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Executive Summary

1. Background and Purpose

Nepal’s transition to federal governance has fundamentally restructured fiscal authority across
three tiers of government. Under the Constitution, advertisement tax is assigned to provincial
and local governments, reflecting the principle of fiscal decentralization and local revenue
autonomy. However, the rapid expansion of nationally registered media platforms, digital
advertising networks, and cross-border promotional channels has introduced new complexities
that extend beyond traditional local advertisement regulation.

This study assesses the constitutional, policy, legal, and administrative framework governing
advertisement tax in Nepal, with particular focus on provincial and municipal practices in Koshi
Province. It analyzes institutional arrangements, revenue administration practices,
intergovernmental coordination mechanisms, and emerging challenges related to digital and
centrally regulated media platforms. Based on field findings and comparative global insights, the
study proposes a structured reform roadmap to strengthen clarity, harmonization, efficiency, and
cooperative federalism in advertisement tax administration.

2. Policy and Legal Framework: Key Observations

The constitutional framework assigns advertisement tax to subnational governments; however,
the operational landscape reveals areas of ambiguity and fragmentation. Federal laws primarily
regulate licensing and media standards for nationally registered print, electronic, and digital
platforms, while provincial and local governments exercise taxation powers. This separation
between regulation and taxation has created practical coordination gaps, particularly where
advertisements are broadcast or disseminated nationally but displayed locally.

At the provincial and municipal levels, many local governments rely predominantly on Annual
Finance Acts for administering advertisement tax. While some municipalities have enacted
separate revenue or advertisement directives, legal definitions of advertisement, tax base
determination, rate structures, and enforcement mechanisms vary significantly. This lack of
harmonization results in inconsistent practices, limited compliance monitoring, and uncertainty
among taxpayers operating across jurisdictions.

The absence of structured intergovernmental coordination and standardized policy guidance has
constrained the effective realization of advertisement tax potential.

3. Global Practices and Relevance to Nepal
International experience demonstrates that advertisement taxation frameworks evolve
combined with media markets. In several countries, nationally operating broadcast and digital

advertising platforms are subject to centralized assessment and collection mechanisms, with
revenues redistributed through formula-based intergovernmental transfer systems. Clear legal



Comprehensive Study of Advertisement Tax Administration in Koshi Province, 2026

definitions, digital reporting systems, and harmonized rate structures reduce duplication and
administrative disputes.

The growing dominance of digital and cross-border advertising markets has further prompted
jurisdictions to adopt coordinated regulatory and fiscal responses, including centralized
monitoring, platform-based reporting, and cooperative enforcement arrangements.

For Nepal, these practices highlight the need to reassess the existing fragmented model,
particularly in relation to nationally registered television channels, print networks, online media
platforms, and cross-border digital advertising services. While preserving constitutional fiscal
autonomy, there is a clear opportunity to develop harmonized frameworks that reduce ambiguity
and enhance efficiency.

4. Provincial and Local Scenario: Key Trends

Field analysis in Koshi Province reveals substantial variation in municipal legal instruments and
administrative capacity. While a few municipalities have adopted more structured revenue
legislation or advertisement directives, the majority continue to administer advertisement tax
through limited provisions in Annual Finance Acts. Definitions of taxable advertisements,
classification of hoarding boards, digital displays, wall paintings, flex boards, and electronic media
promotions differ across jurisdictions.

Administrative practices also vary. Monitoring systems are largely manual, data management is
weak, and enforcement capacity remains limited. Coordination between provincial authorities
and local governments is minimal, particularly in relation to nationally broadcast or digitally
transmitted advertisements.

Revenue performance indicates that advertisement tax remains underutilized relative to
potential. Informal advertising, unregistered displays, inconsistent valuation practices, and lack
of centralized reporting for large media platforms contribute to revenue leakage. Moreover,
digital and cross-border advertisements are largely outside effective monitoring mechanisms.

These patterns demonstrate the need for harmonized legal definitions, coordinated
administration, and structured institutional support.

5. Major Findings
The study identifies the following key findings:

e Legal and operational ambiguity between federal regulatory authority and subnational
taxation powers

e Fragmented definitions, rate structures, and administrative procedures across
municipalities.

e Heavy reliance on Annual Finance Acts without comprehensive sector-specific legislation.
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e Absence of coordinated collection mechanisms for nationally registered and digital media
platforms.

e Weak monitoring and enforcement systems at the local level.

e Limited integration of digital reporting and data management tools.

e Inadequate intergovernmental coordination and technical support mechanisms.

e Dominant of private contractors lead collection practices

o Significant unrealized revenue potential due to structural inefficiencies.

6. Reform Roadmap and Strategic Recommendations

To strengthen clarity, efficiency, and cooperative federalism, a phased reform roadmap is
proposed across three tiers of government.

A. Federal Level

¢ Initiate structured constitutional and legal interpretation dialogue to clarify taxation-
regulation interfaces.

e Develop a National Advertisement Tax Harmonization Framework to guide provincial and
local legislation.

e Examine the feasibility of centralized assessment and collection mechanisms for
nationally registered broadcast, print, and digital platforms.

e Design an intergovernmental revenue-sharing modality for centrally collected
advertisement revenues.

o Establish a digital reporting and compliance framework in collaboration with provinces.

e Support nationwide capacity development and technical assistance initiatives.

B. Provincial Level

¢ Enact comprehensive Advertisement Tax Acts to replace reliance solely on Annual Finance
Acts.

o Harmonize definitions, classifications, and rate bands across municipalities within the
province.

e Establish provincial-level monitoring and information systems.

e Provide technical guidance, model by-laws, and enforcement protocols for local
governments.

o Facilitate coordination between local governments and centrally regulated media
entities.

C. Local Level

¢ Adopt structured revenue legislation and clear administrative procedures.

o Strengthen licensing, inspection, and valuation systems.

o Digitize registration and reporting mechanisms for advertisers and agencies.
¢ Improve enforcement capacity and compliance tracking.
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e Initiate to municipal lead tax collection system in place of outsourcing practices
e Enhance transparency and taxpayer awareness mechanisms.

The roadmap emphasizes harmonization rather than centralization of authority, promoting
cooperative fiscal federalism while preserving constitutionally assigned powers.

7. Recommendation for Further Study

While this study primarily examined provincial and municipal practices, findings indicate the need
for a more intensive follow-up assessment focusing on:

e Constitutional reinterpretation and clarification of concurrent jurisdictional boundaries.

¢ The evolving role of the federal government beyond licensing and regulation functions.

o Feasibility of centralized collection and redistribution models for nationally operating and
cross-border advertising platforms.

¢ Development of a coordinated national capacity-building framework.

Such a study would contribute to institutional clarity, reduce duplication, strengthen revenue

realization, and ensure that advertisement tax administration evolves in line with Nepal’s federal
governance architecture and the expanding digital media economy.

Vi
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Chapter 1: Introduction
1.1 Background

The Constitution of Nepal in 2015 marked a historic shift in the country’s governance system by
formally introducing a federal structure. Under this arrangement, governance responsibilities are
distributed across three levels of government—federal, provincial, and local—each with defined
powers, functions, and responsibilities. This restructuring aims to bring government closer to
citizens, enhance democratic participation, and improve the efficiency and inclusiveness of
service delivery.

Within this federal framework, fiscal federalism has become a central mechanism for
operationalizing the autonomy of sub-national governments. It provides the legal and
institutional foundation for local governments to mobilize resources, plan and manage
expenditures, and deliver services in a manner that reflects local priorities and needs. Local
governments, including both rural and urban municipalities, are thus constitutionally
empowered to generate revenue independently, manage budgets, and ensure that resources are
allocated efficiently and transparently.

The Provincial Support Programme (PSP) is the flagship program of the Koshi Province
government, supported by the Swiss Agency for Development and Cooperation (SDC). PSP is
conceptualized and currently implemented by the Office of the Chief Minister and Council of
Ministers (OCMCM) in Koshi Province and Helvetas is the implementing agency for the PSP
extension phase. The PSP aims to contribute to Nepal’s successful transition to federalism by
promoting platforms for inter-governmental cooperation and deliberative processes, and by
fostering implementation capacities and strengthening close relationships with citizens in Koshi
Province.

Advertisement tax is a constitutionally mandated revenue source under the exclusive authority
of local governments, with shared fiscal implications at the provincial level. Federal and provincial
legal frameworks, including the Intergovernmental Fiscal Management Act, Advertisement
Regulation Act, and Provincial Financial Acts, provide the basis for levying, collecting, and sharing
advertisement tax. However, in Koshi Province, inconsistencies in legal interpretation, weak
compliance, procedural ambiguities, and limited institutional capacity have constrained the
effective mobilization of advertisement tax.

To address these challenges, the Provincial Revenue Office, under the Ministry of Economic
Affairs and Planning (MoEAP), with support from the Provincial Support Programme (PSP),
intends to commission a comprehensive study of advertisement tax to assess existing practices,
identify gaps, estimate revenue potential, and recommend practical legal and administrative
reforms.
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1.2 Local Governments Own Source Revenue (OSR) and Advertisement Tax in Nepal

Fiscal autonomy is the ability of Local Governments to generate and manage Own Source
Revenue (OSR), which includes revenues from local taxes, fees, service charges, and other LGs
sources. Effective mobilization of OSR plays multiple roles: it finances local development
initiatives, supports infrastructure and public service provision, strengthens local fiscal discipline,
and reduces excessive reliance on transfers from provincial or federal governments. Moreover,
well-managed OSR systems encourage transparency and accountability, as municipal authorities
are directly responsible to their constituents for the collection, management, and use of local
resources. Consequently, OSR not only underpins the financial sustainability of local governments
but also reinforces the principles of good governance, citizen engagement, and responsive
service delivery at the local level.

Advertisement Tax is an important yet under-utilized Own Source Revenue (OSR) of local
governments in Nepal. Under the federal structure, advertisement tax falls under shared
(concurrent) authority of Provincial and Local Governments, with primary responsibility for
assessment and collection resting with local governments. Rapid urbanization,
commercialization, expansion of outdoor advertising (hoardings, flex boards, digital screens), and
growth of digital advertising present significant revenue opportunities. However, weak policy
clarity, fragmented institutional arrangements, and poor enforcement have resulted in low
revenue realization, leakage, and disputes among government tiers.

While comprehensive national consolidated figures on advertisement tax specifically aren’t yet
available in published data. Very few data are available in such academic research journal
indicated that contribution of advertisement tax to total tax revenue of municipalities has
historically been modest often in the low single digits (2—3 %) of total tax revenue in case studies
of specific clusters. In Koshi it is comparatively lower (below 1%) than the case studies of specific
clusters.

Advertisement Board Nepal, a regulatory body in Nepal estimated that potential annual revenue
from outdoor advertising could be around NPR 19.26 billion, but actual collections have been far
lower (around NPR 2.37 billion) due to inefficient collection mechanisms and leakage. This gap
suggests local governments are losing billions in potential OSR each year by relying on third-party
contractors or weak enforcement.

Despite the constitutional and legal authority, advertisement tax remains a minor contributor to
local government budgets relative to other OSR items such as property tax, business tax,
household rent tax, service charges, permit fees, and transfers. Across many LGs, OSR (including
but not dominated by advertisement tax) constitutes only a small share of total fiscal resources,
with continued heavy reliance on fiscal transfers from federal and provincial governments.
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Taking this into account, Provincial Support Program PSP/Helvetas Nepal undertake this
Comprehensive Study of Advertisement Tax in Koshi Province selecting five highly commercial
and urban municipalities as the sample local government units for this study. This study tried to
analyze briefly the existing legal and policy framework, prevailing practices, key gaps, generate
evidence-based insights and propose actionable reform and targeted interventions to improve
advertisement tax management and recommend practical legal and administrative reforms in
Nepal.

1.3 Objectives of the Study

The primary objective of this assignment is to conduct a comprehensive study of advertisement
tax in Koshi Province and provide evidence-based recommendations to strengthen its legal,
policy, and administrative framework.

1.4 Scope of the Study

e Conduct a desk review of relevant constitutional provisions, federal and provincial laws,
economic acts, regulations, guidelines, directives, contracts, and previous studies related
to advertisement tax.

e Analyze advertisement tax provisions and practices at provincial and selected local
government levels, including tax base, rates, exemptions, collection, enforcement, and
revenue-sharing mechanisms.

e Carry out field visits and consultations in at least 5 selected local governments across
Koshi Province.

e Examine advertisement practices related to hoarding boards, wall paintings, vehicles,
festivals, sports and cultural events, exhibitions, cinemas, print media, electronic media,
online platforms, and social media.

e Hold consultations with provincial ministries, the Provincial Revenue Office, local
governments, federal agencies, advertisement boards, media regulators, advertising
agencies, chambers of commerce, and private sector stakeholders.

e |dentify legal, institutional, and procedural gaps, overlaps, and inconsistencies, and assess
their implications for compliance and revenue mobilization.

e Review comparative practices from other provinces and select international contexts to
identify adaptable good practices.

e Estimate realistic advertisement tax revenue potential and administrative feasibility
across different advertisement media.

e Draft or propose necessary amendments to relevant provincial policies, laws, procedures,
or guidelines related to advertisement tax based on the findings of the study, ensuring
alignment with federal laws and constitutional provisions.
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e Prepare a practical and time-bound implementation roadmap for policy and legal
reforms, including institutional responsibilities.
e Follow up the relevant office for the final approval of the deliverables.

1.5 Limitations of the Study

Comprehensive study generally seeks multi-dimensions and depth analysis of the given issues.
Simultaneously we need more time and resources compared to rapid assessment. While the
assessment generated valuable insights into advertisement tax administration and tax
compliance, several limitations are acknowledged:

1.5.1 Time and Resource Constraints

The study prioritized timely data collection and reporting. Consequently, there was limited
opportunity for in-depth analysis of complex municipal processes, long-term trends, or historical
revenue performance. Due to the time as well as resource constraints, less possibility to cover
the opinion and views of the major stakeholders such as national and multi-national companies
who are the major advertisers, add agencies and directly concerned provincial as well as federal
ministries.

1.5.2 Data Availability and Quality
Some municipalities had incomplete, inconsistent, or outdated records, revenue statements.
Authorized documents were not always available for the same fiscal periods. Additionally, almost
all sample municipalities were affected by “Zen-Z” movement and most of the physical
infrastructure as well as digital system is almost collapsed. So, lack of digitized records increased
reliance on manual review and observations.

1.5.3 Respondent Bias

Interviews with municipal officials, elected representatives, advertisers, advertisement agencies,
regulatory authorities may be influenced by personal perceptions or organizational interests.
Officials could minimize challenges or exaggerate compliance rates, while taxpayers might
exaggerate dissatisfaction or misreport tax compliance.

1.5.4 Limited Geographic Coverage

The study focused on five urban municipalities representing the Koshi Province. While indicative,
the findings may not fully represent all municipalities in Koshi Province, particularly those with
different economic, demographic, or administrative contexts.



Comprehensive Study of Advertisement Tax Administration in Koshi Province, 2026

1.5.5 External Factors

Socio-political dynamics, ongoing reforms, or temporary disruptions during the assessment
period may have influenced municipal operations and taxpayer behavior, affecting the
representativeness of observed patterns. Findings were analyzed and presented in a neutral,
evidence-based manner without bias.

