REVISION TEST PAPER
CAP-II:
ADVANCED ACCOUNTING

QUESTIONS

Accounting for Departments

1. BBC Ltd. has three departments M,N,O. The following information is provided for the year
ended 31.3.2073:

M N O

Rs. Rs. Rs.
Opening stock 5,000 8,000 19,000
Opening reserve for unrealized profit — 2,000 3,00
Materials consumed 16,000 20,000 —
Direct labour 9,000 10,000
Closing stock 5,000 20,000 5,0
Sales — — 80,00
Area occupied (sg. mtr.) 2,500 1,500 1,00
No. of employees 30 20 Q 10

Stocks of each department are valued at costsgto’ the depa ncerned. Stocks of M are

transferred to N at cost plus 20% and‘stocks ofsN are ir@ O at a gross profit of 20% on
sales. Other common expenses argssalaries and staff % Rs. 18,000, rent Rs. 6,000.
()

Prepare Departmental Trading,4Profitand Loss Account fakthé year ending 31.3.2073.

Insurance Claim /

2. On 2.6.2072 the stogk of Mr. Nare s damaged by flood. However, following particulars
were furnished frém the regords s
Stock at coston 1.4.2071 135,000
Stock at 90% of cest’on 3 72 162,000
Purchases'for'the’year en - 72 645,000

Sales for theyyear eAded 31.3.2072 900,000
Purchases fro to 2.6.2072 225,000
Sales from 1.4.2072 to 2.6.2072 480,000

ncludes Rs. 75,000 being the goods not dispatched to the customers. The
is Rs. 75,000. Purchases upto 2.6.2072 includes machinery acquired for Rs.

ases upto 2.6.2072 does not include goods worth Rs. 30,000 received from suppliers, as

oice"not received upto the date of fire. These goods have remained in the godown at the time
of meident. The insurance policy is for Rs. 120,000 and it is subject to average clause. Ascertain
the amount of claim for loss of stock.

Investment Accounts

3. On 1.4.2070, Mrs. Sabina Thapa purchased 1,000 equity shares of Rs. 100 each in SBB Ltd. @
Rs. 120 each from a Broker, who charged 1% brokerage. She incurred 50 paisa per Rs. 100 as
cost of shares transfer stamps. On 31.1.2071, 50% Bonus share was declared. Before and after
the record date of bonus shares, the shares were quoted at Rs. 155 per share and Rs. 90 per share

RTP-CAP Il —Advanced Accounting-2016-December@ICAN Page T of 279

www.auditnca.com


www.auditnca.com
www.auditnca.com

respectively. On 28.2.2071 Mrs. Thapa sold bonus shares through a Broker, who charged 1%
brokerage.

She held the shares as Current assets. Show the Investment Account in the books of Mrs. Thapa
on 31.3.2071 when the market value per share was Rs. 79.

Accounting for Branches

4.

A company has three branches at Thimi, Kapan and Gwarko. The Head Office af Newroad
purchases goods and sends them to branches, to be sold at a uniform,_percentage o it on

cost. The following particular are made available to you to emable yeu to prepare a ned
Trading Account for the year ended 31% Ashadh, 2073.
rko

Newroad Thimi Kapan

Rs. Rs. R S.
Stock on 1% Shrawan, 2072 54,000 16,000 12,5 ,000
Purchases in the year 274,000 - - -
Sales - 180,000 120000 100,000
Stock on 31% Ashadh, 2073 28,000 6,000 @ 2,500
Branch Accounts on 1% Shrawan, 2072:
Thimi 15,000 @
Kapan 32,000
Gwarko 4 000
Remittances from Branch 320,000 150,0 100,000 70,000

Head Office invoices goods, to thesbranches at fixed sales prices but maintains branch accounts in its
ledgers at cost price.

Hire Purchase Transaetions

5.

Tushal Enterpgises, Palpa purchas machine on Hire Purchase System. The total cost price of
the machine wasyRs.#1,500,000 paya 0% down and four annual installments of Rs. 420,000,
Rs. 390,000%Rs. 360,000 @ 3. 330,000 at the end of the 1% year 2™ year, 3" year and 4™ year

6. Elite Limi made a public issue in respect of which the following information is
avail :

a) No. of partly convertible debentures issued 200,000; face value and issue price NRs.100 per

tible portion per debenture 60%, date of conversion on expiry of 6 months from the
of closing of issue.

c) Date of closure of subscription lists 1.5.2015, date of allotment 1.6.2015, rate of interest on
debenture 15% payable from the date of allotment, value of equity share for the purpose of
conversion NRs. 60 (Face Value NRs. 10).

d) Underwriting Commission 2%.

e) No. of debentures applied for 150,000.

) Interest payable on debentures half-yearly on 30th September and 31st March.

RTP-CAP Il —Advanced Accounting-2016-December@ICAN Page 2 of 279

www.auditnca.com


www.auditnca.com
www.auditnca.com

Write relevant journal entries for all transactions arising out of the above during the year ended 31st
March, 2016 (including cash and bank entries).

Everest Co. Ltd. issued 200,000 shares of Rs. 100 each at a premium of Rs. 20 per share payable
as follows:

on application Rs. 20
on allotment Rs. 50 (including premium)
on First/ call Rs. 30

on second and final call Rs. 20
Applications were received for 300,000 shares and pro-rata allotment wasymade to applicants of
240,000 shares. Amount excess received on application was employetsontaccount of s
allotment as part of share capital. Mr. Subash, to whom, 4,000 sharesywese allotted, failed
allotment money and on his subsequent failure to pay the first call, his'shares were forfgited and Mr.
Dhiraj, the holder of 6,000 shares failed to pay to calls and_his shares were forfeitea, afterighe second
call. Of the forfeited shares, 8,000 shares were reissued tofMr. Gopal at a disco % 0%, the whole
of Dhiraj's forfeited shares being reissued. Pass necessary journal’entries poeks of Everest Co.
Ltd.

Underwriting of Shares and Debentures

8.

Incomplete Records

of Rs. 20 per share. The promoters t0ok,20% /of the _iss e balance was offered to the
public. The issue was equally underwritten BY'A & G0; B & nd C & Co.
Each underwriter took firm underwgiting=af 10,000 shares each. Subscriptions for 310,000 equity
shares were received with marked forms for the underwriers as given below:

Kathmandu Ltd. came out with an issuefof 450,000 equity s@gs. 100 each at a premium
[ d

A & Co. 72,500 Shares
B & Co. 4,000 shares
C & Cao. 131,000 shares

Total 287,500 shares
The underwriters aretligible f mmisston of 5% on face value of shares. The entire amount
towards shares Subscription has to be'paid along with application. You are required to:
(a) Preparesthe statemen ing the’underwriters’ liability (number of shares)
(b) Compute'the”amountspa gnor due to underwriters; and
(c) Pass negessary journal entsies in the books of Kathmandu Ltd. relating to underwriting.

9. Thefoll alance Sheet of Pathibhara Enterprises on 31° Ashadh, 2070 :
Rs. Rs.
1,000,000 Fixed Assets 400,000
140,000 Stock 300,000
60,000 Debtors 150,000
Cash & Bank 350,000
1,200,000 1,200,000
The management estimates the purchases and sales for the year ended 31% Ashadh, 2071 as under:
upto 31.2.2071  Ashadh 2071
Rs. Rs.
Purchases 1,410,000 110,000
Sales 1,920,000 200,000
It was decided to invest Rs. 100,000 in purchases of fixed assets, which are depreciated @ 10% on
cost.
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The time lag for payment to Trade Creditors for purchase and receipt from sales is one month. The
business earns a gross profit of 30% on turnover. The expenses against gross profit amount to 10%
of the turnover. The amount of depreciation is not included in these expenses.

Draft a Balance Sheet as at 31* Ashadh, 2071 assuming that creditors are all Trade Creditors for
purchases and debtors for sales and there is no other item of current assets and liabilities apart from
stock and cash and bank balances.

Ratio Analysis

10. Nyatapola Enterprises asked you to prepare their Balance Sheet from'the particulars/furnished
hereunder:

Gross Profit Margin: 10%
Stock Velocity: 12 \
Capital turnover ratio: 2
Fixed assets turnover ratio: 5

Debt collection period: 1 month
Creditor’s payment period: 73 days

Gross Profit: Rs. 100,000 < l
Excess of closing stock over opening stock; Rs. 30,000
Make suitable assumptions whereveknegessary.

Business Combination
11. The following is the Balance Sheet of Blue Star Lid. as‘at 31*' Ashadh, 2072:

Liabilities RS, Assets Rs.
8,000 equity shares of Rs.100 each 0,000 Building 340,000
10% debentures 400,000 Machinery 640,000
Loan from A ,000 Stock 220,000
Creditors 20,000 Debtors 260,000
General Reserve 80,000 Bank 136,000
Goodwill 130,000

Deferred Revenue Exp. 34,000

1,760,000 1,760,000

Big Star Ltd a
(1) Big

sorb Blue Star Ltd. on the following terms and conditions:
uld take over all Assets, except bank balance at their book values less
is to be valued at 4 year’s purchase of super profits, assuming that the
te of return be 8% on the combined amount of share capital and general reserve.
td. is to take over creditors at book value.
(3). The purchase consideration is to be paid in cash to the extent of Rs. 600,000 and the
ce in fully paid equity shares of Rs.100 each at Rs.125 per share.
he average profit is Rs. 124,400. The liquidation expenses amounted to Rs. 16,000 to be
borne by Big Star Ltd. Blue Star Ltd. had purchased prior to 31% Ashadh, 2072 goods
costing Rs. 120,000 from Big Star Ltd. for Rs. 160,000. Rs. 100,000 worth of goods is still
in stock of Blue Star Ltd. on 31% Ashadh, 2072. Creditors of Blue Star Ltd. include
Rs.40,000 still due to Big Star Ltd.
Show the necessary Ledger Accounts to close the books of Blue Star Ltd. and prepare the
Balance Sheet (extract) of Big Star Ltd. as at 1% Shrawan, 2072 after the takeover.

Internal Reconstruction
12. The following is the Balance Sheet of Pokhara Light Ltd. as on 31.3.2072:
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Liabilities Rs. Assets Rs.

Equity shares of Rs.100 each 10,000,000 Fixed assets 12,500,000
12% cumulative preference shares of 5,000,000 Investments (Market value 1,000,000
Rs.100 each Rs.950,000)

10% debentures of Rs.100 each 4,000,000 Current assets 10,000,000
Sundry creditors 5,000,000 P&LA/ 400,000
Provision for taxation 100,000 Preliminary expenses 200,000

24,100,000 24,100,000
The following scheme of reorganization is sanctioned by the AGM anth€ourt:
(i)  All the existing equity shares are reduced to Rs.40 eagh.

(if)  All preference shares are reduced to Rs.60 each.

(iili) The rate of interest on debentures is increased te*12%nEhe debenture h@lders surrender
their existing debentures of Rs.100 each and exchange the sa 0 debentures of
Rs. 70 each for every debenture held by them.

(iv) One of the creditors of the company to,whom the company owes ,000,000 decides
to forgo 40% of his claim. He is allottedy30,000 equityeshares 6f Rs.40 each in full
satisfaction of his claim. <\ )

(v) Fixed assets are to be written down by 30%.
(vi) Current assets are to be revaluediat Rs./4,500,000
150,

(vii) The taxation liability of the company'is set 000.

(viiii) Investments to be brought totheir market %
(ix) It is decided to writgsoff the Fictitious assets.

Pass Journal entries and show the,Balance sheet oye company after giving effect to the above.

Profit or Loss Pre and Rest Incorporati

13. The partnership ofyBatagEnterpgises de to convert the partnership into private limited
company named Churimai Pvt. Ltd. with effect from 1% Baisakh 2071. The
consideration was,agreed ataRs. 234,00,000 based on firm’s Balance Sheet as on 31° Chaitra
2070. However,due to se @v ocedural difficulties, the company could be incorporated only on
1% Shrawan2071. Meanwhife, the business was continued on behalf of the company and the

at day with interest at 12% p.a. The same books of accounts were

prepared the f marized profit and loss account:

Particulars Rs. Particulars Rs.
327,60,000 By sales 468,00,000
2340,000
360,000
1404,000
2340,000
To'Wénaging Director’s Salary 180,000
To Miscellaneous Office Expenses 240,000
To Office/Showroom Rent 1440,000
To Interest paid 1902,000
To Net Profit 3834,000
Total 468,00,000  Total 468,00,000

The company’s only borrowing was a loan of Rs. 100,00,000 at 12% p.a. to pay the purchase
consideration due to the firm and for working capital requirements. The company was able to
double the monthly average sales of the company from 1% Shrawan 2071 but the salaries treble
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from that date. It had to occupy additional space from 1% Kartik 2071 for which rent was Rs.

60,000 per month.

Prepare a statement showing apportionment of costs and revenue between pre-incorporation and

post-incorporation periods.

Liquidator’s Final Statement

14. The following is the Balance Sheet of Himchuli Co. Limited as at 31% Ashadh, 2072:

Liabilities

Rs. Assets

Share Capital:

2,000 Equity Shares of Rs. 100
each Rs. 75 per share paid up
6,000 equity shares of Rs. 100
each Rs. 60 per share paid up
2,000 10% Preference Share of
Rs. 100 each fully paid up
10% Debentures (having a floating
charge on all assets)

Interest accrued on Debentures
(also secured as above)

Sundry Creditors

On that date, the company went to=Weluntary Liq

Fixed Assets:
Land & Buildings

150,000 Plant and Maehineries

Current Assets:
360,000 Stock at Cost
Cash at Bank

200,000 Prafit and LLoss A/

SundrysDebtors
200,000

107000 Q

490,000 @
4,420 000

0,000
240,000
220,000

1,410,000
The dividends on preference shares

Ul (]
were in arrear for the last twogyears. Sundry Creditors i # '- a loan of Rs. 90,000 on mortgage of
Land and Buildings. The asséts realized were as under:-

Land and Buildings
Plant & Machineries
Stock
Sundry Deltors
Interest accruedien loan o
10,000. The“expenses
remuneration of 3% on a
distributed Yamong.4quity s
30,000. All payments

15.

counts:
48,000
B 64,000
C 48,000
Reserve
30,000
Creditors

ortgag

Rs.

00

,000

1 0
160,000

buildings upto the date of payment amounted to Rs.
idation” amounted to Rs. 4,600. The Liquidator is entitled to a

ets realized (except cash at bank) and 2% on the amounts

Rs. Assets
Fixed Assets
Current Assets:
Stock
160,000 Debtors
20,000 Cash and Bank

holders. Sundry creditor included preferential creditors Rs.
re made on 31% Ashwin 2072. Prepare the liquidator’s final statement.

artners of a firm sharing profits and losses in the ratio of 3 : 4 : 3. The
t of the firm, as at 31%" Ashadh, 2070 was as under:

Rs.
100,000

30,000
60,000

220,000
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Accounting for Non-profit making organisation

16.

The firm had taken a Joint Life Policy for Rs. 100,000; the premium periodically paid was
charged to Income Statement. Partner C died on 30" Poush, 2070. It was agreed between the
remaining partners and the legal representatives of C that:

(i) Goodwill of the firm will be taken at Rs. 60,000.

(i) Fixed Assets will be written down by Rs. 20,000.

(iii) In lieu of profits, C should be paid at the rate of 25% per annum on his capital as on 31
Ashadh, 2070.

Policy money was received and the legal representatives were paid offy, The profits for the year

ended 31% Ashadh, 2071, after charging depreciation of Rs. 10,000\(depreciationf/upto 30"
Poush was agreed to be Rs. 6,000) were Rs. 48,000. Legal represéntative claimed pr ate

profit for remaining period after death.
Partners’ Drawings Accounts showed balances as under:
A Rs. 18,000 (drawn evenly over the year) Q

B Rs. 24,000 (drawn evenly over the year)
C (up-to-date of death) Rs. 20,000
On the basis of the above figures, please indicate“the entitlementof the legal representatives of

C, assuming that they had not been paid amythingother than the@in the Joint Life Policy.

Jhapa School maintains separatesbuilding fund. Aé
Rs. 1,000,000 and it was represented by fixed depe 8% per annum) of Rs. 600,000 and
current account balance of Rs. 400y000. During the‘year 2071/72, the school collected as
donations towards the building®und Rs. 560,000 and transferred 40% of developmental fee
collected Rs. 2,256,500,t0 building f Capital work progress as on 31% Ashadh 2071 was
Rs. 825,000 for which centractor’ pto 75% was paid on 14.4.2071. The extension of
building was finished,on 31.12.2071 cesting Rs. 725,000 for which contractors’ bill was fully
met. It was decided %0 tra the t of completed building (Rs. 1,550,000) to the
correspondingyasset account.

You are'fequired to pass4 | entries to incorporate the above transactions in the books of Jhapa
School forthe year 2071/ w the trial balance of building fund ledger.

071, balance of building fund was

Accounting for Ba

17.

SSS Bank Limited, provides you the following information regarding Loan Loss provisioning as
on 31 A 20

?\ tegory Amount Rs.
1. Pass ) 5,000,000
eduled /Restructured 210,000
3. Substandard 500,000
~ Doubtful 300,000
5. Bad 500,000

During financial year 2072-73 additional loans amounting to Rs. 3,000,000 were disbursed. The
Bad loans amounting to Rs. 200,000 was written off during the year. Loans amounting to Rs.
150,000 were shifted from Doubtful category to Bad category. Similarly, Loans amounting to Rs.
500,000 shifted from Good category to substandard category and Substandard Loans amounting to
Rs. 200,000 were rescheduled during the year.
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From the above information, you are required to calculate the loan loss provision and pass
necessary journal entries in the books of SSS Bank Limited as per the directive issued by Nepal
Rastra Bank and find the percentage of total Non-Performing Assets.

18. From the following information calculate Core capital ratio and total capital adequacy ratio of
DDD Bank Ltd. and suggest management about the compliance of the same:

Paid up Capital

General Reserve Fund

Retained Earnings

Profit for current year

General Loan Loss Provision

Investment Adjustment Reserve

Loan Given to Relatives of Staffs

Risk weighted Exposure for Credit Risk

Risk weighted Exposure for Operational Risk
Risk Weighted Exposure for Market Risk

Cash Flow Statement

19. The following are the changes in the account _balances tak
Ltd. as the beginning and end of thegeak,

In lakh
20,000
377
308
1,945

1,215
22\
Qwe balance sheet of Nepal

Particular Debit Credit
8% Debentures i 150,000
Debenture Discount 3,000
Plant and Machinery at gost 180,000
Depreciation on Plant.and Machinery / 43,200
Trade Receivables 150,000
Inventory includingwork in pro 115,500
Trade payables 35,400
Net profit foRthe year ] 229,500
Dividendypaid Inerespec rlier years 90,000
Provisiop for Boubtfu 9,900
Trade Investmentseat cost 141,000
Bank K 211,500
Total 679,500 679,500

The net profit for the year was after crediting the profit on sale of plant and charging

debenture interest.

Prepare a cash flow statement which will explain why bank borrowing has increased by Rs.

211,500 during the year end, ignore taxation.

Nepal Accounting Standards

20.a. Curex Pvt. Ltd., a pharmaceutical company, while valuing its finished stock at the yearend wants
to include interest on bank overdraft as an element of cost, for the reason that overdraft has been
taken specifically for the purpose of financing current assets like inventory and for meeting day to

day working expenses. State your comments on this treatment.
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b. When the construction of a qualifying asset is performed by a third party, are borrowing costs
capitalised on the prepayments made to the third party for the acquisition of the asset? State on
the basis of relevant NAS.

c. A company is in a dispute involving allegation of infringement of patents by a competitor
company who is seeking damages of a huge sum of Rs. 20 million. The directors are of the
opinion that the claim can be successfully resisted by the company. How would you deal with the
same in the annual accounts of the company?

d. An earthquake destroyed a major warehouse of ABC Ltd. on 30.4. he account r of
the company ended on 31.3.2072. The accounts were approvedien“80.6.2072 % he rom
earthquake is estimated at Rs. 25 lakhs. State with reasons, & he losg-gdue to arthquake is
an adjusting or non-adjusting event and how the fact of is'te,be‘disclosed e company.

e. Discuss on ‘Other comprehensive income’ as outlined epal Accounting St

L 4
f. A company capitalizes interest cost of holding‘ipvestments and idds )o cost of investment every
year, thereby understating interest cos

In profityand loss mment on the accounting
treatment done by the company in centext of the relev .

Write Short Notes

21.

(a). Watch list in Loan loss grovisioning
(b). Super profits in parthershipirms /
(c). Components of F tatem

% Sys epal

(e). Prediction of tsolvency basis @Fratios

(f). Advantages of ustoq’ d Accoupting Packages

>

(d). Governme

RTP-CAP Il —Advanced Accounting-2016-December@ICAN Page 9 of 279

www.auditnca.com


www.auditnca.com
www.auditnca.com

SUGGESTED ANSWERS

Accounting for Departments

1. Answer:
BBC Ltd.
Departmental Trading and Profit and Loss Account
for the year ended 31.3.2073
M N @) Total
Rs. Rs. Rs. Rs.
To Opening 5,000 8,000 19,000 32,000 By Sales
stock
To Material 16,000 20,000 36,000 By Inter-
consumed
To Direct 9,000 10,000 19,000
To labour
Inter- stock
departmental *
transfer 30,000 60,000
To Gross profit 5,000 12,000 6,000

35,000 80,000 85,000

Rs.
depar tQ \
transfer 0,00 0,00 90,000
By Clos 5,0 ,000="5,000 30,000

N Total
Rs. Rs

80,000”"80,000

80,000 85,000 2,00,000

To Salaries and 12,000 6,000 23,000
staff welfare 9,000 6,000 3 7,000
To Rent 3,000 1,8 1,200
To Net profit 4,200, 1.8
12,000 00 12,000 12,000 6,000 30,000
To Net loss (M) 0 By Stock 5,000
To Stock reserve b/d
reserve (N +0)
(N+0)
(Refer 3,000 By Net profit 6,000
W.N.) (N + O)
To Balance
transferred
to Profit and
loss accoun 1,000
11,000 11,000
Workin te:
Calgulation nrealized profit on closing stock
Rs.
ck reserve of N department
Cost 30,000
Transfer from M department 30,000
60,000
Stock of N department 20,000
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Rs.30,000

Proportion of stock of M department = Rs. 20,000x = Rs.10,000
Rs.60,000

Stock reserve =Rs.10 OOOx% = Rs.1667 (approx.)

Stock reserve of O department Rs.

Stock transferred from N department 5,000

Less: Profit (stock reserve) 5,000 x 20% 1,000

Cost to N department

Proportion of stock of M department =Rs. 4,000

Stock reserve =Rs.2,000x % = Rs.333 (approx.)
Total stock reserve = Rs. 1,000 + Rs.333 = Rs. 1,333

Insurance Claim

Rs.30,000

4.0
= Rs.2,0
Rs.60,000

: book ENarendra '

Q>

2. Answer:
Trading Ac e yeapendel 072
To Opening stock 135,0 ‘ : 900,000
To Purchases 645, 000 C mg Stock 180,000
To Gross Profit 300,000 000X90/100)
Total \ 1,080,% 1,080,000
Me m Trading Account
for the’periodyform 1.4.2072 to 2.6.2072
To Opening stack ( 180,000 | By Sales 480,000
To Purchases 22 Less: goods not (75,000) | 405,000
Add: goo eived but ig dispatched
not 240,000 | By Closing Stock 150,000
Less: machinery purchased 135,000 | (balancing figure)
To Gross Profit (workihg note)
Total A 555,000 | Total 555,000
Calculatio Me claim
Claim subje age clause: 120,000X150,000/150,0000 = 120,000
ro jt'ratio = (300,000/900,000)X 100% = 1/3" on sales
unt of gross profit = 405,000 x 1/3 = 135,000
Investment Accounts
3. Answer:
In the books of Mrs. Sabina Thapa
Investment Account (Share)
for the year ended 31.3.2071
Dr. Cr.
Date Particulars Nominal Cost | Date Nominal Cost
Value Value
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(Rs.) (Rs.) (Rs.) (Rs.)
1.4.70 T | Bank Alc 1,00,000 | 1,21,800 | 28.2.71 | B | Bank A/c 50,000 | 44,550
31.1.71 'CI)' Bonus shares 50,000 —| 31371 é P&LA/ - 2,200
28.2.71 'cl)' P&LAI | 3950 31.3.71 é Balance c/d | 1,00,000 | 79,000
: 1,50,000 | 1,25,750 ’ 50,000 | 1425,750
Working Notes:
(i) Cost of shares purchased on 1.4.2070 = 1,000 x Rs. 120 R 1 20, 000 %% of Rs.

1,20,000 = Rs. 1,21,800
(i) Sale proceeds of shares sold on 28.2.2071 = 500 x Rs.
(iii) Profit on sale of bonus shares on 28.2.2071

= Sales proceeds — Average cost

Sales proceeds = Rs. 44,550

Average cost = Rs. (1,21,800 x 50,000
= Rs. 40,600

—10/0 Rs. 4 44550

Q)CJ

arket value is lower than cost price.

Profit = Rs. 44,550 — Rs. 40,600 =

(iv) Valuation of shares on 31.3.2071
Cost = (Rs. 1,21,800 x 1,00,000
Market Value = 1,000 shares
Closing balance has been

Accounting for Branche
4. Answer: 0

t Rs. 79,000 belng the

&

Trading Account
ded 31* Ashadh 2073

Particular Newroad Thimi Kapan Gwarko Total
To Opening st ,000 12,800 10,000 8,000 84,800
(Working note i
To Purchases " 274,000 - - -
To Goods receive t - 136,000 90,000 74,000 300,000
cost (balancingfigure)
To Gross profit Sales 36,000 24,000 20,000 80,000
Total A 328,000 184,800 124,000 102,000 738,800
- 180,000 120,000 100,000 400,000
300,000 - - - 300,000
28,000 4,800 4,000 2,000 38,800
328,000 184,800 124,000 102,000 738,800
Working Notes:
1). Calculation of cost of Stock sent to all branches
Opening stock at HO 54,000
Add: Total Purchases at HO 274,000
Less: Closing stock at HO (28,000)
Goods sent to branches at cost 300,000
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i1). Calculation of invoice of goods received from HO by all branches

Closing stock at branch level (total)

Add: Total sales

Less: Opening stock at branch level (total)
Goods received from HO (total)

13,500

400,000
(38,500)

375,000

iii) Calculation of profit margin on goods sent to the branches

Goods sent to branches at Invoice Price
Less: Goods sent to branches at cost price
Profit

375,000
(300,000)
75,000

Rate of profit margin is 20% of Invoice price or 25% of cost price

iv). Valuation of stock at cost price \
Opening Stock Closing stoCk

Thimi 16,000x80%= 12,800 ,000x80%=4,80 ]

Kapan 12,500x80%=10,000 5,00 =4,

Gwarko 10,000x80%=8,000 2,500x80%=2,000

Hire Purchase Transactions
5. Answer:

(a) Calculation of Interest for each year: Q
Interest for 1% year = Rs. 300,0%60 =R
00

Interest for 2" year = Rs. 300,0

Interest for 3" year = Rs;,300,000 x 69/360 = Rs. 57,500
Interest for 4™ year xooo X3 =Rs. 27,500

Total
Working Notes:
= Dow

%00

1. Hire PurchasesPri

08/360 = Rs. 90,8 ;i

O

Rs. 300,000

n(&« + Instalments

000 +,(420,000 + 390,000 + 360,000 + 330,000) = 18,00,000

B C D=B-C
Ye Outstanding Hire Instalment Paid Outstanding Hire
Purchase Price in the Purchase Price at the
Beginning of each Year End of each Year
I 1,500,000 420,000 1,080,000
I 1,080,000 390,000 690,000
i 690,000 360,000 330,000
v 330,000 330,000 0

Ratio of Outstanding Hire Purchase Price at the beginning of year = 150:108:69:33.

Issue of Shares and Debentures
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6. Answer:
Journal Entries
In the books of Elite Ltd.

NRs. NRs.
Date Particulars Dr. Cr.
1.5.2015 Bank A/c Dr. 15,000,000
To Debenture Application Alc 15,000,000

(Application money received on 150,000 debentures @ NRs. 10

1.6.2015 Debenture Application A/c Dr. 15,000,000
Underwriters A/c Dr. 5,000 00
To 15% Debentures A/c
(Allotment of 150,000 debentures to applicant
underwriters)

entu res to

1.6.2015 Underwriting Commission A/c 400,000
To Underwriters A/c OOO
(Commission payable to under ers @'2% on NRs

1.6.2015 Bank A/c
To Underwriters A/c 4 600,000
(Amount recelved fr rwriters in settle account)

30.9.2015 Debenture Inter Dr/ 1,000,000

1,000,000
onths @ 15% on NRs. 20,000,000)

30.10.2015 Debentures Alc Dr. 12,000,000
i i 2,000,000
10,000,0000
entures into shares of NRs. 60 each with a face value of NRs.

31.3.2016 Dr. 750,000

750,000

Calculation of DBebenture Interest for the half year ended 31st March, 2016
On NRs. 8,000,000 for 6 months @ 15% = NRs. 600,000
00,000 for 1 months @ 15% = NRs. 150,000

NRs. 750,000

7. Answer:
Journal Entries
In the books of Everest Co. Ltd.

Bank A/c Dr. 6,000,000
To Share Application A/c 6,000,000
(Being application amount received)

Share Application A/c Dr. 6,000,000
To Share Capital A/c 4,000,000
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To Bank A/c 1,200,000
To Share Allotment A/c 800,000
(Being application money transferred to share capital,
refunded and excess transferred to allotment )
Share Allotment a/c Dr. 10,000,000
To Share Capital A/c 6,000,000
To Share Premium Alc 4,000,000
(Being allotment amount due)
Bank A/c Dr.
Calls in Arrear A/c Dr.
To Share Allotment A/c 000
(Being allotment money received except from Mr. Subash)
Share First Call A/c Dr.
To Share Capital A/c ,000,000
(Being first call amount due)
Bank A/c Dr.
Calls in Arrear A/c Dr.
To Share First Call A/c 4 6,000,000
(Being first call money received except from Wy" ash
and Mr. Dhiraj)
Share Capital A/c Dr. 320,000
Share Premium a/c Dr. 80,000
To Calls in Arrear A/c 304,000
To Share Forfeiture A/c 96,000
(Being forfeiture of shar Subash)
Share Final Call A/c Dr 3,920,000
To Share Capital 3,920,000
(Being final call a A
Bank A/c Dr. 3,800,000
120,000
3,920,000
600,000
300,000
300,000
720,000
80,000
800,000
S rfeiture a/c Dr. 268,000
apital Reserve Alc 268,000
(Being forfeiture amount transferred to capital Reserve
Alc)

Working Note:

1. No. of Shares applied by Mr. Subash = (240,000/200,000) x 4,000 = 4,800

2. Amount paid my Mr. Subash at the time of application = 4,800 x 20 = 96,000

3. Forfeiture amount available foruse = full of Mr. Dhiraj (300,000) + half of Mr. Subash
(96,000/2)
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=348,000
4. Amount Transferred to capital reserve = 348,000 — 80,000 = 266,000
Underwriting of Shares and Debentures
8. Answer:

(a) Statement showing the underwriters’ liability (No. of shares)
A & Co. B & Co.

