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Introduction
Taxation forms the backbone of every nation’s fiscal strength, and Bangladesh is no
exception. As the economy has evolved, so too has the tax system, facing the twin
challenges of modernization and adaptation to global standards. This book aims to
demystify the Bangladeshi tax framework, making it accessible not only to tax
professionals or business owners, but to anyone seeking to understand how the
collection and administration of taxes impact daily life, national development, and
future opportunities.

Understanding the complexities of taxation in Bangladesh requires journeying through
a web of statutes, procedural rules, recent reforms, and administrative
transformations. The National Board of Revenue (NBR), once the singular authority,
was recently restructured to better meet international obligations and drive efficiency,
giving rise to distinct policy and management divisions. This change reflects a broader
ambition to bolster compliance, enhance revenue, and ensure tax laws are responsive
to the needs of a growing, diversifying economy.

At its core, Bangladesh’s tax system incorporates both direct and indirect
taxes—ranging from progressive income taxes to VAT, customs duties, and excise
duty—each with unique principles, rates, exemptions, and compliance demands.
Individuals, businesses, and other entities are each subject to a specific set of
regulations, shaped by considerations like residency status, type of income, and the
nature of their activities. Changes such as the adoption of the Income Tax Act, 2023
and new compliance tools signal a pivot towards simplification and inclusivity, even as
challenges in enforcement and broadening the tax base remain.

This guide offers a step-by-step roadmap through the major taxes in Bangladesh, with
practical insights into registration, calculations, filing, and obligations for both
residents and non-residents. From comprehensive breakdowns of individual and
corporate tax rates to the finer points of VAT rebates and customs regulations, the
chapters ahead bring clarity to an often-intimidating subject. Special attention is paid
to tax incentives, the processes for claim and compliance, as well as the growing role
of digitalization in shaping taxpayer experience.

Recent reforms, ongoing policy debates, and technological innovations mean that the
Bangladeshi tax landscape is in constant evolution. Appreciating these trends is
crucial for citizens, investors, expatriates, and policy advocates alike, as tax has a
direct bearing on the socio-economic trajectory of the nation. The book also provides
practical recommendations for navigating compliance, avoiding common pitfalls, and
tapping into available resources.
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In sum, 'Understanding how the Bangladeshi Tax System Works' serves as both a
reference and a practical companion. Whether you are deciphering deductions on your
salary slip, weighing an investment decision, or preparing your first tax return, this
guide will empower you to do so with confidence and awareness of your rights and
responsibilities.
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CHAPTER ONE: The Tapestry of Taxation: Weaving
Through Bangladesh's Fiscal History
The story of taxation in Bangladesh is a long and intricate one, a tapestry woven from
threads of ancient practices, colonial impositions, and the evolving needs of a
developing nation. Understanding the current tax system isn't just about dissecting
laws and rates; it requires a journey back through time to see how this complex
structure came to be, shaped by centuries of shifting power dynamics and economic
realities. From the relatively informal levies of pre-colonial rulers to the structured,
albeit often burdensome, systems introduced by foreign powers, the concept of
contributing to a central authority for collective needs, or sometimes simply to satisfy
the demands of the powerful, has deep roots in this land.

In the mists of early history, long before the borders of modern Bangladesh were
drawn, various rulers and empires held sway over the Bengal delta. During these
periods, taxation was often less about sophisticated income assessment and more
about collecting a share of agricultural produce or imposing levies on trade. Land
revenue was a primary source of income, with systems in place to collect a portion of
the harvest from cultivators. These methods, while seemingly simple, formed the
foundational idea of the state claiming a share of economic output.

The arrival of the Mughal Empire brought a more formalized structure to revenue
collection. The Mughals, known for their administrative prowess, implemented systems
to assess land and collect revenue with greater, though still often varied, consistency.
They also imposed taxes on trade and other economic activities, establishing a more
comprehensive fiscal framework than had perhaps existed before. This era laid down
some administrative precedents that would, in altered forms, persist for centuries.

However, it was under British rule that the tax system in the region underwent its
most significant transformation. The British East India Company, initially arriving as
traders, gradually consolidated political and economic power, and with that power
came a keen interest in maximizing revenue. The victory at the Battle of Plassey in
1757 marked a turning point, leading to heavy impositions and war reparations that
placed a significant burden on the local populace. The company's employees soon
transitioned from being customs-tax-paying traders to becoming tax collectors
themselves.

