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PREFACE

Taxation remains vital to fund the public goods such as infrastructural development and for the
growth of the economy. Taxation 1s the main source of government revenue, which 1s also
important to shape the relationship between the state and the citizens. A robust tax system
facilitates revenue growth, ensure equitable distribution of wealth and reduces income and
wealth inequality in the society. Bangladesh government has adopted several economic policies
where taxation and domestic resource mobilizaton has been considered as the most important

driving force of the economy.

Tax revenue enables the government to meet both revenue and development expenditures. For
ensuring self-reliance, healthy economic growth and sustainable development sufficient
growth 1s sine qua non in tax revenue collection. Tax expenditure statistics and reports are
integral part of tax policy and it 1s a challenge for every state to ensure trade-off between tax
expenditure and tax revenue collection, since a substantial amount of much needed tax revenue
is lost due to various tax expenditures allowed by the government. This is particularly true in
case of developing and transition economies like Bangladesh. Against this backdrop. it 1s
necessary to estimate the tax expenditure impact on the overall revenue collection. There
should be a clear picture for the tax administration and the stakeholders also as to how much
revenue is forgone because of the tax expenditure. The study also helps the tax administration
in identifying the expenditures that are necessary for the sectoral support and the ones that are

no more beneficial for the economy to be continued.

Against this background, it 1s for the first ime that NBR has prepared its tax expenditure report.
Thais report intends to estimate the fiscal cost of tax expenditure in the direct taxes for FY2020-
21. It is expected that the report on tax expenditure will contribute significantly in budgetary
and fiscal transparency. It is to be mentioned here that in the Budget Speech for the FY2023-
24, for the first time, a concise statement regarding tax expenditure in the income tax of

Bangladesh was furnished.

This tax expenditure report prepared by NBR conforms to the international best practice of
fiscal governance. The methodology followed 1s at par the available methodologies in the field.

Having a complete inventory of the expenditure, this report is a great initiative which will

5

(%] CamScanner


https://digital-camscanner.onelink.me/P3GL/g26ffx3k

enhance the policy strength and with a further policy thrust, the tax to GDP ratio will be
enhanced to the expected level. This is indeed a great stride on the part of the direct tax wing
of Bangladesh that marks the fundamental progression towards perfection and precision of the

tax administration of Bangladesh.

I deeply appreciate the contribution of the project supervisor, principal contributor and all the
team members in completing the tax expenditure report. The report is expected to be updated

and improved every year providing effective statistics and thought base for fruitful
policymaking in the field of internal resource mobilization in the area of direct taxes of

Bangladesh.

(Abu Hena Md. Rahmatul Muneem)
Senior Secretary, Internal Resources Division
and

Chairman, National Board of Revenue

Bangladesh.
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EXECUTIVE SUMMARY

Bangladesh has witnessed remarkable growth in the past few decades and positioned itself in
a stable macroeconomic state. For the infrastructure development and to defray other necessary
expenses, the Government of Bangladesh largely relies on NBR revenue. The NBR revenue 1s
divided into two categories, direct and indirect taxes. Indirect tax comprises mostly of Customs
Duty and Value Added Tax. On the contrary, direct taxes largely comprise of personal and
corporate income taxes. Around 33% of the NBR revenue is collected through direct taxes.
However, the income tax statute allows some preferential treatments to certain categornies of
taxpayers, industries, and other sectors through the forms of rebates, concessionary rates,
exclusions from total income, tax holiday, and the like to promote savings, exports, balanced
regional development, creation of infrastructure facilities, scientific research and development,
and co-operative sector, among others This preferential treatment offered by the tax statute 1s

commonly known as tax expenditure.

Tax expenditure reports are essential tools for policymakers and taxpayers to assess the impact
of various tax incentives on government finances and the overall economy. They play a crucial
role in promoting transparency, accountability, and informed decision-making in the field of
taxation. With a view to improving transparency and accountability in tax revenue and
government spending, an estimate of the revenue impact of the various tax expenditure
measures in the direct taxes has been reported to the Parliament for the first time in the National
Budget for FY2023-24 of Bangladesh The Direct Tax Wing of the National Board of Revenue,
aligning with international best practices, has estimated this "Tax Expenditure” based on field-
level data. In the National Budget Speech for FY2023-24, the term "Direct Tax Expenditure”
was defined as rebates, discounts, exemptions, reduced rates of taxation, and the exclusion of

income from computing total taxable income.

This report presents an analysis of tax expenditures within the realm of direct taxes, viz.,
corporate income tax and personal income tax for the FY 2020-21 (assessment year 2021-22).
[t intends to describe the several steps of tax expenditure estimation and to report the revenue

impact of tax expenditures in the existing structure of the direct tax of Bangladesh.
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The Benchmark has been defined after a careful and critical examination of the existing
provisions in the tax law and the socio-cultural norms as well as the standard practice followed
by other countries, based on the standard tax treatment A detailed tax expenditure inventory

for the direct tax has been prepared.

The revenue foregone method has been used to estimate tax expenditure in Bangladesh The
estimate implies that the expenditure amount could have been collected as tax revenue had
there been no such expenditure measures, and, therefore. interpreted as the amount of revenue
foregone, assuming that taxpayers’ behavior and other things remaimning the same. Tax system
in Bangladesh is in the process of digitization In the absence of digitized data, the tax return
information has been collected for a sample of taxpayers, following stratified random sampling
covering all over the country. The actual income tax return data for the income year 2020-21
(assessment year 2021-22) has been collected from the tax circle offices under administrative
divisions of 30 taxes zones, as stratified based on geographic location, income source, level

and other criteria. The sample consists of 21664 individuals, 381 firms and 1930 companies.

With the availability of data, this report combines the microsimulation and distributional
modelling for estimating tax expenditure which estimates the revenue foregone for the
FY2020-21, allowing for distributional adjustments. The estimation considers the differences
in sector-specific factors as well as other geographic and taxes zone-specific factors. The tax
expenditures have been estimated for the broad categories and for the major sectors, as far as

the available data allowed for

The estimation suggests that in the corporate income tax, about 40% of the estimated tax
expenditure comes from a few businesses. The tax expenditure in Micro Finance is estimated
Taka 15315 crore. The estimated tax expenditure 1s Taka 8380 crore for power and energy
(private power generation companies), Taka 3438 crore for garments, textiles & accessories,
Taka 1477 crore for I'T/Software businesses and Taka 143 crore for the poultry and fisheries
companies. The estimated tax expenditure 1s Taka 4612 crore for economic zones and Hi-Tech
industries (this estimate excludes those companies in economic zones, which are included in

the other respective sectors).

A weighted mean estimation reveals a total of Taka 40499 crore tax expenditures in the personal
income tax. Personal income tax expenditures mainly result from individual taxpayers

9
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amounting Taka 40388 crore, whereas the amount 1s Taka 110 crore for firms. Based on the
available data, three exemption measures for the individual taxpayers are estimated separately
Furthermore, tax expenditure 1s estimated Taka 11287 crore for remittance, Taka 966 crore for
share capital gain and Taka 2977 crore for poultry, fisheries income of individual taxpayers.
Therefore, total estimated tax expenditure in poultry and fisheries business ( for individuals and

companies) is estimated Taka 3120 crore.

The estimation reveals a total of Taka 1,25,813 crore tax expenditure in the direct taxes for the
FY2020-21. 68% of the direct tax expenditures belong to the CI'T amounting to Taka 85315
crore, while CIT comprises 60% share of the total income tax collection. The estimated total

tax expenditure for the direct tax amounts to 3 56% of FY2020-21 GDP in Bangladesh.

It 1s important to note that the estimated revenue foregone due to tax expenditure measures
does not necessarily imply that the government has waived this amount of money. It is obvious
that the incentive measures targeted to different sectors or groups has caused a considerable
impact in the growth of the respective sectors that would otherwise not have occurred had there

been no such incentives.

To mmprove the effectiveness, efficiency, fairness, and transparency of the tax system, this
report also puts forth a few recommendations for further consideration, viz , eliminate or sunset
ineffective expenditures, limit or cap expenditures, refine eligibility criteria, review and adjust
tax credit rates, enhance reporting and transparency, conduct periodic evaluations, create new
tax incentives, evaluate distributional impact, assess revenue implications, seek stakeholder

input.

This is the first time NBR has undertaken the initiative of estimating the tax expenditure in a
structured way and reporting it. In this first year study, an effort has been made to review and
analyze the existing tax expenditures in Bangladesh through defining the benchmark tax
system, listing the expenditures inventory, estimating and reporting the tax expenditures and

stepping to the room for further analysis in this area.

This tax expenditure report provides a foundation for informed decision-making, enabling the
gsovernment to strike a balance between promoting economic growth, social goals, and fiscal
responsibility within the framework of the tax system. Despite several limitations, this tax

10
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expenditure report remains essential tools for policymakers, providing valuable insights into
the fiscal and economic impact of tax mncentives and deductions. It 1s important for analysts
and policymakers to recognize the associated caveats and use this tax expenditure report as part
of a broader decision-making process that considers multiple sources of information and

perspectives.