Gross Liability 120,000 120,0
Less: Firm underwriting 10,000 0,00
110,000 1

Less: Marked applications 72,500 ,
37,500 00

Less: Unmarked applications distributed to A

& Co. and B & Co. in equal ratio (11,250) 11,2
26,250 14,750

Less: Surplus of C & Co. distributed to A &
Co. and B & Co. in equal ratio ,500) (10,500)
Net liability (excluding firm underwriting)

Add: Firm underwriting 0,000
Total liability (No. of shares) 2 4,250
S 5 3,

o

(b) Computation of amounts pay rwritéer

Liability towards shares to b cribed @ 120
per share

Less: Commission (5% Nkhs shar 100/

each) 600,000 600,000

Net amount to be pai underwfite 2,490,000 1,110,000
0 In th

,000 1,710,000

ks of Kathmandu Ltd.
Journal Entries

(©)

Particular Dr.

Rs.
cDr. 1,800,000
iting commission on the shares underwritten)
3,090,000
1,710,000
1,200,000
To Equity share capital Alc
To Share premium A/c
(Being shares including firm underwritten shares allotted to
underwriters)
Bank A/c Dr. 4,200,000
To A & Co. Alc
To B & Co. Alc
ToC & Co. Alc

C & Co.
120,000
10,0

110,0
00
(21,9Q0)

Nil
,000)

21,000

Nil
10,000
10,000

1,200,000

600,000
600,000

Cr.
Rs.

600,000
600,000
600,000

5,000,000
1,000,000

2,490,000
1,110,000
600,000

RTP-CAP Il —Advanced Accounting-2016-December@ICAN

www.auditnca.com

Page 16 of 279


www.auditnca.com
www.auditnca.com

(Being the amount received towards shares allotted to
underwriters less underwriting commission due to them)

Incomplete Records

9. Answer:
Projected Balance Sheet
as on 31 Ashadh, 2071

Liabilities Rs.  Assets

Rs.
Capital 1,000,000 Fixed Assets 400,000
Profit & Loss Account as on Additions 1
1% Shrawan, 2070 60,000 0
Add: Profit for the year 374,000 434,000 Less: Deprec€iation (50,000) &
6
2

Creditors (Trade) 110,000 Stockintr
Sund ebte
Cash & Bank Balan
1,544,000

Working Notes: .
Projected Trading and P Loss Ac@

for the year ended 31% Ashadh, 2

R
To Opening Stock
To Purchases 520,000
To Gross Profit (30% on sales& 636,000

\ 2,456,000 #
To Sundry Expenses (109 sales)

To Depreciation

To Net Profit 0

To Balance b/d
To Sundry
(Rs. 150,000

B

Bank Account for the period
1°"Shrawan, 2070 to 31* Ashadh, 2071

Rs.

350,000 By Sundry Creditors
2,070,000 (Rs. 140,000 + Rs.
0,000) By Expenses
By Fixed Assets
By Balance c/d

2,420,000

Note?1t is assumed that the entire sales and purchases are on credit basis.

Ratio Analysis

10. Answer:
Balance Sheet of Nyatapola Enterprises
Liabilities Rs. Assets
Capital 500,000 Fixed Assets

,000
,000
558,000

1,544,000

Rs.
2,120,000

g Stock (balancing figure)336,000

2,456,000
636,000

Rs.

1,550,000
1,410,000)

212,000

100,000

558,000

2,420,000

Rs.
200,000
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Creditors 186,000 Stock 90,000

Debtors 83,333

Bank Balance (balancing

figure) 312,667
686,000 686,000

Working Note
(i) Gross profit= Rs. 100,000

Gross profit margin= 10%
Hence, Sales= Rs. 100,000 x 100/10= Rs. 1,000,000
Cost of goods sold = Sales — Gross profit

= Rs.( 1000,000-100,000)
= Rs. 900,000 Q

Purchase = Cost of goods sold + Increase in stock
= Rs. (1900,000+30,000) = Rs. 930,000
Average stock= Cost of goods sold/s ? ‘ )
= Rs. 900,000/12=75000

(i) Capital:
Capital turnover ratlo
Sales/Capital=2

Hence, Capital= Rs /2 Rs. 500%

(iii)Creditors: Q
Credﬂ%n erio

Hence, C Ses X 65 =Rs. 930,000 x 1/5 = Rs. 186,000

(iv)Fixed assets:

v) Closing s
Y Clt?sin tock is Rs. 30,000 more than opening stock; it is Rs. 15000 more than average stock.
Henee, closing stock= Average stock + Rs. 15000
= Rs. 75,000+Rs.15,000= Rs. 90,000
(vi)Debtors:
Debt collection period = 1 month
Hence, debtors= Sales x 1/12 = Rs. 1,000,000 x 1/12 = Rs. 83,333.33
It is assumed that there is no change in capital during the period.

Business Combination
11. Answer:
Books of Blue Star Limited

RTP-CAP Il —Advanced Accounting-2016-December@ICAN Page 18 of 279

www.auditnca.com


www.auditnca.com
www.auditnca.com

Realization Account

Rs.
To Building 3,40,000 By Creditors
To Machinery 6,40,000 By B Ltd.
To Stock 2,20,000 By Equity Shareholders A/c (Loss)
To Debtors 2,60,000
To Goodwill 1,30,000
1,590,000
Bank Account
To Balance b/d 136,000 By 10% debentures
To Big Star Ltd. 600,000
736,000

Big Star Ltd. Accoun

To Realisation A/c

By ity Share holders A/c
( res at Rs ach in Big
St Ltd.)
1,210, OOO @
To Realisation A/c 000 By Equi
To Deferred Revenue Exp. 3 00 By Gener
To Equity shares in Big Star 0,000

Ltd.
To Bank Alc

1,210,000 By Bank Alc

Big Star Ltd.

t as on 1°' Shrawan, 2072 (An extract)

Liabilities Rs.

4880 Equity shares o 488,000

(Shares have been issuetfor

consideration ot an cash)

Securities 122,000
280,000

Bank Overdraft 616,000

Working Notes:
1. Valuation of Goodwill

Average profit
Less: 8% of Rs. 880,000

Assets
Goodwill
Building

Machine

Stock (198,000 -15,000)
Debtors (260,000 — 40,000) 220,000

Less: Provision for bad debts
26,000

Rs.
124,400
70,400

By LoanfromA
By Equny sharehq .
Q 6 000

Rs.
3,20,000
12,10,000
60,000

1,590,000

600,000

610,000
1,210,000

800,000
80,000

Rs.
232,000
306,000

576,000

183,000

194,000
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Super profit 54,000
Value of Goodwill = 54,000 x 4 216,000

2. Net Assets for purchase consideration

Goodwill as valued in W.N.1 216,000
Building 306,000
Machinery 576,000
Stock 198,0
Debtors b
Total Assets ,
Less: Creditors 320,000
Provision for bad debts 26,000 46 Q

Net Assets

Out of this Rs. 600,000 is to be paid in cash and remaining i‘e., (1,210,000-600,000) Rs. 610,000 in

shares of Rs. 125/-. Thus, the number of shares_to be tted 610,000 = 4,880 shares.
3. Unrealized Profit on Stock Rs.

The stock of Blue Star Ltd. includes goeds Rs

ch was
sold by Big Star Ltd. on profit. I profit 0 stock will be
40,000 100,000 25,000
160,000
As Big Star Ltd. purchased f lue Ltd .4a price 10% less than (10,000)
the book value, 10%4 ) adj rom the stock i.e., 10% of

Rs.100,000.

Amount of unrealized profi (S 15,000
4. Liquidatio es borne Big Star Ltd. so that should be debited to Goodwill Account.

Internal Reconstructio
12. Answer:
Journal Entries
in the books of Pokhara Light Ltd.

Rs. Rs.
Q) quity Shase Capital (Rs.100) A/c Dr. 1,00,00,000
0 Equity Share Capital (Rs.40) A/c 40,00,000
To Reconstruction A/c 60,00,000

eing conversion of equity share capital of Rs.100 each into Rs.40
each as per reconstruction scheme)

(i) 12% Cumulative Preference Share capital (Rs.100) A/c Dr. 50,00,000
To 12% Cumulative Preference Share Capital (Rs.60) A/c 30,00,000
To Reconstruction A/c 20,00,000

(Being conversion of 12% cumulative preference share capital of
Rs.100 each into Rs.60 each as per reconstruction scheme)
(iii)  10% Debentures A/c Dr. 40,00,000
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To 12% Debentures A/c 28,00,000
To Reconstruction A/c 12,00,000

(Being 12% debentures issued to 10% debenture-holders for 70% of
their claims. The balance transferred to capital reduction account as
per reconstruction scheme)

(iv)  Sundry Creditors Alc Dr. 20,00,000
To Equity Share Capital A/c 12,00,000
To Reconstruction A/c 8,00,000
(Being a creditor of Rs.20,00,000 agreed to surrender his claim by,
40% and was allotted 30,000 equity shares of Rs.40 each in full
settlement of his dues as per reconstruction scheme)
(v) Provision for Taxation A/c Dr.
Reconstruction A/c Dr.
To Current Assets (Bank A/c) 1,50,000
(Being conversion of the provision for taxation into I|ab|I| y for
taxation for settlement of the amount due)
(vi)  Reconstruction A/c 99,50,000
ToP &L Alc 4,00,000
To Preliminary Expenses A/c 2,00,000
To Fixed Assets A/c 37,50,000
To Current Asset 55,00,000
To Inves,tmentsxC 50,000
italsR o 50,000
(Being amountéef F : i i in writing off P & L A/c
(Dr.) Balance, Pr Assets, Current Assets
Investment: ed to Capital Reserve)
heet of Pokhara Light Ltd. (and reduced)
ason 31.3.2071
Liabilities Rs. Assets Rs.
Issued, subscribe Fixed Assets 87,50,000
capital: 52,00,000 (1,25,00,000 — 37,50,000)
1,30,000 equi s 0f Rs.40 each
12% Cumulati reference Shares Investments 9,50,000
of Rs.460 each 30,00,000 (10,00,000 - 50,000)
Current Assets 43,50,000

12% Debentures

50,000 (45,00,000 - 1,50,000)

28,00,000

Current Liabilities and Provisions:
Sundry Creditors: 30,00,000
(50,00,000 — 20,00,000)

1,40,50,000 1,40,50,000

Working Note:

Reconstruction Account
Rs. Rs.
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To Liability for taxation A/c 50,000
ToP &L Alc 4,00,000
To Preliminary expenses 2,00,000
To Fixed assets 37,50,000
To Current assets 55,00,000
To Investment 50,000
To Capital Reserve 50,000
(balancing figure)
1,00,00,000

Profit or Loss Pre and Post Incorporation

13. Answer:

Statement showing calculation of profits for prefand poS§t incor
For the year ended 31.3.2072 (25, months)

By Equity share capital 60,00,000
By 12% Cum. preference share 20,00,000
By 10% Debentures 12,00,000
By Sundry creditors 8,00,000
1,00,00

Qods

Gross profit Jotal Ratio Mre Post
Gross Profit 140,40,000 1:8% 1560,000 124,80,000
Less: Salaries 2340,000 180,000 2160,000
Depreciation 360,000 4 72,000 288,000
Advertisement 1404,000 : 156,000 1248,000
Discount 2340,0 : 260,000 2080,000
Managing Director’s Salary, 180,000 - 180,000
Office/showroom rent 1440,000 Actual 180,000 1260,000
Miscellaneous office expenses 240, 1:4 48,000 192,000
Interest paid 902,000 Actual 702,000 1200,000
Goodwill (loss) 38,000 -
Net Profit - 3,872,000
Working note:
Pre post
1. calculation ofitime ratio = 1: 1% Baisakh to 31.3.2071 1.4.2071 to 31.3.2072
A 3 months 12 months
2. Calculation of sales ratios.1:8 ~ 3x1=3 12x2=24
3. Calculation of =|3x1=3 12x3=36
1:12
4. calculation o 234,00,000 x 12% for 3 |100,00,000 x 12% for 1 year
months Rs. 1200,000
Rs. 702,000
5. Calculation of Rent
(i it nt 60,000x9 = 540,000
(ii) regalar rent = (1440,000-540000) 900,0000X3/15 = 180,000 900,0000X12/15 = 720,000
=900,000

6. Calculation of gross profit = sales — cost of goods sold = 468,00,000-327,60,000 = 140,40,000

Liquidator’s Final Statement
14. Answer:

Receipts Rs. Rs.

Payments

Liquidator’s Final Statement

Rs.

Rs.
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Cash at Bank 60,000 Liquidation expenses 4,600
Assets realised:

Sundry Debtors 160,000 Liquidator’s remuneration (W.N. 1) 30,400
Stock 120,000 Debenture holders:

Plant & Machinery360,000 640,000 10% debentures 200,000
Surplus from Land & Interest accrued (W.N.2) 15,000 215,000
Buildings: Preferential creditors 30.000
Amount realised 340,000 Unsecured creditors 370,000
Less: Secured Preference shareholders:

Creditors 100,000 240,000 10% Preference Share

Capital 200,000

Aurrear dividend 40,00 2 0
Equity Shareholders Q

(W.N. 3):

Rs. 17.50 per share

on 2,000 shares 35,000
Rs. 2.50 pershar
on 6,0008hares

940,000 % 940,000
Working Notes:
(1) Liquidator’s remuneratio Rs.
29,400

3% on Assets realised (3% 0f R$;,980,000)
2% of the amounts distrib among Equity Shaﬁolders

(2/102 x Rs. 51,00 1,000
30,400
(2) Interest accrued o de es
Interest accrued.as on 31.3.207 10,000
Interest d upto th .@ of payment

(upto 31 n, 2071) 5,000
15,000
(3) Amount pay ity Shareholders
Equity Share Capita 510,000
Less: Su avai for Equity Shareholders 50,000
Loss to be them 460,000
s per Equity share (Rs. 460,000/8,000) 57.50
ount payable to Equity shareholders:
Equnty share of Rs. 75 paid up 17.50
ch Equity share of Rs. 60 paid up 2.50
Accounting for Partnership
15. Answer:
Computation of entitlement of legal representatives of C
(1) Profits for the half year ended 31°* Ashadh, 2071
Rs.
Profits for the year ended 31* Ashadh, 2071 (after depreciation) 48,000
Add: Depreciation 10,000
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Profits before depreciation 58,000

Profits for the first half (assumed: evenly spread) 29,000
Less: Depreciation for the first half 6,000
Profits for the first half year (after depreciation) 23,000

Profits for the second half (i.e., 1 Magh, 2070 to 31*' Ashadh, 2071)29,000
Less: Depreciation for the second half

4,000
Profits for the second half year (after depreciation) 5,0
(2) Capital Accounts of Partners as on 30" Poush, 2070
Dr. Cr. \
A B C

A B C
Rs. Rs. Rs. S. Rs.
ToFixed Assets By Balaneg b/d 000 48,000
(loss on revaluation) 6,000 8,000 6,000 By Reserve 6,000, 48,000 6,000
B dwill 8,000 24,000 18,000
To Drawings 9,000 12,000 20,000 ylnterest

ToC Executor’s A/c 52,0 s. 48,000

ToBalance c/d 57,000 76,000 for 6 t — — 6,000

72,000 96,000 78,000

(3) Calculation of Proportionat i gal Representative’of C

Profit for the second half = 25, /
Proportionate profit to C8 3 ? = 25,000 x 52,000/(57,000+76,000+52,000)
=7,027
(4) Amount due Rs.
Balance in 52,000
Amount O tled capital [calculated in (3)] 7,027
Total Amot 59,027
Accounting for No it making organization
16. Answer:
Solution
a. Bank A/c\Dr. 560,000
ding Fund A/c 560,000
on collection of donations)
b: Alc Dr. 902,600
uilding Fund A/c 902,000
(40% of the development fees directly)
c. Fixed Deposit a/c Dr. 48,000
To Interest Alc 48,000
(on accrual of interest)
d. Interest A/c Dr. 48,000
To Building Fund A/c 48,000
(Interest accrued on fixed deposit transferred)
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e. Capital work in progress a/c Dr. 725,000
To Contractor’s a/c 725,000
(Work completed and certified during the year)

f. Contractors’ a/c Dr. 1,343,750
To Bank A/c 1,343,750
(Payments made during the year)

g. Building a/c Dr. 1,550,000
To Capital Work in progress Alc 1,550,000

(transfer to completed building to asset a/c)

h. Building Fund a/c
To General Fund A/c
(corresponding building fund transferred)

Trial Balance of Buildin

1,550,000

e

Q>

d as-en 31% Ashadh 20
r. Cr.
Building Fund 1,002,600
Contractor’s A/c 206,250
Fixed Deposit A/c 0
Current a/c 60,850
Total & 1,208,850 1,208,850
Accounting for Banks \
17. Answer:
10N 0 an Loss Provisioning
n Amount
an 31st
unt 31st Additional Ashad Rate of Total
Category ad 20% 2 Loans Shifting 2073 Provision | Provision
1. Pass 5,000,00 50,000 | 3,000,000 | (500,000) | 7,500,000 1% 75,000
2. Rescheduled
/Restructured 210,000 26,250 200,000 410,000 12.5% 51,250
3. Substandard 0 125,000 300,000 800,000 25% 200,000
4. Doubtful 300,000 150,000 (150,000) 150,000 50% 75,000
5. Bad ) 500,000 500,000 (50,000) 450,000 100% 450,000
6,510,000 851,250 9,310,000 851,250
Total 1,400,000
15.04%
Journal Entries
In the books of SSS Bank Limited
Loans and Advances
Dr. 30,00,000
To Cash Alc 30,00,000
(Being Loans given during the year. Assumed that all the loans
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are taken in cash)

Profit and Loss Alc
Dr.
Restructured Loans
Dr.
Substandard Loans Dr.

To Pass Loans

To Doubtful Loans

To Bad Loans
(Being changes of in various categories of loans and advances
during the year.)

Profit and Loss Alc

To LLP Pass Loans

To LLP Restructured Loans

To LLP Substandard
(Being changes of in various categories of loans
provisioning during the year.)

Dr.

2,00,000
2,00,000
3,00,000
5,00,000
1,50,000
50,000
,000
,000

25,000

LLP Doubtful Loans
LLP Bad Loans

To Profit and Loss Alc
(Being changes of in various categories
during the year.)

q/ 75,000

1,25,000

Note:
Though no additional entry is req
year is same but individual cate

dfo

e LL has changed thus'requiring the above journal entries.

18. Answer:
a. Calculation o ' sk Wei sets = 213,546 + 4,235 + 1,618 = 219,399
b. Calcul i re Capl
Amount
I 20,000
377
308
Profit for_currentyear 1,945
Less: Loa Relatives of Staffs (37)
Total core ca 22,593
C ppI;eany Capital
Particular Amount
Gengral Loan Loss Provision 1,215
estment Adjustment Reserve 22
v Total Supplementary Capital 1,237

d. Core Capital Ratio = 22,593 X 100/ 219,399 = 10.29%
e. Total Capital Adequacy Ratio = (22,593 + 1,237) X 10
f. Compliance with NRB Directives

0/ 219,399 = 10.86%

Particular NRB Actual
Requirement

Core Capital Ratio 6% 10.29%

Total Capital Adequacy Ratio 10% 10.86%
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Cash Flow Statement

19. Answer:
Cash Flow Statement

Particular Amount Amount
Cash Flow from Operating Activities
Net Profit before Taxation (given) 229,500
Adjustment for Depreciation (WN 2) 83,700
Debenture Interest (150,000x8%x6/12) 6,000
Provision for Doubtful Debts 9,900 ,
Profit/gain on sale of plant (WN 1) (%,500) 92,100
Operating profit before working capital changes 600
Increase in Inventory (145,500)

Increase in Trade Receivables

Increase in Trade Payables

\30,100)

(150,00
355(\

Net cash flow from Operating Activities (A) 91,500
Cash Flow from Investing Activities

Purchase of Plant & Machinery (WN 3) (234,0?

Purchase of Trade Investments (141,000)

Sale of machinery S >21,000

Net cash flow from Investing Activities (B) \ (354,000)
Cash Flow from Financing Activities

Proceeds from issue of 8% Debentures (net) 147,000

Interest paid on 8% Debentureg (6,000)

Dividends paid in respect ofsearlier years (90,000)

Net Cash flow from Finanging Activities (C) / 51,000
Net Increase/(Decrease)y, iy Cash a ash "Equivalents (211,500)

(A+B+C)

Working Notes:
1. Profit on sale'of Plant =W

2. Depreciation for current year = 43,200 + 40,500 = 83,700

3. Cash flow towards assets purchase = Increase in Plant & machinery at cost + cost of plant sold

=180,000 + 54,000 = 234,000
Standards

Nepal ACcounti

2 n rs:

(a) 9AS per Nepal Accounting Standard (NAS) — 2 ‘Inventories’, cost of inventories comprises all
costs of purchase, cost of conversion and other costs incurred in bringing the inventories to their
present location and condition. However, it makes clear that interest and other borrowing costs
are usually not included in the cost of inventories because generally such costs are not related in
bringing the inventories to their present location and condition. Therefore, the proposal of Curex
Pvt. Ltd. to include interest on bank overdraft as an element of cost is not acceptable because it
does not form part of cost of production.
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(b). The borrowing costs incurred by an entity to finance prepayments on a qualifying asset are
capitalised on the same basis as the borrowing costs incurred on assets constructed by the entity.

The capitalisation starts when all three conditions are met: expenditures are incurred, borrowing
costs are incurred, and the activities necessary to prepare the asset for its intended use or sale are
in progress.

Expenditures on the asset are incurred when the prepayments are made (payments of the
instalments). Borrowing costs are incurred when borrowing is obtained. The last condition — the
activities necessary to prepare the asset for its intended use or sale are in progress — can vary
depending on facts and circumstances. When the construction processtby the third party does
not start at the prepayment date, management assesses whether ity iS\appropriate start

capitalisation from this date or whether it should be deferred to.a later date.
(c). As per NAS 37 ‘Provisions, contingent liabilities andseentingent/assets’ (a %(hould be
recognised when;
(a) an enterprise has a present obligation as a result of ‘apastevent.

(b) it is probable that an outfolow of resourcéSeembodying economic benegfits will be required to
settle the obligation; and

(c) a reliable estimate can be made of the amount of the atien” If these conditions are not
met, no provision should be recognised.

In the given situation the direeters Of,the co
successfully resisted by thefCompany, therefore the
company will disclose thé same as Gontingent liability |

f the opinion that the claim can be
be no out flow of the resources. The
way of the following notes:

‘Ligation is in process against the company r%ing to a dispute with a competitor who alleges
that the companyghas mfringed pat d is seeking damages of Rs. 20 millions. However, the
directors are of the opinion that can be successfully resisted by the company.’

(d). Nepal Accounting, Standard
to assets and. liabilities are not a

ents after the reporting period’, states that adjustments
opriate for events occurring after the balance sheet date, if

such @wents de*not r conditions existing at the balance sheet date. The destruction of
warehouse due to ear id not exist on the balance sheet date i.e. 31.3.2072. Therefore,
loss oceurred dug to eart e is not to be recognized in the financial year 2071-72.

However, unusual“¢changes affecting the existence or substratum of the enterprise after the

ay indicate a need to consider the use of fundamental accounting
oing concern in the preparation of the financial statements. As per the

isclosed in the report of the directors for the financial year 2071-72.
‘Other Comprehensive Income’s per NAS

ther comprehensive income comprises items of income and expenses (including
reclassification adjustments) that are not recognized in profit and loss as required or permitted
by other NFRSs.

The components of other comprehensive income include;

1. changes in revaluation surplus

2. re-measurements of defined benefit plans

3. gains and losses arising from translating the financial statements of a foreign operation
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4. gains and losses from investments in equity instruments measured at fair value through other
comprehensive income in accordance NFRS related with financial instruments

5. the effective portion of gains and losses on hedging instruments in a cash flow hedge

6. for particular liabilities designed as at fair value through profit or loss, the amount of the
change in the fair value that is attributable to changes in the liability’s credit risk.

f. The investments other than investment in properties are not qualifying assets as per NAS-23
Borrowing Costs. Therefore, interest cost of holding such investments cannot be capitalized.
Further, even interest in respect of investment properties can only, be capitalized if such
properties meet the definition of qualifying asset, namely, that it.neceSsanily takes a/substantial
period of time to get ready for its intended use or sale. Also, wheresthe investmentigroperties
meet the definition of ‘qualifying asset’, for the capitalizationWef borrowing*@osts, the other
requirements of the standard such as that borrowing costs(should be directly attributable to the
acquisition or construction of the investment propertysand Ssuspension oficapitalization as per
NAS-23 have to be complied with.

Write Short Notes
21. Answers:

(a). Watch list in Loan loss provisioning

Nepal Rastra Bank has formulated.a new category of loan for provisioning purposes. As per the
Central Bank’s Rule, all loafis aréyrequired to be classified into 5 different categories including
Watch List whereby 5% of the total loan is required to be kept as provisioning though the
provision can be reversedwhen the loan becomes performing later. Provision made for watch list
loans is a general d0an 10Ss provision. As per the circular issued by Central Bank, the loans having
the following characteristics are to be classified as Watch List loans:
1. If inerest and principal repayments are outstanding for more than a month.
2. oShort tegm/Working Capital Loans that are not renewed on time and are renewed on
temporary basis.
3. Leans and advances to customers/ group of customers who have been categorized as non
performing by other banks and financial institutions.
4. Firms/Companies/Organizations having negative net worth or net loss though interest and
principal are served on regular basis.

(D). Supek profits in partnership firms

Amgng various basis of determining the sharing and paying for joining or sacrificing the
pratits of a firm one basis is super profit method. Under this method, it is assumed that any
partner can get normal profits by joining any average firm in the market. However, focus
should be given on super profits of the firm. Such super profit implies that the profit can be
earned by a firm over and above all ordinary firms in the industry/market. This is the excess
amount of profit earned by a firm over the past years and expected to continue the same in
the future.

If and only if the average profit of the firm is more than the normal profit in the market there
comes into existence the super profit or goodwill.

(c). Components of Financial Statements
A complete set of financial statement includes the following components:
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A statement showing financial position as at the end of the period;

A statement of profit or loss and other comprehensive income for the period,;

A statement of changes in equity for the period;

A statement of cash flows for the period;

Notes comprising a summary of significant accounting policies and other explanatory
information; and

A statement of financial position as at the beginning of the earliest comparative period
when an entity applies an accounting policy retrospectively or makes a retrospective
restatement of items in its financial statements, or when it reclassifies items in its financial
statements.

ko E

Sk

(d). Government Accounting System in Nepal

Government Accounting System in Nepal is generallyion Cash Basjs=dt has chart of
accounts under which revenue and expenditure aré accounted for. | % deuble entry
system; however, do not follow the mercantile system of accountipg®Goviernment accounting
system broadly classifies expenditure into administrative and development expenses.
Accounting system followed by the gavernment differentiates Capit@l expenditures and
revenue expenditure in its subsidiary records»@ifice of tf;@mci Comptroller General

specifies the chart of accounts undepwhichd@ll the government révenue and expenditure are
to be accounted for.

(e). Prediction of insolvency on the'asissefratio

The relevance of the ratiesin_prédicting insol
following illustrative ratios as below:

Working capital to gotal assets indicates the liquidity position of the firm. If the ratio is too
low it indicates inability of the firm to carry on its day to day activities. If it is negative, the
firm will not have fund fer its perations. If such situation continues, the firm may be
forced to suspend its gperati may result insolvency in the long run.

indicates the utilization of its assets to generate sales

be elaborated with the help of the

keeping idle,assets i n may result to insolvency.
Angtherexample i
cushion for fi

e reports can be prepared as per the specification of the organization. Many
ditional MIS reports can be included in the list of reports.
e Bar-code scanners can be used as input devices suitable for the specific needs of and
individual organization.
e The system can suitably match with the organizational structure of the company.
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AUDIT AND ASSRANCE

QUESTIONS

1. Knowledge on regulatory compliance, Nepal Standards on Auditing and Ethical aspects

a. Which of the following best describes the reason why an independent aud eports on financial

statements?

A A management fraud may exist and is more likely to be detet @ ditors \

B Different interests may exist between the company preparing the state s% persons using
the statements.

. &

C A misstatement of account balances may ex s generally*eorrected as the result of the
auditor's work. @

D Poorly designed internal control may exi

Answer B is correct. A, C anw ingorrect becausWey can also be dealt with by internal auditors

b. Independent auditing cambest be d das:
A A branch of acco

B A discipline that attests to the r@sults of accounting and other functional operations and data.

C A professional activity that measures and communicates financial and business data.

D A regulatory functio t prevents the issuance of improper financial information.

Answel, C is correct. Information used by the auditor in arriving at the conclusions on which the

on is based. Audit evidence includes both information contained in the accounting records

the financial statements and other information.

c. Which of the following is correct in relation to materiality?
A A matter is material only if it changes the audit report

B A matter is material if the auditor and the directors both decide that further work needs to be done

in the area under question
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AnNs:

C A matter is material only if it affects directors’ emoluments

D A matter is material if its omission or misstatement would reasonably influence the decisions of

an addressee of the auditors’ report

Answer D is correct.

A walk-through test is designed to do what?
A To check that materiality levels are acceptable Q

B As a checklist to see if all substantive tests have been performgd

C To provide assurance within a letter of representation .

D To confirm that the auditor understands e intérnal control sy@s correct
Answer D is correct. & Q

Which of the following is writte sentations?

A They are the best s auditévide

B They should'e used only Wh& a lack of other substantive audit evidence

C They s used G@zre is other substantive audit evidence to complement it
D Shareholders re% a copy ot all material written representations

Answer B is co%
K C

Accountant Member of the Institute of Chartered Accountants of Nepal. He could not

pay o loan taken from one of the Commercial Bank. The Bank blacklisted and published the
name in national daily newspaper. The Bank wrote a letter to ICAN for action.

As per section 22 of Nepal Chartered Accountants Act, 1997 on provision of removal of names and re-
instatement, the Council may issue an order to remove the name of any member from the Membership
Register on any of the following circumstances:
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Ans:

= If he is convicted by a court in a criminal offense involving moral turpitude and punished there
for,

= If he fails to pay any fees required to be paid to the Institute,

= If he fails to abide by the professional conduct referred to in this Act and the Rules framed
under this Act,

= If he becomes unsound-minded, or

= If he is dead.

Based on the above provision, mere on the ground of loan defaulter, IGAIN, capnot mma&b

Total trade receivable of a company is Rs. 20 crores. It includes regeivabl swary Limited
amounting to Rs 2 Crores. Maheswary Limited was declared bankrupt on %2071; i.e. after the
reporting period of Ashad end 2071 and before the date when financialStatements were authorized for
issue; i.e. Asoj Masant 2071. The company/management claim @carrying amount of trade
receivable does not need to be adjusted begause the info S@n bankruptcy was known after

the reporting period.

Events after the reporting period @re those events, favorable and unfavorable, that occur between the end
of the reporting period and_the,date,when the fimancial ‘Statements are authorized for issue. Two types of

events can be identified:

i) those that provide evidence of canditiens that existed at the end of the reporting period (adjusting
events after theseportingperio

ii) those that arg indicative of conditions that arose after the reporting period (non-adjusting events after

the reporting period)

So, the event in the giveq case (knowing information about bankruptcy of the debtor after balance sheet

date) seems to justing event because the debtor was bankrupt on the balance sheet date which
was declared by the court later on. Hence the carrying amount of the trade receivable should be

presented at Rs,/18 crores instead of Rs. 20 crores in the balance sheet.

