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) [ Tax—Authorities

]

!

{

Administrative Authorities

!

Il

Judicial Authorities j

National Board of Revenue.

I
2.

Director General (Inspection) and subordinates.

Appellate Tribunal.

2A. Commissioner of Taxes-Appeal

2B. Commissioner of Taxes-Large Taxpayer unit

Appellate Additional
Commissioner of Taxes.

2C. Director General-Training

Appellate Joint Conmissioner of Tixes.

10. Inspector of Taxes

3. Commissioner of Taxes. Commissioner of Taxes-Appeal.
4. Additional Commissioner of Tixes.

5. Joint Commissioner of Taxes.

6. Deputy Commussioner of Taxes (DCT)

7. Tax Recovery Officer (Magistrate) .

8. Assistant Commussioner of Taxes. ]

9. Extra-Asstt. Commissioner of Taxes.

0.3: Appointment of Income Tax Authorities
The central body of the Income tax authorities is the National Board of Revenue,
Government exereises supreme authority regarding the appointment of the members of the
NBR. The other authorities are appointed by the NBR subject to concerned provision. The
specific provisions of the I. T. Ordinance relating to this are stated in Section 4. The
contents of this section & sub-sections thereof are cited below -

(1)

(3)

Subject to the rules and orders of the Government regulating the terms and conditions
of service of persons in Public services and posts, appointment of income-tax
authorities shall be made in accordance with the provisions of this Ordinance.

The Board may appoint as many Directors of Inspection, Commissioners, Joint-
Commissioners of Taxes, Tax recovery officers and Assistent Commissioners of
Taxes and such other executive or ministerial officers and staff as it may think fit.

Subject to such orders or instructions as the Board may, from time to time. issuc in
this behalf, any other income-tax authority may appoint any income-tax authority

subordinate thereto and such other executive or ministerial officers and staff as may

be necessary for assistunce in the execution of its functions.
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6.4: Adminsitrative Authorities—Their Powers, Functions and
Responsibilities
The following sketch depicts the hierachical position of the administrative authoritics
of income tax in Bangladesh :
[ National Board of Revenue J

v
< . !

Directors General of Inspection (Tax)J Commissioner of Taxes
Additional Director , v ‘ ‘
(Inspection) Joint Commissioner Additional Commsioner

,L of Taxes of Taxes

Deputy Director

2
(Inspection) r l -L l

er Deputy Tax Recovery AsstL. Extra
Asstt. Director Commissioner ofll'icer Co_mmis- Assistant
(Inspection) of Taxes - (Magistrate) '5‘”’”‘.3‘ ‘ Commis-
of Taxes sioner
Inspector of Taxes
of Taxes

- Now the status, power and functions of each of the authority are discussed below

(1) National Board of Revenue (NBR) : It is the highest administrative <
authority and entrusted with the administrative and judicial functions of tax administration.
1t is a body consists of a chairman, member (tax-1), member (tax-2), law officer anda a few
first and second secretaries. The chairman and the members of this board are appointed by
the Government and they work under the direct control of the Finance Ministiy of the
Government. '

The powers and functions of this body are as follows :

" (a) Provide Directives and advices : It provides required directives and
advices to the divisional officers for effective implementation of the tax rules.
" But it can not issue any directive or advice interfering the activities of Appellate

Joint Commissioner of Taxes or other Judicial authority.



(b)

(c)

(g)

(h)
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Frame Rules of IT : It frames and issues rules for the implementation of
provisions of Income Tax Ordinance.,
Explain provisions of Ordinance and Finance Act : Iy provides
explanation of provisions of Income Tax Ordinance and Finance Act If any
ambiguity arises regarding any provision.
Approve IT practitioners : Income tax practitioners render valuable
services Lo the assesses to assess their income accurately. So properly tranined
people should only be allowed to render such services. It is the NBR which
gives approval to an individual to practise as IT practitioner.
Appoint Lower Authorities : It is also entitled (o appoint Commissioner of
Taxes, Commissioner (Appeal), Joint Commissioner of Taxes, Tax Recovery
Officer according to need for smooth running the tax administration.
Recognition of Provident Fund : It has the power to give recognition 1o a
provident fund and reconsider any appeal for recognition of the same if
Commissioner of Taxes refuses to recognize the same.
Issue Public Notice : It issues notices for submission of ‘Sclf-assessment
Return® and of ofther matters important for the tax payers.
Others : It can accept any commercial or trading year as Income vear, declare
any unregistered foreign organisation as company and transfer any cuse from
one officer to another.

1<) Director General of Inspections : The members of the inspection and DG
(Inspection) himsell is appointed by the NBR. Their functions as specified in the Finance
Act, 1997 are as follows :

(a)
(b)
(c)

Inspection and investigation of cases relatine to 1ncome tax.
S o

Remedy «7 2nv loophole in tax collection and tax evasion cither.

Audit of income-tax revenue and ubmission of report to NBR within st
December next to the end of a financial year.

“ilier activiiies as specified by the NBR. DG Inspecticn perrorms all his
assigned duties with the assistance from additional, assistant and deputy
Director General of Inspection.

It may be noted that Board may appoint as many Director general and commissioners
as it thinks fit. It will decide their jurisdiction, functions and responsibilities. Thus from
time (o time it has appointed commissioner of taxes-appeal, conmissioner-large unit &
Commissioner Training and has assigned functions to then relevant to their responsibilitics.
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(3) Commissiener of Taxes : Commissioner of Taxes is appointed for specific
area but it is also common to see that a Commissioner of Taxes is appointed for a specific
Job. He acts in accordance with the advice and directives of NBR. His functions have been
described in the Sections 113, 117 and 121 of the IT Ordinance, which are summarized
below

Section : 113 - Power to call for Information

Commissioner of Taxes has the power to call for information on the following
matters by giving notice in writing. He may require -
(a) any firm to furnish him with a statement of the names and address of the partners and

their respective shares;
(b) any Hindu Undivided Family to furnish him with a statement of the names and

address of the manager and the members of the family;

(¢c) any person whom he has reason to believe to be a trustee, guardian or agent 10
[urnish him with a statement of the names and address of the persons tor or of whom

he is trustee, guardian or agenl.

() any assessce (0O furnish him with a statement of the names and address ol all persons
to whom he has paid in apy income year any rent, interest, commission, royalty of
hrokerage, or any annuity, not being an annuity classified under the head "Salaric:”
amounting to more than three thousand taka, together with particujars ol all such
payments;

(¢) any dealer, broker or agent, or any person concerned with the manageinent of 4 Hioes
Exchange to furnish a statement of the names and addresses of all persons to whom
he or the Exchange has paid any sum in connection with the transfer of capital u%scls.
or on whose behalf or from whom he or the Exchange has received any such sum,
together with the particulars of all such payments and receipts; or

(f)y any person, including a banking company, to furnish information in rzlation to such
points or matters, or to furnish such statements or accounts giving such particulars,
as may be specified in the notice. '

Sec. 117 : Power of search and seizure :

As per the requirement of this section, he is empowered to search and seize the books
of accounts, documents, moncey, bullion, Jewellery or other valuable articles. This power
is exercised only when he is of the opinion that such documents were not produced or
disclosed although they were required to be produced or disclosed.
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Sec. 121 : Revisional and Other Powers of Commissioner
I. Commissioner of Taxes has the power (o revise any order passed by his

subordinate after re-examining the order either of his own motion ¢r on an

application made by the assessees.
But an amendment was made in the Finance Act of 2002 in this regard. Tt is inserted
there that--
(@)  heis not entitled to re-examine an order of his subordinate on his own
motion;
(b)  such action can be taken only if the assessee pays tax on the declared
income as per submitted Return under Sec. 74; and
(c). such re-examination should be completed within 30 days.
It is to be mentioned here that NBR has no power to interfere in the revisional power
of the Commissioner of Taxes.
2. He may direct the DCT to appeal to the Appellate Tribunal for any order passed
by Appellate Joint Commissioner which goes against the tax department.
3. He may advise the Appellate Tribunal to refer any matter to the High Court if any
explanation of law is requircd on that matter.
4. He decides the duties and responsibilities of DCT and Joint Commissioner of
Taxes of inspection.

He decides the area of assessment of an assessee if the latter falls under more than

U

one area of assessment.

6. He can transfer a case of tax from one tax officer to the another.

7. He has also the power to write off uncollectible arrear tax upto Tk. 25,000 or

more.

(4) Additional Commissioner of Taxes: The post of Additional Commissioner
of taxes was created by the Finance Act, 1986. These posts are filled up by promoting the
efficient Joint Commissioner of Taxes and their duties and responsibilities are determined
by the NBR. However, they are entrusted with the following responsibilities :

(a) He distributes the duties of Joint Commissioner of Taxes :and Deputy

Commissioner of Taxes.

(b)  He can scize the books of accounts and other documents of a defuulter assessee

authorised by the NBR.

(c)  He prepares statistical report for presentation to the NBR.

——
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He can write off the tax claim upto Tk. 25,000 or more subject to the approval
of the NBR.
He may direct DCT Lo collect arrear tax.

He may also demand different information from the assessee by issuing notice.

(5) Joint Commissioner of Taxes : He is appointed by NBR but works under
the direct supervision of the Commissioner of Taxes. He is entrusted with the

responsibilities of supervising the employees subordinate to him and seeing that nobody is

avoiding tax under his Jurisdiction. His other powers are :

(a)

(b)

()

(h

a2

‘He can demand required information by written notice like the Commissioner of

Taxes from the respective representatives of the assessee (Sec. 113).

He is empowered to inspect and collect the copy of list of member, debenture
holders and mortgagee of any company (Sec. 114)

He enjoys special power (o conduct investigation and collection of relevant
decuments (Sec. 116)

e is entitied to scize the books of accounts. documents. money, jewellery and

other valuable assets. (Sec. 117)

He can revise the order of DCT within 4 years. (Sec, 120)

(6) Deputy Commissioner of Taxes (D. C. T.) : DCT performs the naaic
functions of tax determination and collection. He performs both adiminstrative and judicial

functions in rendering his service. He is appointed by the NBR and works undcer e
supervision of the Commissioner of Taxes. He plays a key role in tax administration. He is
appointed to control the tax affairs of a town, part of a district or for the spccif?c categories
of assessees in a particular area. He is the most important authority with whom an assessec

comes across.

His functions and powers are as follows

(a)

*(h)

Issue of Statutory Notices : He issues all statutory notices required for
filling tax returns and for collection of taxes. He may ask an assessee to submit
income statement, books of account and other relevent documents. He may also
direct an asscssec to present personally before him for the determination of tax
liabilities.

Notice of Filing Return : Under Sec. 77. he may, at any time after the
expiry of the date specified in Sec. 75, by a notice in writing, require any
person to file a return of his total income if he considers that the total income of
that person during the income year is of such amount as to render him liable to



(c)

(d)

(e)

)

(g)

{1}
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tax. Such statement is to bé submitted after 30 days of the issue of notice and
before the maximum period extended for this purpose by the DCT.

Best Judgement Assessment : Where any person fails to submit return
under Scc. 77, 78 and did not submit documents in support of his income
statement, the DCT may assess the total income of the assessee to the best of his
Judgement.

Call for Relevant Information : Like the Commissioncr of Taxes and the
Inspecting Commissioner, he may also call for relevant information from the
legal representatives of the assessee as per the requirement of the Sec. 117.

Extension of Tax-return submission Time : DCT is empowered to
extend the submission time of tax return for three months if he is convinced that ,
there is acceptable reason for such delay. This extension period may be
extended for more then 3 months subject to the approval of the Joint
Commissioner of Taxes.

Power to Inspect Registers of Companies : He is empowered to (ake

copics of any register of the members, debenture holders or mortgages of any

company or of any entry in such register.

Power of Enquiry : DCT is empowered to conduct any inquiry or collection

of documents as per Sec. 116.

Other Functions : He is also empowered to do the following tunctions under

Sec. 117 of this Ordinance :

(1) Enter and search any building; place, vessel, vehicle or aircraft whe: - he
has reason to suspect that any books of accounts, documents, moncy,
bullion, jewellery or other valuable articles or things have been kept.

(i) Break-open the lock of any door, box, locker, safe, almirah or other
receptacles for the purpose of said entry and search if keys thereof are not o

- available. AT Y R " R
(iii) Search any person who has got out of, or is about to get into, or is in, the
- building, place, vehicle or aircraft, if he has reason to suspect that the
person has secreted any such books of accounts, documents, money,
bullion, jewellery or other valuable articles or things.

(1v) Scize any such documents, books of accounts, money, bullion, jewellary
or other valuable articles or things found as a result of such search.
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(v)  Place marks ol identitication on or stamp any books ol accounts or other

documents or make or cause to be make extracts or copies thereot.

(i) Power of writing off : DCT is empowered to write of 1 wrrear tus claim up
| .0,

(j)  Power to Impose penalty @ He can take lewal action aouinst the detanber

ASNUNSOU.

(k) Power to Appeal ¢ He can appeal to the Appellate Tribunal avdinst any order
ol Appellate Joint Commissioner ol Taxes, 1f the Commissioner ol Taxes
approves the decision,

(1) DCT is empowered to call for submission of Wealth Statement from the

assessee if his income exceeds a certain level.

(7) Tax Recovery Officer (Magistrate) : The main [unction ol Tax Recovery
Officer is o colleet arrear tax from the assessee. They are appeinted by NBR and their
powers and functions are stated in the rules issued for collecting tax by NBR. He procecds
1o collect tax from the assessee alter receiving tax certificate from assessment officer. He
may collect tax from the defaulter assessec in the following modes. viz

(i) attachment and sale or sale without attachment of any movable or immaovable

property of the assessee:

(i) arrest of the assessee and his detention in prison

(i) appointment of a receiver for the management of the assessee's movable and

immovable properties.

(8) Assistant Commissioner of Taxes : This authority is also appointed |
NBR and performs the duties assigned to him by another authority Lmdui whom he is
appointed. Generally he works under the DCT und performs the functions ass]ﬂnml to him.
So, he normally performs the functions relating to the assessment of tax.

(9) Extra Assistant Commissioner the areappoused by NBR. of Taxes
This authority performs the functions assigned to him under whom he is appointed. s
responsibilities arc generally similar to those off Assistant Commissioner of Taxes.

(10) Inspector of Taxes : They are ;lppuinlcd douted by DCTs. The function of
this authority is to assist the DCT to prevent tax evasion and to search for new source of
assessable income. So, his main func“om are as follows :

(i)  Examination of assessee’s books ol accounts.

