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The landscape of direct taxation in Bangladesh is a complex interplay of legislative evolution, economic policy, and 

administrative enforcement. At the heart of this academic and professional discipline lies the seminal work 

\"Bangladesh Income Tax: Theory and Practice\"  by Dr. Nikhil Chandra Shil, Mohammad Zakaria Masud, and 

Mohammad Faridul Alam. This text serves as the definitive roadmap for students, tax practitioners, and corporate 

financial officers navigating the intricacies of the Bangladesh tax regime. Understanding income tax in Bangladesh 

requires a dual focus: grasping the theoretical foundations of fiscal policy and mastering the practical application of 

the Income Tax Act, 2023  (which replaced the long-standing Income Tax Ordinance of 1984).

The Theoretical Framework of Taxation in Bangladesh

Taxation in Bangladesh is governed by the principle of Equity, Certainty, Convenience, and Economy, as

famously proposed by Adam Smith. In the context of the Bangladesh economy, income tax serves as a primary

vehicle for resource mobilization and wealth redistribution. The theoretical framework focuses on two primary

dimensions:

•  Vertical Equity: Ensuring that individuals with a higher capacity to pay contribute a larger proportion of their 

income to the national exchequer.

•  Horizontal Equity: Ensuring that individuals in similar economic circumstances are treated equally under the 

tax law.

Legal Basis and Jurisdiction

The primary authority for tax administration is the National Board of Revenue (NBR), operating under the Internal 

Resources Division of the Ministry of Finance. The legal framework has recently undergone a massive transition. 

For decades, the Income Tax Ordinance, 1984  was the bedrock of taxation. However, to modernize the system, 

the Income Tax Act, 2023was enacted, introducing simplified language, digital-friendly provisions, and updated

compliance requirements. The work of Nikhil Chandra Shil and his colleagues provides the necessary bridge to

understand these statutory shifts, offering a pedagogical approach to complex legal jargon.

The Classification of Taxpayers and Residential Status

One of the most critical aspects of Bangladesh income tax theory is the determination of a taxpayer's Residential 

Status. Under the law, the scope of taxable income depends heavily on whether an individual or entity is a resident 

or a non-resident. The theoretical formula for determining residency is as follows:

Criteria for Individual Residence

1.  Physical Presence: An individual is considered a resident if they stay in Bangladesh for a period of, or 

periods amounting in all to, 182 days or more in the relevant income year.

2.  Aggregate Presence: Alternatively, an individual is a resident if they are in Bangladesh for 90 days or more in 

the income year and have been in Bangladesh for 365 days or more during the four years preceding that income 

year.

The distinction is vital: Residents are taxed on their global income, whereas non-residents are generally only 



taxed on income accrued or received within the borders of Bangladesh.

Core Heads of Income: A Detailed Analysis

Bangladesh tax law categorizes income into specific \"heads\" to apply different deduction rules and tax treatments. 

This structured approach ensures that the Income Tax Actcan address the nuances of different earning activities.

According to the standard practice outlined by Shil and Masud, there are seven primary heads of income:



Head of Income Statutory Basis Key Deductions/Exemptions

Employment Income (Salary) Section 32 House rent, medical allowance, and 
conveyance (subject to limits).

Interest on Securities Section 34 Interest paid on money borrowed for 
investment in securities.

Income from House Property Section 35 Statutory repair and maintenance 
(25% for residential, 30% for 
commercial).

Agricultural Income Section 38 Costs of production, land land tax, 
and insurance.

Income from Business Section 45 All revenue expenditures incurred 
wholly and exclusively for business.

Capital Gains Section 57 Cost of acquisition and improvement 
of the asset.

Income from Other Sources Section 66 Any income not covered by the other 
six heads (e.g., dividends, lottery).

1. Employment Income and Benefits

Income from employment includes basic salary, bonuses, commissions, and various allowances. The Theory and 

Practiceof taxation emphasize the valuation of non-cash perquisites. For instance, if an employer provides a rent-

free accommodation, a specific percentage of the basic salary is added to the total income as a perquisite. The

taxability of allowances such as medical and conveyance is often subject to specific thresholds set annually by the

Finance Act.

2. Income from House Property

This is calculated based on the Annual Value of the property. The annual value is the higher of the actual rent 

received or the fair market value. A significant technical component here is the allowance for Repairs and 

Maintenance. For residential properties, a standard 25% of the annual value is deducted, regardless of actual

expenditure. This simplification is a hallmark of the Bangladesh tax system intended to reduce litigation.

Mathematical Model: Individual Tax Liability Calculation

To understand the practical application, let us consider a simplified mathematical model for calculating the tax

liability of an individual taxpayer (Male, under 65) for the assessment year 2023-24.

The Formula

Total Tax Payable = "� (Income Slabs × Respective Tax Rates) - Tax Rebate

Example Calculation

If a taxpayer has a total taxable income of BDT 1,000,000, the computation (based on standard slabs) would look

like this:

•  First 350,000: 0% (Tax-free threshold) = BDT 0



•  Next 100,000: 5% = BDT 5,000

•  Next 300,000: 10% = BDT 30,000

•  Remaining 250,000: 15% = BDT 37,500

•  Total Gross Tax: BDT 72,500

From this gross tax, the taxpayer may subtract a Tax Rebatebased on allowable investments (such as life

insurance premiums, DPS, or investments in government bonds), typically calculated at 15% of the eligible

investment amount.

Corporate Taxation and Statutory Compliance

Corporate taxation in Bangladesh is characterized by varying rates based on the nature of the entity and its listing 

status on the stock exchange. The Taxation System of Bangladeshdocument highlights that the NBR uses

corporate tax as a tool for industrial policy.