. Mr. Shyam, a practicing Chartered Accountant, prepared a feasibility report for one of his client to

obtain a long term loan of Rs. 5 crore from a commercial bank and decided to charge fees @ 5% of
the loan approved. Subsequently, the bank approved the loan. Consequent to the approval of loan by

the bank, Mr. Shyam raised an invoice for his services @ 5% of the loan approved as decided.
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AnNs:

Ans:

Ans:

As per section 34 (10) of chapter VI1II of Nepal Chartered Accountant Act 1997 and section 240 of Part B
of code of Ethics for professional Accountant in practice, a Chartered Accountant in practice is deemed
to be guilty of professional misconduct if he charges or offers to charge or accepts or offers to accept in
respect of any professional employment fees which are based on a percentage of profit or on any other

uncertain events.

In the given case, Mr. Shyam has prepared a feasibility report for one of his client, to obtain a long term
loan. However he decided to raise an invoice for his services @ 5% of the loan te,be sanctigned.in the
future, which is basically contingent upon the findings. ThereforemiMry, Shyam

professional misconduct under the above mentioned clause. Q

X Ltd. sold the apartment to M Ltd. for Rs. 60 lakhs on 30.09.2014 and gave possession of the property

to M Ltd. However, Malpot documentation and legal fermalities ending. Due to this, the
company has not recorded the sale and has shiown the amount recgi advance. The book value
of the building is Rs. 25 lakhs as on March\31;7%2014¢

Principles of prudence, substance oyer fomm and materiality e looked into, to ensure true and fair
consideration in a transaction. In‘the given case, the economic feality and substance of the transaction is

that the rights and beneficialsinterest in the property haﬁeen transferred although legal title has not been

transferred. Hence, X Ltdashould record and recognize the profit of Rs. 35 lakhs in its financial

statements for the year ended*81st 2015 walue of building should be removed from the balance

sheet.

Therefore the treatment given by‘the pany is not correct.

An INGO invites bid from interested CA firms for audit service for the calendar year 2014. Upon
request by Lak ;"Chartered Accountants, the INGO does not provide information about the
audit feés for the'year 2013. Please advise whether Lakhe & Co should submit his bid for the audit or

no

As pe ncil decision/code of ethics in relation to minimum audit fee, an audit firm shall take into
account the audit fees of the previous year while quoting audit fees such that the current year’s fee
should not be less than the previous year. If information about the previous year’s fee cannot be obtained,
the auditor shall specify in his proposal that his fee shall be higher of the proposed audit fee and previous

year’s audit fee.

So, in the given case, Lakhe & Co can submit his proposal by clearly mentioning that the audit fee shall

be the higher of the proposed audit fee or previous year’s audit fee.

RTP-CAP Il —Advanced Accounting-2016-December@ICAN Page 4 of 279

www.auditnca.com


www.auditnca.com
www.auditnca.com

k. Organo Pvt. Ltd., manufacturing noodles, has valued at the year end its closing stock of packed

Ans:

finished goods for which firm sales contracts have been received, at realizable value inclusive of profit
and cash incentive. As at the year end, the ownership of the goods has not been transferred to the

buyers

Valuation of Inventories: NAS 2 requires that inventories should be valuedfas, lower of cost and Net

realizable value(NRV). A departure from the general principle can be madesif the NAS is no icable
or having regard to the nature of industry. NAS 2 also states thatg(a) Workyin progr% der
S

construction contracts, including directly related service contracts“(b) wark in pfogress arising in the
ordinary course of business of service providers;(c) shares, @ebentures and aI instruments
held as stock-in-trade; and (d) producers’ inventories of livestoeks agricul
measured as NRV based on established practices. In the'given Case the @s assumed under a forward

al and)forest products are

contract but the goods are not of a nature coveréd by the above ex@ s taking into account the facts

the closing stock of finished goods should,have been valuedsat,cost, as it is lower than the realizable

value (as it includes profit). Further, saleseash Incentives s pe included for valuation purposes.

The policy adopted by the Organ@ Pwut. Ltd»for valuing its closing stock of inventory of finished goods

on selling price plus sale incentives is not correct. The ﬁutory auditor should give a qualified report.

Distinguish between

Qualified Report.and Adverse

A qualified opmion should be e when the auditor concludes that an unqualified opinion cannot

be expressed butthat th ect of any disagreement with management is not so material and pervasive as

to require an adve or limitation on scope is not so material and pervasive as to require a

disclaimer of opinion. Amyadverse opinion should be expressed when an effect of a disagreement is so
material pervasiveto the financial statements that the auditor concludes that the qualification of the
report i§ not adequate, to disclose the misleading or incomplete nature of the financial statement.

I li rt, auditor's reservation generally written as "subject to or except for, we report that the
financialystatements shows the true & fair view". Whereas in case of adverse report, the auditor states
that "the financial statements do not present a true and fair view of the state of affairs and working
results".

In qualified report, auditor gives an opinion subject to certain reservations whereas in the case of adverse
report the auditor concludes that on the basis of his examination he is not satisfied with the affirmation

made in the financial statements
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b. Hot review & Cold Review in audit

Hot file review or hot review is conducted usually conducted during the audit and/or audit work is
completed but before the auditor’s report is issued. This in nature is a detailed review that is conducted
with an aim to find out if there's any weakness in application of audit procedures or if the results have
been misinterpreted. Hot reviews are usually carried out usually by the senior the audit team or someone
with the same authority who is not connected with the engagement. Such, reviews mostly include

meetings with audit team personnel and their individual work so that,bothiwerk and t ills of

members are improved by pointing out discrepancies and providing regemmendations.
The purpose of a hot review is to identify any key areas that needto be address@gning the

report. The categories for review which may be undertaken can be described I
i. Comfort reviews
ii. High risk reviews Q
iii. Training reviews
iv. Independence reviews @

V. NSQC reviews

To summarize, hot review is copducted, during the audit work is’conducted but before the auditor’s report
is issued with a prime objective toensure compliance V\ﬁ relevant auditing standards and achieving

engagement’s objectives

Cold file review orcold review is an®©bjegtive evaluation on the date of auditor’s report and is performed

by the auditorgre, partner-hims

en all the audit work has been concluded and the required sufficient
appropriate audit’evidence has ined and conclusions drawn and reported. This review usually

takes place when the auditer’s report is signed off. The purpose of this review is to ensure compliance

with relevant auditi and to analyze weaknesses in the way whole audit work is conducted

and how it can for next similar assignments by updating firm’s quality control standards,

subject of complaints to the Institute.

e Identify whether the Auditing Standards and Regulations have been properly complied with -
each audit would be "scored" using a comprehensive file review checklist.

e Assess the effectiveness of any independent manager review and the partner review, looking for
any points that should have been picked up by a manager but had not been, and likewise with the

partner.
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To summarize, cold review is conducted with a view to check for the weaknesses in the firm’s quality
control procedures and system, proficiency of audit team members and how they can be improved to

make later audit assignment more effective and efficient.

Points of difference between Reserves & Provisions:

Reserve is an appropriation of profit whereas provision is a charge against Profit:

Reserves are not intended to meet any liability, contingency or dimifition\in“the valu sets.
Provisions are made to provide for depreciation, renewal or a knowndiability oga dispu laim
Reserves cannot be created unless there is a profit except revaluation Jreserv %subsidy.
Provisions must be created whether or not there is profit. Q

Reserves are generally optional except in certain situations —@apital Redemption dreserve, Debenture
Redemption Reserve, Declaration of dividend higher tham0% ‘etc. Provjsions are’not optional and have
to be made as per generally accepted accountifig principles.

Reserves are shown on the liability side. Pravisigns for depregiati@ @ provision for doubtful debts

are shown as deduction from respectivefassets. ProvisionAe is shown on the liability side.

. Audit Through the Computersand Audit Arou e Corﬁﬂer

at an audit opinion through examining the internal

input and output only for application systems. On the

processing carried out. Applica m processing is not examined directly. The auditor views the

computer as a black box. ®ae auditor generally audit around the computer when either of the following

situations applies systems existing in the installation: i. the system is simple and batch

oriented, and i e Sys uses generalized software that is well tested and used widely by many

installati

On thefether hand, an auditor can use the computer to test i. the logic and controls existing within the

syst . The records produced by the system. Depending upon the complexity of the application
system Deing audited, the approach may be fairly simple or require extensive technical competence on
the part of the auditor. There are several circumstances where auditing through the computer must be

used:

The application system processes large volumes of input and produces large volumes of output that make
extensive direct examination of the validity of input and output difficult.

Significant parts of the internal control system are embodied in the computer system.
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The logic of the system is complex and there are large portions that facilitate use of the system or
efficient processing.

Because of cost-benefit considerations, there are substantial gaps in the visible audit trail.

Distinction between Audit Reports and Certificates:

The term ‘certificate’, is a written confirmation of the accuracy of the facts stated therein and does not
involve any estimate or opinion. When an auditor certifies a financial ‘Statement, it impli the
contents of that statement can be measured and that the auditor has Youchsafedthe exactness of the data.
The term certificate is, therefore, used where the auditor verifigs"Cértam,exact fact@iit may thus,
certify the circulation figures of a newspaper or the valuetef imports or ts company. An
auditor's certificate represents that he has verified certain precise figures and is position to vouch
safe their accuracy as per the examination of documentssan@books of nt. An auditor's report, on
the other hand, is an expression of opinion. When we say that an au@@

expressing an opinion on the financial statements:

orting, we imply that he is

The term report implies that the auditoryhas examined re ecords in accordance with generally
accepted auditing standards and, that Re,is expressing an opinion whether or not the financial statements

represent a true and fair viewsof the state of irs and of the working results of an enterprise. Since an

precise, he cannot gertify them. Thisg

several accounting policies, the

Entries in the books are usually made on the basis of some kind of documentary evidence. It generally
exists in a variety of forms e.g. payees receipts, suppliers invoices, statements of account of parties,
minutes of Board of Directors or shareholders, contract documents etc. These all form documentary
evidence for transactions. On the other hand, it is also the function of audit to establish that payments
have been made validly to the person who is shown to be recipients e.g. salary is paid to partners

according to provision contained in the partnership deed, director's fee is paid according to the minute of
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shareholders meeting, suppliers are paid according to their invoices etc. It is termed as the validation of

the transactions.

How will you vouch/verify

Substantive procedures for bank reconciliation
Obtain bank account reconciliation and cast to check the additions to ensu ithmetical accu
Agree the balance per the bank reconciliation to an original year-end Kistatement a the Bank

Trace all the outstanding lodgements to the pre year-end cash book, post year-end bank statement and
L 4

confirmation letter.
Agree the reconciliation’s balance per the cash book to the year-end cash boo%

also to paying-in-book pre year end.

/

progress )
y count; discuss management how the percentage completions are
attributed to the WI
During the co%rve th carried out in assessing the level of WIP and consider the
reasonableness of the assumptions Used.

Agree for a sample centage completions assessed during the count are in accordance with

7

Substantive procedure

Prior to attending the in

Reyie e levgl of variances between standard and actual costs and discuss with management how

these reated.

Obtain a breakdown of the standard costs and agree a sample of these costs to actual invoices or
payroll records to assess their reasonableness.

Cast the schedule of total WIP and agree to the trial balance and financial statements.

Agree sample of WIP assessed during the count to the WIP schedule, agree percentage completion is

correct and recalculate the inventory valuation
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Receipt of Special backward area subsidy from Nepal Government

The claim for backward area subsidy submitted to the authorities should be studied.

It should be ascertained whether the grant is of a capital nature for funding assets or of a revenue nature.
Mere computation formula of quantum of grant with reference to the cost of project of itself will not
make the grant a capital nature ipso facto.

The accounting of the grant should be in accordance with NAS 10 “Accounting for Government Grants”
of ICAN. The revenue grant can be taken to income statement with appropriate diselosure.

The capital grant may be adjusted against cost of assets or may bekepthin the capital re @» be
transferred to profit or loss account each year in proportion to the [depreciation of that asSet charged in
profit and loss account.

The receipt of the grant should be checked with bank statementyremittance challan etc.

After sales service Q
Nature of after sales services rendered by the,enterprise. @
Ul

Maintenance of adequate records suchy aS™eustomer ca er sales services provided to each
customer indicating the period ang other details.
Manner of distinction should be“made bétween the cuﬁmers being serviced under warranty period and

those under the annual maintenance contra

Type of a form describing daté wis services’ rendered or parts replaced on each visit by service
engineers.
Manner of collectingsservice nnual basis or on periodic visits from customers who are not

covered by annual maintefance co t by service engineers and issue provisional receipts to customers

in the case of chan

Existence of any systemof reconciliation of stores and spare parts issued with the cash received.

Borrowing from)Banks:
B [ banks may be either in the form of overdraft limits or term loans. In each case, the

borrowi should be verified as follows:

Primarily, the authority under which a loan has been raised should be verified. An unauthorized loan
cannot be treated as a liability of the concern. In the case of a company, only the Board of Directors is
authorized to raise a loan or borrow from a bank.

The copy of the loan agreement should be referred to find out the rate of interest, the terms of repayment

and the conditions as to security agreed to by the client.
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Reconcile the balances in the overdraft or loan account with that shown in the pass book(s) and confirm
the last mentioned balance by obtaining a certificate from the bank showing the balance in the accounts
as at the end of the year.

Obtain a certificate from the bank showing particulars of securities deposited with the bank as security
for the loans or of the charge created on an asset or assets of the concern and confirm that the same has
been correctly disclosed and duly registered with Registrar of Companies and recorded in the Register of
charges.

Ascertain the purpose for which loan has been raised and the mannerin which«it has been 4@ and
that this has not prejudicially affected the entity.

If any guarantee has been provided for the repayment of the loan“the particul%eo should be
ascertained for the purpose of disclosure in the balance sheet.

Building
Examine the title deeds of buildings to see Whether the clie l!” @Ie on the balance sheet date. If

the property has been mortgaged, the title deedsSwill be i @ssion of the mortgagee, from whom a
certificate should be obtained to thateffect.
Verify the original cost of butldings By reference t/the deed of conveyance. If the building is

constructed by the cliengf verifyjthe origi by reference to the cost as recorded in the books of

account of the year in whichthe/ConstrdCtion wagcompleted.
Verify that appropriate depreciation has b rovided against the buildings. In case no depreciation is

is effect should be given in the profit and loss account.

See that the buildings haye been valued at cost less depreciation. If any revaluation has taken place, see

the basis of rev d ensure that the disclosure of the same has been made.
See thatrthe relevant particulars of buildings have been entered in the fixed assets record maintained by

the clie

. Write short note on following

Sources for obtaining Knowledge of the client business:
The various sources from which the auditor can obtain knowledge of the client business are:

General economic factors and industry conditions affecting the client’s business.
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Important characteristics of the client, its business, its financial performance and its reporting
requirements including changes since the date of the prior audit.

The general level of competence of the management.

The clients annual report to shareholders.

Minutes of meetings of shareholders, board of directors and important committees.

Internal financial management reports for current and previous periods, including budgets.

The previous year audit working papers and other relevant files.

Firm personnel responsible for non-audit services to the client who e ablg to @ e
information on matters that may affect audit.

Discussions with the client. Q
The client’s policy and procedures manual.
Relevant publications of ICAN and other professio bodies‘industry putw, trade journals,
magazines, newspapers etc. t k>~
Consideration of state of economy and its effe¢t on the,client’s busi@
es: Q

cernissue
N /

osition
g ma @Jut realistic prospects of renewal or repayment; or
o&g ance long-term assets.

| suppo

y debtors and other creditors.

Visits to the client’s premises and plant faci

historical or prospective financial statements.
Adverse key financial r

Substantial operati significant deterioration in the value of assets used to generate cash

flows.

e of dividends.
itors on due dates.

Chang m credit to cash-on-delivery transactions with suppliers.

Inability to obtain financing for essential new product development or other essential investments.

Draft an internal control questionnaire on purchases
Is the store department’s purchase requisition in parity with receiving reports?

Were the competitive bidding procedures followed?
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Ans:

Avre the receiving reports initialed and signed properly?

Avre the copies of requisition, purchase order, invoice and receiving report in order and complete?

Whether the principles of buying i.e. right price, quantity, quality etc. are adhered to or not?

Whether the terms in the purchase requisition tally with the materials specifications, quality required
and delivery schedule?

Whether a master list of suppliers is maintained, if any?

Whether proper coordination exists between initiating department and purchase'department?

Whether quotations are received and evaluated or not?

Whether follow up for delivery is done?

Whether the operations are in sync are with those in purchase manual? Q

Whether management directives are adhered to?

How purchase records are maintained?

How the stock ledgers and records maintained?

Whether the transactions are in parity with purghase budget and cos dget?

Whether any procurement committee report exists2

Whether statutory laws and rules are gomplied"with?

Different types of threats observed by the IC de of Ethics

The circumstances in Whichyprofessio

(@]

countants operate may create specific threats to compliance

with the fundameéntal principles. may be created by a broad range of relationships and

circumstances, ®hreats fall int r more-Of the following categories:

Self-interest threat — thecthreat t financial or other interest will inappropriately influence the

professional accou ment or behavior;

Self-review threat — théxthreat that a professional accountant will not appropriately evaluate the results

of a previous

ade or service performed by the professional accountant, or by another

the professional accountant’s firm or employing organization, on which the

positiont to the point that the professional accountant’s objectivity is compromised;

Familiarity threat - the threat that due to a long or close relationship with a client or employer, a
professional accountant will be too sympathetic to their interests or too accepting of their work; and
Intimidation threat — the threat that a professional accountant will be deterred from acting objectively
because of actual or perceived pressures, including attempts to exercise undue influence over the

professional accountant
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e. Surprise Check
Surprise checks are mainly intended to ascertain whether the system of internal control is operating
effectively and whether the accounting and other records are prepared concurrently and kept up-to-
date. It has often been found that manipulations and frauds are facilitated under a system of book-
keeping which does not give proper emphasis to the need to keep the books up-to-date. Errors in
book-keeping are often indicative of weaknesses in internal control which,may‘bée‘taken adv
in order to perpetrate frauds or manipulations.

The element of surprise in an audit can be both with regard_to the time of thé aud t, that-is the
selection of the date at which the auditor visits the clientS' office to carr t udit and the

selection of the items which are subjected to audit.

Surprise checks are a useful method of determining whethes or not su ors exist and where they
exist, of bringing the matter promptly to the attention af the mana that corrective action is
taken immediately. Consequently, surpriseWwisits by/the a %cise a good moral check on

the client's staff.

/

Audit trail or audit logyis‘&chronologi e ce of audit records, each of which contains evidence

f. Audit trail in a computerized aceounting envi ent

directly pertainingyto andjresulting€ro e execution of a business process or system function. In
simple accounting words, it to documentation of detailed transactions supporting summary

ledger entries.Wis documenta e on paper or electronic records.

An audit trail refers to a situation where it is possible to relate ‘one-to-one’ basis, the original input

along with the final he work of an auditor would be hardly affected if “Audit Trail” is

maintained i.e.
final o c A

particllar credi

ere/still possible to relate, on a ‘one-to-one’ basis, the original input with the
plified representation of the documentation in a manually created audit trail. The
otes may be located by the auditor at any time he may wish to examine them, even

he balance sheet date. He also has the means, should he so wish, of directly verifying

the acclracy of the totals and sub-totals that feature in the control listing, by reference to individual
credit notes. He can, of course, check all detailed calculations, casts and postings in the accounting

records, at any time.

In first and early second-generation computer systems, such a complete and trail was generally
available, no doubt, to management’s own healthy skepticism of what the new machine could be

relied upon to achieve — an attitude obviously shared by the auditor. In such a system
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The output itself is as complete and as detailed as in any manual system.
The trail, from beginning to end, is complete, so that all documents may be identified by located for

purposes of vouching, totaling and cross-referencing.

Any form of audit checking is possible, including depth testing in either direction. In case audit trail is
missing, the auditor employs Computer Assisted Techniques (CAATS) to ensure the validity of

accounting data.

Planning an audit engagement Q

What is COSO? Explain in brief the components of the"@OSO¥ramewor
ingthe mid-1980s, initially to

The Committee of Sponsoring Organizationsf(COSO)\was establj

sponsor research into the causes of fraudtilent,financial rep®ttin urrent mission is to: ‘provide
thought leadership through the developmentsfscompretie @ eworks and guidance on enterprise
risk management, internal controlsand fraudhdeterrence designeeto improve organizational performance

and governance and to reduce théyextent'ef fraud in oerations.’

Although COSQO’s guiddnce is non-man has been influential because it provides frameworks
against which risk managemept and internal control systems can be assessed and improved. Corporate

scandals, arising in cempanies where risk agement and internal control were deficient and attempts

to regulate cotfporate,behavi t of these scandals have resulted in an environment where

guidance on bestipracticedn risk m ement and internal control has been particularly welcome.

The COSO model

management a other

rnal control as a process, effected by an entity’s board of directors,
sonnel, designed to provide reasonable assurance of the achievement of

objectives in the folowing categories:

ffectivaness and efficiency of operations
flity of financial reporting

. pliance with applicable laws and regulations

In an “effective” internal control system, the following five components work to support the achievement

of an entity’s mission, strategies and related business objectives.
Control Environment

The control environment sets the tone of an organization, influencing the control consciousness of its

people. It is the foundation for all other components of internal control, providing discipline and
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structure. Control environment factors include the integrity, ethical values and competence of the entity's
people; management's philosophy and operating style; the way management assigns authority and
responsibility, and organizes and develops its people; and the attention and direction provided by the
board of directors.

Risk Assessment

Every entity faces a variety of risks from external and internal sources that must be assessed. A

precondition to risk assessment is establishment of objectives, linked at{@ifferentevels an ally

consistent. Risk assessment is the identification and analysis of relevant, risks to achievem the
objectives, forming a basis for determining how the risks should, be managed” Becauseyeconomic,
industry, regulatory and operating conditions will continue to/changegmechani % ded to identify

and deal with the special risks associated with change.

Control Activities %
Control activities are the policies and procedures that help ensure H@ t directives are carried out.
i

They help ensure that necessary actions arg taken to ad
objectives. Control activities occur ghroughout the organizatien, at all levels and in all functions. They

include a range of activities as divVersewas approvals, autharizations, verifications, reconciliations, reviews

to achievement of the entity's

of operating performance, seeurity"ef assets a gregﬁ)n of duties.

Information and Communication

Pertinent information must be identified;§captured and communicated in a form and timeframe that

ion"also must occur in a broader sense, flowing down, across and up the
> AIX personnel must receive a clear message from top management that control
responsibiliti st be taken seriously. They must understand their own role in the internal control
syst I as how individual activities relate to the work of others. They must have a means of
ating significant information upstream. There also needs to be effective communication with

external parties, such as customers, suppliers, regulators and shareholders.
Monitoring

Internal control systems need to be monitored--a process that assesses the quality of the system's
performance over time. This is accomplished through ongoing monitoring activities, separate evaluations

or a combination of the two. Ongoing monitoring occurs in the course of operations. It includes regular
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(i)

management and supervisory activities, and other actions personnel take in performing their duties. The
scope and frequency of separate evaluations will depend primarily on an assessment of risks and the
effectiveness of ongoing monitoring procedures. Internal control deficiencies should be reported
upstream, with serious matters reported to top management and the board.

There is synergy and linkage among these components, forming an integrated system that reacts
dynamically to changing conditions. The internal control system is intertwinedawith the entity's operating
activities and exists for fundamental business reasons. Internal control is,most\effective when controls
are built into the entity's infrastructure and are a part of the essence Qfsthe enterprise. "Built i @ rols

support quality and empowerment initiatives, avoid unnecessary icosts and enablegguick®esponse to

changing conditions. There is a direct relationship between the three categories of
what an entity strives to achieve, and components, which ‘fepresent what i d"to achieve the
objectives. All components are relevant to each objectives category. When lookinggat any one category--
the effectiveness and efficiency of operations, fer inStance--all five c@wents must be present and
functioning effectively to conclude that internal contrdl over oerati@e ective.

The internal control definition--with dtssundelying f concepts of a process, effected by

people, providing reasonable assurance=stogether with theyeategorization of objectives and the
components and criteria for effegtiveness, and the asso’lted discussions, constitute this internal control

framework.

There are a number of key procedures whichrauditors should perform if they wish to rely on internal

controls and reduce the level 0 ive testing they perform. These include:

systems and internal control;

Documentation of accounting systems and internal control Auditors are required to obtain an
understanding of the business they are to audit. As part of that process they record the accounting and
internal control systems to enable them to plan the audit and develop an effective audit approach. This
allows the auditor to determine the adequacy of the system for producing the financial statements and to

perform an initial risk assessment. There are a number of different techniques which may be used to
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record the system. These include narrative notes, flowcharts and questionnaires. The extent of the work
will depend on the nature of the organisation and the practical circumstances. For example in a smaller
company where a substantive rather than controls based approach is to be taken, a detailed record of
internal control would not be necessary. For a new client with a large and complex system a much more
detailed review would be required.

(if) Walk-through tests Walk through tests are performed by the auditors to confirm that their recording and
understanding of the system is correct. They are often performed as the recording of the system takes
place or in conjunction with the tests of controls. The process involveSythestracing, of a of
transactions from the start of the operating cycle to the end and vice\wersa. For e le a sales
transaction could be traced from the initial order through to the@ntry thithe nominac unts.

(iii)Audit sampling Audit sampling involves the application of audit procedures t0 a SeleCties’of transactions
within a population (ie rather than applying the procedures to 100%). The auditér then obtains and

evaluates the evidence in order to form a conclusion about the popufation as a whole. Sampling is

normally adopted for practical reasons as in fmost cases it would e consuming to audit the

%

the auditor will need to consider sampling“risk — the risk that the sample is not representative of the

whole population. A number of different techniques’Can b to select the sample including

random, systematic or haphazard selgetion. When designin and the structure of the audit sample

population as a whole, meaning that results cannot be eﬁapolated.

(iv) Testing internal controls Tests oficontrols to confirm the auditor's assessment of the operation of
the control system. They“are tests to in auditievidence which confirm that controls have been carried
out correctly and consistently. For.exampl ntrol activity over the payment of supplier invoices could
be that all inveicesware auth purchases manager's signature. The auditor would test this

is on a sample of paid purchase invoices. As this is a test of controls

procedures. This will normally be confirmed by extending the sample size and testing more transactions.
If the problem is an anomalous error arising from an isolated incident, no further formal action is
required (although the auditor may wish to mention it to management informally). If the breakdown is
more comprehensive the auditor needs to consider the impact this will have on this particular aspect of
the audit and the audit approach as a whole. An unexpectedly high deviation rate, which is in excess of

the tolerable rate of deviation set by the auditor, will mean the auditor will need to re-assess audit risk. If
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Ans:

a compensating control cannot be identified and tested satisfactorily, a substantive approach will need to

be adopted.

What do you understand by audit risk? Describe and present a comparison between them?
Audit Risk is the risk that an auditor expresses an inappropriate opinion on the financial statements.
Audit risk is the risk that an auditor issues an incorrect opinion on the financial, statements. Examples of

inappropriate audit opinions include the following:

Issuing an unqualified audit report where a qualification is reasonably’justifieds
Issuing a qualified audit opinion where no qualification is necessaky;
Failing to emphasize a significant matter in the audit report;

Providing an opinion on financial statements where no such opmion may be reasonably given due to a

significant limitation of scope in the performance of the audit

Inherent Risk is the risk of a material misstatementgnithe financi ents arising due to error or

omission as a result of factors other than the,failure”of con

due to absence or lapse of controls are censidered separate
risk is generally considered to be’higher where a high degree of judgment and estimation is involved or

that may cause a misstatement

assessment of control risk). Inherent

where transactions of the entity arehighly co X.

Control Risk is the rigsk of,a material tatément in the financial statements arising due to absence or

failure in the opegation Of, refevantgontiols of the entity. Organizations must have adequate internal

controls in plage to prevent an t instan€es of fraud and error. Control risk is considered to be high

where the audit,entity”does not uate internal controls to prevent and detect instances of fraud

Detection Risk is"t t the auditors fail to detect a material misstatement in the financial
statements. An t apply audit procedures to detect material misstatements in the financial
stateme hethetr due to fraud or error. Misapplication or omission of critical audit procedures may
result in a material misstatement remaining undetected by the auditor. Some detection risk is always
pre the inherent limitations of the audit such as the use of sampling for the selection of
transactigns. Detection risk can be reduced by auditors by increasing the number of sampled transactions

for detailed testing

Audit Risk = Inherent Risk x Control Risk x Detection Risk
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Audit risk may be considered as the product of the various risks which may be encountered in the
performance of the audit. In order to keep the overall audit risk of engagements below acceptable limit,

the auditor must assess the level of risk pertaining to each component of audit risk

A Comparison Chart

Inherent Risk Control Risk Detection Risk
Risk that material | Risk that internal control fail | Risk that auditer’s substantive
misstatement may occur to prevent, detect the | procedure, Will\ not detec
misstatement material misstatemen(\
Arises at level of | Arises at level of management | Arises4at auditor
management < \

Auditor can only assess this | Auditor can only assess,thiS’| Auditor.can frar(mis risk
risk risk 6

)
Risk of  system of | Risk of integnahconirol sy %f auditor procedure
management opted by auditor

/

d. What is audit sampling‘andsampling gisk? W e the methods of selecting samples?

Ans:

Audit sampling is theyapplicatio audit edures to less than 100% of items within a population of

audit relevance, suchathat all its have a chance of selection. This will enable the auditor to

The population e entire set of data from which a sample is selected and about which the auditor

wishes fo draw conelusions.

A rs likely to test 100% of items when carrying out tests of controls, but 100% testing may be
appropr for certain substantive procedures. For example, if the population is made up of a small
number of high value items, there is a high risk of material misstatement and other means do not provide

sufficient appropriate audit evidence, then 100% examination may be appropriate.

Audit sampling can be done using either statistical sampling or non-statistical sampling methods.
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Statistical sampling is an approach to sampling that involves random selection of the sample items, and
the use of probability theory to evaluate sample results, including measurement of sampling risk. Non-

statistical sampling is a sampling approach that does not have these characteristics.

The auditor may alternatively select certain items from a population because of specific characteristics
they possess. The results of items selected in this way cannot be projected onto the whole population but

may be used in conjunction with other audit evidence concerning the rest of thegpopulation.

High value or key items. The auditor may select high value items or itemsithat are suspicious, | or

prone to error.
All items over a certain amount. Selecting items this way may mean‘a large propo f theJpopulation

can be verified by testing a few items.
Items to obtain information about the client's business, the“fature of transactians, or the client's

accounting and control systems.
Items to test procedures, to see whether particular procedures are bei @ned

@:ased on a sample of a certain

the entire population were subjected

Sampling risk arises from the possibility that thesadditor!

size, may be different from the conclusion that*would be r
to the same audit procedure.

Non-sampling risk arises fromyfactors that the auditor to reach an erroneous conclusion for any
reason not related to the Size of the sa : example, the use of inappropriate audits procedures, or
misinterpretation of audit'@vidence a ilure to recognize a misstatement or deviation.

Sampling unit issthe individu s constituting a population. It may be a physical item (e.g. credit

oices, receivables’ balances) or a monetary unit. Stratification is the

sub-populations, each of which is a group of sampling units which

have similar characte n monetary value.

The auditor m r the purpose of the audit procedure when designing an audit sample. The

auditor must also'consider the characteristics of the population. When considering the characteristics of
the po

The

e auditor might determine that stratification or value-weighted selection is appropriate.
itor must design a sample size sufficient to reduce sampling risk to an acceptably low level.