11
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INTRODUCTION

Taxation is an integral part of internal resource mobilization which plays a significant role in
government’s budgetary process through collecting the necessary revenue to meet several
government expenditures. The total tax base and the tax rates are the two key factors that affect
the amount of revenue produced. These two variables are affected by the tax law and the tax
system itself, where tax expenditure plays a critical role. Tax expenditure reduces the amount
of tax payable by the taxpayers. through affecting tax base and/or tax rates. As such, it involves
a revenue sacrifice on the part of the government that could otherwise be added to the

government exchequer

Tax expenditures can be fundamentally differentiated from direct expenditures or entitlement
programs. According to Greek TE report, “there 1s... significant differences between direct and
tax expenditures.. the former is subject to vearly debate and approval.. through the budget
process, the latter i1s debated and approved once it is implemented™ (Redonda and Neubig,
2018) Tax expenditures are often interpreted as an implicit payments or indirect subsidy to the
specific group of taxpayers. Those provisions in the Tax Law involves an opportunity cost and
it 1s, therefore, important on the part of the government to estimate that cost for the sake of

efficiency and accountability.

Tax expenditure refers to several incentive or preferential measures in the Tax Law such as

exemptions, deductions, rebates, deferrals, special tax rates, credits and the like. These

12
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incentives are designed to promote specific economic activities. support certain groups, or

encourage behaviors that are aligned with public policy goals.

The concept and functionality of tax expenditure are different from that of raising revenue. For
assessing the role of tax expenditure in policy making, it is important to define the objectives.
Popular policy measures like tax incentives have difterent roles in high and low-income
countries. In a high-income country, such incentives act as government spending which is
translated as government financial aid through a reduction in the collection of tax revenue and
1s almost always subjected to budgetary control through the introduction of tax expenditure
accounting. Whereas, in low-income countries, as a large portion of the population cannot
afford to have taxable income, such tax incentives do not benefit the target population (Swif,
2006) Lack of integration of tax expenditures into budgetary procedure and lack of co-
ordination with government expenditures and objectives hamper effective and efficient
allocation of public resources. Tax expenditures can enhance perplexity of tax provisions and
tax administration which can in turn allow for more tax evasion and avoidance. In most cases,
there 1s not sufficient initiatives to eliminate outdated tax expenditures or to periodically review

them in accordance with changing socio-economic needs.

Tax expenditure estimation quantifies the revenue forgone due to specific tax provisions and
thus offers strategies and insights for the formulation of any fiscal policy. Of late, measuring
tax expenditure and including the analysis in the government budgetary framework has gained
utmost importance. Many countries in the world publish tax expenditure estimates regularly.
Given its significant impact on Government revenue earning, a comprehensive analysis of the
tax expenditure measures provided by the Tax Law is important. An estimation of the
underlying revenue impact as well as evaluation of the tax expenditure measures targeted to

government's particular policy objectives can ensure an efficient and transparent tax system

With a view to improving transparency and accountability in tax revenue and government
spending, an estimate of the revenue impact of the various tax expenditure measures has been
reported to the Parliament for the first time in the National Budget for FY2023-24 of
Bangladesh.

Bangladesh has witnessed remarkable growth in the past few decades and positioned itself in
a stable macroeconomic state. For the infrastructure development and to defray other necessary

13
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expenses, the Government of Bangladesh largely banks on NBR revenue. The NBR revenue
1s divided into two categories, direct and indirect taxes. Indirect tax comprises mostly of
Customs Duty and Value Added Tax. On the other hand, direct taxes largely comprise of
personal and corporate income taxes. Around 33% of the NBR revenue 1s collected through
direct taxes. However, the legislation of Income Tax allows some preferential treatments to
certain categories of taxpayers, industries and other sectors through the forms of rebates,
concessionary rates, exclusions from total income, tax holiday and the like. The Direct Tax
wing of the National Board of Revenue, aligning with international best practices, has

estimated this "Tax Expenditure” based on field-level data

In the National Budget Speech for FY2023-24, the term "Direct Tax Expenditure” has been
defined as rebates, discounts, exemptions, reduced rates of taxation, and the exclusion of
income from computing total taxable income. It 1s termed as “a form of tax subsidy™, which if
collected as tax, would have augmented the total tax revenue. However, there is a clear
distinction between the other government subsidy and the direct tax expenditure through the
latter’s pivotal role in stimulating the economy, supporting industries, creating employment,

and maintaining social balance (Budget, 2023).

This report presents an analysis of tax expenditures within the realm of Income Tax (Personal
and Corporate) for the financial year 2020-2021 (assessment year 2021-2022). It intends to
describe the several steps of tax expenditure estimation and to report the revenue impact of tax
expenditures in the existing structure of the direct tax of Bangladesh. Once the benchmark is
defined, this report proceeds to identify, measure and analyze tax expenditures in terms of their
fiscal cost, efficiency, and effectiveness in achieving policy goals. The objectives of this Tax

Expenditure Report are:

e Estimation: To quantify and assess the extent of tax expenditures in Direct taxes over
the specified period.

e Monitoring and Evaluation: To establish a framework for continuous monitoring and
evaluation of tax expenditures. ensuring alignment with fiscal goals.

e [nformed Policy Design: To furnish valuable data and insights that can guide the
formulation of well-informed tax policies and structures.

e Transparency Enhancement. To bolster transparency by making information on

national tax expenditures readily accessible to stakeholders and the public

14
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The report 1s organized as follows. Chapter 2 provides a brief review of literature shedding
light on tax expenditure estimation in different countries and in Bangladesh. Chapter 3
describes the several steps of tax expenditure estimation in Bangladesh, viz., defining the
benchmark, providing detailed inventory, sampling and estimation methodology and the

estimation results. Chapter 4 discusses some caveats of the study and Chapter 5 concludes with

some recommendations.

15
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LITERATURE REVIEW

2.1 International Evidence

Tax incentives have been explained differently by policy advisers. Where one group treats tax
incentives as a spending item, another group tends to describe the term as a normative tax
provision. The principal factor for estimating reliable tax expenditures is a reliable and detailed

database.

There are differences among countries in applying a definition of tax expenditure because of
variations in the tax laws of the countries. For example, in Canada, “only the most fundamental
structural elements of each tax system are considered part of the benchmark™. In the United
States, tax expenditures are considered to be loss of revenue which are designed to grant tax
relief, promote certain taxpayer behaviors or provide financial assistance to taxpayers with
special needs. In France, tax expenditure has been defined as, “Any legislative or
administrative measure may be called a tax expenditure if its application entails a loss of
revenue from the State, and hence a lessening of taxpayers™ burden in comparison to that which
would have resulted under the “norm™, that is the general principles of French tax law™ (Swift,
2006). In the United Kingdom, tax expenditures are defined as alternatives to public
expenditures in the form of tax relief. Tax provisions causing permanent loss in revenue
collection are treated as tax expenditures in Argentina and Columbia (Kassim and Mansour,

2018). The variations in manner, time and methodology of tax expenditure reporting and the

16
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complexity of cross-country comparisons of tax expenditure due to variation of country

approaches has been analyzed by many studies (Kassim and Mansour, 2018).

Some tax reliefs are designed to fulfil socio-economic objectives that are expected to be part
of benchmark as these reliefs may have been part of tax provisions for a long time and removing
such reliefs would be politically challenging. Again, these will vary from country to country.
However, there is a risk of higher degree of discretion and many important expenditures that
needed to be scrutinized remain outside tax expenditure reporting. Again, whether revenue
forgone from government activity is to be excluded from tax expenditure, is contentious.
Dealing with these ‘grey areas’ may not be easy; however, identification and consistent
documentation of criteria can help in making decisions and establishing transparency (Granger,
et al., 2022).

Tax expenditures are used as instruments of public policy. There are examples of both
developed and developing economies which show that excessive tax expenditures can
destabilize fiscal balance and sustainability. According to US Treasury 2020, the federal
government of the United States had to forego above USD 1.5 trillion in 2019 which was
equivalent to 44% of tax collection and a bit more than 7% of GDP (Redonda, et al., 2021).

In Bangladesh Income Tax Law, there are several tax expenditure measures. Consequently, the
tax to GDP ratio has been historically and consistently low fluctuating between 7.0 to 9.0
percent on average. The amount of low tax collected due to high tax expenditures contributed

to budget deficit and increased number of government debts.

Figure 3: Regional Average of Revenue Forgone as a
Percentage of GDP (1990-2020)
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Source: GTED Flagship Report (Haldenwang, et al., 2021)
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Figure 4: Average of Revenue Forgone by
Country Income Group (1990-2020)

LOW INCOME LOWER MIDDLE UPPER MIDDLE HIGH INCOME
COUNTRIES INCOME INCOME COUNTRIES
COUNTRIES COUNTRIES

® Revenue Forgone as % of GDP » Revenue Forgone as % of Tax Revenue

Source: GTED Flagship Report (Haldenwang, et al., 2021)

The third international conference on financing for development emphasized the commitment
by the member countries to improve neutrality, transparency, efficiency and effectiveness of
the tax systems for better domestic revenue mobilization in pursuance of SDGs by the

developing countries (Kassim and Mansour, 2018).

The quality of tax expenditure reporting is not very promising in developing countries because
of a lack of a definitive benchmark tax system and data constraints leading to inadequate
coverage of tax expenditures. Tax expenditure reporting can be started simply and then small
improvements can be integrated to the existing model over time, so that institutional data
structure can be strengthened through repetitions. This makes the reporting procedure more
sustainable (Granger, et al., 2022). Periodic publication of reports not only improves
transparency of government expenditures but also helps to compare costs and benefits of tax

expenditures.