1.5.6 Limited coverage of advertisement phenomenon

The phenomenon of advertising is currently expanding broadly, adapting advance technology like
online, digital as well as social media. Still, most of the legal as well as policy provisions are limited
and focused on physical as well as outdoor advertisement matters. Consequently, this study
concentrates on prevailing federal, provincial and local policies and legal system related to
advertisement tax administration and not covering emerging challenges related to digital and
cross-jurisdictional advertisements paradigms.
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Chapter 2: Approach and Methodology of the Study

2.1 Introduction

Any study work seeks such kind of approach and methodology that helps the study become more
systematic and orderly in one hand. On the other hand, it helps to insure its reliability and
accuracy of the findings of the study. Taking this into account, we are planning to follow different
approaches and methodologies as required.

2.2 Study Approach

This study adopted a mixed-methods, policy-oriented approach consistent with donor-funded
and government-commissioned analytical studies. The approach integrates legal analysis,
institutional assessment, and empirical stakeholder consultation to assess the status of
advertisement tax administration under Nepal’s federal system and to inform future reform
pathways.

Given the evolving federal context and the growing relevance of advertisement tax as a
component of Local Governments’ Own Source Revenue (OSR), the study emphasized:

e Practical administrative realities at municipal level,

e Alignment between constitutional mandates, prevailing laws, and actual practices, and

e Forward-looking reform options responding to emerging forms of advertisement,
including digital and online media.

The approach combined legal and policy review, institutional assessment, and stakeholder-
based empirical inquiry, ensuring that both normative frameworks and ground-level
implementation issues were systematically examined.

The study places strong emphasis on evidence-based analysis, intergovernmental fiscal
alignment, and administrative feasibility, ensuring relevance for policy makers at local, provincial,
and federal levels. Attention is given to the role of advertisement tax as a component of Local
Governments’ Own Source Revenue (OSR), and to emerging challenges related to digital and
cross-jurisdictional advertisements.

2.3 Study Design

The study was designed as a comparative multi-municipality policy study. Five municipalities—
Dharan, Itahari, Biratnagar, Damak, and Birtamod—were purposively selected based on urban
scale, economic activity, and revenue significance. This design allows systematic comparison of
legal provisions, administrative practices, and revenue performance.
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This design enabled cross-municipality comparison of:

e Advertisement tax bases and coverage,

e Administrative and enforcement mechanisms,
e Revenue performance and trends,

e Institutional coordination practices, and

e Local-level policy innovations and constraints.

2.4 Data Sources

The study relied on both primary and secondary data sources. Primary data were collected
through Key Informant Interviews (Klls) and structured interactions with:

e Municipal Revenue Advisory Committee members,

e Elected representatives, and senior municipal officials.

e Chief administrative officers and revenue section officials,

e Legal officers,

e Urban management and planning officials, and

e Other designated members are involved in revenue policy and administration.

Secondary data included constitutional provisions, federal and local laws, municipal bylaws,
annual budgets, revenue records, national policies, and relevant studies.

e Constitution of Nepal (2015),

e Local Government Operation Act, 2074,

e Intergovernmental Fiscal Arrangement Act, 2074,

e Advertisement (Regulation) Act 2076 and associated Regulation 2077

e Municipal acts, bylaws, and revenue regulations,

e Annual budgets and revenue statements of selected municipalities,

e National and provincial policies, directives, and circulars related to advertisement and
media regulation,

e Relevant studies, policy briefs, and good international practices on local advertisement
taxation.

2.5 Data Collection Methods

Key Informant Interviews were conducted using semi-structured questionnaires to ensure
consistency while allowing context-specific insights. Group interactions with revenue advisory
committees facilitated validation of findings and identification of reform priorities.

Key Informant Interviews were conducted with selected members of municipal revenue advisory
committees and senior municipal officials. The interviews focused on:
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e Current advertisement tax administration practices,

e Legal clarity and ambiguity in tax assignment and base definition,

e Institutional coordination challenges (e.g., with media regulators, ward offices, and
provincial/federal entities),

e Compliance, monitoring, and enforcement mechanisms,

e Practical constraints in taxing non-physical, digital, and cross-boundary advertisements.

Focused Group Discussions / Committee Interactions

Interactive discussions were held with revenue advisory committee members in each
municipality. These sessions facilitated:

e Collective reflection on existing tax systems,

e |dentification of shared and municipality-specific challenges,
e Validation of individual interview findings, and

e Exploration of consensus-based reform priorities.

2.6 Legal and Policy Analysis Framework

A structured framework was applied to assess constitutional mandates, consistency between
federal and local laws, clarity of tax base definitions, and gaps related to digital and online
advertisements.

A structured legal and policy analysis framework was applied to examine:

e Constitutional allocation of taxation powers related to advertisement,

e Consistency between federal laws and municipal regulations,

e Adequacy of existing legal definitions of advertisement (physical vs. digital),

e Gaps related to emerging advertisement platforms (online, social media, mobile
applications),

e Overlaps and ambiguities between local, provincial, and federal jurisdictions.

This analysis helped identify areas requiring legal clarification, harmonization, or reform.

2.7 Analytical Methods

Qualitative data were analyzed thematically. Comparative and gap analysis techniques were
applied to identify institutional, legal, and operational weaknesses and reform opportunities.

The data collected were analyzed using the following methods:

e Thematic analysis of qualitative data from interviews and discussions, focusing on
recurring issues, challenges, and reform suggestions.
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e Comparative analysis across municipalities to identify patterns, variations, and best
practices.
e Gap analysis between existing legal/policy provisions and actual administrative practices.

2.8 Ethical Considerations
Participation was voluntary, confidentiality was respected, and findings are presented in a non-
attributable manner.

The study adhered to standard ethical research practices, including:

e Informed participation of all respondents,

e Respect for confidentiality of individual views,

e Use of data solely for research and policy formulation purposes, and

e Neutral and non-attributable presentation of sensitive institutional issues.
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Chapter 3: Policy, Legal, and Institutional Framework of Advertisement Tax
in Nepal

3.1 Introduction

This chapter provides an in-depth analysis of the policy, legal, and institutional framework
governing advertisement tax in Nepal within the federal governance system established by the
Constitution of Nepal (2015). Advertisement tax is constitutionally recognized as a local
government own source revenue (OSR), reflecting the principle of fiscal decentralization and
subsidiarity. Given the increasing commercialization of urban spaces, expansion of physical
infrastructure, and rapid growth of digital and platform-based advertising, advertisement tax has
emerged as a strategically important but underutilized revenue source for municipalities.

Despite its constitutional backing, the effective administration of advertisement tax remains
constrained by unclear policy direction, fragmented legal provisions, overlapping mandates
across levels of government, and weak institutional capacity at the local level. This chapter
examines constitutional provisions, federal, provincial, and local legal mandates, relevant acts,
regulations, and model laws, as well as institutional arrangements for advertisement tax
administration. It further identifies key gaps, overlaps, and implementation challenges, and
draws implications for future legal and institutional reform.

3.2 Constitutional Provisions on Advertisement Tax

3.2.1 Federal Structure and Fiscal Federalism

The Constitution of Nepal (2015) establishes a three-tier federal system comprising the federal,
provincial, and local levels of government. Fiscal federalism is a foundational element of this
structure, emphasizing clear assignment of revenue powers, expenditure responsibilities, and
intergovernmental fiscal transfers. The constitution seeks to empower subnational governments
with adequate revenue authority to execute their assigned functions and enhance accountability
to citizens.

Advertisement tax aligns closely with the principles of fiscal federalism. Advertisements are
location-specific, utilize local public spaces, and generate localized externalities such as visual
pollution, traffic distraction, and public safety concerns. As such, advertisement tax is
appropriately placed as a local tax, enabling municipalities to regulate advertising activities while
mobilizing revenue for urban service delivery.

10
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3.2.2 Constitutional Schedules and Tax Jurisdiction

The Constitution of Nepal (2015) clearly mentioned that the Federation, State and Local level
may impose taxes on matters falling within their respective jurisdiction and collect revenue from
these sources under the clause of distribution of source of revenue. (clause 60).

Advertisement tax authority is primarily derived from Schedule 8 of the Constitution, which lists
advertisement tax as an exclusive power of local governments. This provides municipalities and
rural municipalities with a strong constitutional mandate to levy, collect, and administer
advertisement tax within their territorial jurisdiction.

However, other constitutional schedules also have indirect relevance to the advertisement
matters. Schedule-5 assigns the federal government authority of telecommunications, allocation
of radio frequency, radio, television and postal matters including national communication
systems, broadcasting, and digital platforms. Similarly, Schedule-6 grants provinces powers
related to communication such as Radio, F.M., and television. Under Schedule 8, local
governments are granted exclusive authority over several taxes and fees, including
advertisement tax. This provision legally empowers municipalities and rural municipalities to
formulate necessary policies, enact local laws, and collect advertisement tax within their
jurisdiction. Schedule-9 list concurrent powers requiring coordination across all three levels. The
interaction among these schedules has created interpretative complexities, particularly for digital
and cross-boundary advertisements.

Local governments have the mandate to regulate and manage advertisement activities such as
billboards, hoarding boards, commercial sighboards, and other outdoor promotional materials
located within their territorial boundaries. In practice, this authority has been operationalized
through local laws enacted under the Local Government Operation Act 2017, which further
clarifies the roles of local governments in levying and collecting various local taxes, including
advertisement tax.

3.2.3 Constitutional Ambiguities and Interpretative Issues

While advertisement tax is explicitly listed as a local power, the Constitution does not define the
term “advertisement” nor does it define its scope. This absence has resulted in different
interpretations among local governments, especially regarding online advertisements, social
media promotions, mobile applications, and platform-based advertising. The lack of
constitutional clarity needs subordinate legislation and policy guidance to ensure uniform
interpretation and effective implementation.

However, despite this clear constitutional mandate, the effective implementation of
advertisement tax often faces challenges related to policy harmonization, regulatory clarity, and

11
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coordination among federal, provincial, and local governments, particularly in the context of
advertisements disseminated through national and digital media platforms.

3.3 Federal Policy and Legal Framework

3.3.1 National Policies Relevant to Advertisement Tax
Several national-level policies indirectly influence advertisement tax administration. National
fiscal policy documents emphasize strengthening OSR of subnational governments to reduce
dependency on intergovernmental transfers. The Digital Nepal Framework promotes
digitalization of services and expansion of digital markets, contributing to rapid growth of online
advertising. Urban development policies emphasize orderly use of public spaces, city aesthetics,
and environmental protection, all of which intersect with outdoor advertisement management.

Despite these linkages, advertisement tax is not explicitly addressed in national policy
documents, resulting in limited strategic guidance for local governments.

3.3.2 Federal Acts and Regulations

Key federal laws shaping advertisement tax governance include the Intergovernmental Fiscal
Arrangement Act (2017), which outlines principles of revenue assignment and fiscal coordination,
and the Local Government Operation Act (2017), which authorizes local governments to levy
taxes and enact local laws. Media-related acts governing broadcasting, press, and online media
regulate advertising content and operations but do not clarify taxation authority.

Intergovernmental Fiscal Arrangement Act (2017),

Under the constitutional framework, Inter-Governmental Fiscal Arrangement Act 2017 clearly
defined the power to levy tax, non-tax and royalty of the Federal, State and Local under the
clause-3 and Schedule 1,2 and 3. The Federal Financial Act 2075 amended clause - 5 of the Act
and mentioned the provision of single tax administration as:

(1) Notwithstanding anything contained in this Act or in the prevailing laws, the following taxes
which fall within the jurisdiction of both the Province and the Local Level pursuant to the
Schedules of the Constitution shall be imposed and collected as follows:

(a) The rate of Motor Vehicle Tax shall be determined and collected by the province;
however, the rate of motor vehicle tax on Tonga, Rickshaw, Auto-rickshaw, and Electric Rickshaw
shall be determined and collected by the Rural Municipality or Municipality.

(b) The rate of House and Land Registration Fee shall be determined by the Province and shall be
collected by the Rural Municipality or Municipality.

12
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(c) The rate of Entertainment Tax shall be determined by the province and shall be collected by
the Rural Municipality or Municipality.

(d) The rate of Advertisement Tax shall be determined and collected by the Rural Municipality or
Municipality.

(2) Of the revenue collected from the taxes pursuant to clauses (b), (c), and (d) of sub-section (1),
sixty percent shall be deposited by the Rural Municipality or Municipality into the Local
Consolidated Fund, and forty percent shall be deposited monthly into the Provincial Consolidated
Fund.

Note: “Unofficial English translation prepared by the author based on the amended Nepali text of
the Intergovernmental Fiscal Management Act, 2017 (as amended by the Federal Financial Act,
2075). The Nepali version shall prevail in case of inconsistency.”

Local Government Operation Act 2074 (2017)

The Local Government Operation Act, 2074, that came into effect since 15 October 2017 has
paved a strong legal foundation towards institutionalizing legislative, executive and quasi-
judiciary practice of the newly formed local government. The legal mechanism was enacted as
per the Article 296 (1) of the Nepal Constitution-2015 to leverage local leadership and
governance system.

The Act has stipulated several arrangements related to authorities, duties and responsibilities of
local government, assembly meeting and working system, assembly management procedures,
plan formulation and implementation, judicial works, financial jurisdictions and administrative

structure.

Regarding the revenue rights, Section 11 (Gha) (1) of the Local Government Operation Act, 2074,
local governments are subject to formulate policies, enact local laws, set standards, implement,
and regulate various local taxes and fees including property tax, house rent tax, land registration
fees, vehicle tax, service charges, tourism fees, advertisement tax, business tax, land revenue
(malpot), and entertainment tax compatible with the federal and provincial legislation.

3.3.3 Advertisement (Regulation) Act 2076 and associated Regulations, 2077
Advertisement (Regulation) Act 2076 first mentioned the clear definition of the Advertisement,
Hording Board, Advertisers and add agencies. The act aims to regulate the advertisement sector
in a systematic, transparent, and ethical manner. Similarly, it prevents misleading, unethical, and
harmful advertisements and promotes professionalism and accountability in advertisement
businesses. Establishment of Advertisement Board Nepal (ABN) a national regulatory authority
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is the milestone for protecting consumers’ rights and public interest. The act applies to regulating
print, electronic, digital, and broadcast advertisements, outdoor and indoor advertisements,
commercial, public service, and promotional advertisements and advertisements disseminated
through radio, television, online platforms, social media, and digital media. This broad scope
legally recognizes digital and non-physical advertisements, which is critical for expanding the
future advertisement tax base of local governments.

The advertisement Regulations 2077 operationalize the Act and clarify procedures of registration,
required documents, fees and renewal timelines, conditions for suspension or cancellation. On
the other hand, it prescribed operational guidelines like monitoring mechanisms, complaint
handling procedures, internal governance of ABN and record keeping and reporting
requirements. Furthermore, it clearly provisioned financial provisions like registration and
renewal fees payable to ABN and use of funds for regulatory and promotional purposes. These
fees are regulatory fees, not advertisement tax, and are collected by ABN not local governments.

Both the act and regulation can be considered as a vital initiation to establish relationships with
federalism and local governments providing national framework for advertisement regulation
and recognizing digital and broadcast advertisement. It introduced first time the professional
standards of advertisement and registration system of media and advertising agencies.

The act clearly mentioned the authority to classify any kind of advertisement based on medium
such as print, digital, broadcast and outdoor, by nature such as commercial, public interest,
political and social and health, children, alcohol, tobacco etc. under the content sensitivity. The
law prohibits advertisements that are misleading or deceptive, against public morality or social
harmony, harmful to children and promoting illegal goods or services. Under this legal
framework, the content regulation is federal whereas physical manifestation and placement of
advertisement still fall under local jurisdiction for permits, fees and taxation, which can be
considered as the implication of this legal framework for the local governments.

