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INDUSTRY 4.0

Taxation and

A TEM A T

Fourth Industrial Revolution

Dr. Sams Uddin Ahmed

Abstract

One of the major challenges of the
fourth industrial revolution is
taxing the virtual economy
worldwide. The issue is not less
important for the developing
countries like Bangladesh. Virtual
world is going hand in hand with
the real world and is impacting
our lives in many substantial ways.
Virtual economy is vibrant and
generating considerable amount
of income that has tax
implications. Countries like the
USA, South Korea, and the United
Kingdom have framed legislations
to tax virtual economy. This is also
time for Bangladesh to think
seriously about the taxation issue
of the virtual economy. Tax
administrations of Bangladesh
should be ready to accept this
challenge of the fourth industrial
revolution.

Key Words: 4 IR, Taxation,
Virtual world, Virtual economy,
Tax administration, Bangladesh

Part I: Introduction

Fourth industrial revolution (4IR)
is changing our lives in a very
fundamental way (Fox and Vlodia,
2019). Schwab (2016) states,
“Now a Fourth Industrial
Revolution is building on the
Third, the digital revolution that
has been occurring since the
middle of the last century. It is
characterized by a fusion of
technologies that is blurring the
lines between the physical, digital,
and biological spheres.” Regarding
4IR McGinnis(2018) states, “It’s a
fusion of advances in artificial
intelligence (Al), robotics, the
Internet of Things (loT), 3D
printing, genetic engineering,
guantum computing, and other
technologies. It’s the collective
force behind many products and
services that are fast becoming
indispensable to modern life.”
Inventions of 4IR includes artificial
intelligence, block chain, new
computational technologies,

virtual reality (VR), biotechnology,
robotics, 3D printing, IloT, energy
capture, storage, and
transmission. While innovations of
4IR have the ability to impact
business and human lives to a
great extent, it has some
challenges to face. The purpose of
this article is to discuss one major
challenges we are supposed to
face and the challenge is how to
tax the gains harvested from 4IR.
The article addresses the issue of
taxing the economy of VR by the
contemporary tax administrations
of the developing countries like
Bangladesh. The article is
arranged as follows. While part |
gives an introduction, part Il
defines VR and other related
issues. Part Ill discusses the taxing
mechanisms of income earned
through VR activities in developing
countries with special reference
to Bangladesh. Part IV makes
suggestions how to tax VR and
finally part V. makes some
concluding remarks.
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Part Il: Virtual Reality and
Virtual Economy

Virtual worlds refer to three
dimensional environments in
which one can interact with
others and create objects through
their interaction. VR ranges from
to choose from fantasy to sport,
historical and science fiction.
Walpole (2008) states, “The
concept of a virtual world is
unlikely to be clear to all readers.
The types of virtual worlds
discussed fall broadly into two
types — “unscripted worlds” and
“scripted worlds”. A scripted
world is one in which a member of
the world acquires the form of an
avatar which interacts with the
virtual environment inside what is
usually a computer game. The
example used in the literature is
“World of Warcraft” a Massively
Multiplayer Online Role-Playing
Game or “MMORPG”.” However,
definition of virtual world has not
yet been given universally
acceptable shape. Girvan(2018)
states, “The development of
virtual worlds, both in terms of
technical features and the
widening range of reported user
experiences, has resulted in a
fragmented understanding in the
literature of what a virtual world is
and is not. To further complicate
this problem, within the
educational research literature we
find a variety of terms which are
used to label the technology:
virtual world (VW); virtual
environment (VE); multi-user
virtual environment (MUVE);
massively-multiplayer online
(role-playing) game (MMO(RP)G);
immersive virtual world (IVW);
immersive world; immersive
online environment; 3D virtual
learning environment;
open-ended virtual worlds;

simulated worlds; serious virtual
world; social virtual world;
synthetic virtual world; and virtual
learning environment (VLE).” This
abundance of terms might create
conceptual misunderstandings
putting a barrier in the
development of the field (Girvan,
2018). However, virtual economy
on the other hand is related to the
virtual environment. It exists in
the virtual world for example
against the background of
internet games and so. The
massive development and use of
information and communication
technology (ICT) has made
possible the expansion of virtual
economy. Nazir and Lui (2016)
state, “The term ‘virtual economy’
(VE) refers to the process of
exchanging virtual items and
services with virtual currency
within a virtual world. A virtual
world (VW) is an avatar-based 3D
platform, in which avatars
represent real-world users.”

Lehdonvirta and Ernkvist (2011)
delineates, “The widespread
adoption of ICTs in everyday life
has given rise to a massive new
market for digital goods and
services. Addressing the business
op-opportunities in this market
has traditionally required
significant skills and
infrastructure, putting them out of
reach for most people in the
developing world... And although
digital resources in principle are
unlimited, many online platforms
have artificial scarcities built into
them as part of their design. The
demand for these scarce
resources, their supply, and the
markets where the supply and the
demand meet, constitute a
computer-mediated virtual
economy.” The virtual economy
generates huge revenue. For

example in 2014 gross revenues
of the third-party gaming services
industry amounted to $3.2 billion.
The bulk of this revenue was
captured in the developing
countries where these services
were produced (Lehdonvirta and
Ernkvist, 2011). The dimension of
virtual economy is growing rapidly
which cannot be ignored by any
chance. In 2013, users created
more than 2.1 million virtual items
for sale in 2013, compared to just
28,000 items in 2004 and the
gigantic virtual economic growth
not only attracts the real world
companies but also the individual
entrepreneurs who seek to take
the advantage of the economic
opportunities created by the VR.
Against the backdrop of such
massive development in the
virtual economy, it is worthwhile
to think about the ability of the
tax administrations how the huge
revenue can be tapped and taxed.
It seems a mountainous task for
the tax administration of
developing countries like
Bangladesh.

Part Ill: Taxing Virtual Economy

VR and VE are now reality. They
impact lives of millions and as is
observed generate huge amount
of revenue. Taxation of VR or VE is
a novel issue. Taxation of such VE
might be laughable at first blush.
But it deserves serious attention
considering the size of the
economy. As Huang (2015) noted,
“The IRS began efforts to
address taxation of virtual
economies in 2007, culminating
in minor steps to effect
compliance and a report by the
Government Accountability Office
released in May of 2013.” GAO
(2013) contended, “Transactions
within virtual economies or using




virtual currencies could produce
taxable income in various ways,
depending on the facts and
circumstances of each
transaction. For example,
transactions within a
“closed-flow” virtual currency
system do not produce taxable
income because a virtual currency
can be used only to purchase
virtual goods or services. An
example of a closed-flow
transaction is the purchase of
items to use within an online
game. In an “open-flow” system, a
taxpayer who receives virtual
currency as payment for real
goods or services may have
earned taxable income since the
virtual currency can be exchanged
for real goods or services or
readily exchanged for
government-issued currency, such
as U.S. dollars.” However, there
are two main activities in the
virtual world that provides
financial benefit to the
participants. The first one is the
scripted type of world such as
World of Warcraft which requires
many hours to battle and achieve
high points of power. The second
one is the unscripted world like
the Second Life. In Second Life
avatars can spend Linden dollars
for the premium account holders
(Walpole, 2008).

Although the extent of tax
non-compliance in VE is yet to be
measured, it poses serious
compliance risk for the tax
administrations around the world.
This is particularly true for a
developing country like
Bangladesh. It can be argued that
the present capacity of the tax
administration of Bangladesh is
not good enough to deal with the
issues of non-compliance in the
field of VE. In a world where the

tax administrations struggle to tax
real income, someone might
frown at the issue of taxing VE.
Huang (2015) states, “Taxation of
transactions within virtual
worlds may have been laughable
at the outset of virtual reality,
but the idea merits serious
attention today. Online video
games have become a
multi-billion dollar industry within
the last decade. This is due in
large part to the rise of the
Massively Multiplayer Online
Roleplaying Game (“MMORPG,”
or “MMOQ” for short). ” Although
the VE taxation issue is gaining
ground gradually, research in the
field is not remarkable. Huang
(2015) mentioned the works of
Professors Leandra Lederman and
Bryan Camp, who focused on the
taxation issue of in-game-traders.
They put forward the initial
theories of rationalities whether
and why virtual worlds should be
taxed and argued that in-game
transactions relating to virtual
assets and currencies should not
be taxed whereas transactions
involving real money should be
(Huang, 2015). Lederman (2007)
states, “People generally pay to
participate in virtual worlds, and
many are there solely for the
social and entertainment value.
However, even in the course of
playing structured games,
participants often receive items,
such as armor, weapons, or virtual
currency, that have value within
the game. Some participants
accept real money in return for
transferring such an item
in-world. As a result of such real
market trades, many items have
ascertainable market values.
Some of those values are quite
high.” The market value generates
revenue and consequential tax
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incidence. According to Huang
(2015) the most important issue is
to identify taxable transactions
and then the tax consequences.
He attempted to identify the
transactions as sale of virtual
characters, sale of virtual gold and
sale of virtual items like armor and
weapon and things alike.
Countries like the USA and
Sweden are now taxing virtual
economy. The IRS in Notice
2014-21 states, “In general, the
sale or exchange of convertible
virtual currency, or the use of
convertible virtual currency to pay
for goods or services in a
real-world economy transaction,
has tax consequences that may
result in a tax liability.” The IRS
has specific guidelines for taxing
virtual currencies generated
through virtual transactions. IRS
defines virtual currency as,
“Virtual currency is a digital
representation of value that
functions as a medium of
exchange, a unit of account,
and/or a store of value. In some
environments, it operates like
“real” currency (i.e., the coin and
paper money of the United States
or of any other country that is
designated as legal tender,
circulates, and is customarily used
and accepted as a medium of
exchange in the country of
issuance), but it does not have
legal tender status in the U.S.
Crypto currency is a type of virtual
currency that utilizes
cryptography to secure
transactions that are digitally
recorded on a distributed ledger,
such as a block chain, DAG, or
Tempo.” The sale and exchanges
of virtual currencies has tax
consequences. For tax purposes,
virtual currency is treated as
property. General tax principles
applicable to property
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transactions apply to transactions
using virtual currency. A taxpayer
who receives virtual currency as
payment for goods or services
must, in computing gross income,
include the fair market value of
the virtual currency, measured in
U.S. dollars, as of the date that
the virtual currency was received.

In Sweden income from gaming
sites are subject to taxation.
Currently South Korea is planning
to tax crypto currency and
legislation is underway to that
end. South Korea is an important
market for crypto currencies and
remains one of the top ten
countries for total exchanges in
virtual currencies (Stengarone,
2020). The UK taxation authority
currently imposes tax on crypto
currencies and crypto assets.
Regarding crypto currency the UK
HMRC states that individuals that
have crypto currency in the form
of personal investment will be
liable to pay capital gains tax at
the time of disposal of their
crypto currency. 'Disposal’ refers
to the following transactions:
vselling crypto assets for money
vexchanging crypto assets for a
different type of crypto asset

vusing crypto assets to pay for
goods or services

v'giving away crypto assets to
another person

Part IV: Taxation of Virtual
Economy in Bangladesh

Currently Bangladesh does not
impose tax on virtual economy.
Bangladesh tax administration is
beset with multiple problems like
narrow tax base, prevalence of
informal economy, slow pace of
digitalization, lack of tax culture
and many others. So taxing virtual
economy is a formidable

challenge for Bangladesh. Among
other things Bangladesh tax
administration lacks capacity and
trained human resources. Because
of that the transfer pricing
regulation in Bangladesh cannot
be put in operation though rules
were framed in 2012. So at the
current situation it could be
laughable if someone talks about
taxing virtual economy in
Bangladesh. But the issue is now a
reality. Though there is no study
or statistics regarding the number
of VR users in Bangladesh, it can
be assumed that given the extent
of ramification of the VR
worldwide, Bangladesh should not
lag behind in the sector.
According to the statistics
divulged by the Bangladesh
Telecommunication Regulatory
Board, as of November, 2019,
there are 99 million internet users
in Bangladesh. The number
implies the extent of use of VR
technology in Bangladesh. So it is
imperative that Bangladesh tax
administration gives serious
consideration to the issue. With
that end tax authority should train
tax personnel to gain appropriate
knowledge regarding VE. It should
develop the capacity to identify
virtual transactions and assess the
same for tax purpose. Best
practice to date worldwide can be
followed through sharing of
knowledge among tax
administrations.