(i)  Outdoor inspection of and survey in order Lo find new assessee.

(iii) Recovery of outstanding demand from defaulter assessce.

(iv) Enquires regarding the new sources of income of the existing asscssee
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6.5: Judicial Authorities

To ensure Justice for the assessees, the Judicial Authorities have been created in
Income Tax Ordinance, 1984. If the assessee is not satisfied with the decision of the
adminsitrative authority, he can approach to the appropriate Judicial Amhouty Now a chart
of the Judicial Authority is given below :

Judicial Authority
Appellate Tribunal
(1)

:

Appellate Joint Commissioner of Taxes

(2)

+

Appellate Additional Commissioner of Taxes
(3)

l——Cmmnis:sioncr of Taxes (Appeal)

Now the status, power and functions of the Judicial Authorities are described below
in ascending order :

(1) Commissioner of Taxes (Appeal) : He is entitled to perform the ‘re-
examination function for judicial pur po»e and other assigned dutics. This judicial authonty
was created by FA, 1990.

(2) Appellate Additional Commissioner of Taxes : This judicfal authority is
appointed by NBR and performs the judicial functions assigned by the Board. It is
important to be mentioned here that NBR can not either give any order or interfere in any
judicial matter to this authority. This authority was created by the FA, 1986. '



1)
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(3) Appellate Joint Commissioner of Taxes : This authority is appointed by
VBR and a direct subordinate staff to NBR. This authority performs judicial functions
issigned to this authority. Although NBR is entitled to give advice and directives for
serforming duties efficiently, but it can not give any order or directives interfering the
udicial matters of this authority. The specific functions of this authority are :

(1)
(i1)
(iii)
(iv)

)
(vi)

(vii)
(vili)

(1x)
(X)

To hear any appeal made by the assessee against the amount of tax determined

by the DCT.
To accept, reject or revise the assessment made by DCT.
To hear any appeal against Additional Commissioner of Taxes (Inspection).

To direct Commissioner or Deputy Commissioner of Taxes to investigate any
matter. y

To impose penalty for concealnent of income. a

To direct the assessee for submission of necessary information and documents
to conduct any investigation.

To direct the administrative income tax authority to register a partnership firm if
the latter is not given registration without any valid ground.

To inspect the register of shareholders and debenturcholders of the company.
To direct the appropriate authority to rcturn the excess tux paid by the assessec.

To adjust the excess tax paid earlier by the assessee with the tax payabie
currently.

4. Appellau% Tribunal : It is a judicial body appuointed by the Government. It is
onstituted under Sec. 11 of the I. T. Ordinance. The aspects relevant to composition,
jualification of members, functioning of Appellate Tribunal are stated below under relevant
eads :

Formation or Constitution : It is a committee of Judges and Experts for settling
the judicial matters relating to income tax and it consists of not more thar 10 members
out of whom one member is appointed as President.

Qualifications of Member : To be a member of Appellate Tribunal a person
should be one of the following categories :

(1)

(i1)

(iii)

a person who is a Commissioner of Tuxes; or

a person who has practised professionally for a period of not less than eight
years as a Chartered Accountant or Cost and Management Accountant; or

a person who has practised professionally for a period of not less than twenty
years as an income tax practitioners within the meaning of Sec. 174 (2) (f); or
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(iv) an advocate who has practised professionally in any taxes office for a period of
not less than ten years. ’
In addition, now member of the Taxes Appellate Tribunal can be a person, il-
(i)  he was a member of the Board; or
(ii) he was a Commissioner of Taxes; or
(iii) he is a professional legislative expert having not less than eight years experience
in the process of drafting and making financial and tax laws.
(3) Functioning : The Tribunal may be divided into benches by the President of
the Tribunal to excreise and discharge the powers and functions of the Tribunal.
A bench shall be so constituted that it has not less than two members. The decision of
a beneh in any case or on any point shall be given in accordance with the opinion of the
majority of its members. But if the members are equally divided, they refer the point to the
plu}du]l who muy refer the case to other members of the Tribunal including those who

h we heard it first, However, if there are only two members of Tribunal, the Goxemmcm
may appoint an additional member for the purpose of hearing the case.

(4) Exercise of Power : The powers and functions of the Appellate Tribunal shall
be exercised by any one of the members, or by two or more members Jointly or scverally.
(5) Settlement of Appeal : The settlement of appeal is made by the Appellate
Tribunal for the appeals made under the following conditions
(i) The assessee paid the tax as per income tax return submitted by him under See.
74. The Tribunal will inform the assessee, the order regarding the appeal within
15 days. If no decision is given by the Tribunal within 6 month of the appeal. it
will be deemed that appeal is granted.

in lact the Tribunal is the final fact-finding authority. The Tribunal's decision on the
question of law is subject to reference to the High Court Division of the Supreme Court.
At present six benches of the Tribunal are working throughout the country. They are :
Dhaka bench 1. 2, 3 and 4, Chittagong bench and Khulna bench. Té perform the
admi nistrative functions of the benches, there are one Registrar, six Assistant and other
Stafls. The organisation structure of the Tribunal is shown below

i
\
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Appellate Tribunal ,
I Registrar

& Il I
[ Dhuka Range |

Chittagong Bench Khulna Bench

i I
LI ﬁl | l 2] L 3] q | | Assistant Assistant
B:ric.h— 1 BeTLh-,_ Bmi:hz Bcnfh-fl Registrar Registrar
Assistant Assistant Assistant Assistant : !
Registrar | | Registrar | | Registrar | | Registrar Staff Staff
3 )
Staff Staff Staff Staff

6.6: Role of Higher Courts (Civil) in Income Tax Cases

Higher civil courts are not directly related to the income-tax cases because thay arc not
a part of judicial authority. But they.-can play an indirect role to settle income-tax cases by
giving explanation of law to any point referred to them. So it is clear that the decision of the
Tribunal is final regarding any income tax case.

However, the Tribunal either voluntarily or against an appeal of the assessee, may
refer any point ol law for explanation to the higher civil courts like High Court and
Supreme Court. On the basis of the explanation, it is the Tribunal which cary give final
verdicl on a tax case. So the decision of the Tribunal can not be challanged. But the power
of higher courts is limited to the giving of explanation to a point of law referred to them but
they are not empowered to give Judgement on the basis of the given explanation. Under the
following circumstances and subject to the rules prescribed, a point of law can be referred
to higher courts for explanation :

(a)  Commissioner of Taxes or an assessee under Sec. 159 can refer a point of law for
"~ explanation to higher courts within 90 days of the decision given by Appellate

Tribunal. Application is to be made in prescribed form by giving a fees of Tk. 2000.
(b)  The application is to be made in triplicate along with the following documents :

(1)  Threc certified copies of the decision of Appellate Tribunal on a point of law on

which explanation is required.

(it)  Copies of decision given by DCT, Inspecting Joint Commissioner or Appellate

Commissioner of Taxes on the matters referred to the courts.

(iii) Other relevant documents.
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(iv) The delendent is to submit its arguments with in 7 days (o ti. higher courts.

(v)  The court shall fix a date of hearing and give explanation (o ti.e point on the
basis of which Tribunal will takc next step.

- ( Q"L-léStIOnS [

Who are the Income Tax Authorities? Discuss their powers and functions. Cun a Civil
Court deal with income tax cases? [C. U. BBA, 1991]
Who are the Income Tax Authorities? Discuss the position and functions of DCT in
[ncome tax department. Can a civil Court try an Income tax case?
[D. U. B. Com. 1985, 82, 92, 94, N. U. B. Con. (H) 98]
(@) Who are the Judicial authorities under Incorne Tax Ordinance?
(b) State the compeosition and functions of Appellate Tribunal.  [D. U. B. Com. 91]
Discuss the formation, functions and powers of NBR.
Ca :Discuss the procedure of filing an appeal to the Appellate Joint Commissioner of
E :a.\'crn'.
(h) How the Appellate Tribunal is formed and what is its function?
‘ [D. U. B. Com. 1986 89]
(a) How the Appellate Tribunal is formed under Income-tax Ordinance ; 19847
tb) Onwhich ground and how appeal may be ude to Appellate T ilbm 1?
[D. U. B. Con 87; N. UL B. Com, (ID 97]
(2} Who are the Income 7:ax Authorities?

() Under what circumstances can an asscssee appeal agalnst the assessment made by
the DCT?
(v) Can Civil Courts deal with Income Tax Cases? [D-U. B. Com. 1988]

v Present the organization structure of Income Tax Authorities.
(b) Enumerate the powers and duties of Cemmissioner of Taxes.

(¢) How Taxes Appellate Tribunal is formed? [D. U. B. Com. 92]
(a) What role you think the DCTs play in the administration of Income Tax Laws in
. Bangladesh?

(h) Under what circumstances can an assessee move to seek relicel against the
assessment made by the Deputy Commissioner of Taxes? [N, U. B. Com. (H), 95]
Who are the tax authorities? Discuss the functions of DCT. State the around on which
appeal can be filed to Appellate Tribunal. [N. U. B. Com. (H.) 2000]
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7.1+ introduction
7.2 . What is meant by Assessment Year?
7.3 : What is meant by 'income Year'?

How to Change the Income Year?
Importance of Income Year and Assessment Year
Procedure for Determining Income an d Assessment year

=

- 1liustration
8§ : Tax Rates
Questions
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7.1: Introdaction

One ol the impotant features of income tax law is that income of an assess 2
sarticuar yoar s e sy oupply g b vales and rawes of a cucceeding veu u.un":,i'f;-_f;
ter the year of income. Some 1nnh_~ e rules of tax are changed in the Pinance v'u~-
hus the tix liability of an arsessee also changes even with or without any change &

income. This b ..1[)’)(.[1‘\ mmnl\ for changes in tax rates and other related provisions. f-"w i
very essential to know e tules re lating to the determination of income year and wsse st
vear as per the Ordinance and the rate or rates of 1ax applicable for different L_‘;.1 S
1ssessees Tor different assessment year. This chapter will deal with the aspects of ince

Year and Assessment Ye 5(\ &
gt & \/_/
5?7.’?' What is meant by Assessment Year?

it o

The year in which the lax is paid is called the "Assessment Year” or ey |
According to Section 2 9 of T'T Ordinance, 1984, ﬂ\\L\"slTlLlH year means that j ~.1 i
twelve months commencing on the first day of July every year. So it is the year in which

the assessiients are made [u the income of the assessee of the income year.

Excepiions: There are some exceptions to the above rule. The assessment yewi 1)
also be any sich periad, which may be deemed under the provisions of the Ordinance @
the assessnient year in respect of any income for any period. The following are the cases
\vhcrfht)h Jssesament and the income years become the same

Discontimued business or profession [Sections 89 and 19 (6)]

() Persons fcaving Bangiadesh for good (Jec. 91)

&
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T¢) / Non-restdent persons carrying on occassional shipping busin. < (S, 102)

R . 1
vl S 1ane:

'E“z; yearof the i

Non-resident persons carrying on air transport business (Sec. 0% A)

ant by 'Income Year'?ve—

imcome for which tax is levied is called 'income vear'. L the Juome

wtof 1922, it was called the previous year.

i AT R

cesee and ¢

ute which ar

_Ugg._,}-g;u.wm‘alcngng on _lst .luly ex«my yt:m) nnnmeta'l; i_nLLCle" 1he

ather accounting period (not exceeding twelve months) as adopted
‘ing within the said financial year. But there are some exceptiens 'o

¢ as follows : I

S st income
don to the
Lok o Aty other ¢

woepes The Liex
pure of Licam
pivsidered a8 the

B il
ionda.

vear will be the period from the date of setting up of business or
end of the financial yuu}m which the business or profession is set
accounting period net eacecding twelve months as adopted by the
tmeome years will be determined accordingly.

< inoa firm ¢ In this case, the income yeaer ¢f the firm will be
income year of the puartners in respect of their shwre of income in the

R T Sf:-l.u‘ces' of I'icnnw ! An assessee may have different conrces of

T ERRRy 3

crd areor

W E

W B IR
Uetan dsincthiatety
wessabie i that
Tave tg Ui

Chio ancodne yedu

the 2CT who may g
the ehange. For the purpose of change in income ycear, applicaiion should be made to the

Yely inehing yaar fareach < ke of lacome-nay e Jiierent.

el samng source may have dilieient cucotne vear. Hoseewer, o

frecme eamed during the income yows falling within the financicl
v preceeding the assessment year will he considered as income
particulai assessiment year.

nge the Income Year?
once ndopted or deternnned can be changed oniy with the consent of
ose such terms and cenditions as he may think [it while approv Ei;;:

a
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(b)

(c)
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Determination of Tax Burden : The tax liability of an assessce is determined al
the rate or rates prescribed in the Finance Act in force [or the assessment year. The
income year of an assessee will determine its corrosponding assessment year. So the
tax burden of an assessee depends on the determination of income year.

Filing of Tax Rerurn : The date for filing of return of an assessee is fixed on the
basis of his income year. Thus determination of income year is important.

(2) Determination of Assessment Year:

Further it is also important to determine the assessment year correctly for the

following reasons:

(a)

(b)

(c)

Exemptions: The provisions for exemptions and rebates of assessment ycar are
applied on the computation of total income and tax credit income. So, determiination
of assessment vear is vital,

Tax Burden: Assessment year also has an important bearing on the tax liability of
the assessce because the tax rates of assessment year 1s applied to caleulate the tax
burden of aa assessee. :

Different 7ax Rates: Different income years and consequently different
assessment years may be determined for different sources of income of an assesseu i
the accounting year of these sources of income are different. As the tax riges for
different assessment years are not similar, the tax burden is also bound tw b
different. So :tetermination of assessment year is important in the determination of .«
liability.

7.6: Procedure for Determining Income and Assessment Year

The rules for determining income year and assessment year of a running business anid

newly established business are different. For a running business, the rale is that the
'Financial Year' in which the accounting year of a business closes is the income year of thi
business.

'‘Balance' approach :

For determining income year, for practical purpose, students may follow this
Book closing months

1,2,3,4,5&6|7.8.9 10,11 & 12

If accounts are closed in January to June the left hand side will weigh much and

income year will go backward. For example i accounts are closed on 30-4-2004, 1s
income year will bz 2003-2004 and assessment year will be 2004-2005. On the other hand
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il accounts are closed in months July to December. right hand side will wergh much and
income vear will go forward. For example. if account is closed on 315t October, 2003 (31-
10-2003), its income year will go forward and it will be 2003-2004: correspondingly its
assesnent year will be 2004-2003.