The act provisioned the Advertisement agencies, Media houses (print, digital, radio, TV) and
Advertisement service providers to be registered with ABN under the mandatory registration
system. ABN’s registration database can serve as a primary identification tool for taxable
entities at the local level if integrated with municipal systems and can be utilized as a revenue
linkage opportunity.

3.3.4 Advertisement Board Nepal ABN

The Advertisement Board of Nepal is a statutory body established under the Advertisement
(Regulation) Act, 2019 (2076 BS) with the mandate to regulate, manage, and standardize
advertisement practices across the country. The Board aims to promote systematic, dignified,
and responsible advertising while safeguarding public interest, cultural values, and social norms.
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It plays a central role in developing policies, standards, and guidelines related to advertisements,
including both outdoor and media-based advertising. In addition, the Board is responsible for
monitoring advertisement content and placement, controlling misleading and unauthorized
advertisements, and ensuring compliance with legal provisions. It also coordinates with federal,
provincial, and local governments to create a harmonized regulatory environment and supports
the development of transparent and efficient systems for advertisement-related revenue
management.

This statutory legal as well as regulatory framework no explicit provisions linking Advertisement
Board Nepal ABN with local government advertisement tax system and municipal permitting
process. There is no clarity on revenue coordination under federalism and weak operational
guidance for inter-governmental collaboration. Thus, the act and regulation by characteristics
considered regulatory not fiscal but strongly influenced the tax base. The positive aspect of the
act is ABN controls who can advertise while local governments control where and how
advertisements are displayed. Though there are limited spaces of formal coordination results in
marrow tax base, under-taxation of digital advertisements and fragmented enforcement but the
Act provides a strong legal foundation for future reform if integrated with local revenue
frameworks.

3.3.5 Outer Advertisement Standard, 2081

The Outer Advertisement Standard, 2081 provides a comprehensive regulatory framework for
managing and standardizing outdoor advertising across Nepal, including hoarding boards,
billboards, digital displays, wall paintings, and similar structures. The standard introduces a
classification of advertisement spaces based on their nature and location, such as roadside
hoarding boards, building-mounted advertisements, digital display systems, and advertisements
placed on public infrastructure like poles, bridges, and bus parks. It establishes clear provisions
on location and zoning by restricting advertisements near sensitive areas such as schools,
hospitals, religious and heritage sites, and by regulating placement along highways and urban
corridors to maintain urban aesthetics and public safety.

Furthermore, the standard sets specifications for the size, height, design, and structural integrity
of advertisement boards to ensure uniformity, safety, and environmental compatibility. It
emphasizes the need to minimize risks to road users by preventing visual obstruction and
distraction, while also encouraging the use of environmentally friendly materials and
technologies. The framework requires mandatory approval and licensing from the concerned
authority, primarily local governments, with defined procedures for application, renewal, and
monitoring. It also strengthens the linkage between advertisement regulation and revenue
generation by providing a basis for systematic advertisement tax collection and transparent fee
structures at the local level. Additionally, the standard includes provisions for monitoring and
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enforcement, including the removal of unauthorized advertisements and the imposition of
penalties for non-compliance, thereby promoting accountability and effective regulation in the
sector

3.3.6 Federal Model Laws and Guidelines

The Ministry of Federal Affairs and General Administration (MoFAGA) has issued several model
local tax and fee laws to guide municipalities. For example, property tax management guidelines,
Business tax management guidelines, Household rent tax management guideline and tax and not
tax revenue act etc. Recently (MoFAGA) issued a circular to all LGs along with a Model
Advertisement Tax Law produced by the Ministry of Law, Justice and Parliamentary Affairs
(MoLJPA) for the local governments for approval and execution at local level. It is the first time
designed and drafted model law directly related to advertisement tax through (MoLJPA). Now it
is under consideration under the local government authorities and needs to review and approval
and enactment. This will be a legal paradigm shift on local government’s advertisement tax
administration in near future.

3.4 Provincial Fiscal Mandates and legal framework

Provincial governments play a supportive and coordinating role in strengthening local fiscal
capacity. Provincial finance acts and annual budget often include provisions related to local
revenue enhancement, capacity development, and technical assistance. Provinces do not possess
direct taxation authority over advertisement tax, but their regulatory role significantly influences
its administration.

At the province level, the phenomenon of the advertisement tax is still in low priority issue
resulted weak legal as well as policy framework in all provinces. Most of the provinces do not
have concrete legal framework relating tax and not tax revenue and almost all dependent on
Annual Financial Management Act for overall provincial revenue system. The table below
describes the overall scenario of Advertisement Tax Framework of the provinces:

Table 1: Comparative Overview of Provincial Advertisement Tax Frameworks

- Dedicated Nature of
. Provincial Legal . .. Key Gaps/
Province . Advertisement | Provincial Key Strengths
Basis . Weaknesses
Instrument Intervention
No tax framing;
. . Initial provincial | directive not legall
No dedicated | Advertisement Regulatory P . Lo ga’y
. . . .. . engagement in | binding; no rate
Koshi Advertisement (Regulation) (administrativ ) . -
. . . . advertisement harmonization; digital
Tax Act Directive, 2082 | e directive) . .
regulation advertisements
excluded
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Provincial . Active LG | Absence of provincial
. Minimal; LG- . . .
Madhesh | Finance / Tax | None driven collections in | guidance; fragmented
Acts (general) urban areas LG practices
Province Tax & Framework- Weak operational
. Non-Tax level;  policy | Strong legal base | guidelines; low
Bagmati None . e
& Revenue Act, intent for shared taxes realization of
2075 emerging advertisement tax
L Passive; relies | Stable LG | No sector-specific
Provincial . L .
. . on LG | administration in | regulation;
Gandaki Finance / Tax | None . .
Acts implementatio | selected enforcement
n municipalities inconsistency
L Needs updating;
Provincial . Most structured .. P §
. . . Advertisement Regulatory and . digital and  cross-
Lumbini Finance Act and . provincial
Tax Rule, 2075 fiscal border ads not
Tax Laws framework
covered
. Low institutional
Provincial Simple LG | capacity;
Karnali Finance / | None Very limited P pactty;
systems advertisement tax
Revenue Acts
largely untapped
Provincial No provincial
Sudur . . Municipal-level standards; weak
. Finance / Tax | None Minimal . . .
pashchim Acts experimentation | monitoring and
coordination

The comparative review of provincial practices reveals a systemic gap in the operationalization
of advertisement tax under Nepal’s federal system. While the Constitution assigns advertisement
tax as a subnational revenue source, no province has enacted a comprehensive Advertisement
Tax Act. Provincial interventions remain fragmented, ranging from the issuance of regulatory
directives (Koshi Province) to the adoption of specific rules (Lumbini Province), while most
provinces rely solely on general finance or tax laws without sector-specific guidance.

Lumbini Province offers a positive reference with its Advertisement Tax Rule, 2075, which
provides clearer regulatory and fiscal direction. In contrast, Bagmati and Gandaki Provinces
possess adequate legal authority but lack operational instruments, resulting in weak
implementation. Provinces such as Karnali and Sudurpashchim face compounded challenges due
to limited institutional capacity and absence of provincial guidance.

To strengthen local government’s own source revenue (OSR), provinces should move beyond
passive delegation and adopt harmonized framework legislation or model rules on advertisement
tax. Such frameworks should clearly define the tax base, distinguish regulatory fees from taxes,
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address digital and cross-border advertisements, and establish coordination and monitoring
mechanisms between provincial and local governments.

3.5 Local Government Legal Framework

3.5.1 Local Acts and By-laws

Very few municipalities either have enacted advertisement tax acts or included advertisement
tax provisions within their annual finance acts. These local laws define taxable advertisements,
set rates, and establish administrative procedures. However, the quality, clarity, and coverage of
these laws vary significantly across local governments. In the sampled local governments for this
study in Koshi Province, four municipalities out of five have included one chapter of
Advertisement tax rate within the annual financial acts for Hoarding board, billboard, wall
painting glow signage board and digital display board. Only Birtamod Municipality passed the
Advertisement Regulation Rules 2075, but the operational status is seeming very poor.

3.5.2 Scope of Taxable Advertisements

Local laws typically cover outdoor and physical advertisements such as hoardings, banners, flex
boards, wall paintings, and event-based advertisements. Coverage of digital displays, LED boards,
and mobile advertisements is inconsistent, while online and platform-based advertisements are
rarely addressed explicitly.

3.5.3 Tax Rate Setting and Collection Provisions

Advertisement tax rates are generally determined by Revenue Advisory Committee and approved
by the municipal council based on size, location, duration, and type of advertisement. By
provisioned, collection mechanisms include licensing, permits, and renewals of any kind of
advertisement bun practice, most of the local governments prefer to collect advertisement tax
through contracting out to the private sector. For example, all the sampled local governments
for this study contract with the private company or advertisement agents for collecting the tax.
In many cases, rates are outdated, politically constrained, and not aligned with market value.

3.6 Institutional Arrangements at the Local Level

3.6.1 Organizational Structure

Advertisement tax administration typically involves multiple municipal units, including the
finance section, revenue unit, urban management or engineering section, and ward offices.
Fragmentation of responsibilities often leads to weak coordination and accountability.

3.6.2 Roles and Responsibilities

The municipal council approves policies and tax rates, while the executive oversees
implementation. Revenue sections manage assessment and billing, urban management units
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monitor physical advertisements, and ward offices support local enforcement. Lack of standard
operating procedures undermines efficiency.

3.6.3 Human Resource and Capacity Issues

Local governments face shortages of trained personnel, limited technical expertise in valuation
and monitoring, and reliance on manual systems. Capacity gaps are particularly acute in
managing digital and cross-jurisdiction advertisements.

3.7 Intergovernmental Coordination Mechanisms

There are not any formal coordination mechanisms among federal, provincial, and local
governments on advertisement tax and structured platforms for harmonization and dispute
resolution remain weak.

3.8 Gaps, Overlaps, and Implementation Challenges

3.8.1 Legal and Policy Gaps

Key gaps include absence of unified definitions, inadequate coverage of digital advertising, weak
penalty provisions, and lack of clear enforcement authority.

3.8.2 Institutional and Operational Gaps

Operational challenges include poor inter-departmental coordination, inadequate monitoring
systems, informal advertising practices, and limited use of technology.

3.8.3 Overlaps and Conflicts

Overlaps arise between federal, provincial regulations and local tax authority and municipal
mandates. Platform-based advertisements present unresolved jurisdictional challenges.

3.8.4 Implications for Advertisement Tax Reform
The analysis underscores the need for harmonized legal frameworks, comprehensive model laws,
institutional strengthening, and integration of digital systems. Clarifying mandates and enhancing
coordination are essential for unlocking the revenue potential of advertisement tax.

While advertisement tax possesses strong constitutional backup, its effective implementation is
hampered by policy ambiguities, legal fragmentation, and institutional weaknesses. Addressing
these challenges is critical for strengthening local governments’” OSR and advancing fiscal
federalism. The next chapter examines global scenario of advertisement tax and its relevance to
Nepal.
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Chapter 4: Global Scenario of Advertisement Tax Administration and Its
Relevance to Nepal

4.1 Introduction

Advertisement tax has emerged globally as a strategic local revenue instrument that
simultaneously supports own-source revenue (OSR) mobilization, urban regulation, and public
space management. Across both developed and developing countries, subnational governments
increasingly rely on advertisement-related levies to capture commercial value generated through
the use of public visibility and urban infrastructure.

This chapter presents global practices and trends along with an overview of the existing
administrative practices of advertisement tax in Nepal, focusing on the entire tax cycle—from
identification of taxable advertisements to assessment, billing, collection, monitoring, and
enforcement. Simultaneously analyzes global practices and trends and their relevance under
federal systems and contextualizes these lessons within Nepal’s federal structure using empirical
findings from five urban municipalities of Koshi Province.

4.2 Global Rationale of Advertisement Tax

Globally, advertisement tax is justified on three core principles: revenue mobilization, urban
governance, and equity based on benefit received. International experience shows that
advertisement tax is relatively easy to administer, location-specific, and closely linked with
municipal service delivery. Under the revenue mobilization perspectives, in many countries,
advertisement tax is a non-distortionary local revenue source accepting it does not discourage
normal business activities and captures value from commercial use of public space and attention.
It is used to control visual pollution, public safety and city aesthetics and linked with urban
planning, traffic safety and heritage conservation under the urban governance and regulation
perspectives. Businesses benefiting from public visibility contribute to local services and larger
and more interfering advertisement are taxed higher under the equity and benefit principles.

4.3 International Practices in Advertisement Tax Administration

4.3.1 Municipal Billboard and Outdoor Advertising Taxes

In many countries, advertisement taxes particularly on outdoor advertising, is treated as a purely
municipal revenue source, closely linked with urban planning and land-use control.

e Canada (Toronto): Municipal governments levy a specific billboard tax combined with
strict zoning and permit requirements. Tax liability is linked to location, size, and type of
billboard, while illegal or non-compliant advertisements are removed.
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e United States (selected cities): Local governments impose annual billboard or signage
fees/taxes based on square footage and zoning categories, integrated with building and
safety codes.

Key lesson for Nepal: Advertisement tax works best when treated as a local tax tied to urban
management objectives, not merely as a revenue instrument.

4.3.2 Permit-Linked Fee Systems (Europe)

Several European countries manage advertisement revenue through permit and licensing
systems rather than stand-alone taxes:

e United Kingdom: Outdoor advertisements require planning consent. Fees are charged for
permits, and illegal advertisements attract fines or removal orders.

e Nordic countries: Advertisement near highways and public spaces is highly regulated,
with permits acting as both regulatory and revenue instruments.

Key lesson: Linking advertisement tax/fees with permits strengthens enforcement, reduces tax
evasion, and improves urban aesthetics.

4.3.3 Zoning and Location-Based Taxation

International practice commonly differentiates advertisement tax rates by commercial vs
residential zones, high-traffic corridors vs local streets and permanent vs temporary
advertisements.

This approach allows cities to discourage visual pollution while still mobilizing revenue.

Key lesson: Nepalese local governments can adopt location-based rate bands to balance revenue
generation with planning concerns.

4.3.4 Digital and Electronic Advertising
e Several countries have introduced digital advertising taxes at the national level,
targeting large online platforms.
e At sub-national levels, cities increasingly regulate and charge higher fees for digital
billboards and LED screens due to energy use and visual impact.

Key lesson: While online advertising taxation may remain federal, local governments should
explicitly cover digital display boards and electronic signage within advertisement tax
frameworks.
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4.3.5 Technology-Driven Administration

Common international administrative tools include GIS-based inventories of billboards and
signboards, mandatory annual license renewal linked to tax payment and digital billing and
payment systems.

Key lesson: Technology improves transparency, expands the tax base, and minimizes leakage

critical for Nepal’s municipalities.

