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About IFC

IFC, a member of the World Bank Group, is the largest global development institution focused exclusively on the private sector. We help developing countries achieve sustainable growth by financing investment, mobilizing capital in international financial markets, and providing advisory services to businesses and governments. In FY12, our investments reached an all-time high of more than $20 billion, leveraging the power of the private sector to create jobs, spark innovation, and tackle the world’s most pressing development challenges. For more information, visit www.ifc.org.

About BICF

Bangladesh Investment Climate Fund provides advisory services aimed at improving business operating environment in Bangladesh. BICF is managed by IFC, in partnership with the UK Government and the European Union. Its objectives are consistent with the Bangladesh government’s strategic vision for private sector development within its poverty reduction strategy. Government agencies and BICF—in close collaboration with the key stakeholders in Bangladesh—jointly design and implement programs to institute business friendly policies, laws and regulations, and strengthen the institutions that implement them.

About Org-Quest Research Limited

Org-Quest Research Limited (OrQuest) is a joint venture survey research & consulting firm with strong survey research and analytical skills that brings to bear a blend of insights and Pan-Asian experience of a highly competent team of professionals. OrQuest has been providing survey research services to its clients at home and abroad since 1994. It is a full service survey research agency, and its services include project design, sample design and selection, preparation and refinement of data collection instrument, data collection, data processing & analysis and report writing & presentation. Its clients include UN and multilateral development agencies, multinational companies, local conglomerates, embassies and international research companies. Broad service areas include: Social & Development Consulting and Research; Market Research; Agro-based Surveys; B2B (enterprise) surveys including Impact Assessment Studies; Opinion Polls; Tracking Studies; Media & Communications Research; and Management & Marketing Consulting.
Disclaimer

Org-Quest Research Limited, through Bangladesh Investment Climate Fund, endeavor, using their best efforts in the time available, to provide high quality services hereunder and have relied on information provided to them by a wide range of other sources.  However, they do not make any representations or warranties regarding the completeness or accuracy of the information included this report, or the results which would be achieved by following its recommendations.
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Executive Summary
Bangladesh Investment Climate Fund (BICF) is working with the National Board of Revenue (NBR) with the objectives of(1) developing long-term ownership of NBR’s various reform initiatives through introduction of a NBR Modernization Plan; (2) improving tax compliance and tax payers’ services, first by automating the TIN registration process and cleaning up the old database, and later by helping to bring in the ITAS to improve all processes including managing tax processing, collection, audits etc.; and(3) harnessing these changes through ensuring a legal environment conducive to the proposed Modernization Plan by drafting new Income Tax and VAT Laws.  

The NBR is the central authority for tax administration in Bangladesh. The main responsibility of NBR is to collect domestic revenue for the government in adherence to three main legislations: Income Tax Ordinance 1984, VAT Act 1991 and Customs Act 1969. Under the overall control of the Internal Revenue Division (IRD) of the Ministry of Finance (MoF), NBR administers Income Tax, VAT, Customs and Excise services. The NBR do not have clear definitions for large, medium or small tax-paying firms. 
Why conduct a tax perception and compliance cost survey?
The tax perception and compliance cost survey
 of formal and informal businesses in Bangladesh provides crucial insights into: (i) the cost of tax compliance, (ii) reasons for non compliance and (iii) perceptions about tax authorities (NBR). It also provides a solid baseline that can be used to benchmark the impact of NBR’s reforms and communication efforts in the coming year.

For the purpose of this survey, the firms are defined as per the 2010 Industrial Policy of Bangladesh:
	Size
	Sector
	Value of fixed assets

(excluding land and building)
	Manpower

	Large
	Manufacturing
	More than BDT 300,000,000
	More than 250

	
	Service
	More than BDT 150,000,000
	More than 100

	Medium
	Manufacturing
	BDT 100,000,000- BDT 300,000,000
	100-250

	
	Service
	BDT 10,000,000 - BDT 150,000,000
	50-100

	Small
	Manufacturing
	BDT 5,000,000 - BDT 100,000,000
	25-99

	
	Service
	BDT 50,0000 – BDT 100,00,000
	10-25
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For the survey of formal firms, respondents were chosen from lists of firms collected from various chambers like FBCCI, MCCI, DCCI and CCCI. This atypical population frame was used as the NBR does not have centralized filing mechanism in place which would have enabled the study team to procure a list of active taxpayers for the 2011 financial year. Based on distribution of returns submitted between July 2010 and April 2012, the sample was proportionately divided between two major cities in Bangladesh: Dhaka and Chittagong. The distribution of samples across the different chamber of commerce was determined using a stratified sampling design using the Probability Proportionate to Size (PPS) mechanism Informal firms were chosen by snowballing and primarily in areas where formal firms were interviewed using the same proportions. It should be noted that for both the formal and informal firms’ survey, the survey team ensured that 10% of the sample were women owned businesses. 
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Key Highlights from the Survey of Formal Firms
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Cost of Compliance is higher for smaller firms: Larger businesses have higher compliance cost in absolute term. Overall the average cost of compliance (excluding book-keeping costs) was BDT 104,649 (See Table 1 below). Sectors wise, cost appeared higher for manufacturing firms, followed by service industry. In relative terms (cost of compliance relative to turnover), it was observed that smaller businesses incurred higher compliance cost. Nearly 60% of the firms surveyed had turnover more than BDT 5 million while 10% had turnover less than BDT 1 million. Gender disaggregation shows that majority of the female firms surveyed were small business of mainly proprietorship nature. Thus tax compliance costs were lower for female owned enterprises. 
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Figure 2: Distribution of tax compliance cost based on types of business taxation for the surveyed firms
Table 1: Tax compliance cost based on types of business taxation based on firm size of the firms surveyed
	Types of Business Taxation
	Average
	Firm Size

	
	
	Large
	Medium
	Small

	VAT
	33801.63
	96277.17
	33350.4
	12856.494

	CIT(income tax/turnover tax)
	49185.03
	127494.3
	56473.34
	20881.821

	Custom duties
	9627.708
	28007.9
	9449.28
	3473.649

	Supplementary tax
	2092.98
	7877.223
	1222.848
	439.197

	Wealth tax
	104.649
	0
	222.336
	79.854

	Tax deducted at source
	5337.099
	16629.69
	6114.24
	1197.81

	Payroll tax
	4499.907
	15170.95
	4335.552
	958.248

	Total Tax Compliance Cost (in BDT)
	104,649
	291,457.3
	111,168
	39,887.073
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Figure 3: Distribution (%) of ownership of male vs. female headed firms based on the sample surveyed
Overall it takes 304 hours for tax compliance: Based on the 1000 formal businesses surveyed compared to 302 hours found in Doing Business (2011) for Bangladesh under their Paying Taxes indicator. Doing Business (2011) states that there are 7 types of taxes that are paid by a mid-sized enterprise in Bangladesh. These take an average of 302 hours (VAT takes 162 hours and CIT 140) under their paying taxes indicator. The DB methodology for paying taxes takes into consideration the total time taken to prepare, file and pay taxes. The 7 types of taxes listed under DB are as follows: VAT, CIT, Municipal Tax, Capital Gain Tax, Tax on Interest, Stamp Duty on Contracts and Vehicle Tax. The findings from this survey show that it takes overall 304 hours for tax compliance. According to the Bangladesh TPCCS, overall businesses also pay 7 types of taxes where for a mid-sized firm it takes 103 hours and 161 hours for paying VAT and CIT respectively. The 7 types of taxes identified by the Bangladesh TPCCS are: VAT, CIT/Turnover Tax, Customs Duty, Supplementary Tax, Wealth Tax, Tax deducted at Source and Payroll Tax.
[image: image17.png]Itcosts much more to
avoid taxes thanto...

The cost of avoiding and
paying taxes is about...

It costs much more to pay
taxes than to avoid them

No expense incurred

450




[image: image18.png]U

Firm Size

Sector

Large (N=62) 32

Med.(N=185)

Small (N=553)

Manu.(N=94)

Trade (N=429)

Services (N=277)

oVerylikely'=5  @'Likely'=4 @ Undecided’=3  m Unlikely'=2




All surveyed firms paid corporate income tax for the 2011financial year:In total 97.6% of companies’ paid corporate tax and 2.4% paid turnover tax indicating that all the surveyed companies paid income tax in 2011. More than two-thirds (70.0%) paid VAT, and 41.0% paid import duties. By types, higher incidence was noted amongst LLCs and larger businesses. Sector-wise the lowest incidence was found amongst firms in service sector.  Wealth tax being applicable only for individuals and proprietorship businesses was paid by 1.4% in total. 

Incidence for paying VAT is lower for smaller firms:Import duties and supplementary taxes all fall under the VAT category. It should be noted that although all business are subjected to VAT, only 70% had paid VAT in FY11 based on the sample surveyed.  For majority of firms, VAT is payable on a monthly basis. Some large firms tend to pay VAT annually and small firms (those with turnover less than BDT 20,00,000 are to pay VAT of 3% on total turnover) on a quarterly basis. Incidence of paying VAT was higher amongst larger firms (80.6% of large businesses paid VAT compared to 65.4% of small businesses). Sector wise, incidence of paying VAT was the highest for manufacturing industry (72.9%) and the lowest for service (66.5%). Gender disaggregated data shows that majority (96%) of female owned firms were proprietorship businesses and though all paid corporate tax, only 54% paid VAT.
40% of businesses found tax registration to be difficult: Businesses obtain tax registration by obtaining Tax Identification Number (TIN). Nearly 40% of the businesses that obtained TIN in 2011 found it somewhat difficult to obtain TIN. By firm size, smaller businesses found it relatively more difficult than larger ones. Nearly half of those that obtained TIN sought outside and paid outsource fee ranging from BDT1,500 – BDT 3,500. Incidence of informal cost was 15% based on the sample surveyed with average of BDT 2,000. However on a 5 point rating scale, NBR received a relatively positive rating (mean score of 3.7) for availing TIN services. 
“No fear of government retribution” cited as the biggest advantage for obtaining TIN and filing regular returns: Alongside this, two other notable advantages for TIN registration were ‘no informal costs’ and ‘lower frequency of tax inspections’. 

Female-headed businesses hardly use computers for book-keeping: Overall usage of computer appeared quite high (two-thirds of the surveyed companies). Three-fourths of the companies use registers for book keeping. Overlap analysis indicates that 44.0% use both registers and computers simultaneously. Register maintenance is lower amongst LLCS (64%) compared to proprietorship business (88.0%). Small firms use registers significantly more (83.0%) than large firms (52.0%) and medium ones (74.0%). Most of the female headed businesses rely on traditional method for book keeping as usage of computer was relatively low among them (23%) in comparison with male headed businesses (72%). Most (94%) of the female headed businesses use registers for book keeping against 73% by their counterpart.
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Figure 5: Methods of book-keeping employed for male vs. female headed firms
Limited liability companies are inspected more than proprietorship businesses:In 2011, tax officials inspected about one third of the surveyed firms. Finding also revealed that the tax officials inspected the large companies most (51.0% firms) and small companies the least, (27.0% firms).  Ownership-wise, LLCs were inspected more (36.0%) compared to proprietorship businesses (29.0%) suggesting that tax officials put more emphasis on inspecting larger companies.  
Tax inspection results in ‘increased tax’ and ‘wastage of time’Less than 6.0% of the inspected companies reported to have experienced some negative consequences as a result of the most recent tax inspection. Amongst those who had negative experience for income tax the most common reason was ‘increased tax’, and for VAT it was ‘significant waste of time’. Although majority (90%) of the firms resolved their disputes by producing the necessary documents, the use of bribe and connection to officials was also noted.
Low incidence of VAT refund that takes more than 1 month to process: Only 20% of the firms surveyed felt that they were eligible for VAT refund and only 6% proceeded to claim VAT refund. The average processing time was 36 days and no outside help of unofficial fee was required. 

Incidence of tax dispute higher amongst limited liability companies of large category mainly in the area of corporate/turnover tax: Based on the firms surveyed, only 51 firms disagreed with NBR tax assessment of which 47 filed for dispute resolution. The 4 remaining firms (one with VAT dispute and 3 with income tax disputes) did not apply for resolution despite disagreeing with the difference in order to avoid the bureaucratic procedures and harassment from tax officials. Only 30% of the firms surveyed were able to resolve their dispute. 
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Average 339 days required to resolve tax disputes with unofficial payment being the major obstacle: The average value of dispute was BDT 285,083 and it took 339 days on average to resolve a dispute based on the sample surveyed. The average cost associated for dispute resolution was BDT 33, 064. Firms were not forthcoming in disclosing the amount of unofficial cost or outsourcing fee. For firms with disputes not resolved, the average unofficial fee is BDT 10,770 and the maximum unofficial fee paid is BDT 50,000. Further, 52% of firms with difference with NBR on tax assessment stated unofficial fee as the major obstacle faced in resolving difference/dispute but only 6 respondents were forthcoming in providing details.