Following exanples will make the point clear :

Z/’%Iustmtinn

Example-1: From the follewing closing dates ol accounts of business of a person.
determine the income year and assessment year. '
{a) Ist March 2004 to 29th February, 2005.
(b) IstJanuary 2004 to 31st December, 2004,
(¢c) IstJuly 2004 to 30th June, 2005.
(d) Ist November 2003 to 31st October, 2004,

Selution:
Situations Income vear Assessment year Remarks

() 2004-2005 2005-2006 In casc of situation (a) & (c)

(h) 2004-2005 2003-2006 Accounting vears close within
financial year of 2004-2005,

(C) 2004-2005 2004-2005 So they are the income years for (a)
& (¢) respectively.

() 2004-2005 2005-2006 The same rule applied for situations
(b) and (d).

In the Case of Newly Established Business : In the case of new businessy
the income year is the period from the date of setting up of the business to 30th June nex?
following or at the option of the assessee o his accounting date. The following example

will make this provision clewr :

Exmaple-2:
Date of establishment of the Option of the assessee
business
(i) [-1-2003 Financial year as accounting vear.
(b 15-6-2003 Calendar vear as accounting vear.,
() [4-1-2003 Bengali year as accounting year. It ends on
13th April.




;Solution: -

Situations~ Income year

Assessment year

Comments

- (a) 2002-03

2003-2004

In future, the assessce will use accounting
period starting from Ist Julv to 30th lvr2

(b) 2003-2004

In future, the assessee will use accounting

4 months from
“14-1-20605 1w
- /13-5-04.

2004-2005
(From, 15-6- Lperiod from 1st January !¢ 31st
2003 to 31-12- —t .
2004) = 6 and ecember.
%—months L
(c) . 2003-2004 for; 20C+ —2005 In ‘future, the assessee will use full

Bengall year as hlS accounting year.

7 { Tax Rates

o Tax liability of an assessee is determined at the rate or rates applicable on the total
. income of the assessce. The rate of tax is not uniform for all types of assessees and for avy

: level of income. So it is important to know the rate or rates applicable for different types of

© assessees in different assessment year.
(A) Tax Rate for individual, Hindu Undmded F dm1ly, Firm, Association of persons

or Artificial person created by law.

For the Assessment Year of 2005-2006 and 2006- zi‘{s?
For Assessment years 2005-2006

]

Rate

(i) On the first Tk. 1,00,000

00%

(11) On the next Tk.2,00,000

10%

(iii) On the next Tk. 2,50,000

C15%

(iv) On the next Tk. 3,50,000

20%

(v) On the rest income

25%

For Assessment years 2006-2007

Rate

On Tk. 1,20,000

on next Tk. 2,50.000
on next Tk. 3,00,000
on next Tk. 3,550,000
on the rest

nil

10%
15%
20%
25%

It is to be mentioned that the minimum tax liability of an assessee from the

assessment year 2005-20006 itis Tk.1,500 and for 2006 - 2007 it is Tk. 1.800.
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It is to be noted that for small & cottage

developed areas tax rate rebate will be allowed as follows:

industry situated in less developed or least

Particulars of Conditions

Tax rebat

(1) Production increased by 15-25% over lust vear

3% rebate on tax rate

i1t Production increased over 25% than last vear

105 rebate on wx rate

(B) Company, Local Authority and those assessees on whom tax is imposed at the
maximum rate as per Income Tax Ordinance, 1984 (XXXVIof 1984):

Tax rate of a Company for the Assement year 2005-2006 and 2006-2007
In the Finance Act, 2005, the tax rates for the companies have been changed as

fuilows:

Description of the company

(v Aill Publicly Traded Co. (except banks,
insurance, leasing and other investing co.)

(2} Not Publicly Traded Co. (except banks,
insurance, leasing and other investing co.)

(2) Banks, Insurance leasing and other investment
COnpanies

Tux Rate Tax Rate
2005-2006 Z2006-2007
30%% of total 30
income
37.5% of total Lyex
mncome
459 of total 43
ncome

Here it is w0 be noted that it a publicly traded company declares dividend moie than
047 thien it will cet tax rate rebate @ 10%. Further, if publicly traded companv Aeclures
Adividend less than 10% it wiil be faxed @ 37.5%. For 2006 - 2007 instead o1 37.5%. it

will bcrlO%.

The Finance Act, 2005 also provides that-

(i) Dividend income (Excluding income not chargeable to dividend distribution tax

S0P saes

1¥o-r, 53EC.

under 11 ord. 16D) 15%:.

(ii) Non-resident foreign persons or Association except companies 25%.

The definit:on of publicly traded company has been changed as follows: Publicly
traded company will mean a company which is registered under the companies Act 1913 or
company registcred under the companies Act, 1994 and that such company's share is

T

Tax on Excess Profit of Banks :

recistered in stock exchange for the financial year of which taxes going 10 be chaged.

Banks are required to pay an additional tax of 15% on the profit which is more than
30% of the totai of capital and reserve. This rule has been introduced by insertion of a
provision as Sec. 16 ¢ in the Ordinance. This rule is applicable from the assessment ycar

20:02-2003.
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Tax Rate Reduced in 2004 through SRO: In the following cases tax raic have
been reduced:

(1) SRO-218 dated 13-07-2004: Tax rate reduced to 15% on income arising
from manufacture of jute goods.

(2) SRO-219 dated 13-07-2004: Tax rate reduced to 15% from 20% on income
relevant to production of thread. dying, tinishing etc. of cotton textile.

(3) SRO-220 dated 13-07-2004: Tax ratc reduced to 10% on tncome arising
from transfer of shares of private Ltd. Company.

| 4 s |
" Questions |
. Define Income Year and Assessment Year, State the importance of them in tax
dasessmeit. [N U 1995
s L r ., . W, N
2. () What is meant by Income Year? State the rules for determining Income Year.
(b) Discuss the importance of Assessment Year for assessment of tax.
[C. U. B.B.A 1995]
3. From the following information find out Income Year and Assessment Year :
(1) Accounting period of business is 30-6-2005.
(b) Accounting period of business is 31-12-2005
(¢) Accounting period range from 1 7-2004 1o 30-6-2005.
(d) A business established on 1-9-2003 likes to adopt calendar year as income yeai.
() A business was established on 1-3-04 and has been adopting 12 mics i s
accounting period. The business has been dissolved on 10-9-2005.
4. Discuss the rules relating to the corporate taxation for the assessment ycar 2003-

2006

5. Point oul the lax rates prevailing now on the income of ap individus!
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Tax Assessment and Collection

Chapter Synopsis/Contents:
8.1 : Introduction
8.2 : Assessment Procedure
8.3 Provisions Relevant to Submission of Tax Return
8.4 : Filing of Statement of Assets and Liabilities
8.5 : Different Types of Assessment
8.6 : Re-assessment in Case of Escaping Income [Sec. 93]
8.7 : Time-Limit for Completing Assessment [Sec. 94 (1)]
8.8 : Rules for Payment and Collection of Taxes [Sec. 134-143]
8.9 : Tax Deducted at Sources (Sec. 48-63)
8.10 : Advance Payment of Tax [Sec. 64 and 65]
8.11 : Refund of Tax
Questions

.

8.1: Introduction

Tax assessment and collection are two important functions of tax authorities. Clarity
and simplicity of tax assessment procedure and efficiency of tax collection ensure better
performance of tax authority. Indirectly it can be said that sound assessment procedure and
collection policy generate sufficient tax revenue for the Government. In this chapter
different provisions of tax assessment and their collection have been elaborately discussed.

8.2: Assessment Procedure

The term 'assessment’ is used to mean the determination of the amount of—

(1)  total income of an assessee,

(i1) total tax payable by an assessee,

(1) tax collection; and

(iv) refund due to him.

So the term embraces both tax determination and collection procedure followed by the
assessor. It is a continuous process starting from the assessment and ends with the
collection of tax. The steps of assessment are: (i) Submission of tax return, (ii)
determination of tax liability; (iii) Collection/payment of tax and (iv) refund, if any. This
assessment procedure is shown by the following chart :
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(D
[ Submission of Tax Return

!
Voluntary Submission Submission of Tax
of Tax Return Return by Notice
(3) ' (2)
Payment/Collection of Tax Determination of Tax Liability
' |
! ! i ¢ ! 1! ! |2
Reafar With Refurd Regilar| | Condtiondl/| | Ut | | Self-ase
At ety of Tax Pronision ESRILD

—

The varicus steps of assessment are now discussed below :

Submission of Return '

The [irst step in assessment is the submission of tax return. Deputy Commissioner of

Taxes will determine tax as per Income Tax Ordinance, under the following situations

(i) When the assessee submits the tax return voluntarily:

(i) When the assessce submits the tax return in response to the notice issued by DCT o
this purpose.

(iii) When the assessee fails to submit tax-return in response to the notice issucd by DCT
for this purpose, the latter can determine tax liability by his own initiative. Thus.
infact, no assessment can be made unless any of the aforesaid conditions is fulfilled.
In other words, no assessment can be mads on a person who fails to make a return
voluntarily or on whoin no notice has been served by the Income Tax Officer. (. L,
T. vs. Express Newspapers Ltd.) Where, however, a person fails 1o make a return in
response to a notice served on him a "best judgement assessment” may be made by

the DCT on the ground of defaultin filing a return.

Now the provisions relevant the submission of tax-return are cried.
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8.3: Provisions Relevant to Submission of Tax Return
A Tax Return is an statement of income, carned by an assessee in income-year from

his different sources of income. submitted o the Deputy Commissioner of Taxes for

assessment purpose. The provisions in this regard are stated in Section-75 which includes
the following points :

A)  Who should file the Return [Scc. 75 (1)]

The following person should file the tax-return.

(i) Any person whese income has exceeded the minimum taxable limit (at present TK.
1,00.000) in the income year. From the asserment year, it has been raised to Tk.
1,20,000.

(i)  Any person who hus been assessed (o tax for any one of the three years immediately
preceeding that income year. '

(ifi) Any person who acts as the respresentative of the assessee in his absence: and

(iv) Any person on whom notice has been served by the Income-tax authority to submit
tax-return. '

(v) Besides the above persons, filing of return is also compulsory in the case of the
persons who resides within the limits of a City Corporation or of a Pourashava of a
divisiona! head gquarters or district headquarters but do not fall in the above category
but any ol the following conditions prevail in their cases at any time during the
relevant income year

(1) Owning a building which consists of more than one storey and the plinth
arca of which exceeds 1600 square feel:
(h)  Owning & motor cur:
(c) Subscribing a telephone: or
{ (d) Owning a membership of a club registered under VAT laws.

(vi) Optional Filing of Return : Any non-resident Bangladeshi may file his
return of income along with bank draft equivalent to tax liability (determined on the basis of
this return). A Bangladeshi Mission nearest to the assessee will issue a receipt of such
return with official seal and send the return to the NBR.

Such returns are to be submitted in prescribed form and duly verified and signed by
the authorised person. To test the authenticity of the income and expenses of the assessee,
relevant documents are to be submitted, The partnership firms and companies having paid
up capital above Tk. 10 lTakhs. should submit accounts statements audited by Chartered
Accountants. _

(vii) Certificate in place of return : In case of an assessee. having taxable
income under the head "Salary” or other head from which full amount of tax payable has
been deducted at source, such person may subniit a certificate instead of filing a return. -
Such certificate is called 'Certificate in piace of return'. Such certificate is to be submitted in
prescribed form accompanied by a statement of assets and and liabilitics where applicable
under Sec. 75 (d) and Scc. 80. S

12
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B) Time for Filing the Return : Different assessees are required to file tax returns at
different times. Now the time schedule for submission of return with other provisions
is elaborated below :

(1) Individual assessee : He is to file return within 30th day of September next
following the income year.

The return is to be verified and signed by the assessee himself. But when the assessee
is absent from Bangladesh, it is to be signed and verified by some person duly authorised
by him. If the assessee is mentally incapacited from attending to-his affairs, the guardian or
any other person competent to act on his behalf will sign and verify the return.

(2) Hindu Undivided IFamily : It is to submit return within 30th day of
September next following the imcome year.

Such return is to be submitted by the 'Karta' (guardian) of the family duly verified
and signed by him. If he is absent from Bangladesh or is mentally incapacitated from
attending to his affairs, any other adult member of the family is to verify and sign the return
before submission.

(3) Company : A company is to submit the return within 15th day of July next
following the income year or before expiry of six months from the end of the income vear
which is later. It is to be mentioned here that in the Finai;ce Act, 2001, submission of
return for the company is made compulsory whether its income is taxable or not. But
companies established in EPZ areas are not required to submit retutn during the period for
which they are enjoying exemption from taxes under SRO No 289-L/89 dated 17-8-89.

The companics are required to submit audited accounts alongwith the tax return. For a
company, the return is to be verified and signed by the principal officer.

(4) Firm : A firm is to file the return within 30th day of September next following
the income year such return is to be verified and signed by any partner (not being
partner).

(5) Local Authority : A local authority is to file return within 30th day of
September next following the income year. This return is to be signed and verified by the
principal officer.

(6) Association of Persons : It is to submit the return within 30th = of
September next following the income year. Any member of iiie associauon or the principal
officer of the association 1s to verify and sign the return.

(7) Any Other Person’: Any other assessee not falling with in the above category
is to submit it within 30th day of September next following the income year. Such return is
to be verified and signed by the person himself or by any person competent to act on his
behalf.

C) Belated or Revised Return of Income :

If any person fails to furnish a return within specified time, or having so furnished
discovers any omission or error in the return, he may furnish a return or a revised return,
as the case may be, at any time before the assessment is made. If the assessee submits a
false return knowing it to be false, he can not revise the return (C. I. T. Vs. Badri Das
Ramrai). The offence of filing a deliberately false return is not condoned by the filing of a
revised return and a penalty may be imposed in respect of the previous false return not with
. standing the filing of a revised return. (C. I. T. vs. Aruna Chalam Chettiar).
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D) Extension of Time :

Under Sec. 77, DCT can direct an assessee to submit return by issuing notice to him
if he fails to submit the same in time. In such a situation, the assessee 1s given at lcast 21
days or as per provision of Finance Act for the submission of return from the date of
issuance of the notice.

Under Sec. 75 (3), DCT can extend the time for submission of return to a company if
it makes an apeal for such extension. This period of extension can be extended further for 3
months subject to the approval of respective Inspecting Joint Commissioner / Additional
Commissioner of Taxes.