Table 2: Comparative Snapshot: Nepal and International Practices

Dimension

Legal positioning

Instrument

Rate structure

Coverage

Nepal (Current Practice)
Shared tax (Province—
Local) with ambiguity
Tax + weak permits

Flat or ad-hoc rates

Mostly physical ads

International Good
Practice

Mostly clear
authority

municipal
Permit-linked fees/taxes
Size, location, zone-based

rates

Physical + digital displays

Key Lesson for Nepal

Clarify roles; make LGs
lead administrators

Link payment to licensing
& compliance

Introduce zoning &
size-based bands

Explicitly cover LED/digital
boards

Administration Manual, sometimes Direct municipal Phase out outsourcing;
outsourced collection digitize
Enforcement Weak, illegal hoardings Strong penalties & Strengthen penalties &
common removals removal powers
Technology Limited databases GIS inventories & e-billing  Adopt GIS & digital
payments

Global Scenario of Advertisement Tax Administration and Its Relevance to Nepal

Globally, advertisement tax administration is primarily anchored within local government
finance systems, especially in urban areas where outdoor advertising constitutes a visible and
commercially valuable use of public space. In many countries, municipalities are empowered to
regulate and tax outdoor advertisements such as billboards, hoarding boards, transit media, and
building-mounted displays. These systems are typically integrated with urban planning, zoning
regulations, and licensing mechanisms, ensuring that advertisement placement aligns with city
aesthetics, public safety, and land-use planning. Revenue collection is generally managed directly
by local governments through permit-based systems, digital registries, and periodic renewal
processes, which help improve transparency, compliance, and predictability of revenue flows.

At the same time, there has been a significant global shift toward technology-enabled
administration. Many cities now use GIS mapping, digital inventories of advertisement
structures, and e-permitting systems to monitor advertisement locations, sizes, and ownership.
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This reduces reliance on manual inspections and minimizes revenue leakage. In addition,
enforcement mechanisms are typically strong, with clear penalties for unauthorized
advertisements, including removal, fines, and blacklisting of non-compliant operators. Another
important trend is the gradual move away from contract-based revenue collection models
toward direct municipal administration, which enhances accountability and allows local
governments to capture the full revenue potential.

A major emerging dimension in the global context is the rapid expansion of digital advertising,
which has challenged traditional tax systems. While outdoor advertisement taxation remains
largely local, digital advertisement taxation is increasingly handled at the national level through
instruments such as digital services taxes or value-added tax on online services. However, even
in advanced systems, coordination between different levels of government remains a key issue,
particularly in defining tax jurisdiction, avoiding double taxation, and ensuring equitable revenue
sharing.

In the context of Nepal, and particularly in the selected urban municipalities of Koshi Province,
these global practices offer several important insights. The current system of advertisement tax
administration is largely characterized by fragmented regulatory practices, limited
standardization, weak monitoring mechanisms, and heavy reliance on contractor-based
collection, which often results in underreporting and revenue leakage. Unlike global practices
where municipalities maintain comprehensive inventories and enforce strict compliance, many
local governments in Nepal lack updated data on advertisement structures and depend on
periodic or ad hoc monitoring. Furthermore, inconsistencies in tax rates, unclear classification of
advertisement types, and overlapping regulatory roles between different levels of government
create administrative inefficiencies.

The global experience therefore highlights the need for Nepal to transition toward a more
structured and system-based approach to advertisement tax administration. For urban
municipalities in Koshi, this implies strengthening internal administrative capacity, developing
digital databases of advertisement assets, standardizing procedures for licensing and taxation,
and gradually shifting toward direct revenue collection mechanisms. Equally important is
improving coordination with provincial and federal frameworks to ensure clarity in policy and
legal mandates. While Nepal may not immediately adopt advanced digital taxation systems,
incremental reforms aligned with global practices can significantly enhance revenue
performance, administrative efficiency, and regulatory control in the advertisement sector.
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Chapter 5: Overview of Advertisement Tax Administration in Nepal

In Nepal, advertisement tax administration is primarily assigned to local governments as part of
their own source revenue (OSR) under the constitutional framework of fiscal federalism. The
Constitution of Nepal 2015 recognizes advertisement tax as one of the key revenue sources of
local levels, which is further operationalized through laws such as the Local Government
Operation Act 2017. Under this framework, municipalities are authorized to levy and collect taxes
on various forms of advertisements, particularly outdoor advertisements such as hoarding
boards, billboards, wall paintings, and digital displays within their jurisdiction. In practice, local
governments have adopted different administrative approaches, including direct collection and
contractor-based systems, often guided by local bylaws and annual fiscal acts. However, the
system remains characterized by variations in tax rates, limited standardization of tax bases,
weak record-keeping, and inconsistent enforcement practices. While recent initiatives such as
the Advertisement Regulation Act 2019 and the Outer Advertisement Standard, 2081 have
attempted to introduce regulatory clarity and uniform standards, the overall administration of
advertisement tax in Nepal continues to face challenges related to institutional capacity,
intergovernmental coordination, and effective monitoring. As a result, despite its potential,
advertisement tax remains an underutilized revenue source for many urban municipalities,
including those in Koshi Province.

5.1 Types of Advertisements Taxed

Local governments in Nepal generally levy advertisement tax on physical and visible
advertisement materials, although the scope varies significantly by municipality.

5.2 Commonly Taxed Advertisement Types

Most municipalities impose advertisement tax on the following categories:

e Outdoor Advertisements
o Hoarding boards
o Billboards
o Unipolar and flex boards
o Wall paintings

¢ Commercial Signage
o Shop name boards
o Business logos and illuminated signs

e Temporary Advertisements
o Event banners
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o Promotional posters
o Festival-related advertisements

e Vehicle-based Advertisements
o Advertisements displayed on buses, taxis, tempos, and delivery vehicles

These categories are generally aligned with Municipal Advertisement Tax Acts and Fee
Schedules, though classification and definitions differ across local governments.

5.3 Emerging and Untaxed Advertisement Forms

Despite rapid changes in advertising practices, many local governments do not systematically
tax on

o Digital screens installed in public places

e LED display boards

e Online and social media advertisements

¢ Influencer marketing and sponsored digital content
The exclusion of these forms reflects legal ambiguity, capacity constraints, and enforcement
limitations, creating a widening gap between traditional and modern advertising markets.

5.4 Rate Structures and Tax Determination

5.4.1 Basis of Rate Determination

Advertisement tax rates in Nepal are typically determined based on:

e Size of advertisement (square feet or square meter)
e Type of material (flex, LED, painted, illuminated)
e Location (main road, commercial hub, residential area)
e Duration (daily, monthly, annual)
Rates are approved annually through municipal budget and revenue bylaws.

5.4.2 Nature of Rate Structures

Most local governments apply:

e Flat-rate or slab-based fees, rather than value-based taxation
e Annual licensing fees for permanent structures
e Short-term permits for temporary advertisements

This approach simplifies administration but often fails to reflect:

e Advertising value
e Business turnover
e Market reach and visibility
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As a result, high-value commercial advertisements may be undertaxed, while small businesses
face relatively higher proportional burdens.

5.5 Tax Assessment, Billing, and Collection Process

5.5.1 Tax Assessment Practices

Advertisement tax assessment is primarily administrative and manual, involving:

e Physical inspection by municipal staff
e Applications submitted by advertisers or agencies
e Measurement of advertisement size and type
In many municipalities, assessments are reactive rather than systematic, relying on:

e Complaints
e Periodic drives
e Voluntary disclosure

5.5.2 Billing and Collection Mechanisms

Billing is usually conducted through:

e Manual bills or receipts
e Cash or bank deposit payments
e Counter-based payment systems at municipal offices
Only a limited number of municipalities have integrated advertisement tax into:

e Online revenue systems

e Mobile payment platforms

e Unified municipal billing portals
Most of the municipalities are collecting advertisement tax through outsourcing private
companies. Very limited municipalities are collecting themselves, but the collection

performances are very weak. The lack of standard billing system and weak records often results
in revenue leakages and overdue amounts.

5.6 Enforcement and Monitoring Mechanisms

Local governments employ several enforcement tools including removal of illegal
advertisements, imposition of fines and penalties, non-renewal of business registration and
temporary sealing of premises (in rare cases). However, enforcement is often selective and
inconsistent, influenced by political pressure, limited manpower and fear of conflict with
business communities.

Regarding monitoring mechanism, Municipal Revenue Advisory Committee and revenue section
are responsible for monitoring mobilizing city police force. There are many more challenges in
monitoring such as lack of updated advertisement inventory, absence of GIS-based mapping,
limited inter-departmental coordination and weak follow-up mechanisms. As a result,
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unregistered and unpaid advertisements remain widespread, particularly in urban and peri
urban areas.

5.7 Use of Technology and MIS in Advertisement Tax Administration

5.7.1 Current Status

The use of technology in advertisement tax administration remains emerging. While some
municipalities have introduced:

e Digital revenue software
e Online business registration systems
e Basic MIS dashboards

Advertisement tax is often not fully integrated into these systems.

5.7.2 Potential Applications of Technology

Technology can significantly improve administration through:

e GIS-based advertisement mapping

e Digital permitting and renewal systems

e QR-coded licenses displayed on advertisement boards

e Real-time monitoring using mobile inspection apps

e Data integration with business registration and property tax systems

Such tools can enhance transparency, compliance, and revenue forecasting while reducing
administrative discretion.

5.7.3 Key Observations
Based on the current administrative practices, the following patterns emerge:

e Advertisement tax administration remains largely manual and fragmented

e Legal authority exists, but implementation capacity is weak

e Revenue potential is under-realized, especially from emerging advertisement forms

e Technology adoption is uneven and underutilized

e Strong linkage between urban management, aesthetics, and revenue is often missing
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Chapter 6: Overview of Koshi Province: Geographical, Political, Socio-
Economic and Fiscal Perspectives with Focus on Advertisement Tax

6.1 Introduction

This chapter provides an in-depth provincial-level assessment of Koshi Province in order to
situate advertisement tax within the broader Own Source Revenue (OSR) mobilization framework
of local governments. The analysis integrates geographical, political, socio-economic, and fiscal
dimensions and links them with administrative practice and reform potential in advertisement
taxation.

The purpose is to bridge macro-level structural analysis with municipality-specific field findings
presented in subsequent sections of the report.

6.2 Geographical Context and Spatial Economic Structure

Koshi Province, located in the eastern part of Nepal, is geographically diverse and strategically
significant. It covers approximately 25,905 sg. km which is about 17.5% of Nepal's total area and
spans Himalayan, Hill, Inner-Terai, and Terai ecological belts. It borders China (Tibet Autonomous
Region) in the north and India (Bihar and West Bengal) in the south and east making it
geopolitically and economically

strategic.

This Province is characterized by its -
dramatic altitudinal range, spanning -
from the world’s highest peak,
Mount Everest (8,848.86m), to
the lowest point in Nepal, Kechana
Kawal (58m). This province is
divided into the Himalayan

region (north), Mid-hills (center),

and the Terai plains (south) with Three Ecological Belts. It is named after the Koshi River,
Nepal's largest river system, which forms the province's western boundary. It is rich in natural
resources having the Sagarmatha National Park which is recognized as a UNESCO World Heritage
Site and the Koshi Tappu Wildlife Reserve, famous for its wild water buffaloes.

Biratnagar, Itahari, Dharan, Damak and Birtamode is considered as the major urban corridors
including Kakarbhitta and Biratnagar ICP are the major trade route for foreign trade. Sunsari-
Morang Industrial Corridor is the huge Industrial Hub that accounts for roughly 40% of the
country’s total industrial output. This corridor represents one of Nepal’s strongest manufacturing
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belts. Industrial growth stimulates corporate branding, commercial signage, and digital
advertising. Border trade centers such as Biratnagar and Kakarbhitta enhance cross-border
advertising visibility. Rapid urban expansion in Biratnagar, Itahari, Dharan, Damak and Birtamod
further expands advertisement infrastructure.

Spatial distribution of commercial activity is heavily concentrated in the Terai and major highway
corridors, while mountainous districts demonstrate limited commercial density. Urban corridors
along the East-West Highway and trade border points create high advertisement potential
compared to mountain municipalities whereas equal potentialities tourism promotion zone such
as llam, Taplejung and Sankhuwasabha.

Table 3: Ecological Zone and Advertisement Revenue Potential

Ecological Zone Economic Activity Level Advertisement Tax Potential
Mountain Low commercial density Low

Hill Moderate market centers | Moderate

Inner Terai Emerging urban nodes Moderate to High

Terai Industrial & trade corridor | High

Analytical Box 6.1: Spatial Inequality in Advertisement Tax Base

Advertisement tax potential in Koshi Province is structurally uneven due to geographic and
infrastructure disparities. Policy design must therefore adopt segregated approaches rather
than uniform rate structures.

6.3 Political and Governance Structure

Koshi Province consists of 14 districts and 137 local governments including one Metropolitan City,
two Sub-Metropolitan Cities, forty-six Urban Municipalities and eighty-eight Rural Municipalities.
The predominance of rural units directly influences OSR discrepancies. Regarding the political
governance structure relating the advertisement tax administration, advertisement tax authority
is constitutionally assigned to local governments under Schedule 8, while provinces hold broader
fiscal coordination roles under Schedule 8. However, absence of harmonized provincial
guidelines has resulted in rate variation and administrative inconsistency.

6.4 Fiscal Structure and OSR Composition

Local governments in Koshi Province remain heavily dependent on federal fiscal transfers. Own
Source Revenue contributes a relatively smaller share of total expenditure financing, with
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significant disparity across local units. The contribution of advertisement tax to the overall
budgetary system of the purposively sampled urban municipalities calculated below one percent.

Table 4: Typical OSR Composition in Urban Municipalities

Revenue Source Relative Importance
Property Tax High

Business Registration Moderate

House Rent Tax Moderate

Service Charges Moderate
Advertisement Tax Low but growing

Analytical Box 6.2: Advertisement Tax Elasticity

Compared to property tax, advertisement tax demonstrates higher short-term elasticity in
expanding urban economies, especially where digital advertising is growing.

6.5 Provincial Policy and Legal Framework of Advertisement Tax in Koshi

There is no standardized provincial policy as well as legal framework governing classification, rate
bands, or monitoring mechanisms for advertisement tax. This results in fragmented municipal
practices. Some initiations have been taken place to regulate and calculate advertisement
potentialities of Koshi Province.

6.5.1 Provincial Financial Management Act, 2082 (2025):

Provincial Financial Management Act provides an overarching legal framework for revenue
administration, budgeting, and fiscal discipline at the provincial level. In the context of
advertisement tax, the Act does not typically create a new tax base independently; rather, it
reinforces the constitutional assignment of revenue powers and establishes procedures for
managing, coordinating, and regulating such taxes within the provincial jurisdiction.
Advertisement tax, being constitutionally linked to both provincial and local governments (as per
concurrent powers), is therefore guided by this Act in terms of revenue recording, standard
setting, and intergovernmental fiscal coordination.

In summary, while the Provincial Financial Management Act, 2082 does not exclusively regulate
advertisement tax, it significantly shapes its governance environment by promoting
standardization, accountability, and coordination. Its effective implementation can help address
many of the existing policies and administrative gaps observed in advertisement tax systems
across local governments in Koshi Province.
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Clause 10, Sub-Clause 2 explicitly addresses the allocation and management of advertisement
tax arising from public notices. It stipulates that 3 percent of the total fee or revenue collected
from any public notice is to be recognized as a specific form of advertisement tax and deposited
into the local government’s consolidated fund. This provision reflects a deliberate effort to
ensure local governments directly benefit from public communications within their
jurisdiction, thereby reinforcing local fiscal autonomy and revenue mobilization capacity. By
earmarking a fixed percentage, the law provides clarity and predictability for both the provincial
and local financial administrations.

Administratively, this sub-clause places a clear responsibility on the provincial authorities and the
relevant agencies issuing or regulating public notices to deduct and transfer the prescribed 3
percent to the local government’s consolidated fund. It establishes a legal obligation for proper
accounting, documentation, and timely remittance, which is critical for enhancing transparency
and avoiding revenue leakages. For local governments in Koshi Province, such a provision
strengthens their revenue base in a relatively low-cost, non-intrusive manner, as the tax is
automatically linked to public notice activities rather than requiring additional assessment or
enforcement measures.