Part V: Conclusion

The taxation of virtual economy is
a new issue to address. Both the
tax authorities and the
researchers should come forward
to delve into the issue of VE
taxation. Switzer and Switzer
(2014) state, “The taxation of
virtual world economies is
uncharted terrain, one that both

researchers and government
officials are just beginning to
scrutinize. As the old saying goes,
taxes are inevitable in the “real
world,” but what about the
increasingly lucrative virtual world
economies? With a first-quarter
2010 market for virtual goods and
services of $160 million USD in
Second Life alone, it is no wonder
that governments are beginning
to take notice.” Bangladesh tax
administrations should take note
of the burgeoning extent of the
VE transactions and prepare and
enforce appropriate legislations to
address the taxation issue of
virtual economy. Though tax
researchers yet to be in full
consensus regarding the issue of
VE taxation, development in the
field is not to be ignored. It is to
be borne in mind that taxation of
VE is very complicated issue and
that should be addressed
carefully. This remains one of the
major challenges of the fourth
industrial revolution in
Bangladesh.
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1. Towards Innovative
Bangladesh: Building a SMART
nation by 2041

Since the honorable Prime
Minister of Bangladesh- Sheikh
Hasina issued a clarion appeal on
December 12, 2008, as part of the
Awami League's election
manifesto, the concept of digital
Bangladesh has captured the
attention of the entire nation for
the past 13 years (Chowdhury &
UNDP, 2022). Bangladesh, a
technologically backward nation,
has undoubtedly made a
remarkable journey towards broad
digitalization, beginning with
absolute incredulity and constant
derision by doubters, and yet
undoubting conviction by a few.
Today, a large portion of Digital

Bangladesh's potential is
benefiting the populace directly,
especially the underprivileged
rural poor. The objective currently
is to transform Bangladesh into an
innovative and knowledge-based
economy, with smart cities and
villages being considered as the
future. In place of the Digital
Bangladesh Taskforce, the
government has established the
"Smart Bangldesh Taskforce,"
which is headed by Prime Minister
Sheikh Hasina and consists of the
ministers of finance, education,
planning, commerce, post, and
telecommunications, as well as
secretaries of various government
departments and the heads of the
DU, BUET, and SUST CSE
departments (TBS, 2022). The

newly established task force's
goals and areas of focus include
giving advice on the creation and
execution of time-bound action
plans for transforming activities in
the financial, agricultural, health,
and educational sectors into
innovative systems; launching the
Bangabandhu-02 satellite;
connecting to the fourth
submarine cable to handle
bandwidth demand after the
introduction of 5G; and creating
and implementing a (Made in
Bangladesh) branding policy to
meet export goals.

New Era of Artificial
Intelligence (Al)

Machines that learn beyond the
logic of the software that




programs them, commonly
referred to as Artificial Intelligence
or Al, will predominate on the
road to 2041. In the last five years,
Al has advanced more than it has
in the previous 50. Al assistants
that aid people with daily tasks
include Siri on iPhones, Google
Assistant on Android devices, and
Amazon Alexa. One of the main
forces in the transition to 2041
will be Al. The Internet of Things
(IoT), which is made up of trillions
of sensors attached to virtually
everything around us, advanced
methods of editing, sequencing,
and cloning genes, organs, and
whole animals (despite the ethical
debate surrounding this), and
nanotechnology with materials
stronger than steel and thinner
than a human hair are some other
significant drivers. Young minds of
the country can play a role in this
regard because of their
intellectuality to invent and to
share knowledge at least with the
support of foreign tech-based
companies.

"We'll make Bangladesh a
developed country by 2041, and
that Bangladesh will be a Smart
Bangladesh," the hon’ble prime
minister Sheikh Hasina said while
attending the inaugural program
of Digital Bangladesh Day 2022.
She believes every citizen will be
skilled in using technology,
economic activities will run
through using technology,
government will be
(technologically) smart and the
whole society will be
(technologically) smart at large.

The Challenges to Overcome

In her speech marking 'Digital
Bangladesh Day-2022' on

December 12, Hon’ble Prime
Minister Sheikh Hasina said, “The
Awami League government is
working to transform the country
from “Digital” to “Smart
Bangladesh by 2041. The
government is working to
successfully implement the four
foundations of building 'Smart
Bangladesh': Smart Citizens,
smart economy, smart
government, and smart society.
In Smart Bangladesh, everything
will rely on technology; citizens
will be skilled in using technology
and the entire economy will be
managed by technology. Massive
efforts have already been
undertaken to make the
government and society smart in
this regard.” Challenges help to
open doors of opportunities. The
main challenges towards building
a "Smart Bangladesh" are
formulating proper policies and
integrating government and
academic entities and service
providers.

In Dhaka, government faces
difficulties in changing the traffic
systems that continue to exist due
to huge population. Targeting the
technology developments
worldwide, government has
introduced metro rail service on
the busiest roads in Dhaka with
maximum automation. Already
the Uttara-Agargaon metro rail
service has been launched. Other
routes are going to be open for
service soon. BRTA is adopting
automated service system to ease
and facilitate the transportation
service. Still there are challenges
to implement advanced
technology in normal
transportation system in the
metropolitan city which the
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government is trying to address
with priority. All instructional
materials for education are
intended to be updated to
incorporate digital technologies.
Though it is a challenging task,
concerned stakeholders are trying
hard to accommodate maximum
automation in education system.
Along with education sector,
government targets to improve
automation equal in agriculture,
industry, and health. However,
people concerned claimed that
the government's stated
objectives for digital Bangladesh
needed to be redefined on next
level. Concerns has been
addressed in the objectives of
Smart Bangladesh.

The use of digital systems to
combat corruption and provide
accountability and transparency
needs attention. Bangladesh face
challenges in terms of certain
digital services. For instance, slow
internet speed needs to be
addressed and introduction of 5G
service needs to be done in all 64
districts. Although a smartphone
is required to access digital
services, Bangladesh uses
smartphones less frequently than
India, Pakistan, and Nepal.
Bangladesh is behind India, Sri
Lanka, and Vietnam in the World
Economic Forum's Networked
Readiness Index (NRI), which ranks
131 nations (Afrin, 2022). The
index highlighted some strengths,
such as the rate of internet use,
affordable price, investment in
telecommunication services, and
reducing discrimination on digital
transactions in city and rural
areas, while the index also
highlighted some weaknesses,
such as e-commerce policy, a
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gender-based gap in use of the
internet, and quality of control. It
is clear that government has taken
initiatives and implemented
targets properly to digitalize the
internet service in Bangladesh.

In order to create a digitally
integrated country, the focus of a
smart Bangladesh will be on
artificial intelligence (Al), robotics,
the Internet of Things (loT), and
cyber security, which calls for both
infrastructure and a skilled labor
force. Previously thought to be
unattainable, digital Bangladesh is
now a reality. The work of creating
a Smart Bangladesh is underway,
too.

2. Path towards 2041 from
2022: Role of NBR in Tax
Revenue Collection
Incorporating the Motto of
Smart Bangladesh

With the help of the taxpayers,
revenue collection has grown
significantly over the last 14 years
(Dhaka Tribune, 2022). NBR
brought in Tk 3,01,633 crore in
revenue in FY22. One officer of
NBR revealed that about 65% to
67% of the total income comes
from indirect taxes (VAT and
customs). The main goals of the
revenue board to increase
revenue sourcing in the near
future include automation, and
policy support including lowering
the tax rate, expanding the tax
net, and skill development of the
revenue officials. The automation
initiatives by NBR, such as the
electronic fiscal device system,
bond automation, and VAT
automation, have significantly
aided enterprises and increased
revenue collection. Experts, thus,

recommends creating VAT offices
at the Upazila level to promote
VAT compliance practices. In order
to improve the connection
between enterprises and tax
officials, experts encourage the
government to thoroughly
investigate allegations of
difficulties faced by a group of
revenue officials.

Success of Digitalization in
Revenue Collection by NBR

Tax authorities of Bangladesh
intends to adopt inventions of Al
to facilitate the taxation system of
Bangladesh to become more
automatized. It is a collaborative
effort of stakeholders to instill the
concept of smart Bangladesh in
tax automation of Bangladesh.
The government has concentrated
on automating its direct and
indirect tax processes throughout
time in an effort to reduce
taxpayer burden, promote
transparency, and get rid of
corruption. A push for online tax
return filing, nearly complete
automation of customs
procedures, and the construction
of an e-VAT administration. The
NBR has noticed a gradual rise in
the number of filings since the
implementation of the online
return filing for VAT: from roughly
3,000 in the first month to 42,000
in July 2020 (Parvez, 2020).
Currently it is almost 3,00,000
filings. The NBR is working to
quickly finish automating the
bonded warehouse licensing
system and develop an online
platform called National Single
Window to facilitate trade and
commerce. The introduction of
the electronic fiscal device (EFD)

has been done successfully.
Electronic Fiscal Device
Management Systems (EFDMS)
has been introduced to optimize
self- compliance by increasing
regular filers, and by reducing
stop-filers and non-filers, reducing
the tax gap and tax disputes, to
increase arrear collection and to
increase issuance of refund.

In order to execute the VAT and
Supplementary Duty Act 2012 and
repeal the manual system and
more than two-decades-old VAT
rules, the government launched
the VAT Online Project in 2013
with funding from the World Bank.
The country, which has the lowest
tax-to-GDP ratio in South Asia,
also needed to lower business
costs, promote compliance, and
raise income. Even though it has
been a while since the VAT Online
Project was completed, the
National Board of Revenue (NBR)
plans to expedite the full
transition to an automated
value-added tax (VAT) system.

Bangladesh is now undergoing
Least Developed Country (LDC)
graduation by 2026. Bangladesh
must keep up with the pace of the
advanced world. Keeping the
importance in mind, Bangladesh
government has focused on
‘Smart Bangladesh’ agenda by
2041. In order to advance towards
becoming a developed nation,
Bangladesh government needs to
prioritize the natural challenges
towards the revenue collection as
well. New advanced technology
such as the use of Al, automated
& integrated internet of things
must be utilized in every sector of
revenue collection such as VAT,
Income Tax and Customs.




3. Already Taken Measures to
Digitalize Revenue Collection in
the Three Major Wings of NBR-
VAT, Income Tax, and Customs

The challenge of automating the
nation's tax collection system is
not new. So, it is now very
challenging to remember when
individuals first discussed the
necessity of doing it to support
the reduction of corruption and
mistrust and assure openness. The
World Bank has consistently
recommended that the
government overhaul its tax
system in order to improve its tax
legislation and the method of
collecting tax income. It had
invested about Tk. 7.0 billion in a
significant VAT (Value Added Tax)
automation project. The speed at
which this significant initiative is
being implemented has shown
that the NBR is not really serious
about digitizing its three
wings—Customs, VAT, and Income
Tax. Another crucial issue for
simplifying taxpayers' lives is the
ability to pay taxes online. Despite
the exaggerated claims that online
tax payment is made easier, the
procedure is still difficult and
unintuitive. The NBR high
echelons may also be interested in
knowing the number of returns
submitted online since a record
number of people is anticipated to
file tax returns this year in 2022
(Hug, 2022).

One of the lowest tax-to-GDP
ratios in the world is in
Bangladesh. Only 11% of the size
of the overall economy is
represented by tax revenue for
the government (Hug, 2022). So,
even though Bangladesh has
enormous potential to increase

revenue earnings, much of it is
unrealized. The VAT is a major
issue when it comes to expanding
the tax base because the
combined revenues from income
tax and VAT account for 70% of
total tax revenue. Currently, all
goods and services have tariff
values determined by the National
Board of Revenue (NBR), and it is
from these values that VAT
revenues are derived. Automating
the system by which the
government collects VAT is
another key component to
increase tax revenue.

Role of Vendors to Facilitate the
Digitalization of Revenue
Collection

Vendors would be able to employ
an electronic submission and
return method rather than
navigating paper-based processes
through an automated VAT
system. As a result, more people
would comply with the tax code
since the expenses of doing so
would be cheaper. The experts
predicted that from 35,000 to
85,000 more enterprises will
voluntarily pay their taxes,
increasing the number of
registered online VAT payers by
50,000 (Lomborg, 2016). Currently
the number is above 4,00,000. By
automating the system, tax
revenue would increase by 24.2
billion Tk. Vendors would also
profit since they would spend less
money on costly auditors and
other accounting services
required to comply with the
complex tax code that is currently
in place. The two-part proposal,
which consists of eliminating the
tariff-setting procedure and
automating VAT collection, would
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increase the country's tax-to-GDP
ratio by over 1%. Thus, automated
tax collection would accelerate
the growth of Bangladesh’s
economy financially.

However, following data reveals
more information regarding the
recent initiatives and potentials of
NBR and related authorities in
order to accelerate the growth of
automation in tax collection and
maintenance particularly in its
three wings—Customs, VAT, and
Income Tax.

A Revolutionary Initiative of
NBR: E-Filing

As part of the digitalization of VAT,
tax, and customs procedures
aligning to smart Bangladesh, the
National Board of Revenue (NBR)
took the initiative of e-filing
beginning in September 2021 in
order to make it simple to confirm
the accuracy of the information in
online forms (Tech Desk Observer,
2021). Due to e-filing, the NBR
database will permanently retain
all of the taxpayers' accounts,
including income and expenses,
movable and immovable assets,
the number of vehicles, the
amount of money put in the bank,
transactions, and jewelry.
Additionally, it made it simpler to
compare changes in wealth and
income from one year to the next.