8.4.1: Filing of Statement of Assets and Liabilities

An individual who is required to file return should also file, a statement of assets and
liabilities shall be filed along with the return of income. The statement shall be in the
prescribed form and duly verified by the assessee. This rules also applies in the case of
filing of certificate in place of return under Sec. 76 and filing of return in response to notice
U/S 77. For both regular and self-assessment, this requirement 1s equally applicable.

8.4.2: Filing of life style statement

According to Finance Act 2004 on assessee along with his tax return shall z’<o file a
statement in the prescribed form as to the life style. This is also compulsory for zssessees
filing tax return under "self assessment scheme”

8.5: Different Types of Assessment

Determination of tax based on return may take various forms under various
circumstances. Chart below shows such different types of assessment which is rollowed
by descriptions of different forms of assessment :

¢ Forms of
Assessment
Regular Provisional Emergency Sl
Assessment Assessment Assessment Assessment

On the basis On the basis of Ex-parte or Srot

of return tiled evidence produced Best Judgement Assessment

NBR Directed
Assessment
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sLp Bepplay

ssessmient :

This types of assessment may be ol four kinds. They are:

(a) On the basis of return filed : When an assessee submits his return of

income and the DCT is satisficd that the return is correct and complete, he assesses the total
income and the amount of tax payable by the assessce on the basis of information available
in the return without requiring the presence of the assessee and broduc[i(:n of evidences,

The assessment orders under such cases should be communicated o the assessee
within 30 days next following. '

[n the following cases, DCT is required to accept the return as correet

if the returns filed is accompanied by a certified copy of the accounts audited by a
Chartered Accountant and if a certificate as to the correctness of the total income of the
assessce 1s to be signed and verified by Chartered Accountant, the return filed by the
following types of companies will be taken as correct by DCT :

(i)  Companies whose more than 50% of shares are owned tiy foreigners.

(ii) Companies which are public limited.

(ii1) Anybody corporate established by or under any law for the time being in force.
~(iv)  Any nationalised Banking, Insurance or other financtal Institutions.

However, NBR or any authority subordinate to the NBR if so authorised, may select
a portion of such returns for the purpose of audit.

(b} On the basis of evidence produced : Where the DCT 15 not satistied with
the correctness and completeness of the return, he should serve a notice of hew ing 1o i
assessce.

On receipt of such notice. the assessee should appear before the DCT on the specified
date and produce before him the the evidences in support of the return. The DCT will
complete the assessment after the final hearing and communicate the decision within 30
days of assessmenl.

In this case, it may further be noted that the NBR may appoint a registered Chartered
Accountant to examine the accounts of a company if it is believed by the NBR that the

“return or the revised return submitted by the company is incorrect or incomplete. On the
basis of the report of the appointed Chartered Accountant. the DCT. after giving an
opportunity to the company to be heard, will make the assessment. Such assessment will
be made within 30 davs of hearing and communicate the order to the assessee within 30
days next.

(c) 'Ex-parte' or 'Best-Judgement Assessment @ I an assessee does not file
return voluntarily or against notice issued, the DCT on his own accord take mitiative to
assess the tax. This assessment 1s based on judgement of the DCT. At the time of linalising
such assessment, the DCT should be guided by justice and concepts of equity and good
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conscience. Under the following circumstances, the DCT can apply the system of best

Judgement assessment :

(i)  If the assessee fails to file return as required under Sec. 77 or revised return as
required under Sec. 78 before the assessment.

(i) If the assessce fails to apear before the DCT and submit evidence in support to his
return as required in the provisions of Scc. 79.

(iii) If the asssess fails to produce evidence in support to his return within specified date
mentioned in the notice issued under Sec. 79.

(iv) If the assessee fails to submit the statement of assets in his own name, in the name of
his wife and minor child as required by a notice issued under Sec. 80.

It is to be mentioned here that misuse of 'Best Judgement’ power by the DCT, in the
consideration of NBR, will be treated as professional misconduct. Inclusion of such
provision in the Ordinance will have an influencing effect on the DCTs to be rational and
unbiased in exercising their power. \

(d) Assessment on the basis of Directive of NBR [Sec. 82 (B)]

The Deputy Commissioner of Taxes shall assess the total income of such class of
assessees us the NBR may direct, from time to time, on the basis of the returns filed by
such assessees and determire the tax payable. Such directed assessment is made by
following the provisions of Sections 83 and 84.

(2) Provisional Assessment :

Under Sec. 81, Deputy Commissioner of Taxes, if he thinks it necessary. is
empowered, before progccding to make a regular assessment. 1o make a provisional
assessment on the basts of the return and the accounts and documents, if any,
accompanying it. If the assessee fails to file the return of income. such assessment can be
made on the basis of lust completed assessment—provisional or final. Deputy Commissioner
of Taxes can proceed to make assessment under this section after the 1st day of July of the
year for which assessment is to be made whether any return is filed or not. Provisional
assessment is merely a provisional and does not affect the regular assessment to be made in
due course. There is no right of appeal against a provisional assessment and the amount of
tux determined by a provisional assessient must be paid within the times specified in the
notice of demand. If the assessee fails 1o pay the tax in time. he will be liable for a penalty
which may be as great as the amount of tax due from him. Any amount paid or deemed to
have been paid towards the provisional assessment is deemed to have been paid towards
the regular assessment. The assessee will be given credit for this in regular assessment and
il any excess amount is paid: it will be refunded to him.
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(3) Emergency Assessment :

General rule of assessment is that income of a year is assessed in the subscquent year
known as the assessment year. But there may arise some situations when it is not possible
to follow this system of assessment. In such situations, assessment of a person is made in
the year of income. This type of assessment is called the emergency assessment. Now the
situations when emergency assessments can be made are explained below :

(a) Discontinued Business (Sec. 89)

If an assessee discontinue a business or profession in a year, he is to inform it to the
DCT by a notice within 15 days of such discontinuation. With such notice of
discontinuation. a return of income covering the period between the end of the previous
income year and the date of discontinuance should be filed. The DCT will make assessment
of both the completed income year, if the assessment of the same is pending, and of the
broken period.

(b) Persons Leaving the Country for good (Sec. 91)

When it appears to the DCT that an assessee will leave Bangladesh during the
financial year and there is no possibility of his return in the next assessment year, he may
take steps to assess the tax liability of the person seems (0 be leaving the country on
emergency basis. For such an action, a notice explaining the intention of the DCT is to be
given to the assessee at least 7 days before the assessment requiring him to submit return of
his return of income to the date of assessment. The assessment would be made as per the
rules stated :

(a) in respect of each completed income year at the rates applicables for the relevant

assessment year; and

(b) in respect of the broken period, at the rate as in force during the financial year.

(¢) Income of a Deceased Person (Sec. 92)

Where a person dies, his income upto the date of his death will be assessed by the
DCT in the year of death. Here the legal representative of the deceased will be deemed to be
the assessee and the legal representative will be liabne o pay ior any tax due rom we
deceased. However, the liability of the legal representative of the deceased shall be limited
to the extent the estate of the deceased is capable of meeting the liability.

(d) Income of Non-resident :

Income of non-resident person carrying on occasional shipping business in
Bangladesh is assessed for tax purpose from the date of his arrival to the date of departure.
Such assessment is made on submission of income return by the assessee. A port clearance
will not be granted to the ship to which the assessee belongs untill the Collector of Customs
is satisfied that the tax as determined has been duly paid. (Sec. 102)
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(4) Spot Assessment [Sec. 82 (B) and Rule 38]

This type of assessment was introduced by adding Sec. §2 (B) in the Income Tax
Ordinance by the FA, 1999. According to this type of assessment, the DCT is empowered
to impose tax on an assessee who carries on any business or profession in any shopping
centre or commercial market but who has not been assessed to tax previously. A company
can not be assessed by this system. The DCT may determine the tax payable by the
assessee in such manner and at such rate as may be prescribed. For such type of
assessment, DCT is required to get a 'return’ filled and signed by the assessce (Return
Form-B). DCT will supply this return to the assessee.

The rate of taxes in the case of spot assessment for the year 2002-3 are as under and
shall be applicable for two years.

Types of Assessee Rate of Tax per
annum (Taka)
(a) Assessee carrying on business within the limits of any City
Corporation :
(i) If the initial capital of the business does not exceed Tk. 5,00,000. 2,500
(i) If the initial capital of the business cxceeds Tk. 5,00,000 but 3,500
does not exceed Tk. 1000000. ]
(hy  Assessee carrying on business within the limits of any Pourasava
of any Divisional Head Quarter or District Head Quarter :
(i) Where the initial capital does not exceeds Tk. 5 lakh. 1,500
(i1) Where the initial capitai exceeds Tk. 5 lakhs but does not 2,500
| exceed Tk. 10 lakh. i
(c) Assessec being a lawer or a doctor carrying on profession for a
period exceeding 6 years but not exceeding 10 years :
(i) Whert profession is carried on within the limits of any City 2,500
Corporation.
(ii) Where profession is carried on in any other arca. . 1,000

(Note : Regular assessment system will be followed for these assessees carrying on
profession for more than 10 ycars.)

However, it is to be mentioned here that an assessee who claims adjustment of tax
deducted or collected at source or having a wholesale business or having Initial Capital
exceeding Tk. 10,00,000 will not be eligible for spot assessment.

(5) Self-Assessment SLC 83A and Rule 38]

The regular assessment system involves fllmcr of a return of income by the assessec
along with relevant documents to the DCT for the determination of total income and tax
liability. He is also required to issue a demand notice for payment of tax. As this system is
cumbersome, some categeries of assessees under certain conditions are allowed to make
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heir assessment by themselves. So. the assessment made by the assessee himself is called

'Self-assessment’.

The DCT shall receive such return by himself or caused to be received by any other
official authorised by him. The NBR or any other subordinate authority to the NBR may
sclect any return submitted to the DCT for scrutiny. The DCT may proceed to make uny
audit of those returns if the return is selected for audit.

The provision with regard to self-ussessment as per Rule. 38 are as follows :

(a) Person eligible to file returns under self’ assessment :

Every person other than the following are eiigible to lile the return under sclt

assessment seheme :

(i) A Limited Company registered under thé Companies Act. 1913 and 1994

(i) A partnership firm which has applied for registration but yet to get 112

(1ii) Any coniractor or indentor: and

(iv) A director holding shares exceeding 10% of the paid up capital of a Limited

Company.

(h} Conditions for inctusion under the Scheme :

Those who fulfil the following conditions can come under the orbit of the scheme :

(v The portion of salary income ol the assessee should be at Jeast 8% ol the 1ot
inconie,

s For pew assessee. the total income shown in the return under this scheme must be
aere than the income on which the assessee has been last assessed, For this purpese,
the last assessed ncome of the assesses shoukd be ascertained excluding capital Lain.
it there 1s eny.

i A person having income from old business and profession can submit return upso
ihis scheme if he payvs minimum tax of Tk. 1.200.

(iv) The return is duly verified by the assessee to be correct and complet= in all raspects.

(¢) Conditions for seif assessment of Private Limited Companies (Scc. 55

AA):

A Private Limited Company may also file return under this scheme if the following
conditions are satisfied :

(i) The return shows at leust 5% more income than the income last assessed: and

The minimam tax Hability ascertained will be Tk, 50.000 or 10% more than the last

vear's tan - whichever is igher.

i '

Fhe DCT will accept the agdited income statement of the Company as the basis for

i

ferermining tax Tubility, To et the sell=assessment facility, the assessee should pay the tin

AL

sssessed along with tux return or before submission of the return.
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, d) Other Conditions relevant to self assessment :

By repealing the old conditions, the Finance Act, 2002 sets the following conditions

under Income Tax Rules 38 as requirement for self-assessment :

i) Return must be submitted as per date fixed in section 75 of I. T. Ordinance,

ii)  Income cannot be shown below taxable limit or that which was shown in the last
assessment,

iii) Refund, gift taken or given cannot be shown in the return,

iv) Tax exempted income cannot be shown in the return,

v)  For individual assessee, wealth statement be submitted along with the return,

vi) For business which keeps books of accounts must submit Profit and Loss
Account/Income Statement and Balancesheet with the return,

vii) Those who donot maintain such books, must submit a statement of income and
expenditure, ‘

viii) Tax must be paid with return or before that,

ix) Those who are in business from 2002-2003 assessment year can show any amount of
opening capital but they must show 15% of capital as profit.

x)  Life style statement in prescribed form must be submitted with tax return.

8.6: Re-assessment in Case of Escaping Income [Sec. 93] S

According to Sec. 93, the DCT can exercise the power of re-assessment under the
foliowing conditions :

(a) If an assessec fails to submit return of income under Sec. 75 or 77

(h) If the assessee wilfully submits a false return of income or conceals any fact: and

(c) If in any year any source of income is cxdludcd fully or partially from assessment or
taxed at a rate lower than the actual rate applicable for that source of income.

For such re-assessment, DCT is to serve a notice on the assessee stating the reason or
reasons behind such intention of re-assessment and he will ascertain the total and taxable
income of the assessee.

For re-assessment of an assessee, prior permission of the Inspecting Joint-
Commissioner of Taxes is required. Such re-assessment can not be made after the 5 years
of normal assessment.

8.7: Time-Limit for Completing Assessment [Sec. 94 (1)]

No order of assessment cannot be made-

(i)  after the expiry of 2 years from the end of the assessment year in which the income
was first assessable; or

(iiy after the expiry of 9 months from the end of the mouth in which the return is
submitted. whichever is carlier.
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8.8: Rules for Payment and Collection of Taxes [Sec. 134-143]

Income-tax Ordinance provides the provisions of tax recovery. The provisions are as
[ollows :

(1) Notice of Demand (Sec. 135) : The Deputy Commissioner ol Taxes shall
serve upon the assessee a notice of demand in the prescribed form specifying therein the
sum payable and the time within which, and the manner in which, it is payable together
with a copy of an assessment order. '

(2) Penalty for Default in Payment of Tax [Sec. 137]

The DCT may impose a penalty on an assessee [or his failure to pay tax within the
specified time in the notice of demand. But the amount of penalty should not exceed the
original amount of tax liability..

(3) Certificate for Recovery of Tax [Sec. 138]

The DCT may forward to the Tax Recovery Officer a certificate for recovery of tax. if
the assessee is in default. Such certificate must specify the amount ol arrear tax and it is to
be signed by the DCT.

