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CHAPTER ONE

INTRODUCTION

1.1.Background:

Economic development always faces the challenges like- poverty, large disparities in
distribution of income, lack of physical infrastructures of development, crawling GDP and hyper
inflation, in any country. Economic development is possible only when internal resources are
mobilized at their optimum level. Nepalese Government has been taking necessary actions to ensure
the friendly economic environment. But, it is sorry to say that all the previous efforts has not
brought any significant changes in the economic status of the country. First of all, to utilize the
internal resources the adequate amount of fund is required. Developing countries have many areas
to look after that is why they can’t invest in all development activities as they need. This difficulty
can be avoided through effective formulation and implementation of laws, policies and programs

with transparent, fair and systematic administration.

In Nepalese context, therefore, effective administration does play a key role in revenue
realization. Realizing this fact, Nepalese government collaborated with USAID towards improving
TAX-Revenue Accounting and Administration, Nepal conducted ‘Government Budget and Accounting
System Development project’ in government and industrial development. The project gave

considerable attention to aspects of tax administration the “how to do it” aspect.

Latter, various acts, rules and regulation are made and enjoyed; the possible reforms were also
taken into action- sales tax, hotel tax, entertainment tax etc proved to be failed. Those were called
as unsuccessful in raising government revenues. It pressurized the government. Then the
government preferred a modern, efficient and neutral Tax ‘VAT' to get rid of the past drawbacks.
VAT as on indirect tax is charged on increasing value of commodities and services at each stage of
distribution. VAT is modified form of sales tax. It was first introduced in France in 1954. German Dr.
D.V. Siemens developed and promoted the very concept in 1919. In 1921 Prof. T.S. Adams suggested
if for USA; however, USA did not follow it. After then, Brazil adopted VAT in1967 and consequently
majority of the European nations followed this tax system. Even Asian countries like Japan, China,
and Vietnam followed VAT system. India followed Mod-VAT (modified value added tax) in 1986 for
manufacturing products. Pakistan adopted in 1990. His Majesty Government, first of all expressed
the view of introducing VAT by eighth plan. Finance Act 1992 introduced the two-tier sales tax for

nine items as the base for introducing VAT. Finance Act 1994 extended it for some additional items.
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The government formulated a VAT Task Force in1993 in financial and technical assistance of USAID,
which drafted the VAT documents to formulating the legislation. The parliament passed VAT in
1995(2002). HMG had initially set the date for introducing VAT in July 1997. The government made a
decision in April 1997 that VAT will be finally introduced in November 16, 1997. DANIA provided
technical assistance to implement the VAT in full phase. VAT replaced the existing sales tax, the
contract tax, entertainment tax. At that time it was assumed that the introduction of vat would
make local business more competitive and remove the tax from exports. At first, the implementation
of VAT resulted in slightly increase in the price of some commodities and services, soon after its
introduction, business community went into agitation. Several rounds of negotiations were held in
the ministry of finance to reach an amicable settlement. The government, however, finally able to
convince the business communities by realizing its transparency and simplicity. But, it was not an
easy task. The business communities were not opposed to VAT but they doubt its successful
administration and contribution to national revenue. VAT being an effective tool of taxation believed
to be the major source of revenue generation through which economic activities of the nation would

be possible.

1.2.Statement of the problem

Nepal is facing the problem of meeting its own expenditure on its own. Foreign dependency
and internal leakage has forced the government to think for another option, which will increase the

revenue substantially.

For this, government is trying to introduce lucrative policies for the participation of private
investment. Leaving the non-financial and non-tax measures, there are several tax attempts the
government has made for increasing private sector participation in business activities. In this regard,
HMG Nepal introduced various tax measures. The recent government exempted tax for several years
to new industries, full exemption of tax to export oriented companies, agricultural industries and
reduction in co-operative tax rate. As the extra effort in, 1986 dividend tax, 1992 depreciation
system and income tax rate; were brought into action. However, the government failed to achieve

the objectives what so ever the efforts were made.

Considering the fact the Nepalese Government decided to introduce VAT from 1997
replacing the existing taxes like- sales tax, hotel tax, entertainment tax, contract tax. VAT was

introduced in a hope to strengthen tax administration, increasing the government revenue and
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internal resource mobilization. The success of VAT depends on its administration and

implementation. Following are some of the problems that Nepal is currently facing:

No proper identification of hidden factors responsible for revenue realization from taxable
source

Doubtful administration in satisfying the need of the nation.

Making the VAT much effective in revenue realization.

Changes in revenue realization before and after implementation of VAT.

1.3.0bjectives of the study

To examine the contribution of VAT to National revenue from Inland Revenue Office of
Lalitpur district.

To explore the administration and implementation of VAT with reference to Lalitpur district.
To measure the contribution of VAT in comparison to other taxes.

To find out the weakness elsewhere while implementing and administrating VAT.

1.4.Research Methodology

This research is focused primarily on the problem arisen in the process of VAT administration
and its best implementation for collecting the government revenue. Both, primary and secondary
data are used for the study. But mainly data and information are taken from secondary sources.
Various views, experiences of Tax experts, officials, business representatives and general are
included to make the result much realistic. The secondary data includes the information and data of
Inland Revenue Department (IRD), National Planning Commission (NPC), Nepal Chamber Of
Commerce (NCC), Federation Of Nepal Chamber Of Commerce And Industry (FNCCI), Ministry Of
Finance, Nepal Rastra Bank (NRB) and other publication of VAT related books, journals, articles,
magazines etc. Secondary data are collected through personal contact, visiting to their relevant

sources and consulting books, journals, thesis, magazines etc.
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1.5.Limitation of the study

This study has its own limitations since primary data are collected only using the opinion and
most of the information are taken from the secondary sources and the research is conducted
particularly in the Lalitpur district. The history of VAT is not too long in Nepal. The reliability of data
has not been examined. The term VAT itself is not sufficient to fulfill the queries arising while at
research. It is prepared to fulfill the partial requirement of master degree and hence may lack proper

application of research methodology.

1.6.0Organization of the study

The study has been prepared assuming the following pattern.
I: Introduction:

In this chapter, the background of the study, statement of the problem, objectives research

methodology and limitations are included.

II: Review of literature:

In this chapter, reviews of former studies are presented.

lll: Research Methodology:

This chapter describes research design, sources of data, population and samples, method of

data analysis etc.

IV: Data Presentation and Analysis:

In this chapter data and information are analyzed with the help of different financial and

statistical tool.
V: Summary, Conclusions and Recommendation:

Summary has been drawn from the findings of the research made and concluded the thesis

with recommendations.
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CHAPTER TWO
CONCEPTUAL FRAMEWORK AND REVIEW OF LITERATURE

2.1 Conceptual Framework

Meaning of VAT

VAT is the recent innovation in the field of taxation. It is considered as one of the most
powerful tool of the revenue generation. From the long experience of VAT in several countries many
economists as well as policy madders have reached to the conclusion that VAT is probably the best
form of sales tax, it has gained huge popularity within the short span of time. Value added tax is a
tax imposed on value added of goods and services by business firms at each successive stage of
production and distribution. A certain percentage of tax is levied on the added value at various levels
of such production and distribution. As goods and services are shifted in the process of production

and distribution, one after another stage the tax is also charged simultaneously.

