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""Credit for input tax.—

(1) Except as provided otherwise, a registered person is entitled to an
input tax credit for the VAT imposed on a taxable supply or import if, and
to the extent that,—

(@) the supply was made to, or the import was made by, the
person—
(i) inthe course of the person’s economic activity; and
(ii) for the purpose of taxable supplies made, or to be made
by, the person; and
(b) the person paid, or is liable to pay, the consideration for the
supply.”
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"Partial input tax credit.—
Credit must reflect expenditure incurred

(1) Where a registered person pays or is liable to pay only part of the
consideration for a taxable supply, any input tax credit to which the person is
entitled shall be calculated only by reference to the amount the person pays or is
liable to pay.

Inputs not used wholly for taxable supplies

(2) A registered person who, in a tax period, is entitled to an input tax credit
for an import or acquisition but is not entitled to the full input tax credit, shall
determine its entitlement to input tax credits for all such imports or acquisitions
under subsection (3).

(3) For each tax period, the sum of the input tax credits allowed for the
imports or acquisitions to which this section relates is calculated according to
the following formula—

T

b XA

where—
I is the total amount of input tax incurred on imports or acquisitions to
which this subsection relates and for which a credit is sought in the tax
period;
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T is the value of all the taxable supplies made by the registered person

during the tax period; and

A is the value of all the supplies made by the registered person during

the tax period;

(4) In applying subsection (3), including as specified in subsection (5),—

(@) supplies made through an economic activity carried on at a fixed
place outside Bangladesh shall not be included in A or T in the
formula unless, under Chapter 6, those supplies are made in
Bangladesh; and

(b) the fraction T/A shall be rounded as follows—

(i) ifitis more than 0.90, by rounding up to one;

(ii) ifitis less than 0.10, by rounding down to zero;
Example: X is a company that supplies both taxable and exempt supplies.
In May, X’s total revenue from supplies made in that month is
taka 16.5 lakhs, including VAT. Of this, taka 5 lakhs is consideration for
exempt supplies, and so includes no VAT. The remaining taka 11.5 lakhs is
the total consideration for taxable supplies, and so includes taka 1.5 lakhs
for VAT imposed on the supplies. The value of these supplies is thus
taka (11.5 — 1.5) = 10 lakhs. X makes no supplies that are neither taxable
nor exempt.
During May, X also paid taka 9.2 lakhs, including VAT, on taxable
acquisitions. Its input tax from acquisitions was thus the tax fraction of
9.2 lakhs, or taka 1.2. In addition, X paid taka 15,000 lakhs VAT on taxable
imports of goods. X’s total input tax for May is thus taka 1.35 lakhs.
X is able to identify that some of the imports and acquisitions relate solely
to making taxable supplies. The input tax on these, which is fully creditable,
is 85,000 lakhs.
None of the imports or acquisitions relates solely to making exempt
supplies. Thus, X must apportion the remaining taka 50,000 lakhs input tax
because it relates to both the taxable and the exempt supplies X makes. The
amount that X can apportion, using the formula above, is—

(15-5)
50,000 X 15

= 50,000 X 0.67

= 33,334
(5) The input tax credits allowed to a person under subsection (3) for a tax

period shall be provisional, and at the end of each calendar year, an annual
adjustment shall be made, which shall be calculated as follows:

(@) add up all the amounts allowed as input tax credits under
subsection (3) in each of the twelve tax periods occurring during
that calendar year;



IFATACHT ©FID JRZR ALHIET AR 8%

(b) apply the formula in subsection (3) as if references in the
definitions of “I”, “A”, and “E” to “the tax period” were a
reference to the relevant calendar year;

(c) work out the amount of the adjustment by subtracting the amount
worked out under paragraph (b) from the amount worked out under
paragraph (a);

(d) if the adjustment so calculated is a positive amount, an increasing
adjustment equal to that amount must be made in the taxable
person’s VAT return for the third tax period in the following
calendar year, or such earlier tax period as the Board prescribes;

(e) if the adjustment so calculated is a negative amount, the person is
allowed a decreasing adjustment for that amount in the VAT return
for the third tax period in the following calendar year, or such
earlier tax period as the Commissioner reasonably allows.

(6) Where a registered person supplies financial services that are partly
taxable and partly exempt because the consideration for the services is partly an
explicit fee and partly an implicit profit made on the spread between transactions
with different persons, the amount to be included in both T and A in the formula
in paragraph (3) must be such as to give a true and accurate reflection of the
extent to which the person’s inputs are used to make taxable supplies.