Such certificate may be forwarded to-

(a) the Tax Recovery Officer within whose jurisdiction the assessce carried on his
business or the Principal place of business or prolession of the assessee; or

(b), the Tax Recovery Officer within whose jurisdiction the assessce resides or any
movable or immovable property of the assessece is situated; ot

‘¢y -the Tax Recovery Officer who has jurisdiction in relation to the assessee & has
determined the tax.

(4) Method of Recovery by Tax Recovery Officer [Sec 1391

Upon receipt of a certificate forwarded to him by DCT for recovery of arrcar tax, the
Tax Recovery Officer may take any of the following modes, namely :

(i) attachment and sale, or sale without attachment, of any movable ¢r immovable
property of the assessee.

(ii) arrest of the assessee and his detention in Prison.

(iii) appointment of a recciver for the management of the movable and immovable
properties of the assessee.

It is to be mentioned here that the Tax Recovery Officer may also recover any interest
payable by the assessee under Sec. 136 and any cost or charge incurred for such recovery
proceeding by following the above modes of recovery. A Tax Recovery Officer may also
forward a certificate of recovery to another officer if the former fails to recover the full
amount of arrear tax and if he belicves that the default assessee has sources of income or
movable or immovable property in the jurisdiction of the later.
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(5) Recovery of Tax through the Collector of District [Sec. 142]
The DCT may forward to the Collector of District a certificate for collection of tax in
which- .
(i) the default assessee resides; or
(i) owns property: or
(iii) carries on business or profession.
(6) Other Modes of Recovery [Sec. 143]
In addition to the above modes of recovery, the DCT may also take the following
steps to recover tax : -
(a) the DCT may require any person by notice in writing to pay the arrear tax to him :
(i) if any amount is due to the person, or if the person holds or controls the receipt or
disposal of the fund of the assessee.
(ii) if he is responsible for payment of salary to the default— assessee.

(7) Deduction of Tax at Source and Advance Tax payment :

In addition to the regular assessment of tax, there are some sources of income from
which tax is deducted by the payer at certain rates before payment to the payce. It is called
deduction of tax at source. Similarly, some assessees having income above certain level are
to pay tax before the end of income year. It is called advance payment of tax.

They are now discussed below :

8.6: Tax Deducted at Sources (Sec. 48-63) (PAYE) S

Any person or organisation employing people having taxable income or pro‘f/idé
services against income subject to tax than such pgrson or organization is required to pay
the amount of salary after deducting tax from the<income of the assessee, This is called
"Tax deducted at sources' or "Pay as you earn”. Under the following situations tax are
deducted at sources :

(1) Deduction from Salary (Sec. 50)

An employer is required to deduct estimated tax that is payable by the employee
(assessee) from his salary before the payment of the same. Such deduction is to be made al
the average rate applicable to the estimated total income of the payee. '

(2) Deduction from Interest on Securities (Sec. 51)

The person responsible for payment which constitutes income of the payee classified
under the head ‘Interest on Securities' shall deduct tax at the rate of 20 percent on the
amount payable. But from the year 2006-2007 it will be deducted @ 10% and charged at
the time of sale and not at the time of maturity of interest. However, the assessee can be |
exempted from such deduction of tax if he can produce a certificate from the DCT that the
total income of the assessee will not exceed 25 percent. The deduction of tax may also be
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rade at a lower rate if DCT issues a certificate to deduct tax at o lesser rate from a particular
assessee.

(3) Deduction from payment to Contractors, ete (Sce. 52)

When any amount is paid to the following persons as advance for the stated purpose,
the payer should deduct tax on the amount so payable at the rate specificd. Deductions are
to be made for the following :

(i) For indenting commission;

(i) For supply of goods; or

(iii) For execution of contract or for services rendered.

The current rates of dednction {rom the above sources are :

Description Rate of Tax
(1) Payment upto Tk. 3,00,000 00%
(i1) Payment above Tk. 3,00,000 but below Tk, 25,00,000 2%
(1i1) Payment above Tk. 25.00,000 3%

(4) Fees for professional or technical services:

D

Tax at source will be deducted @ 5%.

(5) Licence for Brick Field:

Tax @ Tk. 7,500, 10,000 and 15,000 will be collected by D. C of the area at the time
of issuing or renewal of license for one, two & three scction Brick ficld respectively.

(6) Interest on Deposit received by Non Banking, Leasing & House
Vinancing companies:

Such organizations al the time of paying interest to depositors will deduct ta.. @ 10¢%
on interest.

Tax @ 4% on shipping fare will be deducted at source.

(8) Collection of tax from export of knit wear & woven garments:

Tax on export price @ 25% will be deducted.

(9) Collection of Tax from Member of Stock Excliange:

Purchase or sale of Share, Debenture, Mutual Fund, Bond or Securites by member
stock exchange will be subject to advance tax at source @ .015% & will be uicated as final
payment of tax for such transaction.

(10) Collection of tax from persons engaged in Real Estate:

Such person at the time of resgistration will puy tax:

(2) For Building or Appartment @ Tk. 175 per sq. meter.

(b) For land or plot @ 2.5% on registration value.
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(11) Deductions from Importers and Exporters (Sec. 53)

The Collector of Customs shall make collection of tax payable by the importers and
exporters @ 3% as advance payment of tax. The NBR will specify the importers and
exporters from whom collections are to be made.

Any amount coliccted under this section, shall be deemed to be an advance payment
of tax by the importer or exporter concerned and shall be given credit for in the final
assessment of his tax.

(12) Export of Readymade Garments & Knit Wear:

Tax deducted at source for these will be treated as final tax payment from Ist July
2005 to 30th June 2010. The procedure will be as follows:

(a) Such export income as per section 19 or 30 will be exempted from final tax
payment.

(b) Tax rate will be 10% on estimated income.

(¢) Income will be determined as per regular procedure.

(d) Tax return will be submitted to DCT along with documents & if assessee has
other income these will be computed as per section 28 & 29 and tax will be paid there on.

(13) Deduction from Dividend (Sec. 54)

The principal oificer of a Company registered in Bangladesh, shall deduct tax from
dividends payable to the following assessee at the specified rate :
(1) If the shareholder is a Company, at the rate applicable to a Company; and
(it)  If the sharcholder is a person other than a Company, at the maximum rate.

The rate of withholding tax from different types 01’135565568.\; are as given :
Rl

Types of Assessee Rate of withholding
(1)  Non-resident Company _Rate applicable to Co..
(i) Non-resident Person Maximum-25%
(ii1) Resident Company Rate applicable to Co.,
(1v) Resident Person 10%

If dividend is exempted, such deduction will not be applicable for those cases.

(14) Deduction for Transfer of Wealth [Sec. 54 (H)]
Deduction of tax on income from transfer of property accrued after five years of its
acquisition is 10%.

(15) Deduction from Lottery Income (Scc. 55)
Income from this source is subject to deduction of tax at source @ 20% on the
income,
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(16) Deduction from Non-resident Assessce [Sec. 50]
Tax should be deducted at source from the income of any non-resident assessee by
the payer at the time of payment. The rates of such deduction are-
(i) If the non-resident assessce is a Company, tax should be deducted at the rate
applicable on the income of that Company. :

(i) If the non-resident asscssec is not a Company, tax should be deducted at the
maximum rate i. e. 25%. However, il the assessee obtains a certificate from DCT to
deduct tax at a lower rate, tax at source will be deducted at that minimum rate.

(17) Deduction from House Rent :

If the tenent is a Government organisation, Autonomous body, Bank, Insurance or a
Public Ltd. Company, it should deduct tax at the following rates from the rent paid to the
Assessee |

(i) Monthly house rent upto Tk. 15,000 No tax. E
(i) Monthly rent above Tk. 15,000 but below Tk. 35,000 2%
(iii) For the payment of an amount above Tk. 35,000 3%

If the income of the assessee is below the taxable linut, he is entitled to a refund of the |
tax so deducted. '

(18 Deduction from Export of Manpower :

Director of Manpower will grant ficence to the manpower exporter, after deducting
109 of service revenue.

(19) Income of any actor or actress above Tk. 50,000 is subject to deduction of tax

at source @ 5% of the revenue by the payer.

(20) Marketing and distribution fees given by any body corporate for marketing its
products is subject to deduction of tax at source @ 5%.

(21) If any government organization, autonomous body, hanl., public imited co.

BE hi . 1
sells property or gold bv anctien, it i czquired to deduct tax @ 7,% on the’
auction value.

(22) If any indenting commission or shipping charges are paid by Bangladesh Bank
or any scheduled bank to any Air transport company or Shipping Co., the
banks are to deduct tax at source @ 3.5% on the amount paid.

If the collection authority is a Govt. organization, the deducted amount is to be
deposited in the day of collection and Tor other organization within seven days of collection
to the tax authority.

(23) Procceds from open or sealed auction by a Govt., autonomous or Semi-

Government organisation is subject to deduction of tax at source @ 3%.
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(24) The producer of bidi shall collect tax @ 3% on the value of bandrols sold as
advance collection of tax.

(25) The compensation value given by any City Corporation, Pourashova or
Cantonment Board for acquisition of any movable property to any assessce is
subject to deduction of tax @ 6% on compensation value.

(26) The registration authority is required to collect 7.5% of documentary value any
property transferred trom the transferor of property at the time of registration.

(27) Professional and technical service fees is also subject to deduction of tax at
source. General professional fees is subject to 5% and technical service fees is
subject to 10% tax deduction. ; -

(28) General Insurance surveyers income is subject to deduction of tax at source @
5%. ‘ '

(29) Technical Know how & Royalty:

(a) Fees payable to Doctors Working in Hospital under company registered in
Buangladesh, NGOs registered with NGO Bureau & Trust registered under proper Act be
subject to 3% tax deducted at source.

(b) Royalties or fees payable as technical fees by Goverment, Autonomous bodies,
Local Govt, Company, NGO, Bank, Insurance & Co-operative societies be subject to 10%
tax deduction at source.

(30) Tax Exemption for Private Hospital:

SRO 24 of 2005 provides that private hospital established between 1st July 2005 to
30th June 2008 s.uib he exempted from paying tax on its income for 5 years on the
fulfillment of the following conditions:

(a) It will be estahlished under the companes Act. 1913 or 1994.

(b) Tt will be established in its own land.

(c) It will have at least 500 beds if it is general hospital or 50 beds if it is specialized
one like heartor kidney hospital, ' ‘

(d) At least 10% bed will be kept reserved for -poor i. e free.

- 8.10: Advance Payment of Tax [Sec. 64 and 65]

Generally, tax is paid on the income of a year to the subsequent financial year known
as the assessment year. But in some cases, tax is required to be paid by the assessee in the
year of income. This system is called the advance payment of tax.

According to Sce. 64 of the I. T. Ordinance, 1984, tax shall be payable in advance by
an assessee in the income year if the total income of the assessee exceeds Tk. 2,00,000. To
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caleulate the total income for this purpose, the agricultural income and capital gains are (0
be excluded as these sources of income are not subject to advance .
The relevant provisions of advance tax are as follows :

i) Rates of Tax : The rates of taxes that is in force in the financial year shall be the
rates for computing the advance tax. (Sec. 5)

ii) Instalment of Advance Tax : Advance tax shall be payable in four equal
instalments on the fifteenth day of September, December, March and June of financial
year [or which the tax is payable. (Sec. 66)

iii) Estimate of Advance Tax : Total income and tax thereof is to be computed by the
assessée based on estimate of last year's income. However, if an assessec finds that
the tax payable by him as per the latest income year, is more than current financial
year, he may submit revised income statement to the DCT. On the basis of this
revised estimate, his tax liability is re-assessed and the payment of last instalment of
advance tax is adjusted accordingly. (Sec. 67)

iv) Failure to pay Instalment of Advance Tax : If an assessee fails to pay any
instalment of advance tax, he shall be deemed to be an assessee in default in respect
of such instalment. (Sec. 69)

(v) Interest for Failure to Pay Advance Tax : Il the amount of tax paid as
advince tax is less than 75% of the amount of tax payable by him, he will be required

to pay interest on deficiency @ 10% p. a. at simpie rate for the period from the first

day of April of the year in which advance tax was payable to the date of reaular

assessment subject to the maximum period of two years. (Sec. 69, 70 and 73)

8.11: Refund of Tax f

When, as a result of final assessment, any refund is due to the assessee, the claim for
such refund should be made in prescribed form within two years from the date of service of
tie demand notice. '

If the refund is not paid within two months of the date of claims for refund, the
assessee will be entitled to ai interest of 7.5% per annum on the refund amount from the
month following the said two months.

' Questions

. Discuss the various procedures of assessment.
2. What do you mean by 'tax deducted at source'? For what income tax is deducted at

cource? How refund can be availed if excess tax is deducted?
[D. U. B. Com. (H), C. U. B. Com. (H), 1990]
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(a) What are the rules regarding advance payment of tax?
(b) What sources are subject to deduction at source?
(c) Who will be liable for payment and deduction of tax of a non-resident?

[D. U. B. Com. (H)), 198Y]
(a) What are the provisions for filing tax return?
(b) Under what circumstances the DCT can exercise his Best Judgement Assessment
power?
(¢) What can happen under the following circumstances :
(1) If tax return is not filed.
{11y If incorrect return is filed. ;
(i11) If tax is not deducted at source by the employer. [C.U. B. B. A (H) 1994]
(a) Explain the various kinds of assessment.
(b) What are the rules regarding the submission of return?
(¢) When and how should an assessee submit the staiement of assets and liabilities?

[D: U. B. Com. (H), 1991]
(u) State the legal provisions in respect of filing income-tax return.
(b) Under what circumstances the DCT can make Best Judgement Assessment?

[D. U. B. Com. (}), 92

What is tax return? Discuss different types ol assessment. [C. U. B. Com. (P) 1992]
What is meant by self-assessment? Discuss various conditions & rules governing self
assessment.
(a) Whar is micant by Best Judgement Assessment? Discuss the condifions und
procedures of such assessment.
(b) What is emergency assessment? When and how can it be made”?
Wrile short notes on :
«or Selfeassessment
(b) Best Judgement Assessment
(c) Recovery of Tax
(d) Refund of Tax
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Chapter Synopsis/Contents:
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9.2 % Definition of Salary Under L. T.