At the Chittagong port, scanner
machines have been deployed in
an effort to make customs
procedures more convenient and
to meet long-standing demands
from the business sector. Seven
scanner machines are now in use
at Chittagong Port (Tech Observer
Desk, 2021). They include two
portable scanners. Five gates have
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the remaining scanners installed.
In essence, these are scanners for
imported goods. However,
Chittagong Customs has long
demanded that 12 scanning
devices be installed at least 12
port gates. Mohammad Fakhrul
Alam, the customs commissioner
for Chittagong, stated that he will
be able to fully scan import and
export products with 13 scanners
of Chittagong Customs if he
receives four scanners from NBR
and two scanners from Chittagong
Port. Since the process has already
started, it expects to open more
new doors in terms of customs
clearing of imported and exported
items.

Recently almost 10 baggage
scanners have been brought to
Bangladesh by the government
and distributed in different ports
around Bangladesh. For the first
time, a human body scanner has
been set up at the Hazrat
Shahjalal International Airport. 6
container scanners have been
planned to set up and being
executed (Tender Contract done
for both fixed type and mobile
type containers) by July-August,
2023.

Smart VAT Software

Smart VAT is a VAT Management
Software that is approved by the
National Board of Revenue and
covers all categories of your VAT
Registered Business (NBR). The
National Board of Revenue's (NBR)
flawless management of VAT
operations in conformity with the
VAT Act of 2012 is made possible
by SmartVAT, a one-of-a-kind VAT
software. Every firm can benefit
from the user-friendly VAT

Software system because it has
features that are top-notch and a
comprehensible and simple-to-use
system interface.

Particularly, the 2016 VAT and
Supplementary Duty Rules were
taken into consideration when
developing SmartVAT Software.
Therefore, managers do not need
to worry about keeping track of
every transaction or having a
separate account just for
computing VAT because such
chores will be efficiently handled
by SmartVAT Vat Software.

VAT Collection towards Smart
Bangladesh

Authority has automatized VAT
registration by initiating online
VAT registration system for faster
VAT registration. There has never
been an automated VAT collecting
system in place in Bangladesh
since the country's tax system first
began. Because the NBR VAT
system contributes a sizable
amount of money to the public
coffers, the government has
always sought to maintain a
transparent environment for VAT
collection. By increasing regular
filers and decreasing stop-filers
and non-filers, minimizing the tax
gap and tax disputes, improving
arrears collection, and enhancing
refund issuance, Electronic Fiscal
Device Management Systems
(EFDMS) have been developed to
optimize self-compliance. The
entire VAT system has become
transparent and effective for the
management as well as the users
with the installation of EFDMS.
The EFDMS server, which is placed
at NBR, is connected to all EFD
devices. It would make sure that

traders couldn't remove or tamper
with the devices' sales data. Once
one of the main factors preventing
VAT fraud is that NBR does not
have a server connected to the
ECRs (Electronic Cash Registers)
used by merchants. Now NBR will
be able to monitor real-time sales
data at stores and prevent VAT
fraud thanks to this new
technology. Customers will also be
able to see whether the VAT they
paid made it to the government
coffers at the same time.
Automation and data
management helps people for
decision-making, such as details
on periodic revenue, VAT refunds,
and VAT payments, among other
things. Through this device,
citizens will also be able to see
clearly how much VAT they have
paid. To submit their VAT data
from the servers of large outlets
and EFDs, wholesale and retail
businesses are connected by
EFDMS. Besides, a huge
opportunity will be opened up if
all the 49 departments of tax
collection authority are
incorporated under a single
window.

Income Tax collection towards
Smart Bangladesh

The National Board of Revenue
introduced the electronic tax
deducted at source (e-TDS) system
to automatically resolve tax
disputes and reimburse taxpayers
for paid-in-advance income tax.
For the purpose of obtaining data
on tax deductions for salary
payments and other sectors, the
eTDS system would set up data
exchange with the e-return
system. The e-TDS system will
make it simple for taxpayers to




claim tax credits, amend their TDS
at the time of filing their tax
returns, and request refunds on
taxes they have already paid.
Additionally, the system gives
taxpayers access to their tax
certificates, acknowledgement
receipts, and taxpayer identity
numbers at any time from their
system accounts. Four tax zones
are now using the system as part
of an e-TDS pilot program (Hasan,
2021).

Currently, more than three lakh
authorized representatives
provide taxpayers TDS solutions.
Approximately 60% of all income
tax receipts from July 2020 to June
2021 came from TDS. The
procedure will be simpler for the
authority and the taxpayers
thanks to the e-TDS technology.
Within 2025, the system will be
able to pay for 50% of the source
tax settlement because the SSL
wild card has already been added
to it. To help enterprises modify
advance paid tax at the import or
export stages, an Al-based
export-import engine has been
developed. The engine would be
connected with the customs
department's ASYCUDA system. As
a result, income tax filing, tracing
non-filers, tracking source tax
deduction and other complex
issues regarding income tax is
getting easy for both individual tax
payers and government to track
and record properly. Where e-TIN
system and e-return filing are
being implemented in full
function, e-Payment system is
partially completed and expected
to be ready for full operation
mode by the end of 2023.

Customs towards Smart
Bangladesh

Bangladesh Customs has been
playing an important role in
facilitating and maintaining the
import-export process in
international trade. Through the
world-dependent Customs
System, ASYCUDA World, revenue
collection has become dynamic,
data-oriented, and equitable. The
Customs Automation Wing of the
National Board of Revenue has
recently taken some important
steps to increase national
revenue, strengthen economic
infrastructure, and build Digital
Bangladesh.

One of the exemplary endeavors
of the National Board of Revenue
during the Mujib years was the
upgradation of the ASYCUDA
World System's entire
infrastructure in 2021. It is
noteworthy that Bangladesh
Customs has upgraded its data
center, network, database,
hardware, middleware, and
software. Through a uniform,
harmonized system, all custom
houses, border land customs
stations, and customs stations
across the nation will be able to
exchange data simultaneously
with a central data center,

ensuring a fully digital eco-system.

The trade is now more
business-oriented, transparent,
and paperless, thanks to
integration with various
government agencies, the
implementation of a unified
valuation system, and the
introduction of IATA-based
manifest submission for air cargo.

The Automated System for
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Customs Data (ASYCUDA) is a
computerized customs
management system that covers
most foreign trade procedures. It
handles manifests and customs
declarations, along with
accounting, transit and suspense
procedures. This software is being
used in Bangladesh for 24/7
online access to declaration
processing and other system
resources, speeding up the
assessment of customs
declarations, significantly reduces
transaction time for payment and
release of cargo, improving
accountability for revenue
collection and cargo
consignments, limiting
discretionary powers of Customs
Officials, encouraging voluntary
compliance by importers,
providing for real-time reporting
and generation of statistics on
demand providing an opportunity
for other administrations to
interact with customs more
efficiently: Bureau of standards
and other administration who
provide permits and licenses,
increasing efficiency of
record-keeping problems of lost
declarations and paper invoices,
encouraging the modernization of
customs by providing:
opportunities for alternative
payment options e.g.
prepayments, credit encourages
activities with larger companies.

NBR authority has undergone the
adaptation of Single Window
Interface as part of adaptation
and modernization of the
automated customs system. The
Single Window brings together
information (documentation and
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data requirements) from all
participating authorities/agencies.
Economic operators must submit
data or documentation related to
import and export clearance at a
common, unified interface. It
targets to brings together all
departments of NBR under one
platform.

The National Board of Revenue
(NBR) decided to automate bond
management in light of the
shortcomings of the current bond
system. NBR performed an
analysis of bond customs
automation and believes that the
automated system will guarantee
the following benefits:

e The automated bond network
will make it possible to
electronically monitor and
control all bond-related
activity. By providing services
on time, it is anticipated that
the automated system will
considerably increase
efficiency and cost savings.

* The automation will assure
accountability while saving
time.

o All stakeholders' perspectives
would change if the
automation process were
successfully implemented.

e Trade costs will go down, and
import-export will run more
smoothly.

e The project outline states
that the lengthy, flat steps in
the clearance procedures will
be reduced to the absolute
minimum.

e Businesses can gain from
automated filing by reducing
paperwork, staffing, and
administrative costs, getting

involved in the original
development, and storing all
data at a single location.

Customs authority has initiated
automation process in their
regular case management and
contact options. The authority has
also developed their websites and
hotline numbers to initiate and
continue the automation process
to ensure more customer
interactivity. Besides, e-auction
and e-payment procedures are in
process of getting more
tech-based than previous.

4. Future Direction

Every step of the production and
distribution process, from the
hiring of labor and the purchase of
raw materials to the selling of
finished, consumable goods and
services, is subject to VAT, an
indirect consumption tax. It is
therefore more comprehensive
than a sales tax, which is only
levied at the point of final
consumption. The Government of
Bangladesh (GoB) has relied on
VAT for more than a third of total
tax receipts during the past 15
years, making little headway in
enforcing the taxes of
high-net-worth individuals and
significant enterprises. The
Bangladesh National Board of
Revenue (NBR) received
assistance from the World Bank
(WB) VAT Improvement Program
(VIP) between 2015 and 2021 to
enhance VAT administration.
Notably, the initiative really aided
in speeding up the automation
procedure. Additionally, VIP
surpassed its goal of
approximately 25 times the total
value of electronic VAT payments

(BDT 2.6bn vs. the target of BDT
105m). The project aimed to cut
the processing time for VAT
refunds from 120 to 102 days, but
it was successful in getting it down
to 90 days instead. In fiscal year
(FY) 2020-2021, VAT income
climbed to 1.15 trillion
Bangladeshi takas (BDT), above
VIP's aim of BDT 914 billion.
Throughout the duration of the
program, revenues rose by 15.1%
yearly. Thus, NBR is trying to
automate the entire VAT, tax, and
customs in Bangladesh adopting
different automated ideas and
products.

NBR has been undertaking a
number of modern solutions to
ease the tax collection and
coordination system through
automation, especially for the last
ten years. However, the
organization can consider new
initiatives following the measures
taken by emerging nations.
Georgia serves as a powerful
illustration of effective tax revenue
reform. The 2003 Rose Revolution,
which gave the new
administration a mandate to
improve the economy and combat
pervasive corruption, made it
possible for Georgia to implement
a comprehensive tax reform. The
nation's new authorities
established a policy of "zero
tolerance" for corruption, and
both the laws and the society
started to alter. Georgia's tax
revenue as a percentage of GDP
doubled to 25% by 2008. The
government also made paying
taxes simpler by implementing
programs like an electronic tax
filing system. In this approach,
technology increased productivity




while minimizing the potential for
malfeasance. Parallel to this, the
government reduced the amount
of startup capital needed,
increasing tax income. Georgia's
experience teaches us that having
a clear mission, obtaining
high-level political commitment
and buy-in from all stakeholders,
revising indirect taxes on goods
and services, etc. are the best
ways to generate tax income.

As Cambodia has done, a large
taxpayer office enables a nation to
concentrate tax compliance
efforts on the biggest taxpayers. In
order to increase compliance and
combat corruption, it is crucial to
manage information and make the
most of big data. The majority of
the researched nations have
accelerated their income
mobilization reforms by utilizing IT
technologies. Georgia has e-filed
most procedures automated.
Along with a one-stop Internet
portal, it has also implemented a
mechanism for information
sharing between tax authorities,
taxpayers, and banks. The
management of taxes and
customs has also been
computerized in Cambodia,
Guyana, and Liberia. Significantly,
Cambodia engaged over 200 new
auditors and conducted risk-based
audits of taxpayers at customs and
of the 150 largest taxpayers.
Ukraine established a targeted
auditing program, enhanced
internal tax administration control,
attacked bogus VAT claims, and
created a customs office
anti-smuggling program. Over the
course of the reform period, the
revenue growth in each of the
four countries was spectacular

and averaged at least 1 percent of
GDP annually. As in Ukraine,
revenue growth in Georgia was
equivalent to 2.5% of GDP
annually. Accordingly, Bangladesh
can follow the examples of
emerging nations to accelerate
the growth of digitalization in
terms of revenue collection.

5. Conclusion

The main purpose of ‘Smart
Bangladesh’ is to go fully
automated in every possible
sector to provide public with
maximum support for ease of
doing business as well as
managing income tax issues and
VAT related issues. NBR has been
working relentlessly to reach the
targets of Smart Bangladesh with
efficiency and effectiveness. The
main target towards building a
"Smart Bangladesh" is formulating
proper policies and integrating
government and academic entities
and service providers. NBR intends
to bring all its functional
departments under one umbrella
through full automation. But the
effectiveness and efficiency will
depend much on brining all the
citizen of Bangladesh under this
umbrella where they can
interrelate every issue related to
VAT, Income Tax collection and
Customs and avail every service
they require without any hassle.
All the latest software, websites,
automated services target the
collection of revenue to be
effective, efficient and smooth.