Corporate Tax Rate Matrix



Entity Type Tax Rate (FY 2023-24) Conditions

Publicly Traded Company 20% - 22.5% Must meet certain conditions 
regarding IPO and digital payments.

Non-Publicly Traded Company 27.5% - 30% Standard rate for private limited 
companies.

One Person Company (OPC) 22.5% - 25% Targeted at promoting individual 
entrepreneurship.

Banks, Insurances & FIs 37.5% - 40% Highest bracket for the financial sector.

Cigarette/Tobacco Companies 45% + 2.5% Surcharge Highest total burden to discourage 
consumption.

Technical writers and accountants emphasize the importance of Admissible and Inadmissible Expensesunder

Section 45. For example, any payment made to an employee as a salary without deducting tax at source (TDS) is

considered an inadmissible expense, meaning the company cannot deduct it from its taxable profit, effectively

increasing its tax liability.

Tax Deducted at Source (TDS): The Machinery of Collection

Tax Deducted at Source (TDS), or Withholding Tax, is the backbone of the NBR's revenue collection mechanism.

It ensures a steady stream of income for the government and reduces the possibility of tax evasion. TDS applies to

various payments including:

•  Salaries paid to employees.

•  Payments to contractors and suppliers.

•  Interest on bank deposits.

•  Commission and brokerage.

•  Export proceeds.

The TDS Rate 2020-21and subsequent updates in the 2023 Act require meticulous record-keeping. Failure to

deduct or deposit TDS results in heavy penalties, including the disallowance of expenses and personal liability for

the principal officer of the company.

Step-by-Step Guide to Tax Compliance in Bangladesh

For practitioners following the Nikhil Chandra Shilmethodology, compliance is a cyclical process. Here is the

technical workflow for a standard assessment year:

Step 1: Income Year and Assessment Year

Determine the Income Year  (typically July 1 to June 30) and the corresponding Assessment Year (the year in

which the tax is filed, e.g., 2024-25 for income earned in 2023-24).

Step 2: Documentation and Evidence

Collect all relevant certificates: TDS certificates from banks, salary certificates from employers (Form 16 

equivalents), investment receipts, and bank statements. The theory and practicesuggest maintaining a \"Tax

File\" throughout the year to avoid last-minute errors.



Step 3: Computation of Total Income

Aggregate income from all seven heads. Apply specific exemptions (e.g., 1/3rd of salary or BDT 450,000,

whichever is lower, for certain components under the new act).

Step 4: Calculation of Investment Rebate

Identify allowable investments under Part B of the Sixth Schedule. Calculate the rebate (usually 15% of the lower

of: Actual investment, 20% of total income, or BDT 10 million).

Step 5: Filing the Return

Submit the Income Tax Return  to the relevant Taxes Circle. Under the new digital initiatives, many taxpayers are 

now required to file online through the NBR's e-Return portal. Obtain the Acknowledgment Receipt, which is now

mandatory for accessing various government services (e.g., renewing trade licenses, obtaining credit cards).

Case Study: The Impact of Public Financial Management (PFM)

Dr. Nikhil Chandra Shil has frequently discussed Public Financial Management (PFM) and its intersection with tax 

innovation. A notable case is the implementation of Program Budgeting in Bangladesh. By aligning tax collection 

with specific developmental programs, the government has improved the transparency of how tax BDT is spent. 

This increase in transparency, theoretically, improves Tax Morale—the intrinsic motivation of citizens to pay taxes.

When citizens see their tax money funding infrastructure like the Padma Bridge, compliance rates tend to rise, a

phenomenon analyzed in modern economic theory as a \"Social Contract.\"

Troubleshooting Common Tax Errors

Even with comprehensive guides like Bangladesh Income Tax: Theory and Practice , taxpayers often encounter

operational challenges. Below are common failure modes and their technical solutions:

•  Error: Miscalculation of Perquisites. Many taxpayers forget to add the value of non-cash benefits (like a car 

provided by the company) to their income. Solution: Always use the standard valuation rules (e.g., 5% of basic 

salary for a car) regardless of actual usage.

•  Error: Failure to Reconcile Wealth Statements. The Statement of Assets, Liabilities, and Expenses (IT-10B) 

must reconcile with the income reported. If assets increase by more than the reported income, it triggers an audit. 

Solution: Ensure all gifts and loans are documented with bank transfers.

•  Error: Incorrect TDS Rates. Companies often apply the wrong rate to supplier payments. Solution: Refer to the 

NBR Tax Expenditure Guide or the latest Finance Act, as rates change based on whether the supplier has a valid 

TIN (Taxpayer Identification Number).

Summary and Broader Implications

The study of income tax in Bangladesh is no longer just about calculating numbers; it is about understanding the 

statutory evolution of a developing nation. The transition to the Income Tax Act, 2023  represents a significant 

leap toward a digital and taxpayer-friendly environment. Books like Bangladesh Income Tax: Theory and Practice

by Nikhil Chandra Shil provide the academic rigor necessary to master this field, blending legal theory with the

pragmatic realities of the Bangladesh economy.

As Bangladesh approaches its goal of becoming a \"Smart Bangladesh\" by 2041, the role of direct tax will only

increase. For the professional, staying updated on NBR circulars, understanding the nuances of TDS, and

maintaining accurate financial records are the hallmarks of successful tax management. By applying the



frameworks of capital gains tax, corporate liability, and individual assessment discussed in this guide, stakeholders

can ensure compliance while optimizing their tax positions within the boundaries of the law. The synergy between

theoretical knowledge and practical execution remains the most potent tool for any student or practitioner in the

realm of Bangladesh taxation.
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