Clause 10, Sub-Clause 3 provides the procedural framework for local governments to license
advertisement activities and collect associated taxes. This provision recognizes that local
governments are the primary authorities responsible for regulating advertisements within their
jurisdiction, including billboards, hoardings, banners, and other public displays. By setting out a
clear licensing process, the law ensures that advertisement activities are conducted in an
organized, accountable, and revenue-generating manner.

Finally, from a governance perspective, this provision also reinforces compliance incentives. By
legally mandating the share to local consolidated fund, the Act reduces discretionary decisions
over revenue allocation, mitigates potential disputes between provincial and local authorities,
and enhances public trust in the management of local revenues. When consistently
implemented, this measure can serve as a model for other minor but systematic revenue streams
that support local development in a transparent, accountable, and legally secure manner.

The original version of the provincial financial management act 2082 and its provisions are as
follows:
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6.5.2 Advertisement (Regulation) Directive, 2082

Provincial (Advertisement Regulation) Directives, 2082 were issued by the provincial
government under Clause 23(1) of the Federal Advertisement (Regulation) Act, 2076, to provide
a more structured and operational framework for advertisement monitoring, licensing, and
regulation within the province. These directives aim to strengthen provincial oversight while
supporting local governments in effectively managing advertisement activities, ensuring
compliance with safety, aesthetic, and fiscal standards.

One of the key features of the directives is the establishment of the Provincial Advertisement
Monitoring and Regulation Committee, as per Clause 3. This committee is mandated to oversee
the implementation of advertisement-related policies, coordinate with local governments, and
monitor compliance across the province. Its responsibilities include advising on standard license
conditions, resolving disputes over advertisement placements, ensuring alignment with zoning
and safety standards, and recommending policy updates to the provincial government. By
creating a dedicated oversight body, the directives institutionalize a mechanism for coordinated
regulation and monitoring, which helps prevent arbitrary or inconsistent practices among
municipalities.

Additionally, the directives provide a clear framework for registering and licensing advertising
agencies operating within the provincial jurisdiction. All ad agencies must register with the
provincial authority and obtain the required license before engaging in any advertisement
activities. This measure serves multiple purposes: it enhances accountability of advertising
operators, ensures tax compliance, and provides a reliable database of active advertising entities
for monitoring purposes. Registration and licensing also enable the province to track the scale
and reach of advertisement activities, allowing for better policy planning and revenue
projections.

Overall, the Provincial Advertisement Regulation Directives, 2082, complement existing federal
and provincial legal frameworks by combining oversight, coordination, and compliance
mechanisms. They help streamline advertisement governance, facilitate intergovernmental
coordination, and promote transparent and predictable revenue mobilization. For local
governments in Koshi Province, these directives provide guidance on best practices for licensing,
tax collection, and monitoring of advertisements, thereby supporting a more organized and
accountable urban environment.

The original version of the Provincial Advertisement Regulatory Directive 2082 is as follows:
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6.5.3 Province Forest Regulation 2080

The Koshi Province Forest Regulation, 2080, issued by the Ministry of Tourism, Forest and
Environment, incorporates a provision under Clause 124 that enables the Provincial Forest
Division to authorize and regulate the placement of advertisement materials within forest areas
and along forest roads. The regulation prescribes an annual fee structure, including a rate of NPR
1,000 per square foot for advertisements placed along main roads, thereby effectively
introducing a form of advertisement tax or fee linked to the use of forest land. The provision also
establishes procedural requirements for prior approval, submission of detailed applications, and
revenue collection through the provincial treasury, reflecting an attempt to regulate commercial
use of environmentally sensitive public spaces while generating provincial revenue.

Notwithstanding its regulatory intent, this provision has given rise to legal and institutional
ambiguity within the federal framework. Advertisement tax is constitutionally assigned to local
governments under Schedule 8 of the Constitution of Nepal, and is generally administered
through local laws and bylaws. The imposition of a similar levy by provincial forest authorities
creates potential overlaps in jurisdiction, risks of double taxation, and uncertainty for taxpayers
and advertisers operating across jurisdictions. This situation highlights a broader challenge of
fragmented legal provisions across sectors and tiers of government, underscoring the need for
clear delineation of revenue rights, harmonization of sectoral regulations, and strengthened
intergovernmental coordination to ensure consistency, legal clarity, and effective revenue
administration.

6.5.4 Province Revenue Office, Koshi Province
The Province Revenue Office (PRO), Koshi Province, operates under the Ministry of Economic
Affairs and Planning, Government of Koshi Province. The office is responsible for administration,
collection, monitoring, and management of provincial taxes and non-tax revenues in accordance
with prevailing provincial laws. The establishment of the office aims to strengthen provincial
fiscal capacity and improve revenue performance through systematic administration and
coordination.

Job Description and Mandate of PRO Koshi Province
The major roles and responsibilities of the Province Revenue Office include:

e Implementation and administration of provincial tax and non-tax revenue laws.

e Collection of provincial taxes such as entertainment tax, advertisement tax (provincial
share), vehicle-related taxes, tourism fees, and other prescribed revenues.

e Maintenance of revenue records, reporting, and financial reconciliation.
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e Facilitation of taxpayer services, including information dissemination and compliance
support.

e Monitoring revenue performance against annual targets.

e Coordination with line ministries, local governments, and relevant stakeholders.

Organizational Structure

The Province Revenue Office functions under the leadership of an Office Chief and is structured
into functional units to ensure effective revenue administration. The typical organizational
structure includes:

e Office Chief (Section Officer / Under Secretary level)
e Revenue Administration Unit

e Accounts and Finance Unit

e Administration and Human Resource Unit

e Information and Taxpayer Service Support

The office coordinates directly with the Ministry of Economic Affairs and Planning for policy
direction and reporting.

Major Activities for Provincial OSR Strengthening

e Preparation of annual revenue targets and performance monitoring.
e Enforcement of provincial tax laws and compliance measures.

e Data collection and analysis to identify potential revenue gaps.

e Digitization and modernization of revenue administration systems.
e Public awareness and taxpayer education programs.

Role in Supporting Local Government OSR Strengthening

Although local governments are empowered by the constitution to mobilize their own source
revenues (OSR), the Province Revenue Office contributes indirectly through policy
harmonization, coordination, and technical support.

e Providing guidance on revenue legislation alignment between provinces and local levels.
e Sharing best practices in tax administration and compliance management.

e Supporting capacity-building initiatives in collaboration with provincial ministries.

e Facilitating coordination on shared or concurrent tax bases.

The Province Revenue Office, Koshi Province plays a crucial role in strengthening provincial fiscal
autonomy through systematic revenue administration and intergovernmental coordination. Its

36



Comprehensive Study of Advertisement Tax Administration in Koshi Province, 2026

effective functioning contributes to improved revenue performance and supports broader public
fiscal management reforms within the federal structure of Nepal.

6.6 Provincial Own Source Revenue Feasibility Study Report (FY 079/080-084/085)

The Own-Source Revenue (OSR) Feasibility Study 2079 was undertaken by the Ministry of
Economic Affairs and Planning, Koshi Province, to assess the status, potential, and strategic
opportunities for enhancing internally mobilized revenues at the provincial level. Given the
constitutional mandate for fiscal federalism and provincial fiscal autonomy, the study evaluates
revenue streams currently under provincial and concurrent jurisdiction and identifies constraints
and prospects for improved revenue performance.

The study is based on trends of internal revenue collections over recent fiscal years, highlighting
that while the province has demonstrated a capacity to mobilize revenues in the range of billions
of rupees, the level of internal revenue remains limited relative to provincial budget needs. This
gap reinforces dependence on federal transfers and grants. It examines major OSR categories
including provincial taxes, fees, charges, service levies, and fines, with a focus on
underperforming areas such as advertisement tax, entertainment tax, and service charges, which
have potential to contribute more through administrative reforms and rate rationalization.

A key component of the study emphasizes the institutional and administrative bottlenecks that
hinder effective revenue collection. These include inconsistent rate schedules across local
governments, weak compliance mechanisms, and inadequate integration of digital revenue
administration systems. The report underscores the need for capacity building in revenue
assessment, audit, and taxpayer services to support improved compliance and expand the tax
base.

The feasibility study also benchmarks international practices in provincial revenue diversification,
identifying models for modernizing revenue administration and strengthening provincial-local
coordination. Specifically, the report advocates for standardized revenue frameworks, integrated
tax information systems, and enhanced intergovernmental fiscal coordination. The report made
own source revenue projection of Koshi in 16 different headings including tax, non-tax, service
fees and royalty. Based on the status, potentialities analysis, reform measurements, the potential
own source revenue projection of Koshi province for next five fiscal year (FY 080/081-084/085)
is shown in table below.
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Table 5: Koshi province for next five fiscal year (FY 080/081-084/085)
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SWOT Analysis: Advertisement Tax in Koshi Province

Strengths

Opportunities

Strong industrial and commercial base
Expanding urban centers

Highway and border trade corridors
Constitutional authority at local level
Province Revenue Office

Digital advertisement regulation
Provincial harmonization framework
GIS-based monitoring

Integration with urban planning
Comfort for coordination.

Weaknesses

Threats

Fragmented legal framework
Administrative capacity gaps
Outsourcing practice in tax collection
Weak enforcement systems

Absence of digital regulation

Revenue informal
installations

Legal disputes over authority
Unregulated online advertisement
growth

Business resistance to harmonized rate

increases.

leakage from

6.7 Digital Advertisement Gap

There is no structured taxation framework for:

6.8 Potential for Reform and Revenue Expansion

LED digital boards

Mobile advertising screens

Online platform-based local advertising
Social media-based local promotions

6.8.1 Strategic High-Potential Zones

N

East—West Highway corridor
Industrial municipalities
Border municipalities

Urban commercial hubs
Tourism municipalities

.2 Reform Opportunities

Provincial Model Advertisement Tax Guideline

Standardized classification system
GIS-based advertisement registry
Digital permit system

Integration with building permit approval
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6. Risk-based inspection mechanism.
7. LED and digital board regulatory framework

6.8.3 Alignment with OSR Strengthening Strategy
Strengthening advertisement tax aligns with broader OSR objectives:

e Reducing fiscal dependency

e Improving local revenue autonomy
e Enhancing urban management

e Promoting fair business regulation

6.9 Current Status of Advertisement Tax Administration in Koshi Province

Advertisement tax administration across Koshi Province remains predominantly manual and
permit based. Municipalities lack GIS mapping, digital permit systems and standardized
monitoring protocols. Annual Financial Act is the key legal and policy instrument of all LGs in
Koshi Province for advertisement tax administration and no provincial standard classification
system exists.

Local governments in Koshi province levy advertisement tax through Annual Financial Act.
However, rate structures vary widely, definitions of advertisement differ, digital and online
advertising are mostly unregulated.

Regarding the status of revenue potentiality and actual collection, Own Source Revenue
Feasibility Study Report of Koshi Province (FY 079/080-084/085) mentioned that only 34 out of
137 (24.81%) LGs are executing the advertisement tax system in the province and actual
collection of advertisement tax is NPR.130,43,787 in the fiscal year of 2078/079.

This report analyzed the different perspectives of advertisement tax and projected NPR.
16,19,37,000 for fiscal years 080/081 — 084/085. Details of the projection is as below:

Actual Projection Projection Fiscal Year NPR.000 Total

collection of
F.Y.078/079 | F.Y.079/080 079/080 | 080/081 | 081/082 | 082/083 | 083/084 | 084/085

44,97 95,40 98,58 170,76 239,33 315,19 399,67 494,42 16,19,37

Source: OSR Feasibility Study Report 2079

6.9.1 Existing Administrative Practice at Local Level in Koshi

All local governments have Annual Financial Acts and overall revenue administration is being
operationalized through the acts. There is ICT based revenue administration system for property
tax, business tax and household rent tax but there is no system integration of advertisement tax
in the municipal revenue system.
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Most of the Local governments in Koshi levy advertisement tax on: Hoarding boards and
billboards, Wall paintings and flex banners, Shop signboards and Digital display boards and LED
screens but there are not any comprehensive administrative practices in advertisement tax
existing. Non municipalities have inventory of hording boards and billboards, Wall paintings and
flex banners, Shop signboards, Digital display boards and LED screens within the municipal
authority. Rate structures differ widely across municipalities, often based on Size of
advertisement, Location (roadside, commercial area, highways) and Types like temporary vs
permanent.

Tax collection is made through direct collection by municipal revenue sections, or
outsourcing/contracting to private collectors which is common in urban municipalities. Despite
growing advertisement activity, actual revenue collection remains extremely low compared to
potential.

Weak institutional capacity, unskilled and unprofessional human resources, unclear and
ambiguity policy and legal framework, weak database and manual permit and collection system,
outsourcing the private companies for tax collection are the key constraints in weak collection.

Field observations and stakeholder interactions indicate:

e Manual application processes

e Noinventory of advertising materials within the municipal authority

e Paper-based record-keeping

e Limited inspection mechanisms

e Infrequent field monitoring

o Weak enforcement for illegal boards

e Weak policy guidance and coordination role by the province.

e Unregistered hoardings and temporary advertisements result in revenue leakage.
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Chapter 7: Municipality Specific Analysis and Field Findings on
Advertisement Tax Admiration in Koshi Province

7.1 Introduction

Five municipalities were purposively selected for this study based on urban scale, economic
activity, and revenue significance. These urban municipalities are geographically located around
the East- West Highway and Sunsari-Morang Industrial Corridor. The objective of this analysis is
to examine how advertisement tax is implemented in practice, identify institutional, legal, and
operational gaps, assess revenue performance and compliance behavior; and generate evidence-
based findings to inform the reform roadmap.

The analysis is based on:

o Key Informant Interviews (KIl) with municipal officials, revenue officers, revenue advisory
committee members and provincial authorities.

e Focus Group Discussions (FGDs) with local business associations like local Chamber of
Commerce and Industry, Advertisers, Advertising Agencies and Civil Society actors.

e Review of municipal revenue records, laws, and administrative documents.

o Field observations of advertisement boards, hoardings, and compliance practices.

7.2 Brief Profile of Selected Municipalities

The selected municipalities represent variation in urbanization level, economic activity, revenue
size, political context, and exposure to commercial advertisement activities. For this study five
urban municipalities are selected as the representatives LGs from the Koshi Province providing
special attention on highly urban and economically strong local governments. The selected urban
municipalities are:

e Biratnagar Metropolitan City, Morang
e [tahari Sub-Metropolis, Sunsari

e Dharan Sub-Metropolis, Sunsari

e Damak Municipality, Jhapa and

e Birtamod Municipality, Jhapa
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Table 6:Comparative Profile of Selected Municipalities

Indicators Biratnagar Itahari Dharan Damak Birtamod
Population 2,43,927 ,197,241 1,66,531 1,07,227 1,16,192
Urban/Rural Classification Urban Urban Urban Urban Urban
Annual Budget (FY 080/081) 3,10,89,38 1,75,12,80 1,53,42,18 1,29,94,23 1,40,95,50
NPR.000

Own Source Revenue (OSR) Share | 60,06,44 34,75,80 25,73,19 17,04,89 10,64,55
(%) (19.31%) (19.84%) (16.77%) (13.12%) (7.55%)
Advertisement Tax Revenue (Next | 1,20,00 97,42 88,42 57,00 31,00

3 FY) (1.99%) 0.93%) (1.14%) (1.11%) (0.97%)
Growth Rate (%) 1.70% NA 10% - -
Number of Registered Advertisers | NA NA NA NA NA
Presence of Digital Boards NA NA NA NA NA
Dedicated Revenue Unit (Yes/No) | Yes Yes Yes Yes Yes

Although all selected municipalities are urban in classification, population size varies significantly.
Biratnagar, as the largest metropolitan economic center in Koshi Province, theoretically
possesses the highest advertisement tax potential due to larger market density, business
concentration, and commercial corridors. However, population alone does not proportionally
translate into advertisement revenue performance, indicating the role of administrative and
regulatory factors.