VAT is considered as one of the form of sales tax. Sales tax is commonly decided into three
types i.e. turnover tax, single stage tax and multiple stage tax. Turnover tax is levied at all stages of
the production and distribution process. On the contrary, the single stage tax is levied at only one
stage of the production and distribution process. It may be imposed either at manufacturing level or
at the wholesale level or at the retail level. According to the stage of its imposition it is called as
manufacturer’s tax, wholesale tax or retail tax. Multiple stage tax is levied at different stage of
production and distribution process. VAT is a multiple stage tax which is grown as hybrid of turnover
tax in the sense that both these taxes are imposed at each stage in the production and distribution
process. VAT, however, differs form the turnover tax as the latter is imposed on total value at each
stage while the former is imposed only on the value added at that stage. VAT is similar to the retail
stage tax because the tax base of VAT and that of retail tax on consumer goods and services are
identical. VAT, however, varies from retail level sales in the sense that the former is imposed at each
stage, which is the final stage. Theoretically, VAT is board-based tax system as it covers the value
added to each commodity by a firm during all stages of production and distribution Let us suppose
that a producer imports raw materials at the rate of Rs.100 from a foreign land to manufacture
goods. The producer then uses the raw material to prepare finished goods and sold it to a
wholesaler at Rs.200, the wholesaler then, sold it to retailer at Rs.300 and the retailer to the
consumer at Rs.400. Then for the purpose of VAT, the value addition at the import level is Rs.100; in
the production level Rs.100; at the wholesale level is Rs.100 and retail level is Rs.100. The VAT at the

each level is Rs. 13 respectively, so the total amount of VAT payable to the government is Rs.52 only.
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Table 1

Calculation of VAT Payable

Production/Distribution Sales Value Tax Tax Actual VAT
Level Price Addition Collected incurred on | to be paid to
collected from sales | purchased | the

@13% Government
Importer 100 100 13 0 13
Producer 200 100 26 13 13
Wholesaler 300 100 39 13 13
Retailer 400 100 52 13 13
Total 52

2.2 Evolution

Historically, the VAT has emerged as an alternative to defective multi-stages turnover tax or
cascade type of taxes. VAT was introduced in an attempt to improve the existing shortcoming of the
sales tax. As an improved turnover tax, Dr. Wilheim Von Siemens firstly introduced VAT in Germany.
It proved to be the best over the existing sales tax. Similarly, Professor Thomas A. Adams introduced
the sales tax with a credit or refund system. The Shoup Mission also proposed it for the

reconstruction of the Japanese economy in 1949.

Suggestion, proposal and recommendation were gradually rising so far for the
implementation of VAT but even not a single country till 1953 dare to introduce VAT. France became
the pioneer country in the history of taxation by adopting VAT for the first time at industrial level. Up
to 1959, this tax was confined to the boundary of France. In 1960 VAT was adopted by Ivory Coast.
Since the sixties VAT has been spreading all over the world very quickly and widely. Other French
colonial countries such as Senegal also followed the VAT system. The financial committee of
European Union recommends all European communities to adopt VAT in place of turnover tax in
1962. In 1962 France extended VAT from wholesale level to retail level. In the same front Federal
Republic of Germany introduced VAT in its tax system in 1969. Netherlands and Sweden in 1970,

Belgium in 1971 and so on many European nations adopted VAT system. Vietnam became the first
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Asian region to have VAT in 1973. Soon after the implementation, it was abolished and again

reintroduced in 1999. India implemented MOD-VAT in place of VAT.

Year  Country that have adopted VAT

1954 France

1960 Ivory Coast

1961 Senegal

1967 Brazil, Denmark

1968 Germany & Uruguay

1969 Netherlands, Sweden

1970 Ecuador, Luxembourg, Norway

1971 Belgium

1972 Ireland

1973 Austria, Bolivia, Italy, UK, Vietham2

1974 Argentina, Chile, Columbia, Costa Rica, Nicaraguan
1976 Honduras, Israel, Peru

1977 Korea, Panama

1980 Mexico

1982 Haiti

1983 Dominican Republic, Guatemala

1984 China 3

1985 Indonesia, Turkey

1986 Morocco, New-Zealand, Niger, Portugal, Spain, Taiwan
1987 Grenada, Greece

22



1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

Hungary, The Philippines, Tunisia

Japan, Malawi

Iceland, Kenya, Pakistan, Trinidad & Tobago

Bangladesh, Benin, Canada, Jamaica, Algeria, Armenia, Azerbaijan

Tajikistan, Thailand, Turkmenistan, Ukraine, Uzbekistan, Moldova

Burkina Faso, Czech Republic, Paraguay, Poland, Rumania, Georgia

Bulgaria, Finland, Lithuania, Singapore, Western Samoa, Madagascar

Gabon, Ghana, Switzerland, Zambia, Malta

Albania, Guinea, Uganda

Barbados, Congo, Nepal

Croatia, Mongolia, Sri lanka, Tanzania, Vanuatu

Cambodia, Cameron, Mozambique, Netherlands, Papua New Guinea

Australia Chad, Macedonia, Namibia, Sweden

Rwanda

Lebanon

1. VAT was implemented fully in 1968.

2. VAT was abolished soon after its implementation and re-introduced in 1999.

3. VAT was first introduced only in selected provinces on selected goods but since the

achievement was not satisfactory it was implemented fully in 1994.

4. VAT was abolished after three months of its introduction in 1995 and was re-introduced

again in 1998.

5. VAT was introduced in 1995 and was abolished after a change in the Government in 1997

and it was re-introduced in 1999.

(Source: IRD/DANIDA,2001:3-4)
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2.3 Principle of VAT

There is no doubt that VAT is levied on consumption and consequently final burden of the

tax is shifted to the customers. In the age of globalization and liberalization the world has been

narrowed as a small village. Goods and services can be provided broadly either by domestically or by

importing from other countries. When two countries are involved in trade there might be a question

of boarders. Whenever international trade between two countries is considered, cross border

adjustment is necessary. For the purpose of imposing VAT, principle of VAT can be divided into

following two categories.

23.1

2.3.2

Origin Principle

Under this principle tax is levied at the place where it is produced or rendered irrespective of
whether they are consumed or not. In this principle, preference is given to imported goods
or services over domestic production because all exports are treated as taxable whereas all
imports are treated as non-taxable. These sorts if principle may be beneficial where
common trade is existed like European Union, otherwise rest of the countries do not prefer

this principle. (Maharjan 2005: 30)

Destination Principle

Contrary to the earlier, destination principle is imposed at the place where it is consumed
irrespective of where it is produced or rendered. Neither it prefers imported goods or
services nor the domestic goods or services. Equal preference is give to both imported as
well as domestic product. In this ground it is assumed as neutral principle. For the purpose

of boosting exports, many countries prefer to apply this principle of taxation. (Maharjan 2005:

30)

2.4 Types of VAT

The types of VAT can be classified on several bases. The most important things to be considered for

the classification of base is how capital goods are treated by VAT. From these angles of VAT is

classified as follows.
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24.1

2.4.2

243

The Consumption Type

This classification is considered as neutral type because under this type no discrimination is
done with respect to capital or consumable goods. It is really a superior form of VAT because
full credit if inputs, irrespective of what type of purchase is done, is provided. All capital
purchased from other firms, in year of purchase, are excluded from the base while
depreciation is not deducted from the tax base in the subsequent years. Investment is freed
from taxation and consumption is considered as the base of tax. The consumption type if
VAT is more popular and accepted widely in the world. It is easier from the viewpoint of
administration too. Nepal has also adopted the consumption type of VAT system. A
registered person can credit the tax paid in the purchase of goods and services from the tax

collected in the sales under the prevailing laws of Nepal (VAT Act —1995:17,1).

The Income Type

The income type VAT does not exclude capital goods purchased from other firms
from the tax base in the year of purchase whereas depreciation is excluded from the tax
base in the subsequent years. In this variant, capital equipment are divided over a period on
the basis of their useful life. As in consumption type, in this variant all the purchase of capital
goods are not allowed to deduct in the same year when it is purchased. Only a relevant
portion to a particular period is allowed to deduct and the remaining portion is carried over
for the next period. The tax falls both on consumption and net investment and the
conceptual tax base of this category is the net natural income. Under this method, tax base
equals to private personal income. Many countries do not prefer this VAT system as it faces
the same problem as we face in calculating income for a particular period. It is consistent
with the origin principle of taxation where exports are taxed and imports are free from the

tax. (VAT Act,1995)

Gross National Product Type

Under this variant, capital goods purchased by a firm from other firms are not
deductible from the tax base in the year of purchase not the depreciation is allowed to
deduct from the tax base in the subsequent years. Hence, tax is levied both on consumption

and gross investment and the conceptual tax base of this variant is gross domestic product.