(7) The Board may prescribe methods for suppliers of financial services to
calculate what proportion of their input tax is reasonably attributable to the
making of taxable supplies, and such prescribed methods shall prevail over the
method in this section."”
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“financial services” means—

(a) the granting, negotiating, and dealing with loans, credit, credit
guarantees, and security for money, including management of
loans, credit, or credit guarantees by the grantor;

(b) transactions concerning money, deposit and current accounts,
payments, transfers, debts, cheques, or negotiable instruments,
other than debt collection and factoring;

(c) transactions relating to financial derivatives, forward contracts,
options to acquire financial instruments, and similar arrangements;

(d) transactions relating to shares, stocks, bonds, and other securities,
but not including custody services;

(e) the grant or transfer of ownership of an interest in a scheme
whereby provision is made for the payment or granting of benefits
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by a benefit fund, provident fund, pension fund, retirement annuity
fund or preservation fund,
but does not include a supply of the services of arranging for or facilitating
any of the above services;”
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"Adjustments on cancellation of registration.—

(1) A person whose registration is cancelled has an increasing adjustment
in relation to assets on hand at the time the registration is cancelled if
the person was allowed an input tax credit in respect of the acquisition
or import of those assets, or for something that has been subsumed
into those assets.

(2) The amount of the adjustment is equal to the tax fraction of the fair
market value of the assets on the day immediately preceding the
cancellation.

(3) The adjustment shall be made in the VAT return for the final tax
period."

fafe 03(8) @ TraRe T PR-2.¢ AF 77, FAF TN L PRE-5.3 |
WRETE g3R HOIE MR Pie-5.5 FAN WIRET T = | AP, 9 FA
TE G ST SA-RINT Qe (2 | R SA-RiE (b)) @«
VLS FA! AR | ©IF, JOAM TA-[ifY 03 (8) e[ F7 WIF T4 TR |

I]-¢b
R vo efSgHH 17 &BT

fafs wo fT==esr afSgrem Fa9 a8 T4 =0



q8 QA S5 LTI (TR

“00 | R Sy TFe IS (Second-hand) AT (GG A
TR |1—(3) fmaffe =& s7e e, e Sy @age 7o
AT (Ol ORI AT AT FT T8, IM—

(@) 0T @ SR 9 Sefge G
B3

(¥) RRRAR FAA AR 2

() SIF© AU [T FAAT AR T3 R

(@) Qe I e mfore @ Wiz @ [fgwEm w@T wweT

o S

W0 2300 & 4l

&S ¢ TIAT HTFo a1 =7 |
() JPI AT I 2RI GIR© 21 GO [ (ol e
ARTCATS ofteq F9 O Tt |

(©) IAZS N T TR T4 (W [T o077l 8 (517)F Fa-twaewa
O ZPTFRA TR AT FRCS 2307 |

(8) @ (F(@ IZ® 217 eMIF AT Tga “oF T I =W, CT2CH@
[IZS AN ARST PGP TFA WY G A IA-OIRee A
IR AT A< F4T AR |7

ERBIRT TF I&: [ P Zemedt ST SEge T340 SIS | SR
RGNS T |

TA-fafE (5)() AT HRSTOIC ASICT T | (TSR VIR (7 T ZCACR |
TA-RIY (5)() @rwta (NS AP W | IR, 9T Yo REw =,
FATSNT TIPS G-I Al | O, ANINFS el QETI (PICAT ST
2 | O3, «3 G-y fIege a1 217 | SIFT @ A2 8 ARG F4T T |

To-ffy (0) @ ZAFI AT @ T Ffer A 2oz e 54-
TR | R@ S AE e AT | e A G 2@ [ -t
PR T fre 207 | g fofarst @ 3o 5idR Afeiy S | o,
GRS PRI AT R G o 2Ry T @ICAT =6 7 | O, @
FAF TSI 8 (BIF) FI-TAAF LT ZF AT F4T A Q9 {4 I
oI A TACR | W2 ¢ [fLea S@ (@ @e 8 ATIEE FANTFE Q¥ |
@3 “AfafEfore RYT @F7aT 26 TSI | S RT 9T IVIR F41 IS
o | I AT WA @35 fww Srare qeaes At e

"Where second-hand goods are given by a person who is not registered or
enlisted as part payment for new goods of a similar kind, the fair market value of
the traded-in goods used to determine the consideration for the new goods must
be the same as the consideration referred to in subsection (2)."
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""Adjustments relating to insurance.—
Adjustments on making insurance payments

(1) A registered insurer has a decreasing adjustment if the person makes a
payment to another person under a contract of insurance and all of the following
conditions are met:—

(@  the supply of the contract of insurance was a taxable
supply;

(b)  the payment is not made in respect of a supply to the
insurer or an import by the insurer;

(c)  the payment is not made in respect of a supply to another
person, unless that supply is a taxable supply, on which
VAT is imposed at a rate other than zero; and

(d) the person to whom the payment is made is not an
unregistered non-resident.