Itahari and Biratnagar demonstrate stronger fiscal autonomy with OSR shares close to 20%,
suggesting better internal revenue mobilization mechanisms. In contrast, Birtamod’s OSR share
(7.55%) indicates heavy reliance on intergovernmental transfers, which may reflect weaker tax
base exploitation or administrative inefficiencies. Despite strong OSR performance,
advertisement tax contributes less than 1% of total revenue across municipalities, suggesting that
advertisement tax remains a marginal yet under-exploited revenue source.

A striking finding is that Biratnagar, despite being the largest and economically most vibrant
municipality, records only 1.99% contribution from advertisement tax, significantly not better
than Dharan (1.14%) and Damak (1.11%). This indicates a substantial gap between potential and
realization. The discrepancy may reflect weak enforcement, outdated rate structures, informal
advertisement practices, or lack of systematic digital inventory of billboards.

The presence of dedicated revenue units across all municipalities suggests that institutional
structure alone does not guarantee performance. The variation in advertisement tax collection
implies differences in operational practices, monitoring mechanisms, enforcement capacity, and
political commitment.

The comparative profile clearly demonstrates that advertisement tax performance is not directly
correlated with population size or overall budget strength. Administrative effectiveness and
enforcement practices are more decisive determinants.
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7.3 Municipal Legal and Policy Framework

7.3.1 Existence and Quality of Local Legislation

Regarding the municipal legal and policy framework of advertisement tax administration,
municipalities have adopted varying legal and policy approaches. Some have enacted specific
Advertisement Tax By-laws and others regulate advertisement tax within a broader Revenue Act;
In some cases, provisions are limited to rate schedules without procedural clarity.

Field findings indicate that most municipalities administer advertisement tax through annual
Financial Acts, which primarily function as rate-setting instruments rather than comprehensive
regulatory frameworks. In contrast, Dharan, Biratnagar, and Birtamod have attempted to
institutionalize advertisement taxation through dedicated legal instruments for example: Dharan
has Revenue Mobilization Act 077, Birtamode have Advertisement Directives 2081 and
Bitatnagar have Tax and non-tax revenue act 2078. They are initiating thereby moving from fiscal
authorization to regulatory governance.

Municipalities that have incorporated definitional clarity within their legislation demonstrate
greater regulatory precision. Clear articulation of advertisement categories, taxable units (per sq.
ft., per display, per duration), and rate differentiation reduces interpretative ambiguity and
enhances enforceability. In municipalities relying solely on annual fiscal acts, definitional
ambiguity persists, potentially constraining effective tax administration and enabling informal
advertisement proliferation.

Having a dedicated revenue unit without a strong legal framework limits operational
effectiveness. Legal clarity appears to correlate with stronger advertisement tax contributions in
municipalities such as Dharan. This suggests that normative structure enhances administrative
confidence and enforcement capability.

The comparative legal review demonstrates that advertisement tax governance at municipal
level remains fiscal rather than regulatory in orientation. While a few municipalities such as
Dharan, Biratnagar and Birtamod have initiated broader legal instruments, the overall system
lacks uniformity, legal depth, and enforcement clarity. This fragmented approach contributes to
inconsistent revenue performance and underutilization of advertisement tax potential across
municipalities.

7.3.2 Alignment with Provincial Framework

Provincial Government, Koshi regularly approved the Annual Financial Act. As usual, in the fiscal
year 2082, Ministry of Internal Affairs and Law issued the Financial Act 2082 and Ministry of
Financial Affairs and Planning (Ministry Level Decision) issued a provincial circular directing all
137 local governments to implement Clause 10 sub-clause 2. It represents an attempt to
standardize advertisement tax governance across Koshi Province. This reflects a shift from
fragmented local practices toward coordinated provincial oversight. It indicates that province is
emphasizing regulatory coordination and Local governments are adapting their laws accordingly.
This indicates administrative alignment, but also vertical fiscal tightness.
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While most municipalities are adjusting their local legal instruments to align with provincial
provisions, this development raises important questions regarding the balance between
standardization and local fiscal autonomy. The harmonization effort enhances uniformity and
reduces regulatory ambiguity, yet it may simultaneously narrow municipal flexibility in designing
context-specific rate structures and enforcement mechanisms.

The directive requiring 3% of public advertisement expenditure to be deposited into the Local
Consolidated Fund for subsequent redistribution (40% Province, 60% Local) introduces a
structured revenue-sharing mechanism. This model attempts to operationalize concurrent
taxation powers through formula-based distribution rather than separate parallel taxation.

Although municipalities are formally complying with provincial directives, the effectiveness of
the alignment depends on administrative clarity, reporting mechanisms, and intergovernmental
coordination. Without robust monitoring and reconciliation systems, revenue-sharing
arrangements may generate procedural delays or fiscal disputes.

Field observations indicate a high degree of formal compliance among municipalities. However,
compliance appears primarily normative (legal adjustment) rather than systemic (institutional
reform). The alignment process remains document-driven rather than performance-driven.

The evolving provincial-local alignment on advertisement tax in Koshi Province reflects a
transition from fragmented municipal practice to coordinated fiscal governance. While the
Provincial Annual Financial Act 2082 and subsequent circulars have introduced regulatory
uniformity and revenue-sharing clarity, the arrangement also highlights the delicate balance
between harmonization and local fiscal autonomy. The long-term sustainability of this model will
depend not merely on legal compliance but on strengthened intergovernmental coordination,
transparent accounting systems, and clearly defined administrative roles.

7.4 Institutional and Administrative Arrangement

7.4.1 Organizational Structure

Most municipalities administer advertisement tax under the Revenue Section without a
specialized desk. The status of the organizational hierarchy varies upon the Metropolitan, Sub-
Metropolis and Municipality as well. Some municipalities have Revenue Administration Division
whereas some have revenue sections. Biratnagar Metropolitan is operationalized revenue
administration system through Revenue Administration Division and deputed high-level staff. In
Dharan Sub-Metropolitan and Itahari Sub-Metropolitan, Revenue Section is in place and deputed
senior level staff for overall revenue administration. Remaining Municipalities like Damak and
Birtamod, setting up the revenue section with mid-level staff.

Key findings include:

e Organizational structure and institutional setting up vary among the sampled
municipalities.
¢ No dedicated inventory unit for inventory management.
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¢ Absence of clear internal SOPs of advertisement tax administration.

7.4.2 Human Resource Capacity

Human resource management system is also varying with the hierarchy of the municipalities. KlI
findings suggest:

o Deputed Level 6" to 8™ level human resource in revenue administration division or
section or unit.

e Revenue staff weak technical knowledge for measuring digital or complex advertisement
structures.

e High workload with limited specialization.

e Not interest to work on advertisement tax administration and preferring to outsourcing
the private companies for tax collection.

7.4.3 Inter-Governmental Coordination

Inter-Governmental Coordination gaps are observed between local governments and Province,
municipality and oversight agencies e.g. traffic police and local administration. local CBOs e.g.
TLOs and municipality and planning and building permit section.

7.5 Revenue Performance Analysis

7.5.1 Trend Analysis

Trend analysis models are the one of the important tools in revenue performance analysis. Key
indicators of the trend analysis are considered as annual target vs actual collection, growth trends
and share of advertisement tax in total OSR. Findings of desk review and Kll indicate that most
municipalities awarded multi-years (commonly 3 years’ package) contracts to the private
companies for collecting advertisement tax along with annual fixed amount. Non-municipalities
have actual database of advertisement within the jurisdiction resulted in not being possible to
calculate actual volume of collection for trend analysis as well. Consequently, advertisement tax
collection remains significantly below potential and revenue contribution to OSR is marginal.

7.6 Operational Practices

Operational practice is the vital agenda of tax administration. Registration and licensing process,
assessment modality, billing and collection system, monitoring and enforcement are key aspects
of operational practice. Filed observation and Kll indicate that no municipality has place in
registration and licensing process, assessment practice, billing system, monitoring, and law
enforcement. Because all municipalities handed over the complete system including inventory
management, billing and collection system to the private companies. Major private companies
working with the municipalities are:
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e Dharan and Itahari Sub-Metropolitan: (Aakriti Advertising Pokharia, Morang)
e Biratnagar Metropolitan: Signage Hub Private Limited, Biratnagar

e Damak Municipality, Jhapa: Nepal Media Technology, Lalitpur

e Birtamod Municipality, Jhapa: (Chomolongma Multi-Propose Pvt. Ltd)

Monitoring and enforcement actions are rare due to political sensitivity, resource constraints and
fear of conflict with business community.

7.7 Stakeholder Perception Analysis

At the local level, municipal officials both administrative and elected representatives, Business
community and advertisers, contractors and citizens are the key stakeholders related to the
advertisement tax administration. Kll and FDG indicate the perception of the municipal officials
are likely to legal ambiguity, lack of enforcement authority clarity, inadequate staff capacity and
political pressure during election periods. FGD participants of business community highlighted:

e Perceived inconsistency in rate application,

e Lack of transparency,

¢ Limited consultation during rate revision,

e Concern over multiple taxation risks.

e Tax administration is absolutely related to governmental authority with authorized billing
systems and no authorities to issuing bill and collect the tax through private companies
so strongly recommend executing advertising tax administration by the local
governments (municipalities themselves) rather than private companies.

e Private companies or outsourcing should be used for inventory management and
management contracts modalities can be practiced in tax collections.

e Local TLOs/CBOs can be utilized in inventory management and monitoring system.

The common people or citizens raised their concerns about the visual pollution, traffic
obstruction and safety risks from poorly installed boards.

7.8 Key Challenges

Field observation, KIl and FDG identified the challenges such as legal challenges, administrative
Challenges, political economy, and technological challenges. Overlapping constitutional
interpretation, absence of harmonized rate guidelines is considered as the legal challenges. In
the same way, lack of digital inventory system, weak documentation and lack of SOPs come under
the administrative Challenges. Influence of the large advertisers, selective enforcement and rent-
seeking risks under political economy challenges.
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7.9 Synthesis of Municipal-Level Findings

Key cross-cutting findings include:

Legal and institutional ambiguity weakens enforcement of confidence.
Advertisement tax remains underutilized relative to potential.
Revenue leakage is structurally rooted in weak monitoring systems.
Technology adoption is minimal.

Political economy factors significantly influence compliance.

vk wN e

Advertisement tax administration in Koshi Province municipalities is characterized by fragmented
legal interpretation, weak institutional capacity, limited technological integration and
governance-related enforcement constraints. The structural, institutional, and operational
challenges identified at the municipal level, there is a need for a comprehensive reform roadmap
that addresses legal harmonization, administrative strengthening, technological modernization,
and stakeholder engagement mechanisms.
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Chapter 8: Findings, Recommendations and Reform Roadmap for
Advertisement Tax Administration in Koshi Province

8.1 Introduction

The municipal-specific analysis presented that advertisement tax administration in Koshi
Province is characterized by fragmented legal explanation, weak institutional arrangements,
limited technological integration, contractor-driven operational practices, and significant
political economy constraints. Although urban municipalities such as Biratnagar, Itahari, Dharan,
Damak, and Birtamod demonstrate varying degrees of fiscal capacity, advertisement tax remains
underutilized relative to its potential.

The evolving provincial intervention through the Annual Financial Act 2082 and related circulars
issued by the Ministry of Financial Affairs and Planning signals a transition toward coordinated
fiscal governance. However, harmonization efforts remain largely document-driven and have not
yet translated into systemic administrative reform.

This chapter tries to synthesize the major findings and proposes recommendations and a
comprehensive reform roadmap structured around legal harmonization, institutional
strengthening, technological modernization, operational restructuring, and intergovernmental
coordination.

8.2 Guiding Principles of Reform

The reform roadmap is guided by the following principles:

1. Legal Clarity and Harmonization — Clear definitions, standardized classifications, and
procedural transparency.

Respect for Fiscal Autonomy — Harmonization without undermining municipal discretion.
Administrative Accountability — Institutional ownership of assessment and monitoring.
Technological Modernization — Digital systems for transparency and efficiency.

Equity and Non-Distortion — Rational rate structure avoiding arbitrary burden.
Transparency and Stakeholder Engagement — Public disclosure and consultation
mechanisms.

o vk wnN

7. Political Economy Safeguards — Minimization of rent-seeking and selective enforcement.
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8.3 Key Findings

8.3.1 Policy and Legal Ambiguity

The study reveals that advertisement tax administration in Nepal is characterized by significant
policy, legal, and institutional gaps. Despite constitutional provisions assigning taxation powers
to different tiers of government, there remains a lack of a clear and comprehensive national
policy framework, resulting in overlapping jurisdictions and ambiguity in roles. This is particularly
evident in the taxation of digital, online, and cross-border advertisements, which are not
adequately addressed within existing legal instruments. Absence of a clear provincial
harmonization framework and weak policy guidance and coordination role at provincial level is
the key constraints on smooth tax administration.

8.3.2 Institutional and Coordination Gaps
At the institutional level, weak coordination among federal, provincial, and local governments
has limited the effectiveness of advertisement tax administration. The absence of integrated data
systems, clear institutional mandates, and structured collaboration mechanisms has further
contributed to inefficiencies and revenue leakage.

8.3.3 Underdeveloped Provincial Role

Provincial governments have not fully operationalized their role in legislating and harmonizing
advertisement tax policies, Lack of provincial laws covering emerging advertisement platforms
(digital and social media) and weak harmonization between provincial and local policies resulting
weak performance in advertisement tax administration.

8.3.4 Weak Local-Level Implementation

At the local level, although local governments hold primary responsibility for advertisement tax
collection, implementation remains weak and inconsistent. The continued reliance on contract-
based collection systems has constrained transparency, accountability, and revenue
optimization. In addition, limited administrative capacity, absence of standardized operational
guidelines, and weak enforcement practices have further undermined effective tax
administration.

8.3.5 Digital and Cross-Border Taxation Gap
A major emerging challenge is the rapid expansion of digital and non-traditional advertisement
formats. LED digital boards, mobile advertising screens, online platform-based advertising, and
social media promotions are increasingly prevalent; however, these remain largely the existing
tax framework due to gaps in legal provisions and monitoring mechanisms. This reflects a growing
mismatch between traditional tax systems and evolving market practices.
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8.3.6 Untapped Revenue Potential

Overall, the study identifies substantial untapped potential for enhancing Own Source Revenue
(OSR) through improved advertisement tax systems. However, realizing this potential requires
comprehensive reforms, including policy clarification, legal harmonization, institutional
strengthening, and administrative modernization across all levels of government.

8.3.7 Data and Information Deficiency

Data and information gaps represent another critical weakness. Most municipalities lack a
comprehensive inventory of advertisement installations, and there is no GIS-based mapping
system to support monitoring and planning. Tax administration continues to rely heavily on
manual, paper-based processes, limiting efficiency and transparency. In addition, non-
standardized rate structures and lack of coordination among municipalities have created
inconsistencies and confusion for taxpayers.