Sampling risk can lead to two types of erroneous conclusions: for tests of controls, that they are more
effective that they actually are or for tests of details, that a material misstatement does not exist when it
actually does; and for tests of controls, that controls are less effective than they actually are or for tests of
details, that a material misstatement exists when it actually does not. The lower the risk the auditor is
willing to accept, the greater the sample size will need to be. Sample size can be determined using a

statistically-based formula or through the use of judgement.
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The standard also requires the auditor to select items for the sample in such a way that each sampling
unit in the population has a chance of selection. When statistical sampling is used, each sampling unit has
a known probability of being selected. When non-statistical sampling is used, judgement is applied.
However, it is important that the auditor selects a representative sample, free from bias, by choosing
sample items that have characteristics typical of the population. The main methods of selecting samples
are random selection, systematic selection and haphazard selection. We discuss these and other methods

below.

Random selection ensures that all items in the population have an equals¢hance of selegtion, use

e ions, the first

interval having a random start. While using a systematic ‘Selection, auditorsymust ensure that the

of random number tables or random number generators.

Systematic selection involves selecting items using a constant interval be

population is not structured in such a manner that thessampling interval correspends with a particular
pattern in the population.

Haphazard selection may be an alternative, totrandom selection provided auditors are satisfied that the

sample is representative of the entire populatien. This mél ires care to guard against making a

selection which is biased, for example towards items whi 2 easily located, as they may not be
representative. It should not bewused if‘auditors are carr)?g out statistical sampling.
Block selection may be used toseheek whet tain items have particular characteristics. For example

an auditor may use a sample, of 50 consg€uiti eques to test whether cheques are signed by authorized

signatories rather ¢han picking 50 heques throughout the year. Block sampling may however
produce samples, that“aré not entative” of the population as a whole, particularly if errors only
occurred during\a certain part o d, and hence the errors found cannot be projected onto the rest
of the population:

Monetary unit samp ype of value-weighted selection in which sample size, selection and

evaluation resulisyin a cornglusion in monetary amounts.

Internal audit and corporate governance

Explain the circumstances when work of the internal audit function cannot be used by External
Auditor.

The external auditor’s evaluation of whether the internal audit function of organizational status and

relevant policies and procedures adequately support the objectivity of the internal auditors, the level of
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competence of the internal audit function, and whether it applies a systematic and disciplined approach
may indicate that the risks to the quality of the work of the function are too significant and therefore it is

not appropriate to use any of the work of the function as audit evidence.

Consideration of the factors of NSA 610 individually and in aggregate is important because an individual
factor is often not sufficient to conclude that the work of the internal audit function cannot be used for
purposes of the audit. For example, the internal audit function’s organizatienal status is particularly

important in evaluating threats to the objectivity of the internal auditors.

If the internal audit function reports to management, this would be génsidered,a signiﬁw the

function’s objectivity.

This is because of the possibility that the engagement team will use the internal audit
service without properly evaluating those results or without exercising the sam el of professional
skepticism as would be exercised when the internal audigwerk is perfo@by individuals who are not

members of the firm. @

Discuss the advantages and disadvantageswof outsourcing an nal audit department.

Outsourcing the internal audit department: /
Advantages
Staffs do not need to beyrecruited ally e service provider should be able to provide good

quality audit staff. The service provider hasidifferent specialist skills and can assess what management's

requirements are, ahdythe co ve access to a broad range of skills. Outsourcing can provide

an immediate internal

eliminated if the fu

needs of the company. Qutsourcing can be used on a short-term basis.

Disadvantages

the t providing the external audit service. The cost of outsourcing the internal audit function
may beShigh enough to force the directors to choose not to have such a function in place at all.
Outsourced internal audit staff may change frequently resulting in a poor service being provided due to

lack of understanding of the client's systems and operations.

NSA 610 Using the work of internal auditors provides guidance to external auditors on the use of

internal audit work. Required List and briefly explain the various criteria that should be considered by
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external auditors when assessing whether to take reliance from work performed by internal audit.

(b) List four examples of audit evidence that might be obtained from the use of an auditor’s expert.

(c) NSA 620 Using the work of an auditor’s expert provides guidance to auditors on relying on work

carried out by an expert.

Required List the factors that should be considered by the auditor when evaluating the work carried
out by the expert and briefly explain what actions the auditor should takeé if he concludes that the

results of the expert's work do not provide sufficient, appropriate auditgwidencevor if the are

inconsistent with other audit evidence. /\

(a) Criteria to be considered when assessing whether to place reliancefon intefnal ‘audi rk include the

(b) Audit evidencesthat could be o

following: Objectivity of function The external auditarshould consider whom the jaternal auditors report

to and whether they are subject to any conflicting, respensibilities, constraints or restrictions. This will

affect the capability of the internal auditors to communicate signifi s openly. Scope of function
3 ents performed by the internal
f miernal audit reports. Technical competence

The external auditors should canSiderawhether the internal auditors have adequate technical training and

The external auditors should consider the extent¥and na

auditors and the action taken by mapégement as a result o

proficiency. Due professionalacareyThe exte auditors should consider whether the work of internal

audit is properly planned,supervised, revj d documented.

d fromJan expert — Valuations of assets such as land and buildings,

plant and machinéry, works of a us stones — Determination of quantities or physical condition of

assets — Determinatio amounts using specialized techniques or methods, such as an actuarial

valuation — Meas ork completed and to be completed on contracts in progress — Legal

opinions conceming interpretations of agreements, statutes and regulations

(c) Factorsjto consider when evaluating the work carried out by an auditor’s expert: — Relevance and

reas of the work and consistency with other audit evidence — Relevance and reasonableness of

any assumptions and methods used — Relevance, completeness and accuracy of any source data used If
the results of the expert's work do not provide sufficient, appropriate audit evidence or are inconsistent
with other audit evidence, the auditor needs to resolve the matter. This could be done through discussions
with the entity and the expert, applying additional audit procedures, including engaging another expert,
or modifying the auditor's opinion in the auditor’s report (this is a last resort if the issues are still

unresolved after all the other avenues have been explored).
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nswer:

Ans:

What actions should the auditor take when the two-way communication between the auditor and those
charged with governance is not adequate and the situation cannot be resolved?

Paragraph A44, NSA 260 states ‘If the two-way communication between the auditor and those charged
with governance is not adequate and the situation cannot be resolved, the auditor may take such actions

as:

Modifying the auditor’s opinion on the basis of a scope limitation.

Obtaining legal advice about the consequences of different courses offaction.

Communicating with third parties (for example, a regulator), or a higher authority i nce
structure that is outside the entity, such as the owners of a business (fer exam ers ina
general meeting), or the responsible government minister or parliament in the‘public sector.

Withdrawing from the engagement, where withdrawaliis pessible under e@able aw or regulation’.

y Act, 2063.

duties and powers of audit committee:

Write down the functions, duties and powers'ef audit co

U
Section 165 of the company act 2063*hasprescribed the fun
The functions, duties and powers‘of the,audit committee formed pursuant to subsection (1) of Section

164 shall be as follows:

a. To review the acceuntsyand/financial*stateéments of the company and ascertain the truth of the

facts mentionedin suchistateme

stem and the risk management system of the

c. To supervise and review the intefnal auditing activity or the company;

d. Torecommend potential auditors for the appointment of the auditor of the company,

fix the rem terms and conditions of appointment of the auditor and present the same

in the eeting for the ratification thereof;

d supervise as to whether the auditor of the company has observed such conduct,

d directives determined by the competent body pursuant to the prevailing law as
req to be observed in the course of doing auditing work;

f. Based on the conduct, standard and directives determined by the competent body pursuant to
the prevailing law, to formulate the polices required to be observed by the company in respect of
the appointment and selection of the auditor;

g. To prepare the accounts related policy of the company and enforce, or cause to be enforced, the

Same;
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7.

a.

Ans:

h. Where any regulatory body has provided for the long term audit report to be set out in the audit
report of the company, to comply with the terms required preparing such report;

I. To perform such other terms as prescribed by the board of directors in respect of the accounts,
financial management and audit of the company.

Audit conclusions and reporting

‘After the statutory audit has been completed a fraud has been detected atthe office of the auditéey
What is your defense as an auditor that you performed the duty propeérly? \
ent through the

The responsibility for the prevention and detection of fraud andsefroriestsswith m
implementation and continued operation of an adequate system of intern trok,_Such a system
reduces but does not eliminate the possibility of fraud and error.

In forming his opinion, the auditor carries out procedures designed to @evidence that will provide
reasonable assurance that the financial informatign™is proper@
Consequently, the auditor seeks reasonable ‘assuranCe tha d
financial information has not occurted omthat; 1f it has occ

in the financial information or thé errok,is corrected. The auditer, therefore, plans his audit so that he has

in all material respects.

r which may be material to the

e effect of fraud is properly reflected

a reasonable expectation of detecting materi 'sstate{ents in the financial information resulting from

fraud or error. The degree of assurancg.o ecting errors would normally be higher than that of

statement of the financial information resulting from fraud or error
existing during the’p red by the auditor’s report does not, in itself, indicate that whether the

auditor has ad to theybasic principles governing an audit. The question of whether the auditor has

adhered taithe b principles governing an audit (such as performance of the audit work with requisite
skills and competerce, documentation of important matters, details of the audit plan and reliance placed
0 er ols, nature and extent of compliance and substantive tests carried out, etc.) is determined
by the uacy of the procedures undertaken in the circumstances and the suitability of the auditor’s
report based on the results of these procedures. The liability of the auditor for failure to detect fraud

exists only when such failure is clearly due to not exercising reasonable care and skill.

Thus in the instant case after the completion of the statutory audit, if a fraud has been detected, the same
by itself cannot mean that the auditor did not perform his duty properly. If the auditor can prove with the
help of his papers (documentation) that he has followed adequate procedures necessary for the proper
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b.

Ans:

conduct of an audit, he cannot be held responsible for the same. If however, the same cannot be proved,

he would be held responsible.

According to NSA 240 The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial
Statements: ‘When identifying and assessing the risks of material misstatement due to fraud, the
auditor shall, based on a presumption that there are risks of fraud in revenue recognition; evaluate

which types of revenue, revenue transactions or assertions give rise to suchvwisks.’

There are a number of reasons why there should be a presumption that there are risks o d inTéVenue
recognition. One reason is that managers of companies are qoften under pressure ular in listed
companies, to achieve certain performance targets. The achieuementiof thos etsteften impacts their

job security and their compensation. These performance targets often include| measures of revenue

growth, providing an incentive for management toj\use “earnings m@nen techniques. In other
companies there may be incentives to understate revenues, for exa@ duce reported profits and,

vate limited companies where

increases. This means that it iS) potentia Sler for management to successfully manipulate these

balances than other balanceswitich argésubject lower volume of transactions. Material misstatement
through the manipulation /of revenue recognition can be readily achieved by recording revenue in an

earlier or later'accounting peri is proper or by creating fictitious revenues.

Revenue recognition canfalso be a‘judgemental area. Examples include the recognition of revenues on

long-term contract e construction of buildings, and from the provision of services. These

require the estimation of the percentage of completion at the period end, increasing the scope for
management to te reported results. As well as requiring judgement, revenue recognition can

also bega complexjissue. For example, some sales have multiple elements, such as the sale of goods and

thegsep of related maintenance contracts and warranties. This added complexity increases the
risk ofmanipulation. In some companies, for example, those in the retail industry, a high proportion of
revenue ‘may be earned through cash sales. This increases the risk of the theft of cash and the consequent
manipulation of recorded revenues to conceal this crime. Methods of revenue manipulation have also
featured prominently in cases of accounting fraud, such as Enron and Worldcom. The prevalence of these
methods in modern accounting frauds and the failure of auditors to detect this in these cases suggests that
it is one of the more common methods of earnings management and one which auditors should rightly

consider as high risk. While revenue recognition in general may be considered a high risk area, it is not
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Ans:

Ans:

always the case; companies with simple revenue streams or a low volume of transactions may be
considered at low risk of fraud through revenue manipulations. Accordingly NSA 240 The Auditor’s
Responsibility Relating to Fraud in an Audit of Financial Statements permits the rebuttable of the fraud
risk presumption for revenue recognition. One example of simple revenue streams would be where a
company leases properties for fixed annual amounts over a fixed period of time. If this is the case, the

reasons for not treating revenue as a high fraud risk area must be fully documented by the auditor.

It is not necessary to sign audit engagement letter every year ingCaseyof kecurrin oi dits.

Please explain the statement as per provisions of NSA 210.
As per NSA 210, on recurring audits, the auditor shall assess whethef/circu e e the terms of
the audit engagement to be revised and whether there is a need to remind the enti the existing terms
of the audit engagement. The auditor may decide not to'Send a new @engagement letter or other

written agreement each period.

However, the following factors may make it appropriate tq s of the audit engagement or to

remind the entity of existing terms.

* Any indication that the entity, misunderstands the otyctive and scope of the audit.
* Any revised or special termsofthe audi ement.

» A recent change oféentor managem

» Assignificant change injownershig.

* Assignificant,changesin nat size of the entity’s business.

* A change in the financial reporting framework adopted in the preparation of the financial
statements.

 Achangei er repoFting requirements.

Government audi

Explain’propriety audit in the context of Audit Act, 2048.
As per section 5 of the Audit Act, 2048 requires that the Auditor General shall audit following matters

considering the propriety thereof:

1) On the propriety of any expenditure and its authorization, if in the opinion of the Auditor General such
expenditure is a reckless one or is an abuse of national property, whether movable or immovable, despite

that the expenditure confirms to the authorization, and
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Ans:

i) On the propriety of all authorizations issued in respect of any grant of national property whether
movable or immovable, fixed or current, or underwriting of any revenue, or any contract, license or
permits relating to mining, forest, water resources, etc. and any other act of abandoning movable or

immovable, assets of the nation.

The Auditor General may not include in the report minor items of discrepancy and other items deemed as

insignificant in view of their property which were observed during the audit of gncome and expenditure.

You are appointed as an auditor of the Village Development Committee.\Explain thew sions
that you will consider in preparing the Audit Programme. Dusifig the seeond ye: ur dit it was
declared as a Municipality therefore, in this context do you thipnk you toWkevise your Audit

Programme? If yes, what are the additional provisions that you need to consi or performing the

audit? Q
The audit provisions are explained under Sectign 69 ofithe Act. It p at:

The internal audit of the incomes and expenditures of th | be carried out by the DDC within 4

months from the date of completionfof a fiscal year.

The final audit of the VDC shall haveso be carried ﬂt by an auditor approved by the DDC on the

recommendation of the ag€ountsicommitte uted by the Village Council.

The Chairman shall haveto take nec actionsron the issues referred to in the audit report and submit

such report along with,the details of action en to the accounts committee.

The accounts cepimittee shall dy the report submitted by the Chairman and furnish it to the

Village Council along the opinjon and suggestions.

The Village Council

committee and irre

ss on the report received with the suggestions and opinion of the account
arities shown and determined by the audit cannot be regularized, it shall give
direction he WDC for the clearance and settlement of such irregularities.

Furthergwith regards to the audit of the Municipality following points under Section 135 of the Act shall

be conside
The Municipality shall itself do the internal audit of the income and expenditure.

The final audit of income and expenditure of the Municipality shall have to be carried out by the
registered auditor appointed by the Municipal Council on the recommendation of the accounts

committee.
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Ans:

The Mayor shall have to submit to the accounts committee the final reports submitted by the Mayor and

furnish it to Municipal Council along with its opinion and suggestions.

The Municipality Council may regularize any irregular amount shown in the audit report received along
with the suggestions and opinion of the accounts committee. The Municipal Council shall forward to the
Municipality to take necessary action, pursuant to the prevailing law, for the purpose of settlement and
realization in respect of those irregular amounts which cannot be regularized by it. Upon receipt of such

writing, the Municipality shall have to realize and recover as government dues.

Audit of specific organizations Q,\

Explain the important points which you will considemin preparing the Audit ProgFamme of a NGO.
The audit programme should include in a sequential ordef all"assets, |ial‘I|ItiEj, receipts and expenditures

ensuring that no material item is omitted.

Corpus Fund: The contributions / grants,recemved towarg %
the letters from the donor(s). Thedinterest, income is checkeg, w

Investments in hand.

re vouched with special reference to

th Investment Register and Physical

Reserves: Vouch transferg#from, prejects / ammes with donor's letters and board resolutions of
NGO. Also check transfermof gross v. sset sold from capital reserve to general reserve and
adjustments duringithe yean

Ear-marked Runds: Cheek re

ents of"donor's institutions, board resolution of NGO, rules and

each of the balanc
Loans: Vouch i n agreements, receipt counter-foil issued.
Fixed As

authorizations for”the same. Also check donor's letters/agreements for the grant. In the case of
i va erty check title, etc.

Invest s: Check Investment Register and the investments physically ensuring that investments are in
the name of the NGO. Verify further investments and disinvestments for approval by the appropriate
authority and reference in the bank accounts for the principal amount and interest.

Cash in Hand: Physically verify the cash in hand and impress balances, at the close of the year and
whether it tallies with the books of account.

Bank Balance: Check the bank reconciliation statements and ascertain details for old outstanding and

unadjusted amounts.

RTP-CAP Il —Advanced Accounting-2016-December@ICAN Page 30 of 279

www.auditnca.com


www.auditnca.com
www.auditnca.com

Stock in Hand: Verify stock in hand and obtain certificate from the management for the quantities and
valuation of the same.

Programme and Project Expenses: Verify agreement with donor/contributor(s) supporting the particular
programme or project to ascertain the conditions with respect to undertaking the programme / project and
accordingly, in the case of programmes/projects involving contracts, ensure that income tax is deducted,
deposited and returns filed and verify the terms of the contract.

Establishment Expenses: Verify that provident fund, life insurance premium, eémployee’s ins@irance and
their administrative charges are deducted, contributed and deposited within the, prescribed i
check other office and administrative expenses such as postage, stationery, tkavelling, etc\

Draft an audit programme to audit the receipts of a cinema theatre.

Verify that entrance to the cinema hall is only through printed tickets; tickets are 'Serially numbered and
bound into books; that the number of tickets isSued for each show @ are different and that for
advance booking a separate series of ticketsyis issued @

Stock of tickets is kept in proper custodye

If tickets are issued through computer- audit the system to e its reliability and authenticity of data
generated by it. /
System should provide that at the ‘end of how a proper statement should be prepared and cash

collected be tallied.
Cash collected is deposited in bankspartly,on the same day and rest on the next day — depending upon

the banking faCility avarfable.

Verify that proper record is kept fax free passes issued and the same are issued under proper authority.

Cross check the entertainnmiept tax deposited.

Verify the income from a ements and slides showed before the show.

red on publicity of picture, maintenance of hall, electricity expenses etc.
Confirm depe€ciation on machinery and furniture has been charged at an appropriate rate which is
higher,fas compared to those admissible in the case of other businesses, in respect of similar assets.

V ts on account of film hire with bills of distribution and in the process, the agreements
concerneer’should be referred to.

Examine unadjusted balance out of advance paid to the distributors against films hire contracts to see that
they are good and recoverable. If any film in respect of which an advance was paid has already run, it
should be enquired as to why the advance has not been adjusted. The management should be asked to
make a provision in respect of advances that are considered irrecoverable.

The arrangement for collection of the share in the restaurant income should be enquired into either a

fixed sum or a fixed percentage of the taking may be receivable annually. In case the restaurant is run by
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the Cinema, its accounts should be checked. The audit should cover sale of various items of foodstuffs,

purchase of foodstuffs, cold drink, cigarettes etc.

Q
O

¢

Qo
\@‘ﬁ@z’
MK

\®
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Corporate and Other Laws
Question and Answer

Nepal Chartered Accountants Act, 2053 and Nepal Chartered Accountants Rules, 2061

1. Mr. X, council member who is convicted by the Supreme Court of Ngpal in a criminal offense

involving moral turpitude. The council member has only 9 months ten ft. What will be the
ts Act, 205

consequence of the issue? Discuss fully referring Nepal Chartered A

Answer: Q

Nepal Chartered Accountants Act, 2053

Sec 18. Disqualification for Membership :
member of the Institute:-

(@ One who has not acqui

16,

(b) One who has ng

Sec 9. Vacancy and Flﬁknent:
(1) The Co any seat of any Council member elected pursuant to clause (a) or (b) of

sub-sectign (3) ection 7 turns vacant due to death or resignation or disqualification to
ber of the Institute pursuant to the other provisions of this Act, designate any
ember as,Council member for the remaining term of office, provided the remaining period of
ch vagated office is of less than a year; and if such term is of more than a year, the vacancy
e filled through election.

A seat, falling vacant owing to death or resignation of any Council member, nominated
pursuant to clause (c) of sub-section (3) of Section 7, shall be fulfilled, for the remaining term of

office, as per the procedure set forth in the same section.

On the basis of above provision, Mr. X is disqualified to remain the member of ICAN,
consequently he cannot be a member of council. The council shall designate any member as
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Council member for the remaining term of office as the remaining period of such vacated office
is of less than a year.

2. Discuss the legal provision on facility of subject exemption under Nepal Chartered Accountants
rules, 2061.
Answer:

Nepal Chartered Accountants Rules, 2061

Rule 16. Facility of subject exemption: If examinee appeared infChartered> Account ation
Intermediate or Final Level Examinations obtains at least 30% imya subject of any group 60% or
more in any other subject, he/she shall get facility of exemption in that subject g 60 % marks
and he/she shall not have to appear in that subject in three examinations just afterwards.

Provided that except the subject exempted under thigrule, an exam@' ee yho has not appeared in all
the subject of a group shall not get this facility. @

16A. Facility of Subject Exemption to Régistered Audit
The council may grant subject exemption asyfollows to the regiStered auditor gained following education.
a) If passed the intermediate level"from recognized foreign Chartered Accounts Institute, exemption
from the examinatiorof,Chartered tancy Education Intermediate Level of the Institute of
Chartered Accountant of Nepal.
b) If passed any grotip ofithe int
and the subjeets arg in the_interme

iate | from recognized foreign Chartered Account Institute
level of the Institute of Chartered Accountant of Nepal,

udit cost accounting, financial management or tax and if the subject
t in the level resembles the subject of Chartered Accountancy Education
/he may get exemption of the subject.

e subjects of chartered accountancy education intermidate level.

16B Facility of Subject Exemption to Accounting Technician
If the person eligible to be registered in the intermediate level of Chartered Accountancy
Education and completed accounting technician education conducted by this institute desires to
gain chartered accountancy education and if the subject passed in the accounting technician
resembles the subject of Chartered Accountancy Education Intermediate Level, the council may
provide exemption of the subject of intermediate level.
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The Companies Act 2063

3. XYZ Ltd. purchases 20 percent share of ABC Private Ltd. Further DEF Ltd. also purchases 10%
share of ABC Private Ltd. What will be the legal status of the ABC Private Ltd.? Is there any formality
to be completed under Companies Act, 2063 in this regard?

Answer:

The Companies Act 2063 Q,\’

Under Sec 13 of the Act:
Conversion of private company into public company: (1) ‘a,the followihg circumstances, a private
company shall be converted into a public company undeg,this section:

(a) If the general meeting of the private company, byiadopting a special resolution, decides to convert
that company into a public company, Provided, howgver, that no mpany shall be capable of
being converted into a public company unless ‘and until it uirements to be fulfilled under
this Act for being a public company

(b) If twenty five percent or more @f,the shares of a private compény are subscribed by one or more than
one public company, Providedghowever, that in computing the percentage as referred to in this Clause,
the share passed by any bankifig,orfinancial
(c) If a private company subscribgs twentyfi
(2) In the circumstances as,refer to i
for being converted fato a public

any as a trustee shall not be calculated.
rcent or more of the shares of a public company.
ub-section (1), the concerned private company, shall

ssary requirements for carrying on transactions as a public company,
ister the contents of conversion of such company into a public company and

prescribed, setting out all details, accompanied by the fees as prescribed, to the Office for
erted into a public company within seven days after the date of occurrence of such
circumstances.

(5) On receipt of an application pursuant to Sub-section(4), the Office shall, if such company has
fulfilled the requirements to be fulfilled by a public company under this Act to carry on transactions,
mention in the company register the contents of conversion of company into a public company and give a
company conversion certificate as prescribed.
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(6) If private company is converted into a public company pursuant to this Section, any subsidiary
company of that company, as well, shall, ipso facto be deemed to have been converted into a public
company in the same date.

(7) In the event of conversion into a public company pursuant to Sub-section (6), it shall be the
obligation of the concerned company to make an application, accompanied by the required documents, to
the Office to get recorded in the company register the contents of conversion of such subsidiary company
into a public company and obtain the certificate.

(8) In the event of conversion of any private company into a public company puksStiant to this Section, the
provisions applicable to the public company under this Act shall be deemed, tosbe, ipso facto,\&@p
to that company after the date of such conversion.

(9) In the event of conversion of any private company into a public cempany purs  this'Section, all
the assets and liabilities of the private company so converted shall devolve on the,s or company.

On the basis of above provision, If twenty five percent,or moge of the shares of @fprivate company are
subscribed by one or more than one public companyygthe private company shall be converted into a

public company. XYZ Ltd. and DEF Ltd. has purchased 30% s C Private Ltd, hence the
private limited shall be converted in to publig,company by i ve formalities.

4. What are the liabilities for matters cantained in prospgetus? Discuss with the defense available in case
of misstatement of prospectusTander,Compani ct, 2063.

Answer:

Companies Act, 2063
Section 24. Liability for ma
concerned company to abide by t

ntained in prospectus: (1) It shall be the duty and obligation of the
atters contained in the prospectus published under Section (23).

matters mentioned i
(3) If any published p ctus contains false statements made maliciously or deliberately and any
person sustains or damage by reason of his/her subscription of securities on the faith of that

s, the dikectors who have signed that prospectus shall be personally liable to pay compensation

ever, that a promoter who resigns before the decision made by the company to publish the
or whom on becoming aware of any false statement in the prospectus, publishes a notice of
that matter to the information of the general public prior to the sale or allotment of securities or who
proves that he/she did not know that the prospectus contained any false statement shall not be liable to
bear such compensation.

RTP-CAP Il —Advanced Accounting-2016-December@ICAN Page 4 of 279

www.auditnca.com


www.auditnca.com
www.auditnca.com

5. When can an Extra Ordinary General Meeting be convened as per Companies Act, 2063.

Answer:

Companies Act,

Section 82. Extra-ordinary general meeting: (1) The board of directors of a company may convene an
extra-ordinary general meeting if it deems necessary.

(2) If ,in the course of examining the account of a company, it is deemed necessary to call an extra
ordinary general meeting for any reason, the auditor may request the board‘ofydirectors t@ call such
meeting; and if the board of directors fails to call the meeting accordingly,“the auditor ma @ an
application, setting out the matter , too the Office; and if an application iSiso ‘ade, th ice call

the extra-ordinary general meeting of the company.

(3) If the shareholders holding at least ten percent shares of the paid=up capi fany or at least
twenty five per cent shareholders of the total number of shareheldess make an application, setting out the
reasons therefore, to the registered office of the company.for calling an extra-ordi general meeting of

the company. < l
(4) If the board of directors does not call the extra-ordinary genera within thirty days from the
date on which an application is made pursuant te,Sup-secti % cerned shareholders may make

a petition to the Office setting out the mattenpand if a sucl s made, the Office may cause to call
such meeting.
(5) If the Office deems necessafy. to callan extra-ordiny general meeting in view of the findings of any
inspection or investigationerfer any others n, it any itself call or cause there board of directors to
call such meeting.

6. Discuss the legal provision on removal itor under Companies Act, 2063.

Answer:
Under Section 119 of Companies Act, 2063,

Provision relating f appointed auditor:

(1) No auditor @ppointe rsuant to this Chapter shall be removed pending the completion of audit of
accounts of any year for which he/she was appointed as the auditor.

(2) Notwiithstanding anything contained in Sub-section (1) , if any auditor breaches the code of conduct

com ct contrary to the prevailing law, such auditor may be removed through the same process
wherebyhe/she was appointed as auditor, by giving prior information to the Nepal Chartered
Accountants Institute, and with the approval of the regulatory authority, if any authorized by the
prevailing law for the regulation of business of the company concerned , and failing such authority, with
the approval of the Office.

(3) While removing an auditor pursuant to Sub-section (2), the auditor shall be provided with a
reasonable opportunity to defend him/herself.
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Securities Act 2063

7. What are the Qualification of Chairperson and member of SEBON.

Answer

Securities Act, 2063

10. Qualification of Chairperson and member: In order to be app
as the case may be, a person shall have to possess the qualification,a

% : hairper% ber,

(@) One who is a citizen of Nepal,

(b) One who has maintained high moral character,

(c) One who has gained at least seven years of proféssional experience in the f of stock exchange
management, capital market development, economics, nc ,commerc@wagement or law, and

(d) One who is not disqualified under Section @

Under section 11 Any of the followi shall ble to be appointed to the office of
Chairperson or member, as the case‘may b

(@) One who is an officer-beare%) itical party, /

(b) A person involved in seetfities husiness,

(c) One who is adjudic % solve

(d) One who is insane,
(e) One who has be

8. Discuss the ‘conditions, where -Securities Board of Nepal may refuse to issue license to a body
corporate to carry nge under Securities Act, 2063.

Answer:

Securitiés Act

Section40. Power to refuse to issue license to carry on stock exchange:

(1) Net nding anything contained in Section 38, the Board may, on any of the following
conditions; refuse to issue a license to a body corporate to carry on a stock exchange:

(a) Where it is not necessary to carry on the stock exchange based on the development of industry and
business and feasibility of the existing transactions in securities,

(b) Where it does not appear just and appropriate to allow the operation of stock exchange for the
protection of interests of investors.

onvicted by the co an offense involving moral turpitude.
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(2) Where the Board is to refuse the issue of a license to any body corporate to carry on the stock
exchange on any condition referred to in sub-section (1), the Board shall give a notice assigning the
reason for such refusal to the concerned body corporate.

9. Write Short Notes on types of securities business
Answer:

Securities Act, 2063

Section 63. Types of securities business: (1) the securities busi @o divifled“imto theyfollowing
types:-

(a) Securities brokerage,

(b) Securities trade, ’S Q

(c) Issue and sales management,

(d) Investment management,

(e) Investment consultancy service, @
(F) Collective investment fund manag

(9) Securities registration or securities central deposit service stodial service,
(h) Service relating to the settlement of'the account of S?Jrities transactions,

(i) Market maker,

() Such other business @
(2) The scope and_other<provisio
prescribed.

10. Discuss th ances where Nepal Rastra Bank may refuse to issue a license to any bank or
financial’institution fo carry on the financial transactions under BAFIA.

pecified b Board to be a securities business.
ns securipres business referred to in Sub-section (1) shall be as

nks and Financial Institutions Act, 2063

AnsWwer:
Banks ane Financial Institutions Act, 2063

Section 32. Power to refuse to issue license to carry on financial transactions: (1)Notwithstanding
anything contained in Section 30, the Rastra Bank may, in any of the following circumstances, refuse to
issue a license to any bank or financial institution to carry on the financial transactions:

(@) If, in view of the existing condition and potentiality of the banking or financial sector, it does not
appear appropriate to grant a license to additional bank or financial institution to carry on the financial
transactions;
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(b) If, in the light of the situation mentioned in Clause (a), for the protection of the interests of
depositors, it does not appear just and appropriate to issue a license to carry on the financial transactions;
(c) If it does not appear that the details or requirements referred to in Sections 29 and 30 have been
completed.