9.3 : Elements of Salary

9.4 : FExclusion from Salary Income
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9. Approvd Superannuation Fund (AST)

6 :

9.7 : Worker's Participation Fund (WPT)

9.8 : Specimen Proforma for Computation of Total Income under
Salary Head

9.9 : Illustrations

Questions

Exercises

9.1: Introduction
An individual may have income from is many as seven heads of which income fronm
salary is one. Salary constitutes many clements and aggreate of which constitutes iotal

salary/for charge to income. Following section deals with elements of salary which will be

[pllotved by practical examples. /Q/ y
. Definition of Salary Under L. T

i

shysical dand

In general, salary means any pa 'ment received by an employee for
mental work from the employer for a definite time or work. In I. T. Ordinance, 1984 an
inclusive definition is given in Sec. 2 (58) where it s said that salary includes :

(a) any wages, (b) any annuity, pension or gratuity, (c) any fees, commissions,
allowances, perquisites or profits in licu of or in addition to salary and wages; and (d) any
advances of salary. Section 21 also provides that salary indicates payment to the assessce,

whether paid or not and that any arrear salary not taxed earlier will also be included for
computation of salary.
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3: Elemcents of Salary W W

Based on the chove detinition and practical situation elenents of sul: ity can e

Wwf s foliows :

dasic salary @ ICmcens the pay paid or payable monthly or otherwize

2

....

-

i) Bonus : It means the payment of extra salary based on monthly bas‘e salary o
otherwise for festivals or for productivity.

\i%/) Dearness Allowance @ It moeans the payment made by the empioyer o the
cmpelovee for inflatton which, in general, is certain percentage of basic salary.

) Commission : It means the payment in lieu of salary or in addition to sulary for
services rendered.

A _-'/ -
vio 7 Apnuity @ It means the annual grant paid by an employer to the employee (Assessee)
ior adefimte years of life, voluntarily or under a cortiact of ¢hligation.

Vd/ Pension @ [U s a reward for past services usually paid periodicaliy te emiployees by
the employer, velantarily or under a contract of obiigation. it will not be ncluded in
<alary. if an wssessee stayvs not less than 182 days in Banglade. @

3\/\"1} CGratuity ¢ Itis o lump sum payment which is made at the time of icaving the job as a
reveard foe past services.
viii) Leave enceshinent ¢ I the Finance Act. 1999 this has been added 1o i asijnia,
"'—-_ Y s SR T T v S e g Possme =, o B8
ol sudady a8 cuccrzmeut, which means the payment reeeived by un employe s o i
unenjoved carncd leave during his tenure of service.

ix! Compensation for loss of service : If an cqiplovee receives an wmound
‘"m wtion of service or for changing condition of ~orvice. it will be treated ns salay.

Pofquisites : It means any casual income aiinchied to @ post or position in service, in
Acuedor in addition to saiay whether convertible tnto mory or not( It is detined in
see MA8)as revised in Finaice Act. 2005: any benefit reccived by an employee over
and above basic salary, festival bonus, zrrear and advanced salary, leave salary
encastiment and overtime :11]0\&«';111:.1) Thtis it includes (@) the value for i'the rent free
accomodation or cencession thereot/ (b) wny sum payuble lw;. the cmployei o eliect
m on the fife of or w effect a vontroet for an annuity for thie benefii of the

wo or us spoude, or any of his dependant elald, (¢) the vatue of @ny benelil

HhhES
seovided fes of costar it a concesstonal raie an® () any s pasd by an employer in

seapect of i eblhgatss of st omplovee

Maximum aliowable cotvimg is Tk 192,000
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In fact, different iypes of perquisites are received by an employee. which consttutes
clement of salary. These are now discussed below :

House Yent Allowance (HRA) : An employce can receive cash house rent
allowsnce or free quarter. The provisions for computziion of the amount chargeable
to tux are as follows:

Where HRA paid in cash : Sum of HRA exceeding lower of Tk. 15,000 per
month or 50% of basic Salary. ,_~...;~______:H
_TReRla ol T &

Where gent free residential accosr:iodation is provided : Lower of Annuai Value

of the house or 25% of basic salary.

Where concessional rent residential accomodation is provided : Excess of
annual value of the house as computed under (b) over the actual rent paid by the
einployee.

(c)

Conveyance Allowance : An employee may receive cash conveyance allowance
or vehicle from his employer. Provisions for computation of allowance or inclusion
in <=lary for this perquisite are as follows :

W horpe conveyance allowance is paid in cash : Conveyance allowance upto Tk,

It '

g\ ’_'4‘{! is exempted. If it exceeds Tk. 12,000, the exceeding amount will be

= /- added with salary.

J ) " Where vehicle is provided for office and personal use : An amount of 7. 5% of
the basic salary of the c,mployu, will be added with salary.

€/)_ If additional allowance ov%r and above the vehicle is reccived : A L|(lll uml

allowance plus 7.5% of basic salary will be added with salary. i

3) Entertainment Allowance : Amount received by the employee in full will be

~ added with salary.
4) Medical Allowance : Actual expenditure is exempted. ,But if the actual expense is
= e —

Jess than allowance received, the difference will be added with salary.

5y  Contribution to Recognized Provident Fund : in case of Recognized P. F.,
an equal amount as contributed by the employee is also given by the employer. Here
the employer's contribution is added with the salary.

: . i 1 X
A" Interest of Recognized P. F. : Interest exceeding 14.5% rale or §rd of basic
salary (lower one) is added with salary.

7%/ Balance of Unrecognized P. F. : Amount received by the employee at the end
of service will be added with salary to the extent of employer's contribution and
interest thereof.
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9.4: Exclusion from Salary Income
Following items/amounts will be excluded from computation of total income under

Salary Head : )

i) Any payment received from Govt. Recognized Provident Fund.

i)  Duty allowance of an employee for the performance of official duties.

iii) Provision for entertainment cxpenses in the office premises during the course of
work.

iv)  Pension for an income year in which the assessee (employee) stays in Bangladesh for
182 days or muore.

v)  Any sum of gratuity income of an employee (Assessee).

vi)  Salary income of an employee of a Foreign Diplomatic Mission in Bangladesh on
reciprocal basis i.e. if the similar facility is-allowed by concerned country in respect
of employees of Bangladeshi Mission abroad.

vii)  Insurance amount paid for personal accident. : i

viii) Amount spent by employer for providing residential telephone facility.

ix)  Amount spent by employer for training of employee.

9.5: Provident Fund

"here are three types of provident fund found in enterprises and offices viz,

4 Recognized Prevident Fund (RPF), also called Contributory Provident Fund,

h Govt. Provident Fund (GPF), also called Statutory Proy ident Fund under Provident
Fund Act, 1925, '
['n-recoenized Provident Fund (URPF).

A briel descripion about these now follows

17 Recognised Provident Fund (RPF): As defined U/S. 2(52) of ITO it means 4
provident fund which has been recognized by the Commissioner of Income Tax in
accordance with the provision of part-B of ihe [irst schedule of 1TO. In order to
reccive and retiin recognized provident fund.it must satisty some.specific conditions
such as, ’ '

%) All the employzes of the enterprise mustbe employed in Bangladesh or its head office
must be in Bangladesh.

t)  Employer must deduct a certain percentage from the salary of empioyee and deposit
the same to the fund.

¢y Employer will contribute same amount as deducted from employvece.

4y The fund will constitute taking the contribution of both the cimplov: e and emploavee.

¢y The fund will be managed by trustee of two 0r more persons.

) Employer will not be able to take any amount from the fund.

¢} Employee will receive the amount deposited to his wecount at the tme of leaving the

job.
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For tax purpose under the head salary following points need attention :

a)  Employer's contribution to RPF and interest thereon are included in the total salary
income of the employee. Thereafter, employer's and employee's contribution to RPF
are dudcted from such income as exemption.

by  Similarly, interest on the accumulated balance of RPE is exempted as shown in the
exemption schedule.

¢)  Accumulated balance at the credit of employce in the RPF, when received shall be
excluded from total salary income under Para 21(b), Part-A of 6th Schedule to ITO.

2)  Government Provident IFund (GPF) or Statutory Provident Fund or
General’ Provident Fund : This type of Provident Fund is maintained by the
Government offices for the employees. This is established under Provident Fund Act,
1925. Both employer and employee may contribute into this fund. But, in general,
only employees contribute to this fund.

For tax purpose following points need attention :

a)  When employer does not contribute to this fund. there is no question of its inclusion
with salary.

b)  Accumulated balance of GPF at the credit of the emplovees when received. is neither
incleded in his total income nor taxed. It is excluded from total income under Para 21
(a). Part-A of 6th Schedule of ITO.

3 Un-recognised Provident I'und (URPF) : A provident fund which has not
been recognised by the Commissioner of Income Tax under ITO/ITA is known as
unrecognised provident fund.

:‘Fnr computing tax following points need to be kept in mind :

&) Employer may contribute to this fund but the periodic contributions of the employer i«
not taxable year after year in the hand of employce.

L) *The accumulated balance of this fund minus the employee's contribution plus interest
thereon is taxable. As such it shall be included with his salary income in the year of
recei

ect of Various types of Provident Fund on Tax assessment :

» far we have discussed various types of provident Fund. The effect of various
typestgf P. F.on tux assessment can now be seen from the following two charts :

) Effect on computing Total Salary Income :

Item R. P F Govt. P. F. URPF

i) Employee's
contribution

Remain with salary,
no further addition in
required.

Remain with salary,
no further addition
required.

Remain with salary,
no further addition
required.
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ii) Employer's To be added with| Irrelevant. Not added with
contribution salarv. salary,
i) Interest on P. F. Exempted upto % of | Notto be added. Not to be added.

B. S. or to the extent
of interest @ 14.5%,
whichever 1s less

iv) Accumulated Not to be added with | Not to be added with | Only the employces
Balange received | salary. salary. contribuiion and

at ' interest thereol need
theg,#nd of service to be added.

ii) Effect on Tax Exemption :

Item REF Geyi. P, P, URPF

1) Employee's Eligible for tax exemption. [ Eligible for tax| Not exempted.
contribution exemption.

i) Employer's Tax exempted. [rrelevant. Irrelevant.
contribution

ni) Interest on P. F. | Tax exempted. Irrelevant. [rrelevant.

iv) Accumalated As previously not added, so | Irrelevant. Taxable.
Balance question of exemption does

not arisc.

9.6: /ggprovd Superannuation Fund (ASF)

It is one type ol fund that may be created for granting pension and other benefit to an
emplovee on retirement on account of past services,or after a specified age, or on
becoming incapacitated prior to such age or his death. In order to receive the approval of a
superannuation fund it is necessary to satisty the conditions prescribed by the NBR under
the provision of Part-A of the First Schedule to ITO.

When approved,this fund gets some tax benefit as follows : x

For the purpose of income tax, employee's contribution to an ASF shall be included
with his total income and then be deducted as exemption.Employer's ordinary contribution
of ASF shall be treated as an expense and deductible from employer's profit and gains.
Any payment received from ASFE by the empioyee shall be excluded from his total
income.under Para 21(c), Purt-B of 6th Schedule to the Income Tax Ordinance.

9.7: Worker's Participation Fund (WPI)

It is established under the Companies Profit (workers participation) Act, 1968
(Act.XIl of 1968). Any payment received by employee (assessee) from this fund, subject
to prescribed condition and limits, shall be excluded from the total mcome as provided
under Para 21(d), Part-A of 6th Schedule to the IT ordinance, 1984,
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9.8: Specimen Proforma for computation of Total Income under Salary Head
Name of the Assessee

Income Fear erersrernemen
Assessment year ... _
Income under Salary Head Tl Tk
1. Basic Salary XXXX
2. Bonus/Festival Allowance XXXX
3. Dearness Allowance XXXX
4. Commission : ' XX
5. Technical pay (if any) XXXX XXXXX
6. Perquisities.:-
i) House rent allowance at prescribed limit (Sec. 7.3 XI) XXXX
ii) Conveyance allowance at prescribed limit (Sec. 7.3 XII) XXXX
1i1) Travelling allowance (sum exceeding actual expenses) XXXX
iv) Medical allowance (sum exceeding actual expenses) XXXX
v) Entertainment allowance XXXX
vi) Annuity XXKX
vii) Pension, if the assessee stays in Bangladesh for less XXXX
than 182 days.
Total perquisities XXXX XXXXX
7. Compensation for loss of scrvice (if any) XPENHN
§. Employer's contribution to Recognised Provident XXXX
IFund (RPF)
9. Interest on Recognised Provident Fund (Exceeding
prescribed limit) ; XXHXX
Total income from salaries XXXXX
Illustralior&s:

Hustration-1:

Mr. Rasel Amins is a service holder. Follwoing are the particulars of his income,
investment and expenditure for the year 2004-2005. Compute income from salary, tax
credit income and tax payable under the following situation:

i) The Provident Fund is Recognized.

ii) The Provident Fund is Govt. one

ii1) The Provident Fund is Unrecognized.

Basic Salary Tk. 9,000 per month

Dearness allowance @ 20% on Basic salary

Bonus : Two Bonus @ one month basic salary for each.

Rent-free quarter (Annual value Tk. 30,000)

Conveyance allowance Tk. 200 per month

. Medical allowance Tk. 300 per month (Actual expenses Tk. 2,500)

He contributes 10% of his basic pay to the Provident Fund. Interest on the Provident
Fund balance for the year is Tk. 1,000 @ 9% interest. He paid life insurance premium TKk.
5,000 for the year and purchased share of a company for Tk. 4,000.