Although in developed countries, tax expenditures reporting 1s part of general fiscal reporting
for a long time, the developing countries started reporting on tax expenditures in early 2000s

decade. (Redonda, et al., 2021).

The principal constraints faced by developing countries are, absence of a definition of a
“benchmark tax system™ (50%), no legal requirement for annual publication of tax expenditures
in 30% of the countries, poorly defined methodology and data and inadequate coverage of tax

laws and other relevant laws (Kassim and Mansour, 2018; Mansour, 2019).

18
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2.2 Tax Expenditure in Bangladesh: Background Study

In the context of Bangladesh's fiscal strategies, the predominant objectives associated with tax
expenditure measures are threefold: to expedite the process of industnalization, to boost
exports and foreign direct investment to bring in foreign currency, and to safeguard social
security and welfare of low- and modest-income groups (Mortaza and Begum, 2006). The first
attempt of estimating the tax expenditure in Bangladesh was initiated by Mortaza and Begum
(2006). Using the collected data from field offices, the tax expenditure for the financial year
2005 was calculated to be BDT 93.45 billion, of which the direct tax expenditure was estimated
to be BDT 10.28 billion. The estimated total tax expenditure amounted to percent of the GDP,
with percent in the direct tax and percent in the indirect tax. However, no specific methodology
was used for such calculation. Dio (2015) attempted to measure tax expenditure on the basis
of the analysis of sections 45, 46 and 46A of Income Tax Ordinance 1984. However, it was not
a comprehensive study and considered tax holidays and exemptions only under certain heads

of iIncome.

A Tax Expenditure Review Committee was formed by NBR in 2021 to measure and analyze
the prevailing tax expenditure in the income tax. In the absence of detailed microdata or sample
data, the study was conducted using macro data (sectoral data from the national income
accounts). The study conducted revenue foregone estimation using macrosimulation method
and approximated tax expenditure for FY2018-19 using sector-wise tax benefit to GDP

analysis. As an in-house report, it was not published officially.

Tax expenditure provisions are adjusted and undergo essential modifications every year,

through the Finance Act, reflecting changes in socioeconomic dynamics and policy objectives.

19
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TAX EXPENDITURE ESTIMATION

3.1 Defining the Benchmark Tax System

The first step of estimating tax expenditures is to define the "benchmark" tax structure. Any
deviation from the benchmark is considered as tax expenditure. Defining the benchmark tax
system 1s crucial in tax expenditure analysis of Bangladesh because 1t establishes what 1s

considered "normal" or "standard” in the tax code.

[t 1s important to note that choosing benchmarks needs applying judgment The tax system
might differ from one jurisdiction to another or even change over time, necessitating new
structural element assumptions that are essential to the benchmark. Two approaches can be
adopted to define benchmark system for tax expenditure reporting. viz., normative approach
and legal approach. In a normative approach, a country’s tax system 1s compared with an
‘optimal” tax system. The legal or “positive” approach almost always includes an element of
subjectivity e.g , a country’s socioeconomic perspectives and priorities or ‘national tax policy
choices Most countries adopt the latter one, Certain international conventions and agreements
causing deviation from normal tax provision are accepted as part of benchmark tax system.

(Kassim and Mansour, 2018; Geourjon ef al. 2019; Granger, et al., 2022).

For a comprehensive income tax, the benchmark should be based on the prevailing system of

income tax with the existing statutory rate schedule. No tax relief 1s provided except for the

20
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zero-tax income bracket. Under the PIT, only deductions for genuine business expenses are
allowed. Deductions not directly related to business income, tax credits, lower tax rates are
thus to be considered as tax expenditures. The benchmark should be based on the prevailing
tax on profits with a single rate of tax and no tax relief other than for usual business expenses.
However, if a higher corporate tax rates or rates applies on some sectors because of specific
rents, this should be disregarded when identifying the highest rate for benchmarking (Heady
and Mansour, 2019). Tax expenditures will be positive if the tax rate is below a defined

benchmark rate and will be negative if enacted tax rate is higher than the benchmark.

Several tax expenditure measures exist in the direct tax system of Bangladesh provided through
the Income Tax Ordinance 1984, Finance Act and several SROs. For this study, the benchmark
has been defined after a careful and critical examination of the existing provisions in the tax
law and the socio-cultural norms as well as the standard practice followed by other countries.
based on the standard tax treatment. Two principles have been particularly considered in
defining the benchmark, viz.,
e The standard tax treatment applicable to similar taxpayers or nature of activities.
e The longstanding features and structural components of the tax system. This may allow
for special features that violates, to some extent, the uniform treatment of taxpayers.

The progressive rate of tax in personal income tax is an example.

With the standard principles of benchmarking, the associated concepts in the context of the

direct taxes are defined accordingly and are specified below.

3.1.1 Tax unit

Tax unit is categorized into two broad categories:
e Personal Income Tax, hereinafter referred to as PIT. comprising individuals and firms.

e Corporate Income Tax, hereinafter referred to as CIT, comprising companies (Private

limited and Public limited), as defined under the companies Act, 1913.

21
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3.1.2 Tax base

Tax base covers income as defined in the Income Tax Ordinance, 1984, which also includes
any deemed income. Thus, the tax base in the benchmark is identified as a comprehensive
income covering all income earning activities. Under the different heads of income defined in

the Income Tax Ordinance, 1984, the benchmark 1s defined as follows:

o Salaries: Income from salanes covers the income 1dentified under Section 21 of ITO,
1984. The base is determined after allowing for tax exemption limits for perquisites,
allowances, benefits, etc. as per Rule 33 of ITO, 1984 These deductions are included

in the benchmark.

e [nterest on securities: Interest on securities covers the income identified under Section
22 of ITO, 1984 Expenses incurred for earming the income and the allowable
deductions, as defined under Section 23 of ITO, 1984 are included in the benchmark.

o [ncome from house property: Income from house property covers the income identified
under Section 24 of ITO, 1984 Expenses incurred for earning the income and the
statutory maintenance allowances, as defined under Section 25 of ITO, 1984 are

included in the benchmark.

o Agricultural income: Agricultural income covers the income 1dentified under Section
26 of ITO, 1984 Expenses incurred for earning the income and/or the statutory cost

deduction, as defined under Section 27 of ITO, 1984 are included in the benchmark.

e [ncome from business or profession: Income from business or profession covers the
income identified under Section 28 of ITO, 1984 Expenses incurred for earning the
income and the allowable deductions, as defined under Sections 29 of ITO, 1984 are

imncluded in the benchmark.

o (Capital gains: Capital gains covers the income identified under Sections 31, 31A, 32
of ITO, 1984. Expenses incurred for earning the income and the allowable deductions,
as defined under Sections 32A of ITO, 1984 are included in the benchmark. Following
the standard practice, capital gains are taxable upon realization rather than on accrual
basis.
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Income from other sources: Income from other sources covers the income identified
under Section 33 of ITO, 1984 Expenses incurred for earning the income and the
allowable deductions, as defined under Section 34 of I'TO, 1984 are included in the

benchmark.

Other notable features are:

Income 1s defined as nominal income, 1.e., no adjustment for inflation 1s considered.
Residents are taxed on worldwide income.

Non-residents only assessable on income from Bangladesh sources at the highest rate.
Both the cash-based and accrual-based accounting standard are recognized based on
the taxpayers’ declaration.

Deductions for depreciation are included in the benchmark.

Surcharge 1s considered within PIT benchmark as a structural feature.

Minimum tax 5000 Taka 1s defined as benchmark.

3.1.3 Tax rates

» Personal Income Tax (PIT):

Considered as an integral and longstanding feature of the tax system. the progressive tax rate

structure with a zero-rate threshold limit 1s recognized as benchmark.

For the Assessment Year 2021-22 the tax rate 1s presented in Table 1.

Table 1: Personal Income Tax Rates: Assessment Year 2021-22

Serial no Amount (TK) Rate
1. Up to first income amount 3,00,000/- (1%
2. Next up to income amount 1,00,000/- 5%
3. Next up to income amount 3,00,000/- 10%
4. Next up to income amount 4,00,000/- 15%
5. Next up to income amount 5,00,000/- 20%
6. Next rest of income amount 25%
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» Corporate Income Tax:

There exist several corporate income tax rates in Bangladesh, different rates for different
types of companies based on sectors. However, the non-listed companies in each sector

enjoys a lower rate. The corporate income tax rates for the AY 2021-22 are presented in
Table 2.

Table 2: Corporate Income Tax Rates: Assessment Year 2021-22

Bank/FI/Insurance Merchant | Listed Non-listed Other Other Dividend
Listed Non- Bank Mobile mobile/Tobacco | listed non-listed
Company | listed Company | company company | company
company
37.5% 40% 37.5% 40% 45% 22.5% 30% 20%

Following the structural and long-standing features, the benchmark CIT rates are defined as
the rate for non-listed company in each sector For the relevant AY2021-22, the benchmark

CIT rates are;

¢ Bank/FI/Insurance/Merchant Bank: 40%
e Mobile company/Tobacco company: 45%
e Other company: 30%

e Benchmark rate for other heads of income (e.g., dividend) other than business income

1s 30% for all sectors

3.1.4 Tax period

Tax period in Bangladesh is financial year (July-June). This report corresponds to:
Financial year 2020-21 (July 01, 2020-June 30, 2021)
Assessment year 2021-22.