NBR rated neutrally (57%) for competency and rated lowest (39%) for honesty:Rating of NBR was done with respect to 6 selected attributes in percentage term on 0 -100% scale. Results indicated that peoples’ perception about NBR is below average. Even the highest score achieved on ‘competency and expertise of NBR officials’ was less than 60.0%.  The lowest score was on ‘honesty of NBR officials’ (39.0%) reflects rather poorly on the NBR officials. The others in descending order were ‘overall efficiency’ (53.0%), ‘politeness’ (50.0%), ‘helpfulness’ (49.0%) and ‘fairness in assessment’ (46.0%). The pattern is similar across business types and sizes. Female owned business rated NBR marginally more positively than male headed businesses. 
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Appeals and hearing of an assessment were considered to be the two most complicated procedures:Questions asked on 5 key taxation procedures: obtaining TIN, return submission, hearing of an assessment, inspection and appeals. Results revealed that while appeals were the most complicated, obtaining a TIN was relatively much easier. 
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NBR rated neutrally overall by formal firms surveyed:Nearly 50% of the firms surveyed gave NBR a rating of 3 (neutral) on a 5-point likert scale. Only 3% of the surveyed firms rated NBR as ‘very good’ and 6.5% rated ‘very poor’. Trade sector rated NBR slightly better than the service and manufacturing sector. Similar to “selected attributes” rating, female headed firms rated NBR more favorably than male headed firms.
While ‘access to broader market’ was stated as the main rationale to operate business as a LLC, ‘low tax rate’ was the perceived advantage of operating businesses as proprietorship:The main and most mentioned reason for registering a company as LLC was ‘to get access to broader market’ (83.0%). Other major reasons were ‘to upgrade company status’ (65.1%) ‘to get access to finance’ (48.4%), ‘started business with partners (36.2%)’and ‘amoral thing to do’ (27.0%). ‘Broader market’ and ‘better access to finance’ were mentioned as the two main advantages of registering a company as LLC. The main reason and perceived advantage of operating a business under proprietorship was ‘low tax rate’. Many a cases, the LLCs faced double taxation issue and ended up paying more than 53% on company earnings (37.5% on company earning + 25% on dividend amount).The other two notable main reasons were ‘hassle of registering with the Registrar of Joint Stock Companies (RJSC’) and ‘lack of financial ability to register/create a LLC’. This implies that if current processes are simplified and streamlined, the probability of forming companies will also increase leading to growth. 
Key highlights of survey of informal firms

Most of the informal businesses (95%) were proprietorship and the remaining 5% were partnership:Around 6% of the firms surveyed were TIN registered though none had filed returns in the last 3 years. Majority of the informal firms surveyed fell under the micro, small and cottage category. A surprising 84% of the surveyed firms had a valid trade license of which 94% was obtained from the city/municipal council and the remaining from Union Parishad. Further nearly 70% of the informal firms surveyed has turnover less than BDT 1 million. Majority of the firms rented or leased their business premise and less than 5% operated from home. Gender disaggregated data shows that while 7% of female owned businesses had turnover more than BDT 5 million, only 3% of male owned businesses had turnover more than BDT 5 million.
Around 6% of informal businesses have TIN registration:Around 6% of the informal firms surveyed were TIN registered but had not filed any tax returns in the last 3 years thus categorizing them as informal. The percentage distribution of TIN registration was almost equal amongst male and female-headed businesses.However, majority of female-headed businesses that had obtained TIN had done so within the last 3 years where most male-headed businesses had obtained theirs nearly 4-5 years ago. 
Female-headed informal firms were 4 times more interested in registering for TIN in the next two years:While only 3% of male owned enterprises were very interested in registering for TIN in the next 2 years, nearly 4 times more female-owned enterprises were interested in the same. Slightly less than half of both male and female owned enterprises believe that it costs much more to pay taxes than to avoid them. A little more than both male and female owned informal enterprises feel that it costs much more to pay taxes than to avoid them.This is evidence towards the trend that more female entrepreneurs are eager to formalize compared to their male counterparts.
No TIN means no tax and no compliance cost: The biggest advantage cited by both male and female owned informal businesses for obtaining tax registration would be ‘no fear of government retribution’ closely followed by ‘no informal costs for not having a TIN’. The biggest advantages cited by both male and female businesses for not obtaining a TIN is ‘no compliance cost associated with paying taxes’, followed by ‘no taxes’.According to the informal businesses surveyed, the biggest advantage of obtaining TIN certificate was ‘no fear of government retribution’, followed by ‘better access to finance’. ‘No informal costs associated with absence of TIN’ and ‘lower frequency of tax inspection’ were also mentioned as other advantages. The biggest advantage of not obtaining a TIN certificate was ‘no tax compliance cost’, followed by ‘no tax’ (26.8%). The informal businesses were also asked to explain the other advantages of not obtaining a TIN certificate.  No harassment by tax officials, no hassle of tax return were also mentioned as other advantages.
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Figure 9: Comparison of advantages for tax obtaining tax registration vs. Not obtaining tax registration for male vs. female headed informal businesses
Only 1% of both male & female owned enterprises use computers:The incidence of maintaining a register book for bookkeeping was equally high in both male and female owned enterprises however male owned enterprises had higher incidence of keeping receipts (64% versus 47%). The surprising finding was that only 1% of both male and female owned enterprises used computers. This shows that the need for computer literacy is imperative for informal businesses particularly as more and more tax related processes are set to be automated including tax payments.It appears that majority (more than 80%) of the firms surveyed did not find bookkeeping at all problematic.

Overall 9% of informal businesses faced inspection by tax officials: In the 2011 calendar year, 9% female and 12% male owned enterprises were visited by tax officials. While 8% of the female owned enterprises were visited twice, the incidence was 2.5 times more in male owned enterprises. Although male owned enterprises were inspected more frequently, the incidence of tax officials carrying proper identification was higher in male-owned enterprises. While 8% of female owned businesses from those were inspected suffered negative consequences, the incidence was more than double for the male counterpart. Overall the most common negative was ‘had to pay money unofficially’ as mentioned by 83% of surveyed firms that were inspected in order to satisfy the tax officials.

Electricity followed closely by ‘crime & theft’ and ‘bribery’ were the key obstacles identified by informal firms in doing business:Bothmale and female owned informal businesses alike reported that electricity followed by crime and bribery were identified overall by all informal businesses for doing business.
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Majority of informal businesses perceive that it cost more to be tax compliant than to avoid paying taxes:Overall, nearly half of the respondents (45%) opined that cost of paying tax was more than the cost to avoid them, and one-fourth (24.4%) thought that these costs were same. Only around one-tenth indicated that the cost of avoiding tax was more than to have actually paid them.
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Perception of Formal and Informal Businesses aboutBusiness Taxation
Both formal and informal businesses were asked to provide rating on a 5-point Likert scale on various businesses taxation matters. Access to information on tax compliance and complicacies of taxation procedures obtained the low rating for both formal and informal businesses.
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Figure 11: Perception of formal and informal businesses on various business taxation matters on a 5-point Likert scale
Recommendations
For Formal Businesses

The first and most important recommendation would be to improve communications with taxpayers. Businesses want a clearer picture of their legal obligations and the expected procedures, and straightforward answers to their tax-accounting questions. NBR has already undertaken this initiative by holding tax fairs which also allows businesses to obtain TIN on the same day. However, more rigorous steps should be undertaken to disseminate information about all tax procedures among taxpayers and information on their rights and obligations. This can be done through radio/TV (for brief messages about general obligations) as well as simple leaflets (for more detailed information about procedures) and regular seminars to answer questions from business taxpayers. These mass scale campaigns could be done in partnership with mobile communications service providers.

The next most important recommendation would be capacity development and sufficient manpower. Some NBR officials may need further training in tax accounting as it applies to business. In addition, small businesses currently in the fixed regime would surely benefit from guidance in basic bookkeeping.

In addition, NBR could also benefit from the following:

· Findings indicated unhappiness amongst the businesses about the differences in tax rates. NBR may review the discriminatory tax rates and harmonize the same with a view to encouraging businesses, especially private LLCs, to report actual profits in the annual return, which in turn is expected to help increase revenue from business income tax. Tax harmonization is likely to encourage businesses, especially the proprietorship firms to register themselves with Registrar of Joint Stock Companies and Firms (RJSC&F).

· Work closely with business associations and SME foundation to better understand how SMEs operate and how to best develop a tax regime more suited for them. For small and medium enterprises, perhaps if a presumption of a standard deduction of expenses is used instead of calculating the actual amount of business expenses, bookkeeping may be made easier.

· Develop a methodology for “risk-based inspection” aimed at detecting businesses that are under-declaring large amounts of income (or turnover) based on objective indicators (e.g., sector, number of employees, floor-space, electricity usage, rent, assets, etc.) as well as more standard “risk-based audit” for medium and large businesses 

· Provide training targeted to medium businesses especially in terms of awareness of the functioning of the VAT because it is unusual that companies that are eligible for VAT refunds do not submit their claim. In addition, NBR should try to expedite VAT refunds for businesses that have a track record of good compliance.

· Another outreach mechanism to facilitate small business compliance could also be the creation of special service centers for MSMEs. A small centre could be integrated into the small taxpayer offices or created as separate centers.

For Informal Businesses

The top priority for NBR for the informal sector should be outreach and education. Given limited resources, it may be most effective to build trust among small businesses before attempting more strenuous “enforcement” among informal micro- businesses. 

The NBR in collaboration with the local government office such as municipal/city corporations as well as Union Parishads should embark on an information and outreach campaign to inform micro and small businesses not registered by the NBR but registered at the municipal level of their legal obligations with regard to taxation, how to register and how to comply.

NBR in collaboration with the local government offices should also inform micro-enterprises of the advantages of tax compliance, including improved reputation of a business, enhanced business opportunities, a broader (and wealthier) base of customers, and freedom from legal fears.
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Chapter 1: Introduction, Definitions and Research Objectives
This report presents the findings from formal firms on tax perception and compliance cost and survey of informal firms on the perception of taxation. The survey of formal firms was carried out with 1000 firms and the informal survey comprised on 800 firms. The report starts with providing an overview of the taxation legislation and procedure in Bangladesh (as applicable for the businesses) following which the report divides into two main sections: Survey Findings on Tax Perception and Compliance Cost Survey of the Formal Sector and Perception of Taxation by Informal Businesses. 
1.1
Preamble

The economy of Bangladesh is a rapidly developing market-based economy. According to International Monetary Fund (IMF) Bangladesh ranked as the 43rd largest economy in the world in 2011 with regards to purchasing power parity. Further Bangladesh is also ranked 57th largest in nominal terms, among the Next 11 or N-11 of Goldman Sachs and D-8 economies.

Revenue is an essential element for managing a government’s fiscal budget. In FY11, total revenue was targeted at Tk. 1183.85 billion which is 27.51% higher than that of the preceding fiscal year. Over the years the total revenue and tax receipts as percentage of gross domestic product (GDP) have increased from 6.5% and 5.5% respectively in 1982 to 10.9% and 9% in FY10. Tax receipts roughly generate four-fifths of total revenue.
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Average annual growth of total tax revenue for the FY82-91 period was 13.8%; it came down to 11.8% during FY92-01. However, the average annual growth picked up between FY02-10 to 14.2%. The recent buoyancy in revenue that also led to higher tax to GDP ratio of domestic based taxes relative to international trade based taxes is also attributable to various reforms undertaken on the domestic tax front.

However, notwithstanding the improved performance of tax revenue, Bangladesh’s tax-GDP ratio remains quite low compared to other countries in South Asia. Tax revenue in South Asian countries experienced declining trends in relation to GDP during the 2000s but on average these countries maintained their tax to GDP ratios at significantly higher level than Bangladesh.
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In Bangladesh, less than 1% of the population falls within the tax net, with 4% of taxpayers (or less than 0.4% of the population) paying 40% of the tax revenue, while 50% of taxpayers (less than 0.5% of the population) pay less than 1% of the total tax revenue (IFC – A Handbook for Tax Simplification). A significant amount of revenue is given up in the form of tax incentives and exemptions. Further key concerns have been identified as the regulations and bureaucracy which impedes revenue performance. National Board of Revenue (NBR) is the central authority for tax administration in Bangladesh. Most of NBR’s processes are manual and the initiatives undertaken to improve taxpayer education and services need to be scaled up. Although there has been various fiscal reforms in the recent past, the tax system in Bangladesh continues to suffer from a number of major weaknesses such as low revenue mobilization, regressive nature of taxation (especially VAT), low tax base, high degree of tax evasion, limited administrative capacity, resource constraints (both manpower as well as technological and physical infrastructure) and cumbersome legal procedures. 
1.2 
Background of Support to National Board of Revenue by Bangladesh Investment Climate Fund
Bangladesh Investment Climate Fund (BICF), a program funded by U.K. Department for International Development (DFID) and European Union (EU) has been supporting the National Board of Revenue to modernize the tax administration system as a whole and is also particularly supporting to incorporate the NBR modernization plan in the country with other key partners. BICF is working with the NBR with the objectives of: 

· Developing long-term ownership of NBR’s various reform initiatives through introduction of a NBR Modernization Plan
· Improving tax compliance and tax payers’ services, first by automating the TIN registration process and cleaning up the old database, and later by helping to bring in the ITAS to improve all processes including managing tax processing, collection, audits etc. 

· Harnessing these changes through ensuring a legal environment conducive to the proposed Modernization Plan by drafting new Income Tax and VAT Laws.  

The expected outcomes from the present engagement with the NBR by project closure would be as follows:  

· Simplified taxpayer's services integrated with ICT based solutions for better enforcement and strengthened compliance

· Reduced compliance costs for paying taxes by 10%

· Increased number of tax and VAT filers by 10%.

1.3
Definitions

Before proceeding with empirical research, it is useful to consider and clarify issues around definitions.

1.3.1 Tax Compliance Cost
This includes any cost relating to tax accounting/calculation, preparing tax return, submission, settlement and dispute resolution covering both in-house and outsourcing. 

1.3.2 Book-keeping
Book-keeping includes activities of businesses for keeping record of day to day business transactions (both income and expenses). 

1.3.3 Tax Accounting: 

Tax accounting means calculation of taxes payable based on profit and loss.

1.3.4 Tax Regime
Tax regime includes broad heads of taxes such as income tax (corporate/turnover), VAT, import duties and wealth tax. (It is to be specially noted that a business may choose to pay either corporate tax based on net company/business profit at given rates or turnover tax at the rate of 0.5% on total turnover irrespective of profit and loss, whichever is higher).

1.3.5 Tax Instruments

All types of taxes under each broad category includingincome tax (corporate/ turnover), VAT, customs duties (imports), supplementary tax, wealth tax, tax deducted at source and payroll tax.
1.3.6      Large Industry
In manufacturing, large industry will be deemed to comprise enterprises with either the value (replacement cost) of fixed assets excluding land and building in excess of BDT 300million or with more than 250 workers.

For services, ‘large industry’ will correspond to enterprises with either the value(replacement cost) of fixed assets excluding land and building in excess of  BDT 150 million orwith more than 100 workers.

1.3.7      Medium Industry

In manufacturing, medium industry will be deemed to comprise enterprises with either the value (replacement cost) of fixed assets excluding land and building between BDT 100 million and BDT 300 million, or with between 100 and 250 workers.
For services, ‘medium industry’ will correspond to enterprises with either the value (replacement cost) of fixed assets excluding land and building between BDT10 million and BDT 150 million, or with between 50 and 100 workers.

If on one criterion, a firm fall into the ‘medium’ category, while it falls into ‘large’ category based on the other criterion, the firm will be deemed as in the ‘large’ category.

1.3.8
Small Industry

In manufacturing, small industry will be deemed to comprise enterprises with either the value (replacement cost) of fixed assets excluding land and building between BDT 5million and BDT 100 million, or with between 25 and 99 workers.

For services, ‘small industry’ will correspond to enterprises with either the value (replacement cost) of fixed assets excluding land and building between BDT half a million and BDT 10 million, or with between 10 and 25 workers.

If on one criterion, a firm fall into the ‘small’ category, while it falls into ‘medium’ category based on the other criterion, the firm will be deemed as in the ‘medium’ category.

1.3.9
Micro Industry

In manufacturing, micro industry will be deemed to comprise enterprises with either the value (replacement cost) of fixed assets excluding land and building between BDT 0.5 million and BDT 5 million, or with between 10 and 24, or smaller number of, workers.

If on one criterion, a firm fall into the ‘micro’ category, while it falls into ‘small’ category based on the other criterion, the firm will be deemed as in the ‘small’ category.

1.3.10 Cottage Industry

In manufacturing, micro industry will be deemed to comprise enterprises with either the value (replacement cost) of fixed assets excluding land and building of less than BDT 0.5 million, or with up to 9 workers, including household members. 

If on one criterion, a firm falls into the ‘cottage’ category, while it falls into ‘micro’ category based on the other criterion, the firm will be deemed as in the ‘micro’ category.

1.4
Scope and Objectives of the Survey
Project working on tax policies and their administration should be subject to systematic monitoring and evaluation in order to ascertain which processes are working as envisioned and which may be falling short of expectations. In order to develop a systematic M&E system, it is essential to conduct baseline study to benchmark for the projects objectives.
The objectives of this study were as follows:

(i) Formulate a baseline of cost estimates for businesses to comply with the current tax procedures and regulations; 

(ii) Evaluate the various Government to Business (G2B) services providing functions such as tax registration, filing and payment of returns, tax tribunal procedures for dispute resolution, etc.