A particularly impactful, and often criticized, development during the British period
was the Permanent Settlement introduced in 1793 by Lord Cornwallis. This system
fixed the land tax demand in perpetuity with zamindars, or landowners, who were
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made hereditary owners of the land and given control over cultivators. While intended
to ensure a stable revenue stream for the British, it often led to increased pressure on
the peasantry, as zamindars rigorously enforced collection and could even sell land if
taxes weren't paid punctually, resulting in significant land ownership changes over
time.

Beyond land revenue, the British introduced other forms of taxation that would
become cornerstones of modern fiscal systems. Income tax, a concept new to the
subcontinent, was first levied in 1860 by the British to address revenue deficits
following the Sepoy Mutiny of 1857. This initial income tax, based on an English
model, taxed incomes above a certain threshold, with varying rates for different
income levels. Although the initial act had a limited lifespan, income tax was
reintroduced and modified in subsequent years, eventually leading to the Income Tax
Act of 1922, which formed the basis of income tax law for decades.

Excise duties, levied on domestically produced goods, were also a significant feature
of British taxation, formalized under acts like the Excise and Salt Act 1944. Customs
duties on imported goods were another crucial component, serving both as a revenue
source and a tool to influence trade patterns, often in favor of British manufacturers.
Sales tax was adopted in Bengal in 1941 and later became a central tax under the
General Sales Tax Act of 1948.

The partition of India in 1947 and the creation of Pakistan, with East Bengal becoming
East Pakistan, meant the new nation inherited the tax system shaped by the British
and Pakistani regimes. While the fundamental structure remained, there were shifts in
emphasis and administration. The zamindari system, a legacy of British rule, was
abolished in 1952, leading to a more direct relationship between the government and
the taxpayer for land revenue collection, based on the East Bengal State Acquisition
and Tenancy Act 1950.

During the Pakistani period, revenue collection remained a critical function of the
government, and efforts were made towards rationalizing tax administration.
However, there were also instances of increased taxes and the introduction of new
levies, such as the compulsory levy system on agricultural land based on production,
which further burdened the peasantry in East Bengal. The distribution of revenue
between the central government and the provinces, including East Pakistan, also
became a point of contention, particularly regarding the share of income from key
exports like jute.

The period leading up to the independence of Bangladesh in 1971 saw continued
reliance on customs duties, income tax, and excise duties as primary revenue sources.
The struggle for autonomy in East Pakistan was, in part, fueled by economic disparities
and concerns about the equitable distribution of resources and tax revenues
generated in the region.
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Upon gaining independence in 1971, Bangladesh inherited a tax system that was a
complex amalgam of pre-colonial practices and British and Pakistani impositions. The
new nation faced the immediate challenge of establishing a fiscal framework that
could fund its development aspirations and meet the needs of its people. This required
not just collecting revenue but also reforming the existing system to make it more
equitable, efficient, and responsive to the needs of a nascent economy.

The early years of independent Bangladesh saw the establishment of key institutions
for tax administration, most notably the National Board of Revenue (NBR) in 1972,
tasked with mobilizing domestic resources through the collection of import duties and
taxes, VAT, and income tax. The Income Tax Ordinance of 1984 replaced the earlier
1922 Act, becoming the cornerstone of income tax law for nearly four decades and
aiming to simplify the system based on recommendations from a taxation enquiry
commission.

A major reform in the realm of indirect taxation came with the introduction of Value
Added Tax (VAT) in 1991, replacing the old sales tax system. VAT, levied on the value
added at each stage of the supply chain, represented a significant shift in how indirect
taxes were collected and aimed to improve efficiency and revenue generation. This
introduction, however, also saw the merging of many items previously subject to
excise duty under the VAT system, although excise duty continues to apply to a few
specific items.

Throughout the 1990s and into the 21st century, the Bangladeshi tax system
continued to evolve, driven by the need to increase revenue, broaden the tax base,
and adapt to a changing global economy. Reforms have often been influenced by the
recommendations of international bodies and the need to improve the tax-to-GDP
ratio, which has historically been low compared to other developing countries.

Efforts were made to modernize tax administration, including steps towards
digitization of processes and the establishment of specialized units like the Large
Taxpayers Unit. However, challenges in enforcement, audit, and compliance have
persisted, highlighting the ongoing need for further reforms to enhance the
effectiveness and fairness of the tax system. The historical legacy of fragmented
reforms and administrative complexities has meant that the journey towards a truly
streamlined and efficient tax system has been a gradual one. The evolution has been
a continuous process of adaptation, sometimes incremental, sometimes marked by
more significant shifts, all aimed at building a fiscal system capable of supporting the
nation's growth and development.
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