In some cases, iIf taxpayer’s accounting period 1s different from the standard financial year
(particularly for some companies), the accounting period 1s considered as the income vear

accordingly.
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3.2 Inventory Listing

To eftectively manage and evaluate the impact of tax expenditures, tax authorities create and
maintain tax expenditure lists. These lists serve as comprehensive repositories of information
about various tax expenditures, offering transparency, accountability, and a better
understanding of how government resources are allocated through the tax code. This report
delves into the concept of tax expenditure lists which is later mentioned as tax expenditure

inventory.

A tax expenditure inventory is a catalog of all the tax incentives, deductions, credits, and
exemptions that exist within a tax system. It provides a detailed account of each tax
expenditure program, outlining its purpose. estimated cost, legislative authority, beneficiaries,

and the intended policy goals.

Tax Expenditure inventory has certain significances. These are:
o Transparency and Accountability: Tax expenditure lists promote transparency in
government actions by making tax incentives and their associated costs visible to the
public and policymakers. This transparency encourages accountability and informed

decision-making.

e Budgetary Planning: Tax expenditure lists assist in budgetary planning and decision-
making by providing estimates of the revenue impact of these incentives. Governments

can assess the fiscal implications and prioritize expenditures accordingly.

o Evaluating Effectiveness: By cataloging tax expenditures and their intended policy
goals, tax authorities and policymakers can assess whether these incentives are
achieving their intended outcomes. Evaluations help determine 1f modifications or

terminations are necessary.

o Distributional Analysis: The beneficiary information in tax expenditure lists enables
governments to analyze the distributional impact of these incentives This helps
identify whether certain groups or activities are disproportionately benefiting, which

may inform future policy adjustments.
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Policy Alignment: Tax expenditure lists aid in aligning tax policies with broader policy
goals. Governments can use the information to ensure that tax incentives are consistent
with their objectives, whether they relate to economic growth, social welfare, or

environmental sustainability.

The components of the inventory can be described as follows:

Tax Expenditure Title: Each tax expenditure on the list is identified by its official title

or name. This allows for easy reference and categorization.

FPurpose and Policy Goals: A crucial component of the list is the description of the tax
expenditure's purpose and the policy objectives it aims to achieve This clarifies the

government's intentions in offering the incentive.

Legislative Authority: Information on the legal and statutory basis for each tax
expenditure 1s detailed in the list This section explains the specific laws or regulations
that authorize the tax incentives, ensuring transparency and accountability in the

legislative process.

Beneficiaries: The list provides insights into the individuals, businesses, or activities
that benefit from each tax expenditure This information helps assess the distributional

impact of the incentives and whether they disproportionately favor certain groups.

The Income Tax Ordinance, 1984, provides, inter-alia, for tax preferences to promote savings

by individuals, exports, balanced regional development. creation of infrastructure facilities,

scientific research and development, co-operative sector, among others. The tax expenditure

measures under the direct taxes are broadly measures of corporate income tax and personal

income tax which are briefly discussed below.

3.2.1 Corporate Tax Expenditure Measures

Corporate tax framework in Bangladesh incorporates several tax expenditure measures to

stimulate economic growth and investment. There exists tax exemption or reduced tax rates

for certain types of companies or sectors. Tax holidays are granted to certain sectors or

companies, providing exemptions at a gradually decreased rate from corporate income tax for
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a defined period, fostering increased investment and job creation. Companies operating in
certain sectors or geographic regions, like Special Economic Zones (SEZs) and High-Tech
Parks, can benefit from tax holidays. Several kinds of expenses, for example, donation to
several mstitutions, research and development (R&D), CSR activities, are subject to

deductions or allowances for rebate.

3.2.2 Personal Income Tax Expenditure Measures

The personal income tax system in Bangladesh features several tax expenditure measures
aimed at providing relief and incentives for individuals. There exist higher tax-free thresholds
for specific groups and exemption or reduced tax rates for certain types of income. The tax
system of Bangladesh also encourages savings and investment through incentives for approved

schemes providing investment rebate.

3.2.3 Negative Tax Expenditures

The benchmark tax system, as 1s defined in this report, allows for a possibility of negative tax

expenditures, for example,

e (Companies/businesses enjoying exemption/reduced rate facilities and incorporating a

loss.
e  Minimum tax under Section 82C of ITO, 1984
e Turnover tax 0.6% for individuals, 2% for corporates
e Minimum tax in case of owners of motor cars

e [Extra 5% tax if proper arrangements for disabled people are not made by school,

college, university, or NGO

The tax expenditure measures are not necessarily mutually exclusive for CIT and PIT Some
of the provisions are specific to a particular category, but there are many provisions that apply
for both CIT and PIT The TE inventory presented in the Appendix provides a detailed hist of
the existing tax expenditure measures in the Direct Taxes of Bangladesh for the respective
AY2021-22, with due references.
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3.3 Methodology

Tax expenditure accounting 1s a quantitative measure for estimating the size of tax expenditures
and provides an idea about the associated revenue loss and the impact on budgetary balance
Although there are a number of alternative methods for calculating tax expenditures, the
revenue forgone method has been recommended as the more appropriate one by OECD and

most countries (Swift, 2006).

The revenue foregone method 1s used to estimate tax expenditures in Bangladesh. The estimate
implies that the expenditure amount could have been collected as tax revenue had there been
no such expenditure measures, and, therefore, interpreted as the amount of revenue foregone,
assuming that taxpayers” behavior and other things remaining the same. Therefore, the revenue
foregone 1s the difference between the tax that would have been payable as per regular

applicable tax rates, and the actual tax paid/payable due to the relevant expenditure measure.

The estimation of tax expenditures under revenue foregone method measures the potential
revenue gain that would have been realized had there been no such tax expenditure measures.
The underlying assumption is that the tax base would not be affected in the absence of such
measures, 1.e., taxpayers behavior would not change in the absence of the tax expenditure

measures.
3.3.1 Sampling method

Tax system in Bangladesh is in the process of digitization. In the absence of digitized data, the
tax return information has been collected for a sample of taxpayers. The sampling procedure
follows stratified random sampling covering all over the country The actual income tax return
data for the income year 2020-21 (assessment year 2021-22) has been collected from the tax
circle offices under administrative divisions of 30 tax zones, as stratified based on geographic
location, income source, level and other criteria The tax return data for a total of 27084
individuals, 703 firms and 2431 companies have been sent on random basis by the circle
offices, according to the questionnaire provided. Afier necessary cleaning for inconsistent data,

the final sample consists of 21664 individuals, 381 firms and 1930 companies.

28

(%] CamScanner


https://digital-camscanner.onelink.me/P3GL/g26ffx3k

3.3.2 Estimation modelling

The availability of data is an important determinant in modelling tax expenditure estimates. In
the absence of a comprehensive digitalized data base, it 1s not possible to estimate the tax

expenditure for each measure

With the availability of data, this report combines the microsimulation and distributional
modelling for estimating tax expenditure. “Microsimulation modelling can be adopted with
sample data, allowing for examining taxpayer records. The value of the tax expenditure is the
difference between the tax paid on those transactions under the concession and the tax that
would have been collected under the benchmark. Again, distributional modelling involves
using discrete aggregate data to calculate the impact of tax concessions on particular segments
of the economy. 1s an appropriate approach for measuring concessions that vary according to
the characteristics of the taxpayer Data sources suitable for distributional modelling include
survey data and data derived from administrative databases. Microsimulation modelling can
also be used to derive key information, such as average effective tax rates, which can be used
in other models that employ aggregate or distributional modelling. This is appropriate for

situations where detailed datasets are not available for all items™ (ATO, 2012).

The tax expenditure estimates the revenue foregone using the sample data for the FY2020-21,
allowing for distributional adjustments. The estimates allow for necessary adjustment
capturing the variation in the income level, sectoral, geographic or other criteria. It may be
noted that the sample covers information of taxpayers belonging to different income strata
including negative (loss) and zero income values as well. The estimation 1s done separately for
the taxes zones' An aggregate estimate as well as exemption entailing to a few sectors are

estimated.

» Estimation method: CIT

The sample data provides information on the amount of exempted/reduced income and the tax

paid thereof under different sectors/types of businesses. The data also provides income of some

T Alternative estimation methods, e.g.. using total sample instead of sectoral/zonal separale estimates are also
conducted for both PIT and CIT. The overall results remain robust with close estimation values.
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companies subject to no exemption or reduced rate on random basis. The value of the tax
expenditure for each sample company 1s calculated as the difference between the tax that would
have been collected under the benchmark and the tax paid on the exempted/reduced rate
income. The estimation takes into account the differences in sector-specific factors as well as
other geographic and taxes zone-specific factors. In order to control for those effects, estimates
are made separately for each sector in each zone and the population estimates are calculated
based on the number of returns submitted. Based on the availability of data, the tax
expenditures are estimated for the sectors, viz., IT or software, Garments, textiles or
accessories, Power and energy, Poultry and fisheries, Micro Finance, Economic zones and Hi-
Tech industries. The rest of the companies are categorized as others. The total CIT expenditure

1s estimated by aggregating the expenditures of all sectors.
» Estimation method: PIT

The sample data provides information on the income under different heads of individual
taxpayers and the tax paid thereof. The value of the tax expenditure for each individual/firm
in the sample 1s calculated as the difference between the tax that would have been collected
under the benchmark and the tax paid. The estimations are done separately for individuals and
firms. It might be of concern that the income distribution of the sample may be different from
that of the population. Therefore, the weighted sample mean 1s estimated using appropriate
weight based on the distribution of income groups in the individual and firm level taxpayers.
As in the CIT, the estimation controls for the differences in other geographic and taxes zone-
specific factors effects through separate estimate for each zone. The total PIT expenditure 1s
estimated as the aggregate of expenditure in all zones. Based on the availability of data, the
tax expenditure 1s also estimated for three items of PIT expenditure, viz., poultry and fisheries,

share capital gain, and remittance.