(iii) Identify the key barriers to formalization from the perspective of businesses and analyze the cost and benefits of being formal and informal.

Chapter 2: Bangladesh Tax Policy Administration
2.1
An Evolution of Bangladesh Tax Legislation

BritishRegime 1860-1916: UndertheBritishRegime,generalIncomeTaxontheEnglishstylewasfirstintroduced intheyear1860underthenameoftheIncomeTaxAct,1860. Itcontinuedupto1867anditwaswithdrawnandsuspendedtill1867. TheActwasreintroducedwithcertainmodificationsandwastermed'TheLicenseAct,1867. In1868itwasrenamedasTheCertificateAct1868.On1stApril1873theActwas entirelywithdrawnforasecondtimeandagainreintroducedin1877underthenameand styleofLicenseTaxAct1877.FinallyTheIncomeTaxActof1886cameintoforceandremainedpracticallyunalteredforalongperiodof30years.
1916-1922: In1916,TheIncomeTaxActof1886wasfurtheramendedbytheIncomeTax (Amendment)Actof1916. In1918,thesaidActwassupersededbyIncomeTaxActof1918. In1921anAll IndiaCommitteeonIncomeTaxwasformandonthebasisoftheir recommendationtheIncomeTaxAct of1922wasenacted. TheActwasinforceuptotheendoftheBritishEra.
AfterPartitionandIndependencein1947: ThePakistanGovernmentadoptedtheIncomeTaxActof1922. TheBangladeshGovernment,afterindependencein1971alsoadoptedtheIncomeTax Actof1922asitslegislationforIncomeTax. TheActwasfurtherimprovedandamendedandRenamedin1984asIncomeTax Ordinance.1984. TheActisinforcetilltodaywithperiodicchangesandamendment.s.
2.2
Bangladesh Tax Policy and Administration
The National Board of Revenue (NBR) is the central authority for tax administration in Bangladesh. It was established by President's Order No. 76 of 1972.  Administratively, it is under the Internal Resources Division (IRD) of the Ministry of Finance (MoF). MoF has 4 Divisions, headed by 4 permanent Secretaries to the Government, namely, the Finance Division the Internal Resources Division (IRD), the Banking Division and the Economic Relations Division (ERD). The Secretary, IRD is the ex-officio Chairman of NBR. NBR is responsible for formulation and continuous re-appraisal of tax-policies and tax-laws, negotiating tax treaties with foreign governments and participating in inter-ministerial deliberations on economic issues having a bearing on fiscal policies and tax administration.

The main responsibility of NBR is to collect domestic revenue (primarily, Import Duties and Taxes, VAT and Income Tax) for the government.  Other responsibilities include administration of all matters related to taxes, duties and other tax producing fees. Under the overall control of IRD, NBR administers the Excise, VAT, Customs and Income-Tax services.

2.1.1 Tax Legislation of Bangladesh

There are three primary tax legislations in Bangladesh that dictates tax policy and lays of the framework for tax collection and regulation in Bangladesh.
2.1.1.1 Bangladesh Income Tax Ordinance 1984
Income tax is applicable in case of all “persons” which includes individuals, a firm, as association of persons, a Hindu undivided family, a local authority, a company and every other artificial juridical person.

Heads of income on which taxes are imposed: 

1) Salaries

2) Interest on securities

3)  Income from house property

4) Agricultural income

5) Income from business or profession

6) Capital gains

7) Income from other sources

Tax rates applicability: In case of company tax-payers, taxes are imposed as per the following schedules:

· Publicly Traded Companies:In case of publicly traded companies (such companies which are formed under company law and are registered with Stock Exchange for concerned year). The tax rate is 27.5% on total income.

· Companies not publicly traded: A company which is not publicly traded, rates of tax for such companies are as follows. The rate of tax is at 37.5% (Corporate tax) or turn over tax at rate of 0.5%, whichever is higher (tax amount). 

· Others: Bank, insurance company, leasing companies are to pay tax at the rate of 42.5%. Mobile phone operating company at 45%

2.1.1.2 VAT Act 1991
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At present, VAT in Bangladesh has the following components:

i. VAT is imposed on goods and services at import stage, manufacturing, wholesale and retails levels

ii. A uniform VAT rate of 15% is applicable for both goods and services

iii. 15%  VAT is applicable for all business or industrial units with an annual turnover of Taka 2 million and above

iv. Turnover tax at the rate of 4% can be levied where annual turnover is less than Taka 2 million

v. VAT is applicable to all domestic products and services with some exemptions

vi. VAT is payable at the time of supply of goods and services

vii. Tax paid on inputs is creditable/adjustable against output tax

viii. Export is exempt

ix. Cottage industries (defined as a unit with an annual turnover of less than Taka 2 million and with a capital machinery valued up to Taka 3,00,000) are exempt from VAT

x. Tax returns are to be submitted on monthly or quarterly or half yearly basis as notified by the Government.

xi. Supplementary Duty (SD) is imposed at local and import stage under the VAT Act, 1991. Existing statutory SD rates are as follows:

a. On goods: 20%, 35%, 65%, 100%, 250% & 350%

b. On services: 10%, 15% & 35%.

Tax Base for VAT:
	Import Stage:
	Customs Assessable Value + Customs duty + Supplementary duty

	Domestic/Local   Stage:
	a) Goods (manufacturing): [Production cost + Profit and   Commission (if any) + Supplementary duty (if any)] 

b)  Services: [total receipts excluding VAT but including  supplementary duty (if any)]


Truncated Base / Fixed Value Addition: In some of the cases of goods and services producers and sellers face difficulties in availing VAT credit/adjustment facilities due to non availability of invoices from the sellers of input. In order to remove this operational difficulty, fixed bases such as 10%, 25%, 30%, and 60% value addition is taken into account for calculation of VAT for a number of goods and services. In such circumstances net VAT rate for different rates of value addition comes to 1.5%, 2.25%, 4.5% and 9%.

VAT at the wholesale and retail stage: In case of wholesalers and retailers, there is a special provision for a 1.5% percent VAT known as Trade VAT on the total sale, provided that the wholesaler/retailer do not avail the facility of input credit/adjustment. Such tax is also collected at the import stage from importers of finished goods as an advance trade VAT.

Tariff Value for imposition of VAT: Under the VAT Law, the government is empowered to fix Tariff Value for some items for the collection of VAT. For example: tariff value for mild-steel products produced from imported/locally procured re-rollable scraps is TK 4000.00 per MT. Normal VAT input credit is also not available under this system.

Deduction of VAT at source:  As deduction at source is also practiced in case of VAT on certain services, Government, Semi-Government, Autonomous Bodies, NGOs, Banks, Insurance Companies and Limited Companies are authorized by the government to deduct applicable VAT on the services at source.

Excise Duty: At present excise duty applies to only two items: bank deposits and domestic air ticket (Tk. 250 per journey).
2.1.2
Tax Procedures for Businesses in Bangladesh

(i)
For individuals and firms: Normally income year starts from 1st July and ends on 30th June next year and time limit for submission of income tax return is 30th September each year. The tax payer is supposed to provide all required documents and evidences with the statement of income along with the income tax return. 

(ii)
For Companies: Normally income year starts consists of 12 calendar months starting from any month of the year.  The company tax-payers are supposed to file their return by the 15th of July next following the income year or where the 15th of July falls before the expiry of 6 months from the end of income year, before the expiry of such 6 months.
(iii)
Types of income tax return: 

1) Normal return.

2) Universal self-assessment.
(iv) Tax Audit: In case of normal return, all the returns are examined by the tax officials for determination of income and taxes. In case of universal self-assessment a certain percentage of returns are selected on random basis for audit. 

(v) Tax Appeal: If any disagreement arises out of the computation of income and taxes by the tax officials then the assessed (Company or individual) may proceed for appeal to the appellate authority for adjudication in the concerned situation. 

(vi) System of Appeal:Initially the appeal is filed with the appellate authority. In this case then tax-payers representative and the representative of the tax administration adjudicate the matter after discussion.  If no resolution is made to the satisfaction of both the parties then the aggrieved party or parties can file appeal before the taxes appellate tribunal. Even then if no resolution is made to the satisfaction of both the parties and if the issue involves a question of law in that case they can go for reference to the High Court Division of the Supreme Court of Bangladesh.  There is a separate procedure   for resolution of disputes which is known as an “Alternative Dispute Resolution or ADR”. This separate procedure was introduced for all categories of taxes through the Finance Bill 2011. It is formed by cross section of people well conversant in income tax law (Retired high level income tax official, Chartered Accountants, Advocates etc). Tax officials of the department are deputed to see the interest of revenue and applicability of the law.  
2.2
Recent Performance of Business Taxation in Bangladesh
The selected tax revenue receipts of the Government of Bangladesh under NBR from FY01 to FY10 are presented in Table 2 below.

Table 2: Performance of Different Tax Revenue Receipts of NBR from FY01-10 (in Crore BDT)

	FY
	Customs Duty
	Export Duty
	Excise Duty
	Income Tax
	VAT
	Supplementary Tax
	Other Taxes
	Total Tax

	
	
	
	
	
	Domestic
	Import
	Domestic
	Import
	
	

	01
	5100.69
	…
	275.06
	3500.82
	2700.53
	3679.74
	2114.14
	1255.26
	148.51
	18774.75

	02
	5395.08
	…
	292.50
	3789.08
	3229.43
	3757.81
	2275.85
	1331.84
	152.81
	20224.40

	03
	6679.43
	…
	218.27
	4235.57
	3660.26
	4121.16
	3138.89
	1271.08
	229.81
	23554.47

	04
	7087.53
	…
	158.71
	4707.36
	4316.18
	4397.75
	3545.73
	1685.74
	293.79
	26192.79

	05
	7912.85
	…
	144.39
	5577.09
	5111.93
	5347.00
	3702.81
	1853.46
	256.09
	29905.62

	06
	7824.27
	…
	161.16
	7141.56
	6472.29
	5883.79
	4665.76
	1563.40
	272.45
	33984.68

	07
	8154.76
	…
	183.48
	8721.24
	7471.13
	6311.17
	4846.09
	1196.63
	334.82
	37219.32

	08
	9608.45
	…
	214.13
	11748.54
	9179.85
	8474.66
	6001.41
	1752.86
	455.76
	47435.66

	09
	9371.12
	…
	238.34
	13857.74
	10965.40
	9181.44
	6173.43
	2318.24
	421.54
	52527.25

	10
	8997.12
	…
	347.49
	17042.28
	13816.85
	10651.22
	7593.34
	3203.13
	390.73
	62042.16


 (Source: Bangladesh Bank Monthly Economic Review, April 2012)
Please note that although there are no receipts of export duty from FY94 – FY10, NBR data shows that export duty was collected FY11 onwards. In FY11 USD4.16m revenue of export duty was collected by NBR.

Table 3: Number of cases resolved and total number of cases pending under Corporate Tax

                                 Revenue in Million BDT
	Region
	2010-2011 fiscal year

	
	Resolved cases
	Total Pending cases

	
	Numbers
	Revenue amounts
	Numbers
	Revenue amounts

	Dhaka
	5958
	22390
	1582
	31928

	Chittagong
	2260
	4416
	346
	373

	Khulna
	1652
	587
	407
	1965

	Total
	9870
	27393
	2335
	34266


Table 4: Number of cases resolved and total number of cases pending under VAT

Revenue in Million BDT
	Region
	2009-2010 fiscal year
	2010-2011 fiscal year

	
	Resolved cases
	Total pending 

cases
	Resolved cases
	Total pending

 cases

	
	No. of 

cases
	Revenue

amounts
	No. of 

cases
	Revenue amounts
	No. of 

cases
	Revenue amounts
	No. of 

cases
	Revenue 

amounts

	Dhaka
	112
	397
	39
	84
	82
	391
	38
	199

	Chittagong
	76
	38
	34
	336
	39
	35
	36
	476

	 Total
	188
	44
	73
	42
	121
	43
	74
	67


Chapter 3: Survey Methodology
3.1
Overview of the Methodology of the Formal Firms Surveyed

The Bangladesh survey on Tax Perception and Compliance Cost of the formal firms and Perception of Taxation of the Informal firms was carried out in two phases between April 2012 – June 2012:

(i) A survey on tax compliance costs for businesses in Bangladesh registered with the NBR (formal firms) to gather information about the time and financial costs of complying with tax obligations and to help quantify “non-traditional payments'. 

(ii) Second, a survey of a sample of informal firms i.e. those not registered with the NBR for paying tax, to determine the causes of non-compliance. 

Ideally the sample population for tax compliance cost surveys is gathered from the national tax authority of the country. NBR’s existing record-keeping system is manual whereby each tax office maintains handwritten registers. Further, there is no central system database maintained where lists of all registered taxpayers can be found. Nevertheless NBR was approached for assistance of permission to allow the survey company to collect details of registered taxpayers from the various tax offices. However due to issues regarding to privacy policy, it was not possible to obtain a list of registered taxpayers from NBR. 

