individual whether restdent or non-resident depends maindy on the duration oi his
stay in Bangladesh. On the otherhand tor a firm and o company. whether resident or noi
resident depends on the Tocation of its management or control during the relevant incene
year. Agamnst this back drop, now the methods of determining residential status of difters

Kinds of assessce is being described below.

(D) Methods of determining Residential Status :
(1) An Individual :

The tests of residence for individual assessee are given in sec. 2 (35) of Income Tax
Ordinance. To be a resident assessee, an individual must fulfil one of the following
conditions :

{(a)  If he stays in the country for a period of at feast 182 days during the income vear, or

{(b) Il he stays in the country for at icast Y0 davs during the income year and alse: had
been in the country for a period of at least 365 days during four years preceding the
income year.

It is to be mentioned here that resideniial status of an assessee is 1o be doreinned
separately for each income year. it is not related to assessment ycar. It is wlso o be
remembered here that the required duration of stay of an assessee in the country for cither
182 days or 90 days or 365 days is not essentially be continuons. The assessee is not also
required to maintain a permanent residence in Bangladesh. He may put up at a hotel. may
not be in the same hotel, or he may stay in a yacht moored in the territorial waters of the
taxable territories.

Under sec. 2 (44), if an assessee fails to fulfil any one ¢t the above two conditions
becomes non-resident for that particular year.

(2) Residential Status of HUF, Firm and AQP:

These assessees will be treated as residents in Bangladesh if any part 2 the control
and management of their affairs is situated in the country. Here control and management’
means defacto control and not dejure control.

On the otherhand, if the control and management of these assessees are from outside
Bangladesh, they will be treated as non-resident.
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(3) Residential Status of Company:

To be a resident, a company should fulfil one of the following conditions:

(a) It should be a company registered in Bangladesh under Companies Act of 1913 or
1994 or a body corporate established or constituted by or under any law for the time
being in force in Bangladesh having in either case its registered office in Bangladesh.
So a Bangladeshi company will always be treated as resident.

(b) In the case of other companies, they will be treated as residents if the control and
management of their affairs are situated wholly in Bangladesh. Here also control
means defacto control and not dejure control and the place of control lies there where
the directing powers situate (i. e. where the meetings of the directors are held
usually). A '

5.4: Incidence of Taxation or Effect of Residential Status

Resideniial status of an assessee has an important role in the determination of total
taxable income of an assessee. This is because of the fact that all types of income do not
form part of total income of an assessce. According to sec. 17 of the Ordinance, the
incidence of taxation depends on the residential status and nature of the income. The
following chart will show which types of income will form part of total taxable income of a
resident and a non-resident assessee :

Nature of Income Residential Status
7 Resident Non-resident
Income received or deemed to be received in Taxable Taxable
Bangladesh.
;‘ Income accrued or arose or deemed to accrue or Taxable Taxable
arise in Bangladesh.
Income accrued or arose outside Bangladesh. Taxable Non-Taxable

5.5: Locales of Income

According to See. 17 of the Oxdmnw the different sources of income for determining
the total income of an assessee are classified into the followi Ing categories :

(a) Income received or deemed to be received in Bangladesh;

(b)  Income accruing or arising or deemed to accrue or arise in Bangladesh; and

(¢)  Income accrued or arise or deemed to accrue or arise in Bangladesh.

In sec. 18 of the Ordinance only the term income deemed to accrue or arise in
Bangladesh was explained. So other sources of income are being explained on the basis of
common concepts. Now the explanation follows :
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(1) Income Received in Bangladesh: ;

Income received in Bangladesh in the income year is chargeable to tax botir in the
hands of resident and non-resident. The receipt needs not be in cash only; it may be in
money's worth too. For example, receipt of cheque is equivalent to receipt of money. In
case of receipts some typical case may arise for which the following guiding principles
need to be followed: '

i)  In the case of receipt by an agent on behalf of his principal, the profit embaded
thereon is chargeable in the hand of agent on behalf of principal on the basis of
receipt. e e = ) Ny

ii)  When goods are sold on V.P.P. the post office becames an agent for selicr
collect value. Same principal applied to bank when collecting bills.

It may be noted that receipt by itself is not sufficient to attract tax ; it is only receipt as
income. which can attract tax. If an income is assigned by a person o another, in respect of
that income it is the assignor who is liable to pay tax and not the assignee. The assignee
receives the money not as his income but by virtue of the assignment. His title to the
income arises not because of the fact that he has earned but duc to an assignment in his
favonr [C.LT. Vs. Agarwal and Co. (1952] 21 TTR 293].

(ii) Income Deemed to be Received in Bangladesh :
As per part B of the First Schedule to the Ordinance, following two specific cases
could be identified as to income deemed to be received in Bangladesh ¢
(1) annual accretion in the income year L the balance at the credit of an employee
participating in a recognised provident tuhnd; and ' '
(b) transferred balance from unrecognised provident fund to a newly recognised
provident fund. |
In respect of the item (a), an cmployee will be entitled to a credit from the amount of
tax payable on his total income of an amount equal to 15% of the contributions to his
individual account in so far as the aggregate of such contributions (both employee's and
employcr's) in any year does not exceed one-third of his salary for that year. In respect of
interest credited on the accumulated balance of the fund, the same will be cxemptled from
payment of tax if it does not exceed one-third of the salary of the employec and is allowed
at a rale not exceeding the rate as notified by the NBR. As to the item (b), the DCT will
mitke a calculation of the aggregate of all sums comprised in the transferred balance which
would have been liable to tax had the fund been recognised from the date of the institution
of the fund. Iowever, in cases of serious accounting difficulty the Commissioner nuy

allow a sununary calculation of such aggregate.




arxses in Banglade%h

(b) In the case of house property or agricultural land, the income accrues or arises
in Bangladesh as the properties being :.nuated in the country.