Bangladesh will already be a
frontrunner among
middle-income nations in 2041
when it comes to constructing the
institutions, processes, and

ST ACTE | g
09

technology necessary to
effectively maintain its emerging
trajectory of outclassing forward.
We will need to focus on revenue
collection in order to keep up with
the pacing world. Bangladesh is
making a reputation for itself on a
worldwide scale when it comes to
revamping its public and private
institutions. We currently provide
digital expertise and knowledge to
a number of LDCs, including
Cambodia, Somalia, South Sudan,
and Yemen, as well as to
developing nations like the
Philippines, Maldives, and Fiji,
whose per capita GDP is
significantly higher than ours
(Chowdhury & UNDP, 2022). Our
greatest asset, nevertheless, will
be our talent. It must thus make
the appropriate investments in
human capital. It must utilize its
talented employees in this area of
income tax specially. Nevertheless,
the area of the tasks of income tax
will be enriched with the
collaborative efforts of related tax
collection, accumulation and
automation departments. Need to
develop a connectivity among the
internal departmental wings of
NBR and other tax-related
organizations of Bangladesh. Only
then the act of knowledge sharing
within the tax related authorities
will be successful. In conclusion,
the highest tax authority of the
country needs to monitor the
entire tax collection and
maintenance system to ensure
efficiency, effectiveness and
business facilitation among the
other tax-related organizations of
Bangladesh.
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“The notion that ordinary
people want black robed
judges, well dressed lawyers in
fine courtrooms as settings to
resolve their disputes is
incorrect. People with
problems, like people with pain
want relief, and they want it as
quickly and inexpensively as
possible.”
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"California's population was
almost touching 38 million. In
India, that's the number of
cases pending in courts across
the country."
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¥ Source: Revenue Estimate Conference, City of Detroit (accessed via https://detroitmi.gov/sites/detroitmi.localhost/files/
2022-09/Sept%202022%20Detroit%20REC%20Presentation%20v3.pdf
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1. General Trade Facilitation
Measures
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4. Border Agency Cooperation

5. Transit Facilitation

6. Trade Facilitation for SMEs
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8. Women in Trade Facilitation
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Trade Facilition and Paperless Trade
Source: UN Global Survey on Digital and Sustainable Trade Facilation 2021

Bangladesh -=- Economic and Social Commission for Asia and the Pacific (ESCAP)

South and South-West Asia

Tra

LDCs in Asia-Pacific

nsparency

// \\\
" ~~—
Women in Trade // ~40%- S .
Facilitation // a; \\ ~___ Formalities
/ BN
< /A% ~_ S
i = 4
A g 5
Agriculture Trade el Institutional
Facilitation Arrangement and
Cooperation
\ D L
< \ P
\ ///
Trade Facilitation for | _— Paperless Trade
SMEs \\ _—
\\ _—

Cross Border Paperless

TFA (Trade Facilitation
Agreement) BT

LN A<

GINONLTT (AT T [SI&Ge
G AP AT (B FIIPICETA
202 IR AR (PPTCRR [C&T
CO, OIF G2 23 Afeey
TREIEFE IREIF *6FT G0 S
IR FCACL | G2l AT 916
@RI ST (TRNSTET PRI
Fifersy TG FIBE FACTH
< @o ©I5 AR FHC© AL
2ACE | TA-AGE (HARETT (G
FIGIE ARGARCAT (A G
ARFAACTS 2 OB Yo Ol |
JIfereTy MREFACOR AT
AT I SIS (Fraz
TR FTo0 FACENE (AT

Trade

AICKY T ITICes AR
74 e
& R

d. Transparency (¥5291)

2. Formalities (STgIfa<er)

stzcaiforer)

THYe wiferml SR (G
FRTCECR eT MR
SCAFIC AWANRTS 20e8
(AT (BT G @ 61T
(AT (B @

8.  Paperless Trade (Frorsif<2i faren)

Cross-Border Paperless Trade

¢ (SR Flors <2 qiferery)

e Fer:

G FerR AT S9N FleTe GF
LT SO ST (@S (o)
IRIIT (92T (FIT) @2
TR B (Sfafem) faacw
SAIAFRCES SR (OGO
A PTRIE M F(F A | OF
Prarced siftcafrce arwivsEs
o4 (ACH2 TPOIF ©F Sl
HATIHA FACO AT | TCA
I - AFISIPICET (FI
OB NI @ S{Tera
T BT SOOI G I
GCF (ATF Ao T[T GO
= 4 1 @fb WTO Trade
Facilitation Agreement (TFA) @
G (eT @ S @5 Aferey
ARG AMCHS T FEHIA
IBCAF O o e
Sy RLA Sl 99Es 27 |

Y. L%

9. 99%

Institutional Arrangement and
o, Cooperation (21f3Is 733 @

AL
@.29%
29.96%

Fgb1 e |

COMARCETT (BC TG T

TR @]e

IR (AT

G RIS

o e




AT AT | e
Q09

e

1. Automated Customs System

BICSIBOERCEE)]
Fully implemented

Internet connection available to Customs

and other trade control agencies Fully implemented

3. Electronic Single Window System Planning stage

Electronic submission of Customs

4. declarations Partially implemented

5. _Electromc application and issuance of Fully implemented
import and export permit

6. Elect'romc Submission of Sea Cargo Partially implemented
Manifests

7. Elect_ronlc Submission of Air Cargo Partially implemented
Manifests

8. Electronic application and issuance of Not implemented

Preferential Certificate of Origin
9. E-Payment of Customs Duties and Fees Partially implemented

10. Electronic Application for Customs Refunds Not implemented

Paperless Trade (2021)
Source: UN Global Survey on Digital and Sustainable Trade Facilitation 2021

Bangladesh -= Economic and Social Commission for Asia and the Pacific (ESCAP)

South and South-West Asia LDCs in Asia-Pacific
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Source: UN Global Survey on Digital and Sustainable Trade Facilitation 2021
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Abstract

The burgeoning gig economy
poses a challenge for the tax
administrations around the world
in terms of its tax compliance
issues. The well-known compliance
challenges of small businesses
seems to further intensify with the
advent of digitalisation that leads
to a growth of microbusinesses.
Bangladesh, with a leading share
in global digital activities, calls for
an immediate attention by the
Government, revenue authority
and researchers as to how to deal
with the associated issues and
challenges in this emerging
business environment. This article
attempts to discuss some of the
tax issues and challenges of the
gig economy and identifies the
necessity of further research and
policy formulation in this area.

Keywords: Gig economy, Digital
platform, Bangladesh

1.0 Introduction

With the growing trend of

digitalisation in the global
socio-economic arena, the term
gig economy has been a much
talked-about term in recent days.
Being different from traditional
employment, it is posing new
challenges to several related
issues, e.g., employment and
labour laws, worker’s rights, and
of no doubt, it is high time to
understand and analyse the tax
implications of the gig work. The
purpose of this article is to shed
light on this burgeoning and
important non-traditional feature
of employment that raises some
tax issues and implications which
calls for further research and
policy analysis.

2.0 Defining Gig Economy
2.1 What is the gig economy?

The term ‘gig’ is well-known in the
music world, meaning a single
performance by a musician or
group of musicians. The gig
economy means an economy
where temporary positions are

common and organisations and
businesses contract with
independent workers for
short-term engagements. A
person can work for multiple
employers or organisations
simultaneously through
contracting for each piece of work
or gig, and obviously, this is
becoming increasingly popular
and much easier by interacting
through online platforms.
Common gigs include food
delivery, couriers, taxi drivers and
video producers.

Gig economy, as defined broadly,
also includes what is sometimes
termed as ‘sharing economy’,
‘collaborative economy’,
‘peer-to-peer (P2P) economy’ or
‘platform economy’. Sharing, P2P
or collaborative economy
emphasises the business relation
that enables people to rent or
borrow rather than buy or own
and thereby monetizing
underutilized assets. The term
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Gig Economy

Workers with
alternative work
arrangements

Examples:

e Independent

Contractors

o Office Temps
o Stella & Dot
Rodan & Fields

Online Gig Economy

Workers who utilize new
technologies, markets and
platforms are alternative

work arrangements

Examples:

e Uber
o Lyft

Sharing
Economy

Goods and Services

that employ under-

utilized assets via
online marketplaces

Examples:
e Wikipedia
o The Linux

(6N
e Fold@home

Figure 1: Gig Economy and sharing economy
Source: AiWD (2016)

platform economy signifies the
use of several platforms in
business activities. Examples
include: social networking
(Facebook, LinkedIn); internet
auctions and retail (Amazon,
eBay); on-line financial and human
resource functions (Workday,
Elance, Freelancer, WorkFusion),
urban transportation (Uber, Lyft,
Sidecar), mobile payment (Mahala,
Square) and clean energy
(Sungevity, SolarCity, EnerNOC).

2.2 International division of the
digital gig work

In 2017, Oxford Internet Institute
(Oll, 2017) of the University of
Oxford published a report which
shows that Asian countries
dominate the digital gig economy.
The report shows that Bangladesh
is the second largest country
dominating the freelance market
which occupies about 16 percent
of the pie, following India with 24
percent share. India and
Bangladesh are followed by the
Us, Pakistan, Philippines and the

UK'in ‘gig work’.

The report identifies that workers
from the Indian subcontinent
dominate the software
development and technology
category, occupying a 55 percent
market share; while the
professional services category,
which consists of services such as
accounting, legal services, and
business consulting, is led by
UK-based workers with a 22
percent market share, and the US
is focusing on writing and
translation work.

3.0 Taxing the Gig Economy
3.1 Issues and Disputes

The non-traditional form of
business raises several issues
which have important implications
for tax policy and administrative
design. For instance, a controversy
has already been in place globally
on the issue whether drivers are
employees or self-employed in the
ride-sharing industry.

In February 2021, the UK’s

Supreme Court ruled that Uber
drivers should be classed as
workers, entitled to earn the
minimum wage and to benefits
such as holiday pay. The Court
backed an earlier employment
tribunal, and rejected Uber’s claim
that its drivers are self-employed.
Similar decision was made by a
Brazilian court in February 2017,
while in March 2017, a Paris
Tribunal held a differing view.
Some US States (California,
Florida, and Massachusetts) have
also ruled in favour of Uber,
stating that drivers are
independent contractors, not
employees. In New Zealand, a
recent decision held that despite
signing contracts as independent
contractors, workers were
employees. In January 2018, on
the other hand, the Superior Court
of Justice, Ontario confirmed that
a finding on that issue should be
conducted by a ‘fact-based
determination’ of the actual
working relationship (See, Dosen
and Graham 2018, for details).

Although the legal debate centres
round the employment rights
issues, yet employment
classification has important
implications regarding tax
compliance and reporting
obligations. For employees, the
employers are responsible for tax
withholding on behalf of its
employees, while self-employed
individuals are responsible for
their own tax payments. Similar
implications also arise for indirect
taxes, as the status of taxpayer
being self-employed or employees
significantly changes the indirect
tax liability of reporting and
paying tax on total sales generated
(Aslam and Shah 2017)™.

'For a more in-depth discussion of the ‘gig economy’, including its impact on tax compliance and strategies to promote compliance,

see Oei and Ring 2016.




In a recent case in India, the
income tax department raised a
tax demand of Rs. 109.05 crores
for assessment years 2016-17 and
2017-18 and issued a notice
initiating penalty proceedings by
treating Uber as an
assessee-in-default as it had not
deducted tax at source on
payments made to driver-partners.
The Income Tax Appellate Tribunal
(ITAT) in its order in 2021, pointed
out that the passengers are
responsible for making the
payment and neither Uber India
nor Uber Netherlands are party to
the ‘contract of transportation’
entered into between a user and
the Uber driver.

In February 2017, Australia’s
Federal Court ruled that Uber’s
drivers must register to pay goods
and services tax, the country’s
VAT equivalent. Even if they earn
less than the A$75,000 (S55,266)
threshold, taxi drivers in Australia
have to register to pay the 10
percent tax. A recent ruling by the
European Court of Justice (ECJ),
binding across all 28 EU states,
directed that Uber is a transport
service, not an “information
society service”. As a
consequence, the company is
facing a billion pound VAT bill. An
earlier UK Court delivered a
similar judgement.

These rulings have wide-ranging
implications for not only Uber or
ride-sharing sector, but for other
gig economy sectors on several
other regulations.

3.2 Tax Complexities with the Gig
Economy: Alternative Tax
Measures?

Recent research found that being
relatively informal and not within
an institutional framework,
individuals engaged in the gig
economy often find it difficult to
comply with their tax obligations,

resulting in ultimate
non-compliance or
under-reporting. It is common
that gig workers do not categorise
themselves as business owners,
neither they face any withholding
or TDS issues by the company,
and most often they become
confused or completely unaware
of their tax obligations. In 2016, a
survey of members of the
National Association of the
Self-Employed in the US identified
that 34 percent of the gig workers
didn’t know they have to file
quarterly estimated tax payments,
36 percent of respondents didn’t
understand what tax records must
be kept and 43 percent didn’t set
aside money to meet tax
obligations or know how much
they owed (Trimarchi 2018).