Thus, the variants of VAT differ depending upon the treatment of capital goods. The

consumption variant excludes all capital goods purchase from other firms in the year of
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purchase from the tax base, but makes no allowance from depreciation from the tax base in
the subsequent years. Both the income and the gross national product variants do not

exclude the purchase of capital goods from the tax base in the year of purchase.

The income type excludes the depreciation from the tax base in the subsequent
years while Gross National Product type does not treat so, The GNP type of VAT is less
practicable because it is biased to labor incentive technique. The income type is also rare in
practice because it excludes the depreciation from the tax base in the subsequent years.
Both types of VAT are theoretically defective and practically difficult to implement. It has
just academic value. The consumptions type is most popular and widely recognized by
almost all the countries. It does not affect decision regarding investment and growth since it
excludes investment from any tax burden. Furthermore the consumption variant is more
lucrative from the point of view of tax administration as well as from the consideration of
foreign trade. A several advantage have incorporated in consumption theory, in comparison

to others, it has widely accepted and successfully implemented in VAT system.

(Khadka,2001:30)

2.5 Method Of Computation Of VAT

The registrant is responsible to collect (levy) the VAT and deposit to the government.
Registration is said to be the unpaid tax agent of government. Tax liability calculation is a crucial part
of the VAT system. Taxpayers have to calculate his tax liability and deposit to the concerned
authority under the VAT system, which is known as self- assessment system. Therefore, the method
of computation of tax is necessary so as to make the VAT system more transparent. The specific
modalities on how the tax base is established and the liability computed will influence the
administration of the VAT. VAT is levied on the sum total of value by affirm in due course of

production and distribution. There are three methods of computation of VAT.

2.5.1 Addition Method
This method is also known as the direct value added computation method. Under
this method, the tax base is calculated by adding the payments made by the firm to the
factors of production employed in turning out the production such as wages, interest, rent,
royalties and profit. This method is very close to income type of VAT that includes the

rewards to all the factor of production in its base. Because all the payments made for the
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factors of production has to be added, it creates complexities in calculating them in
practical. Virtually no country has used the additive method although Argentina and Israel
have used it in selected economic activities, such as banking and finance where value of

inputs and outputs is difficult to measure. (Ghimire 2008)

Subtraction Method

Under this method, cost of production is deducted from the sales. In other words,
value added is determined as net turnover that is obtained by subtracting the cost of
materials from sales proceeds. It is very close to consumption type of VAT. Theoretically, it
looks simple and easy but it is very difficult to compute especially where multiple rates of

VAT exist. Problems like ascertaining tax value in an accounting period may also arise.

(Ghimire 2008)

Tax Credit Method.

Tax credit method is known as indirect subtraction method or invoice method.
Under this method input tax is credited from output tax and passes into next stage up to
consumption level. Tax credit method is similar to some extend to subtraction method but

the major difference among them are:

- In the earlier method the tax base is levied in the difference amount of tax on sales and
tax on purchase whereas in the later method, the tax is levied on the difference amount
of sales value and purchase value.

- Earlier method requires invoice while former does not require.

If the tax rate were same throughout the production and distribution method, both methods

would give same results otherwise it wouldn’t be. Allan A. Tait has identified four main

advantages of this method over the other two methods. They are:

- Tax liability to transaction
- Good audit trail
- Easy to apply in differential rates

- Account based system

(Ghimire: 2008)
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2.6

Coverage of VAT

VAT is a tax on goods and services consumed in Nepal. The tax is based on the principle that

each producer or distributor adds value, in some way, to the materials they have purchased and it is

this added value that is taxed at each stage of the production and distribution. The coverage of VAT

in Nepal is based on transfer, sales, supply, imports and exports of goods and services except some

special provisions. It is levied on the value added at each stage of the production or distribution.

Every persons or firms or companies who are involved in such transaction liable to pay and collect

tax. The actual coverage is structured by standard and zero rates as well as tax exempted provisions.

In other word tax coverage is guided by tax invoice system. VAT is administered by invoice method.

Tax liability is calculated as Tax(+)= tax payable on sales — tax paid on intermediate purchases.

(Neupane: 2005)

2.6.1

2.6.2

Standard Rated Areas.

Nepal has adopted “Inclusive Basket System” which means board-based tax
coverage. Under this system all transactions regarding transfer, sales, supply, imports and
exports of goods and services, where value add exists are taxable, provision for exempted
goods and services under special law. Unless this provision, all the value added economic
transactions are taxable and tax is collected at the rate of 13 percent. This is called standard

rated area. (Neupane: 2005)

Zero Rated Areas.

Under the VAT system goods and services are, may be, taxed at zero-rate. The
objective of this zero rate is to relieve some goods and services from the taxation working
under regular VAT system and net for the purpose of promote and encourage export and to
maintain diplomatic behaviors. Under this, purchaser is allowed to credit the tax paid on
inputs or purchase in concern. However, one has to maintain all records regarding VAT. The
VAT is meant to apply only to the consumption of goods and services in Nepal. Supplies
made in Nepal that are exported are taxable at zero- rate. Exporters are allowed to claim
input tax credits for VAT paid or payable on purchases of goods and services relating to their
commercial activities Exports taxed at zero percent (0%) include exports of both goods and

services. (Gautan:2006)
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2.7 Exempted Goods and Services

Under VAT system all goods and services are divided into two basic categories, taxable and
tax-exempt. Goods and services are either taxed at the standard rate of 13 percent or they are
taxed at zero percent. Those taxed at the standard tax include all goods and services except those

that are specified as taxed at zero percent or tax-exempted. (Prasain:2007)

2.8 Tax Administration

In general the prime goals of VAT administration are to promote voluntary compliance and
to promote the VAT revenue by effective and efficient way in these economies. Identification of
taxpayers, tax registration, processing of returns, tax audit, assessments, collection, credit, refund

and control of stop filers are main functional areas of tax administration.

In the Nepalese periphery, Ministry of Finance is the main responsible body for collecting
financial resources and managing the public expenditure. Department of Customs, Revenue
Administration Training Center, Department of Revenue Investigation and Inland Revenue
Department are the wings of Ministry of Finance. Previously the VAT was administered by
Department of Value Added Tax. By 2001- 2002 Government merged the Department of Taxation
and Department of Value added Tax and named it Inland Revenue Department (IRD). IRD is currently
responsible for the administration of the taxes like Income Taxes, Corporate Taxes, Value Added Tax,
Excises, and certain fees and duties like Entertainment fee, Film development Fee, Tourism
Development Fee, Liquor control duty, Smoking liquor duty, special fee etc. Likewise the department
is also responsible for monitoring the non-tax revenue of the Government. This Department is
located in Kathmandu Valley. Under IRD there are 21 Inland Revenue Offices throughout the
Kingdom. These offices and department jointly administer the VAT as well as income taxes. His
Majesty’s Government is the authority to appoint Tax officers required numbers. Similarly, the
jurisdiction of a Tax officer is also should be prescribed by Government. All tax officials are the civil
servants under the revenue service. Thus, IRD is the authority of mobilizing Inland revenues

including VAT.