(2) If there exists a situation where the license to carry on the financial transactions cannot be issued to
any bank or financial institution pursuant to Sub-section (1), the Rastra Bank shall give a notice thereof,
accompanied by the reason for the same, to the concerned bank or financial institution within one
hundred twenty days from the date of application. If the Rastra Bank has requested for any/additional
details within that period, such notice shall be given within ninety days from*the\date of recelpt
details.

institution of
ion fails to meet any of the
following conditions, the Rastra Bank may make afdecisiongto convert it intoj@ Class “B” licensed
institution if it is a Class “A” licensed institution,.and 6 a Class “C” I@d institution if it is a Class

Under Section -37 of Banks and Financial Institutions Act, 2063, Genversio
higher class into licensed institution of lower class: (1) If any lieensed instit

“B” licensed institution:

(a) If it has failed to raise the capital as presegibed,within th @ibed by the Rastra Bank;

(b) If it has been incurring loss since five'consecutive ye

(c) If it has been subjected to action‘for frequent violations of Irectives issued by the Rastra Bank;
(d) If it has failed to maintain atisk-beaking fund as presgribed by the Rastra Bank.

(2) The Rastra Bank shall, prionto taking acti ainst any bank or financial institution pursuant to Sub-
section (1), give a reasonable opportuni concerned bank or financial institution to furnish its
explanations against suchwaction.
(3) If any licensed bank or financial institttion of a higher class intends to be converted into a licensed
bank or financialmstitution of er class and makes an application to the Rastra Bank for approval,
and if the Rastra Bank gives itSyapproval after making necessary inquiries, such bank or financial

institution shall be converted into a ficensed bank or financial institution of a lower class.

""Mrs Rima asks your suggestion about any legal complication on issuing the report. Advice
her'with other related provision of BAFIA whether she is qualified or not.

Answer:
BAFIA
Section 61. Disqualification for appointment as auditor: Any of the following persons or any firm or
company in which such person is a promoter or partner shall not be eligible to be appointed as an auditor
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of a licensed institution and shall cease to hold the office of auditor even though such person is already
appointed:

(a) A director of the licensed institution or his or her family member;

(b) An employee of the licensed institution;

(c) A person working as a partner of any director or employee of the licensed institution;

(d) A debtor of the licensed institution;

(e) A person who has been punished in an offense relating to audit, and a period of five years has not
lapsed after he or she has served the punishment; $

(F) A person who is insolvent;

(9) A person, firm, company or institution having subscribed one pe bor'more of ‘theyshar the
licensed institution; %

(h) A person who has been punished by the court for a criminal offerse involyi pral trpitude, and a
period of five years has not lapsed after he or she has served th iShment;

(1) A person who has been punished by a court for an se relating to corruptio cheating;
(1) A person who is not included in the list of auditors oved by the R@Bank.

<

on, daughter, adopted son, adopted

U

daughter, father, mother, stepmot nd elder brother, younge %E

2(pp) “family” means the concerne usband
ngerbrother, elder sister and younger sister to

be maintained by him or her; \ /
On the basis of abov o@ adopted. S daughter of director of the bank is not in the family
member's list, hen@ ied appoi as an auditor of the Bank.

; q/ Nepal Rastra Bank Act, 2058

12. What are the f Sduties and powers of the Governor under Nepal Rastra Bank Act, 2058?
Answer,
Sec ®Functions, Duties and Powers of the Governor: (1) The functions, duties and powers of

the Governor shall be as follows:-

(a) To implement the decisions made by the Board;

(b) To operate and manage the Bank;

(c) To systematize the functions to be carried out by the Bank;

(d) To represent and cause to represent on behalf of the Bank in international organizations and
associations;

(e) To implement and cause to implement the policies relating to monetary and foreign exchange matters;
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(F) To formulate necessary policy on rates of interest for deposits and loan with commercial banks and
financial institutions;

(9) To formulate necessary policies with regard to the rates of interest to be paid by commercial banks
and financial institution on deposit and loan or the rate of interest to be charged by them on deposits and
loan;

(h) To formulate necessary policies relating to liquidity to be maintained by commercial banks and
financial institutions;

(i) To make necessary arrangement with regard to the basis, amount, methods, conditions and duration of
compulsory deposit to be maintained by commercial banks and financial instittitions, and its u

(j) To fix the terms and conditions relating to adequacy of the capital fupd ef commiereial b and
financial institutions;

(k) To take decision with regard to the procedures and tefms and conditi %Jllowed while
purchasing and selling gold and other precious metals;

(I) To fix the charge on the services to be provided bygthe Bank;

(m) To take decision for opening and closing branchtoffices and othe@es of the Bank as may be

(o) To make necessary arrangement for‘development and’ope of information system of the Bank;
(p) To make necessary arrangementfor supervision of com banks and financial institutions;

(g) To take decision with regaréyto revegation of the Iicyse provided to commercial banks and financial
institutions;

(r) To take decisions op any other matter; to the powers delegated by the Board of Directors; (2)
The powers to be exercised bythe G or of @)€entral Bank in accordance with international practice
shall be vested in thexGovernor.

necessary;
(n) To establish and close the agency of the'Bank; @
me

13. What are the may consist in the Foreign Exchange Reserve under Nepal Rastra Bank
Act, 2063.

Answer,

Under Section 66 of Nepal Rastra Bank Act (1) The Bank shall mobilize the foreign exchanges reserve.
Suchises all be denominated in the respective foreign exchange and such reserve shall consist of
the following assets:-

(a) Gold and other precious metals held by or for the account of the Bank;

(b) Foreign currencies held by or for the account of the Bank;

(c) Foreign currencies held in the accounts of the Bank on the books of a foreign central bank or other
foreign banks;

(d) Special drawing rights (SDR) held by the Bank at the International Monetary Fund;
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(e) Bill of exchange, promissory note, certificate of deposit, bonds, and other debt instrument payable in
convertible foreign currencies issued by any debtor or liability holder and held by the Bank;

(F) Any forward purchase or repurchase agreements of the Bank concluded with or guaranteed by foreign
central banks or public international financial institutions, and any futures and option contracts of the
Bank providing for payment in freely convertible foreign currency.

(2) While selecting the assets referred to in Sub-section (1), due consideration should be given to the
Bank's capital and liquidity to maximize earnings.

(3) The Bank shall maintain international reserve at a level, which shall be adequate for the eXecution of
monitory and exchange rate policies and for the prompt settlement of the intermational transac

(4) If international reserves have declined or, in the opinion of Bank, are in danger of inin such
an extent as to jeopardize the execution of the monetary orsexehange/rate p in prompt
settlement of the country's international transactions, the Bank shallgsubmit %nt of Nepal a
report on the international reserves position and the causes whieh,have led orimayjlead to such a decline,
together with such recommendations as it considers ngeessary t@ remedy the situat

(5) Until such time as, the situation referred in Sub-section (4) has bee@ified, the Bank shall make
further such report and recommendations to G@vernmentof Nepal.

(6) The Bank shall hold the foreign exchange,reserveseferr ction (1) in its balance sheet.
kndustri erprises Act, 2049

14. Enumerate the constitution/of InduStgial Pro on Board?

Answer

Section 12. Constitution 0f Industrial Promotion Board:

(1) Government o constitute an Industrial Promotion Board consisting of the following

members:

(@) The Minister inister for Industries -Chairman

(b) The Assistant Minister for Industries -Member

ing after industries), National Planning commission -Member

or, Nepal Rastra Bank -Member

(e) The Setretary, Ministry of Industry -Member

() The Secretary, Ministry of Finance -Member

(9) The Secretary, Ministry of commerce -Member

(h) The Secretary, Ministry of Tourism -Member

(i) The Director General, Department of Cottage and Small Industries - Member

(J) Representative, Federation of Nepal Chamber of Commerce and Industry -Member

RTP-CAP Il —Advanced Accounting-2016-December@ICAN Page 11 of 279

www.auditnca.com


www.auditnca.com
www.auditnca.com

(K) To persons nominated by Government of Nepal, either from among the industry, commerce and
tourism sector organizations or from among the persons of high distinction in the same field -Member

(I) The Director General, Depart of Industries -Member Secretary

(2) Government of Nepal may, by notification published in the

Nepal Gazette, make necessary alteration or change in the membership of the Board.

(3) The Board may, if it deems necessary, invite any national or foreign expert or consultant at any
meeting of the Board to participate therein as an observer.

(4) The procedures relating to the meetings of the Board shall be as determined by:ithe Board.

Q>

15. Discuss the circumstances in which the employeegmay be retrenched under Labour Act, 2048. Mr. A,
B, C are engaged in similar types of works_in any.gstablishment. was appointed in the year
2065, Mr. B was appointed in the year 2067 and»Mr. C w ed in the year 2069. The
establishment wants to retrench Mr. AvanthC, ean it with reference to the relevant
legal provision.

Labor Act, 2048

/

Answer

Section 12. Retrenchment and rei ment: If, for any special circumstances, the production or
service of the Enterprise had to be curtail the Enterprise has to be closed party or wholly for more
than three months;, the Propfietor’ may, with the approval of Government of Nepal through the
Department of Eabour, retrench he number of the workers and employees, partly or wholly, of the
Enterprise.

O(1A) If the Ma
retrenchment of worker

a demand to Government of Nepal for approval in respect of the
r.employees pursuant to Sub-section (1), Government of Nepal shall have to
make decision months on whether such retrenchment of employees to be made or not.

(2) Whije retrenching the workers or employees under Sub-section (1), engaged in similar type of works,
those permanent workers or employees who \were appointed in the last shall be retrenched first.

Pro

, If 1t is required to retrench some of the workers or employees appointed earlier, not
following~the prescribed order of retrenchment such retrenchment may be made by specifying the
reasons thereof.

(3) While doing retrenchment as per Sub-section (2), it shall be done as follows —

(@) By providing a notice with the reasons or retrenchment either one month in advance or paying the
remuneration of one month in case of worker or employee who is permanent, and
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(b) By paying a lump sum compensation to each worker or employee of the amount of remuneration
calculated by multiplying the number of each year of service performed at the Enterprise by the amount
of his/her present remuneration for 30 days.

Explanation: For the purposes of this Clause, the work performed for at least six months in any year
shall be counted as one year of service.

(4) The provisions of Sub-section (3) shall not applicable to any worker or employee appointed under
contract service.

(5) If anybody has to be engaged in the job of worker or employee retre rlier, rior@l be
given to the retrenched workers or employees. ’x

Explanation: For the purposes of Section 11 and 12 the "Special €ircums eean damage,
break down or failure of machines or the Enterprise and ther sing stoppage in the production or

failure in the supply of fuel, electricity, coal or simi nergy, or due to any king of force majeure or
insufficient supply of raw materials or stock piling o oduced g(@ue to loss of sale or other

similar situations. @

On the basis of above relevant provisi ilexetrench ers or employees engaged in similar
type of works, those permanent workers oremployees who \wete4ppointed in the last shall be retrenched
first.

However if it is required nch,some o workers or employees appointed earlier, not following

the prescribed order of. r t suchr hment may be made by specifying the reasons. Hence
the establishment may r r. specifying reason.

Bonus Act, 203 E
iscuss t ategories of Bonus And Time-Limit for Payment of bonus under Bonus Act,

n

16.
2
Answe
Bon
Section'9: Categories of Bonus And Time-Limit for Payment
1. Bonus payable under this act shall be paid in cash.
2. Bonus shall be paid within eight months after the expiry of the fiscal year.
3. In case the General Manager submits an application to the Labor Office mentioning the

reasons why bonus con not be paid within the time-limit mentioned in Sub-Section (2),
and in case such reasons are considered proper, the Labor Office may extend the time-
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limit for a maximum period of there months, or permit the payment of two years bonus in
one lump sum during the next fiscal year.

Contract Act 2056

17.  The law of contracts is not a whole law of agreements, nor is it the whole law of obligations. It is

the law of those agreements which create legal obligations and those obligations which/have their
source in agreement. Discuss

Answer:

The above mentioned statement was stated by Salmond. As law of «cludes from its
purview all such obligations, and agreements of social natuke,and henc t enforceable by law.
All contracts are agreements, but all agreementstate not gontracts. So there/ 48 material difference

between agreements and contracts. Q

Only those agreements which are enforceable by law ar, s. Thus legally enforceable
promises are termed contracts. To be a“alid,coptract i @ertain requirements or possess
certain essential elements. EssentialS*efuthe,valid contia : Offer and acceptance, Intention to
create legal relations, LawfulgConsideration/object, Cap of parties, Free consent, Meeting of
Mind, Writing and registratien, Possibility of performance.

An agreement enforeeable by la contract. Enforceability implies a legal obligation or
duty arising out of. agrkeement. But gve rt of agreement may not create legal obligation. If an
agreement creates obligatien whi be enfefced through a court of law, the agreement is known a
contract.

WHheréwagreement
contract. Alll'legal o

t create legal obligation, it does not fall under the definition of the

duty etc.
So, §i agreements are not contract, the law of contracts is not a whole law of
agreements.

Insurance Act 2049

18. XYZ Insurance Company is dissolved due to cancellation of its registration under Insurance Act as
liability of it exceeded its assets within Nepal. The company is unable to settle all of its liability. The
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insured, employee of Insurer, Creditor all claimed their amount requesting for giving first priority to
them. Discuss the settlement of liabilities in this situation under Insurance Act, 2049.

Answer

Section 41B. Order of Priority in Settlement of Liabilities : If any Insurer is dissolved due to the
cancellation of its registration pursuant to Section 13, the liabilities shall be settled in the following order
of priority :-

(a) The expenses incurred for the dissolution,

(b) The amount to be paid against the insurance claims to the Insured purs ection 16,

(c) The remuneration and other outstanding amounts to be obtained L @w yees of the,Insurer;

(d) Loan amounts,
(e) The amount to be paid to the Board,
(f) The amount to be paid to the Government of Nepal .
L 4

Negotiable Instruments Act 2034 @

19.  What do you mean by Holder in Bue Course? A D a Crossed Cheque in favorable of B
bearing in the words "notﬁl e". C Steals tysame from B and endorses to D. D takes the
3, i

instrument for value beg overd without any notice of defects in the title of C. Can D
become a good o e instr iscuss the objective of not negotiable crossing with
relevant proviio@e able umentAct 2034.

Answer:

Negotiable Instruments Act, 2034

2Kk) "Holder" ns a pe
recieve the amo it.

entitled in his own name to the posession of a Negotiable Instrument and to

2(0
accorai w, in the case of a Negotiable Instrument payable to a bearer, and the Payee or a person
endorsedby him, in the case of a Negotiable Instrument payable to the ordered perosn.

Provided that, such entitlement must have received or endorsed before the maturity of such Negotiable

Ider in due Course”™ means a person having entitlement upon the Negotiable Instrument

Instrument without having sufficient cause to believe that any defect existed in the title of the person
from whom he derived his title.

RTP-CAP Il —Advanced Accounting-2016-December@ICAN Page 15 of 279

www.auditnca.com


www.auditnca.com
www.auditnca.com

89. Cheque Bearing ""Not Negotiable™: A person taking a Cheque Crossed generally or specially
bearing in either case the words "not negotiable” shall not have, and shall not be capable of giving a
better title to the Cheque than that which the person from whom he took it had.

So, if the holder has a good title, he can still transfer it with a good title, but if the transferor has a
defective title, his transferee is affected by such defects, and he can not claim the rights of a holder in due

course. ‘

The primary objective of not negotiable crossing is to safeguard the intekestvof the t wn the
cheque. It is in reality a warning to the payee or endorsee or to the helder of the clieqUgyto acgept it only
if he knows the endorser and is convinced that the latter has good title thereto ause in'its absence, his

own title to the cheque will become defective and he himselfywill be liable to\the true owner of the
cheque even if he has acquired it for consideration.

If the transferor had defective title, the title' of the ‘holder in Qe also becomes defective.
Therefore, he will have to refund the amount,totthe true o ineiple of "Nemo Dat Quod non hebet
will be applicable to a cheque with a notfiegetiable cros

So, cheque with not negotiabledgrossing,are negotiable; long as their title is good.Once the title of the
transferor becomes defective™the title of the eree Is also affected by such defect and the transferee
can not claim the right ofya holder in due c . S0 Mr. D can not claim the right of a holder in due
course and he can not be‘agood own

20. When doesnotice of dishonofunnecessary Under Negotiable Instruments Act, 2034?

Negotiable Instr ct, 2034
hem Notice of Dishonour is Unnecessary: No notice of dishonour is necessary in the

(a ispensed with by the party entitled thereto,

(b) Wh e Drawer has countermanded payment,

(c) When the party has not suffered damage for want of notice,

(d) When the acceptor is also a Drawer,

(e) In the case of a Promissory Note which is not negotiable.

(f) When the party entitled to notice cannot after due search be found, or the party bound to give notice,
is for any other reason, unable without any fault of his/her own to give it,
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(9) When the party entitled to notice, knowing the facts, promises unconditionally to pay the amount due
on the Negotiable Instrument.

Social Welfare Act, 2049

21. What are the Functions, Duties and Powers of the Social Welfare Coun

Q>

Answer

Section 9 of Social Welfare Act, 2049

The functions, Duties and Powers of the Council shal s follews:

(@) To run or cause to run the social welfare activit i thly and €ffectively, to extend help to the

social organizations and institutions and to (de vel o-ordinati g them and to supervise,
followupand carry out evaluations of their activiti
(b) To extend or cause to extend help
development, strengthening and extension
(c) To work or cause to work V dinator betwe?Government of Nepal and social organizations

and institutions.
(d) To provide consultane Nepal in order to formulate policies and programmes

directly related to social Far \V/ and other social services.
(e) To establish an ish and conduct a fund, for the social welfare activities.
() To work center for dissemination of information and documentation to the

welfare.
(h) To carry to carry out the physical supervisions of the properties of those social
institutions and

cause to make contract or agreement with the local, foreign or international organizations
and for countries.
(K) To collect grant from the national and international agency and to manage the received grant.

WTO and Nepalese Laws

22. What are the Objectives of WTO?
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Answer
Followings are the objectives of WTO;

(1) to implement the new world trade system as visualized in the Agreement;
(2) to promote World Trade in a manner that benefits every country;

(3) to ensure that developing countries secure a better balance in the sharing of, the advantages resulting
from the expansion of international trade corresponding to their developmentakngeds;

(4) to demolish all hurdles to an open world trading system and usher in international economic
renaissance because the world trade is an effective instrument 16 foster'eeenomic growth;

(5) to enhance competitiveness among all trading partners so assiesbenefit consumers and help in global
integration;

(6) to increase the level of production and prod@uctivity\with a view to ensuring level of employment in
the world;

(7) to expand and utilize world resources\o the'best;

(8) to improve the level of liviag for the global population and speed up economic development of the

member nations.

23. Write Shoftwotes/ Distingui tween the following.

a) Reinsurance and D e insur

Every insurance comgany has a limit to the risk it is willing to undertake in respect of an individual

policy. Thus, insurance company finds that it has entered into an insurance contract which is an

expenstve. progosition for it or if it wishes to minimize the chances of any possible loss, it will

reinsure a portion of the risk with some other insurance company or companies. This is known as re
ur

When the same subject matter is insured with two or more insurers and the total sum insured exceeds
the actual value of the subject matter, it is known as double insurance and it amounts to over
insurance. In case of loss, the assured may claim payment from the insurers in such order as he thinks
fit, but he will not get more than his actual loss, as each contract of insurance is a contract of
indemnity. The advantage of double insurance is that it protects him against loss in the event of one or
more of the insurers becoming insolvent, he can recover up to the value of the policy from the solvent
insurer. There is no double insurance in case of life insurance.
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Reinsurance Vs. Double insurance.

1. Re insurance business entered into by the original insurer with other insurers. But
in double insurance the insured gets the same subject matter insured with more than one insurer or
under more than one policy with the same insurer.

2. In reinsurance the insured cannot claim any part of his loss from the insurer. But in double insurance
the insured can claim only his actual loss from each of the insurers up to,the amount insured with
them.

towards loss suffered by the insured.

L 4
b) Standard Form Contract. v C \
Answer:
Where the term and condition of agreemen been fixed in a standard form and the other party
of the agreement has to accept those ndition such types of contract is called 'Standard Form
of Contract’. In the modern a me persons, institutions or establishments such as the Railway,
insurance companies, Bank, N&fﬁc ers of various goods, etc. may have to enter into a very large

numbers of contracts wit of persons, they cannot possibly negotiate individually with the
persons with whom the %@o s are to be made. Contracts with pre-drafted matters are generally
prepared by one party, whi e other has to agree to it or leave it.

B 4

\®
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FINANCIAL MANAGEMENT
QUESTIONS

Time value of Money
Question 1

Mr Ramesh Thapa, Senior Computer Engineer of the ICT Technology Pvt Ltd wish to retire
forty years from today. He determine that he need Rs 500,000 per year onge he retire, with the
first retirement funds withdrawn one year from the day he retire. He esti

financial consultant

a. How much must he should deposit in an accou
for retirement?

b. How much must he should dep
year from today, so that he have enough

Capital structure and Leverage
Question 2
Nepal Sugar Factory Pvt Itd"is

2 profit making co , Is planning to expand new line of

rate is 30% and par value of equity share is Rs.100 in each case
is suggest the company on determination of capital sturcutre.

Question 3

Lipton Limited has the following book value capital structure:

10 million Equity Share at Rs.100 Rs.1,000 million
2.5 million,10.5% Preference Share Capital at Rs.100 Rs.250 million
1.5 million, 9% Debentures at Rs.1000 Rs.1,500 million
8% Term Loans from Financial Institutions Rs.500 million
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The current market price per equity share is Rs.560. The prevailing default-risk free
interest rate on 10-year Treasury Bonds is 6.5%. The average market risk premium is
8.5%. The beta of the company is 1.2515.
The preferred stock of the company is redeemable after 5 years is currently selling
at Rs.94.59 per preference share.
The debentures of Lipton Limited are redeemable after three years and are quoting
at Rs.975.13 per debenture. The applicable income tax rate for the co i
Required:
(i) Calculate weighted average cost of capital of the co market value
weights.
(ii) Define the weighted marginal cost of capital structure
750 million , given the following information
» The firm plans to have a target debt to
* The debt capital will be raised through
of 9.5% for the first 200 million and 109
» The beta of new project is 1.43

Cost of Capital

Question No 4:

JKL Ltd. has the following’book-Vvalue capital str s on Ashad 31, 2072.
' Rs.
Equity share capit 40,00,000
11.5% preferen 10,00,000
10% debentures 30,00,000
80,00,000

ells for Rs.20. It is expected that the company will pay
per equity share, which is expected to grow at 5% p.a.
porate tax rate.

welghted average cost of capital (WACC) of the company based on the
ital structure.

e the new WACC, if the company raises an additional Rs.20 lakhs debt by
ing 12% debentures. This would result in increasing the expected equity
dividend to Rs.2.40 and leave the growth rate unchanged, but the price of equity
share will fall to Rs. 16 per share.

Analysis of Financial Statement

Question No 5 :
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Pooja trade Ltd is a dealer in automobile components. While preparing the financial statements
for the year ended 31.03.2073, it was discovered that a substantial portion of the records were
missing, however the accountant was able to gather the following data

Liability Rs Rs Assets Rs Rs

Authorised , subscribed and Paid up
Share Capital ( 20,000 Equity Share of
Rs 10 Each) 200,000

Reserve and surplus

120,000

Balance as on 01.04.2072 60,000
Add: Transfer during the year
15% Loan

Current Liabilities
Proposed Dividend
Provision for Tax
Creditors

Total

Following are other informati

1. Current Ratio

2. Cash and Bank
3. Debtor turnove
4.Stock turnover
5. Creditor

2 time?
0% of total current assets

times

times

12%imes
25%
20%

33.33%

1 times

3 times (Interest on the balance of loan outstanding on

1.4.72)

180000
40%

Valuation of Securities
Question No 7:

YHT Ltd is expected to pay a dividend growing at 30% for the next three years. In the fourth
year, the dividends will begin to grow constantly by 1.5%. If this year's dividend was Rs 5.00
and the appropriate discount rate is 13%, what is the current price of YHT stock?
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Valuation of Securities
Question No 8:

The par value of the share of Sanima Bank is Rs 100 and the bank will pay a dividend of 36%
next year. The required rate of return of investor is 12% and expect the dividend to grow forever
(at a constant rate). If investor are now willing to pay Rs 730.00 to purchase stock of Sanima
Bank. What must the implied growth rate?

Capital Investment Decision

Question N0 9 :

The Gorakh-Kali Rubber Udyog manufactures sm
market. It is presently using 8 machines which were i : t of Rs 18
lakh each having a useful life of 8 years with no salva e company
is to depreciate all machines in 5 years. Their i units while the

from a leading automobile company o y of 20 lakh rubber
bushes at Rs 15 per unit. The existing achln S 12 lakh per machine. It is
estimated that the removal cost of ,000. In order to meet the
increased demand, the Gorak quire 3 new machines at an
ined production capacity of 52

rating parameters with the replacement by the new machines are as follows:
working capital — Rs 50 lakh.

s in cost of utilities — Rs 2.5 lakh.

iii.  Maintenance cost — years 1-2 (Rs 7.5 lakh); years 3.5 (Rs 37.5 lakh).

iv.  Raw materials cost — 55 per cent of sales.

v.  Employee requirement (6 skilled at monthly salary of Rs 7,000 each and one for
maintenance at monthly salary of Rs 6,500).

vi. Laying off cost of 34 workers — (Unskilled-18; Skilled-12; Supervisors-3; and
maintenance-1) Rs 9,21,000, that is equivalent to six months salary.
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(i)
(ii)

vii.  Insurance cost/premium-2 per cent of the Purchase cost of machine in the first year
and discounted by 10 percent in subsequent years.

viii.  Life of machines — 5 years and salvage value — Rs. 10 lakh per machine.

The company follows straight line method of depreciation and the same is accepted for tax
purposes. Corporate tax rate is 35 per cent and the cost of capital is 20 percent.

As the Finance Manager of Gorakh-Kali Rubber Udyog prepare a rep
the top management with your recommendations about the financial vi
replacement of the existing machine.
Capital Investment Decision

for submission to
ity of the

Question No 10:

units, which can be sold at Rs. 6 per unit. Ann
2,00,000 (excluding depreciation) at this g
unit for the same level of production.

Nepal Timber Ltd. has just come acr
the same output at an
depreciation).There will besn

achine-S capable of giving
s. 1,80,000 (exclusive of
Capital cost of this machine is Rs.
residual value.

The company has an.e : * achiﬁ-R at Rs. 1,00,000. But the cost of dismantling
and removal will @ . As the company has not yet commenced operations,

it wants to sell e Machine-S
Nepal Tim company for seven years in view of several incentives
and all ppany plans to follow dividend discount model to estimate the

year. Th icetef company ‘s equity share is Rs 90 per share. The dividend
per share IS expected to grow at 10% per annum. Ignore tax on capital gain
or loss. P.V¢ years at 14% are as follows:

Year P.V. Factors

1 0.877
2 0.769
3 0.675
4 0.592
5 0.519

Advise whether the company should opt for the replacement.

Will there be any change in your view if Machine-R has not been installed
but the company is in the process of selecting one or the other machine?

Support your view with necessary workings.
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Capital Investment Decision
Question No 11

Om Co-Operative Limited has decided to go in for a new model of Mercedes Car. The cost of
the vehicle is Rs.40 lakhs. The company has two alternatives:

(a) taking the car on finance lease; or
(b) borrowing and purchasing the car.

The vehicle is expected to have useful life of 5 years,
Rs.10 lakhs at the end of year five. The depreciation

borrowing rate for the company is 13.8462%.
What is the net advantage of leasing for the

Working Capital Management an

Question No 12:

A proforma cost sheet of a Hulas the following particulars:

Particulars Amount per unit
Raw materials 80
Direct labour ' 60
Overhead 62
Total cost 202
Profit 88

290

ebtors is two months;

in payment of wages is 1.5 weeks and one month in overhead expenses;

f the output is sold against cash; cash in hand andat bank is desired to
be maintained at 15% of net working capital.

Required:

You are required to prepare a statement showing the working capital needed to finance a level
of activity of 1,20,000 units of production. You may assume that production is carried on evenly
throughout the year, and wages and overheads accrue similarly. For calculation purposes, 4
weeks may be taken as equivalent toamonthand year has 52 weeks.
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Account Receivable Management
Question No 13

As a part of the strategy to increase sales and profits, the sales manager of a Nepal Cookies
Pvt Ltd proposes to sell goods to a group of new customers with 10% risk of non-payment.
This group would require one and a half months credit and is likelyato increase sales by
Rs 1,00,000 p.a. Production and Selling expenses amount to 80% of and the income-
tax rate is 30%. The company’s minimum required rate of return

Should the sales manager’s proposal be accepted?

Also find the degree of risk of non-payment that
assume if the required rate of return (after tax) were

Payment to creditor
Question No 14:

Misha Limited presently gives ter : 6 crores in sales, and its
average collection period is 45 days. i company may give terms
of net 60 days. If it does i * expected to increase by 15%.

era i exXpected to be 75 days, with no
gustomers. Variable costs are Rs 0.80
for every Rs 1.00 of sa com@y’s required rate of return on investment in
receivables is 20 (he company extend its credit period? (Assume a 360
days year).

redit period is 90 days. The past experience shows that bad debt
. The Company’s administering cost for collecting receivables is Rs.

Valuation of mutual Fund
Question No 16:

A Siddhartha Mutual Fund has the following assets under it on the close of business as on:
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1st Baishak 2nd Baishak,
2073 Market 2073 Market
price per share | price per share

Company No. of Shares
HIDCL 20,000 435 445
Fewa Bikas Bank 30,000 322 360
Garima Bikas Bank 20,000 461
Malika Bikas Bank 60,000 525

Total No. of Units 6,00,000

(i) Calculate Net Assets Value (NAV) ofithe Fu

(i) Following information is given:
Assuming one Mr. A, submits a cheque of R
manager of this company purchases 8,0
amount is held in Bank. In such a case,

Find new NAV of the Fund as on 2n

d and the Fund
k and the balance

Capital Investment Decisi
Question No 16
A Kathmandu Oil E

produced by one : facturing process to be converted into a marketable
product. At pres 1€ i ved by a contractor for disposal on payment by the
company o f e next four years. The contract can be terminated
upon i machine on payment of a compensation of Rs. 30 lacs before
the proc ThiS'compensation is not allowed as deduction for tax purposes.

The mach rrying out the processing will cost Rs. 200 lacs to be financed by a
loan r, | installments commencing from the end of year 1. The interest rate is

16% end of the 4th year, the machine can be sold for Rs. 20 lacs and the cost
i removal will be Rs. 15 lacs.

Sales a i costs of the product emerging from waste processing for 4 years are estimated
as under: (Rs. In lacs)

Year 1

Sales 322

Material consumption 30

Wages 75

Other expenses 40

Factory overheads 55
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Depreciation (as per income tax 50

Initial stock of materials required before commencement of the processing operations is Rs.
20 lacs at the start of year 1. The stock levels of materials to be maintained at the end of year
1, 2 and 3 will be Rs. 55 lacs and the stocks at the end of year 4 will be nil. The storage of
materials will utilise space which would otherwise have been rented out for Rs. 10 lacs per
annum. Labour costs include wages of 40 workers, whose transfer to this process will reduce
idle time payments of Rs. 15 lacs in the year 1 and Rs. 10 lacs in the, year 2. Factory
overheads include apportionment of general factory overhead g, the extent of
insurance charges of Rs. 30 lacs per annum payable on this Ven e. The Company’s tax rate is
50%.
Advise the management on the desirability of installing the m
All calculations should form part of the answer.
Question no 17:
Discuss the dividend-price approach, and earnings price i eveostiof equity
capital.