Some researchers have suggested
the necessity of reconsideration,
expansion or modification of
existing tax laws and regulations to
address the compliance challenges
associated with the gig work (See,
e.g., Barry and Caron 2015; Lutz
2014, among others), while some
others do not support the same.
Oei and Ring (2016), for example,
view that existing tax laws and
regulations are sufficient to cover
the gig work, nonetheless
compliance challenges may arise
from two distinctive features of
gig economy. First, “tax
opportunism” behaviour of the gig
businesses by choosing the more
favourable interpretation in case
of any ambiguity of tax laws and
rules, which leads to compliance
and enforcement gaps. Second,
the “microbusiness” nature, i.e.,
relatively small amount of income
of the gig businesses, itself makes
compliance and enforcement
difficult. Therefore, they identify
the necessity of clarification and
interpretation of the existing tax
rules in the gig economy
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perspectives and compliance
measures such as lower
information reporting thresholds,
safe harbours and advance rulings
to simplify tax reporting, and
targeted enforcement efforts for
addressing these dual challenges.
On the other hand, Thomas (2018)
argues that imposing compliance
rules with the existing complex tax
regime targeted to traditional sole
proprietors for a low income,
unsophisticated gig worker is
inefficient and burdensome, not
only for the taxpayer but for the
tax authority also. Thomas
proposes an alternative tax regime
for the growing gig economy,
incorporating gross receipts
withholding by the platform
company along with a standard
business deduction for gig
workers. Aslam and Shah (2017)
state that the issues related to gig
economy can be addressed by the
existing tax system and basic
principles. Tax policy and
administration, however, need to
be revisited to cope with the new
dynamics in place of traditional
business. Against this backdrop,
lowering tax thresholds or special
tax rules for small businesses can
be alternative arrangements to
address this compliance burden. A
presumptive system or an optional
standard business deduction from
gross receipts also can simplify the
reporting costs. Thomas (2018)
suggests an optional standardized
deduction of 60 percent of the
workers’ gross receipts for the gig
sectors, eliminating the need to
track and report business
expenses. Oei and Ring (2016) also
suggest the use of safe harbours
to allow for standardised
deductions which ease the
compliance burden significantly.

Aslam and Shah (2017) also
emphasise that the existence of
Platform Company can be an
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important avenue for the tax
authorities in a way that the tax
authority can access to the data of
the platform company database
and thereby creating a connected
taxpayer database with a
complete profile of the activity
and earnings of individual.
Platforms can also act as the
custodians for the tax authority by
withholding tax on behalf of the
sellers, which can reduce the
compliance and administrative
costs. A simplified system of
withholding fixed amounts as a
prepayment for income tax can be
an alternative at present scenario
(Aslam and Shah 2017).

3.3 Country Initiatives

Many countries have taken
measures to evaluate and assess
the gig economy and have been
actively concerned as to how to
cope with the compliance issues.
For example, the revenue
authority in the UK has
commissioned a survey of the gig
economy to evaluate its size and
growth. Tax authorities in many
governments such as Australia,
Canada, the UK, and the US have
issued specific guidelines clarifying
the tax obligations for participants
in the gig economy.

The general sales tax in Australia
and the harmonized sales tax in
Canada have been extended to
include ride-sharing industry.
Some US States have introduced
taxes targeted at the ride-sharing
sector. The US enacted legislation
in 2017 qualifying independent
contractors for a 20 percent tax
deduction on their independent
contractor income without further
requirements as long as they are
engaged in a trade or business and

earn less than a threshold income.

In April 2017, the UK introduced
two new tax allowances for
property and trading income
targeted at the digital and sharing
economy in line with the
government’s objective to simplify
the tax system and to help the UK
become leader in the digital and
sharing economy. It is estimated
that it will impact 700,000
participants in the gig economy
with an administrative saving of
£20 million per year for individuals
who no longer require to file
returns or calculate expenses (For
details, see HMRC 2018).

Many countries have undertaken
initiatives to cooperate with
platforms to access the data or to
empower the tax authority to
acquire data from platforms, or to
require them to report the
information. For example, a
recent legislation in the UK has
empowered the tax authority to
acquire data from digital
platforms. In the United States,
platforms are bound to fulfil some
reporting requirements and
provide the tax authorities with
data on turnover which can be
cross-verified with the tax return
information of the individuals.
Some of the platforms are already
collecting and remitting taxes on
behalf of their users. For example,
in the accommodation-rental
sector, Airbnb collects and remits
for hotel and tourist taxes in four
countries. In 2016, the Italian
government proposed to withhold
a fixed 10 percent tax by the
platforms on all sharing
transactions. In 2015, India
enacted legislation which requires
digital platforms to withhold
service taxes on the income of

sellers. India also made an
amendment in the I.T. Act that
any entity which is authorised to
make payment on behalf of a
non-resident is required to deduct
tax at source, which is to be
effective from the financial year
2019-20 onwards.

In Australia, A proposal to
implement a sharing economy
reporting regime has been
reintroduced to Parliament in 2022,
as recommended in the Black
Economy Taskforce Report 2017.

Estonian Example

Estonia can be a precedent for
other countries on how to deal
with the gig economy tax
challenges. Uber worked with the
Estonian Tax authority to develop
a new electronic tax system
where Uber sends drivers’ income
data to the tax office, so it s
automatically added to their tax
return?. The system was
introduced in February 2016 with
an expansion of the service
including the small companies by
2016. This approach led to a
six-fold increase from 2015 to
2016 in the amount of income
declared from drivers connected
with Uber and other similar
services (Mardiste 2016).

3.4 Gig Economy: Bangladesh
Perspective

As mentioned earlier, Bangladesh
is one of the leading countries in
the world gig economy. Given the
limited job opportunities and with
a low wage rate, professionals in
developing countries like
Bangladesh are easily attracted to
freelancing jobs. Ride-sharing
services such as Uber, Pathao,
Sohoz are operating in
Bangladesh. Like other countries,

2Estonia, with 1.3 million people, is a leader in digitisation, where 95 percent of government services are available online. The
country’s online tax declaration system has pre-filled income data from employers and banks and more than 95 percent of Estonia’s

personal income tax payers uses this.




the tax authority of Bangladesh
also has started to consider the
tax potential of the online sectors.
In June 2018, the National Board
of Revenue (NBR) has introduced
a 5 percent value added tax (VAT)
on ride-sharing service providers.
Finance Act 2018 introduced the
provision for tax to be deducted
at source under Section 52AA of
the Income Tax Ordinance, 1984,
on apps-based ride sharing
services at the rate of 3%-4%
based on the base amount, by the
ride sharing service provider.
Besides, Section 56 of the Income
Tax Ordinance makes provisions
of deducting tax at source from
payment to non-resident. The
regime, however, is not clear and
gig payment is not clearly
mentioned in section 56.
Re-designing existing legal
provisions alongwith strong
enforcement mechanism and
ensuring access to data platform
by the tax authority in line with

References

international best practice, is,
therefore, of utmost importance.

Moreover, no substantial attempt
has yet been made to quantify the
gig economy of Bangladesh,
neither has there been any
research nor substantial policy
measures undertaken targeting
the gig sectors. It is imperative that
the policymakers and researchers
should come up with the scrutiny
of the existing policy framework.

4.0 Conclusion

With the growing advent of the
gig economy, the well-known
compliance challenges of small or
micro businesses are likely to
intensify in coming days. The
growing dispute over the labour
laws related issues raises
important implications for tax
treatment of this emerging
business model. It is still a
debatable issue as to whether the
existing tax laws and rules are
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adequate enough to deal with the
gig economy taxation issues.
However, there is no doubt that
gig economy having its own
special features, warrants for a
complete scrutiny of the tax laws
and an interpretation or
explanation on the specific tax
rules that are to be applied. A
modification of the policy or
alternative administrative
arrangements may be necessary
in some cases to address the
compliance cost and distorting
burden of the gig business.
Determining tax policy measures
obviously depends on the
country-specific existing tax laws
and other associated laws and
also on the size and dynamics of
the gig economy and the
associated revenue potential and
economic impact. It calls for
further research and policy
discussions on tax issues related
to the gig sectors to deal with the
next generation world economy.
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Let me tell you how it will be
There’s one for you, nineteen
for me

‘Cause I’'m the taxman, yeah, I'm
the taxman

Should five per cent appear too
small

Be thankful | don’t take it all.
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Tumble out of bed/And stumble
to the kitchen...

Jump in the shower/ And the
blood starts pumpin’

Out on the streets, the traffic

starts jumpin’

For folks like me on the job from
9to 5

Workin’ 9 to 5/ What a way to
make a livin’

Barely gettin’ by/It’s all takin’
and no givin’.
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Abstract:

Tax compliance commonly refers
to the degree to which an
individual or an organization
complies with tax laws and
regulations. Compliance is an
independent generic term for any
tax law of direct or indirect
category. This is why in this writing
the word ‘tax” is used instead of
clearly mentions of VAT or Income
Tax. Government of any country
faces hurdles to ensure
compliance and takes numerous
measures to curb tax evasion.
Audit is an important tax
compliance tools that should be
intuitive for taxpayers as long as
the relevant tax laws and
regulations. However, this is not
the case in reality. Compliance

with tax obligations is not that
simple or straightforward. Many
factors can affect an individual or
an organization in complying with
their tax management and
culture. If Audit is not reasonably
effective, Tax administration will
be ineffective. Tax administration
always concerned with the series
of links and tasks making up a
chain. If enforcement systems
such as the identification of
non-filers and the control of
delinquent taxpayers (the
collection target performance)
work effectively, then extra efforts
in audit takes less importance in
the field level offices. But the
scenario is not that easy, and
targeting tax collections stay most
time far reach. To minimize the

gap between the tax reported by
taxpayers and the statutory tax, an
adequate audit plan should be
implemented. This plan should
provide for broad audit coverage
of taxpayers, different economic
activities and taxpayers classified
according to amount of turnover.

Introduction

Taxation has always been a
fundamental topic in
socio-political economy because it
is one of all states” main
operations and a prerequisite for
every planning and development
work Most importantly, taxation is
a major source of government
revenue and tax proceeds are
used by the government to render
their traditional functions such as-
provision of good roads,
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maintenance of law and order,
defense, security, regulation of
trade and business to ensure
social and economic stability. To
foster economic growth and
development governments need
sustainable sources of funding for
social programs and public
investments. Programs providing
health, education, infrastructure
and other services are important
to achieve the common goal of a
prosperous, functional and orderly
society. And they require that
governments raise revenues.
Taxation not only pays for public
goods and services; it is also a key
ingredient in the social contract
between citizens and the
economy. How taxes are raised
and spent can determine the
performance of the Revenue
Department. Holding
governments accountable
encourages the effective
administration of tax revenues
and, more widely, good public
financial management. All
governments need revenue, but
the challenge is to carefully
choose not only the level of tax
rates but also the tax base.
Governments also need to design
a tax compliance system that will
not discourage taxpayers from
participating. It’s in deed
paradoxical to the policy people,
to set a balance break point of tax
rates, nets, enforcements and
revenue collections. Ultimately a
big statistical pressure of revenue
collections trigger enforcements a
big priority, eventually keeps
dependability on Audit.

Auditing: A strategic tool to
unearth tax avoidance and
ensure healthy tax culture
Every tax revenue source,
especially the volatile ones, should

be followed up regularly an
organized and advanced degree of
tax auditing. A tax audit
determines an accurate and
reasonable view of the business
records for tax purposes. Under
VAT rules and regulations, the tax
auditor is responsible for
confirming that the reported
amount is accurate, any tax gap or
other type of misappropriation if
any happen. Another use of a tax
audit is to ensure voluntary
compliance with tax rules and
proclamations, as well as a higher
tax compliance rate in the
Self-Assessment System in both
direct and indirect tax
department.

However, different literature has
explored the interaction between
VAT audit and tax revenue
performance. Regarding the
impacts of VAT audit on tax
revenue performance, some
researches indicate positive or
negative outcomes. VAT audit has
a positive and significant impact
on tax revenue performance.
Because Tax culture, tax education
and tendency to tax avoidance
causes vital roles, most of the
time main culprits to less
collection of Tax. VAT audits, on
the other hand, have a negative
impact unless the combined effect
of the probability of audit
detections and the number of
audited files outweighs the
individual effect in terms of
taxpayer compliance. Audit is
always been encouraged to find
out the gap in applying law,
regulations and directions from
NBR, especially in Goods
manufacturing category who can
claims more refund and the
entities of withholding taxes.

Tax collection trends are not very

steady always due to economic
turmoil and day by day in audit
functions and other ways,
indicating that more needs to be
performed to maximize tax
revenue collection performance.
Tax collection issues include VAT
knowledge (tax education),
improper use of electronic fiscal
devices or a lack of tax technology,
tax evasion, tax audit, and
enforcement plays a determinant
role to execute proper Revenue
management in the country. Tax
audits play an important role in
ensuring tax compliance.
Nonetheless, a tax audit is one of
the most sensitive interactions
between a taxpayer and a tax
authority. It imposes a burden on a
taxpayer to a greater or lesser
extent depending on the number
and type of interactions (field visit
by the auditor or office visit by the
taxpayer) and the level of
documentation requested by the
auditor. It is therefore essential
that the right legal framework is in
place to ensure integrity in the way
tax authorities carry out audits.