The IRD has functional organization structure. From operational point of view it has divided
in two wings. One is policy related and other is operational wing. The operational wing contains six
functional works and these are taxpayer service, tax audit, investigation, collection, tax refund and
others. Similarly the policy related wing contains the sections related to personnel administration,

internal and financial administration technology, appeals, excise and non-tax. Government of Nepal
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may appoint tax officers in required numbers. Government of Nepal may delegate tax administration
related authority to other Government to define the Jurisdiction of tax officers. Thus the department
carries out the function such as tax administration, tax policy, tax treaty and International Taxation,
review and appeal related tax matters, advance ruling, tax enforcement and investigation, tax audit,

tax refund, excise and liquor administration, taxpayer services. (Adhikari, 2003:30-31)

2.8.1 Registration (VAT Act 2052:sec,10)

For the implementation of VAT it is essential to have registration for all taxable
producers and suppliers timely. According to VAT Act and VAT related other laws of Nepal,
the persons (the suppliers or distributors or producers taxable goods and services) are
required in concern Inland Revenue Office under VAT Act. And rules and should obtain the
TPIN. In other word person who involved in a commercial activities and the turnover
exceeds the given threshold is required to register for VAT purpose. A person means an
individual, firm, company, association, cooperative, institution, joint business, partnership,
trust, government body or religious organization. However, it is not necessary to register
who deals only taxable goods and services. Similarly those persons who fall below than
defined threshold are not necessary to register, But if they want they can register and take
TPIN. A non- registrant is not entitled to collect VAT and utilizes the facility of tax credit and
refund. The TPIN refers to the Taxpayer Identification Number that is be allocated to ach
registrant during the registration process. For registration purpose the taxpayer can get the
prescribed form (In Nepali) from any Inland Revenue Office. The TPIN or AN is very
important regarding the Inland Revenue administration. The taxpayer should mention the
TPIN in the documents related to VAT office, income tax, customs, imports and exports,
banks. In addition taxpayer must mention the TPIN in invoices and sales and purchase book.
Registration is required for any business that with annual taxable sale of more than Rs. One
million. Regarding the calculation of turnover zero-rated sales if the turnover is impossible to
identify the purchase, sales, stock the tax officer may treat all these transaction as turnover
and may assess the tax. This mean if the zero rated sales exceed the threshold, taxpayer is
liable to register. VAT registrants are required to pay VAT on or before the 25" day following
the end of each month. Every taxpayer that is involved in taxable sales and exceeds the
prescribed threshold is liable to register for VAT before starting or after 30 days of business
starting. They must provide their customers with a tax invoice and should maintain records

and keep their VAT records for a period of 6 years. It is required to provide notice and advice
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2.8.2

to concern Inland Revenue Office if any changes to the business such as new address,
telephone number or a reorganization of the partnership. Hey post their Certificate of
Registration at their principal place and copies of at all ranches where customers may
observe it and should allow tax officers to enter the business to examine the business

records and the stock at hand.

(Adhikari,2003:31-32)

DE-register (Sec, 10-2)

A VAT registration may be cancelled by anyone whose total taxable sales for
consecutive calendar quarters is not more than Rs. 1000000 and who has been
registered for a full fiscal year or by persons who no longer have a commercial
activity. Regarding the cancellation of registration the VAT Act has mentioned

conditions as follows:

If the organization is closed or transferred or collapsed in case of corporate body.

If the businessis running under proprietorship and owners died.

If the partnership is dissolved in case of partnership.

If the distributor or producer stopsto sale or produce taxable goods and services too.
If the business is registered by mistake.

Regarding the cancellation, the tax officer will collect the tax on the capital
and other goods that the tax credit facility has been taken by taxpayer previously. The
categories falling under this ground neither required to collect VAT nor alowed to
clam arefund of the VAT that they have in producing their goods and services for

sale. (Maharjan,2005:22)

2.8.3 Accounting.

The effectiveness of VAT depends on the VAT accounting system. | should be
neither with unnecessary details nor inadequate to provide appropriate and useful
information. The VAT accounting should be inform-based as well as less costly. The
accounting in VAT consists the process of maintaining purchase, sales book, VAT
account and stock. Thus Purchase and Sales books are main part of VAT accounting.
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The purchase book contains the information TPIN, the supplier’s name and TPIN, the
customer’s name and TPIN. Similarly in the sales book date, invoice number, name
and number of the supplier, purchase price and taxable price of the import, the taxable
value and the amounts of VAT should be recorded. The Purchase book is a certified
register. The registrants should maintain or record all the purchases during the period
all goods and services either taxable or non taxable in separate columns. Similarly, the
sales book is another part of VAT accounting. It should be posted in the basis of sales
as per the date of its occurrence showing the amount of standard and zero rated sales
amount and the tax amount. At the end of tax period it should be totaled and mention
the amounts in VAT amount. The VAT account is monthly summary showing the
sources of figuresin the VAT return. In order to complete the VAT return, a taxpayer
should need to ensure that the amount of VAT paid on purchase, the amount of VAT
collected on sales, a method of distinguishing between taxable and exempt sales, the

times of goods and services supplied and proof that the goods were exported.
(Maharjan,2005:23)

VAT Invoices (VAT Regulation 05, Rule 17-3)
Thetax invoiceisamagor part of VAT account. Every registrant is required to issue a
tax invoice to the recipient in supplying any goods and services. Tax invoice should
contain the name and address of the seller and the purchaser, the seller’s VAT number
and invoice. Similarly it contains the date of transaction and description of the sae
including the number of items purchased and the unit cost of each item and a notation
of any discounts. Invoice or Tax hill is the base for whole VAT system. Every
registrant should use invoice in prescribed form. The tax invoice must be prepared in
three copies and clearly identified as atax invoice. The original copy is to be given to
the purchaser, the second copy is to be retained for audit purpose while the third copy
is for sue of the seller in preparing a record account of the transaction. While issuing
ax invoice the seller must mention the name, address and TPIN or PAN of the
purchaser. If the purchaser has no PAN or TPIN or he is not registrant, it is not
compulsory to mention the PAN or TPIN of purchaser by seller. The taxpayer or
registrant, in case of any mistake in issued tax invoice or in case of refused by
customer to take the goods and services, may cancel the issued tax invoice or bill. But
all copies of issued invoices should be attached and should be written the cancellation

immediately. Similarly if customer return the goods credit notes should be issued
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properly at the same time including the invoice number, date, quantity and price of
returned goods. Tax payer may issue an abbreviated invoice but the registrant may
have to get prior approva of tax office Tax officer may grant permission for VAT
registrant to issue an abbreviated invoice for retaill sales below the value of Rs.500.
The recipient who receives an abbreviated tax invoice shall not be allowed to credit
the input tax. Every taxpayer should maintain and update all VAT related accounting
records and liable to produce such records while tax officer would like to observe.

The tax payers are liable to preserve such accounts for six years. (Maharjan,2005:36)

Return Filing (Sec 18)
For every month taxpayer should determine the tax himself and should file the return
with in 25" day of next month to the related tax offices in concern Inland Revenue
Office. It is mandatory to file the return whether there is business transaction or not. If
there is no any sale taxpayer should file return with zero number and tax. It is said as
Zero-return. But the voluntary registrants or who have the sales less than Rs.1000000,
can file by four-monthly return. The registrants who are under the threshold or
compulsory registrants must submit the VAT return every month. In case of where the
registrants have branches, the head office should submit the return including the
transaction of the branches too. If the collected tax amount exceeds the tax paid on
purchases, it is named as debit return. If the collected tax amount is less than input tax
(Tax paid on purchases) for the month, it is named as credit return. Similarly if there
is no any transaction for the period, taxpayer should file zero return. While filing the
file registrant should be very careful regarding the time of return, calculation of debit
or credit tax and filing of return statement. Taxpayer should mention the TPIN very
carefully. The return should be filed in prescribed form provided by VAT

office.(Maharjan,2005:37)

2.8.4VAT Coallection
The producers and suppliers are the agents for tax collection on behalf of
Department or VAT administration. Usually they collect VAT on sales and they
deposit the collected amount after crediting the tax (If any amount remains) in
prescribed public treasury account. Tax should be collected in selling price that
comprises the costs related to transportation and distribution expenses as well as

profit. Excise duty, custom and other tax except income taxes are also included under
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the selling price. But the trade discount and trade commission is not included under
selling price. But a person who is not registrant is not entitled to collect tax. The
collection of VAT is not the responsibility only of business world, Revenue Offices
also collect the VAT and its arrears, In Nepalese context if the taxpayer fails to
deposit collected tax by regular system, the tax officer may implement various

methods and enforcement to collection tax arrears. These methods are given below:

- By deducting the tax from refundable tax amount.