Question no 18
Liquidity ratios are useful in credit analysis by b nd suppliers of short term loans"
Comment

Question no 19
Explain the following
a. Basic propositionstef m roach
b. Mutual funds
c. Factoring

4
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ANSWER HINT

Time Value of Money
Answer No 1:

a. Amount he must deposit in an account today is
PVretire = Rs 500,000 (PV annuity factor, N=25 and i=6%)
Amount required at the time of retirement is
= Rs 500,000 x PVIFA(6%, 25 yrs)
= Rs 500,000 x 12.783
=Rs 63, 91,500
However, Rs 63,91,500 is the amount required at the time rement amount to be

deposited today is present value of required am
Amount required in an account today =

=Rs 63,91,500 x PVIF ( 6%, 40 yrs)

= Rs 63,91,500 x 0.0972
=Rs 6,21,382

In case altermative (i) is accepted, then the EPS of the firm would be:
(EBIT — I)(1 — Tax)
No Of Equity Share

EPS(i) =

(EBIT — 0.105 x 8,00,000)(1 — 0.3)
12,000

EPS(i) =
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In case the alternative (ii) is accepted, then the EPS of the firm would be
(EBIT —I)(1 — Tax) — prev Dividend

No Of Equity Share
(EBIT — 0.105 x 6,00,000)(1— 0.3) — 0.14 x 2,00,000

9,000
In order to determine the indifference level of EBIT, the EPS under the tw alternative plans

EPS(ii) =

EPS(ii) =

should be equated as follows:
(EBIT — 0.105 x 8,00,000)(1— 0.3)

12,000
_ (EBIT — 0.105 x 6,00,000)(1 — 0.3) — 0.14

9,000
0.7EBIT — 58,800 _ 0.7EBIT — 72,100

4 3
2.1EBIT — 176400 = 2.8 EBIT — 288400
0.7EBIT = 112,000
EBIT = Rs 160,000

Recommendation:

As at the EBIT level Rs 160,00
shareholder wealth. If the co
alternative (ii) would be m

EBIT > Rs 160,000 : alternative (i '

If the company expeCt Id be below the Rs 160,000, Alternative (i) would be
more prefereable

I es same level of EPS to the
ect the EBE Id go above Rs 160,000,

Cost of
Answer

debentures (Kd) :

. . ag N 90 + 1,000
eyt T @yt T (LT yem)y

urity (YTM) = 10% (approximately)
After tax cost of debt ( Kd) = YTM X ( 1-t)
=10% ( 1-0.30)

=7%
Computation of cost of term loans (KT) : =i x ( 1-t)
=8% (1x0.30)
=5.6%

Computation of cost of preference capital (KP) :
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10.5 10.5 10.5 105 100 +10.5

94.59 = + + + 4
(A+ym)*  (A+ytm)®  (1+ytm)®  (1+ytm)*  (1+ytm)®

Yield to Maturity (YTM) = 12% ( approximately)
Kp =12% ) _ _
Computation of cost of equity (Ke) =Risk-Free Rate + Average market risk premium x Beta

=6.5% + 8.5% x 1.2515
=17.15%

Computation of proportion of equity capital, preference share/d ns in the
market value of capital structure: ‘

Market value of capital strticture

' mm oportion
Equity share capital (10 million share Rs 560) ‘ 0 72
10.5% Preferential share capital (2.5 million s \b= 94:59) 6 3
9 % Debentures (1.5 million debentures Rs:975.13 1463 19
8% Term loans 500 6
] 7799 100

Weighted Average cost of Capi : larketdValue Weight)

Preference share
Total Value

Marginal

Cost qu ew Project) = Risk-Free Rate + Average market risk premium x Beta

=6.5% + 8.5% x 1.4375

=18.7%
Cost of Debt (Kd) =ix (1t
First slab =9.5% x ( 1x 0.30)
=6.65%
Second Slab =10% x (1x 0.30)

=7%
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Marginal cost of capital (MCC) =
18.7% x 0.80 + 6.65% x 100/750 + 7 % x 50/750
16.31% (Approximately)

Cost of Capital
Answer No 4 :

D

(1) Weighted Average Cost of Capital of the Company (Based on E

Aft Weights (WN  Weighted

cost

Equity share capital cost (WN 1) 0.075
Cost of preference share capital @11.5% (WN 2) 0.014375
Cost of debentures (WN 3) 0.02437
Weighted average cost of capital 11.38%

Working Note (WN 1)

Cost of Equity Share (Ke) =

- =2 L5
~ Rs20
=15% or 0.15

Annual Preference Dividend

oceeds in the issue of Preference share

% (Interest — Tax)

“Net Proceed
“Bs 3,00,000,—Rs 1,[]5,(](](]:}

Weights of equity share capital,
preference share capital and
debentures in total investment of

Rs.80,00,000:
Weischt of Equitv Share Capital = Total Equity Share Capital
sight of Equily Share tapiial = Total Investments

Eg 40,000,000
Es 80,00,000
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=05
Total Preference Share Capital

Weight of Preference Share Capital =
Total Investments

_ Rs10,00,000

"~ Rs 80,00,000
=0.125
Total Debenture

Total Investments
Rs 30,00,000

Es 80,00,000
=0.375

Weight of Debenture =

Weighted
cost
Cost of equity share capital (WN 6) 0.08
Cost of preference share 0.0115
Cost of debentures @ 10% 0.0195
Cost of debentures @12% 0.0156
Weighted average cost of 12.66%
Working Note (WD
Weights of equi G ; nce share and debentures in total investment of

Rs.100,00,000

Rs= 10,00,000
Es 1,00,00,000

Rsg 30,00,000
Rs 1,00,00,000

Rs 20,00,000
ebenture @ 12% =
Rs 1,00,00,000

=0.2
Working Note (WN 6)
Cost of Equity Share (Ke) = Dividend + growth
ostolEquity Share (Re) = Current Market Price gro
_ Rs240 + 59
~ Rs 16
=20% or 0.20
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Analysis of Financial Statement

Answer No 5:

Statement of Financial Position

Liability

Rs

Rs

Assets

Rs

Rs

Authorised , subscribed and
Paid up Share Capital (
20,000 Equity Share of Rs 10
Each)

Reserve and surplus
Balance as on 01.04. 2072
Add: Transfer during the
year

15% Loan

Current Liabilities
Proposed Dividend
Provision for Tax
Creditors

200,000

120,000

180,000

120,000
160,000
120,000

Total

700,000

Working note

Cash and Bank = ( 30% of Rs 400,000)

Stock and Debtor = (Rs 400,000 —Rs 120,000)

Sales

Debtor turnover ratio =

Debtors

= Rs 400,000
= Rs 120,000

= Rs 280,000
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Sales = 12 x Debtor

Cost of Goods Sold
Stock

Stock turnover ratio =

Cost of goods sold = 12 x Stock

Sales — Gross profit = Cost of goods sold
Sales — 25 % of sales = 12 x stock

0.75 Sales = 12 x Stock

0.75( 12 x Debtor) = 12 x Stock

Debtors 4
Stock 3

4
Debtor = 7 X Rs 280,000 =-Rs

= Rs 1440,000

Proposed Dividend ( 20% of 200,000) =Rs 40,000
Provision for tax= Current Liabilities — ( Proposed Dividend + Creditors)
= Rs 200,000 — ( Rs 40,000 + Rs 120,000)

= Rs 40,000
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Tax rate = 33.33%
Profit before tax ( Rs 40,000 x 3) =Rs 120,000

Profit After tax ( Rs 120,000 — Rs 40,000) = Rs 80,000

Profit before Interest and tax

Interest Coverage ratio =

Interest

3= Rs 120,000 + Interest
B Interest

Interest = Rs 60,000

Plant and Machine 57 = Rs 300,000

Profit after tax + Dep + Interest
Interest + Installment

Rag50,000 + Installment

Installment = Rs 200,0000
Opening Loan ( Rs 60,000 x 100 /15) =Rs 400,000
Closing Loan =Rs 200,000

Profit and loss account for the year ended on 31% Ashad, 2073
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Sale 1,920,000

Less: Cost of good sold 1,440,000
Gross Profit 480,000
Less: Selling and distribution Expense 180,000
Depreciation 120,000
Interest 60,000
Profit Before tax

Less : Tax

Profit After tax

Less : Dividend
Retained Earnings

Valuation of Securities
Answer No 7 :

Dividend at year 0 (D0) =Rs 5
Dividend at year 1 (D1) = DO(1+g)

Dividend at year 2 (D2) = D1(
x (1+0.3)

8.45

=Rs8.45x (1+0.3)
=Rs 10.99

= Rs 10.99 x ( 1+ 0.015)

=Rs 11.15
D4
D2 D3 Ke—g

(1+ke)? * {1+ke}3+ (1+ ke)?

11.15
650 8.45 10.99 013 —0.015

\(1+013) (150137 (10137 (12013
Value Rs 87.18

Value ofiShare

Valuation of Securities
Answer No 8:
Next year dividend (D1)

rate of Return(ke) — growth rate (g)
Rs 36

0.12 — growth rate (g)

Value of share =

Rs 730 =
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36
0.12 — wth rate =
gro rate (g) R= 730
0.12 — growth rate(g) = 0.05
Growth rate(g) = 0.12- 0.05
=0.07 or 7%

Capital Investment Decision

Answer No 9:
Incremental CFAT and NPV (Rs inlakhs)
Particulars 1 5
Sales 300
Add: Cost Savings:
Maintenance (WN 2) 30
Cost of utilities 2.5
Labour Costs (WN3) 25.12
Less: Incremental cost
Raw materials (WN 4) 142.5 142.5 142.5
Depreciation (WN 5) 54 54 54
Insurance (WN 6) 3.34 3 2.71
Earning before Tax . 153.42 155.84 | 158.76
Less: Taxes (0.35) 57‘64 57.806 53.607 54.544 | 55.426
: 105.98 | 107.354 99.723 | 101.296 | 102.93
130.98 | 132.354 153.723 | 155.296 | 156.93
30
50
0.833 0.694 0.579 0.482 0.402
109.1 91.85 89.01 74.85 95.25
460.06
276.55
183.51

Incremental cash outflows:

Cost of 3 new machines (Rs. 100 lakh x 3)
Additional working capital

Less: Sale proceeds of existing machines

Add: Removal cost of existing machines

Tax on profit on sale of machine (working note 1(i))
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Cost of layng off 34 workers (Rs. 921000 tax advantage @ .35 i.e. to Rs. 5,98,650
3,22,350)
Incremental cash outflows 2,76,54,650
) Tax on profit on sale of existing machine:

Sale proceeds of existing machine: 96,00,000

Less: Book value (8 x 12,00,000) (Rs. 18 lakh x 8 — Original Cost 57,60,000
accumulated depreciation 28.80 x 3)

38,40,000

Less: Removal Cost (60,000 x 8) 4,80,000

\3380,000

0.35

1,76,000

WN No 2:
Saving in Maintenance cost: (Rs. in |3
Year 5
Old Machine 67.5
New Machine 375
Saving in cost 30
WN No 3:
Savings in Labour '
Existing labour co
Unskilled (18 x Rs. 3,500 x 12 months) 7,56,000
18 x Rs. 5,500 x 12 months) 11,88,000
(3 x Rs. 6,500 x 12 months) 2,34,000
(2 x Rs. 5,000 x 12 months) 1,20,000
22,98,000
(6 x Rs 7,000 x 12 months) 5,04,000
(1 x Rs 6,500 x 12 months) 78.000
17,16,000

WN No 4:
Incremental cost of raw material:

Raw material required for old machine: (3000000 x Rs 15 per unit x 0.60)
Raw material required for new machine (5000000 x Rs 15 per unit x 0.55)
Additional raw material Cost

2,70,00,000
4,12,50,000
1,42,50,000
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WN No 5:
Incremental Depreciation:

(Rs in Lakhs)

Years

years

Incremental Depreciation

Depreciation (with new machine) (Rs. 100 lakh x 3-10x 3) /5

Depreciation (with old machine) (Rs. 18 lakh x 8/5 years)

WN No 6:
Insurance:  (Rs in lakhs)

Years

New Machine
Old Machine

Incremental Insurance

4.37
1.37

Capital Investment Decisi
Answer No 10:

(i)

3.94
1.23
2.71

Rs. 2,50,000

Less
Less: C
(Rs. 1,00,0 Rs. 70,000
Net Rs. 1,80,000
Inc
Annual cash flow from Machine —S Rs. 2,70,000
Annual cash flow from Machine -R Rs. 2,50,000

Net incremental Cash in flow Rs. 20,000

Present value of incremental cash in

flows

= Rs. 20,000 x (0.877 +0.769+0.675+0.592+0.519)
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= 20,000 x 3.432 = Rs. 68,640
NPV of Machine -S = Rs. 68,640 — Rs. 1,80,000
= (-) Rs. 1,11,360

Rs. 2,00,000 spent on Machine —R is a sunk cost and hence it is not relevant for deciding the
replacement.

Decision: Since Net present value of Machine —S is in the negativ lacement is not

advised.

is to be
made on the basis of independent evaluation of two ir Net-

present values.

achine —S

Units produced ,50,000

Selling price per unit (Rs.) 6
Sale value 9,00,000
Less: Operating Cost
(exclusive of depreciation) 1,80,000
Contribution 7,20,000
Less: Fixed Cost 4,50,000 4,50,000
Annual cash flow 2,50,000 2,70,000
Present value of ca 8,58,000 9,26,640
Cash Outflow 2,00,000 2,50,000
Net Present Val 6,58,000 6,76,640
As the i ine —S is higher than that of Machine —R, the choice
should
Note: As a zer0'tax company for seven years (Machine life in both cases is
only for ciation and the tax effect on the same are not relevant for
consideratio
f lease contract is shown below:
(Rs. in lakhs)

0 1 2 3 4
Cost of car 40
Depreciation 16 9.6 5.76 3.456
Loss of depreciation tax -5.6 -3.36 -2.016 -1.21
shield (Dep tax rate)
Lease payment -8.75 -8.75 -8.75 -8.75
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Tax shield on lease payment 3.0625 3.0625 3.0625 3.0625

Loss of salvage value

Cash flow of lease 40 -11.29 -9.048 -7.704 -6.897

Present value cash flow 00000000 OO00ooOdno Oooooodo ooooodo ood
(0011.2875 x (079.0475 x (07.7035x  (006.8971x  (0116.
0.9174) 0.8417) 0.7722) 0.7084) 0.649

Present value cash flow of lease payment = Rs 39.47 Lakh
Net Advantage of Leasing (Kd = 9%) = Rs.0.53 lakhs (Rs.40 lakh

Working Capital Management and Financial Forecasting
Answer No 12:

Particular Rs.

(A) Current assets:

(i) Stock of materials for 1 month: (1,20,000x 738,462

(it) Work-in-progress for 0.5 month:
(a) Material (1,20,000 x Rs 80 184,615
(b) Labour (1,20,000 x Rs 138,462
(c) Overheads (1,20,000 143,077
(iii) Finished goods for 1 1,864,615
(iv) Debtors for 2 months 2,796,923
767240
6,633,394
738,462
207,692
572,308
1,518,462
5,114,932

Working notes and assumptions

(i) 30,000 units have been sold for cash. Therefore, credit sales pertain to 90,000 units only.
(i) All overheads are assumed to be variable. Presence of depreciation element in overheads

will lower the working capital requirement.
(iii) Calculation of Cash balance

Let x be the net working capital

5,866,154 + 0.15x-1,518,462 = X

4,347,692 =0.85x
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x=Rs 5,114,932
Cash Balance = 0.15 x 5,114,932
=Rs 767,240

Account receivable Management
Answer no 13:
Extension of credit to a group of new customers:

Profitability of additional sales:
Increase in sales per annum

Less: Bad debt losses (10%) of sales
Net sales revenue

Less: Production and selling expenses (80% of sales)
Profit before tax

Less: Income tax (50%)
Profit after tax

Average investment in additional
Period of credit:

Receivables turnover:

Re 1uBu,uuu =Rs 12,500
Rs 12,500 X 80% = Rs 10,000
Re 7,000 _
R= 10,000 X 100 =70%

Acceptable degree of risk of non-payment if the required rate of return
(after tax 1s 30%0)

Required amount of profit after tax on investment:
= Rs 10,000 x 30% = Rs 3000

Required amount of profit before tax at this level:

_  R=3,000 ¥ 100
70
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= Rs 4,285

Net sales revenue required

= Rs 80,000 + Rs 4,285

=Rs 84,285

Acceptable amount of bad debt losses:
Rs 1,00,000 — Rs 84,285

= Rs 15,715

Acceptable degree of risk of non-payment

_ Rs15,714
" Re 100,000

X 100%

=15.7%

(ii) Acceptable degree of risk
(after tax) is 40%:

Required amount of profit after tax
Rs 10,000 x 40% = Rs 4,00

if the req rate of return

(iii) Acceptable degree of risk of non-payment of the required rate of return
(after tax) is 60%:

Required amount of profit after tax on investment:
Rs 10,000 x 60% = Rs 6,000

Required amount of profit before tax:
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R 6,000 X 100
- 70

=Rs 8571
Net sales revenue required:

Rs 80,000 + Rs 8571=Rs 88,571

Acceptable amount of bad debt losses:

Rs 1,00,000 — Rs 88,571= 11429
Acceptable degree of risk of non-payment:
__ Rs1142%

"~ 100,000 X 100

=11.4 %

Payment to creditor

Answer No 14:

Receivable Turnover =

ciated with the new sales

AdditionalNinvestment in receivables associated with the new sales

=Rs18,75,000 X 0.8 = Rs15,00,000

New level of receivables associated with the original sales

_ Rs6,00,00,000
4.8
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=Rs 1,25,00,000
Old level of receivables associated with the original sales

_ Rs 6,00,00,000
B 3

=Rs 75,00,000

Incremental receivable investment, original sales = Rs 50,00,00

Totalincrease inreceivable investment=Rs 15,00,000 + ) 5,00,000.

Advise : As the incremental carrying cost is less t
company should lengthen its credit period from 30 to

ility, the

Factoring
Answer No 15:
Calculation of Net amt financed (RS i
Expected credit sales for next ye 5° 600
Debtors on the basis of 90 da 60 150

(-) Factor reserve 10% -15
(-) Commission charged -3
(-) Interest charged -5.28
126.72

Net periodic
Factoring co 3
5.28
% of 600 x 90/360) -0.525
-15
6.255

cost of factoring = 4.94% x 360/90 = 19.74%
Il sales are credit sales 2. Factor will bear 20% risk of Bad debts

Valuation of mutual Fund
Answer No 16:

NAV of the Fund
__87,00,000 + 96,60,000 + 9220,000 + 315,00,000

600,000
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59,080,000
600,000

=Rs 98.47

The revised position of fund shall be as follows:

1st Baishak 20

Market price @)

Company No. of Shares
HIDCL 20,000
Fewa Bikas Bank 38,000
Garima Bikas Bank 20,000

Malika Bikas Bank 60,000

31,500,000

Cash 424,000
62,080,000
Number of units of Fund =
%30,466 units
nd will be as follows:
2nd Baishak,
2073 Market Total
price per share

445 8,900,000
360 13,680,000
483 9,660,000
515 30,900,000
424,000
63,564,000

nd Baishak, 2073
B 63,564,000

630,466

= Rs 100.82 per unit

Capital Investment Decision
Answer No 16

Statement of Incremental Profit
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(Rs. in lacs)

Years 1
Sales :(A) 322 ) R
Material consumption 30
Wages 60
Other expenses 40
Factory overheads (insurance) 30
Loss of rent 10
Interest 3
Depreciation (as per income tax 0
Total cost: (B) 25
Incremental profit (C)=(A)-(B) 70

Tax (50% of (C))
Statement

(Rs. in lacs)

Years 2 3 4
Material stocks - - -
Compensation fg - - -

50 50 50
-25 -25 -25

87 .756 .658 572

nt value of cash flows 50 1.75 6.288 8.164 7.456

= Rs. 123.658 — Rs 50 =
Net present value 73.658 lacs.

Advice: Since the net present value of cash flows is Rs. 73.658 lacs which is positive the
management should install the machine for processing the waste.

Notes:
. Material stock increases are taken in cash flows.
o Idle time wages have also been considered
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o Apportioned factory overheads are not relevant only insurance charges of
this project are relevant.

o Interest calculated at 16% based on 4 equal installments of loan
repayment.

o Sale of machinery- Net income after deducting removal expenses taken.
Tax on Capital gains ignored.

o Saving in contract payment and income tax there o

considered in the cash
flows.

Answer No 17

what yield the company should pay to attract investors.
It is computed as:

D1
Cost of Equity (Ke) = —

PO
Where,
D1 = Dividend per share in period 1
PO = Market price per share today

adwvocates of

Whereas, on the other hand,
the company with the mar.
would be based upon th
dividend price appro

; approach co-relate the earnings of
ice ofits share. A dingly, the cost of ordinary share capital
rate of earnings“@Fa company. This approach is similar to
null¥fy the effect of changes in dividend policy.

Answer No 18:

Liquidity ratios,are us i company's ability to meet its short-term debt

obligati© look at liquidity ratios when performing fundamental
analysis any that is consistently having trouble meeting its short-term
debt is at hlgh tcy, liquidity ratios are a good measure of whether a company
will be ablg} Ita ontinue as a going concern. In this Fundamental Focus, liquidity
ratios estigated using time-series analysis, competitive analysis and sector and
indus e Tirms are classified as consumer cyclical, following the market cycle

th il have less cash coming in and will possibly have to borrow more in order to
weat rn in economy. These scenarios will place an added burden on liquidity
ratios.

These ratios show the number of times the short term debt obligations are covered by the cash
and liquid assets. The firms with higher liquidity ratios are better able to meet their short-term
obligations. Apparently, If the value is greater than 1, it means the short term obligations are
fully covered.

Commercial banks and other short-term creditors are generally interested in such an analysis.

These institution adopt these ratios to ascertain how efficiently they utilize the working capital
in the business and assess the prospects of interest payments
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Answer No 19:

a. Basic propositions of MM approach

Their three basic propositions are :

(1)  The total market value of the firm and its cost of capital are independent of its capital
structure. The total market value of a firm is given by capitalizing the expected stream of
operating earnings at a discount rate appropriate for its risk class,

(i)  The expected yield of a share of stock, Ke is equal to the capitalisation rate of a pure
equity stream, plus a premium for financial risk equal to the‘differencesbetween the pure
equity capitalization rate and Kg times the ratio B/S. In other werds,"Ke increases in a
manner to exactly offset the use of cheaper debt funds

(iii)  The cut-off rate for investment purposes is completely mdepende
an investment is financed. This proposition along with the'f lie
separation of the investment and financing decisions of

b. Mutual funds

Mutual fund is one of the funds based financial Service
benefits to small investors. It is a concept; leading
pooling of savings in a trusted as well as profitabl
the investor and the stock market.
A mutual fund is an investment vehielefor, i
diversified portfolio of securities with the aim ofyg
value. Mutual fund is a trust that attracts savings w
itis as a fund, established‘in the fagm of a trusbto raise
public or a section oftheypubli
money market instruments.

re then invested in capital markets. So
oney through the sale of units to the
ore scheme for investing in securities, including

c. Factogking
re involving the conversion of credit bills into cash.
le and other credit dues resulting from credit sales appear,

s are replaced by cash received from the factoring agent. Factoring is
Agent” or purchase and discount of all “receivables”. Although these can be
ithout recourse, normally the risk is taken by the factoring agent. The discount
rate includes, the loss of interest, risk of credit and risk of loss of both principal and interest on
the amount involved.

d. Net Income Approach
Net income approach suggested by the Durand. According to this approach, the capital structure
decision is relevant to the valuation of the firm. In other words, a change in the capital structure
leads to a corresponding change in the overall cost of capital as well as the total value of the
firm. According to this approach, use more debt finance to reduce the overall cost of capital and
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increase the value of firm. Net income approach is based on the following three important
assumptions:

1. There are no corporate taxes.

2. The cost debt is less than the cost of equity.

3. The use of debt does not change the risk perception of the investor

where

V =S+B

V = Value of firm

S = Market value of equity

B = Market value of debt

Market value of the equity can be ascertained by the following form

NI
S=—

K
where

NI = Earnings available to equity shareh
Ke = Cost of equity/equity capitalization

Amount

XXX

XXX

XXX

XXX

XXX

XXX

XXX

capital = Ko = EBIT/V(%) XXX%

Answer No 20
Write short note on
a. Trading on equity
The term,, trading on equity “is derived from the fact that debts are contracted and loans are
raised mainly on the basis of equity capital. Those who provide debt have a limited share in the
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firm’s earnings and hence want to be protected in terms of earnings and values represented by
equity capital. Since fixed charges do not vary with the firms earnings before interest and tax, a
magnified effect is produced on earnings per share. Whether the leverage is favorable in the
sense increase in earnings per share more proportionately to the increased earnings before
interest and tax depends on the profitability of investment proposals. If the rate of return on
investment exceeds their explicit cost financial leverage is said to be positive. In other words, it
can be stated that trading on equity means using borrowed funds tog generate returns in
anticipation that the return would be more than the interest paid on those funds. Therefore,
trading on equity occurs when a company uses bonds, preferencefghares,o

to purchase assets that are expected to generate earnings morg than the |
earnings in excess of the interest on the debt will increase thetgarnings
shareholders. This increase in earnings indicates that the compan
equity.

g. Miller Orr model of Cash Management
It is a model for determinng the optimum cash whep'ca
the demand for cash is not steady andg€annot Begkno
suitable. Miller orr model helps in determining/t i
deals with cash management problem*under,the=a
by laying down control limits forgeash, balantce
and return point.When cash balance¥eaches th
higher limit to return limit is effected to marketab ities . When it reaches the lower limit ,
a transfer equal to excess ‘Of returiypoint to Io*r limi€from the markertable securities to cash is

arketable securities or from marketable secuirites
s between the upper and lower limits
€ basis of

ws of the firmpfluctuate ramdamly.If
in advance, Boumol model is not
level, of cash in such situation. It
astic or ramdom cash flows
nsist of upper limit , lower limit
transfer of cash equal to excess of

to cash is done whefi.the cas
The upper and lower limits

L
ost tr ction X Wari f daily ch i cted cash flow|3

per transaction : s.mancec: aily change in expected cas c:rwJ + Lower limit
4 x Daily interest rate

, a group of illiquid assets ( mortgage or any assets that yield regular cash
together and sold to intermediary. THe intermediary then issue securities
mortgage based securities or assets based securities. The securities are then sold
rough merchant bankers. So the main advantage of securitizatin is that instead of
locking of funds in loans the lender converts it into cash for further lending. The process is
profitable if intrest rates are going higher.

i. The Arbritage process

The arbitrage process refers to undertaking by a person of two related actions or steps
simultaneously in order to derive some benefits i.e buying in one market and selling the same at
the same time in some other market, or selling one type of investment and investing the proceed
in soe other investment, The profi or benefit from the arbitrage process may be in any form :
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increased income from the same level of investment or some income from lesser investment.This
process has been used by Modi Miller to testify their hypothesis of financial leverage, cost of
capital and value of firm.MM hypotheisis is explained through teh functioning of arbritage
process and subsitution of corporate leverage by personal leverage. Investors of the levered firm
whose value is higher will sell their shares and instead buy the shares of the identical unlevered
firm whose value is lower. Further, since the personal leverage and corporate leverage are perfect
substitute , the arbitrageru shall borrow the required amount at the same gate of interest as that of
the company.Investor in this hypothesis, first sell their existing holding e levered company
then he shall take the necesssary balance amount by way of de e the shares of
unlivered company. At the end of the year he shall receive his s from unlevered
company on which after paying interest on the amount borrowe i
j. Operating cycle

the final cash realisation from sale of finished goods, Cash i 3 Is so cash is
converted into raw materials inventory. Then the raw g issued to the
productin department , Waes are paid and other in thesg

, whichh are sold to
e goods purchased by
f time between the payment

customers on credit. In the course of time
them, Cash is retried and the cycle is co
to firm's creditors and receipts from it

Operating cycle = Raw material i gress holding period + Finished

TH peckingorder theroy a gquity ratio. The theroy suggests that firms
rely fo rfinance as 3 pn intérnall y generated funds. If not enough internally
generated fund are h I move to additional debt finance. It is only when these
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Revision Test Paper — CAP 11 Level
December 2016

COST AND MANAGEMENT ACCOUNTING

QUESTIONS
Costs concepts and costing methods
Question No. 1
Discuss the essential features of a good cost accounting system?
Discuss the four different methods of costing along with their applic
Briefly discuss how the synergetic effect helps in reduction in costs.
Distinguish between Operating Costing and Operation Costing’

. Elaborate the practical application of Marginal Costing.
Material Control

Question No. 2 %
a. How is slow moving and non-moving item of\stores dete an ha ps are

ility to concerned industry?

L T

necessary to reduce such stocks?
b. (i) Compute E.O.Q. and the total variable co he followifg:

Annual Demand =

.00

Unit price = :
Order cost .
Storage rate 0 per,
Interest rate \& 12% per

Obsolescence rate 6% per ann

(ii) Determine th variab that ﬁ)uld result for the items if an incorrect price
of Rs. 12.80 1
C. A ses t aw materialsS’A, B and C for a particular product for which the
followin aapply:—
Raw sage Re- Price Delivery period Re- Minimu
Materia | per unit |order per (in weeks) order Irgvel
| of Quantit | Kg. | Minimu | Averag| Maximu | level (Kg.)
product |y (Kg.) (Rs. | M e m (Kg.) '
0,000 | 0.10 1 2 3 8,000 ?
5,000 0.30 3 4 5 4,750 ?
10,000 | 0.15 2 3 4 ? 2,000

ekly production varies from 175 to 225 units, averaging 200 units of the said
product. What would be the following quantities:—

() Minimum Stock of A?
(i)  Maximum Stock of B?
(iii)  Re-order level of C?

(iv) Average stock level of A?

Labour Control
Question No. 3
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a. Mr. A. is working by employing 10 skilled workers. He is considering the introduction of
some incentive scheme - either Halsey Scheme (with 50% bonus) or Rowan Scheme - of
wage payment for increasing the labour productivity to cope with the increased demand
for the product by 25%. He feels that if the proposed incentive scheme could bring about
an average 20% increase over the present earnings of the workers, it could act as sufficient
incentive for them to produce more and he has accordingly given this assurance to the

workers.
As a result of the assurance, the increase in productivity has erved as revealed by
the following figures for the current month:
Hourly rate of wages (guaranteed) S @
Average time for producing 1 piece
by one worker at the previous performance hou
(This may be taken as time allowed . %
No. of working days in the month 25
No. of working hours per day for ea orker 8
Actual production during the mo 1,250 units
Required:

1. Calculate effective,rate ofiearnings per ho alsey Scheme and Rowan Scheme.
2. Calculate the saviNM 7A in terms of direet laBour cost per piece under the schemes.
! he schéfe to fulfill his assurance.
eek and eight hours each day, a worker is paid at the

D.A. @ 120% of basic. He is allowed to take 30
or meals -break and a 10 minutes recess for rest.

b.