Table 5: Number of registered taxpayers under different category of taxes in 2010-2011

	Region
	Number of Registered Tax Payers

	
	VAT
	Income Tax

	Dhaka
	3,23,338
	11,34,773

	Chittagong
	68,899
	3,65,182

	Khulna
	59,819
	1,60,932

	Rajshahi
	33,852
	1,57,945

	Rangpur
	N/A
	88,568

	Barisal
	N/A
	63,057

	Sylhet
	22,550
	1,04,803

	Jessore
	12,465
	Not available

	Total
	5,20,923
	20,75,260


Bangladesh Bureau of Statistics (BBS) periodically conducts enterprise surveys. However the BBS database also proved to be outdated. In Bangladesh, different business chambers of commerce and industries maintain databases of member firms. Databases of different business chambers was collected and used to develop a population frame of 6,933 formal firms. Further based on advise of the project team it was agreed that in order to obtain a nationally representative sample from the chambers of commerce databases, 60% of the firms should be of small category and 20% each for medium and large category. The firm size was determined using guidelines pertained in the National Industrial Policy of Bangladesh.
3.1.1 
Sampling Plan for Formal Businesses

The sampling plan was designed to secure the highest possible representation of available data. The survey was carried out in Dhaka and Chittagong zones which covered 95% of the total tax submissions by the formal companies as can be seen from the following table. The total sample was divided proportionately between Dhaka and Chittagong (Dhaka 81.7% and Chittagong – 18.3%) based on return submissions.
Table 6: Distribution of Tax Return Submitted Between July 2010 and April 2011 and Sample Distribution 

	SL.
	TaxZone
	ReturnSubmitted
	%

	1
	Dhakatotal
	12474
	77.5

	2
	Chittagongtotal
	2798
	17.4

	3
	Taxzone – Khulna
	364
	2.3

	4
	Taxzone – Rajshahi
	194
	1.2

	5
	Taxzone – Rangpur
	102
	0.6

	6
	Taxzone – Barisal
	35
	0.2

	7
	Taxzone – Sylhet
	136
	0.8

	Total
	16103
	100.00


Source: NBR

3.1.2 
Survey Frame, Sample Size and Distribution

A survey frame was developed based on different chambers of commerce database from Dhaka and Chittagong as follows:

· Dhaka Chamber of Commerce and Industry (DCCI), 

· Metropolitan Chamber of Commerce and Industry (MCCI)
· Federation of Bangladesh Chambers of Commerce and Industry (FBCCI)

· Chittagong Chamber of Commerce and Industry (CCCI)

Due to the limitations of the survey frame, the survey company was requested to survey at least 10% of the total population frame. A sample of 1000 firms (60% small, 20% medium and 20% large) was agreed upon during the consultation meetings with all key persons involved. Further, the survey company was also requested that 10% of the sample surveyed should comprise of women owned enterprise. Thus based on returns submissions the sample was proportionately divided between Dhaka and Chittagong (735 and 165 respectively) excluding women owned enterprises.The distribution of samples across the different chamber of commerce was determined using a stratified sampling design using the Probability Proportionate to Size (PPS) mechanism (See Table 7). Samples were drawn randomly from the respective databases using random number generator. Replacement for refusal and casualties were also made using the same mechanism.
Table 7: Proportionate sample distribution of formal firms surveyed (excluding female owned enterprises)
	SL
	Chamber
	Location
	No. of Members
	Proportionate Sample

	1
	DCCI
	Dhaka
	4316
	533

	2
	FBCCI
	Dhaka
	1333
	165

	3
	MCCI
	Dhaka
	295
	37

	Total
	5944
	735

	4
	CCCI
	Chittagong
	989
	165

	Total
	989
	165

	Total Formal Firms Surveyed (excluding women owned enterprises)
	900


The same approach was used to divide the sample of 100 women entrepreneurs between Dhaka and Chittagong (82 and 18 respectively). Two databases were used to draw the sample for women entrepreneurs: The Women Enterprise Association (WEA) database and the SME Foundation database. The WEA database had 92 members out of which only 4 could be interviewed (as only 4 filed income tax returns the previous year). The remaining 96 interviews were conducted with female owned enterprises from the SME Foundation database. The screening was done during appointment setting over the phone to identify the geographic location and to check whether income tax return was filed for the previous year.

3.2
Overview of the Methodology of the Informal Firms Surveyed

There are no databases for informal companies available. Therefore, the same distribution ratio as that of formal companies was followed for informal companies, assuming that the distribution of informal companies will have similar pattern by location. Based on this assumption sample distribution for informal firms/companies was as follows:

Table 8: Sample size and distribution of informal firms
	
	Location
	%
	SampleSize

	1
	Dhaka
	81.7
	572

	2
	Chittagong
	18.3
	128

	
	Dhaka + Chittagong
	100
	700

	3
	Womenentrepreneur
	
	100

	
	Total
	
	800


3.2.1
Sampling Technique
Informal companies were identified through snowballing method. Firstly, an enumerator knocked the door of a business house conveniently and made queries for identifying eligible firms/companies. Once a business house was deemed qualified for the survey, the owner was approached for an interview. This method was followed until the area was exhausted. In addition, a successful respondent or an informed person was requested to introduce or refer to another potential respondent who met the eligibility criteria. 

3.3
Sample Achieved

Tables below show sample by type and size of businesses based on the survey:
Table 9:Break-down of Sample Achieved

	
	TotalSample
	Ownership
	Size
	Sector

	
	
	LLC
	Prop.
	Large
	Medium
	Small
	Manu.
	Service
	Trade

	Formal
	1,000
	530
	470
	200
	200
	600
	270
	280
	450

	Informal
	800
	-
	800
	-
	-
	800
	120
	350
	540


Table 10:Break-down of Sample Achieved by Size and Sector

	
	Formal
	Informal

	
	Large
	Medium
	Small
	Total
	Small

	Manufacturing(%)
	55
	32
	16
	27
	12

	Service (%)
	28
	27
	29
	28
	35

	Trade (%)
	17
	41
	56
	45
	54

	Total Sample
	201
	198
	601
	1,000
	800


Chapter 4: Survey Findings of Tax Perception and Compliance Costs in the Formal Sector
There are approximately 170,000businesses registered with the Registrar of Joint Stock of Companies & Firms (RJSC&F) in Bangladesh about 25% (41,788) of which obtained registration between 2007-2011. The RJSC&F is the sole authority, which facilitates the formation of companies and keeps track of ownership related issues as prescribed by the laws in Bangladesh. The RJSC&F deals with the following types of companies: private, public, foreign, trade organizations, societies and partnerships. It should be noted that the RJSC&F does not deal with sole proprietors or independent entrepreneurs. One of the main requirements for company formation is tax identification number (TIN) registration from NBR. These businesses are considered formalized businesses.
However, in Bangladesh, formalized businesses are not limited to companies. Many businesses operate legally with a trade license. A trade license in Bangladesh is operated independently by different city corporations under the City Corporation Taxation Rules 1983. In general to obtain a trade license, it is not mandatory to submit proof of tax registration through TIN. Neither is Business Identification Number (BIN) usually required for paying VAT is applicable. The Holding Tax payment receipt is the only tax related requirement for obtaining a trade license.
Many companies also opt to obtain trade license alongside registering as a company from the city corporation. Although by law all businesses are required to file for tax (VAT and Income Tax), the regulations are not strictly adhered to. 

This chapter presents the findings of tax perception and compliance costs for the formal sector which is defined as businesses that are tax registered have been filing returns regularly.
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4.1
Overview of the Formal Firms Surveyed

Out of the total 1,000 companies surveyed 53.3% were limited liability companies (LLCs) and 42.7% were proprietorship. While most LLCs were private limited companies, most proprietorship businesses fell under sole proprietorship and a few partnerships shown in the following Figure 12.

Rationale for registering company as a LLC
Based on the sample of LLC enterprises surveyed the main reasons for registering their companies were:

(i) To access broader market (41.3%)

(ii) To ensure legal obligations of the partnership (17.8%)

(iii) [image: image32.png]Female owned
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To get access to finance (15.8%)
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Similar to the reasons stated above, ‘broader market’ and ‘better access to finance at lower cost’ were also mentioned as two major advantages of registering a company as LLC.
Rationale for operating business as proprietorship: The main reason and also the main advantage of operating a business as proprietorship was ‘low tax rate’. The two other notable main reasons were ‘hassle of registering with the RJSC&F’ and ‘lack of financial ability to register/create a LLC’.  
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In Bangladesh limited liability companies are perceived to be disadvantaged by double taxation policy of the government. According to the Income Tax Ordinance 1984, while maximum profit tax to be paid on income by a proprietorship business is 25%,the tax rate for a private LLC is 37.5%. Income tax is further imposed on top of dividend earned at 25% as dividend income is treated as personal income. This implies that, a shareholder of private LLC who has to pay personal income tax at the rate of 25% based on his total income from all sources, ends up paying more than 53% on his company earnings (37.5% on company earning + 25% on dividend amount). The wide practice of hiding income by private LLCs in the annual return can perhaps be attributed to this double taxation policy of NBR.

4.2
Tax Registration
Out of 1,000 companies/businesses surveyed, only 39 obtained TIN in 2011. Others enterprises already had a TIN. On average only around one person was involved in preparing documents for obtaining TIN, spending around 9 hours of total staff time for the purpose. Similarly, for submitting application to NBR, only one person was involved and average time spent was 5 hours.  The average staff time cost for document preparation was BDT 1,370; for submission of application it was BDT 333.The table below shows staff involvement; time taken and staff time costs relating to obtaining TIN from NBR. The average time taken to obtain TIN after submission of application is more than 8 days. 

Table 11:Average staff time and cost for procuring TIN certificate

	
	Document Processing
	Submission of Application

	Base
	39
	22*

	No. of staff
	1
	1

	Time (Hours)
	9.1
	5.1

	Staff time cost (BDT)
	1,370
	591




   * This average is for those who spent staff for submission of application.
Official fee to obtain TIN: In 2011 amount of official fee for obtaining TIN was BDT 1,000, which was withdrawn at a later part of the year. As a result 29 out of 39 businesses who procured TIN in 2011 paid the fee as they obtained their TIN before the fee was withdrawn. The average actual amount of official fee paid, however, was about BDT 1,380. The amount did not vary much by ownership, size or sector.

Table 12: Distribution of Cost for obtaining a TIN

	Details
	Average (BDT)

	Staff time cost (BDT) -  document processing
	1,370

	Staff time cost (BDT) - Submission of application
	333

	Outsourcing cost (BDT)
	2,416

	Official fees
	1,026

	Informal cost 
	2,000

	Total 
	4,295
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Informal costs: Only around 15% of those who obtained TIN in 2011 reported to have paid informal costs for obtaining TIN, and average amount paid by them was BDT 2,000. 
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Incidence and cost of outsourcing: About half of those who procured TIN in 2011 took help of outsourced services. Depending on ownership style, size and sector of the business the cost of outsourced services ranged between BDT 1,500 and BDT 3,500, and average cost incurred was BDT 2,416. 
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Rating on the scale of difficulty faced in obtaining TIN: Overall, a significant portion of the respondents (41%) did not find obtaining TIN easy, and the rest 59% found it either very easy or somewhat easy. The mean score obtained on 5 point scale was 3.7 indicating relatively positive rating overall with room for further improvement. By firm size, smaller businesses appear to have found it relatively more difficult than the larger ones. By sector type, manufacturing companies found it easier than others to procure TIN certificate.
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Rationale for TIN registration and filing regular returns: The biggest advantage of obtaining TIN and submitting tax return every year was ‘no fear of government retribution’. Two other notable advantages were ‘no informal costs associated with absence of TIN’ and ‘lower frequency of tax inspections’. A large segment of proprietorship businesses (43%) mentioned that there is no advantage at all in not obtaining TIN and submitting tax return. However, the main advantage mentioned by the rest of the businesses was ‘no taxes’. The two other notable advantages were ‘no tax compliance cost’ and ‘no harassment by tax officials’. 
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4.3 Tax Compliance
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Although the government must spend money on tax collection activities, a significant amount of time and cost required, particularly for bookkeeping and tax accounting are borne by the taxpayers. These are collectively called time and costs of compliance. 

According to Doing Business 2011, there are approximately 7 types of taxes a mid-size company is expected to pay in Bangladesh. These totals to 20 payments which require 302 hours.
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Figure 22: Paying Taxes in Bangladesh (Doing Business, 2011)
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4.3.1 
Tax regime
According to the sample surveyed, 97.6% of all businesses paid corporate income tax and 2.4% paid turnover tax indicating that all the surveyed companies paid corporate income tax in 2011. It may be noted here that a business may choose to pay either corporate income tax based on net company/business profit at given rates or turnover tax at the rate of 0.5% on total turnover irrespective of profit and loss, whichever is higher. More than two-thirds (70%) paid VAT, and 41% paid import duties.  Wealth tax was paid by 1.4% in total which was paid only by proprietorship business as it is applicable only to individuals and not to companies (LLCs). 

In addition to corporate income tax, VAT and import duties, as mentioned above, businesses also paid supplementary tax (8% - applies to some products along-with VAT and import duty), tax deducted at source (26% - on supplies procured by the businesses) and payroll tax (19% - on staff salary and remuneration). The latter two are deducted at source, by the businesses and later paid to NBR. Considering incidence of paying taxes, the practice was higher amongst LLCs and larger businesses, indicating that larger the business higher the incidence of paying different types of taxes and vice versa. By sector, incidence was higher for manufacturing companies. Although all LLCs are expected to pay VAT and taxes deducted at source, incidence of paying these taxes amongst them was much lower than 100%.
Table 13: Types of taxes and duties paid in calendar year 2011 by ownership, firm size and sector
Figures in %

	Types of Taxes
	Ownership
	FirmSize
	Sector

	
	LLC
	Prop.
	Large
	Med.
	Small
	Manu.
	Service
	Trade

	Base
	533
	467
	201
	198
	601
	269
	281
	450

	Income Tax 
	Corporatetax
	97.0
	98.3
	97.5
	98.0
	97.5
	97.4
	96.8
	98.2

	
	Turnovertax
	3.0
	1.7
	2.5
	2.0
	2.5
	2.6
	3.2
	1.8

	VAT
	76.7
	62.7
	80.6
	74.2
	65.4
	72.9
	66.6
	70.9

	Customs(import) duty
	50.3
	30.6
	58.7
	47.0
	33.3
	52.4
	19.9
	47.6

	Supplementarytax
	12.0
	3.2
	15.9
	8.6
	5.0
	13.0
	3.9
	7.3

	Wealthtax
	0.0
	3.0
	1.5
	1.5
	1.3
	0.7
	1.8
	1.6

	Taxdeductedatsource
	38.1
	11.4
	56.7
	32.8
	12.8
	36.4
	27.1
	18.2

	Payrolltax
	34.0
	2.8
	49.8
	26.3
	7.0
	30.9
	21.7
	11.1


4.3.2
Frequency of Returns Submission
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All businesses submitted income (corporate/turnover) tax return annually. In Bangladesh these tax returns are submitted once a year either based on financial year (July – June) or calendar year. Based on the sample surveyed, most companies submitted VAT return every month as per official rule.
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4.3.3
 Bookkeeping and Tax Accounting
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Based on the sample surveyed, 98.9% of bookkeeping is done in-house while a combination both own staff and outsourcing is involved for the remaining 1.1% of the firms. The method used for bookkeeping varies from firm to firm. Based on the sample surveyed, two-thirds used computers for bookkeeping. 
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Overlap analysis revealed that 44% use both registers and computers simultaneously. Register maintenance is lower amongst LLCs (64%) than proprietorship (88%). Small firms use registers significantly more (83%) than large firms (52%) and medium ones (74%). The trend is similar amongst trade, manufacturing and service organizations. Receipts are kept by a little more than half of the businesses. Despite a high computer usage, only a little more than one-third of the companies use any specialized book-keeping software. 

Tax accounting is governed by the relevant tax legislation which dictates the specific rules that companies and individuals must follow when preparing tax returns. In should be noted that in general tax principles differ from generally accepted accounting principles. Based on the sample surveyed, majority of the firms used a combination on in-house and outsourcing to complete tax accounting activities. 
4.3.4.1
Staff time spent and time costs for bookkeeping and tax accounting
Overall businesses spent about 536 person days on average taking into account all staff who gave time for bookkeeping and tax accounting. Ownership-wise LLCS spent 2.7 times more person days than proprietorship businesses; size-wise larger firms spent more than the smaller ones. Sector-wise manufacturing firms spent highest staff days, followed by service sector. However of the total time spent, 93% of the time was spent for book keeping and only 7% time was spent on tax accounting. The pattern was more or less similar by size and type of business.  Time spent had a direct reflection on the cost. As a result staff time cost followed the same pattern as that of time spent. Total average amount of staff time cost across all categories was close to BDT 616,892. 