- By possessing the taxpayer’s fixed and current account.

- By auctioning the property owned by taxpayer.

- By deducting from the banks account.

- By deducting the amount payable to taxpayers by Government offices or
Government owned enterprises.

- By deducting from the amount payable by third person with pre-consent of
taxpayer.

- By blocking the export-import business taxpayers(Maharjan, 2005:40-41)

2.8.5 Tax Credit

Tax credit isafacility for taxpayer. Under this system a producer or distributor
can deduct the tax paid on input of purchases from the tax collected amount. The
difference amount determines the amount of tax in treasury or claim for refund. In
other words, the registered businessmen are obliged to collect and remit VAT on their
taxable transactions; these registrants are entitled to recover the tax paid on their
purchases. This recovery or refund is known as an input tax credit. The input of tax
credit is the total of the tax paid or payable on taxable goods and services purchased
in Nepal, and the tax paid on taxable goods imported into Nepa. Genera
terms/conditions to entitle for credit area:

- Purchased goods and services should be purchased for taxable transaction.
- Tax invoice should be produced.
- If importation, import and tax paid documents should be produced.
There are some goods which is very difficult to ascertain whether they have

been for the purpose of the business or personal purpose. Therefore, certain provisions
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have been made as per goods and allow to full credit, partial credit and proportionate
credit. Tax credit on sales of liquors, alcohol and acohol mix liquors, light petroleum

for automobiles and entertainment are not entitled to get refunded. (Maharjan,2005:41)

2.8.6 VAT Audit and Investigation

Tax audit of VAT is familiar as VAT audit. VAT audit is the educational as
well as friendly visit to the registrants and get the knowledge about the probable
difficulties while maintaining VAT as whole system. After completion of VAT audit,
if it may show some possibility of fraud. In this condition the investigation conducted
refers to the in-depth investigation. VAT audit generally comprises the verification as
well as full audit. The full audit and fraud investigation should be conducted by
trained manpower. Under verification audit tax officers verify the tax invoices with
purchase with purchase and sales register and reconcile the stock with purchase and

sales. (Maharjan,2005:46-47)

2.8.7 Assessment.

VAT system is the self assessment system. In other word, VAT system is
based on self-assessment. In this system taxpayer determine the tax liability
themselves and file the return in concern Inland revenue office. But if taxpayer failsto
maintain the legal provisions, tax officer may assess the tax. Tax officer may assess
the tax in two ways one is Computer assessment and other is management assessment.
If ataxpayer or registrant does not file the return in time, he is defined as non-filer.
Under prescribed computer program, the computer prints the list of non-filer after 45
days of last date of tax period. If the tax officers find the error or case of tax evasion
while they audit the accounts, in such case the tax officers assess the tax, interest as

well as penalties which is known as management assessment. (Maharjan,2005:48)

Refund
Excess of input over output tax in any tax period can be adjusted in the following tax
period by carrying forward to next period or can clam for refund to the tax office.
Two major criteria have been fixed in VAT law for the claim of refund by taxpayer. It
is dlowed to clam either by regular export bases or by regular six months credit

basis. Exporters having more than fifty percent export of total sales are treated as
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regular exporters. There is aso a separate provision of refund for the diplomat and

foreign aided projects. They are allowed to claim refund immediately. (Maharjan,2005:52)

2.8.8 MIS (Management I nformation System)

Effective information system is an essential of taxpayers’ friendly and good
tax administration. A scientific information system provides highly standard services
to taxpayers and provides adequate information at right time to the management and
decision maker. To meet the very purpose a separate department called Information
Technology Section (IT Section). Management Information System (MIS) does the
following functions:

Processing of tax application form and related information.

- Updating the taxpayer’s individual account.

- Entering, processing and preservation of central data.

- Preparing of master record in database regarding tax collection, refund, tax credit,
registration, de-registration, business closed.

- Managing of integrated information between department and field offices.

- Managing and preservation of data and information for long run.

The Inland Revenue Department posts the data in taxpayers’ account and
sends the result to related Revenue Offices. The information of taxpayer will be kept
confidential according to VAT Act. DANIDA VAT project has contributed many to
systemize the MIS in Nepal. (Maharjan,2005:54)

2.8.9 Appeal
A taxpayer may file an appeal to the Revenue Tribunal within 35 days against
tax assessment or penalty charged by atax officer or an order by the Director Genera
to the suspension of his place of transaction. A provision of appeal to Director
Genera has been included in first amendment in VAT act as a choice to taxpayer.
Before filing the appeal, the taxpayer must deposit the disputed amount of the
assessed tax due; the rest of the amount of the tax due plus the whole amount of the

fine shall have to be deposited or a bank guarantee of the same has to be provided.
(Maharjan,2005:54)
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2.8.10 Offences, Penalties
The VAT Act has made the provision of offences as well as pendlties. If the
registrant fails to use the registrant number or does not clearly display registration
certificate, fails to file a return, does not issue invoices, fails to keep an up-to-date
account of transaction and obstructs visits by atax officer, prepare false accounts and
invoices or attempts to evade tax. According to VAT Act actions should be taken in

case of followings:

- Nonregistration (who falls taxable criteria)
- Whoisnon-fillers or stop-filers
- Who hastax due-/arrears
- Who hasno VAT accounts and records as prescribed by law.
The Act also has made the provision of punishment to tax officers. If it is
found that with a purposeful nature tax assessment made by the tax officer
maliciously and negligently then in such a case Director General will be provided

with full authority to take action against culprit. (Neupane: 2005)

2811 Reward
According to VAT Act if a person who provides information with evidence
showing that a taxpayer has evaded or attempted to evade al or some portions of tax
shall be awarded as reward the amount equal to 20% of the amount of tax collected on
the basis of that information. The Director Genera is responsible to provide the

reward. (Annual Publication IRD, 2007)

29 Review of Related Works/Studies

2.9.1 Review of books

Kharidar ko Guide (Shakti Prasad Pandit: 2053)

In this book Mr. Pandit gives the glimpses of different form of taxes and their provision.
He tries to make aware about the genera terminology of VAT and its application in
Nepal. He clearly defines the every term of VAT that is associated with VAT system and
the procedure that business community has to follow if falls under the threshold. (Pandit:
2053 B.S)
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“Value Added Tax: A Nepalese Experience”(Narayan Prasad Silwal : 1999)
He discloses the empirical of VAT after its implication. He was actively associated in
VAT administration from the very beginning. He regarded sales tax system as.

- Narrow tax base and low rate.

- Low dasticity and buoyancy.

- Parochia administration.

- Abundance of tax but lot of evasion.

Taxpayers were initially scheduled to register in VAT from the July 17, 1997 and VAT
was scheduled to effect from the beginning of F/Y 1996-97. At the time of its

announcement he realizes that the preparatory work was not complete. In his own words.

- The computer system was not ready.

- The staffing was not compl ete.

- Themanuals were not approved.

- The business community strongly resisted the i ntroduction.

He further added “Talking into account all these factors, it was quite reasonable to
postpone the scheduled date from April 16 to November 16, 1997 because the VAT being
amodern and voluntary tax had to rely on the computerized information system as well as
the cooperation of the business community” Tax base, rate structure, exemption and the
threshold issues were mgjor factors affecting VAT design in Nepal. According to his
study staff recruitment, issue of retention and issue of attitudes of staff are crucia
problems in administration front. (Silwal: 1999)

VAT Four Yearsof Implementation (IRD/ DANIDA Report:2001):

Thisis a compilation of articles contributed by various experts on VAT in Nepd
on the occasion of four years of completion of implementation of VAT in Nepa.Thisisa
publication of Inland Revenue Department and VAT Project edited by Dr. Rup Bd.
Khadka. It comprises of twelve main articles along with some comments provided by the

personals.

