
i

RESOURCE MOBILIZATION THROUGH
VAT IN NEPAL

By

Padam Prasad Neupane
Mahendra Multiple Campus, Nepalgunj

T.U. Regd. No.: 7-1-55-671-99

MBS Exam Roll No.: 1414

A
Thesis

Submitted to
Office of the Dean

Faculty of Management
Tribhuvan University

Kirtipur

In partial fulfillment of the requirements for the degree of
Master of Business Studies (MBS)

Nepalgunj
May, 2011



ii

 081-520278
Fax No.- 081-525578

TRIBHUVAN UNIVERSITY
FACULTY OF MANAGEMENT

Mahendra Multiple Campus
Nepalgunj

Ref……….

RECOMMENDATIONS

This is to certify that the thesis:

SUBMITTED BY

Padam Prasad Neupane

ENTITLED
Resource Mobilization through VAT in Nepal

has been prepared as approved by this Department in the prescribed format of

Faculty of Management. This thesis is forwarded for examination.

_______________________ _________________
Mr. Ashok Kumar Basnet (Lecturer) Mr. Chakra Bahadur Bom
(Thesis Supervisor) (Head of Research Department)

________________
Mr. Laxman Pokhrel

(Assistant Campus Chief)

Date: ……………….



iii

 081-520278
Fax No. 081-525578

TRIBHUVAN UNIVERSITY
FACULTY OF MANAGEMENT

Mahendra Multiple Campus
Nepalgunj

Ref………. Date:………….….

VIVA- VOCE SHEET

We have conducted the viva-voce examination of the thesis presented by

Padam Prasad Neupane

ENTITLED
Resource Mobilization through VAT in Nepal

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

prescribed format. We recommend the thesis to be accepted as partial fulfillment of

the requirement for Master of Business Studies (MBS)

VIVA-VOCE COMMITTEE

Chairman of Research Department ……………………………………………..

Member (Thesis Supervisor)………………………………………….

Member (External Expert)………………………………………….

Member (External Expert)……………………………………………..

Date: - ………………………………..



iv

DECLARATION

I hereby declare that the work reported in this thesis entitled Resource

Mobilization through VAT in Nepal submitted to Office of Dean, Faculty of

Management, Tribhuvan University is my original work done in the form of partial

fulfillment of the requirement of Master's Degree in Business Studies (M.B.S.)

under the guidance and supervision of Mr. Ashok Kumar Basnet, (Lecturer) of

Mahendra Multiple Campus, Nepalgunj.

…..………....………
Padam Prasad Neupane

T.U. Regd. No.: 7-1-55-671-99

Exam Roll No.: 1414/2065

Mahendra Multiple Campus
Nepalgunj, Banke



v

ACKNOWLEDGEMENTS

This thesis has been as a partial requirement for the MBS. It would not be

possible to complete this without the cooperation of different well wishers.

First of all, I would like to express my sincere thanks and gratitude to my

guide Mr. Ashok Kumar Basnet and other staff of Management Faculty

are also in the memory of mine. I would like to pay my sincere to Mr.

Laxman Pokhrel, Department Chief of Management, Mahendra Multiple

Campus, Nepalgunj, Mr. Chakra Bahadur Bom, Head of Research

Department (MBS), Mahendra Multiple Campus, Nepalgunj. I could not

remain without thanking to my teachers and  lectures, especially  to  all

the people  who  helped  me  during my study  of MBS  and during

preparation of this thesis report.

I think this study is the sole contribution of inspiration of my parents and

whole family; their regular inspiration and continuous contribution are

the secrets of my success.

I express my deep thanks Sabin Luitel of New Lumbini Pustak Pasal,

Nepalgunj who helped to provide computer typing properly and timely.

I think this thesis may be satisfactory. I will be responsible for any types

of limitations and short coming.

May, 2011 Padam Prasad Neupane
Nepalgunj



vi

TABLE OF CONTENTS

Page No.