3.4 Estimation Results

3.4.1 Corporate Income Tax (CIT)

Table 3 and Figure 3 represent the estimated corporate tax expenditure (in terms of revenue
loss) and the sectoral share thereof for the FY 2020-21.
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In the corporate income tax, about 40% of the estimated tax expenditure comes from a few
businesses. Tax expenditure for Micro Finance 1s estimated Taka 15315 crore. Estimated tax
expenditure amount i1s Taka 8380 crore for power and energy (private power generation
companies), Taka 3438 crore for garments, textiles, accessories, Taka 1477 crore for
I'T/Software businesses and Taka 143 crore for the poultry and fisheries companies Estimated
tax expenditure 1s Taka 4612 crore for economic zones and Hi-Tech industries (this estimate
excludes those companies in economic zones, which are included in the other respective

sectors).

Table 3: Corporate Tax Expenditure: Sectoral Estimate
Sector Estimated Tax Expenditure

(in crore Taka)

[T/Software 1477.03
Garments/Textiles/ Accessories 3437.96
Power and Energy 8380.34
Poultry/Fisheries 143.48
Micro Finance 15315.55

Economic Zones and Hi-Tech Industries  4611.68

Figure 3: Sectoral Share in the Estimated Corporate Tax
Expenditure

P

)

» [T/Software » Garments/Textiles/ Accessories

* Power and Energy Poultry/Fisheries

* Micro Finance * Economic Zones & Hi-tech industries
= Other
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3.4.2 Personal Income Tax

The weighted mean estimation yields a total of Taka 40499 crore in the personal income tax.
Personal income tax expenditures mainly result from individual taxpavers amounting Taka
40388 crore, whereas the amount 1s Taka 110 crore for firms. An estimate of tax expenditure
due to tax exemption facility for remittance, for share capital gain and reduced rate tax for
poultry, fisheries income of individual taxpayers is estimated separately and is presented in
Table 4 and Figure 4 The tax expenditures due to tax exemption facility 1s estimated Taka
11287 crore for remittance, Taka 966 crore for share capital gain and Taka 2985 crore due to
reduced rate tax for poultry, fisheries income in personal income tax. Therefore. total estimated

tax expenditure in poultry and fisheries business (for individuals, firms and companies) 1s Taka
3129 crore.

Table 4: Personal Tax Expenditure: Sectoral Estimate

Business/Income Estimated Tax Expenditure

(in crore Taka)

Pﬂm’rr_w’F isheries 2985.35
Share Capital gain 0.5, 90
Remittance 11287.40

Figure 4: Tax expenditure for Exempted/ Reduced Tax
Rates for Individual Taxpayers
12000
10000
[==]
= 8000
£ 6000
§
= 4000
- -
0 [ ]
Share Capital gain Remittance Poultry & Fisheries
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3.4.3 Total Tax Expenditures in the Direct Taxes

Therefore, the estimated total revenue foregone in the direct tax of Bangladesh 1s as shown in
Table 5 The estimation reveals a total of Taka 1.25,813 crore tax expenditure in direct tax for
the FY 2020-21. 68% of the direct tax expenditures belong to the CIT amounting to Taka 85315
crore, while CIT comprises 60% share of the total income tax collection. The estimated total
tax expenditure for the direct tax amounts to 3 56% of FY2020-21 GDP in Bangladesh This

indicates a huge tax expenditure, with the share of direct taxes to GDP being 2 41% in FY2020-
7

Table 5: Estimated Tax Expenditure (Revenue Foregone) for Direct taxes in Bangladesh
Financial Year 2020-21

Business/Income Estimated Tax Expenditure % of Direct Tax % of GDP
(in crore Taka) Collection
Corporate income tax  85314.582 100.11 2.41
Personal income tax 40498.66 47.52 115
Total 125813.48 147.63 3.56

Figure 5: Estimated Tax Expenditure:
Personal and Corporate Income Tax share

Personal
Income Tax
32%

Corporate
Income Tax
68%

s Corporate Income Tax s Personal Income Tax
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Figure 6: Sectoral/ Share in the Estimated Total Tax Expenditure
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INTERPRETING THE ESTIMATION:

SOME CAVEATS

Tax expenditure reports serve as valuable tools for assessing the impact of various tax

incentives and deductions on government revenue and the economy. However, like any

analytical tool, this tax expenditure report has limitations that should be considered when

interpreting their findings. The following caveats are to worth noting.

Y

'\l‘::_l'

Y

v

The revenue foregone method adopted in this report relies on the basic assumption that
does not consider changes in taxpayers’ behavior when a particular measure is
eliminated.

This methodology does not capture the potential impact of a particular incentive on the
overall level of economic activity. The estimation i1s based on the ceteris paribus
assumption, and as such, the elimination of a particular measure would not necessarily
increase the revenue 1n the exact same proportion.

There are multiple provisions interacting with one other and i1solating the impact of a
single provision is obviously a challenging task

The tax expenditure estimates are based on economic conditions at a specific point in
time. Economic changes, such as recessions or booms, and/or the potential government
policy changes can significantly affect the value and impact of tax expenditures.
Accurate estimation of tax expenditures requires a comprehensive database. In the
absence of comprehensive digitized system, this estimation 1s based on a sample data.
Also, given the availability of data, the estimation is done for a few sectors. The
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estimation of tax expenditure related to each incentive measure has not been possible
due to the lack of a well-organmized institutional set-up and a comprehensive database
or a complete online return system. With a greater sectoral breakdown, and preferably,
with a separate estimate for each incentive measure would vield a more precise
estimate. The tax expenditure delineated in this report is therefore an estimate based on

the available data

Above all, 1t 1s important to note that the estimated revenue foregone due to tax expenditure
measures does not necessarily imply that the government has waived this amount of money,
The various incentive measures in the tax policy are in line with specific socio-economic goals.
It 1s obvious that the incentive measures targeted to different sectors or groups have caused a
considerable impact on the growth of the respective sectors that would otherwise not have

occurred had there been no such incentives.
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CONCLUDING REMARKS AND
RECOMMENDATIONS

Tax expenditure reports play a vital role in the realm of fiscal policy and government finance.
These reports provide transparency, accountability, and valuable insights into the impact of tax
incentives, deductions, credits, and exemptions on government revenue and the overall
economy. Tax expenditures can have multiple policy objectives. such as encouraging
investment, supporting social programs, or promoting economic growth. Evaluating their

effectiveness in achieving these goals can be challenging, as success criteria may vary.

This 1s the first time NBR has undertaken the initiative of estimating the tax expenditure in a
structured way and reporting it In this first year study, an effort has been made to review and
analyze the existing tax expenditure in Bangladesh through defining the benchmark tax system.
listing the expenditure inventory, estimating the tax expenditure and stepping to the room for
further analysis in this area. The tax expenditures have been estimated for the broad categories

and for the major sectors, as far as the available data allowed for.

To improve the effectiveness, efficiency, fairness, and transparency of the tax system, the

following are worth consideration for:

o FEliminate or Sunset Ineffective Expenditures: It 1s important to identify the tax
expenditures that are not achieving their intended policy goals or are no longer relevant.
Elimination or a sunset provision of such expenditure measures can free up government
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revenue and simplify the tax code For example. NBR has already taken initiative to
erase tax free criteria of the service charge receipt by any private NGO if the receipt is

not revolving as microcredit through Income Tax Act 2023

Limit or Cap Expenditures: There should be proposed limits or caps on tax expenditures
to prevent abuse or excessive benefits. This can ensure that high-income individuals or
corporations do not disproportionately benefit from certain provisions. For example,

NBR has capped the investment in saving certificate to 5 lakhs for having tax rebate.

Refine Eligibility Criteria: Eligibility criteria for tax expenditures to better target them
toward specific groups or activities. This can help ensure that the benefits are directed

to those who need them most.

Review and Adjust Tax Credit Rates: Tax credit rates should be adjusted to make them
more effective or equitable. For example, increasing or decreasing the rate of a tax
credit to better align with policy goals which has been done this vear by Finance Act,
2023.

Enhance Reporiing and Transparency. A guideline should be followed for reporting
requirements and transparency measures related to tax expenditures. This can include
enhancing the disclosure of data on the beneficiaries of tax expenditures and their

economic impact.