A risk-based approach takes into
consideration different aspects of
a business such as historical
compliance, industry and
firm-specific characteristics,
debt-credit ratios for
VAT-registered businesses and the
size of a business in order to
better assess which businesses are
most prone to tax evasion. One
study showed that data-mining
techniques for auditing, regardless
of the technique, captured more
noncompliant taxpayers than
random audits.

Concepts and Definition of Tax
A tax is a mandatory levy imposed
by government authority for
which nothing is reimbursed and




received and utilized for public
investment. Many literature
indicates that tax has different
concepts and contextual
definitions; therefore, the amount
levied by the government on
taxpayers or a company’s profit or
on commodities to fund
government spending. In addition,
VAT is collected at every step of
the manufacturing and supplying
process, but all taxes paid on
purchased materials are promptly
returned. On top of these
explanations, VAT is a
consumption tax levied on
practically all products and
services supplied or consumed .In
Bangladesh VAT is the vital parts
of taxes, it becomes a significant
revenue source subject to
correctly executed a tax audit.

Typical Forms of Tax
Noncompliance: Bangladesh
Context

There must be clear guidelines to
deter tax non-compliance and a
specific amount of resources should
be allocated to combat each type of
tax noncompliance. The most
typical forms of tax noncompliance
are discussed below.

Tax Fraud

Tax defrauders are taxpayers who
engage in fraud, such as altering
or counterfeiting documents.
Thus, their actions go beyond tax
violations and fall into the realm
of crime. Fraud should be
punished even if there is no loss of
revenue. To combat fraud, special
programs to audit a small number
of cases should be carried out.
Taxpayers audited should be those
for whom preliminary checks
reveal the possibility of fraud.

Underreporting
A different strategy should be

used to deal with taxpayers who
underreport the tax due but do
not commit fraud. In our country
case, service sectors mainly
contribute VAT from their sales
and bills amount. Food Industry
also pays VAT without taking so
much rebates and adjustments.

Avoidance

Tax avoidance is practiced by
taxpayers who take advantage of
loopholes in tax laws to
underreport their tax, that is,
those who take advantage of
circumstances that are not clearly
defined in the law or can bear
different interpretations. Special
audit programs must be
implemented to detect tax
avoidance. Once a particular form
of avoidance is detected, the
problem can be countered by
modifying the tax statutes and
their interpretation.

Types of VAT Audit

The terminology of tax
administration varies widely
around the world, and it may be
useful to clarify what is and what is
not meant by the term VAT audit.
In the course of its compliance
work, the VAT administration
comes into contact with a taxpayer
in a number of situations.

The Advisory Visit

This contact should be regarded
primarily as a part of taxpayer
education. At the stage when a
VAT is introduced, this visit takes
place as soon as possible after the
taxpayer has registered, and
preferably before the VAT
implementation date. When the
VAT is in full operation, this visit
would take place as soon as
possible after a new taxpayer has
commenced business, and may
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well be associated with other
start-up activities of the tax or VAT
department. This initial visit serves
two purposes: (1) to educate the
taxpayer about his obligations and
to ensure that his records, etc., are
adequate; (2) to gather some basic
information that may help the
administration in its future
dealings with the taxpayer. This
visit is not considered as a VAT
audit, rather it may help the
Taxman to project about the
future growth of the business.

Desk Audit

Some administrations describe a
desk or an office audit as checking
the return and commercial
documents for arithmetic
accuracy, calculating ratios from
the return data and checking for
completeness, and so on. It is
conducted in the tax or VAT office
without noticing the taxpayer. This
activity is essentially clerical and is
best automated as far as possible,
for example, by having all
arithmetic checks and comparisons
made within the computer system
when the return is processed. Even
in case of physical papers
submitted to the circle office, a
cross verifications may happen
with import or local data.

VAT Audit

This type of audit, also known as a
verification audit, control audit, or
routine control audit, is the main
subject of this chapter. It differs
from the income tax audit in that
it is usually less complex and less
extensive. It is generally a check of
selected aspects (see below for
details) of the taxpayers’ records;
its goal is to minimize evasion
through frequent control checks
so that evasion can be quickly
identified and penalized.
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Investigation of Fraud

This refers to the in-depth
investigation of taxpayers
generally conducted after a VAT
audit has indicated the likelihood
of fraud. It is similar to an income
tax fraud investigation, and there
are good reasons for combining
the two activities, since a taxpayer
committing fraud in one tax will
almost certainly be evading the
other.

Preventive Works

Besides allocating resources to
combat tax non-compliance,
preventive programs should be
carried out to convince taxpayers
that evasion is not as easy they
think while run the business.
Preventive audit programs should
be drawn up to let taxpayers know
about the information available to
the tax administration regarding
certain transactions, such as
imports, purchases, and sales or
even no prior data but had a risk
based perceived criteria of the
taxpayers psychology. In this case,
the purpose of the visit, or of a
notice sent by mail, is to make
clear to the taxpayer that the
administration has data that will
be compared with the returns
received to detect any
inconsistencies. In so many
instances, a sudden visit may
occur to catch the unscrupulous
taxpayer, and combat hiding of tax
documents.

Main Features of a successful
VAT Audit

(1) Taxpayers are selected for
audit on the probability that
they will be evading tax.

(2) The frequency of a VAT audit is
far greater than is customary
for income tax.

(3) The scope of a VAT audit is
quite different from that of an
income tax audit. The VAT

audits consist primarily of
short, verification visits to
detect evasion. They are not
intended to be a complete
financial audit. Though VAT
Audit most of the time
exhausts a partial searching of
expenditures base in the
Financial Statement.
(4) Fraud investigations are conducted
by specially trained auditors.
(5) The one of the main objectives
of the Auditor is to enhance
voluntary compliance and
educate properly to apply all
sorts of legal provisions, rules
and interpretations-thereby
create a good corporate
governance plateau.
Selectivity, Criteria, timing,
Reporting and Audit task must
be governed by a
predetermined set principle. It
should be objective based,
rather not so many subjective
issues.

G)

Main steps in a VAT audit

In Our country context the
framework of audit takes so much
initiates by Central Intelligence of
NBR, Investigations Department of
VAT and field level
Commissionerates team engage in
Audit whole the year. The criteria
and overall selectivity, strategy
varied in different directions. But
in most cases, an audit order is
given by the Commissioner
ordered an audit team and time
bound to give a report. The team
then seeks hundreds of
documents to units within a
certain period to accomplish the
tasks. In the following points some
of the important jobs start in most
the audits under purview of NBR
and filed offices.

(1) Financial records such as
invoices, work sheets, and
banking. Clearly there should

be a very close relationship
between the total value of
invoices issued, the periodic
summary of sales in a VAT
work sheet, banking, and the
output tax data shown in the
VAT return. The checks should
confirm that there are no
missing invoices and that sales
have been properly classified
into taxable, exempt, and zero
rated. If there is a material
discrepancy between any of
these, the reason should be
established by discussion with
the taxpayer, by making
further checks of the business
records, and, if necessary, by
interviewing suppliers or
customers. An unexplained
discrepancy between any of
the above records may be the
result of innocent error or
fraud. Similar matching will be
required in relation to credits
claimed for inputs. For this,
the comparison will be
between the invoices held for
a specific period, the work
sheet summaries, checks
written, records of cash
expenses, and credits claimed
in the return.

(2) External information such as
customs documentation and
documentation held by
customers and suppliers.
Information gathered from the
customs department can assist
in the independent verification
of the data in a taxpayer’s
return. Checks of bill of entry
documents could help to
identify excess input credit
claims or possibly indicate an
undisclosed business activity.

(3) Physical records including units
of production, inventory, and
material use data. A review of
the physical aspects of the




business could be made for
two reasons. First, a quick
check of the premises, nature
of machines, capacity etc., may
indicate the types of purchases
and sales that should be
expected and may give some
clue about the size of the
business. More detailed
calculations of estimated sales
and purchases might be
needed if there are no
financial records or if an
apparent discrepancy must be
explained. The types of
comparisons that can be made
will vary widely among
different kinds of businesses,
but could include estimating
sales, purchases, or value
added on the basis of the
production capacity of
machinery, raw material and
electricity usage, transport and
cartage documents and costs,
number of employees, salaries
paid, utility bills data, interest
paid, rent, area of factory
premises, and licensing data or
production returns held by
other government
departments.

(4) Some administrations collect
sample invoices from
customers and suppliers. This
procedure extracts details
from a small selection of
doubtful invoices during an
audit and posts them under
the name of the other
taxpayer to the transaction
pending his audit. Invoices
issued by a taxpayer can
ultimately be checked to verify
the input credit claims of the
customer, while those received
by a taxpayer should be
reflected in his supplier’s
output tax calculation.
However, such sample invoices
are only a minor part of the

audit and could be classified as
contributing to the
information, thereby better
understanding of the auditor.

(5) The filing of amended
(corrected) returns in which
the taxpayer admits his errors
or omissions as detected by
audit should be encouraged.
Because they are filed by the
taxpayer himself, amended
returns are not subject to
costly and time-consuming
appeals procedures. Even if
the taxpayer is unwilling to
acknowledge the full amount
of tax the administration says
he owes, in some cases it is
preferable to accept
“voluntary” amended returns
in which the taxpayer agrees
to pay a portion of the tax due
than to make an official
assessment for the full tax that
the administration believes
was omitted. Official
assessments generally give rise
to appeals, so it is preferable
to reach a settlement to avoid
judicial proceedings.

Audit Methodology

The precise nature of the checks
made during audit will vary,
depending on the nature of the
VAT law. However, the basic
procedures will be almost the
same and a typical audit is likely to
involve the following:

(1) A check of all third-party data
held in the office under the
taxpayer’s name against his
accounting records. This could
include information culled
from other audits, income tax,
import data, or information
collected from customers or
associates. The data may also
include copies of VAT invoices
obtained from audits of other
taxpayers. In our country
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perspective taxpayers naturally
try to subside invoices, records
and related party information
to avoid tax and thereby
creates negative chain effects.

(2) A review of the accounting
records for the selected return
period and/or other aspects of
the business to ensure that
they are adequate and to
identify possible weaknesses
for further examination.
Internal control procedures
require particular attention.
That means taxpayers records
keeping procedure
—authorization and validation
may substantiate the accuracy
and neutrality of the outcome.
More internal control ensure
better compliance.

(3) Confirmation of the
arithmetical accuracy of input
and output tax calculations,
tracing from the return back to
work sheets and the
accounting records. A sample
check of source documents
supporting both input and
output tax calculations (bank
statements, invoices, deposit
slips, till tapes, etc.).

(4) A comparison of external data
held (such as payment
schedules from customers)
with books of account and
returns.

(5) A check on exceptional items
such as the preparation of
self-supply invoices and
second-hand goods credits.

(6) Audit of turnover — random
checks of invoices and receipts;
correct application of the
different tax rates; and
comparison between VAT
returns and accounts;

(7) Audit of input tax deductions —
for example, are the input tax
deductions calculated by the
taxable individual correct? Is
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the corresponding evidence
available (formal and
substantive proof)? Have any
necessary corrections to the
input tax or to events related
to own use information been
deducted and reported
correctly?

(8) Audit of specific elements and
tax-generating events such as
exchanges of services with
related persons, services that
have not been formally
justified, change of use, mixed
use, advance payments,
contracts, nature of service,
payment details etc.

(9) A check of invoices for input
credits claimed on private
purchases.

(10) Verification that exempt and
zero-rated goods have been
correctly accounted for.

(11) Checks should be made on
deviations from the standard
business operating ratios
(e.g., input: output, exempt:
taxable sales) and to establish
any reasons for significant
departures from industry
standards.

(12) Sample checks can be made
from purchase invoices to
inventories, and the
reasonableness of the latest
inventory can be assessed in
the light of recent purchase
and sales data.

(13) Production records should be
reviewed as an aid to
assessing the validity of raw
material input credits and
output tax liability.

(14) Quantify any discrepancies,
ensure that any evidence held
and any explanations are
recorded, assess whether
there are any indications of
fraud, and prepare report for
supervisor.

Selection Criteria

The following taxpayers,
meanwhile, are selected as
priority cases for a VAT audit:

1. Taxpayers whose VAT
compliance is below the
established industry
benchmarks;

2. Taxpayers with zero-rated
and/or exempt sales due to
availment of tax incentives or
exemptions;

3. Taxpayers engaged in business
where 80%, more or less, of their
transactions are on a cash basis
and whose purchases of goods
and services do not generate a
substantial amount of input tax,
such as restaurants, remittance/
payment centers, etc.;

4. Taxpayers with VATable
transactions which were
subjected to expanded
withholding tax but with no VAT
remittance;

5. Taxpayers who failed to
remit/declare VAT due from
purchase of services from
non-resident aliens;

6. Taxpayers who fail to declare
gross sales/receipts subjected
to VAT withholding on
purchases of goods/services
with waiver of privilege to claim
input tax credit;

7. Taxpayers whose gross
sales/receipts per income tax
returns are greater than gross
sales/receipts declared per VAT
returns;

8. Taxpavyers filing percentage tax
returns whose gross
sales/receipts exceed the VAT
threshold;

9. Taxpayers whose raw materials
id fully import based.

10. Taxpayers who supply on the
basis of work order or bid;

arrangement.