Recommendations i

Viva-Voce Sheet ii

Declaration iii

Acknowledgements iv

Table of Contents v

List of Tables viii

List of Figures x

List of Abbreviation xi

Page No.

CHAPTER I

INTRODUCTION

1.1 Background of the Study 1

1.2 Statement of the Problem 3

1.3 Objective of the Study 5

1.4 Significance of the Study 5

1.5 Limitations of the Study 5

1.6 Organization of the Study 6

CHAPTER II

REVIEW OF LITERATURE

2.1 Review of Related Studies at International Level 7

2.2 Reviews at Related Studies 11

2.3 Review of Important Dissertations 18

2.4 Theoretical Aspect 21

2.4.1 Introduction 21



vii

2.4.2 Types of VAT 22

2.4.3 Methods of Computation of VAT 23

2.4.4 Principles of VAT 26

2.4.5 Structure of VAT 26

2.4.6 Operation of VAT 28

2.5 Research Gap 31

CHAPTER III

RESEARCH METHODOLOGY

3.1 Research Design 32

3.2 Population and Sample 32

3.3 Nature and Sources of Data 33

3.3.1 Primary Data 33

3.3.2 Secondary Data 33

3.4 Data Collection Procedure 33

3.5 Data Processing and Analysis 34

3.6 Tools for Analysis 34

CHAPTER IV

DATA PRESENTATION AND ANALYSIS

4.1 Revenue Structure of Nepal 35

4.1.1 Share of Tax and Non-Tax Revenue in Total Revenue 35

4.1.2 Composition of Tax Revenue 36

4.1.3 Composition of Indirect Tax 38

4.1.4 Tax GDP Ratio in Nepal 39

4.2 Composition and Contribution of VAT Revenue 40

4.2.1 VAT as a % of Total Revenue 40

4.2.2 Contribution of VAT in Total Tax Revenue 42

4.2.3 Share of VAT in Total Indirect Tax 43



viii

4.2.4 Share of VAT in Total GDP 44

4.2.5 The Composition of VAT Revenue 44

4.3 Identification of Perception of the Stakeholders: Empirical Findings 46

4.3.1 Results of the Survey that was conducted on Tax Experts/Tax Officer 47

4.3.2 Result of the Survey that was conducted on Consumer 58

4.3.3 Results of the Survey Conducted on Businessmen 65

4.4 Trend and Correlation Analysis of VAT 76

4.4.1 Trend Analysis (To Estimate the Trends in Composition

of VAT Revenue 76

4.4.2 Correlation Analysis 79

4.4.3 Conclusion of Trend and Correlation Analysis of VAT 81

4.5 Problems and Prospects of VAT with Respect to Resource Mobilization 82

4.5.1 Problems of VAT 82

4.5.2 Prospects of VAT with Respect to Resource Mobilization 85

4.6 Legal Provision Relating To Vat Collection System 90

4.6.1 VAT Acts, 2052 90

4.6.2 Provisions Relating to Registration 93

CHAPTER- V

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary 100

5.2 Conclusion 103

5.3 Recommendations 104

BIBLIOGRAPHY 107
APPENDICES 109



ix

LIST OF TABLES

Table No. Title Page No.

2.1 Calculation of VAT Liabilities Under Three Different 24

Methods (VAT Rate 13%)