8.3.8 Weak Monitoring and Enforcement

Monitoring and enforcement mechanisms remain weak, with limited field inspections,
inadequate penalties, and ineffective control of illegal and unregistered advertisements. As a
result, revenue leakage is widespread, particularly from temporary and informal advertisement
activities. The lack of digital systems further exacerbates these challenges, as technology
adoption in advertisement tax administration remains minimal.

8.3.9 Spatial and Economic Potential for Advertisement Tax

The study identifies significant spatial concentration of advertisement tax potential across key
economic corridors and growth centers, including the East—West Highway corridor, industrial
municipalities, border areas, urban commercial hubs, and tourism-oriented municipalities.
Despite high advertisement density in these areas, the existing tax system has not been able to
effectively capture revenue, indicating substantial untapped potential.

Overall, advertisement tax in the study area remains significantly underutilized relative to its
potential. Weak monitoring systems, administrative inefficiencies, and policy gaps have
structurally constrained revenue performance. However, the study also identifies clear
opportunities for reform, including the development of a provincial model guideline,
standardization of tax structures, adoption of GIS-based registries, digitalization of permit
systems, integration with building permit processes, and the introduction of risk-based
inspection mechanisms. These reforms provide a practical pathway toward modernizing
advertisement tax administration and strengthening local Own Source Revenue (OSR).

8.4 Reform Roadmap for Advertisement Tax Administration in Nepal

The findings from the study and stakeholder consultations in Koshi Province clearly indicate that
while the legal foundation for advertisement tax exists across federal, provincial, and local levels,
significant gaps remain in policy coherence, jurisdictional clarity, and administrative practices.
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Addressing these challenges requires a coordinated, multi-tier reform roadmap anchored in fiscal
federalism principles.

At the federal level, ongoing efforts to formulate a National Advertisement Tax Management
Policy Framework represent a positive step toward systematizing advertisement regulations.
However, current policy discourse remains largely focused on regulatory aspects such as licensing
of national-level media, with insufficient attention to taxation rights and revenue assignment. A
key reform priority is to explicitly incorporate taxation provisions within this framework,
particularly clarifying the jurisdiction over advertisement tax related to national-level media
houses, digital and online platforms, and cross-border advertising services. Given the increasing
dominance of digital advertising and the obscured geographical boundaries of service delivery,
federal leadership is essential to define clear tax bases, avoid overlaps, and ensure equitable
revenue sharing. In this regard, strategic policy advocacy through collective platforms such as
Municipal Association of Nepal and National Association of Rural Municipalities in Nepal can
play a critical role in influencing federal decision-making and ensuring that local government
interests are adequately represented in national policy formulation.

At the provincial level, the absence or limited enforcement of dedicated advertisement tax
legislation has created a policy vacuum, particularly in regulating and taxing province-level
advertisement activities. Provinces should prioritize the formulation and endorsement of
comprehensive Provincial Advertisement Tax Laws that clearly define tax bases, rates, and
administrative responsibilities. Such laws must explicitly cover emerging domains including
provincial-level digital, online, and social media advertising, which are currently under-regulated.
Furthermore, provinces have a crucial role in ensuring vertical policy harmonization by aligning
provincial laws with federal frameworks while simultaneously providing guidance to local
governments. This intermediary function is vital to minimize legal ambiguities, reduce double
taxation risks, and promote a coherent tax system across jurisdictions.

At the local level, although local governments hold constitutionally assigned authority over
advertisement tax, the study reveals that implementation remains weak and fragmented. Many
local governments continue to rely on outdated Contract-Based Revenue Collection
Mechanisms, often resulting in revenue leakage, weak accountability, and limited institutional
capacity development. To address this, local governments should formally endorse
advertisement tax laws as designed and recommended by the Ministry of Law and Parliament
Affairs and Ministry of Federal Affairs and General Administration, ensuring legal clarity and
standardization. In addition, each local government should adopt detailed Advertisement Tax
Operational Guidelines that provide clear procedures for assessment, billing, monitoring, and
enforcement.
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A critical component of local-level reform is the gradual transition from contract-based collection
systems to direct municipal administration of advertisement tax. This shift should be
implemented through a phased approach, allowing local governments to build administrative
capacity, strengthen institutional systems, and adopt digital tools for tax management. Direct
administration not only enhances transparency and accountability but also improves revenue
efficiency and aligns with the broader objective of strengthening Own Source Revenue (OSR).

In conclusion, the reform of advertisement tax administration in Nepal requires a synchronized
effort across all three tiers of government. Federal policy clarity, provincial legal structuring, and
local administrative strengthening must work in tandem to create a coherent, efficient, and
future-ready advertisement tax system capable of capturing emerging revenue streams,
particularly from digital and cross-border advertising

8.5 Recommendation for further study on role of federal government in advertisement tax
administration.

A further critical recommendation emerging from the study is the need for an in-depth and
dedicated assessment of the federal government’s facilitative role in advertisement tax
administration, particularly in relation to large media houses, digital platforms, social media, and
cross-border advertising. The rapid expansion of digital advertising ecosystems—dominated by
national and international media networks and global technology platforms—has significantly
outpaced the existing legal and administrative frameworks in Nepal. As a result, a substantial
portion of potential advertisement tax revenue remains either undertaxed or entirely out of box
due to absence of the effective jurisdiction of subnational governments.

In this context, the federal government should undertake a comprehensive study to map the
advertisement value chain, identify key actors (including large national media houses and
international digital platforms), and assess existing gaps in taxation authority, enforcement
mechanisms, and intergovernmental coordination. Such a study should also explore international
practices on taxing digital and cross-border advertising, including mechanisms such as digital
service taxes, withholding arrangements, and platform-based reporting systems. Based on this
evidence, the federal government can design facilitative instruments—such as a centralized
registration system for major advertisers and platforms, data-sharing protocols with provincial
and local governments, and clear guidelines on revenue assignment and collection
responsibilities.

Moreover, federal facilitation is essential to address jurisdictional limitations faced by local
governments, particularly in taxing advertisements disseminated through social media platforms
and cross-border channels where physical presence is absent. This may include establishing legal
provisions for mandatory reporting by large advertisers, collaboration with regulatory bodies
such as telecommunications and information technology authorities, and the development of
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digital monitoring systems. Such interventions would not only enhance tax compliance and
broaden the revenue base but also ensure that the evolving digital advertisement economy is
equitably integrated into Nepal’s fiscal federalism framework.

8.6 Conclusion

Advertisement tax in Koshi Province remains significantly underutilized despite substantial urban
commercial activity. The analysis demonstrates that legal ambiguity, institutional weakness,
contractor dependency, limited technological adoption, and political economy pressures
constrain revenue performance.

The reform roadmap presented in this chapter proposes a transition from fragmented,
contractor-driven and manually operated practices to a harmonized, institutionally anchored,
and technology-enabled governance framework. The sustainability of this reform depends on
strengthening intergovernmental coordination, institutional accountability, and transparent
administrative systems.

If implemented in a phased and coordinated manner, advertisement tax can evolve from a
marginal revenue source into a structured, transparent, and growth-oriented component of
municipal own-source revenue in Koshi Province.
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Chapter 9: Way Forward and Implementation Strategy

The successful reform of advertisement tax administration in Nepal requires a phased,
coordinated, and institutionally anchored approach across all three tiers of government. Based
on the study findings and stakeholder consultations, the following way forward is proposed to
ensure practical and sustainable implementation.

9.1 Short-Term Actions (0-1 Year): Establishing Foundations

In the immediate term, priority should be given to strengthening the basic legal, institutional,
and administrative foundations of advertisement tax systems.

At the federal level, policy advocacy should be intensified to ensure that the proposed National
Advertisement Tax Management Policy Framework explicitly incorporates taxation components,
particularly covering national media houses, digital platforms, and cross-border advertising.

At the provincial level, governments should initiate the drafting and endorsement of a Provincial
Model Advertisement Tax Law/Guideline to provide a harmonized framework for local
governments. This should include standardized classification of advertisement types and broad
principles for rate setting.

At the local level, municipalities should:

¢ Endorse advertisement tax laws in line with federal and provincial guidance

e Develop and adopt Advertisement Tax Operational Guidelines

e Begin creating a basic inventory of advertisement structures within their jurisdiction
e Gradually reduce reliance on contract-based revenue collection

Additionally, immediate quick-win interventions should include:

¢ Introduction of simplified digital or semi-digital permit systems
¢ Pilot mapping of advertisement hotspots (e.g., highways, market centers)
e Awareness programs for taxpayers and advertisers

9.2 Medium-Term Actions (1-3 Years): System Development and Harmonization

The medium-term phase should focus on system strengthening, technological adoption, and
intergovernmental coordination.
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At the federal level, the government should:

e Undertake a detailed study on taxation of digital, social media, and cross-border
advertising

e Develop frameworks for data sharing, platform regulation, and compliance monitoring
o Facilitate intergovernmental coordination mechanisms

At the provincial level, key actions include:

e Enforcing provincial advertisement tax legislation
e Ensuring policy harmonization across municipalities
¢ Providing technical backstopping and capacity-building support to local governments

At the local level, municipalities should:

e Transition toward fully administered municipal tax systems
¢ Implement GIS-based advertisement registry systems

e Introduce digital permit and approval systems integrated with municipal revenue
system.

e Standardize rate structures to reduce inconsistencies
e Strengthen inspection and monitoring mechanisms

In addition, risk-based inspection systems should be introduced to prioritize high-value and high-
risk advertisement zones such as highways, urban hubs, and border areas.

9.3 Long-Term Actions (3-5 Years): Modernization and Integration

In the long term, the focus should shift toward building a modern, technology-driven, and fully
integrated advertisement tax system.

At the federal level, this includes:

o Establishing a comprehensive regulatory and taxation framework for digital and cross-
border advertising

¢ Integrating advertisement tax into broader digital economy taxation systems

At the provincial and local levels, efforts should focus on:

e Full digitalization of advertisement tax administration (registration, permit, monitoring,
and payment)

¢ Advanced GIS-based monitoring and real-time tracking of advertisement installations

¢ Strengthening enforcement through automated compliance systems
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Furthermore, institutionalizing inter-municipal coordination mechanisms will be critical to avoid
tax competition, ensure consistency, and improve overall system efficiency.

9.4 Institutional Strengthening and Capacity Development
Across all phases, sustained investment in institutional capacity is essential. This includes:
e Training revenue officials and inspectors
e Developing standard operating procedures (SOPs)
e Strengthening organizational structures for revenue administration
e Promoting a culture of compliance and accountability

9.5 Strategic Partnerships and Policy Advocacy

Effective implementation will require strong collaboration among key stakeholders. Platforms
such as Municipal Association of Nepal (MuAN) and National Association of Rural Municipalities
in Nepal (NARMIN) should be leveraged for:

¢ Policy advocacy at the federal level
o Knowledge sharing and peer learning
e Coordinated reform efforts across municipalities

9.6 Monitoring, Evaluation, and Adaptive Learning

Finally, a robust monitoring and evaluation (M&E) framework should be established to track
progress and adapt reforms over time. This should include:

¢ Periodic assessment of revenue performance
e Monitoring compliance and enforcement effectiveness

e Reviewing policy and legal frameworks based on emerging trends, particularly in digital
advertising

Conclusion

The way forward for advertisement tax reform lies in a phased, coordinated, and technology-
driven approach that aligns federal policy leadership, provincial harmonization, and local
implementation capacity. By systematically addressing existing gaps and leveraging emerging
opportunities, Nepal can transform advertisement tax into a significant and sustainable source
of Own Source Revenue (OSR).
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ANNEXES
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Annex 1: Name list of KII/FGD

S.N. Name

Organization

Designation

1 Mr. Bidur Kumar Lingthep

Ministry of Economic Affairs and
Planning

Honorable Minister

2 Mr. Israil Mansur

Ministry of Industry, Agriculture and
Cooperative

Honorable Minister

3 Mr. Taranath Niraula Province Policy Planning Commission | Honorable Vice-Chairman

4 Mr. Nagesh Koirala Bitatnagar Metropolitan City, Morang | Mayor

5 Mr. Ram Kumar Thapa Damak Municipality, Jhapa Mayor

6 Mr.Aindra Bikram Begha Dharan Sub-Metropolitan, Sunsari Acting Mayor/Chairperson
Revenue Advisory committee

7 Mr. Hem Karna Paudel Itahari Sub-Metropolis, Sunasari Mayor

8 Mrs. Shilpa Nirala Karki Bitatnagar Metropolitan City, Morang | Deputy Mayor/Chairperson

Revenue Advisory committee

9 Mrs.Sangita Kumari Chaudhari

Itahari Sub-Metropolis, Sunasari

Deputy Mayor/Chairperson
Revenue Advisory committee

10 | Mrs. Regina Bhattarai Prasai

Damak Municipality, Jhapa

Deputy Mayor/Chairperson
Revenue Advisory committee

11 | Mr. Nagendra Prasad Sangraula

Birtamod Municipality, Jhapa

Deputy Mayor/Chairperson
Revenue Advisory committee

12 | Mr. Sushil Bastola,

Ministry of Economic Affairs and
Planning

Under
Secretary/Spokesperson

13 | Mr. Ambika Prasad Chaulagai

Dharan Sub-Metropolitan, Sunsari

Chief Administrative Officer

14 | Mr. Min Bahadur Bhattarai

Itahari Sub-Metropolis, Sunasari

Chief Administrative Officer

15 | Mr. Sunil Niraula

Damak Municipality, Jhapa

Chief Administrative Officer

16 | Mr. Sagar Mishra

Birtamod Municipality, Jhapa

Chief Administrative Officer

17 | Mr. Indra Bahadur Gurung

Damak Municipality, Jhapa

Ward Chairman, Member
Revenue Advisory committee

18 | Mr. Sarada Bhattarai

Damak Municipality, Jhapa

Member Revenue Advisory
committee

19 | Mr. Devi Prasad Guragai (Gopal)

