
ISSUES AND PRACTICE OF VALUE ADDED TAX

IN NEPAL

THESIS

Submitted to
Office of the Dean

Faculty of Management
Tribhuvan University

By
Madhusudan Shrestha

Lumbini Banijya Campus, Butwal
T.U. Reg. No. 32774-91

Roll No. 1170

In partial fulfillment of the requirement for the Degree of
Master of Business Studies (M.B.S)

Butwal, Nepal
April, 2012

LUMBINI BANIJYA CAMPUS
BUTWAL-13

Date- ……….



RECOMMENDATION

This is to certify that the thesis

Submitted by

Madhusudan Shrestha

Entitled

ISSUES AND PRACTICE OF VALUE ADDED TAX IN NEPAL

has been prepared as approved by this Department in the prescribed

format of the faculty of Management. This Thesis is forwarded for

examination.

te: ……………

Date: …………………..

Tribhuvan University

Faculty of Management

Lumbini Banijya Campus
Butwal, Rupandehi

….……………………..
Dipak Prasad Pandey
(Thesis Supervisor)

…………………………..
Prof. Dr. Ishwor Gautam

(Campus Chief / Head of Research Dept.))



VIVA-VOCE SHEET

We have conducted the viva-voce examination of the thesis

Submitted by

Madhusudan Shrestha

Entitled

ISSUES AND PRACTICE OF VALUE ADDED TAX IN NEPAL

and found the thesis to be the original work of the student and written

according to prescribed format. We recommend the thesis to be accepted

as partial fulfillment of the requirements of Master's Degree in Business

Studies (M.B.S)

Viva-Voce Committee

Head of Research Committee …………………....
Prof. Dr. Ishwor Gautam

Member (Thesis supervisor) ................................

Dipak Prasad Pandey
Member (External Expert) …………………......

Date: ………………..



DECLARATION

I hereby declare that this thesis entitled “Issues and Practice of Value

Added Tax in Nepal" submitted to office of the dean, faculty management,

Tribhuvan University is my original work as partial fulfillment of the

requirement of Master's of Business Studies (M.B.S.) prepared under the

guidance and supervision of Mr. Dipak Prasad Pandey, Lumbini Banijya

Campus, Butwal, Rupandehi, Nepal.

........................................

Madhusudan Shrestha

T.U. Reg. No. 32774-91

Lumbini Banijya Campus

Butwal, Rupandehi



ACKNOWLEDGEMENT

I am very pleased to present myself as an author of the thesis entitled “Issues

and Practice of Value Added Tax in Nepal" has been prepared for the partial

fulfillment of the Degree of Master of Business Studies (M.B.S.).

I wish to express my deep gratitude and sincere thanks to my thesis supervisor

Mr. Dipak Prasad Pandey Lumbini Banijya Campus, Butwal, Rupandehi, for

suggesting of this thesis paper and for his constant encouragement, patient

guidance, valuable supervision and meticulous care from time to time discuss

on several aspect of this research study

I am also grateful to Prof. Dr. Ishwor Gautam, Campus Chief and all the

Lecturers of Lumbini Banijya Campus, Butwal, Rupandehi for their kind

cooperation during the study period.

Similarly, I would like to express debt of gratitude to my family members and

friends for their continuous inspiration and support during the entire period of

study.

Madhusudan Shrestha

April, 2012 Lumbini Banijya Campus

Butwal, Rupandehi



LIST OF TABLES

Table No. Title Page

1.1 Resource gap in Nepal 8

2.1 Calculation of VAT liability by different methods

(13% VAT)

19

2.2 Calculation of VAT liabilities by tax credit method

(VAT rate 13%)

20

2.3 Trend of VAT registration 28

2.4 Submission of Tax return 32

2.5 Operation of VAT 37

4.1 Comparative status of major revenue heads 79

4.2 Proportion of VAT on total revenue 81

4.3 Contribution of VAT on total revenue 82

4.4 Composition of VAT Revenue 86

4.5 Target and Achievement of VAT revenue 87

4.6 Sample size of field survey 89

4.7 Views on Billing System 90

4.8 Views on Rising Price due to VAT System 91

4.9 Views on most challenging problem 93

4.10 Views on Major Weakness of VAT Administration 94

4.11 Views on Rate Structure of VAT 96

4.12 Views on Effect of VAT on investment sector 97

4.13 Views on Effect of VAT on Economic Growth 98

4.14 Views on Responsible group of tax evasion 99

4.15 Views on Present legal provision 101

4.16 Views on suggestion for VAT effectiveness 103



LIST OF FIGURES

Figure No. Title Page

2.1 Trend of VAT registration 29

4.1 Composition of Revenue mobilization 80

4.2 Contribution trend of major revenue heads 82

4.3 Trend of VAT collection 83

4.4 Trend line of growth rate 84

4.5 Contribution of VAT on total Revenue 85



TABLE OF CONTENTS
Page No

Recommendation

Viva Sheet i

Declaration iii

Acknowledgement iv

List of Tables vi

List of Figures vii

Abbreviation v

Table of Contents viii-xi

Page No.