Conduct Periodic Evaluations: Establishment of a regular review process for tax
expenditures, such as requiring periodic evaluations to assess their impact and
continued relevance is very much necessary. Tax expenditure reporting should be done
strictly once in a year for NBR. There should be legal provisions in the Finance Act for

tax expenditure periodic evaluations.
Create New Tax Incentives: Introduction of new tax mcentives or deductions to address

emerging policy priorities or economic challenges is crucial for the revenue

administration of NBR. For building smart Bangladesh 4 pillars are necessary; Smart
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Citizens, Smart Government, Smart Economy, and Smart Society. This requires new

incentives for job creation, innovation and overall economic growth.

e Evaluate Distributional Impact: 1t 1s important to consider the distributional effects of
tax expenditures and recommend adjustments to ensure that they do not unduly favor
specific income groups or industries. For example, through a recent SRO, NBR has
made tax deducted at source of saving certificate final tax hability for all individual
taxpayers. It should be revisited as this will only favor the higher income groups or the

individuals with higher investment in saving certificate.

o Assess Revenue Implications: NBR has to analyze the budgetary impact of the
recommendations, including estimates of revenue gains or losses associated with each
proposal. The tax expenditure estimation should be included in the budget document

and reported to the Parliament every year.

o Seek Stakeholder Input: Engagement with relevant stakeholders, such as industry
assoclations, advocacy groups, and tax experts, to gather input and feedback on the

recommendations 1s very much crucial for effective tax incentives designing.

Tax expenditure report enables policymakers to enhance transparency, assess policy
effectiveness, promote accountability, mmprove decision-making, examine distributional
impact, consider trade-offs, and encourage public debates. While tax expenditure reports are
invaluable tools for fiscal governance, it is crucial to acknowledge their limitations, including
subjectivity in estimation, data challenges, changing economic conditions, and the potential
for political influence. They are most effective when used in conjunction with other forms of

analysis and when considered within a broader policy context.

This tax expenditure report provides a foundation for informed decision-making, enabling
governments to strike a balance between promoting economic growth, social goals, and fiscal
responsibility within the framework of their tax systems. Despite several limitations. this tax
expenditure report remains essential tools for policymakers, providing valuable insights into
the fiscal and economic impact of tax incentives and deductions. It is important for analysts

and policymakers to recognize these limitations and use this tax expenditure report as part of
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a broader decision-making process that considers multiple sources of information and

perspectives.

With the start of the process of incorporating tax expenditure analysis in the FY2023-24
budget, a sample-based estimate of tax expenditure is provided due to data limitations and other
capacity constraints. NBR aims to strengthen its capacity and data management system for a
comprehensive and systematic estimation, reporting and evaluation of the tax expenditure in
order to ensure better fiscal management. Moreover, periodic revaluations are required to
ascertain the relevance of the tax expenditures sector wise to ensure these do not result in

significant revenue loss without corresponding benefits.

This tax expenditure report is, of no doubt, a big step forward towards a more specific
estimation procedure in the upcoming years, with a further institutional capacity building
together with a comprehensive database and a completed computerization of the administrative

systems of NBR.
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APPENDIX
TAX EXPENDITURES INVENTORY: DIRECT TAXES OF BANGLADESH

Title Cate | Description Type Objective Legislative
gory reference

Initial exemption for | PIT | The initial exemption is Tax free limit | Social Finance
third gender, women increased for third welfare Act
and senior citizens gender, women and
(over 65 years) senior citizens aged 65

years or above to Taka

350.000,
Initial exemption for | PIT The initial exemption is Exemption Social Finance
physically increased for physically welfare Act
challenged persons challenged persons to

Taka 450.000
Initial exemption for | PIT | The initial exemptioni1s | Exemption Social Finance
war wounded increased for gazetted welfare Act
freedom fighters war-wounded freedom

fighters 1s Taka 475.000_
Initial exemption for | PIT | Imitial exemption is Taka | Exemption Social Finance
parents of physically 50,000 for a parent/legal welfare Act
challenged persons guardian of a physically

challenged person. Only

one exemption increase 1s

permitted where both

parents are laxpayers.
Rebate for owners of | PIT If an individual is the Rebate Protect Finance
small or cottage owner of a small or small & Act
industry cottage industry situated cottage

in a less or least Industry

developed area, 1s

engaged in manufacturing

products and derives

income from such

industries then they are

entitled to a rebate on

income derived. Rate

varies between 5-10%

depending on change in

production levels.
Additional tax if CIT | An additional tax of 5% Tax rate Social Finance
proper arrangements 15 levied on schools, weltare Act
not made for disable colleges, universities and
people NGOs 1if disabled persons

are not provided with

proper arrangements for

movement,
Rebates or waivers CIT | Arebate of 3% ora Rebate Social Finance
associated with waiver of 75% of salary welfare Act
employing to physically challenged
physically or third gender
challenged or third emplovees, whichever 15
gender persons lower, will be allowed for
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employing 10% of total
emplovees or more than
100 persons from
physically challenged or
third gender persons.

Reduced rates of tax | CIT | Various rates that differ Concessional | Industry Finance

from the benchmark rates | rate assistance Act

of 20%, 30% and 45%

exist depending on

corporate structure and

activities undertaken
Charge of tax on CIT | Ifinan income year the Reduced rate | Motivation | Section
retained earnings, total amount transferred for stock 16G of the
reserves, surplus to retained earnings or market Income Tax

any fund, reserve or Ordinance

surplus, called by 1984

whatever name, by a

registered company and

listed on any stock

exchange exceeds 70% of

the net income afier tax,

tax shall be pavable at the

rate of 10% on the total

amount so transferred in

that income year.
Special Tax PIT | Source of income will not | Reduced rate | Compliance | Section
Treatment in respect be questioned if invested 19AAAAA
of investment in new in new industrial A of the
industrial undertaking between Income Tax
undertaking 1/7/21 and 30/6/22. The Ordinance

tax rate that applies is 1984

10%
Special tax PIT/ | Area based tax rate below | Reduced rate | Compliance | Section
treatment in respect | CIT | normal rate. 19SBBBBB
of investment in of the
building, apartments Income Tax

Ordinance
1984

Special tax CIT/ | No questions will be Reduced rate | Compliance | Section
treatment in respect | PIT | raised as to source of 19C of the
of investment in the funds invested by any Income Tax
purchase of bonds person in the purchase of Ordinance
under Bangladesh bonds 1ssued under 1984
Infrastructure Bangladesh infrastructure

Finance Fund

Finance Fund during
period 1/7/10 and
30/6/12.
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Special tax CIT | No questions will be Reduced rate | Compliance | Section
treatment in respect raised as to the source of 19DD of
of investment in any sum invested in any the Income
Economic Zones economic zone declared Tax
and Hi-Tech Parks under section 5 of or any Ordinance
hi-tech park declared 1984
under section 22 of for
setting up industrial
undertaking engaged in
producing goods and
services within the period
1/7/19 to 30/6/24. The tax
rate that applies 1s 10%
Tax rebate on PIT | Arebate of 15% applies | Rebate Industry Section-44
investments to certain investments assistance of Income
including life insurance Tax
premiums, contribution to Ordinance
approved provident 1984 &
funds, pension scheme Sixth
deposits, certain national schedule
institutions and charitable Part-B
funds and any sum
invested in Bangladesh
Government Treasury
Bonds, stocks and shares
of histed compames,
mutual funds and
debentures listed on any
exchange in Bangladesh.
Exemption from tax | CIT | Income profits and gains | Exemption Industry 46B of the
of newly established from an industrial assistance Income Tax
industrial undertaking are exempt Ordinance
undertakings set up from tax where set up 1984
between the period between qualifying dates.
of July, 2011 and Rates and duration of tax
June 2019 in certain exemptions vary
cases depending on location.
Exemption from tax | CIT | Income profits and gains | Exemption Industry Section
of newly established from an industrial assistance 46BB of
industrial undertaking are exempt the Income
undertakings set up from tax where set up Tax
between the period between qualifying dates. Ordinance
of July, 2019 and Rates and duration of tax 1984
June 2024 in certain exemptions vary
cases depending on location.
Exemption from tax | CIT | Income profits and gain Exemption Industry Section
of newly established under section 28 from assistance 46C of the
physical physical infrastructure Income Tax
infrastructure facility set up in Ordinance
facility set up Bangladesh between July 1984
between the peniod 2011 and June 2019 shall
July 2011 and June be exempted from tax
2019 in certain cases payable for 10 years from
commencement of
45

(%] CamScanner


https://digital-camscanner.onelink.me/P3GL/g26ffx3k

commercial operations.
The rate varies based on

years since
commencement.

Exemption from tax | CIT | Income profits and gain Exemption Industry Section
of newly established under section 28 from assistance 46CC of
physical physical infrastructure the Income
infrastructure facility set up in Tax
facility set up Bangladesh between July Ordinance
between the penod 2019 and June 2024 shall 1984
July 2019 and June be exempted from tax
2024 n certain cases payable for 10 years from

commencement of

commercial operations.