President, Damak CCl, Jhapa

Member Revenue Advisory
committee

20 | Mr. Anil Shah

Morang Chamber of Commerce and
Industry

Member, Revenue Advisory
Committee

21 | Mr. Anil Sarada

Morang Chamber of Commerce and
Industry

Past President, MCCI

22 | Mr. Nabin Rijal

Morang Chamber of Commerce and
Industry

Past President, MCCI

21 | Mr. Dipesh Subedi

Morang Chamber of Commerce and
Industry

Executive Member

23 | Mr. Bharat Prasai

Morang Chamber of Commerce and
Industry

Executive Director

24 | Mr. Raj Kumari Rai

Ministry of Economic Affairs and
Planning

Under Secretary
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25 | Mr. Keshav Koirala Ministry of Economic Affairs and | Legal Officer/ Nodal Officer
Planning
26 | Mr. Mahesh Nepal Province Support Program/Helvetas | Chief of the program
Nepal, Biratnagar
27 | Mr. Tulasi Prasad Shrestha Province Support Program/Helvetas | Admin/Finance
Nepal, Biratnagar
28 | Mr. Bidur Paudel Province Revenue Office, Koshi | Chief of the Office
Province
29 | Mr. Khagendra Prasad Khatiwada | Dharan Sub-Metropolis, Sunsari Chief Revenue Department
30 | Mr. Prakash Tamang Dharan Sub-Metropolis, Sunsari Officer Revenue Section
31 | Mr. Santosh Dhakal Itahari Sub-Metropolis, Sunasari Chief, Revenue Division
32 | Mr. Kamal Prasad Pokharel Itahari Sub-Metropolis, Sunasari Legal Officer
33 | Mr. Lakhanlal Chaudhari Itahari Sub-Metropolis, Sunasari Chief, Account Section
34 | Mr. Dambar Raj Baral Damak Municipality, Jhapa Chief, Revenue Division
35 | Mr. Himal Sigdel Damak Municipality, Jhapa Assistant, Revenue Division
36 | Mr. Sagar Mishra Birtamod Municipality, Jhapa Member, Revenue Advisory
Committee
37 | Mr. Agni Prasad Pande Birtamod Municipality, Jhapa Member, Revenue Advisory
Committee
38 | Mr. Rohit Prasai Birtamod Municipality, Jhapa Member, Revenue Advisory
Committee
39 | Mrs Sita Dhungana BK Birtamod Municipality, Jhapa Member, Revenue Advisory
Committee
40 | Mr. Kusal Khatiwada Birtamod Municipality, Jhapa Member, Revenue Advisory
Committee
41 | Mr. Om Krishna Bimali Birtamod Municipality, Jhapa Member, Revenue Advisory
Committee
42 | Mr. Yubaraj Niraula Birtamod Municipality, Jhapa Member, Revenue Advisory
Committee
43 | Mr. Padma Raj Ghimire Birtamod Municipality, Jhapa Member, Revenue Advisory
Committee
44 | Mr. Shambhu Kumar Shah Birtamod Municipality, Jhapa Member, Revenue Advisory
Committee Invitee
45 | Mr. Saroj Kumar Gautam Bitatnagar Metropolitan City, Morang | Chief, Revenue Division
46 | Mr. Laxman Humagai Advertisement Board Nepal Chairman
47 | Mrs Devi Panday Khatri Advertisement Board Nepal Chief Administrative Officer
48 | Mr. Dilliram Subedi Advertisement Board Nepal Spokeperson
49 | Mr. Manoj Chauhan Aakriti Advertising Company, | Managing Director
Biratnagar
50 | Mr. Abhisekha Yadab Aakriti Advertising Company, | Marketing Manager
Biratnagar
51 | Mr. Kiran Giri Signage Hub Advertising Company, Executive Director
52 | Mr. Kalanidhi Devkota Municipal Association of Nepal MuAN | Executive Director
53 | Mr. Rajendra Sharma Shivam Cement Limited Head HR/ Admin
54
55
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Annex 2: Photographs relating to KII/GDG
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Annex 3: Glimpse of Advertisement in market places in Koshi Provice
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Annex 4: Advertisement Management Directive of Birtamod Municipality, Jhapa
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Annex 5: Provincial Initiations on advertisement Tax administration

Website: pro.koshi.gov.np
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Annex 6: Issues of Advertisement Tax Administration in Media

HATG ¢, R0¢R E-Kantipur.com

HolddT &Tel

e Revenue of 19 billion in hoarding board, collection of only two and a half billion in contracts

e “Outdoor advertising including hoarding boards are also a source of revenue, but contracting
local governments to collect taxes is losing billions of rupees in revenue. Currently, there is a
data that collects about 19 billion 26 million rupees in the revenue of outdoor advertising
including hoarding boards, but only about 2.37 billion rupees is being collected.”

e “Revenue should be paid to the local level for doing outdoor advertisements like hoarding
boards, the municipalities have given the responsibility of collecting that revenue to the
contractors, some contractors have been collecting money by bullying.”
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Any company uses outdoor advertising (including hoarding board, flex, glow-sign board, banner,
poster, shutter painting and wall painting) along with other means of communication to promote
its market. Revenue should be paid to the local level for advertising in this way. Municipalities
have given the responsibility of collecting that revenue to contractors. Some contractors have
been collecting money by bullying and the state is also losing revenue. There are many examples
of nonsense. Last February, Riddhisiddhi Cement sent a letter asking the municipality to pay the
tax owed to Ashrit Nirman Seva to the Global IME Bank account. Ashrit pointed out to
Riddhisiddhi that he had the responsibility of collecting advertisement tax. Bharatpur metropolis,
which has been collecting advertisement tax at an annual average of 3 crore rupees, has given a
contract to Ashrit Nirman Seva for the fiscal year 2081/82 to 2083/84 to monitor advertisements
and collect tax. Chitrasen Adhikari, deputy head of Bharatpur, says that the contract was awarded
due to the lack of manpower and complicated issues.

Pranish Construction in Bharatpur wrote 'Tax Not Paid' on the compound wall of Coca-Cola
Company's contact office and painted the logo in black. Pranish, who got the contract from the
metropolis, did this in December 2079 saying that the tax of Rs 4 crore was not collected. "We
have been paying taxes regularly, that year we wanted to investigate after demanding more tax

66


https://ekantipur.com/author/author-20697

Comprehensive Study of Advertisement Tax Administration in Koshi Province, 2026

than before," says the representative of Coca-Cola producer company Bottlers Nepal (Tarai)
Limited. We also filed a complaint with the advertisement board and the police office.'

Unilever, a multinational company that manufactures products like Sunsilk Shampoo, Close Up
Manjan, Lux Soap, Vaseline, Surf Excel, has almost stopped outdoor advertising due to tax
collection disputes. The company said that the contractor who had sent a bill worth crores of
rupees in the name of revenue went to Unilever's office in India and caused an uproar saying that
he had not received the payment.

Sujit Ale, brand manager of Jagdamba Enterprises, which manufactures construction materials
such as iron rods, pipes, poles, and beams, says that although outdoor advertising is an effective
means of promotion for advertisers, the tax rate is extremely burdensome. He says that he has
to pay four/five times more tax than his expenses for advertisement. "There is collusion between
the vendor and the municipality, the tax rate will increase after the agreement on food," he said.

There are also examples of the same contractor taking dozens of municipal contracts. Akriti
Advertising of Morang, Pokhria has bagged the contract to collect advertisement tax of Bhirkot,
Birgunj, Virtamod, Dhangadhi, Gajuri, Itahari, Putlibazar, Sainamaina, Sandhikhark, Shivraj,
Sundar Bazar, Tokha and Tulsipur Town/Village. This company sent a letter to Patanjali Ayurveda
on June 10 and requested to pay tax of Rs. Akriti Advertising published a notice on July 8 stating
that it has received mandates from various local levels to collect advertising tax and has warned
that the advertising materials of companies that do not pay tax within the specified time,
advertise illegally or keep content in prohibited places, will be fined and the entire cost will be
recovered from the relevant company. "If there is any damage to the reputation of any
firm/company/establishment or loss/damage during the said work, it is informed that the
company concerned will be fully responsible for it," the notification said.

Tara Thapa, the deputy mayor of Sunsari's Ramdhuni municipality, has said that there is no
expected revenue collection from advertising tax in her municipality and all taxes are collected
through the contract process. She asserted that she emphasized on increasing the scope of tax
rather than the rate of tax and for this she has been motivating the businessmen to participate
in the tax. She said that during the collection of taxes through contractors, the advertisers also
receive complaints of fear, threats and political influence. "Our municipality is not safe from such
problems," she said, "Sometimes there is a problem, we have solved it."

According to the Local Finance Act and the Public Procurement Act, municipalities claim that they
can collect advertising tax by mobilizing internal manpower or through bidding process. But
instead of mobilizing internal manpower, municipalities have been collecting revenue entirely
from contracts. Experts say that because this process is not transparent, there is an increase in
irregularities in the field of 'outside advertising' and billions of revenue is being leaked.

According to the 'final report on the study of the advertising market through on-site outdoor
advertising (hoarding board)' published by the Regulatory Advertising Board in June 2081, 74
percent of municipalities have given contracts to collect such revenue. Municipalities have given
contracts for a maximum of 5 years, the same contractor has taken dozens of municipal contracts.
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Roshan Srivastava, a businessman in this area, says that the outdoor advertising market has been
contaminated by collusion between public representatives, employees and contractors. "It is
natural for the government to contract for some development, but can work like tax collection
be contracted?" he asked, The advertiser is bound to pay as much tax as the contractor demands.
At a time when the economy has slowed down like this, the local government has run the
contractor's quilt. Advertisers are panicking. Why can't local bodies regulate ?'

Lekhnath Aryal of Shivam Cement comments that the contract system has increased distortions.
"If a contract is made to collect advertisement tax, income tax, excise duty, customs fee will all
be done through the tax collection contract,” he says, "Although the right to impose and collect
advertisement tax belongs to the local level, that tax also belongs to the provincial government.
But the municipalities have not sent the share of advertising tax to the provincial government."

Due to the non-transparent tax collection on outdoor advertising, local level income has been
lost and advertisers have to face harassment, businessmen say. Last January, the Nepal Cement
Manufacturers Association issued a statement and objected to the indecent behavior, pressure
and demand for payment in the name of advertising tax collection.

"Advertising agencies that take contracts to collect taxes submit voluntary bills to the offices of
various industrial and commercial companies, pressurize them for payment, send a large number
of people, engage in indecent behavior and abuse, make unnecessary phone calls, threaten, and
tear advertisements at will, so we request the relevant agencies to take action against those who
do such actions," the statement of the association said.

The agencies that get the contract for advertising tax collection respond that they get the
contract through competition and the work of revenue collection is very challenging. According
to Manoj Chauhan, head of Akriti Advertising, which has received contracts from various
municipalities, the municipality only gives a slip of paper to the companies that have received the
contract to collect the money and does not provide any assistance in taking action against
companies that do not pay tax. 6 . 'We are only facilitators, on the contrary, we have been
beaten,' he says, 'Some businessmen have not paid me crores of rupees for ten years . My shoes
are torn, | am in debt, the municipality has taken away my house and land. Businessmen are
saying that they don't pay tax. What are we going to do?"

According to the advertisement board's report, if all the local levels of the country collect revenue
themselves, the revenue from advertising will increase to 19.26 billion rupees. "There is a
possibility of anincrease in the local level's internal income from 9 to 41 percent," said the report,
"There is no need to turn to foreign countries for internal revenue." But for this, advertising
should come under the scope of tax, laws should be formulated, and the role of the regulatory
body should be effective. Out of the 25 municipalities surveyed by the board, the share of
outdoor advertising in the overall income has been found to be less than one percent.

Not only advertising professionals and advertising experts, also the Minister of Communication
and Information Technology, Prithvi Subba Gurung, has been insisting that the revenue collection
from the hoarding board should be done by the local level itself. "It has been found that there is
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a wide revenue leakage in advertising from hoarding boards and about 20 billion rupees in
revenue has been lost," he said in an advertisement board program some time ago, "l request
that the contract be stopped immediately and the revenue collected by myself."

As outdoor advertising is more in urban areas, busy places and business centers, the metropolis
has been getting 90 percent of the revenue. Similarly, sub-metropolitan cities occupy 5 percent,
municipalities 3 percent and rural municipalities 2 percent. Out of the 37 surveyed, only 25 local
levels have recorded income from outdoor advertising. It is clear that there is corruption.

The Constitution and the Local Government Operation Act have empowered states and local
levels to impose and collect advertising tax. According to the Inter-Governmental Finance
Management Act 2074, 60 percent of the amount raised from advertising tax should be deposited
in the local reserve fund and 40 percent in the state reserve fund. According to Section 4 of the
Advertising (Regulation) Act 2076, a person, business or firm wishing to place an outdoor
advertisement (hoarding board) must obtain permission from the relevant local level. It is
mentioned in the act that the criteria determined by the advertisement board should be taken
as a basis and the local level can designate a particular place as a prohibited area for outdoor
advertising.

Laxman Humagai, chairman of the advertisement board, says that most of the local levels have
not been able to act according to their rights and responsibilities. "There is apahy of the local
level in the collection of internal revenue," he says. There is a tendency for local levels to depend
on central government grants without collecting revenue themselves.'

Some local levels have also argued that collecting revenue through contractors will result in more
income and less hassle. According to the deputy chief officer of Bharatpur, the contract was
awarded due to lack of manpower and complicated matters. "The first thing is the human
resources and this is also a complicated issue," he says, "We did not collect it ourselves because
it is easy to contract after looking at the past trends. The tender has been done because the
people's representatives consider it a bit difficult.' A study of advertisement boards showed that
despite the increase in the number of billboards due to urbanization, it had a negative impact.
Besides reducing the beauty, it also causes the risk of road accidents and the digital boards of
some places are hacked. . Humagain, the chairman of the board, also said that the random and
uncontrolled placement of hoarding boards has had such negative effects. He mentioned that
although the law regulating advertisement was passed in the year 2076, the method and
procedure related to hoarding board has not been defined and the practice of contracting is still
in place. "We are preparing to take it forward as a national issue," he said.

When inquiring about the reason why the advertisement tax collection is not transparent and
entrusting it to the contractor, the municipalities have responded that they are not used to this
type of tax collection practice, there is no policy basis or it has not been created, the market is
small, lack of awareness, advertisement rates are not set, lack of coordination and not enough
manpower.
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"It is true that we have not been able to collect as much advertising tax as we should,' says Bhim
Prasad Dhungana, Mayor of Neelkanth Municipality, who is also the chairman of the Federation
of Municipalities, 'We have become a municipality from a village. Earlier, there was no ad tax
when it was a village. In the background of not having the habit of collecting and paying such
taxes, bringing outdoor advertising under the ambit of taxation has been the main problem. But
it is gradually improving.'

Dhungana, the chairman of the Municipal Federation, admitted that even though the local
government has the sole authority to levy advertising tax, it has not been managed. He also said
that various municipalities are being oriented about this. "We are gradually bringing everyone
into the tax range, we are trying to bring them on track as far as we know," he said, "a lot of
money can be collected, but we have insisted on widening the tax rate, not increasing the tax
rate at all local levels."

Kathmandu Metropolitan City has been collecting such tax itself. Mahaganar currently charges
1,000 rupees per square foot for advertising through flex boards, digital boards, neon signs, and
temporary boards up to a maximum of twenty square feet on the right and left side of vehicles.
100 rupees per day, Sponsorship Board has fixed a tax of Rs 1,000 per square foot and Rs 100 per
bag for advertising. According to the Revenue Department of the Metropolitan Corporation, in
the financial year 2081/82, the advertisement tax was collected at Rs. 84 lakh 91 thousand 587
rupees in 2080/81, 3 crore 21 lakh 27 thousand rupees in 2079/80, 7 crore 43 lakh 50 thousand
rupees in 2078/79. Kathmandu Metropolis has been discouraging outdoor advertising as the city
is ugly and prone to accidents.

Advertising businessman Roshan Srivastava says that advertising companies have reduced the
number of hoarding boards due to the collusion of the local level and contractors. "If you go to
the local level to get a permit to put up a billboard or an identity board, the local staff hesitates.
There is a strategy to make the process complicated and force them to come through the
contractor," he says. "The advertiser feels like they are entrusting the scapegoat to the butcher."
"Contractors and employees of the metropolis ate money," he says, "how many such examples
are there, how many!" Who will take action?'

1. Cost of Outdoor Advertising in Nepal
2. Outdoor marketing costs vary depending on location, size, and format

e Hoarding Boards (Premium Areas like Kathmandu & Lalitpur):

NPR 50,000 — 200,000 per month (depending on footfall and visibility).
e Mid-Tier Locations (Pokhara, Chitwan, Butwal):

NPR 30,000 — 80,000 per month.
e Transit Ads (Buses, Vans, Taxis):

NPR 10,000 — 40,000 per month.

® Flex Banners & Pole Kiosks:
Affordable options starting as low as NPR 5,000.
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Annex 7: Municipal Advertisement Tax Management Guideline (Sample Model)
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