Mr. Shakti Prasad Pandit, Under Secretary at the MOF, writes the first article, “VAT

Accounts and Audits”. He emphasizes for a visit to a tax payer’s premises, if any

38



irregularity resulting in tax evasion is found while conducting a tax audit, then the tax

officer assesses the tax amount that has been evaded.

Mr. Lal Mani joshi, Deputy Director General of IRD, writes the second article, “Tax
Credit and Tax Refund Process under the VAT system”. The tax refund process
appears to rather lengthy in his opinion. He disclosed that there has been an increase in

the amount refunded each year.

In third article, “VAT Assessment, Penalties and the Appeal Procedure,” is written by
Mr. Ratna Rg] Bajracharya, a senior practicing Chartered Accountant. He opines that the
requirement of VAT registration for marginal entrepreneurs is not very much conductive
for the growth of cottage and small industries as well as marginal entrepreneurs.

The forth articles, “Value Added Tax: A Retrospetion,” is written by Mr. Nabarg
Bhadari, Director of IRD, describes the mounting enthusiasm and zea of the staff to the
support of the MOF, the VAT Department and the DANIDA VAT Project.

The fifth articles, “Implementation of VAT in Nepal: In Evaluation,” is written by Dr.
Govinda Bd. Thapa, the Director of foreign currency exchange department of RB. The
article points towards the weaknesses inherent in the Value Added Tax system in Nepal.
He strongly denounces the existence of an unstable government at he time of
introduction, which forced the government to accept many compromises in his regard.
He makes critique on the lack of serious consideration to the impact of smuggling from
the long open boarders with India and Tibet. The lack of highly motivated tax
administration and proper accounting system are also impeding the functioning of VAT
in Nepal.

The sixth article, “Value Added Tax In The University Curriculum,” is written by Dr.
Pushpa Kandel, Lecturer at the Saraswati Multiple Campus, TU. He opines that an
uncoordinated working atmosphere with the government and the Universities, blowing

their own trumpets, is not going to benefit the nation in any way.

The seventh article, “Value Added Tax: The Road Ahead” is written by Mr. Madu

Kumar Marasini, Director at the IRD, advocates for increasing publicity in the cities
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where most of the tax payers reside. He also advicses for sudden inspection of goods on

the road to check tax evasion.

The eighth article, "Value Added tax and the Practice of Issuingand receiving
Invoicesin the Context of market Economy,” is written by Vidyadhar Mallik, Director
of the IRD. He believes that if market runs un a fair manner, the market principle will
bring “Welfare to much happiness to many”. He clearly points out the weaknesses on the
part of government, the business community and the general public. This tax system
deserves concerted effort of al stakeholders. The business community may use cash
machines and inexpensive billing software. They can develop the habit of quoting the
price inclusive of VAT and remind customers to take invoice by displaying notices. He
urges for black listing and transparency on the part of the business community. Customers
can inform the tax authorities about the fraudulent transaction. The tax administration

should increase surveillance and consumer education level.

The ninth article entitled, “Value Added Tax in Nepal: Analysis and Suggestions,” is
written by Dr. Roop Jyoti, aleading industrialist of Nepal. He suggests that the practice of
under invoicing should be discouraged and the same time the custom duties must be
gradually decreased.

The next article, “Value added Tax, The Concept International Experience and its
Application in Nepal,” written by the editor himself. In this article, Dr. Khadka attempts
to give the knowledge about VAT to the general public. He has aso included the current
developments and the status of VAT in the Nepalese as well as international context. He

believes that despite different hurdles, VAT implementation is becoming more effective.

The final article entitled, “Value Added Tax: Its past, present and future,” is written
by Mr. Narayan Pd. Silwal, the former Director of the VAT Department. He points out
that lack of ownership after the formation of the Inland Revenue Department (IRD/
DANIDA Report:2001)

Value Added Tax in Nepal: Theory and Practice (Chandra Mani Adhikari: 2003)
This book is written by Chandra Mani Adhikari which comprises of three chapters. The
first chapter deals with theoretical concept of VAT which includes historical background,

40



objectives, merit and demerit of VAT. The second chapter comprises Practice of Nepalese
VAT which deals with introduction of VAT in Nepal, different terminologies associated
with VAT, Tax administration system and lega provison made for the VAT
implementation in the Kingdom of Nepal. The third chapter consists of different model
guestion of TU on VAT, specimen of VAT related forms and Accounts and Vaue Added
Tax Rule 1997 and Value Added Tax Act 1995. (Maharjan: 2005)

2.9.2 Review of Journalsand Articles
An article entitled, “The Equity Impact of Value Added Tax in Bangladesh”, by
Shahabuddin M. Hussin in June 1995 wrote that the government of Bangladesh
introduced VAT at the time of manufacturing/import stage on July 1,1991. The
finding of the study suggest that among the different possible VAT scheme with some
exemptions and additional exercises is likely to be more acceptable to the general
public and policy makers then a uniform VAT which is in contradiction with the

Brazilian experience. (Hussin: 1995)

Development Challengesfor Nepal. (Dahal, Acharya, Bhattachan, Nepal: 1999)
Nepal’s tax structure is massively dominated by indirect taxes. The tax effort is estimated
to be around 10 percent of the GDP, the lowest in the world. These ratios were found to
be 18 and 15 percent in Sri Lanka and Pakistan in recent years. The built-in flexibility is
estimated to be 0.8, Nepal’s tax system is interwoven with serious structural constraints
that lack ssimplicity and transparency, tow essentials prerequisites for a good tax system.
In addition, voluntary compliance is extremely poor and all taxes are negotiable. In the
context of globalization, especially with respect to SAFTA and WTO/GATT provisions,
tax rates are supposed t be drastically lowered to between 0.5 and 20 percent by 2005.
This is a major challenges to Nepal’s tax system in the context of sustainable resource
mobilization that may decline with a new tax regime and also affect the pace of
industrialization. (Dahal: 1998)

There have been no significant departures in approaches to tax reform in Nepa over the
years. These approaches were inclined to mobilized revenue o indirect taxes, simplify tax
rates, tax laws and regulations and adjust them to new circumstances, and strengthen tax
administration. The structural constraints inherent in Nepal’s tax system seem intractable.
The comprador class is against tax innovations resulting in huge budget deficits.

Although VAT is an improved form of the sales tax levied on the multi stages of
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production/distribution, there is serious reservation on the part of the business community
about its successful implementation. VAT is said to have the merit of yielding revenue by
three to four times the sales tax. The days of intervention are over and now tax rates have
to be lowered down and take the reductionist approach compatible with globalization. A
new tax regime compatible with SAFTA and WTO/GATT resolutions need a new tax
policy for Nepal. An appropriate tax rate, legal base and exemption limits can help tax
elasticity. A perfect tax system is that wherein the growth of revenue will be compatible
with the growth in GDP automatically, without altering the tax rates and the legal base. In
the past, tax rates were adjusted more to meet growth and less to fulfill equity objectives.
The adjustments had little consideration to the price stability aspect of taxation. However,
one of the major problems facing Nepal’s tax system is how to identify the taxpayers
estimated to be about 7 percent of GDP, it is financed largely by external debt. The
demand for increasing external assistance is attributed to a low revenue mobilization
potential. A high tax-GDP ratio may be justifiable from the elasticity point of view, but
from the per capita perspective the relative burden of Taxation is aready high in Nepal
(Dahal,1998 f). Thus, Nepal needs to channelise a large amount of investment to augment
the size of the GDP, which is also instrumenta for domestic resource mobilization. The
researcher during their research in VAT concluded that more people were unfamiliar
about the term VAT, some viewed VAT as an index of price rise and some revealed it as

afactor necessary for revenue mobilization.