The rate varies based on

years since

commencement.
Exemption from tax | CIT | Exemption from tax for Exemption Retirement | First
for income from income from investments Incomes Schedule
investments or or deposits of an Part-A para
deposits of an approved superannuation 3(1)
approved or pension fund.
superannuation or
pension fund
Special rate of PIT/ | Capital gains tax 1s Exemption Assistance Second
capital gains tax CIT | payable at a rate of 15% of business | Schedule

on capital income by and land para 2

companies, Entities other

than companies who

dispose of assets held for

more than 5 years pay tax

at 15% or their applicable

marginal rate whichever

1s lower.
Concessional tax on | CIT | Tax payable on dividend | Reduced rate | Industry Second
dividends received income in the case of a assistance Schedule
by companies company is 20%, para-4
Exemption for Any income derived from | Exemption Social Sixth
income derived from house property held under welfare Schedule
house property held trust or other legal Part- A
for religious or obligation wholly for para- 1
charitable purpose religious or charitable

purposes 1s excluded

from income.
Exemption for CIT | Any income accruing to Exemption Social Sixth
income of Provident or derived by a provident welfare Schedule
Funds fund 15 exempt from tax. Part A

para-4
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Exemption of PIT Income derived by Exemption Social Sixth
income from workers participation welfare Schedule
Workers Profit funds are exempt from Part-A para
Participation Fund Income tax. 42)
Exemptions for PIT | Any special allowance, Exemption Social Sixth
some special benefits or perquisite weltare Schedule
allowances, benefits specifically granted to Part A
and perquisite meet expenses wholly para- 5

and necessanly incurred

in the performance of the

duties of an office or

employment of profit.
Exemption for PIT Full tax exemption on Exemption Social Sixth
recognized income received by the welfare schedule
provident fund, trustees on behalf of Part-A
approved recogmzed provident para-6
superannuation fund, approved
fund, pension fund superannuation fund,
and approved pension fund and
gratuity fund approved gratuity fund
Exemption for PIT Any pension due to or Exemption Social Sixth
pension income received by an assessee wellare Schedule

from the Government or Part A

an approved pension fund para-8

15 exempt from income

tax.
Exemption for PIT Dividend income Exemption Industry Sixth
dividend income received by an individual assistance Schedule
from listed assessee from companies Part-A para
companies up to listed with either/both 11A
50,000 taka exchanges in Bangladesh

are exempted from tax up

to Taka 50,000,
Exemption for PIT | Any income up to two Exemption Social Sixth
gratuity income crore fifty lakh received welfare Schedule

by an assessee as gratuity Part-A para

from the Government or 20

an approved gratuity fund

Is exempt from income

tax.
Exemption of tax PIT | Any payment made bya | Exemption Social Sixth
on payment made by Provident Fund, a welfare Schedule
Provident Fund, recognized Provident part- A
Approved Fund or an approved para-21
superannuation Fund superannuation fund 1x

exempted from tax.
Exemption for PIT | Anexemption from Exemption Social Sixth
income from a income tax is provided welfare Schedule
mutual fund or a for mutual funds or a unit Part-A
unit fund fund up to taka twenty- para- 22A

five thousand
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Exemption for
certain interest
INCOme on
Government issued
securities

CIT/
PIT

Any interest classifiable
under the head "Interest
on securities” receivable
by an assessee on any
security of the
Government which 1s
1ssued with the condition
that interest thereon shall
not be lhiable to tax 1s

provided an exemption.

Exemption

Motivation
for
investment
& savings

Sixth
Schedule
Part-A
para- 24

Exemption of
certain bond income

PIT

Any income received by
an assessee from Wage
earners development
bond, US dollar premium
bond, US dollar
investment bond. Euro
premium bond, Euro
investment bond, Pound
sterling investment bond
or Pound sterling
premium bond is exempt.

Exemption

Assistance
of foreign
remittance

Sixth
Schedule
Part-A para
24A

Exemption for
certain interest
INncome in a
recognized
provident fund

PIT

An exemption 1s provided
for any sum representing
interest credited on the
accumulated balance of
an employee in a
recognized provident
fund, in so far as it does
not exceed one-third of
the salary of the
employee for the year
concerned and 1n so far as
it 15 allowed at a rate not
exceeding such rate as the
Board may. by
notification in the Official
Gazette, fix in this behalf

Exemption

Social
welfare

Sixth
Schedule
Part-A
para- 23

Exemption for
certain retlirement
benefits

PIT

An exemption is provided
for any amount received
by an employee of a
government organization,
a local authority, or an
autonomous or semi-
autonomous body
including the units or
enterprises controlled by
it, at the time of his
voluntary retirement in
accordance with any
scheme approved by the
Government in this behalf

Exemption

Retirement
INcomes.

Sixth
Schedule
Part-A para
26

Exemption for
indigenous

PIT

Income of individuals
who are indigenous hill-
man of any of the hill

Exemption

Social
welfare

Sixth
Schedule
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individuals of the

districts of Rangamati,

Part-A para

hills districts Bandarban and 27

Khagrachari which 1s

derived solely from

economic activities

undertaken within the

said hill districts is

exempt.
Exemption on CIT | An amount equal to fifty | Exemption Export Sixth
export income percent of the income of promotion Schedule

an assessee. other than a Part-A para

company not registered in 28

Bangladesh is exempted.
Exemption for PIT An individual having Exemption Agricultural | Sixth
individuals who only agricultural income assistance Schedule
derive only not exceeding taka two Parl-A para
agricultural income lakh are exempted. 29
Exemption for PIT Any sum or aggregate of | Exemption Social Sixth
interest on pensioner sums recerved as interest welfare Schedule
saving certificates from pensioners' savings Part-A para

certificates where the 32A

total accumulated

investment at the end of

the relevant income year

in such certificate does

not exceed taka five lakh

15 exempt.
Exemption of CIT | Income derived in Exemption ICT Sixth
income from relation to certain ICT Industry Schedule
production of related activities such as assistance Part-A
specified ICT software development, para-33
products or activities digital content, web site

development, data

analytics, I'T support, call

center service and cloud

services is exempt from

income tax until 30 June

2024
Exemption of CIT | Any income derived from | Exemption Industry Sixth
income from the export of handicrafts assistance Schedule
production of 15 exempt from income Part-A
handicrafis tax until 30 June 2024 para- 35
Exemption for CIT | The income of anv Exemption Education Sncth
private Agricultural private Agricultural Schedule
Colleges and College or private Part-A para
Universities Agricultural University 37

derived from agricultural

education 1s exempt from

tax.
Exemption for CIT/ | An exemption is provided | Exemption Industry Sixth
certain building PIT for income derived from assistance Schedule
Income any building situated in Part-A

any area of Bangladesh, para-38

not less than 5 stories and
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having at least 10 flats
constructed between
1/7/2009 and 30/6/2014
for ten years from the
date of completion of
construction of the
building, except for
buildings situated in any
area of City Corporation,
Cantonment Board, Tongi
Upazila, Naravangan
Paurashava, Gazipur
Paurashava and any
Paurashava under Dhaka
district.

Exemption of CIT | Anexemption is provided | Exemption Industry Sixth
income derived from for income derived by an assistance schedule
any SME (<5m taka SME engaged in the Part-A
turnover) production of goods have para-39

an annual turnover less

than 5 million taka, or 7

million taka where owned

bv women.
Exemption for CIT | An exemption s provided | Exemption Sixth
income from Zero for income derived from Schedule
Coupon Bonds Zero coupon bonds Part-A

recerved by a person para-40

other than a Bank,

Insurance or Financial

Institution subject to

certain conditions about

Issuing entity
Tax exemptions for | CIT | An exemption from Exemption Industry Sixth
income of Cinema income tax 1s provided assistance Schedule
Halls and Cineplex for income derived from Part-A

the operation of cinema para-44

hall or cineplex with rates

varying according to

years of operation and

location,
Exemption of CIT | An exemption is provided | Exemption Industry Sixth
income from for income derived from assistance Schedule
production of rice an industrial undertaking Part-A
bran oil engaged in the production para-43

of rice bran oil. Rates

vary according to years of

operation and location.
Deductions for CIT | Anexemption is provided | Deduction Social Sixth
donations to various in relation to income of welfare Schedule
institutions an assessee donated to Part-A

various charitable para- 47,

istitutions. Limits apply 49, 50, 51,

In some instances.
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Partial exemption CIT/ | An exemption of 50% of | Exemption Agricultural | Sixth
for certain PIT income derived from the assistance Schedule
agricultural products production of corn/maize Part-A para

or sugar beet. 46
Exemption for CIT | Anexemption is provided | Exemption Education Sixth
income from other for income not being assistance Schedule
sources received by interest or dividends Part-A
educational classifiable as income para-52
institutions from other sources

recerved by educational

istitutions subject to

conditions.
Exemption for CIT | Anexemption is provided | Exemption Education Sixth
income from other for income not being Schedule
sources received by interest or dividends Part-A
public universities classifiable under the para- 53
or professional head "income from other
institute sources” received by any

public university or any

professional institute

established under any law

and run by professional

body of Chartered

Accountants or Cost and

Management Accountants

or Chartered Secretaries.
Exemption for CIT | Anexemption is provided | Exemption Industry Sixth
income for for income earned by an assistance Schedule
alternative alternative investment Part-A
investment funds fund recognized by the para-34

Bangladesh Securities

and Exchange

Commission.
Exemption from CIT | Anexemption is provided | Exemption Industry Sixth
imcome tax for the on any income earned by assistance Schedule
Bangladesh the Bangladesh Securities Part-A
Securities and and Exchange para- 55
Exchange Commission for
Commission assessment years

commencing July 2017 to

June 2022.
Exemption from PIT | Anexemption is provided | Exemption Social Sixth
income tax for for various honorariums, welfare Schedule
certain payments allowances or any welfare Part-A
from government allowances received by para-56

any person from the

Government.
Exemption for PIT | Anexemption s provided | Exempiion Public Sixth
rewards for any reward received admimistrati | Schedule

by any person from the on Part-A

(Government. para-57
Exemption for aged | CIT | Anexemption is provided | Exemption Social Sixth
care and child care for any income derived welfare Schedule

operations

from the operation of an
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elderly care home or a