R
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Solution: :
Assessee: Mr. Rasel Amin
Income year : 2004-2003
Assessment vear : 2005-2006
Computation of Income from Salary and Tax thereon
» Particulars Recog. P. F.| Govt. P. F. [ U. R. P. E.
1. Basic Salary 1,08.000 1.08,000 1,08.009
2. Dearness Allowance 21,600 21,600 21,600
3. Bonus 18,000 18.000 18,000
Perquisities :
4. House Rent Allowance -
4) Annuai value of the house = 30,000
b) 25% of B. S. = 27,000, whichever is lower 27.000 27.000 27,000
5. Conveyance Allowance
Amounl Received 2,400
txempted upto Tk. 12,000 — — e
6. Medical Allowance ; ;
Amount Received = 3600
Less actual Exp. = 2.500 1,100 [.100 1, 100
7. Contribution of the 10.800 —_ —
employer to the P. F.
8. Interest on P.F. Amount Received mam —— —
Tk. 1,000 @ 9% interest.
__Excmpted up to 14.5% interest
fTotal Income from Salary: 1.86,500 1,75.700 .75, 700
Tax-credit Income : Tk. Thk. Tk
. Contribution to Provident Fund 21,600 10.800 S
2. Life Insurance Premium 5,000 5.000 5,000
3. Purchase of share 4,000 4,000 4.000
26,600 19,800 9,000
Tax Rebate on Tax credit Income :
a) Actual Investment = 30.600 19.800 9,000
b) 20% of T. 1. excluding
employer's contribution to P. F = 35,140
¢) Tk. 2,00.000, whichever is lower
1. ¢. tax credit 15% on the lower one 4.590 2.970 1350
s
on first Tk, 1.00.000 = nil
on next Tk, 1,50.000 = 104 8.6350 7.500 7.500
Here for Tk. 86.500 incase of case 1.
Tk. 75,700 in case of case 2 and 3 = o
.ess tax rebate 4.590 2.970 1.350
Net tax payable 4.060 4.530 6.150

15
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IIIustration-Z:% /
Mr. Rebin is the Manager of a Textile Mill. From the particulars given below for the
year ended on 30th June. 2005 compute his income from salary and tax thereon :
1) Monthly basic salary Tk. 10,000,

i) Two bonus equivalent to one month's basic salary cacl.

iit)  House rent allowance @ 45% of basic salary.

iv) " He has been provided with a car for officc and private use.

v)  He receives entertainment allowance @ Tk. 800 per month.

vi) He contributes 10% of his B. S. to a Recognized P. F. to which his employer also
contributes the same amount. ‘

vii) He received Tk. I lakb from Insurance Policy at maturity.

viii) He purchased ICB certificate of Tk. 15,000 and shares of a company Tk. 12.000.
For purchase of share he used Tk. 10,000 from sale process of shares previously
hold by him.

ix) He purchased books of Tk. 5,000 and deposited Tk. 100 p. m. to Group Insurance

- Fund.-

x)  He is married and has three children. He paid Tk. 15,000 as educational expenscs
and Tk. 4,000 and 3,000 as insurance premium for his twe minor sons.

Solution:
Assessee : Mr. Robin
Income year : 2004-2005
Assessment year : 2005-2006
3 Computation of Income & tax thereon

Income 1‘1'0111 Salary (Sec. 21) Tk Tk.
1) Basic Salary 12x10,000 1,20,000
2) Bonus 2x10,000 ; 20,000

3) Per quisites :
i) House Rent allowance :

Amount received = 54,000

Less : Excmpl(,d @ 15,000 P. M. =1.80,000

or 50% of B. S. = 60,000 ' —
whichever is lus

ii) Conveyance aliowance @ 7.5% of B. S. 9,000
1) Entertainment allowance 9.600
4, Employer's contribution to R PF @ 10% of B. S. 12,000

5. Other income : (See. 33) :
i) Amount Received from Life Insurance 1,00,000

Exempted in full —
Total Income : 1,70,600
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Tax-credit Income/Investment Allowance :

Tk.
i) Contribution to Provident Fund : Employee and Employer 24,000
i) Purchase of [CB certificates 15.000
i) Purchase of share = 12,000
Less Sale proceed of old share 10.000 , 2,060
iv) Contribution to Group Insurance ' 1,200
v) Insurance pi'cmium of his minor sons : 4,000+3,000 7,000
' 49.200
Tax credit = :
Actual Investment = Tk. 49,200 or 20% of salary excluding
employer's contribution to PF = 31,720 or Tk. 2,00,000;
whichever is lowest one. Tax credit @ 15% on lowest one. so on 4,758
Thy20 ' Tk.
on First Tk. 1,00,000 = E Nil
on Rest Tk. 1.50,000 @ 10% .
Tere on (1,70,600-1,00,000) = 70,600 7.060
Less Tax credit 4,758
Tax payable : 2,302
Note : i) Education allowance is not exempted now.
i) Amount received from life insurance on maturity is exempted in full.
Questions
. What is meant by Salary under Income Tax? State in brief the elements of salary.
i,

What is meant by perquisities? State provisions of Income Tax Ordinance, 1984

relevant to the computation of perquisities for salary income-purpose. '

Explain different types of Provident Fund in the context of Income Tax. Explam the

effects of different types of Provident Fund on computauon of fncome and tax

exemption. ' : '

(a)  What is meant by Recognized Provident Fund? What conditions are required to
be fulfilled for getting recognition of the fund under Incomie Tax?

(b) Give a comparative picture of different types of provident fund 2s to their
lreatment in income (ax in assessing tax.

What are the ¢lements of salary? Discuss them in brief. State the provisions iglevant

to the calculation of perquisites for tax purpose.
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Exercnses ‘

Ex.-l:@\

Mr. Ali Asgar is a manager of an organization. During the year 2004-2005 he had the
following income from his salary :
i) Basic salary Tk. 8,000 p. m.
ii)  Two bonus equivalant to one basic salary each.
iii) Dearness allowance @ 10% on B. S.
iv) House rent allowance Tk. 5000 per month.
v)  Entertainment ailowance Tk. 600 per month.
vi) Medical allowance @ Tk. 300 per month.
vii) He received 3 months' advance salary for certain fzmily expenses.

He contributes 10% of his B. S. to the recognized provident fund. He purchase
shares of a company for Tk. 10,000 and paid insurance premium Tk. 15,000 for the year.
Policy value is Tk. 1,25,000.

Compute his income from salary and tax-credit income if the provident fund is
recognized and if it is not recognized.

Ex-2: @

Mr. Belal Bepari is the General Manager of a Mill. He had the following income for

the year ended on 30-6-2005 :

i) Basicsalary Tk. 10,000 per month.

ii)  Two months bonus on two Eid festival each equivalent to respective month 5 B.S.

iii) He received medical allowance Tk. 3,600 for the year and his actual expenses were
Tk. 5,000.

iv) He received conveyance allowance @ Tk. 500 per month.

He has been provided with a rent-free quarter for which employer deducts 7.5% of
basie salary per month. The annual value of the house estimated Tk. 25,0G0. He
contributes 10% of his basic salary to a recognized provident fund to which his employer
also contributes the same amount.

During the year his investment were as follows :

i)  Purchase of ICB certificates and shares of a company Tk. 5,000 & Tk. 10,000
respectively.

ii)  Payment of life insurance premium Tk. S,UOO for himself and Tk. 4,000 for his wife.

iii) Contribution to Group Insurance and Benevolent Fund Tk. 150 and Tk 50
respectively.

Compute taxable income and tax on the same.
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Ex«3:
Mr. Humayan Ahmed has filed his Income Tax Return for the ycar ending on 30-6-
2005 showing the following :

Taka
a)  Salary 60,000
b)  Bonus : 2 months' basic salary | 10,000
¢)  Advance salary on account of daughter's marriage 30,000
d)  Cash entert.inment zllowance 6.500
e)  Contribution to Recognised P. F.
(Equal amount is contributed by employer) 6,000
) Conveyance allowance received in cash : 6,000
g Dividend from a Company 8,500
h)  Interest from saving account 5,000
1) Casual income from bridge competition 3,000
) Birth day presentation 4,000

A motor cer registered in his name is maintained for which expense of Tk. 4 200 1s
claimed. He has invested Tk. 30,000 in the purchase of Sanchayd Patra and paid Tk. 8,000
as life insurance premium on the life of his minor child. .

Please coripute the total and taxable income and tax of the assessec lor the
assessment year. 2005-2006.
- [C. A. Inter May, 1982 (Modificd)]
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Income from Securities (Section

Chapter Synopsis/Contents:
10.1 : Introduction
10.2 : Definition of Interest on Securities
10.3 - : Basis of Taxation
10.4 : Classification of Securities
10.5 : Deduction of Tax at Source
10.6 Grossing—up of Interest
10.7 : Ex-dividend and Cum-dividend Transaction
10.8 : Bond Washing
10.9 Exclusion from computation Total Income under Interest on
Securities
10.10 : Permissible Deductions
10.11 : Specimen Proforma for computation of Interest on Securities
10.12 : [Illustrations

.

..

Questions
Exercises

10.1: Introduction
Tax is payable by an assessee under the head "Interest on Securities” in respect of the
interest received by him on Government securities or securities approved by Government
and on debentures or other securities issued by or on behalf of any other organisation
subject to the deductions and exemptions provided for in the Act. But the following will not
come under the orbit of this section :
1) Interest payable on debentures issued by firms, associations, clubs etc.. 1s not
assessable under this head, but chargeable under Section 33 (Other income).
Shares of a company cannot also be called "Securities” under this section. So
Aividend received from ordinary shares or from preference shares shall not fall under

this section.

i)

2: Definition of Interest on Securities _

Section 2 (38) of the Income Tax Ordinance, 1984 defines interest as any sum
payable in any manner in respect of any money borrowed, debt incurred or any credit
facility availed.[In such a context interest on securities can be defined as the sum of interest
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paid or payable for securities issued by Govt. organisations or securitics approved by
Govil. or companies or other organisations.

10.3: Basis of Taxation

Interest under this head is taxed on receipt basis. Some casc references can be cited in
this regard :

In the case of Lalbhai Dalpatbhai vs CIT the Bombay Hig1 Court hold t:nt the word
“receivable” has reference to the quantum of interest taxable and not to the date of
fuxability, and that if interest is actuaily reccived some time after it becomes ave and
“receivable,” the date of taxability is the date when it is received and not the date when it
becomes due. Chagla, C. I. said; "Interest on Securities becomes income when it o
actuadly received and not when it is due or capable of being rec.ived by the assessce. The
Mdras High Court has taken the same view that interest on sceurities becomes income

when 2048 actually received.

! ;

f 5, r\f.\j‘\/'gm
Twid: Classification of Securities e S

Securities may be classified into two categories : y
! Government Securities. =~
Y Commercial Securitics,
Ehis ey agann be ciassified into two sub-groups :
Lax free Securities
i) bess tax Securities

Following chart shows the picture of classification clearly :

Sccuritics
o | !
: ]
Govt. Securities Commecial Securitics
. v
: | v i

| Tax Free Less tax Tax free f [ ess iax Debenture ]

25Cription about these now follows :

Tax-free Govt. Sccurities : Securities issued bv the Govermment and
declured as tax-free is called Tax-free Govt. Securities. Security holders are not required to
pay tax on it. Previously such interest would be added with to al income an. tax reba
have been allowed at average rate. Now. from 1992 1t has been ceclared as non-assessab

{‘
le
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and from Schedule B of [ T. Ordinance it has been transfered to Schedute &L Thus it hos

direetly een made non-usicssable.
. T.ess-tax Gost. Securities @ Both Commercial and Ge crnment securiic:

hecorie usually "less-tux” uiless they are dexlured as "AX-Tan” by the son g
quthorities. Tt become "iess-tax” because its tax has been dedv.ted at the POt OfF payinsid
by the puyer aof such interest 1o the assessee. For the purpose of income tax and o calctiate

(e income of the assessee it is necessary to gross-up thie interest received by him. As ped

—_—

prevailing rules. Taka 5,000 is exemptled from such iiicrest.

3. Tax-free Commevccial Securitie, : Securitics issucd by comimercia!
eoterprises and declared s tax-free is calied tax-free commercial securities. Here the
income therefrom is not actually tax-free rather the tax is paid by the comwany issuing sueh

ehy

cecurities on behalf of the security Folders. The amount of interest thus weoeivad by e

%

security holder is net one and 18 w be grossed-up for assessment. However, in pritic

]

such type of securities are not found in Bangladesh.

4. Less-tax Comv-crcial Securities : Securities on which the 1ssuing compar
declucts tax at source and pays net amount to the security holders is called less-tus
for agsesn: ¥

Cobitae o ai secrdes, The interest received thus need to be grossed up
purpose.

3.V aterest on Debunture : Interest paid or payable on debenture is
deher nre interest. Such nterest is exempted up to Tk. 20,000 if such debeiture i~
arcoved by the Security & Exchange Comimission or such other authorised agency.

4 ILis (o he noted that interest on securities whether received form Govt. or conmercis!

firms or from debenture, exemption will not exced Tk. 20,000 in total.
‘__-____.__._,__._-———-

10.5: Deduction of Fax at Scurce

Securitics are usually less tax i. e. tax is to be deducted at source. The peiso
responsible for paying any income chargeable under the head interest on securities mus!
deduct income-tax, but not super-tax, at the maximum rate. Bul if the owner of the
securitics ubtains u certificate from the Income-tax Officer to the effect that this income 18
Joss than the minimun amount liable to income-tax or is liable to a lower rate, the persen
paying interest shall pay it withoul dedv stion of income-tax or shall deduct income ax @ &
lower rate.

Ax income tax is deducted at source from such income from interest on securiiies it
should be calculuted at the rates operative in the accounting year.
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interest when recerved rom less-tax securities where tas

srossed up o determine gross interest

Formula for Grossing-up o, Interest

[nterest taxable under this head maust be gross receipt and not th net receipt.
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Thus net
1~ deducted at source neced to be

A"

(In case ol less-lax seeuritics)

- %‘( 100
Oross Interest = Net Interest X 10

(Maximum rate of tax is 25 percent at present )

. 100 ) 100
Gross interest = Net Interest x 10005 = N. L x 75

U minus tax at Il]d\l[ﬂlll]l ]‘llL

ouideline for the determination as to where grossing up is necessary :

A7) ']”;n-l‘rce Govt. Securities—Not to be grossed-up.
by s Conmmmereial Seeuritics=To be grossed-up.
) () Im Govt. and Commercial Sccurities

Less tax securitios (Net mount reeeived)

/il

(1)

To be grossed-up.

Interest accerued or pavable not (o be grossed-up.

From pracuical wiews point students can remember the Grossing up cases from the

toliowing chari:

Types of Securities

. Tax free Govl. Sceurities,
2. Tax

tation.)

free Govt. Sccurities (% given for nt.

compu
3. Less tax Govt. securitics.
4. Less tax Govt.

computation.)

securities (% given Tor int.

3. Tax free commercial securities.
foTax free commercial seeurities (e given for int.
computation.)
7. Less tax commercial securitics.
8. Less Tax commercial securities (4
It computation.)

eiven for

Not to be To be
grossed up | grossed up
v
!
N
A
J
\!
\'l
Ay

io]
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10.7: Ex-dividend & Cum dividend Transactlon :

. Securities may be sold and purchased ex-interest or cum-interest. Inlelcsl on
Sccuntxes docs not arise from day to day but on certain fixed days, i. e., it is deemed to
arise on the day when it is due for payment. Where securitics are purchased at a price
expressed as a capital sum plus interest computed from the last day of payment of interest
te the date of sale, it is called cum-dividend transaction. On the other hand, when it is
purchased on capital value only and not along with interest accrued till the date of purchase,
7 1t is callcd ex-dividend transacuon

; In case of cum- d1v1dcnd the pmchaser is assessable on the whole amount of interest
:ﬂ'r,1ece1ved by hun on the nexl due date and he is not entltled to any dcductlon in respect of the
; *1ntelest pmd by him to the vender. . 7" : :

F01 the same reason the seller of securltles cum-m!erest is not assessable on the
amount he receives in respect of i mterest from the purchaber The reverse is. the case for ex-
dividend transaction. Here the seller and purchascr will be assessed for interest with
reference to the period for which the securities are held by the seller and the purchaser.