11. The turnover of taxpayer
diminishing every months.;
12. Commercial importer who

does not maintain proper
books and records.;

13. The organization, claims more
refund all time.;

14. The organization which issues
more Debit note and Credit
notes.;

15. The Registered person who
collects raw materials from
open market.

Recommendations: some
observations

Last one decade, a challenging tax
target create a big concern to the
tax administration towards greater
importance in Compliance. Audit
and other preventive tools, also
investigation in this regard works
tremendous to reach targets of
NBR revenue. Growing digital
platform in VAT and other tax
systems may incorporate Audit
Module software in the central
system server. To maximize the
effect of audits, a case selection
system should be developed make
the audit easy taking into account
the following:

Streamline Audit Workflows
Integrated document control
manages all audit-related records
and documents to simplify record
keeping, task workflow and
approvals while comprehensive
audit logs ensure your
organization is always audit-ready.

Audit Management Software

Audit Management software
simplifies compliance and ensures
organization is always ready for an
internal or external audit.




e Simplify compliance for all
operating jurisdictions

¢ Centralize record keeping and be
"always-audit-ready"

e Standard forms, checklists and
documents streamline.

e Stay in standard compliance.

Key benefits of Audit
Management Software

Audit Software provides tools to
ensure that all auditing activities
are documented in one place. It
also allows the user to set up and
schedule audit activities, upload
audit agendas, audit schedules,
and relevant documented
information needed for the audit
to be completed, all within the
software. Notices of audit dates
are sent to the proper parties via
the in-software email system.

Why does Audit Management
Software matter?

Audit Software allows the user to
manage all audit functions within
one single platform. It saves time
and makes the process more
efficient and effective by having all
audit-related documents and

schedules controlled in the
Software. The audit software is
the ideal tool for managing audits
for an organization, from audit
scheduling, auditor selection to
loading agendas and checklists.

Audit Support Systems

Systems should be developed to
support tax auditors in conducting
field audits. For example, when a
tax auditor visits a taxpayer he
should have with him a computer
printout containing data from the
returns filed by the taxpayer.

VAT Summary Records

VAT summary records should be
computer printed and contain the
data furnished by the taxpayer on
his return. Tax auditors should
conduct the audit using the
information on these records. To
guide the auditors” work, the
computer should indicate on the
summary records the existence of
any errors, such as arithmetical
errors.

Audit Staff
VAT auditors do not need to be
qualified accountants. However,
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they do need to have a basic
knowledge of accounting, be fully
trained in the interpretation of the
VAT law, Income Tax law and be
able to deal tactfully with
taxpayers.

Evaluation of Audit

The effectiveness of audit should
not be measured in terms of its
direct revenue yield—that is, the
amount of additional tax
assessed—but the extent to which
audit contributes to better tax
compliance. Judging the
effectiveness of audit by the
amount of additional tax
assessments is similar to
evaluating traffic authorities by
the fines collected from drivers.
The basic objective of tax
administration is to maximize
voluntary compliance, that is, to
minimize noncompliance. In this
regard, a highly visible revenue
agent may be the most effective
way of ensuring compliance with
the law, even if it does not directly
yield additional revenue. Because
good compliance attitude helps
building sound tax management
environment in the long run.

The writer works as Additional Commissioner, Customs, Excise & VAT Commissionerate, Dhaka (West) & Council Member of ICMAB.




Revenue Opportunities and Challenges of
Blue Economy in Bangladesh

Monalisa Shahreen Sushmita

The "blue economy" is an idea
that encourages environmental
sustainability through greater
prosperity, greater social inclusion
and the preservation or enhance-
ment of existing lifestyles and
livelihoods. Professor Gunter Pauli
initially presented the idea of a
"Blue Economy" in 1994. Media
attention was brought to the
Rio+20 Conference for the first
time in 2012. Unfortunately, the
phrase "Blue Economy" is often
used without context in Bangla-
desh, leading many to believe that
all of Bangladesh's economic
activity takes place in or around
the ocean. While the phrase "Blue
Economy" is sometimes used to
refer to many forms of marine
economic activity, it does not
include all oceanic economic
pursuits. The concept of "blue
economy" is one that is focused
on the ocean. There are 26
different economic activities that
contribute to the Blue Economy.
The fishing, shipping, energy,

tourist, coast guard, and surveil-
lance businesses are all depen-
dent on the sea. Many individuals
do not have the financial means to
fully engage in the widespread
trend of "green living," which
includes practices like purchasing
organic food and using different
forms of renewable energy. This is
where the concept of the "Blue
Economy" comes in.

Oceans cover 72% of Earth's
surface and are home to more
than 95% of its life. The seas, the
first place where life appeared on
Earth, are essential to the survival
of all other forms of life by
producing oxygen, absorbing
carbon dioxide, recycling nutri-
ents, and regulating global
temperatures. Because they
facilitate the movement of 80
percent of all worldwide trade and
provide food and money for
billions of people, the seas are
essential to their existence.
Marine and coastal ecosystems
are also valuable resources for the

rapidly growing industry of
ecotourism, which has a signifi-
cant impact on the global econo-
my. The ocean bottom is the
source of 32% of the world's
hydrocarbons, yet exploration has
only just begun. New opportuni-
ties for marine resource develop-
ment are opening up in many
different fields as a result of
technological advancements.
Many forms of renewable "blue
energy," such as wind, wave, tidal,
thermal, and biomass, may be
extracted from the ocean.

The Blue Economy considers the
world's oceans and seas to be
"Development Spaces" that can be
used for a wide range of activities,
such as conservation, sustainable
use of living resources, extraction
of oil and mineral wealth,
bio-prospecting, generation of
sustainable energy, maritime
transportation, and more. Fishing,
aquaculture, habitat preservation,
and pollution prevention goals
throughout the globe need to be




shown to be making actual,
verifiable progress. To strike this
delicate balance, it will be neces-
sary to bring together the public
and commercial sectors, secure
funding, and instigate strong
ocean governance.

There is a lack of awareness about
the blue economy in Bangladesh
before the revolutionary decision
established through the maritime
border issue between Myanmar
and India. Based on the majority
ruling, Bangladesh may now claim
sovereignty over all assets, both
living and nonliving, within 200
nautical miles of the Bay of
Bengal's shore. Just like the
agreement reached with India on
July 7th, 2014. Bangladesh is the
world's 44th biggest economy and
depends heavily on maritime
trade to expand. Its GDP is S 130
billion. On September 1st, 2014,
at a global workshop on the blue
economy in Dhaka, Bangladeshi
Prime Minister Sheikh Hasina
emphasized the importance of
blue economy by saying that it
could open up a new path for the
progress of a coastal nation like
Bangladesh by easing the way for
marine-based economic activities
and the management of the
ocean and its assets. Ninety
percent of the country's trade
now takes place on the high seas.

As a result of the marine agree-
ment, Bangladesh has gained land
and an expanded economic zone.
The suit's resolution has unlocked
tremendous opportunities for our
nation, and many ongoing talks
center on honing the processes by
which to make the most of our
burgeoning ocean economy. The
region under dispute spans about
1,188,13 square kilometers of sea,
including 200 nautical miles across

the large range. The Bay of Bengal
has enormous potential as the
Blue Economy develops. Bangla-
desh has the opportunity to
develop a number of ocean-based
sectors, including oil and gas
exploration, fishing, shipbuilding,
shipbreaking, salt gathering,
tourism, and more. The world has
been impacted severely by food,
fuel, natural, economic, and
currency crises. Blue economies
may carefully develop agreements
to address these issues. It offers a
fresh perspective on what may be
achieved in the real world econo-
my. Given the importance of the
blue economy to the United States
economy, we can't afford to
disregard it. This is due to the fact
that the ocean accounts for more
than 70% of Earth's surface and is
responsible for 90% of interna-
tional commerce. Our nation's
achievement in protecting a
sizable maritime border. It has
allowed for significant advances in
the search for minerals under the
ocean's surface. Both living and
nonliving organisms may be found
in abundance in the ocean's water
column and on the bottom.
However, there is a shortage of
skilled laborers who can evaluate
the assets' availability and do the
required analysis. It is possible to
rapidly increase the number of
qualified oceanographers in
Bangladesh by introducing training
programs from other countries.

From the very beginning of the
UNCED process, it has been
acknowledged that Agenda 21 and
the Johannesburg Plan are crucial
to achieving sustainable develop-
ment, and this recognition has
been reaffirmed and highlighted
during the Rio+20 Conference.
Present efforts to guarantee
sustainable developments are
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inadequate as shown by the
destruction of marine and coastal
ecosystems as a consequence of
current exploitation patterns. But
in 2012 with Myanmar and in
2014 with India, maritime bound-
ary conflicts were settled, clearly
outlining the area within Bangla-
deshi jurisdiction. Given that it is
now almost as large as the
country itself, the government has
made it a top priority to put that
land to good use in growing the
economy. The government has
adopted the growing notion of a
blue economy to direct the
expansion of ocean space, which
seeks to strike a balance between
the success of ocean-related
companies and the welfare of
marine ecosystems.

The planning documents such as
the 8th Five-Year Plan Plan The
recently concluded Seventh
Five-Year Plan places a premium---
on this idea (2021-201515-2020).
See the 8th Five Year Plan..These
ocean goals were established with
an awareness of environmental
deterioration brought on by
land-based economic expansion.
The economic toll of air pollution
caused by rapid urbanization in
Bangladesh is estimated to be
about one percent of GDP.

The "blue economy" is an idea
that encourages environmental
sustainability via more prosperity,
greater social inclusion, and the
preservation or enhancement of
current ways of life and means of
subsistence. The land area of
Bangladesh is 148,460 km2,
whereas the water area is merely
18,290 km2. Bangladesh's
maritime boundaries include a
12-mile territorial sea, an 18-mile
adjacent sea, and a 200-mile EEZ.
Even though the Bay of Bengal has
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served Bangladesh's domestic and
international trade and shipping
for centuries, there is still a great
deal to learn about and exploit in
this sea region.

The prospects for the Blue
Economy have increased in light of
this circumstance and the oppor-
tunities presented by contempo-
rary technology. Because of the
population and economic impor-
tance of the ocean to Bangladesh,
the Blue Economy is well suited to
the nation. If we are serious about
achieving sustainable develop-
ment in our nation, we will need
to plan carefully and implement
suitable policies in order to reap
the benefits of the blue economy.

The phrase "blue economy" is
used to describe the strategy of
making use of marine resources to
improve both environmental
security and economic growth.
Including all economic exercises at
sea, in port, and along the shore.
Itis's the lifeblood of internation-
al trade and business, as well as
oceanographic exploration and
other related fields of study.
Utilizing the ocean's resources is
beneficial on both a global and
national basis. An abundance of
scarcity is intended as a result of
this economic system. Two-thirds
of the planet is water, including
the riverine nation of Bangladesh.
Therefore, the blue economy may
play a major role in boosting GDP
and quality of life. The notion of a
"Blue Economy" was debated
during the RIO + 20 United
Nations (UN) Conference on
Sustainable Development, held in

Rio de Janeiro, Brazil in June 2012.
When compared to other environ-
ments, the ocean's efficiency is
unrivaled. Several nations are now
making efforts to guarantee the
most efficient use of marine
resources for future prosperity.

The Bay of Bengal's fisheries and
other mineral endowments have
significant potential for boosting
Bangladesh's economy which will
increase the potential revenue
sources. Marine seafood is one of
Bangladesh's most valuable
exports. Due to the blue economy,
using water resources and
overseeing the oceans is now
considered normal practices.
Private sector investment and
entrepreneurial activity, from
huge, vertically integrated firms to
small, family-run fisheries, are the
true drivers of economic growth.
Governments may set up legal,
regulatory, and administrative
frameworks and incentives. The
current framework within which
the private sector operates,
irrespective of its size, has to be
reevaluated to ensure that all
communities reap the benefits of
sustainable development. A
commitment to "urge the private
sector to contribute to decent
employment for everyone and job
creation for both women and
men, and notably for the young"
was made by the international
community in the Rio+20 result
papers, The Future We Want.
Achieving this objective is impossi-
ble without laws that require
more environmentally friendly
manufacturing and consumption
habits. In order to aid legislators in

formalizing these objectives for
private sector growth and equal
incentives, several well-estab-
lished methods have been
developed.