(c) In the case of interest on securities issucd. by Government or on DLbL]]lUlCS
- 1ssued n Bangladesh b} a company or local authonly, lhe income acerues or
g anscs in Bdng]adesh ' |

L
‘,, o

(d)  In casc of cap1[al gams the income accrues or .mses m Bdﬂ“]ﬂdC?h if th(—, capna[
‘assets are snuatcd in the country. L :

(c) In the case of a business or profession, xf the entlre d(‘tl\’llie& tuke place | in the
counlry, the entire income of such business will be considered us accruine or
arising in Bangladesh. Thus, if as per some ‘agréé‘men[ goods are manuiuctured
outside Bangladesh and brought in 1o the country and then sold. the entire profit

on such sule can not be considered as accruing or arising in Duneladesh, The

tetal profit in snch case should be split up and only the merchandising profit or
profit attributable to the activities carried out in Bangladesh acerues or avises in

the (:0umry [C.LT. Vs, Ahmedbhai Umarbhai & Co. (1950) 13 I'TR 472 (SC)].

tivy income Deemed to Accrue or Arise in Bangladesh :
Income decmed to accrue or arise in Banoladesh mearis the, inconie nol actually
secruing or arising in the country but is suppo%cd’io have accrued notionally. Seciion
18 of the Ordinance cnumerates such type of income under the followi iig heads :

(O  Salaries:

(3 Business or profession;

.} Dividend:

71 - Interest; ;

(1 Fecs for technical service; and

{0 Royalty

The relevance of détermin;tlion of such type of income is importunt in the case of noie
residents in whose cases the income accruing or cumno outside the country is nut
chargeable to income tax. In the case of residents also, although the inconte aeennne or
arising outside Bangladesh is taxable, they get exemption from tax if st Joeoone o
brought in to the country through ofiicial chunnel and invested in any new indusio oo
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in Bangladesh or in the purchase of industrial units sold i auction by Government-ow ned
Uinancial Institutions or in stocks. shares or Government Bonds and Seceurities. Salury
income will be deemed o acerue or arise in Bangladesh i it is cained in the country or s
paid by the Government or Locil Authority 1o the citizen of the country serving oulside
h

Baneladesh, The place of payment is inaterial e i may exven be paad vntsade the

country.

5.6: Illustration

IHustration-1:
Calculdte the total income of M. A. Jinnah from the following il he is (i) a resident.
and (ii) non-resident. '
Bangladeshi Income: Salary income Tk. 80.000; Interest on 10% less-tax
commercial securities of Tk. 1.20,000: Income trom Partnership Firm Tk. 20,000:
Agricultural Income Tk. 50.000.

Foreign Income: Income from Business in Singapore Tk. 30.000: Income from a
Partnership Firm in Pakistan Tk. 60.000:

Solution:
M. A, Jinnah
INCOME VEAT © .onneentos o ;
ASSCSSMENt Veur & oo
Determination of Total Taxable Income

Description of Income Resident Non-resident
(A) Bangladeshi Income : Tk. e
(i) Salary 80.000 50,000
. (iD) Interest on Less-tax Commercial Securities 12.000 12.000
(ti1) Income from Firm 20.000 20.000
(Rebate will be given at average rate)
(iv) Agricultural Income- 50.000
Less— Allowable expense 60% 30.000 20.000 20,000
[,32.000 1.32.000
(B) Foreign Income :
(i) Business income 50.000 ==
(ii) Income from partnership 60,000 =
2,42,000 2.42.000
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Assessee and Residential Status-61
Questions |
Who is an assessee? What is meant by residential status ol an assessee’? How would
you lind out residential status of an assessee with reference to the following :
() Individual, (b) Firm. (¢) Company?
[ U B, Com. (H). 1995, 1996, 1960, N. L. 2000']
What is meant by residential status of an assessee”! How does residential status of a

person affect his tax lability? [ C: U: B: Com. 1988 |
Tax lLiability of a person is determined with reference 1o his residenuial status'-
Lxplain. [ N. U. B. Com. 1996 |

According to you, what are the purposss of dclcrmining residential status of an
assessee”? Show in a chart whether incomes in Bangladesh and outside will be taken
into consideration for charging income tax on the assessee having different types of
restdential status.
(0} How can income be classified according to locales under Income Tax
Ordinance. 19847 ;

thy  Eaplain in detadl the tax eligibility of income classified according to locales.

[ D. B. B. B. A. 1996: B. Com. (H.) 1985 ]
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- : Introduction
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- Administrative Authorities
Judicial Authorities
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Role of Higher_Courts"(C‘ivil)' ir-l'r'I‘ncome Tax Cases
Questions S

6.1: Introduction

To execute the Income Tax Ordinance and to administer the activities of different
departments of income tax, different authorities of income tax have been created. In the 1.
T. Ordinance, the powers, responsibilities and functions of each authority have been
elaborated. These aspects are being dealt with in the Sections 4 to 12 of the 1. T.
Ordinance, 1984,

6.2: Types of Income Tax Authorities
The Income-tax authorities may be classified into two groups. They are-- ;

(i) Administrative, and
~(i1) Judicial.

The administrative authorities look after the administration and the Judicial branch
looks after Judicial matters. A chart showing the income tax authorities under each category
is given below :