Table 14: Average staff time spent (working days) on Book-keeping and Tax- Accounting
	
	Total
	Ownership
	FirmSize
	Sector

	
	
	LLC
	Prop.
	Large
	Med.
	Small
	Manu.
	Service
	Trade

	Base*
	1000
	533
	467
	201
	198
	601
	269
	281
	450

	Total staff time in person-days
	535.9
	759.1
	281.1
	1162.8
	624.8
	296.9
	774.3
	578.4
	366.8

	% of staff time spent on Book-keeping
	92.9
	92.9
	92.9
	93.0
	93.4
	92.4
	93.1
	93.4
	92.1

	% of staff time spent on Tax Accounting
	7.1
	7.1
	7.1
	7.0
	6.6
	7.6
	6.9
	6.6
	7.9

	Total  average staff time cost in BDT
	                                                                                           615,892   
	                  964,934   
	             217,521   
	                     1,673,894   
	           683,383   
	           239,816   
	                                              977,289   
	           677,560   
	           361,349   


Table 15: Distribution of staff time cost for Bookkeeping & Tax accounting(in BDT) &% of cost distribution across staff category
	StaffCategory
	Total
	Ownership
	FirmSize
	Sector

	
	
	LLC
	Prop.
	Large
	Medium
	Small
	Manu.
	Service
	Trade

	Base
	1000
	533
	467
	201
	198
	601
	269
	281
	450

	Total average staff time cost
	615,882
	 964,934   
	217,521   
	1,673,894   
	683,383   
	239,816   
	977,289   
	677,560   
	361,349

	Time cost distribution 
	%
	%
	%
	%
	%
	%
	%
	%
	%

	Management
	15.2
	10.3
	40.0
	8.2
	14.4
	32.1
	10.3
	14.7
	23.5

	GM/Manager
	28.7
	29.7
	23.7
	32.6
	23.5
	24.7
	31.7
	27.2
	25.8

	SeniorAccountant
	38.5
	40.9
	26.0
	40.3
	41.1
	31.8
	40.2
	37.2
	37.3

	JuniorAccountant
	16.5
	18.0
	8.9
	17.8
	20.1
	9.9
	17.3
	19.3
	11.8

	Supportstaff
	1.1
	1.1
	1.4
	1.1
	0.9
	1.5
	0.5
	1.7
	1.5


4.3.4.2
Cost of Tax Compliance based on Turnover
Of the 1000 firms surveyed, 26% had turnover less than BDT 3 million. The average cost of compliance was BDT 27,224 with 31% and 61.4% of the time devoted to complying with VAT and CIT/Turnover tax respectively. Majority of these firms were of small business of proprietorship nature. For firms with turnover less than BDT 5 million (including those firms of turnover BDT less than 3 million) the average cost of compliance was BDT 28,608 with 32.1% and 57.8% of the time devoted to complying with VAT and CIT/Turnover tax respectively. Here too majority of the firms were of small category and of proprietorship in nature. Overall 7.1% of total staff-time cost is devoted to tax compliance which is BDT 43,728. This includes firms with turnover over BDT 5 million which was nearly 60% of all firms surveyed. In relative terms, it costs 0.1% more for businesses with turnover of less than BDT 3 million compared to overall cost of compliance.
4.3.4.3
Breakdown of staff time devoted for tax accounting by type of tax

Of the total staff time spent, about half was spent on income tax and about a third for VAT. By business type, proprietorship and smaller businesses spent relatively more time on income tax than others. 

Table 16: Percentage of staff time devoted to tax accounting was spent on different taxes

Figures in %

	
	Total
	Ownership
	FirmSize
	Sector

	
	
	LLC
	Prop
	Large
	Medium
	Small
	Manu.
	Service
	Trade

	Base
	1000
	533
	467
	201
	198
	601
	269
	281
	450

	Vat
	33.0
	34.0
	29.8
	33.8
	31.3
	33.1
	32.4
	33.3
	33.4

	Corporate Incometax
	45.4
	41.5
	57.3
	37.7
	49.0
	52.4
	42.1
	48.5
	46.4

	Custom (import) duty
	9.0
	9.6
	7.2
	9.7
	9.1
	8.1
	9.7
	5.7
	11.0

	Supplementarytax
	1.5
	1.7
	0.7
	1.9
	1.1
	1.2
	1.4
	1.7
	1.4

	Wealthtax
	0.1
	0.0
	0.6
	0.1
	0.3
	0.1
	0.1
	0.1
	0.2

	Taxdeductedatsource
	4.8
	5.4
	2.9
	6.7
	4.9
	2.5
	5.3
	5.4
	3.8

	Turnovertax
	2.3
	2.9
	0.5
	4.4
	0.7
	0.9
	5.3
	0.8
	0.3

	Payrolltax
	3.9
	4.8
	1.0
	5.8
	3.6
	1.8
	3.8
	4.5
	3.4
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4.3.4.4
Break down of staff time devoted for tax accounting by activity

Nearly half of the staff time devoted for tax accounting (48%) was spent on tax return calculation, about a third (31%) was spent for quarterly/annual tax report preparation, followed far behind by filling-up forms and submission (14%). Paying tax also took approximately 5% across categories) of the total time.  Time distribution pattern by different activities appeared similar across business type and size.

4.3.4.5
Cost of outsourcing book keeping and tax accounting
Average cost of outsourcing bookkeeping and tax accounting was BDT 45,435. The LLCs paid BDT 73,663 on average, which was more than 5 times the amount paid by proprietorship business (BDT 13,197). This significant difference may be attributed to the mandatory external audit required for the LLCs which is not a compliance requirement for proprietorship businesses. Similarly, the large companies, most of whom would be LLCs, paid BDT 118,680 on an average which was more than double and almost six times higher than the amounts paid by medium and small sized businesses respectively. Sector-wise, manufacturing paid the highest amount (average BDT 63,797), and trade paid the lowest (average BDT 30,116). Of the total amount paid for outsourcing, 99.7% contributed towards tax accounting. This further confirmed that book-keeping was almost entirely done in-house. 

Table 17: Cost of outsourcing book-keeping and tax accounting

	 
	AverageCostin BDT

	Total (N=1000)
	45,435

	Ownership
	LLC (N=533) 
	73,725

	
	Proprietorship (N=467)
	13,147

	FirmSize
	Large (N=201)
	118,619

	
	Medium (N=198)
	53,958

	
	Small (N=601)
	18,151

	Sector
	Manufacturing (N=269)
	63,952

	
	Service (N=281)
	52,365

	
	Trade (N=450)
	30,038


Reasons for outsourcing: Four possible reasons were prompted to the respondents to indicate which of these applied to them for deciding to outsource tax accounting activities. The most mentioned reason (66%) was ‘difficult to update with changes in legislation’. The response pattern was similar by different types of businesses with respect to all the reasons except that ‘lack of expertise within the company/ business’ was mentioned more by proprietorships, smaller businesses and trade than their respective counterparts, indicating that LLCs and large companies are better equipped than the others internally.  

Table 18: Reasons for deciding to seek outside help on tax accounting activities

Figures in%
	 
	Total
	Ownership
	FirmSize
	Sector

	
	
	LLC
	Prop.
	Large
	Med.
	Small
	Manu.
	Service
	Trade

	Base
	935
	533
	402
	201
	192
	542
	261
	267
	407

	No time to do it internally
	46.3
	45.2
	47.8
	40.3
	42.7
	49.8
	41.8
	47.9
	48.2

	Lack of expertise within the company/ business
	46.4
	32.7
	64.7
	25.9
	42.7
	55.4
	36.8
	44.9
	53.6

	 It is difficult to be up to date with the changes in tax legislation
	65.7
	64.0
	67.9
	64.7
	66.2
	65.9
	67.4
	64.4
	65.4

	Outsourcing these activities is cheaper than doing it inside the company
	46.1
	46.0
	46.3
	44.8
	44.8
	47.1
	46.0
	45.7
	46.4


Importance of selected factors for deciding to conduct some tax accounting in-house: Respondents were asked to give their opinion on 4 selected factors with regards to their importance for conducting in-house tax accounting. The two most important factors that influence decision to conduct tax accounting in-house and mentioned by half of the respondents were ‘have sufficient expertise in tax matters in firm’ and ‘external services are more expensive’.
Table 19: Factors for not outsourcing tax accounting activities












Figures in %
	
	Total
	Ownership
	FirmSize
	Sector

	
	
	LLC
	Prop.
	Large
	Med.
	Small
	Manu.
	Service
	Trade

	Base
	930
	533
	397
	201
	192
	537
	261
	266
	403

	Have sufficient expertise in tax matters in firm
	52.6
	65.7
	35.0
	73.6
	55.7
	43.6
	61.7
	54.9
	45.2

	External services are more expensive
	48.7
	49.2
	48.1
	50.2
	50.5
	47.5
	47.9
	50.0
	48.4

	I would not trust outsiders with the financial matters of my company/business
	37.4
	42.6
	30.5
	43.8
	37.5
	35.0
	44.4
	36.1
	33.7

	It's difficult to find skilled consultants on the market
	19.2
	21.0
	16.9
	17.9
	21.4
	19.0
	21.8
	22.9
	15.1


Level of complications of tax related activities:  Overall the findings indicate that tax related activities are not very complicated. Of the various activities, bookkeeping appears to be least complicated (90%) followed by tax payments (64%). Tax accounting, filling-up tax return forms and tax return submissions were perceived to be relatively complicated by a little more than half the respondent. 
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Figure 27: Degree of complexity for various tax related activities based on the sample surveyed
4.4
Tax Inspections
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Based on the sample surveyed, tax officials inspected about a third of the companies/businesses. Inspection pattern by type of companies show that the tax officials inspected the large companies most (51%) and small companies the least (27%).  Ownership-wise, LLCs were inspected more (36%) compared to the proprietorship businesses (29%). This suggests that possibly the tax officials place more emphasis on inspecting larger companies.  
Out of the 328 firms inspected, 86.9% were inspected for Income tax (Corporate & Turnover Tax combined) and 45.7% for VAT. Overlap analysis indicates that about one third of the companies were inspected for both income tax and VAT. Further of the firms that were inspected the incidence for inspection for VAT was twice more than that of income tax.
Table 20: Average number of times company/ business were inspected in 2011 by the tax officials

	TaxRegime
	Total
	Ownership
	FirmSize
	Sector

	
	
	LLC
	Prop
	Large
	Med.
	Small
	Manu.
	Service
	Trade

	Income tax (N=278)
	1.5
	1.7
	1.3
	2.1
	1.3
	1.3
	1.6
	1.5
	1.5

	VAT(N=150)
	2.4
	2.7
	2.0
	2.8
	3.1
	1.8
	2.6
	2.9
	1.9
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Incidence of serving notice before the most recent visit made: As a wholeabout a third of inspections were notified by the tax office prior to the visit as reported by the inspected companies. In a little more than 40% visits tax officials carried or showed official notice during the inspection and in nearly three-fourth cases tax officials carried or provided relevant identification. Incidence of prior notification was observed higher in case of income tax than that of VAT. It may be noted here that in nearly 30% cases the officials did not carry ID card during inspection.
Duration of stay per visit and average staff time spent: On average in each inspection the tax officials stayed for around one and half hours, as against which average staff time spent was 2.3 hours, highest for income tax (2.4 times), followed by VAT (2.1 times).  Higher staff time can perhaps be attributed to preparations for facing tax officials and post visit documentations. 

Average staff time cost: Average staff time cost on account of tax inspection was BDT 531. By tax type, it was more or less the same for Income tax and VAT. This cost was much higher for LLCs (BDT 751) than proprietorship businesses (BDT 212). By business type, large businesses spent much higher (BDT 958) than medium (BDT 546) and small businesses (BDT 247). By sector, this cost was similar for manufacturing (BDT 712) and service (BDT 694) but much less for trade (BDT 296).
Table 21: Average staff time cost on account of Tax Inspection (in BDT)

	StaffLevel
	Total
	Income tax
	VAT

	Base
	328
	228
	100

	Total average staff time cost
	531
	528
	539

	Management
	215
	212
	222

	GM/ Manager
	220
	213
	237

	SeniorAccountant
	87
	94
	73

	JuniorAccountant
	6
	6
	6

	Supportstaff
	3
	3
	2


Incidence of outside help to face the tax officials in 2011: Only about 6% of the inspected companies took outside help to face the tax inspection team. The cost for engaging outside help as a whole (considering all inspected firms) to face tax inspector ranged from BDT500 – BDT20000.
Cost  on tax inspection: Average total cost incurred on tax inspection by a business was BDT 531 (please note that as only 6% of the sample of firms inspected used outside help, it has not been  included in the total cost). 

Incidence and types of negative consequences experienced as a result of the most recent tax inspection: Majority of firms inspected did not report any negative consequence as a result of tax inspection. Less than 5.5% (18 firms) of the companies inspected reported to have experienced some negative consequences. A number of companies (5 firms) also mentioned about incurring ‘informal cost’ on account of both income tax and VAT related inspections.  
Method of resolving issues raised by the tax officials during the most recent inspection: Almost all (95%) produced necessary documents to resolve the issues. In addition, some also used connection of officials and paid bribe in some form or other.

Incidences of being calledto tax office to settle acase and number of times called in 2011: Out of the 328 firms from the sample surveyed that were inspected, 17% received a call to visit the tax office. Overall out of the total companies surveyed 11% were called to the tax office for settling case in 2011. Findings by type indicate that  incidence of calling was higher for LLCs and larger companies than their respective counterparts, suggesting that larger the company higher the incidence  of being in dispute which is similar to the tax inspection pattern seen earlier.  These firms received an average of 2 calls. Of the 17% (55 out of 328 firms) that received a call, majority of the call time, senior level staff (owner or director) attended the meeting. Of this 55 firms, 64% took assistance outside the firms’ permanent employess such as lawyer or tax accountant. The average cost of taking outside help is BDT 20,000.
Table 22: Average staff time spent for meeting with tax officials at tax office in 2011 (person hours) by staff level

	StaffLevel
	Total
	Ownership
	FirmSize
	Sector

	
	
	LLC
	Prop.
	Large
	Medium
	Small
	Manu.
	Service
	Trade

	Base
	110
	87
	23
	47
	23
	40
	41
	35
	34

	Totalaveragetimespent
	2.8
	3.2
	1.3
	3.4
	2.7
	2.1
	3.9
	2.2
	2.1

	Management
	0.6
	0.5
	0.7
	0.3
	0.7
	0.9
	0.5
	0.5
	0.7

	GM/Manager
	1.4
	1.6
	0.5
	1.9
	1.3
	1.0
	2.2
	1.0
	0.8

	SeniorAccountant
	0.8
	0.9
	0.1
	1.2
	0.7
	0.3
	1.2
	0.6
	0.5

	JuniorAccountant
	0.0
	0.0
	0.0
	0.0
	0.0
	0.1
	0.0
	0.1
	0.0

	Supportstaff
	0.0
	0.0
	0.0
	0.1
	0.0
	0.0
	0.0
	0.0
	0.1


Staff time cost: Average staff time cost for attending meetings at the tax office was BDT 801. The payment was higher than average for LLCs, large and medium enterprises; the highest amount, BDT 1,267 was paid by manufacturing companies.