15 hrs.
12 hrs.
13 hrs.

Thegdime was wasted while waiting for a job. In Cost Accounting, how would
u the,wages of the workers for the week?
.4

reatment of over and under absorption of Overheads in Cost accounting.

in brief three main methods of allocating support departments costs to
operating departments. Out of these three, which method is conceptually preferable?

c. In a manufacturing company factory overheads are charged as fixed percentage basis
on direct labour and office overheads are charged on the basis of percentage of factory
cost. The following information are available related to the year ending 31st Ashadh,
2072:

‘ \ Product A | Product B |
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Direct Materials Rs. 19,000 Rs. 15,000
Direct Labour Rs. 15,000 Rs. 25,000
Sales Rs. 60,000 Rs. 80,000
Profit 25% on cost 25% on sales price

You are required to find out:

0] The percentage of factory overheads on direct labour.
(i) The percentage of office overheads on factory cost.

company:
¢ (Rs.)
Stores:
Opening Balance 12,60,000
Purchases 67,20,000
Transfer from work-in- 33,60,000
67,20,000
8,40,000
e 2,52,000
25,20,000
25,20,000
d 90,08,000
Balance 15,20,000
ducts:

Entire Md at a profit of 12% on actual cost from work-in-progress.

Otheg inf

(Rs.)

29,40,000
95,50,000
4,00,000
Loss on sale of fixed assets 8,40,000

Shortage in stock taking is treated as normal loss.
You are require to prepare:

(i)  Stores control account;

(i) Work-in-progress control account;

(if) Costing Profit and Loss account;

(iii) Profit and Loss account and
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(v) Reconciliation statement

Methods of Costing

Question No. 6
a. PQR Construction Ltd. commenced a contract on Shrawan 1, 2072. The total contract was

for Rs.27,12,500. It was decided to estimate the total profit and to take to the credit of
Costing P & L A/c the proportion of estimated profit on cash basigywhich work completed
bear to the total contract. Actual expenditure in 2072-73 and e ted expenditure in
2073-74 are given below:

2073-74
Estimated (Rs.)

Material issued 4,56,000 %
Labour : Paid 80,000

: Outstanding at end . 24 ,500
Plant purchased 2,25,000 -

Expenses : Paid 1,75,000

: Outstanding at th - 25,000
2,50 -
Plant returned to 1,50,000
stores) (on Chaitra, 31 2073)
Material at site 75,000
Full
Full

Gohtract A/c for the year 2072-73.
rofit on the contract for the year 2072-73 on prudent basis which has
it CostingP & L Alc.

uneertakes to supply 1000 units of a component per month for the months of
ruary and March 2016. Every month a batch order is opened against which
and labour cost are booked at actual. Overheads are levied at a rate per labour
houw The selling price is contracted at Rs.15 per unit.

From the following data, present the profit per unit of each batch order and the overall
position of the order for the 3000 units.

Batch Output
Month (Numbers) Material Cost (Rs.) Labour Cost (Rs.)
January 2016 1250 6250 2500
February 2016 1500 9000 3000
March 2016 1000 5000 2000
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| | | |
Labour is paid at the rate of Rs. 2 per hour. The other details are:
Month Overheads (Rs.) [Total Labour Hours
January 2016 12000 4000
February 2016 9000 4500
March 2016 15000 0
c A transport company has 20 vehicles, : acities(e as follows:
No. of Vehicles vehicle
5
6
7
2

The company provides the goods tr
Distance between these stations is
day an average. Vehicles are |
of departure from station ‘A’gto"sta and a eturn back loaded with 70
per cent of capacity. 1 i for repairs every day. The
following information ar

Rs. 30,000

Rs. 4,000 each driver
Rs. 2,000 each helper
Rs. 1,500 each labourer
Rs. 45,000

Rs. 24,000

Rs. 60,000

Rs. 35

5 Km.

Rs. 23,500

Rs. 1,25,000

Rs. 90,000

Rs. 10,000
Electricity and Gas charges Rs. 5,000
Depreciation of vehicles Rs.2,00,000

There is a workshop attached to transport department which repairs these vehicles and other
vehicles also. 40 per cent of transport manager’s salary is debited to the workshop. The
transport department is charged Rs. 28,000 for the service rendered by the workshop during
Ashadh, 2073. During the month of Ashadh, 2073 operation was 25 days.

You are required:
(i) Calculate per ton-km operating cost.
(i1) Find out the freight to be charged per ton-km, if the company earned a profit of 25

Salary of Transpo
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per cent on freight.

d. A product passes through three processes ‘X’, ‘Y’ and ‘Z’. The output of process ‘X’ and
‘Y’ is transferred to next process at cost plus 20 per cent each on transfer price and the
output of process ‘Z’ is transferred to finished stock at a profit of 25 per cent on
transfer price. The following information are available in respect of the year ending 31st

Ashadh, 2073:

Process-X Process-Y Finished

Stock
(Rs.) (Rs.) (Rs.)

Opening stock 15,000 27,0

Material 80,000 65,000

Wages 1,25,000 1,08

Manufacturing Overheads 96,000 72,000 6

Closing stock 20,000 00

Inter process profit included in

Opening stock 0 1 20,000
Stock in processes is valued at . The finished stoCkyis Malued at the price at which
it is received from process Sales o imshed stock during the period was

Rs.14,00,000.
You are required to prep

N
Q) Process nd ished stdck account showing profit element at each
ccaunt.

stage.
(i) sting Profit Loss a
(iii)% erele ms imMghe Balance Sheet.

Cost Concepts
Question

i 'oﬂ\/lakin

just completed its first year of operations. The unit costs on a
sis are as under:

(Rs.)
erial 4 kg @ Rs. 4 = 16.00
ct labour 3 hrs @ Rs. 18 = 54.00
Variable overhead 3 hrs @ Rs. 4 = 12.00
Fixed overhead 3 hrs @ Rs. 6 = 18.00
100.00
Selling and administrative costs:
Variable Rs. 20 per unit
Fixed Rs. 7,60,000

During the year the company has the following activity:
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Units produced = 24,000
Units sold = 21,500
Unit selling price = Rs. 168
Direct labour hours worked = 72,000

Actual fixed overhead was Rs. 48,000 less than the budgeted fixed overhead.
Budgeted variable overhead was Rs 20,000 less than the ac variable overhead.
The company used an expected actual activity level of 0 direct labour

hours to compute the predetermine overhead rates.
Required:
(1) Compute the unit cost and total income un
(a)  Absorption costing
(b)  Marginal costing
(i)  Under or over absorption of ove ¢
(iii) Reconcile the differenc ween the income\ un absorption and
marginal costing.

b. MNP Ltd sold 2,75,00 . 3T er unit. Variable costs are
Rs. 17.50 per unit (manufacturi ndeselling cost Rs. 3.50 per unit).
Fixed costs are incur i
35,00,000 (including

year and amount to Rs.
ending inve@ P
i i les | quantity and cash breakeven sales level quantity.

5,00,000). there are no beginning or
atio:

of “units that must be sold to earn an income (EBIT) of

40 ate Income Tax rate.
r planfiing and Control —Budgets
0.8

is engaged in the manufacture of specialised sub- assemblies required for certain
ic equipments. The company envisages that in the forthcoming month, December, 2016,
the sales will take a pattern in the ratio of 3 : 4 : 2 respectively of sub-assemblies, ACB, MCB and
DP.

The following is the schedule of components required for manufacture:
Component requirements
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Sub-assembly Selling price Base board 1C08 IC12 1C26
ACB 520 1 8 4 2
MCB 500 1 2 10 6
DP 350 1 2 4 8
Purchase price (F) 60 20 12 8

The direct labour time and variable overheads required for each of the sub-assemblies are:
Labour hours per sub-assembly
Grade A Grade B

ACB 8 16

MCB 6 1

DP 4 C
Direct wage rate per hour

(Rs.) 5 4 .

The labourers work 8 hours a day for 25 da th.

The opening stocks of sub-assembli are as under:

Sub-assemblies

ACB 1,600
1,200

MCB
DP &2
IC26 4,000

6,000
' 4
0

Fixed overheads nts S. 0 for the month and a monthly profit target of Rs. 12
lacs haS'been s
mp S ea ar ion”of closing inventories for December, 2016 of sub-

T educt
ass 0%’of quantity as compared to the opening stock.
Prep for December 2016:

(i) Salesb uamtity and'value

(i) Productio i

(i) Lom e budget in quantity.

(

iv)iCompo pufchase budget in quantity and value.

(v) power budget showing the number of workers and the amount of wages payable.

Standard Costing

Question No. 9

KPR Limited operates a system of standard costing in respect of one of its products which
is manufactured within a single cost centre. The Standard Cost Card of a product is as under:

Standard Unit cost (Rs.)

Direct material 5kg. @ Rs. 4.20 21.00

Direct labour 3hours @ Rs. 3.00 9.00

Factory overhead Rs. 1.20 per labour hour 3.60
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Total manufacturing cost 33.60

The production schedule for the month of June, 2016 required completion of 40,000 units.
However, 40,960 units were completed during the month without opening and closing work-
in- process inventories.

Purchases during the month of June, 2016, 2,25,000 kg. of material at the rate of Rs. 4.50
per kg. Production and Sales records for the month showed the following actual results.

Material used 2,05,600 Kkg.
Direct labour 1,21,200 hours; cost incurred Rs. 3

Total factory overhead cost incurred Rs

Sales

Selling price to be so fixed as to allow a mark-up of 2@ per cent on selli ice.

Required:

(i) Calculate material variances based on co

(i) Calculate labour variances and the : v

(iii) Prepare Income statement for June, 2016 §showing
i t

(iv) An incentive scheme is in ope he

bonus of 50% of direct labour’h sa at rect
Bonus amount. \

a. What are Si stallation of Uniform Costing system?
b. Wh the advantage ter- m Comparison?

Cost contral and cOst reduction
Question No.
Distinguish_betw: eduction’ and' cost management'”:

\
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Answer 1 (a)

The essential features, which a good Cost Accounting System should possess, are as follows:

(@) Informative and Simple: Cost Accounting System should be tailor-made, practical, simple
and capable of meeting the requirements of a business concern. The system of costing should
not sacrifice the utility by introducing meticulous and unnecessary details.

(b) Accuracy: The data to be used by the Cost Accounting System should be accurate;
otherwise it may distort the output of the system and a wrong decision may be taken.

(c) Support from Management and subordinates: Necessary coopération and participation of

executives from various departments of the concern isgéssentialfor developing a good
system of Cost Accounting.
(d) Cost-Benefit: The Cost of installing and operating the systemssiould Its.

jostify
(e) Procedure: A carefully phased programme should Be prepared bygtsi WO ysis for
the introduction of the system.
(f) Trust: Management should have faith in{the, Costing Sy, a d @lso provide a

helping hand for its development and success.

Answer 1 (b)
Four different methods of costinggaleng With their applicabili ncerned industry have been

discussed as below:

1. Job Costing: The ohjectivetunder this meth INg’is to ascertain the cost of each job
order. A job cardis prepared for each job t mulate costs. The cost of the job is
determined by dddingtall €osts against the’b it is"incurred. This method of costing is used
in printing press,foundries engineering workshops, advertising etc.

2. Batch Costing:yThis sys g is used where small components/ parts of the same
kind are reguired to hepmanufa in large quantities. Here batch of similar products is
treatethas a job and % ayjob is ascertained as discussed under (1), above. If in a
cyclemianufacturing unit Sware produced in batches of 2,500 units each, then the cost will
be detérmineddin relation to @&batch of 2,500 units.

3. Contract

: The method of Costing used in service rendering undertakings is known
sting. This method of costing is used in undertakings like transport, supply of

Answer 1 (c)

Where two or more products which are following the same production pattern, consumes
same materials and same set of labour skills are produced and managed together. This
manufacturing synchronisation gives better efficiency in usage, production and handling
of these products. Due to this synergetic effect idle time is reduced, effort is saved and in
turn associated costs can also be saved.

Answer 1 (d)
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Operating Costing: It is a method of costing applied by undertakings which provide service
rather than production of commodities. Like unit costing and process costing, operating
costing is thus a form of operation costing.

The emphasis under operating costing is on the ascertainment of cost of rendering services
rather than on the cost of manufacturing a product. It is applied by transport companies, gas
and water works, electricity supply companies, canteens, hospitals, theatres, school etc.
Within an organisation itself certain departments too are known as servige departments which
provide ancillary services to the production departments, For'example maintenance
department; power house, boiler house, canteen, hospital, internal transSpest etc

Operation Costing: It represents a refinement of processfcosting. T thig
instead of each process of stage of production is separately costed. This
scope for control. At the end of each operation, the upfit operation cost be
dividing the total operation cost by total output.

each operation
pffer better

Answer 1 (e)
Practical applications of Marginal costing:

Q) Pricing Policy: Since marginal cost per u
firm decisions on pricing poliey can'be ta

(i) Decision Making: Marginal*Costin
number of business ‘decisions like 4
product, replacement of machines, €

(iii) Ascertaining Realistic Profit: Und
of finished goods,and work-in-progress age garried on marginal cost basis and the
fixed expensesyarevwritten, off to'rofit and loss account as period cost. This
shows, theytrue profit of iod.

(iv) Determination o level: Marginal costing helps in the preparation of
break-even anal ows the effect of increasing or decreasing
produetion acti

Answer 2a)
Detection of slow

vinvnd -moving item of stores:

The existence 0 ving and non-moving item of stores can be detected in the following

d perusing periodic reports showing the status of different items

ating the inventory turnover period of various items in terms of number of
onths of consumption.
omputing inventory turnover ratio periodically, relating to the issues as a
percentage of average stock held.
(iv) By implementing the use of a well designed information system.
Necessary steps to reduce stock of slow moving and non-moving item of stores:

0] Proper procedure and guidelines should be laid down for the disposal of non-
moving items, before they further deteriorates in value.
(i) Diversify production to use up such materials.
(iii) Use these materials as substitute, in place of other materials.
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Answer 2 (b)

(i) Carrying cost = Storage rate = 2%
Interest Rate = 12%
Obsolescence = 6 %
Total _20% per annum

C =20% of Rs. 20 = Rs. 4 per unit per annum.

E.0.Q= % = m”fm = /20,000 = 200 Units O

Total variable cost
Purchase price of 5,000 units @ Rs. 20. er unit‘:
5000
Ordering cost = 200 =25 ofders @ Rs. 16 .
Carrying cost of average
Inventory = 200 00 units %Rs. 400
2

Total variable cost \ Rs. 1,00,800
@ Rs. 12. ed: '

0 =Rs. er er annum.

Total variable cost:
Purchase pri 5,000 ‘its @ Rs. 12.80 per unit = Rs. 64,000

Ordering
cost 20 orders @ Rs. 16 = Rs. 320
'gcost (offaverage inventory)
2

(if) If an incorrect

= 125 units @ Rs. 2.56 Rs. 320

Total variable cost Rs. 64,640

Answer 2 (c)
(1) Minimum stock of A

Re-order level — (Average consumption x Average time required to obtain delivery)

Page 66 of 279

www.auditnca.com


www.auditnca.com
www.auditnca.com

Revision Test Paper — CAP 11 Level
December 2016

= 8,000 kg. — (200 units x 10 kg. x 2 weeks) = 4,000 kg.
(i) Maximum stock of B
Re-order level — (Min. Consumption x Min. Re-order period) + Re-order quantity
4,750 kg. — (175 units x 4 kg. x 3 weeks) + 5,000 kg.
9,750 - 2,100 = 7,650 kg.
(iti) Re-order level of C
Maximum re-order period x Maximum Usage

= 4 weeks x (225units x 6 kg.) = 5,400 kg. O
OR

= Minimum stock of C + (Average congumptign x Avera liv e)

= 2,000 kg. + [(200unitsx6kg.)x3 week 600 k
*
(iv) Average stock level of A Y
= Minimum stock level of A + % * @ antity

= 4,000 kg. + L ™ 10,000 Kkg. 0 9,08Q kg.
2
O,

B ck + Maximum stock (Rgfego working note)
O \
= 10,125
Working Rote
Maximum stoc R¢ + ROQ — (Minimum consumption x Minimum re-order period)
= 8,000 kg.@. 10, (175 units x 10 kg.) x 1 week] = 16,250 kg

Answ< 3(a)
Worki 4
1.  Totaltime wages of 10 workers per month:

No. of working days in the month x No. of working hours per day of each worker x
Hourly rate of wages x No. of workers
25 days x 8 hrs. x Rs. 2 x 10 workers = Rs. 4,000

2. Time saved per month :

Time allowed per piece by a worker 2 hours
No. of units produced during the month by 10 workers 1,250 pieces
Total time allowed to produce 1,250 pieces (1,250 x 2 2,500 hours
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hours)
Actual time taken to produce 1,250 pieces 2,000 hours
Time saved (2,500 hours — 2,000 hours) 500 hours

3. Bonus under Halsey scheme to be paid to 10 workers :
Bonus = (50% of time saved) x hourly rate of wages = 50/100

x 500 hours x Rs. 2 = Rs. 500
Total wages to be paid to 10 workers are (Rs. 4,000 + Rs. 500) , IT Mr. A considers

the introduction of Halsey Incentive Scheme to increase theflabo ductiwvity.
4. Bonus under Rowan Scheme to be paid to 10 workers : “

= Time taken X Time saved x hourly rat
Bonus
Time  Allowed .
2,000hours

2,500hours x 500 hoursf& Rs. 2 s. 80

Total wages to be paid to 10 s. 4,000 + Rs.“800) Rs. 4,800, if Mr. A considers
the introduction of Rowa 0 e the labour productivity.
1. (i) Effective hourl e VL S e:

tal bonus under Halsey scheme

(i) arnings under Rowan scheme:

= F;S

Total hours worked
~ 2000 hotirs

800 - Rs. 2.40
2
ing iMyterms of direct labour cost per piece under Halsey scheme :

i \\V
Labou cost per piece (under time wage scheme) = 2 hours X Rs. 2 = Rs. 4

orking Note 3)
Labour cost per piece (under Halsey scheme)

Total wages paid under the scheme = Rs. 4,500 =Rs. 3.60
= Total number of units produced 1,250

Saving per piece : (Rs. 4 — Rs.3.60) = Rs. 0.40.

(if) Saving in terms of direct labour cost per piece under Rowan Scheme :
(Refer to Working Note 4)
Labour cost per piece under Rowan scheme = Rs. 4,800/1,250 units = Rs. 3.84
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Saving per piece = Rs. 4 — Rs. 3.84 = Rs. 0.16.

3. From the labour cost per piece under Halsey scheme (Rs. 3.60) and Rowan scheme (Rs.
3.84), it is quite clear that Halsey scheme brings about more saving than Rowan scheme to
the concern. But Halsey scheme does not fulfill the assurance given to the workers about 20%
increase in their earnings as it secures only 12.5% [500/4,000 x 100] increase.

On the other hand, Rowan scheme secures 20% [800/4,000 x 100]4ncrease in the earnings
and it fulfills the assurance. Therefore, Rowan scheme may be adopte

Answer 3 (b) O
Working notes: < ,
(i) Total effective hours in a week :
[(8 hrs. — (30 mts. + 10 mts.)] x 6 days = ours ¢ %

(ii) Total wages for a week :
(Rs. 100 + 120% of Rs. 100) x 6 days :
(iii)  Wage rate per hour : = Rs.
(iv)  Time wasted waiting for 6
job (Abnormal idle time): = — .+ 12 hrs. + 13 hrs.)
Allocation of wages in C&un n

g

(Rs.)
Allocated to Job - 1546urs x Rs. 30 = 450
Allocated to Jo : 12 hours x Rs. 30 = 360
Allocated to Job : 13 hours x Rs. 30 = 390
Charged to Cesting Profit 0S
Alc -4 hours x Rs. 30 = 120
Total 1,320

Answer 4 (a)

Treatment of

ing P&L Alc.

(i1)"Use of supplementary Rate: Under this method the balance of under and over
absorbed overheads may be charged to cost of W.I.P., finished stock and cost of
sales proportionately with the help of supplementary rate of overhead.

(iti) Carry Forward to Subsequent Year: Difference should be carried forward in
the expectation that next year the position will be automatically corrected. This
would really mean that costing data of two years would be wrong.

Answer 4 (b)
The three main methods of allocating support departments costs to operating
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departments are:
(i) Direct re-distribution method: Under this method, support department costs
are directly apportioned to various production departments only. This method
does not consider the service provided by one support department to another

support department.

(i) Step method: Under this method the cost of the suppor
serves the maximum numbers of departments is first appo
support departments and production departments. Aft: is
department serving the next largest number of dep
manner we finally arrive on the cost of producti

epartments that

ed to other

ost of support
pportioned. In this

(iti) Reciprocal service method: This method
are two or more support departments theyfimay r
therefore, these inter-departmental serviceQare
distributing the expenses of the support dep
dealing with reciprocal services *

(=)

ents.

ho
etho

(a) Simultaneous equatio
(b) Repeated distribution

(c) Trial and error met

The reciprocal se
widely used ev,
because due
sets of simu

able. This method is
rtments is more than two
are it is not difficult to solve

if

eou uations.

Answer 4 (c)
s on direct labour is ‘x’ and the percentage of
. then the total cost of product A and product B

Let, the perc
office overhea n
will be as Yallows!

Product A (Rs.) | Product B (Rs.)
aterials 19,000 15,000
15,000 25,000
34,000 40,000
150 x 250 x
34,000 + 150 x 40,000 + 250 x
340y +15xy 400y +25xy
34,000 + 150 x 40,000 + 250 x
+340y+1.5xy +400y +2.5xy

Total cost on the basis of sales is:

Product A (Rs.) Product B (Rs.)
Sales 60,000 80,000
Less: Profit
Product A — 25% on cost or 20% on 12,000
Product B — 25% on sales 20,000
Total Cost 48,000 60,000
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Thus,
Total Cost of A is 34,000 + 150x + 340y + 1.5 xy  =48,000
Or, 150x + 340y + 1.5 xy =14,000.............. (1)
Total Cost of B is 40,000 + 250x + 400y + 2.5 xy  =60,000
Or, 250x + 400y + 2.5 xy =2,000.......cc....... (ii)
Equation (ii) multiplied by 0.6 and after deducting from equation (i), et
150x + 340y + 1.5xy = 14,000. ), YR (1)
150x * 240y * 1.5xy = 12400 W (1)
100y = 2,000 “
Or, y= 20
Putting value of y in equation (i), we get O
150x + 340 x 2 .5x x20
r, 0
@}
Hence, (i) the factory dirg
(ii) the offi erheads on fac
Answer 5 \ Storﬁ_eger Control Account
Dr. Q Cr.
(Rs.) (Rs.)
N,&O By Work-in-progress control | 67,20,000
7,20,000 | By Overhead control A/c 8,40,000
33,60,000 | By Overhead control A/c 2,52,000
(Shortage)
By Balance c/d 35,28,000
1,13,40,000 1,13,40,000
W.1.P Control Alc
Cr.
(Rs.) (Rs.)
To Balance b/d 25,20,000 E%Stores ledger control 33,60,000
To Stores ledger control A/c 67,20,000 By Costing P&L Alc 1,58,88,000
To Direct wages Control Alc | 25,20,000 | (Cost of Sales)
(Balancing figure)
To Overhead control A/c 90,08,000 By Balance c/d 15,20,000
2,07,68,000 2,07,68,000

Costing Profit and Loss A/c
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Dr. Cr.
(Rs.) (Rs.)
To W.I.P Control Alc 1,58,88,000 By General
To General ledger Adj. Alc 19,06,560 Ledger Adj.  1,58,88,000
(Profit) AlC
Cost of sales 19 pg 1,77,94,560
Add
12%Profit
1,77,94,560 O 94,560
Financial Profit a@A/c

Dr.

(Rs.) (Rs.) < (Rs.) (Rs.)
To Opening stock : 12,60,000 Sales 1,77,94,560
Stores
W.I.P 25,20,000 4,00,000
To Purchases
To Wages & 35,28,000
15,20,000| 50,48,000
To Overhead 5,87,440
To Loss on sale
fixed assets 40,000
,38,30,000 2,38,30,000
onciliation Statement
Cr.
(Rs.) (Rs.)
19,06,560
4,00,000
23,06,560
56 8,40,000
on of overheads (Refer to Working Note) 20,54,000 28,94,000
5,87,440
Working Notes:
Overhead Control Account
Dr. Cr.
(Rs.) (Rs.)
To General Ledger Adj. Alc 9550000 | By W.I.P control 90,08,000
To Stores Ledger Control A/c 252000 | By Balance c/d 20,54,000
(under absorption
To Stores ledger control A/c 8,40,000
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To Wages control A/c Indirect
wages Rs. 29,40,000- 4,20,000
1,10,62,000 1,10,62,000
Answer 6(a)
PQR Construction Ltd.
Contract Alc
(Shrawan 1, 2072 to Ashadh 31, 2073)
Particulars Amount Particulars Amount
(Rs.) (Rs.)
To Materials Issued 4,56,000 By Plant @ t
Stores
(Working Note 1
To Labour 3,05,000 By Materials 0
Add: Outstanding 24,000 3,29,000
To Plant Purchased 2,2
To Expenses 1,00,000 , 13,15,000
Less: Prepaid 22,500 lang at Site
rki te 1,20,000
To Notional Profit c/d
& 15,25,000
ional Profit b/d
4,37,500
4,37,500
R Construction Ltd.
Contract Alc
' hrawan 1, 2072 to Chaitra 31, 2073)
(For Computing estimated profit)
Particulars Amount (Rs.) | Particulars Amount (Rs.)
T ials Isstied 12,70,000 | By Material at Site 75,000
( 4, s. 8,14,000)
To Laboug Cost 7,22500 | By Plant returned To 60,000
(Rs. 3,05,000 + Rs. 24,000 * Stores on
Rs. 3,56,000* + Rs. 37,500) 31.3.2073.
To Plant purchased 2,25,000 | By Plant returned to 1,02,000
Stores on 31.12.2073
(Working Note 3)
To Expenses 3,00,000 | By Contractee A/c 27,12,500
(Rs. 77,500 + Rs. 1,97,500 +
Rs. 25,000)
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To Estimated profit 4,32,000
29,49,500 29,49,500

* Labour paid in 2073-74: Rs. 3,80,000 — Rs. 24,000 = Rs. 3,56,000

Working Notes

(Rs)
1. Value of the Plant returned to Stores on 31.03.2073
Historical Cost of the Plant returned 75,000
Less: Depreciation @ 20% of WDV for one year O 15,000
000
2. Value of Plant at Site 31.03.2073
Historical Cost of Plant at Site (Rs. 2,25,000 — Rs, 75,000) 50,000
Less: Depreciation @ 20% on WDV for one year 30.000
¢ 1.20,000
3. Value of Plant returned to Sto
Value of Plant (WDV) on 31.3. 1,20,000
Less: Depreciation @ 20% of ont 18,000
1,02,000
4. Expenses Paid for
Total expenses pai 1,00,000
paid at the en (22,500)
) P 4 77,500
| fit & Loss A/c on Ashadh
ely ta:be completed on Chaitra 31,2073.
« Cashreceived
Work Certified
10,00,000 53.763

Answer (b
Statement of Cost and Profit per unit of each batch

Jan. 2016 Feb. 2016 March. 2016 Total
a) Batch Output (Nos.) 1250 1500 1000 3750
b) Sales Value (@Rs. 15 per (Rs.) (Rs.) (Rs.) (Rs.)
unit) 18750 22500 15000 56250

Cost
Material 6250 9000 5000 20250
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Wages 2500 3000 2000 7500
Overheads 3750 3000 3000 9750
1500

c) Total 12500 0 10000 37500

d) Profit per batch (b) — (c) 6250 7500 5000 18750

e) Cost per unit (c) + (a) 10 10 10

f) Profit per unit (d) + (a) 5 5 5

Overall Position of the Order for 3000 Un

Sales value (3000

units x Rs. 15) Rs.45000
Less: Total cost

(3000 units x Rs.

10) 30000
Profit

Calcul Overh

ation ead
of per
hours:
\ eb March
2016

i. Labou
hours: &

Rs. 2000 = 1000

2 2 2
ii. Ovérhead
Rs.
Rs. 12000 9000 Rs. 1500
4000 =Rs. 3 4500=Rs. 2 5000 Rs.3
= r hours
iii. Overhead for batch (i) x (ii) Rs. 3750 Rs.3000 Rs. 3000
Answer 6 (C)
(i) Operating Cost Sheet for the month of Ashadh, 2073
Particulars Amount (Rs.)
A Fixed Charges:
Manager’s salary (Rs. 30,000 x 60%) 18,000
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Drivers’ Salary (Rs. 4,000 x 30 drivers) 1,20,000
Helpers’” wages (Rs. 2,000 x 25 helpers) 50,000
Labourer wages (Rs. 1,500 x 20 labourers) 30,000
Insurance (Rs. 24,000 + 12 months) 2,000
Road licence (Rs. 60,000 + 12 months) 5,000
Garage rent (Rs. 90,000 + 12 months) 7,500
Transport Technical Service Charges 10,000
Share in workshop expenses 28,000
Total (A)
B. Variable Charges:
Cost of diesel (Working Note 1) ‘ ,
Lubricant, Oil etc.
Depreciation *
Replacement of Tyres, Tub parts 1,25,000
Consumable Stores 45,000
Electricity and Gas ch 5,000
Total (B) 16,58,500
C. Total Cost (A 19,29,000
D. Total Ton-k 18,86,400
E. Cost pe 1.022

(i) Calculation @
Cost per ton-km.

Add: Profit 5%
Charge frei

Working'Notes:
1. Cost of
Distance ¢

Cohsumption o

2.

Diesel: Y 4
ere ehicle during Ashadh, 2073
=200 k.m. s x 90 % = 9,000 km.
jesel =

Rs. 1.022

Rs. 0.341
Rs.1.363 or Rs.

cost
1.36

frei or 4%
erto

9,000k.m. x20vehicles -36,000 litres.

5k.m.
Cost of diesel = 36,000 litres x Rs.35 = Rs. 12,60,000.

Calculation of total ton-km:

Total Ton-Km. = Total Capacity x Distance covered by each vehicle x Average Capacity

Utilisation ratio.