10.8: Bond Washing |

This term is referred to a type of transaction of securities where tax avoidance is
aimed at. It is some times seen that securities are sold cum-dividend with an agreement 1o
re-sell or re-transfer the securities with a view to avoiding tax. The transfercy by sclling:
cum-dividend securities might get extra sale price which would be capital profit in his
:h_ands;j_notfliable to tax.-On the other hand, the interest from scecuritics might be exempted
:ﬁ'om tax wholly or partly in the hands of the transferee by reason of his having little or o
income otherwise. Thus both purchaser and seller can get undue tax benefit vihich is
imc[hclica] The transactions are so arranged that after the due date of interest when the
mlelexl is received by the transferee the transferer can get his securities back by re-transfe
without havmg any tax-liabiality. Thls kmd of syslemduc transaction to 4\#01(1 tax is called

'Bond Washing' transaction.

T prcvcnt this type of tax ;wmdance Section 106 of Income Tax Ordinance, 1984
taken measures to nullify this effect. It provides that if sale or purchase of shares &
securities result in avoidance of tax miore than 10% of the amount of income tax, the
income from the shares or securities should be deemed to accrue from day to day and
should deemed to have been received by the assessee as and when it has been deemed to
ha\e been aos rued Thus the mcome be determined on day to day basis & the assessce

would be a%scssed thereby.
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10.9: Exclusion from Computation of Total Income under Interest
on Securities

The following items are excluded from computation of Total Income under Interest on
Securities :
(i)  Tax-frec Govl. Securities as 1L 1s now treated as non-assessable.
(i) Being individual, interest on Government less-tax securitics received by an assessee

up to Tk. 5,000 shall not be included in the computation of income under this head.
(i) Any interest on debenture approved by the securities & Exchange commission-

received by the assessee upto Tk. 20,000 shall not be included in the computation of
income under this head. This exclusion is not allowed to a company as assessee.

Restrictions as to exclusion :
Total exclusion shall not exceed Tk. 20, OOO in respect of the fOllO\HnU ungu Pmt A

of 6th Schedule to ITO -

Interest on securitics under para 12 Tk. 5,000.00
Interest on debenture under para 13 _20.000.00
Total ceiling of exclusion = Tk. 20,000

10.10: Permissible Deductions from interest on securities (Sec-23) .

In computing the income of an assessee under this head, the following deductions are
allowable -

(i)  Bank commission for collecting interest : Bank commission 1s an admissible
allowance, but bank commission for collecting interest on Government securities 1s
not an allowable deduction. {

(it Interest on borrowed capital for investment : Intercst on loan taken
specifically for the purpose of investment in securities subject to the condition that the
interest chargeabie to tax under L T. O. is payable within the taxable territories.
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: Specimen Proforma for Computation of Inferest on Sccurities

Name of the assessee ..o
LICOING FEAE ..coomsbmmmmmmmsn
Assessment vear ... 3
I Income under Securities U/S 22 & 23 . Tl Tk. B
i Interest on Government securitics. Bond etc. XX
) Interest on Debenture or other securities of companies XX
or local authorities
1) Trust debenture interest XX XX
Less allowable deductions :-
i} Bank Commission and Bank charges to realise XX
the interest
! i) Interest on loan for investment in securitics o XX
[ [ncome from interest on sccurities XX
i

Notes : Bank commission for buying and selling ~ceuities is capilal expenditure, so
it will not be deducted here.

0,12 1lustrations

__7%' Hhestration-1:
' From the Iotfowing information detérmine the neome chargeable nnder the hicad
Interest on Securities for Mr. Bidhan Barua -
Taka
(1) Income from tax-free Govt. securitics 10.060
i) Income from tax-tree commercial securitics 25,000
i) 3% tax-freec Govt. securities to the extent of | 5.000)
(1v) 5% tax-free commercial securitics to the extent of 33.000
(v) [ncome from less-tax Govt. securities 12,000
(vi) Income from less-tax commercial securities 14,000
tvii) 5% less-tax Govt. securities (o the extent of 1 8.000
(vii) 540 less-tax commercial securitics to the extent of 30.000

(1) Debentuce Interest 30,000
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Solution:
Assessee @ Mr. Bidhan Barua

[ncome seur
PASSOSEIICIL NCUE sssmsmansn
Computation of Income under the head Int. on Seeurities
Interest Tneome LS 22-23 Net lneonie Ciross fncone
Tk. HES
11 Income from Tax-free Gove, securities Tk —
10.000
Less @ Non assessable in full 10.000
i) Income from Tux-free Commercial securities 25.000 X 10
ke X333
iii) 3% Tax-free Govt. Securities = Tk. 750
Less : non-assessable in full = 730 — —
- 3 32D
N : ; o 1730 x 10 =232
iv) 3% Tax-free commercial securitics 75
12.000 X 10 16.000
V) Income Tram less-tax Goeve Securilios — = 5 T
Less oxempled upto TK. 3,000 3.000 L1.000
, ' _ B 14.000 x 10 g
Vit Income from less-tix commerelal securtics Ty [S.667
i) 5% Less-tis Govi Scouriiies — 9Ol
il v Less-faxcom SCCUTILeS — 1.300
i1 Debonture Interest assuming it w be approved. 30.000
Less exempted upto 20,000 less Tk. 5.000 15.000 15.000
FForad Tncome under the Head Interest on seeurities 2733
Notes
B Literest on Tux-ree Govi. securilics is non-assessable, so mterest on this item will

not be added with taxable amount.

iy Interests which have been caleulated based oa principal amount need not be grossed
up as the amount ~o caleulated is the gross amount and ot net amount atter deduction
of lax al source.

i As the maximum tax rate is 23% at present net interest has been grossed up as
: ; 100
ol |Os: MR apmesii s e

100 — Maximum tax rate

i) Total exemption limit for interest from securities must not exceed Thes 200000 1.2

receipt cither from Govl. seeurities or consmercial seeurities or from debenture.

exemption will be Tk. 20.000 in total.
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IMustration—2:

On 30th June, 2005 Mr. Solmon has the following investments :
(i) Taka 80,000, 10% Company Debenture
(i) Taka 50,000, 8% Treasury Bona, tax free
(iii) Taka 25,000, 12% Port Trust Debenture
(iv) Taka 40,000, [2% Commercial securities
(v} Less tax Government security 30,000 @ 8% interest.

On Ist January, 2005, Mr. Solmon sold Tk. 40,000, 10% Company debenture with
which he purchased 12% Commercial sceurities. e also touk a loan of Taka 20,000 from
a bank to purchase commercial securities at the rate of 109 interest. The bank commission
for the purchase and sale of securities amounted to Tal\a IOO He also paid Taka 200 as

bank charge for collecting interest.

Calculate income from securities of Mr. Selmon.

Solution : i i
B0 Solrfuon

Assessirant year : 2005-2000
Income year : 2004-2005

Computaticn of Incorne from Securities

[ntercst on Securities : Section (22-23) _Taka Taka
Int. on Govt. Securities :
1) Int. on Tax~free Govt. Securitins (Tuaxu;y Bond) 4,000
Less exempted in full as this is a nonsassessable income 4,000
ii) Int. on less tax Govt. Security — ¥ 2,400
Less cxempted upto Tk. 5,000 2,400 ==

Commercial Securities: _
iii) Int. on Port Trust Debenture
iv) Int. on Commencml Secunty on Tk 40 000 U 12% 2,400

for 6 month

2 NnnN

v) Int. on Company Debenture: SR ; -
a) on Tk. 80,000 @ 10% for 6 month 4,000

b) on Tk. 40,000 @ 10% for 6 month 2.000
6,000 =
Less exempted up to (20,000-2,400) 17,600
Total Interest 5,400
Less allowable expenses U/S-23 : ‘. : , ‘
1) Bank charge ' - 2000 0 L.
ii) Interest on loan on Tk. 20,000 @ 10% for 6 month 11,0000 1,200

Income [roni Security Interest ' , - E © 4200
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Notes :

1)

:iPort trust debenture assumed to be less tax. But it was not grossed up as the inferesi
has been computed on principal amount based on interest rate.

Interest on commercial securities were purchased on Ist Junuary, 2004, Here interes,
on it has been computed for six months. Further, company debenture amourting to
Tk. 40,000 were sold on 1st Jan. 2004, Hence interest on this has been valculated for
6 months.

Bank Commission for purchase of securities is.a cupital expenditire and heiee o i
allowable expense.

Int. on Bank loan has been computed for 6 month as the loan was taken on fsr
J anuary, 2004..

<t

Hh:stratnon—3: ;

’l# \f

i

i Govt,

-From the following particular compute Income fram Securities for M Al Ashyai for

car ending on 30-6-2005 ¢

incoime fron taxabile connnercial sceurnties Tk, 5,200
Interest on 79 tax {ree commercial securities Th. 25,000.
Incoine [rom !-wwa{ Govt. secunues (Gross) Tk. 20,000
Int on 8% commercial securities Tk, 30,000
It on Jess tax n,omnucm securities Tk 15000
i, on less tax municipal cebeniure Tk 25,000
i, on company Jdebeniure (Gross) Th: 35,000

Bank charges amouniing, to Th, 1,600 was paud for coflecting inferest o0 7% bl wcs

securities and Company and \'!u"icipal ﬁu:-cr—‘i:--'*‘-. Compury debeniure was

arehased by taking a bank lene of Tk 1.00,000 @ #75% intorey!.
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ey e

Stion:

Assessee 1 Mr. Ali Ashral 3
Income Year: 2004-2003
Assessment Year : 2005-20006
o Computation of Int. Income under Security Head
| Luteresi on Securities (See. 22-23) Taka Taka
Goet, Securites:
i) int. on Tax-tree Govt. security on Tk, 25.006 @ 7% .750
[oss : non-assessable infull _ . 1.750 -
i Inton less tax Govt. security (Gross) 20,000
Less - exempted upte Tk, 5.000 5.000 [5.000
i) Income from commercial securities 5500 x 10 7,354 |
P8
v et on commercial seeurity on Tk, 30,000 @ 8% 2,400
Vg e less tax commercial security 15000 x 10 20.000
i 1.5
vi Il on dess tax municipal security 2000 X 16 33.334
73 ;
vitr [nt on company debenture 35.000
Fos s cxempted upto 20.000] 15.040 M
! ine ! DA LS
{1 vk ab e KpETsC £ |
1 Bavsicinugee 1 Sodes 19 i
i+ It on Bank loan 8000 5000
i Tacable [ut Income S-LV6
Notes
11 As bank charge has been paid for collection of interest on Tax-free Govt, securities ;
and Municipal and Commercial debenture, it has been proporticamely whiowed for
those income which came under the orbit of Tax. Int. on Govi. tax free sceurity has
not been added with total income. Thus the share of Bunk charge thereol hus not been

allowed.

[OOOXGHO00)

LTSR35 000435000 = .
1730425000435, s

)

5 ETe | S S i O v 1 . v v T . | T T,
1 1, on comniercial sectiitios are eneradly ess s imless it s expressiv declured as

o St il Sl
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Questions

What i~ meant by Interest on Securities under Income Tax Ordinance? Discuss
different classes ol Securities.

ar What 1~ meant by Seeurtiy Inteies

by W hat is meant by tanctree and foss tas security . Distingaish between them

¢ What is cume-dividend and ex-dividend transaction”? Whit are their impact on tax?

d) What is Bond washing? How ix it dealt with in the imcome tax to

protect tax avoidance?
) What is meant by grossing up of interest? State the procedure of grossing up.
b) What deductions are allowable for computing taxable income under

the head interest on security?
¢) Write notes on Bond Washing.
What are the conditions of chargeability to tax of the income from interest on
weeurities? What are the expenses that are deductible from this income for rx
computatton? What is meant by Bond washing- Explain. Under which cases grossing
up of interest is applicable? State the procedure of arossing up.

|&: 1 B Com. { Hy 2002

Exercises
1§
Mr. Fardin had the following income from securities for the year ended on 30-6-200+

Income from tax-tfree Govt. securitics Tk. 15.000
Income from less tax Govt. security Tk, 10.000
Income from tax free commercial security - Tk. 12.000
Incore from less tax commercial securitics Tk, 18.000
Income from Debenture mterest Tk. 28.000
8Gr less tux Govl. security Tk, 40.000
104 less tax commereial securily of Tk, 42.000

Tk, 13.000. 7% tax-free GovL security.

He incurred Tk. 300 as bank charge for interest on security and Tk, 600 as

commission for purchase of commercial securities and debenture.

Compute income from securitics of M., Abdul Awal.
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Investments of Mr. Fiaz during the year ended 30th June, 2005 arc as follows:
1) Tk.50.000 8% Government Loan.
b)  Tk. 25,000 10% Municipal Debentures.
¢)  Tk. 40,000 75% Port Trust Debentures.
dy k. 30,000 16% Company Debentures.
¢)  Tk. 50,000 6% Treasury Bills.

His bank charged Tk. 200 as commission for collecting interest. He paid Tk. 900 as
interest on loan which he took for the purpose of purchasing Port Trust Debentures.

Calculate the taxable income of Mr. Chowdhury under Section 22 & 23 of the Income
Tax Ordinance, 1984,

P, B

Mr. Nasir Uddin had the following income from securities for the year 2004-2005 :

i) Interest on tax-free Govt. Security . Tk.  8.000

inn. Income fro‘;'n 8% Commercial Security (net) Tk. 7.000

ity Tk. 25.000 5% Treasury Bond

) Int. on Commercial Debenture Tk. 30,000

vy 8% Tk, 28.000 Port Trust Debenture

vid o Intoon less tax Municipal Debenture Tk. 10,000

vit) - Interest on less tax Commercial Security Th. 13000

viiy Int on tax-tree Commercial Security Tk. 10.000

On st Jan., 2003, Nasiruddin sold port trust debenture of Tk, 18.000 by which on
the ssume date he purchased less tax municipal security of Tk. 10,000, His bank charge for
collection of interest amounted to Tk. 400,

Compuie taxuble income under the Head Ini. on Sccurity of Mr. Nasiruddin,