Table 23: Average staff time cost for meeting with tax officials at their office during most recent visit in 2011 
	StaffLevel
	Total
	Ownership
	FirmSize
	Sector

	
	
	LLC
	Prop.
	Large
	Medium
	Small
	Manu.
	Service
	Trade

	Base
	110
	87
	23
	47
	23
	40
	41
	35
	34

	Total average cost (BDT)
	801
	964
	183
	1,173
	745
	396
	1,267
	583
	462

	Management
	265
	302
	129
	271
	372
	198
	413
	144
	212

	GM/Manager
	402
	496
	46
	677
	248
	166
	693
	268
	187

	SeniorAccountant
	131
	164
	9
	221
	125
	29
	160
	169
	57

	JuniorAccountant
	1
	1
	-
	-
	-
	3
	-
	3
	-

	Supportstaff
	2
	2
	-
	4
	-
	-
	-
	-
	5


Incidence and types of negative consequences as a result of most recent call to the tax office: 
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A little above 20% of those who were called to the tax office faced some negative consequences as a result of being called. The two major consequences were ‘increased tax’ (50%) and ‘significant waste of time’ (41%). ‘Informal cost’ (25%) and ‘penalty in addition to tax imposed’ (13%) were also notable. Although majority (90%) of the firms resolved their disputes by producing the necessary documents, the use of bribe and connection to officials was also noted.
4.5
VAT Refunds
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The sample of firms surveyed was requested to state whether they are eligible for VAT refund as per their own assessment. Only 2% (20 firms) of the total sample surveyed stated that they are eligible. Of the 20 firms, only 30% (6 firms) submitted a request for a VAT refund in the 2011 calendar year.
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For firms that did apply for VAT refund, no outside help was taken and there was no incidence of unofficial fees involved.Of the 6 firms that submitted a request 67% received a VAT refund and the average time taken by the tax office for processing refund was 36 days.
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As mentioned earlier a number of amendments were made to the VAT Act 1991 through the 2011 Finance Bill. Some of those amendments were in the area of VAT Refund. VAT payers will be able to carry forward their VAT credits for six months by recoding those through regular VAT returns. After this period, if they fail to adjust against their VAT liabilities, then the excessamount of tax paid earlier will be refunded to the taxpayers as refunds. It was also proposed that a separate account will be established for refund and reward with 5% and 0.1% of the collected revenue allocated to these account respectively. Further on a separate amendment provision was also made to carry forward excess VAT. It is expected that the businesses will benefit from quicker VAT refund with reduced corruption bringing overall reduction of loss. With regards to NBR administration, it is expected to strengthen and bring more fairness to the overall system.
4.6
Tax Disputes and Resolution
One of the primary incidences of dispute occurs from difference with tax office on tax assessment. Due to the poor compliance culture, limited capacity of the enforcing agencies, complexity of existing rules regulations, poor coordination among administrative procedures and above all for many other reasons numerous litigations are filled and are being filed increasing the stack of unresolved cases. As of April 2009, the number of civil cases pending is 301,642 and at least 50,000 cases with an estimated value of USD 1.4 billion pending at the High court, Supreme Court and Tribunals of Income tax, VAT and Customs.  Hundreds of new cases are being filed every day adding to the stack. Under the current legal and judicial system it is not possible to resolve this huge backlog. Furthermore, the formal judicial system is time consuming and expensive too. Under the present circumstances for fast and effective disposal of the tax disputes for both technical and legal matters can be resolved under the alternate dispute resolution (ADR) system, which has gained significant success internationally.
Tax disputes are administrative in nature, integration of ADR schemes in tax dispute resolution involves: (i) the balancing of a strong public interest in effective collection of taxes and (ii) public and private interests in speedy and cost-efficient resolution of disputes.With tax ADR systems in place, a certain degree of discretion is prescribed to tax authorities that are a party to the dispute. Tax authorities may be permitted to take a commercial view (cost-benefit comparison), but are required to settle cases based on tax principles. 

Based on the sample surveyed, 6.2% firms reported incidence of difference in 2011. Tax disputes were higher for limited and large firms compared to medium/small firms. Of the 6.2%, majority of the disputes were for income tax. 

Table 24: Difference with Tax authority on various type of taxes from the sample surveyed by ownership, firm size and sector

	Difference with Tax Authority of Different Types of Taxes
	Ownership
	Firm Size
	Sector

	
	LLC
	Prop.
	Large
	Med.
	Small
	Manu.
	Service
	Trade

	
	47
	15
	24
	19
	19
	20
	22
	20

	Income / Turnover Tax
	95.7
	80.0
	100.0
	89.5
	84.2
	85.0
	95.5
	95.0

	VAT
	2.1
	20.0
	0.0
	5.3
	15.8
	10.0
	4.6
	5.0

	Customs (import) Duty
	2.1
	0.0
	0.0
	5.3
	0.0
	5.0
	0.0
	0.0


Cases of dispute:Not all differences in assessment with tax authority resulted in disputes. Only the assessments that were not agreed upon by the companies with the tax office were treated as disputes. Based on this definition 51 of the surveyed firms did not agree with NBR’s assessments of which 47 filed for dispute resolution. The 4 remaining firms (one with VAT dispute and 3 with income tax disputes) did not apply for resolution despite disagreeing with the difference in order to avoid the bureaucratic procedures and harassment from tax officials.

Table 25: Distribution of tax disputes from the sample surveyed by ownership, firm size and sector

	Application of Dispute Resolution with NBR in the last case of difference in Tax Assessment
	VAT
	Income/ Turnover Tax
	Customs (import) duty
	Total

	Yes
	Cases
	2
	40
	1
	43

	
	%
	66.7
	93.0
	100
	91.5

	No
	Cases
	1
	3
	0
	4

	
	%
	33.3
	7.0
	0.0
	8.5


Dispute resolution: Based on the sample surveyed 30% of the firms were able to resolve their dispute in 2011. Of the 34 firms applied for dispute resolution, 9 firms refused to disclose their value of dispute and 1 refused to disclose the settled value. 

Table26: Average value of disputed amount & settled amount for different category of taxes based on the sample surveyed

	Category
	VAT
	Income Tax
	Customs Duty
	Overall

	Number of Disputes
	1
	19**
	1
	21

	Average Dispute Value (in BDT)
	200,000
	14,232,842
	1,300,000
	12,948,762

	Number of Cases Resolved
	1
	12
	-
	13

	Average Value of resolved cases (in BDT)
	10,000
	13,931,583
	-
	12,860,692

	Average settled value of resolved cases (in BDT)
	4,000
	310,636*
	-
	285,083*


* 1 did not disclose settle amount ** 9 did not disclose dispute amount
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Based on the sample surveyed 1 out of 2 disputes of VAT and 12 (30%) out of 40 income tax disputes were resolved. Following settlement, disputed amounts were reduced by 60% for VAT and by 97.5% for income tax (please see Table 37 below). Of the total 13 resolved cases, 77% were resolved out-of-court within the NBR office and the remaining 23% had to pursue litigation and was resolved in court.
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Average Time and Cost Required for Dispute Resolution: Based on the sample surveyed, for firms that were able to resolve their disputes, it took double staff time to resolve VAT cases compared to income tax. 58% of firms sought external assistance for dispute resolution for income tax. For income tax, the average cost of outsourcing was BDT 30,625.Of the 30 cases that were not able to seek resolution, 20 reported paying an average of BDT 10,000 in unofficial fees in order to bring decision in their favor.
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Table 27: Data on key indicators for tax disputes

	
	Disputes Resolved
	Disputes Not Resolved
	Average 

	Number of Disputes
	13
	30
	43

	Average number of disputes per firm per year
	1
	1
	1

	Average Claim Value (in BDT)
	          12,860,692 
	              12,948,762 
	   12,915,088 

	Average Settled Value (in BDT)
	285,083
	-
	285,083

	Time (Days) 
	154
	463
	339

	Cost (in BDT) 
	14,896
	40,937
	33,064


Table 28: Distribution of Staff Time and Cost for Tax Disputes
	
	Disputes Resolved
	Disputes Not Resolved
	Average

	Average Staff Time (in Days)
	
	
	

	1. Senior Management
	0.6
	0.84
	0.78

	2. General Manager
	1.6
	1.7
	1.68

	3. Senior Accountant
	0.1
	0.8
	0.6

	4. Junior Accountant
	0.25
	0
	0.08

	5. Other Staff
	0.075
	0
	0.025

	Total Staff Time (in Days)
	2.63
	3.34
	3.17

	Average Staff Salary (in BDT)
	
	
	

	1. Senior Management
	2,037
	2,216
	2,162

	2. General Manager
	2,183
	3,048
	2,787

	3. Senior Accountant
	175
	757
	581

	4. Junior Accountant
	126
	0
	38

	5. Other Staff
	184
	0
	55

	Average Outsourcing Cost per Dispute
	10,192
	27,038
	21,945


Majority of the firms surveyed paid overall book-keeping fees and were unable to provide information on official fees (such as court fees). Only one firm disclosed a one-time court fee of BDT 1000 that required to be paid. Similar official fee was also reported for disputes that went for litigation but were not resolved. Although the average outsourcing cost is significantly low (BDT 10,000 for VAT and BDT 34,578 for income tax), firms interviewed were not forthcoming about sharing their outsourcing costs. The “Other” staff time and cost reported are further outsourcing costs the firms spent alongside the package fee they rendered. The maximum outsourcing cost based on the sample surveyed was BDT 100,000 (not including the additional ‘other’ staff time/cost). Further, respondents were also reluctant on providing information on the unofficial fees. Firms that were able to resolve their disputes claimed that they did not have to incur unofficial fees. For firms with disputes not resolved, the average unofficial fee is BDT 10,770 and the maximum unofficial fee paid is BDT 50,000.

Obstacles faced in settling taxes: Out of the 1000 firms surveyed, 62 had a difference in tax assessment. All firms regardless of whether they sought dispute resolution were inquired about challenges they encountered in the on settling differences of tax assessment. The top three obstacles identified were: over imposition of tax, incidence of unofficial fees and harassment by tax officials. It should be noted that although 52% of the 62 respondents reported unofficial fees has one of the main obstacles, only 6 respondents were forthcoming in providing details.

Recent Developments: Alternative dispute resolution (ADR) tools for resolving tax disputes in Bangladesh offers taxpayers a faster appeal process and the government a way to start freeing an estimated $1.4 billion in frozen tax revenues and private capital. The NBR thorough in the Finance Bill 2011 has accepted recommendations proposed by BICF to include ADR provisions in its three tax laws: Customs Act 1969, VAT Act 1991 and the Income Tax Code 1984. This provides the legal provision required to resolve disputes through ADR.BICF further supported to NBR has resulted in the development of ADR Rules for VAT, Income Tax and Customs. These rules set out provisions to administer mediation along with clauses that set out terms for selection of mediators, mediators’ fees and overall administrative fee. Further three pilot ADR centers for Income Tax, VAT has been made operational in Dhaka and a Customs ADR centre in Chittagong.  

4.7 
Key Findings from Female Owned Formal Enterprises
This section highlights noticeable differences that were found between male and female headed/owned businesses. Due to insufficient cases of VAT refund and dispute resolution among female headed businesses, these two categories were not considered for reporting here. 


Legal status and size of business: Significant difference was observed between male and female headed businesses in terms of legal status and size. An overwhelming (91%) of female headed businesses were proprietorship as against 37% of male headed businesses. On the other hand only 5% of female headed businesses were LLC against 59% amongst their male counterpart.     

Table 29: Legal status of company/business (Figures in %)
	
	Male headed
	Female headed

	Base – All Respondents
	900
	100

	Proprietorship Business
	37.3
	91.0

	Partnership Business
	4.0
	4.0

	Private Limited Company
	54.3
	5.0

	Public Limited Company
	4.3
	0.0


Most (94%)of the women headed businesses were small sized and only 6% were either medium or large, as against which 56% of male headed companies were small, and the rest were either large or medium.

Tax Compliance: Female headed businesses being small and mostly proprietorship type, incidence of paying VAT and import duties was significantly low amongst them compared to male headed businesses. However, income tax was paid by everybody in 2011.
Table 30: Tax regime in 2011 calendar by male and female headed business (Figuresin %)
	Tax Regime
	Male headed
	Female headed

	Base - All Respondents
	900
	100

	Income Tax
	Corporate Tax
	97.3
	100.0

	
	Turnover Tax
	2.7
	0.0

	VAT
	72.1
	53.0

	Import Duties
	44.9
	7.0

	Wealth Tax
	1.4
	1.0


Staff time spent and time costs for book keeping and tax accounting: Due to the size of the female owned firms, staff time required was noticeably lower (215 person days) than male headed businesses (571 person days) for book keeping and tax accounting activities. As a result average staff time costs were also much lower (BDT 10,677) for female headed business than male headed (BDT 64,521).        
Table 31: Average staff time and staff cost spent on Book-keeping and Tax-Accounting

	 
	Male headed
	Female headed

	Base
	900
	100

	Total staff time in person (in days)
	571.2
	215.3

	% of staff time spent on Book-keeping 
	92.8
	93.6

	% of staff time spent on Tax Accounting 
	7.2
	6.4

	Total  average staff time cost (in BDT)
	64,629
	10,479


Book keeping and tax compliance cost: As expected, total book keeping and tax compliance costs of female headed businesses were much lower (almost six times) than male headed businesses as can be seen from table below:

Table 32: Book Keeping and Tax Compliance Cost (in BDT)
	 
	Male headed
	Female headed

	Base
	900
	100

	Bookkeeping cost 
	603,992
	130,857

	Compliance cost (Tax accounting) 
	114,058
	19,961


Method of book keeping: Most of the female headed businesses rely on traditional method for book keeping as usage of computer was relatively low among them (23%) in comparison with male headed businesses (72%). Most (94%) of the female headed businesses use registers for book keeping against 73% by their counterpart.  

4.8
Perception of Taxation by Formal Firms
Empirical data throughout the world reveals that taxpayers throughout the world paid more tax than could be accounted for even by the highest feasible levels of auditing, penalties and risk aversion (Tax Perception and Compliance Cost Surveys – A Tool for Tax Reform, 2011). Much of this report has focused on quantifying the tax burden of different category of businesses along with cost of compliance. However the survey conducted also focused on collecting qualitative data on tax morale of businesses through collecting rating on various attributes of the tax authority and tax payer services commonly rendered by businesses. This section presents the findings of perception of taxation by the 1000 formal firms that were surveyed. In selected places, findings have been disaggregated by gender.
Score of NBR on selected attributes: Rating of NBR was done with respect to 6 selected attributes in percentage on 0 -100% scale. Results indicated that although NBR received rating of more than 50% for 2 out of the 6 criteria, overall the peoples’ perception about NBR is not very positive.The highest score was achieved for competency and expertise of NBR officials and the lowest for honesty. Data disaggregated by gender shows that females owned businesses rated NBR slightly higher than their male counterparts. The pattern of findings was similar across businesses of different sizes and sector as well. 