Part-A

day care home for para- 58
children.
Exemption for CIT | An exemption is provided | Exemption Social Sixth
institutions to an educational or welfare Schedule
providing education training nstitution run Part-A
and training to exclusively for persons para-39
persons with a with a disability.
disability
Deposit Pension PIT Government Approved Exemption Investment | 89/Law/inc
Scheme (DPS) DPS ome
tax/2003
Renewable Energy CIT | Exempted for first 5 years | Exemption Energy & 228/Law/in
Environmen | come
1 tax/2009
Private University CIT | Private Concessional | Education 268/Law/in
Medical/Engineering/Den | Rate come
tal/University Tax Rate tax/2010
5%
Rebate for CSR CIT | Company will get 10% Rebate Social 229/law/inc
activities rebate on its expense for welfare ome
CSR activities. tax/2011
Tax exemptions for | CIT | Industnial undertaking of | Exemption Industry 219/Law/In
export processing EPZ based on Dhaka and assistance come
Zones Chittagong division will tax/2012
have 25%-100% tax
exemption on Income up
to 5th year. whereas
industrial undertaking of
EPZ based on divisions
other than Dhaka and
Chittagong division will
have 25%-100% tax
exemption on Income up
to 7th year.
Investment in EPZ CIT | Dhaka & Chittagong Exemption Investment | 219/Law/In
(Except Bandarban, come
Rangamati & tax/2012
Khagrachar
First 2 years @ 100%
Next 2 year (@ 50%
Mext 1 Year @25%
Other Area
First 3 year @ 100%
Next 2 year (@ 50%
Next | Year @25%
Shipbuilding CIT | Income from Export Exemption & | Investment | 132/Law/In
Company Business: Publicly Concessional come
Traded@5% Non- Rate ta/2013

publicly Tradedia@ 10%
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Incentives tor
private sector power
generation

CIT/
PIT

Power generation
company running under
"Private sector Power
Generation Policy of
Bangladesh" will get full
tax exemption on its
income varying from 10
to 15 years and the
foreign employees of this
company will enjoy tull
tax exemption on their
income for 3 years.

Exemption

Power
Sector
Developmen
t

211,212.21
3

Law/incom
e tax/2013

Private Power
(eneration

CIT

Exempted for first 15
years from power
generation Income,
Foreign employees’
income exempted for
three years

Foreign loan interest,
technical know-how,
royalty, capital gain on
share transfer

Exemption

Energy

213/Law/in
come
tax/2013

Reduced rates for
certain autonomous
bodies

CIT

A 25% tax rate 15

provided to various local
bodies

Concessional
rate

Public
administrati
on

158/Law/In
come
tax/2014

Reduced rates of tax
on capital gains on
shares of Listed
companies

CIT/
PIT

A reduced rate of tax
applies to capital gains
from transfer of stocks
and shares of public
limited companies listed
on stock exchanges, This
does not apply to
Government securities.
Rates varv from 5%-10%.

Concessional
rate

Industry
assistance

196/Law/In
come
tax/2015

Capital Gain from
Trade in Capital
Market

PIT/
CIT

Individual -Tax free. Firm
& Company(a 10%, Bank
& NBFI, Stock broker,
Stock dealer, Shareholder
Director(@ 5%,
Shareholder Director with
Condition of holding
share of more than 10%
of the paid-up capital

0
(@5%

Exemption &
Concessional
Rate

Investment

196/Law/in
come
tax/2015

Developer in
Economic Zone

CIT

Any Income derived in
Exclusive Economic
Zone:

For first 10 years(a 100%,
Next | year @70%, Next
| vear [@30%

Exemption

Investment

227/Law/in
come
tax/2015

Developer in Hi
Tech Park

CIT

Any Income derived in
Exclusive Economic
Zone:

For first 10 yearsia 100%,

Exemption

Investment

229/Law/in
come
tax/2015
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MNext 1 vear @70%, Next
1 vear (@50%

Poultry, Fisheries & | PIT/ | up to 20 lac@0% Concessional | Agniculture | 254,255/La
Hatchery Income CIT | next 10 lac@ 5% Rate w/Income

rest of the amount (@ 10% tax/2015
Emplovee in PIT Foreign technical Exemption Investment | 298/Law/in
economic Zone employee in economic come

Zone who has technical tax/2015

know-how income, 50%

of the income 158

exempted
Investment in CIT | Income from the Exemption Investment | 299/Law/in
Economic Zone following 1s exempted for come

10 years: tax/2015

Dividend, Capital Gain

on Share Transfer,

Royalties, Technical

know-how, Technical

Assistance fee
Employee in Hitech | PIT Foreign emplovee in Exemption Investment | 300/Law/in
Park economic Zone who has come

technical know-how tax/2015

income, 50% of the

iIncome 1s exempted
Investment in Hitech | CIT | Income from the Exemption Investment | 301/Law/in
Park following 1s exempted for come

10 years: tax/2015

Dividend, Capital Gain

on Share Transfer (fully

exempted)

Royalties, Technical

know-how, Techmical

Assistance fee (50%

exempted)
Developer in Hitech | CIT | Declared dividend Exemption Investment | 302/Law/in
Park exempted from income come

for 10 years tax/2015
Developer in Hitech Dividend Income Tax Exemption Investment | 302/Law/in
Park free for 10 vears come

tax/2015

Financial Instrument | CIT | Fully exempted from Exemption Investment | 317/Law/in
(Income from income come
Sukuk) tax/2015
Seed, Feed, milk. CIT | Tax Rate first 10 lac Concessional | Agriculture | 461/Law/in
animal Husbandry @ 10%, next 20lac 20% Rate come

balance (@) 15% tax/2015
Tax exemptions for | CIT | Public-Private partnership | Exemption Industry 208/Law/In
Public Private project will be fully assistance come
Partnerships exempted from tax on its tax/2017

income for ten years from
the date of its commercial
commencement
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Government PIT Lump grant and all Exemption Public 211/Law/in
Emplovee Salary allowances fully administrati | come
exempted on tax/2017
Hi Tech Park CIT | Company operating in Exemption Investment | 352/Law/in
Hitech Park, first 7 years come
100%, next 3vear 70% tax/2018
Exempted
Sanchaypatra PIT | Accumulated Investment | Concessional | Investment | 264/Law/in
Investment below 500,000 1s taxed at | Rate come
5% tax/2019
Jute Industry PIT/ | Company Tax Rate 10% | Concessional | Jute 314/Law/in
CIT | & Individual highest 10% | Rate Industry come
lax/2019
Private Power CIT | Coal based Power Plant: | Exemption Energy 4/Law/inco
(eneration First 5 year @ 100%, next me
3 years @50%, next 2 tax/2020
vears(@25% Exempted
Private Power CIT | Income from Power Exemption Energy 5/Law/inco
Generation Generation 1s fully me
exempted tax/2020
Foreign emplovees’
income exempted for
three years
Foreign loan interest,
technical know-how,
royalty, capital gain on
share transfer
Investment in CIT | Investment other than in | Exemption Investment 104/Law/in
Economic Zone Edible Oil, sugar, flour. come
cement, 1ron is exempted tax/2020
for:
first 3 years 100%, next |
year 80%, next | year
70%, next 1 year 60%,
next, 50%, Next 40%,
Next 30%, Next 20%
Exempted
Exemptions for CIT | Income of certain Exemption Social 169/Law/In
certain types of hospitals is fully welfare come
hospitals exempted from tax for ten tax/202 1
years
Investment in CIT | Exempted for 10 years Exemption Investment | 163/Law/in
Manufacturing (IT) come
Computer tax/2021
Accessories
Fruit Processing, PIT/ | Income from these Exemption Agriculture | 164/Law/in
Vegetable, Dairy CIT | sectors 1s exempted for come
production, baby 10 years tax/2021
food
Agricultural
instrument
production
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Exemption of CIT | Fully exemption of Exemption Industry 166/Law/In
income from income from production assistance come
production of light of light engineering tax/2021
engineering products products of a company

for 10 years

Light Engineering CIT | Full exemption for 10 Exemption Investment | 166/Law/in

Industry years come

tax/2021

Washing Machine, CIT | Fully Exempted for 10 Exemption Investment 167/Law/in

Blender, Microwave years come

oven, electric swing tax/2021]

machine, induction

cooker, kitchen

hood, kitchen knife

manufacturing unit

Exemption of CIT | Full exemption of tax on | Exemption Human 168/Law/In

income for income of company for resource come

providing tramning providing training on developmen | tax/2021

on human resource human resource t

development development for 10 years

Agriculture, IT, CIT | Education and training Exemption Investment | 168/Law/in

Vocational, Food, related income fully come

Pharma. Medical., exempted for 10 years tax/2021

Fishery, Poultry

related education

and Training

Hospital CIT | Location other than, Exemption Healthcare 169/Law/in
Dhaka, Narayangon), come
Gazipur & Chittagong: tax/2021
Exemption For 10 years
on Diagnostic Income
only

Made in Bangladesh | CIT | Exempted for first 10 Exemption Investment | 170/Law/in

Automobile (3 & 4 years, and next 10 years come

wheelers) 1% concessional rate tax/2021

Active CIT | Fully exempted from Exemption Investment | 316/Law/in

Pharmaceuticals income tax come

Ingredients tax/2021

Electronics CIT | For, motorcycle, fridge, Exemption Investment | 325/Law/in

Manufacturing of AC, compressor come

certain units manufacturing company tax/2021
tax at concessional rate (&)

10%

AIT on import stage | PIT | Import on physical Exemption Investment | 255/Law/in
system, materials come
engaged in Ruppur power tax/2021
plants
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