VAT: Analysis and Suggestions (Dr. Roop Jyoti:2002) New Business Age, Feb 2002
issue contains this article by famous industrialist and intellectua personality called Dr.
Roop Jyoti. According to him VAT was introduced in Nepal in response to a realization
that a fundamental change was necessary in the country’s revenue policy. The business
community was strongly against the VAT in the beginning but they gradually withdrew
the opposition as they went on being clearer about the positive aspects of the VAT and
also its smplicity. Government went through many negotiations with business
communities before implementing VAT in the Kingdom of Nepa. Taxpayers were
opposed to VAT not because of any defect in VAT as a system. Rather they were afraid
of frequent contacts with revenue officials who were historically notorious for a behavior
that exploited the taxpayers. The success of the VAT is dependent on some prerequisites,
such as Acceptance of the correct invoice.

- Sdf-assessment of taxes
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- Refund of the tax amount in a speedy and simple manner when the conditions

for atax refund are met.

VAT isuseful in the context of Nepal to because of these reasons.

- Limited scope for revenue officials to use discretion
- Honest taxpayers have practically no need to have contacts with the tax
officials
- Due to the sdlf-enforcing mechanism of VAT, the taxpayers are forced to
become honest.
According to hem VAT system will fail not because of any defect in it but because of

these reasons:

- Inadequate and incorrect step taken to ensure billing and/or billing at the
correct prices.
- Failureto enforce VAT threshold in an effective way. (Jyoti:2002)

VAT Refund System (The Kathmandu Post: 2002)

The article published in the November 15, 2002 issue made appoint that Nepalese
industrialist and businessmen did not have any faith in the VAT Refund system before
four or five years. Most of them used to say that it would be impossible to institutionalize
arefund system in Nepal. While refund is one of the important features of VAT system. It
was a big challenge for those who were involved in designing the Nepalese VAT system
to create a refund mechanism that can be implemented smoothly under the Nepalese
circumstances. The possibility of refund arises when collected on his output. Tax refund
is granted after verifying the export declaration forms, letter of credits/bills of entry and
proof of payment to authenticate the export and the import declaration forms or purchase
invoices to mechanism is likely is to be grossly misused by the taxpayers, which does not
become sustainable. International experience indicates that VAT refund system has been
misused grossly by taxpayers in those countries that provided refund without verification
of export and payment of input tax. So, these countries later on stopped granting refunds
even to the genuine exporters. In order to avoid such situation, the system of verification

has been introduced in Nepal. On the other hand, refund mechanism has been misused by
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the tax official in those countries which made full audit mandatory for the refund. Thisis
because resources alocated for audit generally limited. But in case of Nepa problem of
allocating budget and realizing the long term process of budget and approving refund, a
system of refund directly through the VAT revenue collected on imports has been
introduced. It was a dream of the designers of the refund system to implement it in a
proper and effective manner in rea life. In the first year of introduction of VAT, no one
clamed for refund. After publicity regarding the tax refund system the trust of taxpayers
gradually increased and claimed for refund. VAT refund figure indicates that the refund

system is becoming increasingly effective in real life but there is still long way to go.(The
Kathmandu Post:20002)

An article entitled “Tax System and its Reform in Nepal” written by Dr. Govinda Bd.
Thapa, was published in the Business Age in Dec 2003 views that VAT as an important
element of tax return program. Mr. Yadav Prasad Dhungana has scrutinized the legal
aspects of VAT in “Value Added Tax and its Legal scrutiny” published in the same
magazine, he concludes that as other areas of economy that are heavily influenced by
political instability, corruption, bad governance\frequent change in government and

Maoist revolution; VAT also witnesses weak implementation owing to these hurdles. (The
Business Age:2003)

2.9.3 Review of Related Research Works

Choi(1983): In this research paper, he examines and evaluates the VAT in Korean
Economy. VAT was introduced in Korea in 1977. The main objectives of introduction of
VAT in Korea are to simplify the tax structure, to promote exports, to generate capital
and to maintain neutrality in indirect tax system. VAT has neither so negative nor so
positive effect on the economy of Korea. VAT did not have major impact on price level.
It has positive impact on investment and exports. The study found that the VAT has
broadened tax base, reduce evasion, increased revenue and solved many problems
associated with previous taxes.

The Korean experience of VAT during seven years had proved that VAT is nhot as ssmple
asin practice asit isin theory. It creates a host of problems that gives rise to voluminous
and inequalitiesin the distribution of tax system. (Choi: 1983)



Dahal(1995): A high level task force headed by Prof. Madan K. Dahal reviewed the
Nepal’s tax system in 1995. The report outlined the following reason to adopt VAT in
Nepal.

- To broaden the tax base and to increase the tax revenue.

- To make the tax system transparent and elastic

- To prevent tax evasion

- To make the system efficient and

- To encourage exports
After analyzing the various aspects of tax structure and the position of the economy, the
report finaly recommended the following aspects to be incorporated before
implementation VAT in Nepal.

- A functional organization pattern.

- Development of effective tax refunds system

- Measure to increase self-compliance

- Taxpayer services and tax education

- Computerization of the administration. (Dhahal:1995)

Koichi(1999): The VAT is a useful tax that is considered to have little discretionary
effect on resource allocation and to encourage capital accumulation. Nevertheless, VAT
is not completely neutral to resource alocation and generaly is regressive to income
distribution. If one tries to make it less regressive by excluding food and necessities from
taxation then one will hurt the neutrality even more. Many Asian governments
implemented tax reform based on the introduction of VAT. Generaly, the revenue
enhancing objectives of tax reforms seem to have been fulfilled. VAT has a regressive
characteristic but its possible harms should be compared with the damage from inflation
that might occur without the implementation of revenue raising devices including the

imposition of the VAT of increasing the rate of VAT. (Koichi:1999)

Dhakal(2001): In this dissertation, he anayses the different aspect of Nepaese VAT
system being focused on revenue potentiality. The main objective of this research was to
examine the historical background of the VAT, analyze Nepalese tax structure and
estimate the potential of revenue yield form VAT. The mgor findings of the study are:
- Nepa has adopted the destination based consumption type VAT operated
through the tax credit method
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Nepal has followed the destination principle to adjust the international trade.
The primary reason for growing popularity of VAT is its board coverage
without distorting economic efficiency.

The stepwise collection of VAT discourages the evasion of VAT.

VAT has some how equity nature as compared to other kinds of sales tax.
Exemption and zero rating reduce the depressiveness of VAT however, makes
the administration complex.

VAT ismore efficient tax to avoid the cascading and pyramiding effects.

VAT is not immune form the fault of regressive nature. Single positive rate
creates repressiveness with respect to expenditure but not necessarily with
respect to incomes.

From the administration point of view that VAT can’t be attractive alternative
to other kinds of salestax.

Due to administrative complexity as well as maintain the equity norms
exemption and zero rating are principally purposed out such provision makes
the tax base limited.

The recommendation of the study was:

VAT should be extended through retail level as a bulk of tax performance to
generate more revenue.

The important sectors of VAT offices like tax refund, tax audit, taxpayer’s
service investigation, return processing and registration should be separated
for successful operation.

The existing destination based consumption type of VAT operation through
the tax credit method should remain continuous.

Consumer should create awareness for taking invoice for every taxable

purchase by comprehensive advertisement program. (Dhakal:20001)

Bhattarai(2001): In his dissertation, he analysis the practicing scenario of VAT system

in Nepal. Though, VAT isatransparent and modern tax system, the desired revenue is yet

to meet. He emphasizes on certain issues and strategies about VAT:

In spite of seven years of implementation still facing many operational
problems.
Weak and traditional tax administration has created room for corruption and

mal practices and irregul arities of tax officials.
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- Lack of skill manpower also hinders the working delay.

- Nepalesetax system lack coordinated approach and long term strategy.
According to him, VAT could be effective tool of revenue generation.

- By ensuring proper billing system.

- By boarding the tax base.

- By reforming tax administration.

- By adopting along term and co-coordinated approach.