Table 33: NBR rating on 6 selected attributes on a scale from 0% to 100% by ownership, firm size and sector
	
	Ownership
	FirmSize
	Sector

	
	LLC
	Prop
	Large
	Med
	Small
	Manu
	Service
	Trade

	Base
	533
	467
	201
	198
	601
	269
	281
	450

	Competency and expertise of NBR staff
	55.9
	59.0
	55.1
	57.7
	57.9
	56.0
	57.7
	57.9

	Helpfulnessof NBR staff
	48.0
	50.2
	50.3
	48.7
	48.8
	47.3
	50.2
	49.4

	Politenessof NBR
	48.3
	51.7
	50.6
	50.8
	49.3
	47.8
	49.6
	51.3

	Honestyof NBR staff
	37.6
	40.3
	40.6
	39.3
	38.1
	36.9
	40.8
	38.8

	Fairnessinassessment
	45.5
	46.8
	47.0
	46.5
	45.7
	43.9
	47.4
	46.7

	Overall efficiency of NBR staff
	52.2
	53.8
	51.6
	54.3
	53.0
	51.4
	53.4
	53.6


Complications of selected taxation services/procedures: The 5 key tax related services/procedures rendered by businesses from NBR are: obtaining TIN certificate, filing tax returns, hearing of an assessment, inspections and appeals. Appeals and hearing of an assessment were considered to be the two most complicated procedures based on the sample surveyed while obtaining a TIN certificate was considered the least complicated. 
Overall quality rating of NBR: Overall perception about NBR is neutral. Although less than 5% of the overall sample surveyed rated NBR as “very good” more than one-fourth of the respondents rated NBR as “somewhat good”. Similar to earlier gender disaggregated data on selected attributes of NBR; female owned enterprises rated NBR more favorably than their male counterparts. 


Trade sector rated NBR slightly better than the service and manufacturing sector. Firm size wise, small firms rated NBR slightly lower than its counterparts. As majority of small firms are proprietorships, it was assumed that based on ownership structure, proprietorships will give a lower rating, but this was not the case. Proprietorships rated NBR slightly better than limited liability companies. 
Opinion on various aspects of business and taxation matters: Respondents were asked to give their opinion on 12 selected aspects of business operations and taxation matters on 5 point agreement – disagreement scale (1 being strongly disagree and 5 being strongly agree). Mean scores obtained against each of these attributes can be seen from the figure below. High scores were achieved for ‘every business should pay taxes irrespective of income or turnover’ (4.0), ‘tax rates for businesses such as yours are too high’ (3.9), ‘tax authorities are unfair’ (3.7) and ‘NBR officials are corrupt’ (3.7). Gender disaggregated data showed similar trend.


4.9
Profile of Firms on some Tax and Business Environment Affairs

Company turnover in 2011: Average turnover of the surveyed firms was BDT 683 million (US$8.3 million approximately). Compared to average LLCs turnover of BDT 1,207 million, proprietorship businesses were very small with an average turnover of BDT 81 million only. Large companies were 12 times the size of that of medium businesses, and medium ones were more than 13 times that of small firms. Sector-wise, manufacturing being the largest was more than 3 times that of service, and service was 3 times that of trade. By gender, majority of male owned enterprises had annual turnover over BDT 5 million whereas only 22% of female owned enterprises has turnover of the same. Majority of female owned enterprises had annual turnover between BDT 1 – 3 million in 2011. If this is the reality, along-with expanding the tax net, NBR may seriously consider removing the existing double taxation policy with a view to inducing LLCs to show actual profit earned in their annual report, which they have a tendency to hide under the present taxation policy, and make room for paying dividends officially to the shareholders with nominal or no tax on the same. 

Companies having bank account and transaction practice: Nearly all businesses (98%) had at least one bank account during the survey. Amongst those who had a bank account, 76% transacted through both bank account and cash, while proportion of transacted amount was 72% through bank account and 28% cash.



Chapter 5: Survey Findings on Perception of Taxation by Informal Firms
In the mid-1950s, Sir W. Arthur Lewis (British Economist and Nobel Laureate) developed a theoretical model ofeconomic development based on the assumptions that there was an unlimitedsupply of labor in most developing countries and that this vast poolof surplus labor would be absorbed as the modern industrial sector inthese countries grew. It was therefore assumed that the traditional sectorcomprised of petty traders, small producers and a range of casual jobswould eventually be absorbed into the formal economy and disappear. (Sida – Fact Finding study of the Informal Economy, 2004). 
In 1972, International Labor Organization (ILO) undertook its first employment mission to Kenya and realized that the traditional sector, named the “informal sector” had not disappeared as Lewis had suggested. Instead it had persisted and expanded (Sida – Fact Finding study of the Informal Economy, 2004). 

“Supporting Workers in the Informal Economy:  A Policy Framework” (Chen M. et al. 2002) suggests that there are three main schools of thought regarding the relationship between formal and informal economies:

	School Of Thought
	Details

	The Dualist
	The informal economy is a separate marginal economy not directly linked to the formal economy, providing income or a safety net for the poor

	The Structuralist
	The informal economy is subordinated to the formal economy. In order to reduce costs, privileged capitalists seek to subordinate petty producers and traders

	The Legalists
	Informal work arrangements are a rational response by micro-entrepreneurs to over-regulation by government bureaucracies


For the purpose of this survey, the definition of informal firms is limited to those that rarely comply with business regulations that apply to their trade particularly concerning registration or tax payment.
This chapter presents the overall findings on perception of taxation for the informal sector which for the purpose of this survey is defined as not being tax registered or tax registered but has not filed returns in the last 3 fiscal years.
5.1
General Information

As per the definition of Bangladesh Industrial Policy most informal businesses survyed were small and a few were either cottage or micro. However, for analysis purpose these were broken down into large medium and small based on their turnover. More than half (54%) of these  businesses were from trading sector, 35% were from service and the remaining 11% were from manufacturing sector. 
Most of the inforrmal businesses (95%) were proprietorship and the remaining 5% were partnership.
Table 34:  Size of Business as defined by turnover of the firms surveyed
	Turnover
	Category
	%

	Less than BDT 1,000,000
	Small
	69%

	BDT 1,000,000 to BDT 3,000,000
	Medium
	23%

	More than BDT 3,000,000 
	Large
	8%


An overwhelming majority (84%)  had trade liscence of which 94% procured the same from  either the City/Municipal Corporation and 6% from Union Parishad (lowest leve of local government authority). Further 6% had procured TIN certificate but did not submit tax return in the last three years. This signifies that although majority of these businesses were operating legally but are informal as they do not pay taxes. 

Table 35: Distribution of informal firms surveyed based on source of trade license

	 
	Total 
	Ownership

	
	
	Proprietorship 
	Partnership 

	
	
	Small
	Micro
	Cottage
	Total
	Small
	Cottage
	Total

	City/Municipal Corporation
	94
	94
	100
	100
	94
	94
	100
	94

	Union Parishad
	6
	6
	0
	0
	6
	6
	0
	6

	Base - Those registered their business
	668
	607
	9
	16
	632
	33
	3
	36


As can been observed from Figure 50, majority of the firms rented or leased their business premise with less than 5% operating their business from home.


Table 36: Time Period when TIN was obtained by informal firms surveyed (Figures in %)
	 
	Total
	Ownership
	Division

	
	
	Proprietorship
	Partnership
	Dhaka
	Chittagong

	
	
	Small
	Total
	Small
	Cottage
	Total
	Small
	Total
	Small
	Cottage
	Total

	3 years ago
	28.89
	27.50
	27.50
	66.67
	0.00
	40.00
	40.00
	40.00
	7.69
	0.00
	6.67

	4-5 years ago
	33.33
	37.50
	37.50
	0.00
	0.00
	0.00
	33.33
	33.33
	38.46
	0.00
	33.33

	6-10 years ago
	20.00
	20.00
	20.00
	0.00
	50.00
	20.00
	20.00
	20.00
	15.38
	50.00
	20.00

	More than 10 years ago
	17.78
	15.00
	15.00
	33.33
	50.00
	40.00
	6.67
	6.67
	38.46
	50.00
	40.00

	Average
	6.18
	5.83
	5.83
	7.33
	11.50
	9.00
	4.90
	4.90
	8.31
	11.50
	8.73

	Base - Those have TIN
	45
	40
	40
	3
	2
	5
	30
	30
	13
	2
	15


Of the 48 firms that had procured a TIN certificate, the main reasons for not submitting returns were as follows: ‘not enough income (89%)’; ‘to avoid hassle (18%)’ and; ‘to avoid harassment (13%) ’. 

5.2 
Book Keeping
Although none of the firms surveyed had paid taxes, all of businesses practiced bookkeeping. About 80% business used register book for book keeping and 62% kept receipts. Computer usage was very low (1.1%).
It appears that majority (more than 80%) of the firms surveyed did not find bookkeeping at all problematic. This is perhaps because these informal firms operate at a low level of organization with little or no division between labor and capital. Labor relations, where they do exist, maybe primarily based on casual employment, kinship or personal and social relations than contractual agreements with formal guarantee. It can be safely argued that perhaps the primary objective of these informal firms is to generating employment and income of the persons involved.
5.3
Tax Inspection

Incidence and number of inspections: In 2011, 9% (72 firms) of the informal firms surveyed were inspected by tax officials.On average, number of visit was one time.
Incidence of serving notice before the most recent visit made:Only 15% of inspected businesses had received notice before their business was inspectedof which third informed that tax official carried official notice when they came for inspection. On average in each inspection, tax officials stayed for about 15 minutes.

Incidence and types of negative consequences experienced as a result of the most recent tax inspection: 16% of the inspected businesses reported to have suffered negative consequences as a result of the most recent inspection. The most common negative was ‘had to pay money unofficially’ as mentioned by 83% of surveyed firms that were inspected in order to satisfy the tax officials.
5.4
Key Findings from Female Owned Informal Enterprises
This section highlights noticeable differences that were found between male and female headed/owned businesses. 

Size of Business: Most female owned businesses were small (79%) compared to their male counterparts. However 7% of female owned businesses had turnover more than BDT 5 million which is double of their male counterparts (only 3% of male owned businesses had turnover more than BDT 5 million.
Legal Registration of business: Only 2% of female owned informal businesses operated with a trade license (compared to their male counterpart of 6%).
TIN Registration: Similar to their male counterparts, 5% of female owned businesses had obtained a TIN certificate. Whilst majority of male owned businesses obtained theirs 4-5 years ago, 60% of female owned businesses obtained their TIN less than 3 years ago. This is evidence towards the trend that more female entrepreneurs are eager to formalize compared to their male counterparts.

Advantagesobtaining a TIN: For both males and females the biggest advantage for obtaining a TIN would be no fear of government retribution closely followed by no informal costs for not having a TIN. The biggest advantages cited by both male and female businesses for not obtaining a TIN is no compliance cost associated with paying taxes, followed by no taxes.
[image: image7.png]Biggest Advantage for NOT Obtaining a TIN and
submitting a return

Noadvantages atall

Mo hassle of taxreturn
submission

No harassment by tax officials
No taxes

No tax compliance cost

mMale mFemale





While only 3% of male owned enterprises were very interested in registering for TIN in the next 2 years, nearly 4 times more female owned enterprises were interested in the same. Slightly less than half of both male and female owned enterprises believe that it costs much more to pay taxes than to avoid them. A little more than both male and female owned informal enterprises feel that it costs much more to pay taxes than to avoid them.

Place of Business Operations: Similar to their male counterparts, majority of female owned businesses operate from separate leased rented premises. The incidence of operating businesses from their homes is 5 times higher in female owned businesses than male. However, the same is reverse in the case of variables business locations.

Method of Bookkeeping: The incidence of maintaining a register book for bookkeeping was equally high in both male and female owned enterprises however male owned enterprises had higher incidence of keeping receipts (64% versus 47%). The surprising finding was that only 1% of both male and female owned enterprises used computers. This shows that the need for computer literacy is imperative for informal businesses particularly as more and more tax related processes are set to be automated including tax payments.
Inspections: In the 2011 calendar year, 9% female and 12% male owned enterprises were visited by tax officials. While 8% of the female owned enterprises were visited twice, the incidence was 2.5 times more in male owned enterprises. Although male owned enterprises were inspected more frequently, the incidence of tax officials carrying proper identification was higher in for male owned enterprises. While 8% of female owned businesses from those were inspected suffered negative consequences, the incidence was more than double for the male counterpart.


5.5
Perception of taxation by Informal Firms
Advantages and disadvantages of having TIN:According to the informal businesses surveyed,the biggest advantage of obtaining TIN certificate was ‘no fear of government retribution’, followed by ‘better access to finance’. ‘No informal costs associated with absence of TIN’ and ‘lower frequency of tax inspection’ were also mentioned as other advantages. The biggest advantage of not obtaining a TIN certificate was ‘no tax compliance cost’, followed by ‘no tax’ (26.8%). The informal businesses were also asked to explain the other advantages of not obtaining a TIN certificate.  No harassment by tax officials, no hassle of tax return were also mentioned as other advantages.


Opinion on various aspects of business and taxation matters:Like formal businesses informal business respondents were also asked to give their opinion on 12 selected aspects of business operations and taxation matters on 5 point agreement – disagreement scale. Mean scores obtained against each of these attributes can be seen from the figure below. Like formal businesses, informal respondents also showed strong negative feeling about NBR and its officials. The ‘NBR officials are corrupt’ obtained the highest score (3.9), followed closely by ‘professional book keepers, accountants and tax advisers were too expensive’ (3.8), ‘tax authorities are unfair’ (3.7), ‘keeping records for tax purposes is time consuming and expensive’ (3.7) and ‘tax procedures are too complicated (3.7).  ‘Most businesses pay tax’ received very low rating indicating that informal businesses also believe that most businesses do not pay tax as was also indicated by formal businesses. 



Intention to register for taxes in the next two years:A little more than one third (38%) of the informal businesses showed positive intention to register for taxes in the next two years. Larger the firm size higher the intention to register and vice versa. The figure mentioned above should, however, be read with caution as there would be an element of gratitude effect in the response.

Perception of paying taxes as compared to cost of avoiding:Overall, nearly half of the respondents (45%) opined that cost of paying tax was more than the cost to avoid them, and one-fourth (24.4%) thought that these costs were same. Only around one-tenth indicated that the cost of avoiding tax was more than to have actually paid them.



5.5
Some other aspects of business environment of Informal Firms
Issues are obstacles to your business: ‘Electricity’ was a universal obstacle. ‘Crime, theft and disorder’, ‘bribery and corruption’, ‘cost of finance’, ‘transportation’ and ‘access to finance’ were other major obstacles to informal businesses in descending order. The rest were not so prominent but noticeable as can be seen from the figures below.