2.2 Calculation of VAT Liability Using Tax Credit Method 25

3.1 Groups of Respondents and Size of Samples from Each Group 32

4.1 Share of Tax Revenue and Non-Tax Revenue in Total Revenue 36

4.2 Composition of Tax Revenue 37

4.3 Composition of Indirect Tax 38

4.4 Tax GDP Ratio in Nepal 39

4.5 Contribution of VAT in Total Revenue 40

4.6 VAT Revenue as a Percentage of Total Tax Revenue 42

4.7 Share of VAT in Total Indirect Tax 43

4.8 Share of VAT in Total GDP 44

4.9 Composition of VAT Revenue 45

4.10 Sample Size of the Field Survey 47

4.11 Views on VAT as a Best Instrument of Resource Mobilization 48

4.12 Views on Well Functioning of VAT in Nepal 48

4.13 Views on the Problem Mostly Faced by the Government to 49

Collect VAT

4.14 Views on Most Haunting Problem at VAT in Nepal 50

4.15 Views on Administrative Incapability 51

4.16 Views on Sufficiency of Legal Provisions and Rules of VAT 52

4.17 Views on Whether the Legal Provisions must be revised 52

4.18 Views on Superiority of Single Rated VAT to Multi-Rated VAT 53

4.19 Views on Whether the Government should Follow the 54

Multi-Rated VAT

4.20 Views on Most Specific Objectives of VAT in Nepal 55

4.21 Views on Effort Most Needed to Make VAT Effectively Successful 56



x

4.22 Views on the Effort the Government has to make to collect VAT 57

4.23 Views on Better Prospect about VAT 57

4.24 View about the Rate of VAT at 13% 58

4.25 Views on Raising Price Due to VAT 59

4.26 Views on Whether VAT is very Important Instrument 60

of Government for Resource Mobilization

4.27 Views on Most Responsible Group for Tax Evasion 61

4.28 View on the Action the Government Should Take Control Corruption 61

4.29 Views on Asking Bills after Purchasing Goods 62

4.30 Views about the Most Haunting Problem on Effectiveness of VAT 63

4.31 Views on the Effort the Government has to Make to Collect VAT 64
4.32 Views on Bright Future of VAT 64
4.33 View on Request for Asking Bills after Filling the Questionnaire 65

4.34 Views on Rate of VAT 66

4.35 Views on Billing System 66

4.36 Views on Demand for Bills 67

4.37 View on Sufficiency of Present Threshold 68

4.38 Views on the Impact of VAT on Business Enterprises 68

4.39 Views on Responsible Group for Tax Evasion 69

4.40 Views on the Behaviour of Tax Personnel 70

4.41 View on Most Haunting Problem of VAT in Nepal 71

4.42 View on Sufficiency of Legal Provisions and Rules of VAT 72

4.43 Views on Whether Tax Personnel Check all of the

Accounting Statements and Ledgers 72

4.44 Views on Major Weakness of VAT Administration 73

4.45 Views on Superiority of VAT Over Sales Tax 74

4.46 Views on Whether VAT will be Effective in Future 74

4.47 Views on Whether Price Rise, due to VAT System 75

4.48 View on Discouragement on Illegal Business Through VAT 76

4.48 Trend Value of Domestic Product VAT and Import VAT 77

4.50 Trend of Domestic Product VAT Revenue and Import 78

VAT Revenue for Next 10 Years

4.51 Structure of Nepalese Taxation and Contribution 86

of VAT in Resource Mobilization

4.52 Projection of VAT for Next 10 Years at Different Rates 89



xi

LIST OF FIGURES

Figure No. Title Page No.

4.1 VAT as % of Total Revenue 41

4.2 Share of VAT in Total 41

4.3 Share of VAT in Total Indirect Tax 43

4. 4 Composition of VAT Revenue 44



xii

LIST OF ABBREVIATIONS

&: AndA.D: Anno DominiAIC: Agriculture Input CorporationABC: Always Better ControlDept.: Departmente.g.: For exampleEOQ: Economic Order QuantityEtc.: Et ceteraF.Y: Fiscal YearFIFO: First In First OutLIFO: Last In First Outi.e.: That isL. C: Letter of creditPvt.: PrivateLtd.: LimitedM. Ton: Metric TonMgmt.: ManagementROL: Re-order LevelROQ: Re-order QuantityQTY.: QuantityRs.: RupeesRDL: Royal Drugs LimitedS.N.: Serial NumberTCC: Total Carrying CostTU: Tribhuvan UniversityYrs: YearsInds.: IndustriesGNP Gross National Product