- By building confidence(Bhattarai: 2001)

Upadhyay(2002): Mr. Prem Upadhyay in his Master/s Degree Dissertation on
“Performance of VAT in Nepal” focuses on legal aspects of VAT and its development in
the Himalayan Kingdom. He discusses about the general terminologies about the VAT
and its functioning. The objective of the study is to find out key issues regarding VAT in
Nepal. VAT could be proved beneficia if certain key issues like invoicing, Valuation,
threshold, exemption and administrative were taken into consideration. Unless these
factors are considered, there will be no fruitful result. (Upadhyay: 2002)

Tiwari(2002): Surya Prasad Tiwari in his dissertation about problems in implementation
of VAT in Nepa views that VAT is productive in nature but revenue generation through
VAT is however not satisfactory. The reason behind this lacking is administrative
weaknesses. VAT administration is responsible for low public awareness and
consciousness. A long term strategy should be developed in order to make them aware
about its simplicity and transparency. Administrative incapability, under invoicing/un
billing is costing alot for the nation.(Tiwari:2002)

Neupane(2005): In his dissertation, he views that VAT as an internal source of resource
mobilization in Nepal. He believes that VAT is the effective means to collect revenue.
The basic objective of his study was to find out the actua collection of VAT and factors
affecting collection of Vaue Added Tax. His study focuses on role and status of VAT in
the total tax structure of Nepal, estimation of potential revenue yield from VAT and
examination of the growing resource gap in Nepaese economy. How VAT could be
beneficial and helpful in solving out the growing need of revenue.(Neupane: 2005)
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Gautam (2006): In his dissertation, “revenue collection from VAT and its problems”
explains great importance in total revenue. From his view, VAT is found to the best
aternative for revenue collection. The share of VAT revenue is increasing trend in every
fiscal year from 1997/98. VAT is a essentia choice for revenue collection, VAT became
in power point of attraction of many countries and gained popularly day by day, and
incomplete, most of the taxpayers are not conscious about the VAT system, smuggling
business activities are increased due to the tax administration are magjor finding of his
study. He indicates the mgor problems in revenue collection from VAT that are VAT
billing, narrow tax base, smuggling under valuation and unauthorized trade, weak tax

administration, weak public consciousness level and geographical barriers. Gautam (2006)

Prasain (2006): In his study he concludes that VAT puts grater significance in revenue
mobilization to the Government. Adoption of VAT in Nepal is both a compulsion and a
necessity; it cannot curtail its development projects for which more revenue is required.
Due to the numerous reasons the revenue collection from other source of taxation as
income tax, customs duties and excise duty are drastically decreasing or remaining
unchanged. So to get the pace of revenue generation, VAT is an appropriate path or
element. The implementation of VAT will help to reduce the burden of foreign debt and

will provide agreat relief to our future generation. Prasain (2006)

Kandel (2007) : In his dissertation finds that Value Added Tax is a most scientific,
innovative and powerful tax with built-in quality of universal application for both
developed and developing economies. The biggest virtue of VAT is revenue buoyant and
highly instrumental for resource mobilization especially in an economy with acute
shortage of resource. Although, VAT was introduced as part of the national tax reform
program. But VAT system in Nepa from its inception has been facing innumerable
problems, which curtails its merits and effectiveness. Theoretically, Nepalese VAT
system has no weak provisions. It is one of the best models in the world. In practice,
however the system is not effective due to the problems concerning the operation of
VAT. The government needs to take necessary steps to sort out emerging problems in
implementation of VAT. The government need full co-operation from the tax
administration, the tax payers and businessmen as well as consumers in its effort to
generate more revenue. VAT must be made successful and this largely depends upon

honesty faith and morality of tax official and business people. He suggests that in absence
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of growth in economic activities, revenue generation can not be increased. Thus it istime
of action and improvements for effective and successful operation of VAT in Nepa for

further perspective as well as present needs of economic development. Kandel (2007)

Ghimire (2008): In his dissertation “contribution of VAT to national in come with
reference to VAT collection from IRO of Kathmandu district” he opines VAT as a
simple, broad, and scientific system in the field of taxation since two-third of the total tax
revenue comes as VAT revenue. For financing the huge project the need of great funds
has made the government to rethink about increasing the scope of VAT. VAT introduced
as part of national tax reform program but it faced many problems due to opposition from
the business community and from bureaucrats as well despite preliminary resistance,
VAT has been largely accepted by the tax payers as well as business communities and
taken as the important tool for mobilizing the revenue. Form VAT, revenueis collected in
each stage of goods and services such as production, buying and selling. Due to the each

stage collection it is effective and more reliable source of income of the government.
Ghimire (2008)

According to the study, VAT should not be taken as easy task rather it is very challenging
issue for Nepal. The mgor chalenging issue for VAT implementation in Nepa is

successful tax administration. VAT needs more active demonstrative effort.

2.10 Research Gap

There are not sufficient study/reports conducted in such a particular topic that revenue
collection of VAT in Nepal from IRO. A few works have done earlier but they are not able to
explain explicitly the real picture of revenue collection and problems of VAT in our country
Nepal aong with problems and prospects, but those studies try to show rea condition. This
study specially focused on the evauation of Nepalese VAT system by identifying existing
problems related to revenue collection from VAT. Further, an attempt has been made to
analyze revenue collection from VAT and this study tries to find out the recent problems

which was not shown by previous studies.
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CHAPTER-THREE
RESEARCH METHODOLOGY

This chapter is especially prepared for the research methodology applied in the study for the
achievement of desired objectives. Both primary as well as secondary sources of data are
used to conduct this study. Field survey techniques are adopted while collecting the primary
data to find out the views of respondents representing different group related to VAT. This
field survey was adopted to find out the practical aspect of VAT. While conducting the
opinion survey, questionnaire were distributed to the tax officers, manufacturer, wholesalers,

retailers, and consumers in the sizable manner.

3.1 Resear ch Design
Value added tax is very new concept of tax in present scenario of Nepalese economic
system. Now it has accomplished about nine years of implementation. So still sufficient
amount of data are not available for an intensive study. Basically this study is based on
problems arises in the process of revenue collection from VAT in Nepal. The study has
tried to find out the result of objective by its own procedure. It is divided in to five
chapters introduction, review of literature, research methodology, presentation and
analysis of data and conclusion and recommendation of the study. Hence the research
methodology followed in the study can be termed as an analytical and descriptive

research design.

3.2 Population and sample
In order to prepare this study, sample size is 50 which has been taken form Lalitpur
district. The sample size is composed carefully by consulting with tax experts,
professionals, officers and personal judgment of the researcher. The sample size has been
divided in to four groups, which include tax experts, tax officer’s businessmen, traders
and consumers inside the Lalitpur district. Similarly, a set of questionnaire is forwarded
to each of the respondents directly for collecting their opinion for this research and
collected. The following table shows the group of responded, sample size and the

percentage composition of sample size.
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TableNo0.3.1
Groups of Respondents and Size of Sample from Each Group

S.N. | Group of respondents Samplesize | Percentage
1 Tax experts 5 10%
2 Tax officers 8 16%
3 Businessmen/traders 12 24%
4 Consumers 25 50%
Total 50 100%

3.3 Sour ces of Data Collection

Both primary as well as secondary sources of data have been collected in order to achieve

the real and authentic result from this research. All the possible and useful as far as

available have been colleted. The mgor sources of data are as follow:

a. Primary data: The major tools used for the collection of primary data are distribution
of a questionnaire to a responsive of person. A set of questionnaire was develop and
distributed to a selected respondents. The respondents were tax officers, wholesalers,
manufacturers, retailers and consumers tax officers were selected from IRO of
Lalitpur. Wholesalers, manufacturers, retailers and consumers were selected from
different parts of Lalitpur district.

b. Secondary source of data: The secondary sources of data have been collected in order
to achieve the rea and fact-full result from this research. All the useful and possible
data as per available have been collected. The secondary source of data and
information are derived from public books, journas, newspapers, reports etc. The
major sources of secondary data are:

1. Economic survey and budget speeches.
Ministry of finance.
Public of CEDA (C