To emphasize the sector's ability
to reduce poverty, boost food and
nutrition security, fight climate
change, and build thriving
communities, the approach
concentrated on Blue Economy
principles, values, and norms. To
achieve its goals of sustaining a
stable, thriving maritime economy
and healthy marine ecosystems, a
Blue Economy must protect,
develop, and employ marine and
coastal ecosystems, as well as all
oceanic resources and services, in
harmony. If ocean-centric enter-
prises are to thrive over the long
term, particularly if their aim is to
enhance people's quality of life,
governments and stakeholders
must work together on the Blue
Economy on the basis of mutual
trust and respect, fair reciprocal
benefit, and benefit sharing.
Bangladesh in particular, would
need to make adjustments to its
legal, regulatory, administrative,
and governance framework(s) in
order to make a smooth transition
to a Blue Economy.

In light of the recent maritime
dispute agreement with India and
Myanmar, Bangladesh now
controls a substantial area of the
Bay of Bengal. These days,
Bangladesh has all the ingredients
and scope to explore new avenue
of revenue sources and increase
national earnings. It’s a opportuni-
ty for Bangladesh to become a
successful blue economy nation.

The Writer is Joint Commissioner of Taxes
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Maurice Lauré was a French economist who
is best known for inventing and introducing
value added tax in France,

Dr. Georg Wilhelm von Zemens the German
industrialist, landowner and royal Prussian
privy councillor from the Siemens family in
1918 proposed the general idea of tax on
valueaddition.
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Beard Token

Beard Tax is a governmental policy that
requires men to pay for the privilege of
wearing a beard. Those who paid the tax
were required to carry a "Beard Token"

In 1698, Tsar Peter (I) known as Peter the Great established a Beard
Tax in Russia.
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Britain's Salt Act of 1882 prohibited Indians from collecting or selling salt, a
staple in their diet. Indian citizens were forced to buy the vital mineral from
their British rulers, who, in addition to exercising a monopoly over the
manufacture and sale of salt, also charged a heavy salt tax.
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Enhancing tax Morale of the Citizens

Md. Saifur Rahman

Introduction:

Modern tax system is a
self-assessment system which
means that the tax payers
themselves calculate their income
and amount of tax payable. The
success of a self-assessment tax
system relies heavily on the
voluntary tax compliance of the
tax payers. One of the driving
factors of voluntary tax
compliance is tax morale of the
citizens. High tax morale is closely
associated with tax compliance
and tax compliance is connected
with the government’s ability to
collect more revenue to fund
public expenditure.

Countries with high Tax GDP ratio
generally have high tax morale
(OECD, 2019). Bangladesh is a
country where Tax GDP ratio is
very low which is leading to
widening overall budget deficit
every year, the result of which is
huge borrowing from domestic
and external sources. In order to
reduce the gap between
expenditure and revenue,
Bangladesh must increase the Tax
GDP ratio. Enhancing the tax
morale of the citizens can be an
effective measure to increase

voluntary tax compliance and Tax
GDP ratio.

Problem Statement:

Tax is the main source of
government revenue. Tax GDP
ratio is one of the widely used
indicators for measuring the
capacity of the tax department to
mobilize enough revenue to meet
up government expenditures. In
Bangladesh, the Tax GDP ratio is
lower than most of the countries.
According a publication of Asian
Development Bank, in 2019, the
Tax GDP ratio was only 8.9 ( A
Comparative Analysis of Tax
Administration in Asia and the
Pacific Fifth Edition), Asian
Development Bank)

Low Tax GDP ratio indicates low
tax morale of the citizens.
According to the NBR data, the
number of people with Tax Payer
Identification Number (TIN) in the
country is about 8.4 million.
Number of taxpayers who have
submitted their tax returns in
FY22 was only 2.3 million.
Compared to total population,
which is 16.51 Crore (Population
and Housing Census, 2022, BBS),
the TIN holders are only 5.08 per

cent of the total population and
number of tax return submitting
tax payers is only 1.39 per cent. In
contrast, in USA, about 45 per
cent of the population pays taxes.
Even in India number of tax payers
is 6.25 per cent of the total
population (Anon., 2022).
Bangladesh aspires to be an upper
middle-income country by 2031
and a high-income country by
2041 (Perspective Plan of
Bangladesh 2021-2041). To attain
the development target,
Bangladesh has no alternative but
to increase Tax GDP ratio and
collect more resources from
domestic sources. The present
study is an attempt to explore the
underlying causes of low tax
morale and suggest some
effective measures to enhance tax
morale of the citizens of
Bangladesh.

What is Tax Morale:

Tax Morale can be defined as the
intrinsic motivation to pay taxes
(OECD, 2019). It is a driving force
that encourages the tax payers to
pay the right amount of tax
payable as per the existing law. Tax
morale measures tax payers’
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perception and attitude of paying
and evading taxes. High tax morale
implies tax payers’ high ethical
standard in paying taxes, whereas
low tax morale means tax payers’
reluctance to pay taxes. Tax
compliance begaviour of the tax
payers is shaped by tax morale
which is significantly correlated
with strategies of tax effort across
countries (Sebele-Mpofu, 2020).

Literature Review:

Cologne school of tax psychology
was the first to come up with the
concept of tax morale in the
1960s (Schmolders, 1970). At the
beginning, it was not well received
as a factor influencing tax
compliance (Torgler, 2004). As a
theoretical concept, tax morale
has attracted the attention of the
researchers from 1990s and has
become a central issue in
empirical research on tax
compliance (Torgler, 2011).

Tax morale represents a significant
factor that affects tax compliance
and plays a sizeable role in
explaining tax compliance
decisions (Singhal, 2014).
Although a high level of tax
morality does not automatically
result in a high level of tax
compliance, it becomes quickly
apparent by analyzing the results
of previous empirical studies that
tax morale has a strong effect on
various forms of tax
non-compliant behaviours. Lower
levels of tax morale are associated
with higher levels of tax
evasion/lower levels of tax
compliance (Porcano, 2016).
There are various factors that
affect tax morale. These factors
are grouped into three main

categories: formal institutions
which include factors related to
governance and countries’
structural conditions; informal
institutions which include the
social influences; and
socio-demographic characteristics
and personal values (Horodnic,
2018).

Analysis:

Although very few studies have
been done in Bangladesh on the
causes of low tax morale of the its
citizens, a good number of studies
are available internationally on the
citizens of other countries. The
findings of those studies can be a
guide to studying the causes of
low tax morale in Bangladesh.

In the yellow Marking table below
is a list of research findings on
factors affecting tax morale which
is compiled by Favourate Y.
Sebele-Mpofu in the article
Governance Quality and Tax
Morale and Compliance in
Zimbabwe’s Informal Sector
(Sebele-Mpofu, 2020).
Variable
Investigated

Trust in public
authorities

Governance

Outcome/Findings

loana Alexandra Horodnic (2018)
in the article “Tax Morale and
Institutional Theory: A Systematic
Review’ identified a number of
reasons affecting the tax morale.
1. an asymmetry between the
laws and regulations and the
socially shared unwritten norms 2.
Low trust in public authorities 3.
perceived fairness and
effectiveness of the government
spending 4. perceived level of
corruption 5. Perceived
procedural justice (citizens are
treated in a respectful, impartial
and responsible manner by the tax
authority) 6. Perceived procedural
fairness (citizens perceive that the
share they pay is fair in
comparison with the share paid by
others) 7. Perceived redistributive
justice (citizens believe that they
receive the goods and services
they deserve according to the paid
taxes) 8. lack of trust in other
taxpayers and the perception that
tax evasion is widespread in a
society 9. Deterrence measures
(High risk of detection/expected
sanctions associated with higher

Research Studies

A tax morale is driven by the level of trust in public Daude et al. (2013), Chan et
authorities. The lower the level of trust in public al. (2017), Filippin et al.
authorities the lower tax morale and the opposite is true.

(2013), Vythelingum et al.
(2017)

The higher the quality of public governance and that of Alasfour, Samy and

quality/delivery of ~ goods and services delivered by government, the higher Bampton (2016), Frey and

public goods and
services
Government
fairness
perceptions
Government
spending

morale.

and other services.
Corruption
and tax compliance.

Regulation and
institutional
effectiveness

upheld escalates tax morale.

the levels of tax morale and tax compliance.

Tax morale is positively influenced if revenues are
convincingly spent on infrastructure, education, health

Widespread corruption negatively impacts on tax morale  Jahnke

Torgler (2007), Vythelingum
etal. (2017)

The lower the perceived fairness, the lower the tax Alasfour et al. (2016), Cevik

(2016), Cyan et al. (2016)

Daude et al. (2013), C. C.
Williams ~ and Krasniqi
(2017), Dickerson (2014)
(2015),  Jahnke
(2017), C. C. Williams and
Krasnigi (2017)

Effective regulatory environment where democracy is Topal and Sahin (2017), C. C.

Williams ~ and Krasnigi
(2017), Torgler (2003a),
Leonardo and Martinez-
Vazquez (2016)

Voice (democracy) Voice (democracy) and accountability are positively Filippinet al. (2013),

and related to tax morale.
accountability

Koumpias and
Martinez-Vazquez (2019),
Cyan

etal. (2016)




tax morale) 10. Government
Expenditure (i.e. social protection,
education, health) 11. Tax rate.
According to this study, a high tax
morale is associated with a high
level of trust in government, trust
in parliament, trust in the court
and legal system and rule of law,
trust in tax authority and tax
officials and trust in public officials
(Horodnic, 2018).

Erstu Tarko Kassa (2021) in the
study ‘Factors influencing

taxpayers to engage in tax evasion:

evidence from Woldia City
administration micro, small, and
large enterprise taxpayers’ found
that moral obligation, tax fairness
and tax knowledge significantly
influence tax payers in engaging in
tax evasion and hence have
evidential impact on the tax
morale (Kassa, 2021)

The low tax morale of the citizens
of Bangladesh can be explained by
the findings of the
above-mentioned studies.

Trust in public authorities have
significant impact on tax morale.
In Bangladesh, trust in public
institutions is not satisfactory.
People have low trust on
government and other public
authority including judiciary
(Akanda, 2016). The citizens have
general perception that most of
the public institutions are not
working for the best interest of
the citizens. Huge gap between
the people’s expectation and
perceived performance of the
public authorities and public
institutions demotivates the
citizens to pay taxes.

Quality of overall governance and
delivery of services by the public

offices form an opinion and trust

of common people about the

public offices. In Bangladesh,
people are not happy with the
with the public offices on the way
the public services are delivered.
Failure to get proper services from
public offices is another
demotivating factor for the
citizens to pay taxes to the public
exchequer.

Though tax is unrequited
payment, citizens expect benefits
in the form of planned
infrastructure, quality education,
better health services, safety and
security. Though Bangladesh has
made tremendous development
with respect to infrastructure,
there is serious issue with quality
education, better health services,
safety and security, which is a
significant cause of low tax
morale.

People’s perception about how
the money collected by the
government through taxes is being
utilized has an effect on people’s
tendency of paying taxes. If
people perceive that there is lack
of transparency in public sector
and public money is not being
used properly for the benefits of
the citizens, tax morale will be
lower. Corruption is very rampant
in Bangladesh. Lack of
transparency and accountability in
public spending causes the tax
morale to drop, even for an
honest tax payer.

Tax morale will be higher where
the citizens perceived the tax
system to be fair. Existence of
widespread tax evasion in
Bangladesh destroys this principle.
Tax payers who are paying taxes
regularly may think that if their
neighbors can go without paying
taxes, why will they pay taxes?
Absence of deterrence measures
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is another factor that contributes
to low tax morale. In Bangladesh,
enforcement of tax laws is not
very strong. Tax department lacks
capacity to detect tax evaders. If
the habitual tax evaders can go
without paying year after year
without the fear of being caught,
there is no reasons for them to
comply the tax laws.

Knowledge gap can be a barrier to
tax compliance and it can lead to
low tax morale. In Bangladesh, tax
education has not been
incorporated in the national
curricula. Most of the tax payers
are not aware of the tax laws and
other compliance issues. As a
result, they may become
non-compliant even without
knowing the fact that they have
become tax non-compliant.

Recommendations and
Conclusion:

Low tax morale of the citizens of
Bangladesh is a consequence of
multiple factors. Some decisive
and visible actions are to be taken
in order to create an intrinsic urge
in the citizens to pay the right
amount of tax. Improving the
quality-of-service delivery can be
the first step so that citizens can
get those services with ease. The
trust of the citizens on the public
institutions should be brought
back through continuous
improvement of the public
institutions. Curbing corruption in
the public sector is crucial. Steps
should be taken to ensure proper
utilization of public moneys and
stop wasteful expenditures. The
institutional capacity of the
revenue department has to be
strengthened through automation
and logistic support. Strong
enforcement has to be ensured so
that tax evaders cannot go
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unpunished. Tax education should
be incorporated in the national
curricula.

Enhancing the tax morale of the
citizens is not a matter of one day.
A proper strategy with both
short-term and long-term
objectives and actions should be
taken to build the trust of the
citizens on public sector.
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