CHAPTER  I

INTRODUCTION (1-10)

1.1 General Background 1

1.2 Significance of the Study 5

1.3 Statement of the Problem 6

1.4 Objectives of the Study 9

1.5 Limitation of the Study 9

1.6 Organization of Study 10

CHAPTER II

REVIEW OF LITERATURE (11-63)

2.1 Conceptual Review 11

2.1.1 Origin and Development 12

2.1.2 Preparation of VAT in Nepal 13

2.1.3 Design of VAT Law and VAT System 14

2.2 Types of VAT 15

2.2.1 Consumption Types 15

2.2.2 Income Type 16

2.2.3 Gross Product Type 16

2.3 Methods of Calculating VAT 16

2.3.1 Additional Method 16



2.3.2 Subtraction Method 17

2.3.3 Tax Credit Methods 18

2.4 Principles of VAT 21

2.4.1 Origin Principle 21

2.4.2 Destination Principle 21

2.5 Tax Inclusive Versus Tax-Exclusive Prices 22

2.6 Value Added Tax and Other Sales Taxes 22

2.6.1 Value Added Tax and Turnover Tax 22

2.6.2 VAT and Manufacture's Sales Tax (MST) 23

2.6.3 VAT and wholesale Level Sales Tax (WST) 24

2.6.4 VAT and Retailer's Sales Tax (RST) 26

2.7 Operation of VAT 27

2.7.1 Registration 27

2.7.2 Tax invoice 30

2.7.3 Accounting 30

2.7.4 Submission of Return 31

2.7.5 Payment of Tax 33

2.7.6 Tax Assessment 33

2.7.7 VAT Enforcement 34

2.7.8 Penalties 34

2.7.9 Auditing 35

2.7.10 Computerization 36

2.8 Structure of VAT 36

2.8.1 Coverage 36

2.8.2 Operation 37

2.8.3 Input Tax Credit 38

2.8.4 Tax Rate 38

2.8.5 Exemption versus Zero Rating 38

2.8.6 Tax Refund 39

2.8.7 Threshold 40



CHAPTER – III

RESEARCH METHODOLOGY (64-65)

3.1 Research Methodology 64

3.2 Research Design 64

3.3 Natures and Sources of Data 65

3.3.1 Sources of Primary Data 65

3.3.2 Sources of Secondary Data 65

3.4 Methods of Analysis 65

CHAPTER – IV

PRESENTATION AND ANALYSIS OF DATA (66- 104)

4.1 Present Provision and Status of VAT in Nepal 66

4.1.1 Methods of tax imposed 67

4.1.2 An input tax credit 68

4.1.3 Categories of goods and services for VAT purpose 68

4.1.4 Tax Exempt 69

4.1.5 VAT on imported goods 70

4.1.6 VAT on exported goods 70

4.1.7 Registration on VAT 70

4.1.8 Affected by VAT 71

4.1.9 Determining annual sales of taxable goods and services 71

4.1.10 Registration of small business 71

4.1.11 Cancellation of registration 71

4.1.12 Obligations of VAT Registrant 72

4.1.13 Requirements of Tax Invoice 72

4.1.14 An abbreviated invoice 73

4.1.15 Maintaining special accounting system 73

4.1.16 Necessity of books and records must be kept 73

4.1.17 Matter included in purchase and sales book 73

4.1.18 VAT Account 74

4.1.19 Offences 74



4.1.20 Administrative review 75

4.1.21 Tax plate 75

4.1.22 Conscious consumer lottery program 75

4.1.23 Proxy criteria 77

4.2 Contribution of VAT on Revenue Mobilization 78

4.2.1 Composition of major revenue heads 78

4.2.2 Revenue Structure 80

4.2.3 Trend of VAT Collection 82

4.2.4 Contribution of VAT on total Revenue 84

4.2.5Composition of VAT Revenue 85

4.2.6 Target and Achievement of VAT revenue 87

4.3 Analysis of Problems and Prospects of VAT 88

4.3.1 Billing System on VAT 89

4.3.2 Relation between rising price and VAT system 91

4.3.3 Most Challenging Problem on VAT 92

4.3.4 Major problems of VAT Administration 93

4.3.5 Rate Structure of VAT 95

4.3.6 Effect of VAT in Investment Sector 96

4.3.7 Effect of VAT on Economic Growth 97

4.3.8 Responsible for Tax Evasion 98

4.3.9 Legal Provision for Proper Implementation of VAT 100

4.3.10 Suggestion for effective VAT implementation 101

4.4 Major Findings 103

CHAPTER – V

SUMMARY, CONCLUSION AND RECOMMENDATION (105-115)

5.1 Summary 105

5.2 Conclusion 110

5.3 Recommendations 111

BIBLIOGRAPHY (116-118)

APPENDIX (119-120)



LIST OF ABBREVIATIONS

ASEAN Association of South East Asian Nation

B.S. Birkram Sambat

CD Custom Department

CDM Central Department of Management

EC European Country

FNCCI Federation of Nepal Chamber of Commerce and Industries

FY Fiscal Year

GDI Gross Domestic Income

GDP Gross Domestic Product

GE Government Expenditure

GON Government of Nepal

IMF International Monetary Funds

IRD Inland Revenue Department

MOD VAT Modified Value Added Tax

MST Manufacturing Level Sales Tax

NCC Nepal Chamber of Commerce

NRB Nepal Rastra Bank

OECD Organization for Economic Co-operation and Development

RID. Revenue Investigation Department

RST Retail Level Sales Tax

SAARC South Asian Association of Regional Co-operation

SMC Social marginal Cost

TU Tribhuvan University

USA United State of America

VAT Value Added Tax

VIZ Versus

WST Wholesales Level Sales Tax