(2) The amount of the adjustment is equal to the tax fraction of the
payment made and the adjustment shall be made in the VAT return for the tax
period in which the payment is made.

Note: Insurance is a risk intermediation service, in which the insurance brings
together many people willing to pool their funds to hedge against the risk of
suffering a loss. The decreasing adjustment ensures that the insurer pays net VAT
only on its insurance margin, which reflects the difference between the amounts it
receives for premiums and the amounts it is required to pay out when insured
persons suffer losses. This is the amount that represents the value added by the
insurer across all insured persons.

Example 1: An insurer makes a payment of Taka 5.75 lakh to an insured person

whose boat was destroyed in an accident. The insurer is entitled to a decreasing

adjustment of Taka 75,000, which is the tax fraction of the amount paid under the
policy. If the insured person buys a new boat using the insurance payment, the
output tax of the seller (or if the boat is imported, the tax payable on the import)
will approximate the adjustment allowed to the insurer. This is because the cost
of replacing the boat is effectively a cost of the insurer’s business and has already
been effectively taxed when the insurance premiums were taxed.

Adjustments on receiving subrogation payments

(3) A registered insurer has an increasing adjustment if—

(@  the insurer recovers an amount (other than aggravated or
exemplary damages) as a result of the exercise of rights
acquired by subrogation under a contract of insurance; and

(b)  a deduction under subsection (2) has been allowed to the
insurer for the payment to which the recovered amount
relates.

(4) The amount of the adjustment is equal to the tax fraction of the
payment made and the adjustment shall be made in the VAT return for the tax
period in which the payment is received.

Example 2: The insurer in example 1 exercises its rights of subrogation and sues

the third party who cause the accident in which the insured person’s boat was

destroyed. That person is also insured and the second insurer pays Taka 5.75 lakh
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to the first insurer. Under subsection (1), the second insurer is allowed a
decreasing adjustment equal to the tax fraction of the amount paid. Under
subsection (2), that decreasing adjustment for the second insurer is matched by an
increasing adjustment for the first insurer. These adjustments ensure that the
insurer that ultimately bears the loss is the person who is entitled to the
decreasing adjustment and prevents both insurers claiming the adjustment.
Adjustments on receiving insurance payments
(5) A registered person has an increasing adjustment if—
(a) the person receives a payment under a contract of insurance,
whether or not the person is a party to the contract;
(b) the payment relates to a loss incurred—
(i) in the course of the person’s economic activity; or
(ii) in relation to an asset used wholly or partly in the
person’s economic activity; and
(c) the supply of the contract of insurance was a taxable supply.
(6) The amount of the adjustment is equal to the tax fraction of the
payment received, reduced to the extent that:
(a) the economic activity in which the loss was incurred involves
the making of exempt supplies; or
(b) the asset to which the loss relates was used in making exempt
supplies or for private purposes; and
(c) if both paragraph (a) and paragraph (b) apply, whichever is
most appropriate in the context of the payment received.
Example 3: Continuing examples 1 and 2, the insurer person whose boat was
destroyed uses the boat predominantly in the course of providing cruises in the
Bay of Bengal to tourists visiting Bangladesh. However, on occasions, the boat is
used for private purposes and the person has to date claimed only 85 percent of
the input tax credits relating to the purchase, repairs and maintenance, and
improvements to the boat on the basis that it is used 15 percent for private
purposes. The amount of output tax payable by the person is 85 percent of
75,000, which is Taka 63,750.
Note: The net effect of the adjustments under this section in respect of the
examples given is that the two insurers pay out VAT-inclusive amounts under the
policy, the first insurer receives a decreasing adjustment equal to the VAT
included in the payout but later repays that amount by making an increasing
adjustment equal to the decreasing adjustment allowed to the second insurer.
Having received a payment of Taka 5 Lakh, the insured person makes an
increasing adjustment of Taka 63,750. When the insured person buys (or imports)
a replacement yacht for the same value, the supplier (or the insured person as
importer) pays VAT of 75.000 and the insured person claims an input tax credit
of Taka 63,750. The remainder of the undeductible input tax is covered by the
insurers, and is ultimately paid by the second insurer, who is allowed a
decreasing adjustment for the full tax fraction in reflection of the fact that the cost
of the input tax that cannot be deducted by the insured person is a cost of the
insurer’s business and has been effectively taxed. The adjustment required under
subsection (6) ensures that that insured person does not receive a double benefit
by being paid the VAT-inclusive price of the replacement boat and an input tax
credit when it purchases that replacement boat."
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