Bank account and transaction practice:Among the owners 65% maintain personal bank account, 13% had business bank account and 11% had both personal account as well as business  account. Amongst those who have business bank account, 78% of transaction is done through cash and rest 22%  is done through bank. The findings are similar for both male and female owned informal businesses.
Figure 63: Incidence of Having Business Bank Account and Transaction Practice


Recommendations

For Formal Sector

The first and most important action should be to improve communications with taxpayers. Businesses want a clearer picture of their legal obligations and the expected procedures, and straightforward answers to their tax-accounting questions. NBR has already undertaken this initiative by holding tax fairs which also allows businesses to obtain TIN on the same day. However more rigorous steps should be undertaken to disseminate information about all tax procedures among taxpayers and information on their rights and obligations. This can be done through radio/TV (for brief messages about general obligations) as well as simple leaflets (for more detailed information about procedures) and regular seminars to answer questions from business taxpayers. These mass scale campaigns could be done in partnership with mobile communications service providers.
Further, campaigns should be targeted about educating the female tax-payers as well. 
The next most important recommendation would be capacity development and sufficient manpower. Some NBR officials may need further training in tax accounting as it applies to business. In addition, small businesses currently in the fixed regime would surely benefit from guidance in basic bookkeeping.

In addition, NBR could also benefit from the following:

· Harmonization of tax ratesFindings indicated unhappiness amongst the businesses about the differences in tax rates. NBR may review the discriminatory tax rates and harmonize the same with a view to encouraging businesses, especially private LLCs, to report actual profits in the annual return, which in turn is expected to help increase revenue from business income tax. Tax harmonization is likely to encourage businesses, especially the proprietorship firms to register themselves with Registrar of Joint Stock Companies and Firms (RJSC&F).

· Develop suitable tax regime for MSMEsWork closely with business associations and SME foundation to better understand how SMEs operate and how to best develop a tax regime more suited for them. For small and medium enterprises perhaps if a presumption of a standard deduction of expenses is used instead of calculating the actual amount of business expenses, bookkeeping may be made easier.

· Develop “risk-based” audit systemDevelop a methodology for “risk-based inspection” aimed at detecting businesses that are under-declaring large amounts of income (or turnover) based on objective indicators (e.g., sector, number of employees, floor-space, electricity usage, rent, assets, etc.) as well as more standard “risk-based audit” for medium and large businesses 

· Expedite VAT refundsProvide training targeted to medium businesses especially in terms of awareness of the functioning of the VAT because it is unusual that companies that are eligible for VAT refunds do not submit their claim. In addition, NBR should try to expedite VAT refunds for businesses that have a track record of good compliance.

· Establish one-stop service centersAnother outreach mechanism to facilitate small business compliance could also be the creation of special service centers for MSMEs. A small centre could be integrated into the small taxpayer offices or created as separate centers.

For Informal Businesses

The top priority for NBR for the informal sector should be outreach and education. Given limited resources, it may be most effective to build trust among small businesses before attempting more strenuous “enforcement” among informal micro- businesses. 

The NBR in collaboration with the local government office such a municipal/city corporations as well as Union Parishads should embark on an information and outreach campaign to inform micro and small businesses not registered by the NBR but registered at the municipal level of their legal obligations with regard to taxation, how to register and how to comply.

NBR in collaboration with the local government offices should also inform micro-enterprises of the advantages of tax compliance, including improved reputation of a business, enhanced business opportunities, a broader (and wealthier) base of customers, and freedom from legal fears.

Annex 1: Survey Management Details
1. Data collection technique

The surveys were carried out through face-to-face interview with prior appointments. Interviews were conducted amongst the most knowledgeable persons on general accounting and tax compliance amongst formal companies and managers/owners amongst informal firms.

2. Questionnaire designing and pilot-testing

i. Draft questionnaire: A draft questionnaire was developed jointly with BICF specialist based on the agreed information coverage and in line with the format used in other countries. 

ii. Pilot-testing: Pilot-testing of the questionnaires (45 formal and 17 informal) was carried out in Dhaka with translated questionnaire amongst some target companies by OrQuest’s Operations Executives who were later tasked to supervise the fieldwork during main survey.

iii. Final questionnaire: Questionnaires were revised and finalized as necessary based on the pilot survey, where the need for further revisions and adaptation transpired, in consultation with the BIFC task manager and specialists. Taking into account the BICF’s comments questionnaires were finalized by:

a. Incorporating all the approved modifications;

b. Formatting the instruments  (conditional filters, skip patterns, etc.) as well as the layout of the document; and,

c. Assigningvariable names to each question. 

d. The final questionnaires were approved by the Client before commencing fieldwork.

3. Selection of enumerators & training

Required number of enumerators were selected, mainly from amongst OrQuest’s own panel of data collectors, who are experienced in enterprise surveys. After identifying sufficient number of enumerators, who met the requisite qualifications and experience, theywere further trained to undertake the survey in the following manner with the help of a training manual made developed specifically for the purpose:

· Familiarizing with the background and objective of the survey, 

· Methodsofseekingappointment, 

· Mannersandetiquette, 

· Do’s&don’ts, 

· Explanation of and instruction on each and every question, 

· Description of behavioral conduct before, during and after the interview with tips on how to handle difficult situations, etc. 

Every member of the field teamwas given a copy of the training manual to be used as a ready reference. Training sessions were conducted by the Project Manager jointly with the Tax Compliance Expert and Assistant Project Manager for 5 days.BICF colleagues were also present during the training sessions and contributed by providing valuable inputs and feedback.     Thebasictrainingincluded:
· Debriefing on the objectives of the study, quality control mechanisms, and overall conduct of the project
· Detailed explanation of each question, so that enumerators are able to interpret all questions consistently, and ask all questions in the prescribed manner with informed explanations to help respondents in case of difficulties
· Instruction on how to properly fill out the questionnaires (convention for numeric variables, importance of legal values, how to differentiate and write replies such as not applicable, refused to respond, don't know, and so on)
· Issues related to data entry and checking of questionnaires
· Techniques to secure participation, interviewing techniques, how to handle difficult situations and common occurrences, probing, etc.
· Mock interviews to test the enumerators
· Logisticsandschedules
Final selection of the enumerators was made based on the performance of mock test/ practice interviews. Practice interviews were very helpful in familiarizing everyone about the subject matter in the questionnaire. It also helped the interviewers to become more acquainted with the questions, understand the implications of the questions and potential mistakes that had to be avoided and with time management. 

4. Field contact record

Interviewers always carried with them a field log sheet in which they recorded relevant information on what happened in the field in prescribed format. The interviewer logs also supplied adequate information for an independent observer to locate the visited establishment and identify the respondent interviewed for verification and validation.

5. Field progress monitoring

Field progress report was prepared by location everyday based on interviews completed. The report contained number of fully completed and partially completed interviews. Weekly status reports were presented to BICF in an agreed format.

6. Data collection quality control

Adequate quality control measures were developed and used for data collection and monitoring. Experienced supervisors under the supervision of the overall operations manager supervised ensured quality datacollection. They were trained in quality control procedures to closely monitor the performance of interviewers. Thespecificrolesofthesupervisorswereto:

· Promptly control the first few interviews by each interviewer, and, if necessary, provide additional training, and even replace the interviewers, if needed. 

· Collect the completed survey forms and conduct a 100 percent check for incomplete, omitted or otherwise erroneous data. The supervisors were instructed to check the data for logical consistencies. At this time, revisits were made to clarify on the responses, if needed. 

· 100% call backs (physically or over phone) in order to identify false interviews, if any and verify responses and check for inconsistencies, wherever deemed necessary.  

In addition to field level monitoring, checks on data consistency were also carried out at the central level by a team of research associates.Corrective actions were taken immediately if any gaps or deviations were found. 

Besides, a BICF survey specialist monitored the fieldwork and worked closely with OrQuest’s team. The field team held discussion regular meetings with him on quality and other field related matters. 
7. Issuesfacedduringfieldwork

· Since the database did not contain updated contact numbers of businesses, the field team had to make personal calls for appointments. 

· Some businesses were not functioning at the addresses given in database, and as a result interviewers had to spend considerable time locating the business selected for interviews. 

· It was also difficult to set up appointments with large taxpayer respondents due to bureaucracy and time constraints of management level respondents. Some appointments had to be rescheduled due to the unavailability of target respondents.

· Heavy monsoon caused disruptions in fieldwork, especially in Chittagong.

· A couple of days of general strike hampered the progress of fieldwork.

· There was high rate of refusals due to unavailability and time constraints of target respondents. 
8. Data Entry, Cleaning, Processing and Analysis

Data entry was done by our trained and experienced data entry operators, who were further trained to make them familiar with the survey questionnaire before beginning the task. In order to ensure efficient data entry and cleaning, customized data-entry format, which included controls for legal values, out of range values, logical checks, and cross consistencies was developed by OrQuest’s EDP Unit. 100% double entry was made to make the data entry totally error free. Data analyses were done as per agreed format which was endorsed by BICF expert. No weight was applied for data analysis as samples were distributed proportionate to population.
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This executive summary presents the key findings of tax perception & compliance costs for formal firms and perception of taxation by informal firms in Bangladesh. The executive summary follows the structure of the overall report: it starts with shedding some light into the background/context followed by a brief discussion on the survey methodology following which the survey findings are presented from the survey of formal and informal firms. Gender disaggregated findings are also presented where possible. Analogous to the report itself, the executive summary ends with recommendations for the tax administration authority in Bangladesh based on survey findings.





Box 1: Snapshot of the Survey





Survey:


Questionnaire survey with 1000 formal and 800 informal firms





Design:


Cross-sectional descriptive type study





Respondents and Location:


Formal and Informal businesses in Dhaka (81.7%) & Chittagong (18.3%)





Data & tools:


Structured questionnaire 


NBR data from annual reports


TCCS related literature





Duration of the Survey:


April 2012 – June 2012





Box 2: Definitions





Formal firmsin this survey are those that are registered with the National Board of Revenue. Thus these firms have a Tax Identification Number (TIN). These firms may or may not be registered as a limited liability company or may operate as a proprietorship business with a trade license.





Informal firmsin this survey are those that are primarily not registered with the National Board of Revenue. They may or may not have a trade license. For those that are registered with the NBR, no tax returns have been filed in the last 3 years.





Tax Compliance Costs includes any cost related to tax accounting (such as preparing tax return, submission, settlement, dispute resolution covering both in-house, outsourcing and unofficial costs) as well time costs for book-keeping. Throughout the representation of survey findings, tax accounting and book-keeping costs are presented separately. 





Figure � SEQ Figure \* ARABIC �1�: Compliance cost in relative term as % or turnover





Figure � SEQ Figure \* ARABIC �4�: Distribution (%) of taxes paid by different types of formal business in FY11 based on the sample surveyed





Figure � SEQ Figure \* ARABIC �6�: Types of obstacles faced in resolving tax disputes based on the sample surveyed





Figure � SEQ Figure \* ARABIC �7�: Rating of NBR by Male vs. Female headed businesses based on the sample surveyed





Figure � SEQ Figure \* ARABIC �8�: NBR rating by male vs. female owned formal businesses





Figure � SEQ Figure \* ARABIC �10�: If you compare the cost that you are incurring right now to avoid paying taxes to the actual cost of paying the taxes, would you say that (N=800) (in %)





Box 3: Bangladesh Revenue Performance


�


Source: PRI – An Evaluation of the Tax System in Bangladesh





Box 4: Tax to GDP Ratios among South Asian Countries


�


Source: PRI – An Evaluation of the Tax System in Bangladesh








VAT in Bangladesh uses the destination principle as it taxes all value added, at home and abroad, to all good that have Bangladesh as their destination. Exports are exempt and imports are taxable.





Figure � SEQ Figure \* ARABIC �12�: Legal Status of Enterprises Surveyed





Figure 14: Main advantages for registering company as a LLC (%)





Figure 13: Reasons for registering company as a LLC (%)





Figure 15: Reasons for operating as a proprietorship (%)





Figure 16: Main advantages for operating as a proprietorship (%)





Figure 17: Incidence of Informal Costs to obtain TIN (in %)





Figure 18: Sector wise rating by firms that obtained TIN in 2011





Figure 19: Main advantage of obtaining a TIN and submitting returns (%)





Figure 20: Main advantage of NOT obtaining a TIN and submitting returns (%)





Figure 21: Tax Compliance (Doing Business, 2011)





Figure 23: Distribution of different taxes paid by the firms in 2011 based on the sample surveyed





Figure 24: Frequency of distribution of VAT returns submission based on sample surveyed (%)





Figure 25: Methods of bookkeeping used by the firms based on sample surveyed (%)





Figure 26: Distribution of staff time across various tax accounting activities based on sample surveyed





Figure 28: Incidence of Inspection (in %)





Figure 29: Frequency of prior notification before inspection (in %)





Figure 31: Type of negative consequence suffered (in %)





Figure 30: Incidence of negative consequence from inspection (in %)





Figure 32: Methods used to resolve disputes that arose from inspections for the sample surveyed (in %)





Figure 33: Incidence for submission of request for VAT Refund.





Figure 34: Reasons for non-submission based on sample surveyed





Figure 35: Distribution of Tax Dispute Resolution (%)





Figure 36: Obstacles faced in settling difference in tax assessments





Figure 37: Legal status of female owned enterprises





Figure 38: Size of business - Male vs. Female ownership based on sample surveyed





Figure 39: Method of Book-keeping - Male vs. Female ownership based on sample surveyed





Figure 40: NBR rating on 6 selected attributes based on the total sample surveyed (in %)





Figure 41: NBR rating on 6 selected attributes based on the total sample surveyed disaggregated by gender (in %)
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Figure 42: Complications of 5 key procedures rendered by businesses based on the sample surveyed








Top 2 Box%	Mean Score





68.7		2.2


54.8		2.5


26.4		3.1


36.8		2.9


21.4		3.3





Figure 43: NBR Service Quality Rating based on sample surveyed





Figure 44: NBR rating based on ownership, firm size and sector of the sample surveyed





Figure 45: Overall rating of firms surveyed on various business and taxation matters





Figure 46: Rating of all firms surveyed disaggregated by gender on various business and taxation matters





Figure 47: Average (2011) turnover of all firms surveyed (in %)





Figure 48: Transaction practices of formal enterprises surveyed





Figure 49: Distribution of Informal Firms Surveyed





Figure 50: Place of business operations of the informal firms surveyed





Figure 51: Bookkeeping mechanisms of the sample surveyed





Figure 53: Rating by male vs. female owned informal businesses of a 5-point agree-disagreement scale on various matters of business taxation





Figure 54: Method of Book-kepping by Female Owned Informal Enterprises (in %)





Figure 55: Difficulty faced in bookkeeping in male versus female owned informal enterprises





Figure 56: Issues and obstacles faced by female owned informal enterprises (in %)





Figure 58: Biggest Advantage for NOT obtaining a TIN (in %)





Figure 57: Biggest advantage for obtaining a TIN (in %)





Figure 59: Mean Score on 5-point rating scale on selected aspects of business & taxation matters





Figure 60: Intention of register for TIN in the next 2 years (in %)





Figure 61: If you compare the cost that you are incurring right now to avoid paying taxes to the actual cost of paying the taxes, would you say that (N=800) (in %)





Figure 62: Issues and obstacles faced by informal firms surveyed (in %)
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�Tax Compliance Cost Survey (henceforth TPCCS) was implemented by Org-quest Research Limited, a Bangladesh-based research and consultancy house, between April 2012 – June 2012.
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