= |5 x 9 ton}+(6 x12ton)+(7 x15 tonj+(2 x 20 torix 9,000K.m.x (0%+T0%)2

(45 + 72 + 105 + 40)x 9,000 k.m. x 80%
=262 x 9,000 x 80%.
= 18,86,400 ton-km.
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Answer 6 (d)
Process X’ Account
Dr. Cr.
. Cost Profit | Total Particulars| Cost Profit | Total
Particulars
(Rs.) (Rs. (Rs.) (Rs (Rs.) (Rs.)
To Opening Stock 15,000 - 15,000 | By 2,96, 74,000| 3,70,000
Process
‘Y’ Alc
(Transf
To Material 80,000 - 80,000
To Wages 1,25,000| - 1,25,000
Total 2,20,000| - 2,20,000
Less: Closing stock| 20,000 | - 2 ’S
Prime Cost 2,00,000
To 96,000
Manufacturing
Overheads
Total cost 2,96,0
To Costing Profit 74
and Loss A/c (20%
on transfer Price o
25% on cost)
2.9 N ,70,000 2,96,000 74,000| 3,70,000
Process ¢Y’ Account
Dr. Cr.
&
Particul Cost Profit Total Particul Cost Profit | Total
articutars (Rs.) (Rs.) | (Rs) |~2rHeUlars 1 ey | (Rs) | (Rs)
T ing St\ 23,000f 4,000 27,000 | By Process | 5,336,379 2,26,121| 7,62,500
‘7> Alc
(Transfer)
To Process ‘X’ Alc 2,96,00 | 74,000| 3,70,000
To Material 65,000 -- 65,000
To Wages 1,08,00| -- 1,08,000
Total 49200| 78,000| 5,70,000
Less: Closing stock 27,621 4,379 32,000
Prime Cost 464,37 | 73,621| 5,38,000
To Manufacturing
Overheads 72,000 - 72,000
Total cost 5,36,37 | 73,621| 6,10,000
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To Costing Profit and -- 1,52,500, 1,52,500
Loss A/c (20% on
transfer Price or 25%
on cost)
5,36,37 | 2,26,12 | 7,62,500 5,36,3792,26,121 7,62,500
Process ‘Z’> Account
Dr. Cr.
Particulars Cost Profit Total Profit Total
(Rs. (Rs.) (Rs.) (Rs.) (Rs.)
To Opening Stock 30,000{ 10,000 40,000 B 12,96,000
To Process ‘Y’ Alc 5,36,37 | 2,26,121| 7,62,500
To Material 50,000{ --
To Wages 92,000
Total 7,08,37
Less: Closing stock 29,250
Prime Cost 6,79,12
To Manufacturing
Mverheads
Total cost
To Costing Profit and
Loss Alc (25% on
transfer Price

1/3% on cost)

12,96,00 7,45,629|5,50,371| 12,96,000
inished Stock Account
Dr. ' Cr
Particulars Cost Profit Total Particulars Cost Profit Total
Rs.) (Rs.) (Rs.) (Rs.) (Rs.) (Rs.)
ToOpening Sto ,000 | 20,000 45,000 [By Costing 7,41,862| 6,58,138| 14,00,000
P&L Alc
Alc (Transfer)
To Process %7’ Alc | 7,45,629 | 5,50,371| 12,96,000
Total 7,70,629|5,70,371| 13,41,000
Less: Closing stock| 28,767 | 21,233 50,000
To Costing Profit | 7,41,862|5,49,138| 12,91,000
and Loss Alc
1,09,000, 1,09,000
7,41,862|6,58,138| 14,00,000 7,41,862| 6,58,138/ 14,00,000

Costing Profit & Loss Account
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for the year ending 31t Ashadh, 2073

Dr. Cr.
Particulars Amount | Particulars Amount
(Rs. (Rs.)
To Provision for unrealized By Provision for unrealized
profit on closing stock profit on opening stock

(Rs. 4,379 + Rs. 9,750 + Rs. 35,362 | (Rs. 4,000 + Rs. 10,000 34,000

21,233) 20,000)

To Net Profit 6,58,138 | By Process X
By Process Y
By Prog
By Fini ock

6,93,500

Workings:

Calculation of amount of unrealized rf@l ing stoek:

Process ‘X’ = Nil

Process "Y' = Rs.78,000 *Rs. = .

Rs. 5,70,000

={S. 9,750

Process'Z' = Rs.
Rs. 9,44,
Finished = Rs 5,50,371 50,0
R 2,96,%0 =Rs 21,233.
| eet as on 31st Ashadh, 2073 (Extract)
Liabilities Amount Assets Amount
(Rs.) (Rs.)
rofit 6,58,138 | Closing stock:
Process — X 20,000
Process — Y 32,000
Process — Z 39,000
Finished stock 50,000
1,41,000
Less: Provision for 35,362
unrealized profit
1,05,638
Answer 7 (a)
0] Computation of Unit Cost & Total Income
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Unit Cost Absorption Marginal
Costina Costina

Direct Material 16.0 16.00

Direct Labour 54.0 54.00

Variable Overhead 12.0 12.00
Fixed Overhead 18.0 --

Unit Cost 100.0 .00

Income Statements
Absorption Costing (Rs.)

Sales (21,500 units x Rs.168) 36,12,000

Less: Cost of goods sold (21,500 x Rs.100)
Less: Over Absorption [Refer to calculation under (i1)]

,90,000
Less: Selling & Distribution Expenses . ,90,000
Profit 3,00,000

Marginal Casting (Rs.)

Sales (as above) e 36,12,000

Less: Cost of goods sold (21 63,000
Add: Under Absorption 20,000 17,83,000
18,29,000
Less: Selling & Distrifuti 4,30,000
Contribution 13,99,000

Less: Fixed Fac
(Rs. 38,400 +'Rs. %60 11,44,000
Profit 2,55,000
U r oV
B% (Rs.)
72,000 hrs. x 4,32,000
48,000
3,84,000
2,88,000
20,000
ariable Overhead 3,08,000
Both Fixed & Variable Overhead applied

72,000 Hrs x Rs. 10 7,20,000
Actual Overhead (3,84,000 + 3,08,000) 6,92,000
Over- Absorption 28,000

Reconciliation of Profit
Difference in Profit: Rs. 3,00,000 — Rs. 2,55,000 = Rs. 45,000

Due to Fixed Factory Overhead being included in Closing Stock in
Absorption Costing not in Marginal Costing.
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Therefore, Difference in Profit = Fixed Overhead Rate (Production — Sale)

= Rs.18 (24,000 — 21,500) = Rs.45,000

Answer 7 (b)
(i) Contribution = Rs. 37.50 - Rs. 17.50 = Rs. 20 per unit.

Break even Sales Quantity = _Fixed cost
Contribution margin per unit

=35.00.000 _; 75 000 units
20

Cash Fi C
Contributi

Cash Break even Sales Qty=
margi

_ 2,50,000

D el of Profit before tax x100 = Rs.4,16,667
60
ate Sales Level = FixedCost +DesiredPr ofit
P/Vratiq)

_ Rs.35.00.000+ 416,667 _ Rs 75 43 70
53.33%

Answer 8
Working Note

1. Statement showing contribution:
Sub assemblies ABC MCB DP Total
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(Rs) (Rs) (Rs) (Rs) |
Selling price per unit (p.u.) : (A) 520 500 350
Marginal Cost p.u.
Components
Base board 60 60 60
IC08 160 40 40
IC12 48 120 48
IC26 1 6 48 4
Labour
Grade A 40
Grade B 64 2
Variable production overhead 36 2 24
Total marginal cost p.u. : (B) 424 3
Contribution p.u. : (C) = (A) — (B) 96 30
Sales ratio : (D) ¢ 4
Contribution x Sales ratio : [(E) = (C)2x(D)}¢28 520 4 32

Desired Contribution for the forthcoming

Fixed Overheads
Desire Profit
Desire Contributio

3. Sales mix requirg ber of batches for the fogthcoming month December, 2016
Sales mix req sired ¢ tion/cﬁtribution x Sales ratio =Rs.
19,57,200/93'=2,

Budgets for Decembe 16
i) S uantity and value
ACB MCB DP Total
6,300 8,400 4,200
520 500 350

32,76,000 42,00,000

14,70,000 89,46,000

ACB MCB DP
6,300 8,400 4,200
€losing stock 720 1,080 2,520
(Opening stock less 10%) _ _ _
Total quantity required 7,020 9,480 6,720
Less : Opening stock 800 1,200 2,800
Production 6,220 8,280 3920 |
(iii) Component usage budget in quantity
Sub-assemblies ACB MCB DP Total
Production 6,220 8,280 3,920 —
Base board (1 each) 6,220 8,280 3,920 18,420
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Component IC08 (8:2:2) 49,760 16,560 7,840 74,160
(6,220 x 8) (8,280 x 2) (3,920 x 2)
Component IC12 (4:10:4) 24,880 82,800 15,680 1,23,360
(6,220 x 4) (8,280 x 10) (3,920 x 4)
Component IC26 (2:6:8) 12,440 49,680 31,360 93,480
(6,220x 2) (8,280 x 6) (3,920 x 8)
(iv) Component Purchase budget in quantity and value
Base
Sub-assemblies board 1C08 IC12 Total
Usage in production 18,420 74,160 1,23, 3
Add : Closing stock 1,440 1,080 5
(Opening stock less 10%)
19,860 75,240 8,7
Less : Opening stock 1,600 1,200
Purchase (Quantity) 18,260 74, 760&
Purchase price (Rs.) 60 1
Purchase value ((Rs. ) 3,120 7 44 47,94,160
(v) Manpower budget showi e amount of wages
payable
labour
Grade B
Hours
Sub- Total per Total Total
Assemblies Hours Unit Hours
ACB 49,760 16 99,520
M 49,680 12 99,360
DP 15,680 8 31,360
(A) 1,15,120 2,30,240
(B) Hours 200 200
(C) Numbe : 576 1,152
(D) Wa 1,000 800
( 5,76,000 9,21,600 14,97,600

Answer 9

(i) Material variances:

(a) Direct Material Cost Variance = Standard Cost — Actual Cost
= (40,960units x 5 kgx Rs. 4.20) — (2,05,600 kg.x Rs. 4.50)

= Rs. 8,60,160 — Rs. 9,25,200 = Rs. 65,040 (A)
(b) Material Price Variance
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= Actual Qty. (Std. Price — Actual Price)
=2, 05, 600*kg. (Rs. 4.20 — Rs. 4.50) = Rs. 61,680 (A)
(*Material variances are calculated on the basis of consumption)

(c) Material Usages Variance = Std. Price (Std. Qty. — Actual Qty.)
= Rs. 4.20 (40,960units x5 kg. — 2, 05, 600 kg.)

=Rs. 3,360 (A)
(i) Labour Variances and Overhead Variances:

(a) Labour Cost Variance = Standard cost #Actual‘cost
= (40,960 units st. —Rs. 3,87,840

= Rs. 19,200 (A)

(b) Labour Rate Variance = Actual s (Std. R ctual Ra
= h‘ours (Rs. 0)
= RS, 24,2400(A)

(d) Total Factory'@verhead Varianc

(c) Labour Efficiency Vari ceGd. Rate (Std. Hour — al Hour)
= Rs. 3 (40,960 $ ur)
=Rs. 5,040
e

= Factory Absor ctualfFactory Overhead
= (Actual td. Rate) ual Factory Overhead
= (40, rs XaRs.1.2Q) — Rs.1,00,000

(i N Preparation of Income Statement
Calculation of unit selling price (Rs.)
ire hal 21.00
9.00
head 3.60
33.60
In 25% on factory cost 8.40
Selling price 42.00
Income Statement
(Rs.) (Rs.)
Sales (40,000 units x Rs. 42) 16,80,000
Less: Standard cost of goods sold (40,000 units 13,44,000
x Rs.33.60)
3,36,000
Less: Adverse Variances:
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Material Price variance 61,680
Material Usage variance 3,360
Labour Rate variance 24,240 89,280
2,46,720
Add: Favourable variances:
Labour efficiency variance

Factory overhead
Actual gross margin

(iv)
Labour hour saved
Standard labour hours (40,960 units x 3 hour

Actual labour hour worked

Labour hour saved

Answer 10 (a)
Essential requisites for the installatio
(i) The firm in the industry s

(i) A sprit of co-operationgnd
(iii)Mutual exchange of4deas, met
how etc. shoul&j‘r.e nt.

(iv)Bigger firm he lead towardsgharingtheir experience and know-how with the
small o improve their performance.

(v) In case of aceou iples, procedure and production method uniformity
m e establis

levant data or information.
il among the participating firms.
ment made, research and know-

Answer
The main advantagges of Inter- parison are:
(i) Suchacom 'son"ves amoverall view of the industry as a whole to its members. The

I of the industry, progress made during the past and future of the

in knowing its strengths or weaknesses in relation to others so that

asures may be taken.

unbiased specialized reporting on particular problems of the concern.

s cost consciousness among members of the industry.

(v) It heblps Government in effecting price regulation.

(vi) It helps to improve the quality of products manufactured and to reduce the cost of
production. It is thus advantageous to the industry to the industry as well as to the
society.

Answer 11
Cost reduction:
e Itis the achievement of permanent reduction in the unit cost of goods manufactured or
services rendered without impairing their suitability for the use intended or diminution in
the quality of product.
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It uses the techniques like value engineering, work study, quality management, operational
research, market research etc.

It is continuous of critical examination, analysis, and challenges of established standards.
It helps to business in improving the efficiency and effectiveness so that costs are reduced.

It is a corrective action.

Cost Management:

It is a broader concept. It aims to optimal utilization of resources t ance the operating
income of the firm.

It established linkage between costs revenues. It relates g
attributes to have insight into how various resources att
create demand on resources.

It provides information to management product attribute§ to optimi ur

é\,

venugs,with product
enerates\fevenue and

ization.

<)\,
§%
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INCOME TAX AND VAT

PART A : INCOME TAX

Concept of Resident Person

1. State whether the following persons are resident in Nepal:
a.

Mr. X has a sole proprietorship concern in Nepal manufacturing export items. He travels
through various countries throughout the year to promote his products. As such, he stays
in Nepal for 120 days during the year, and rest of the time at different countries of the
world during Income Year 2071/72.

Mr. Bale is an English national. He comes to Nepal on 1% Jafitagy 2015 a

ides in
Nepal till 31" December 2015. Explain his residenti@l Statusyfor 1.¥Y%N2 and
2072/73. (Ashad end of 2072 falls on 16™ July 2015)
Ram Hari Chamlagain is employee of Government of ‘Nepal. i aid leave to

complete his Ph.D. and residing in Australia since January 17 20%4. ing the year
2072/73, he generated AUD 25,000 serving a ‘restaur Australiga. Whether Mr.

Chamlagain is resident of Nepal for 'Y 202/73.

. A US-based consulting company obtained a.€ontract.in I ich it has to provide

consulting service for three years geginning fro . Explain the company’s

residential status for I'Y 2072/73.

A trust is registered in St. Kitts'& NewiS, a Cagl n. The financial statements of

the trust revealed the followifguinformation:
X Ltd., located at Dubai is the im
of the trust, with,10% Stake hel

. X Ltd. is held by a'eompany based en“Sipgapore, C. Ltd., which holds 100% stake of X

Ltd.
Mr. Ramji Acharya is the s der'of C Ltd. who owns 60% of the shares of it. Mr.
Achaya isresident person of Nag

' 4

Answer:
a. The definiti natural Person in Sec. 2 (Sha-2T) includes a sole proprietorship. It means

a sele propri concern is also a natural person. As per Sec. 2 (KaNga) (1), for a

natural pegson e“resident of Nepal, s/he has to satisfy any of the following three
condi ;

I her‘habitual place of abode is in Nepal,

I. esides in Nepal for 183 days or more in any period of consecutive 365 days,

r
\ S/he is a public servant of government of Nepal, deputed by the employer in any

foreign country

Income Tax Manual, 2066 (Updated 2068) issued by Inland Revenue Department elaborated the
meaning of habitual (normal) place of abode. It is the place where the major economic activities
of the person are concentrated. Generally the places from where the person generates its major
income are treated as the habitual place of abode, and are not determined solely because of
having a permanent home.
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As Mr. X’s major economic activity for his living is derived from Nepal, we can conclude that
Mr. X’s habitual place of abode is in Nepal, as such he satisfies habitual place of abode test to
become resident in Nepal. Thus, he is resident of Nepal.

b. The definition of natural person in Sec. 2 (Sha-2T) includes a sole proprietorship. It means

a sole proprietorship concern is also a natural person. As per Sec. 2 (KaNga) (1), for a
natural person to be resident of Nepal, s/he has to satisfy any of the following three
conditions:

I His/her habitual place of abode is in Nepal,

ii. S/he resides in Nepal for 183 days or more in any,periothof conseguti days,

or
iii. S/he is a public servant of government of Nepaly,deputed b ployer in any
foreign country

Income Tax Manual, 2066 (Updated 2068) issued by Inland,Reve epart interpreted a
period of consecutive 365 days as an Income Year.beginning f n 1 of any year and
ending on Ashad end of next year.

As Mr. Bale does not satisfy 1% and 3" test§pecifiéd abo
resident of Nepal is determined by the fulfillmeng of se
interpretation by Income Tax Manual;*his‘days.of s
(31+28+31+30+31+30+16), and hence Neysatisfi

chance of him being

3 days test. Following the
72 is 197 days
in that Income Year and is
8 days which does not satisfy the
183 days test. Since all the three,conditions afe not Satisfied for the Income year, he is not
resident in Nepal.

c. Habitual Place est and 183 da

satisfied. Though he is employee of GON,

n country. As such, all three conditions are not
satisfied, apd thus he is nonrestdent 8f Nepal for the said 1Y,

d. A foreign permane blishmen#is resident of Nepal. If, in case any foreign company
or organization satis n?;ondition to be treated foreign permanent establishment in
Nepaly,they ar identyfor the works performed and income generated in Nepal in the

S

forpt foreig anent establishment.

As per Sgc. 2 Ra), a permanent establishment of a nonresident entity is a foreign
perm tabliSpment.

e stablishment as defined by Sec. 2 (Kada) means a place where a person
carri s business either partially or completely, and the term includes the following:

\ a place where a person is carrying on business partially or fully through an agent,
other than a general agent of independent status acting in the ordinary course of

business as such;

ii. a place where a person has, is using, or is installing substantial equipment or
substantial machinery;

iii. one or more places of a country where a person provides technical, business or
consultancy services through employee or otherwise for 90 days or more in any
12 months period
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iv. a place where a person is engaged in a construction, assembly, or installation
project for 90 days or more, including a place where a person is conducting
supervisory activities in relation to such a project

Since US based consulting company is providing consulting business in Nepal for three years,
thereby satisfying criteria (iii) above, the US based Consulting Company is deemed to have a
permanent establishment in Nepal, which is deemed as foreign permanent.establishment and is
resident of Nepal.

e. A trust is resident of Nepal (as per Sec. 2 (Sha)), if it satisfiessany‘ef the following three

conditions:

I The trust is established in Nepal.

ii. The trustee of the trust is a resident of Nepal.during the'year.

iii. A person or a group of persons of whom @ne of them is epal for the
rgu

e
income year controls the trust, directly, or indigectly th ne or more
interposed entities.

Though test specified in (i) and (ii) above is not satisfied; the tristds controlled by Mr. Ramji
Acharya through two interposed entities (i¥€. C Ltd. and e Mr. Acharya controls C
Ltd., C. Ltd. controls X Ltd., and X Ltd. ultimately ‘con t)” As such, test specified in
(iii) above is satisfied and hence, the trust 1steside

Concept of Turnover Tax and Presumptive T
2. Answer the following questiens:

a. Mr. Hari Prasad Phuyal iSya sol€” trader doimg retail business at Badki VDC of Jumla.
During the Ingomie,Year 20 annual turnover from the business is Rs. 1,999,000
and the tentative profit is R 00 e does not have any other source of business
during the“yearnner is he registeredifor Value Added Tax. Calculate tax liability of Mr.
Phuyal,
Would you,answeér be'different if the profit from the business were Rs. 190,000 instead of
RS. 250;0007

What wauld bégzotimgnswer, if Mr. Phuyal is a VAT registered person?

b. S dur Deuba is a sole trader doing business at Hetaunda Sub-metropolitan
Ci anpur. He is not registered for VAT purpose and his only income is sales of
goo profit margin exceeding 5% within the state of Nepal. The turnover of the

usingsSs during 1Y 2072/73 is Rs. 4,500,000 and the business profit is Rs. 800,000.
ate tax liability of Mr. Deuba for 'Y 2072/73.
uld you answer be different if the turnover of the business were Rs. 1,900,000 and
profit of the business was Rs. 150,000?

c. Mr. Gauri Shankar Jaisawal is a lawyer and he generates income from his law firm,
which is a sole proprietorship concern. He generates income only from that law firm and
does not undertake any other foreign assignment. His consultancy fee during the year is
Rs. 4,500,000. As his business income is between Rs. 20 Lakhs and Rs. 50 Lakhs, he
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wants to pay tax on the basis of his business’s turnover and approached you for the
advice. Advise him.

d. Ram Prit Paswan is a Manager at Ultra Nationalist Bank Ltd., a resident bank. He has no
any other income than the employment income drawn from Ultra Nationalist Bank Ltd.
His income during the year 2071/72 was Rs. 3,000,000, and he did not file any tax return
in respect to that income. His employer calculates tax as per Sec. 87 and pays it to tax
authority. He wants to know the legal provision whether he is réquired to file tax return
or not.

Answer:

a. Mr. Phuyal’s assessable income is Rs. 250,000 which is within basig
such; Mr. Phuyal has no any tax liability. In this ease, 1o, obtain
he has to file D03 tax return.

In case when the business profit was Rs. 190,000;Mr. Phu ould opt fer payment of

presumptive taxes and as such, he tax liability would be Rs: for the year. DO1 tax

return could be filed. Alternatively, he has the’eption to%go for full t&x return instead of

presumptive tax.

In case he was registered for VIAT {or RS. Z%‘ income; there would be no
C

change in the answer and ferRs. $90,000#5us e; he would not be eligible for
payment of presumptive tax.
b. In this case, Mr. Deuba hasithe ogtion t@ cho@se turnover tax. The tax rate is 1.5% (for I'Y

2072/72 which*has been dgg 0 % for 1Y 2073/74 by the order of Nepal
Governmentias per Samayik igAin) of turnover. That means, his tax liability is
1.5% of Rsy4,500,000.
If hisusinessjinco S 3 19 Fakhs with profit up to Rs. 200,000; he would be
eligible to,0pt fosfpre tive taxation where the tax liability would be Rs. 2,500 (Sec. 1
(1) (Dyref,Sc le

em it, as

rtificate

c. As per &ec. for a person to be eligible to opt for turnover taxation, all the
follovui ditiows shall be satisfied:
Th shall be a resident natural person,

on shall generate income only from business having source in Nepal,

e person shall not claim Medical Tax Credit,

person shall not claim advance tax arising out of tax withheld by withholding
agent as per Sec. 93,
The person’s turnover shall exceed Rs. 20 Lakhs, but shall be less than Rs. 50 Lakhs;
The person shall not be registered for VAT purpose, and
The person shall not be involved in generation income from consultancy or expert
service to be provided by a natural person including doctor, engineer, auditor,
lawyer, sportsperson, actors, consultants

.\l.@.m/
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Though he satisfies all the conditions from (1) to (6) specified above, he does not satisfy
condition (7) as he is lawyer and thus, is not eligible to opt turnover taxation.
d. As per sec. 97 (2), a natural person having income exceeding Rs. 40 Lakhs during any
Income year is mandatorily required to submit income tax return. Except for such person,
as per Sec. 97 (1), the following persons are not required to submit income return:

1.
. a person who derives income exclusively from Final Withholding Payments

Since Mr.

exceed

a person who has no income tax payable for the year under section 3 (a),

(discussed in Chapter 8) during the Income Year,
A Resident Natural Person satisfying all the following ot\ilg.;

The person’s income for the year consists exclusive @ ome a
employment having a source in Nepal

The person has only one employment at a time during the year, eye
employment changes during the year, and eachiemployment is by a resident
employer; and .

The person does not claim the follow @ e Inc Y
v' amedical tax credit under on 51, othe <@ respect to medical tax credit

paid through the employe ’
e i0 entribution to Approved
Wi% etirement contributions paid
er Sect

v areduction in taxable i
& (Donation)
nc generated from operation of vehicles as per

Retirement Fun
e a natural person (The matter of vehicle tax is

through the employer

v"a deductiomfrom ess

In case a perse 0 pays,ia

Sec. 1( <§® edule pe
)

d

iscu
Pa@isf' edonditions specified in (3) above and his income does not
40 L ) no uired to submit tax return.

R
X
&
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Concept of Taxable Income, Assessable Income & Source of Income
3. Answer the following questions:

a. Hari Sharan Pudasaini is a Nepali national currently being employed in Canada. He is
awarded 30 days leave, and visited his hometown at Baglung Municipality Baglung from
5™ January to 25" January 2016. Grabbing the opportunity, a local NGO at Baglung hired
him for some specific work and paid Rs. 300,000 for the job. H&also derived salary of
Rs. 8,500,000 during the 1Y 2072/73 from Canada based employeriDiscuss gite taxability

of the income derived by him from Nepal and Canada. If the amounts are, t hat is
his tax liability in Nepal?
b. How do you derive taxable income from assessable income and e Ifferent

Nepal, he has leased out the house located thereg@nd thly rent of USD 600.
Explain the source of rental income derived by*M

ii. Himalayan Bank Ltd. deputed one of its ‘Staffs at¥
of its business, Himalayan Remit. The staff co
year and resides all the time imMalaysi
in Nepal by Himalayan, Bank*ltd.

iii. Government of Nepal has hired a law firmin theWUnited Kingdom to look after the case
of Mr. Kumar Lama,“a, high ganked ar fficial arrested by UK. The law firm
provides legal serviges in the pays UK Pound 500,000 a year.

iv. A companyat India distrilstites i to its shareholders.
V. QFX Cinemas is/distributofyof I

heads of income?
c. Determine the source of following payments:
I. Mr. X, a resident natural person has a house at BritiSh %Isla s he resides in
ri

tepconduct the affairs of one

Movie, “Fan” in Nepal, for which it paid Rs.
50,000,0004t0 the uce}of VigVie in India.

Answer:

a. Mr. Hagi, Sh asami is non resident of Nepal as his habitual place of abode is in
Canada, he in al for less than 183 days and he is not public servant of Nepal
govern

a nonresident is required to pay tax on business, employment, investment
income having source in Nepal.

As pef’Sec’ 7 (2), service fee forms part of business income.

ice fee to have source in Nepal (as per Sec. 67 (6) (jha)) it has to satisfy any of
the following two conditions:

e In case service fee’s payment is made by Government of Nepal, or
¢ In case of payment by any other person, where the service is provided within the
territory of Nepal.

In this case, Mr. Pudasaini has provided service to a local NGO in the territory of Nepal, which
means, the fee of Rs. 300,000 paid by NGO is having source in Nepal. For employment income

www.auditnca.com


www.auditnca.com
www.auditnca.com

from Canada, since the service is not provided within the territory of Canada, the income is not
having source in Nepal. As such, the service fee paid by the local NGO in Baglung is taxable in
Nepal.
As per Sec. 88 (1), the Baglung based NGO withholds tax at 15% while making the payment of
service fee to Mr. Pudasaini. Sec. 92 (Cha) specifies that any payment attracting withholding
taxes are final withholding payments.
As such, the tax withheld by NGO of Rs. 45,000 (15% of 300,000) is the ggx liability of Mr.
Pudasaini in Nepal.

b. Taxable income is derived from assessable income after de

edugtion availed

under Sec. 63 (contribution of natural person to appyeweg un .12
(donation or gift to exempt organization), Sec. 12A (e @ heYs# pose
of promotion of heritages and development B0 e, c. 12B
(Contribution to PM Relief Fund and National Rgconstrgction FENd\f or under all
four Sections
The four different income heads chargeahle to taxa’tlon ome Act are:
1. Business
2. Employment
3. Investment
4. Windfall Gain

C.
I Rental Inco havifg soufge in aleWhen it is derived from the leasing out

jtuate®yl . RS per ification clause to Sec. 67, any land and

' outs' i f Nepal is deemed not situated inside Nepal
i ENG® from leasing of such property is having source

jtuated. It means, the rental income has source in

ave source in Nepal in case when it is not paid by Government
serwyce must be delivered within the state of Nepal. Since, the staff
service outside the state of Nepal, his employment income does

alaysia.
i ) payment is made by government of Nepal, the income is having source

iv. IVidend, if paid by resident of Nepal, is deemed to have source in Nepal.
ssuming the Indian company not having effective management in Nepal, the
dividend have source in India.
V. Royalty is deemed to have source in Nepal when it is paid for any right to use any
property in Nepal. Since QFX Cinemas has utilized the right to show the
intellectual property in Nepal, the royalty payment has source in Nepal.

Concepts of Amounts Exempted from Tax
4. Explain the applicability of Income Tax in the following cases:
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a. Alex Ferguson has been appointed as Coach of Nepali National Football Team, for which
Government of Nepal pays USD 1 Million during I'Y 2072/73. A clause of contract of
Mr. Alex with Government of Nepal read as follows:

“With approval from Ministry of Finance, it is agreed that Mr. Alex is not required to pay
the applicable income tax as per Income Tax Act, 2002”.

Would your answer be different if Mr. Alex were a Nepali nation

b. World Organization for Elder Care, an International Non
obtained approval from Government of Nepal to digk
Elderly Allowance to all elder citizens exceeding 75

Nepal. As such, Dhan Bahadur Buda received Rs, (
What would be your answer, if Dhan Bahadur olffained a
of Nepal, itself?

c. Mekh Thapa, a Nepali national, is a retir il sctvarof He derived pension
income of Rs. 2,000,000 during Inggme 207 o the Pdblic fund of Indonesian
government.

Would your answer be differefig e [@gtire cial of Indonesian national
army?

d. ABC Club is an exe
its objectives is togonstr

ith Inland Revenue Department. One of
nu in different parts of the countries. It
received a sugg ,000,8Q0 Wecrnational organization of devotees of lord
Bishnu to ¢ % he ten'¥ hnu in Bhadaure Tamagi VDC, Kaski. As per
the agree » Emple sha no less than Rs. 1 Million, and any surplus shall be
refunged. P

c (g ason Nepali national appointed by GON with a condition of
ption 0 js exempted from income tax in Nepal. As such, Mr. Ferguson is
ndervge

exempte me clause.
If he epall"National, Sec. 10 (gha) could not be inflicted, and as such the amount
w exgxante.

b\ Allowgnce to elder citizens, widow or incapacitated person distributed by Government of

IS exempted from tax.
gnce Mr. Buda receives elder citizens’ allowance from an INGO, the amount is taxable.

If it were distributed by GON, it would be exempted from tax u/s 10 (Nga).

c. U/s 10 (Ja), pension derived by a Nepali national after the retirement from the service of
army or police force of a foreign country from the public fund of such foreign country is
exempted from tax.
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In the given case, as Mr. Thapa is deriving pension income not as result of retirement
from the service of army or police force, the amount is taxable in Nepal when he is
resident of Nepal.

If his pension income was derived as a result of retirement from army force of Indonesian
government, the amount would be exempted from tax.

d. As per Sec. 10 (Chha) of Income Tax Act, the following amountSyderivedpby exempt
organizations are exempted from tax:
i. Donation or Gift
ii. Any contribution directly related to the objective of the org:
contributor does not expect any benefit or consideration,or/do,
or consideration from such contribution.

e the
benefit

Receipt of amount of Rs. 1 Million to construct a temple is not
contributor has not provided it for any objective'ofithe organi
that it does not satisfy the first test of being donation or gif

related to the objective of the organizatien but t
construction of lord Bishnu’sg€mple‘and the
of construction. As such it doesnot satisfyt
not exempted u/s 10 (Chhajef the Act i
5. Compute tax liabiity in the,follow

Similagly, he has a ragt operated in Nepal. The following are the details of income
generateduby’ ring Income Year 2072/73. Calculate tax liability for 2072/73
(Using’rates as GON on 15" Jestha 2073):

i. Salary rece romWlorth Korean Government 3,000,000

ii. Allow ivéd from North Korean Government 2,000,000

al support from his government 500,000

his wife from his government 1,200,000

- H tze of Rs. 500,000 in open badminton competition held during the year

sales of Restaurant 3,500,000

i, Gro
nses incurred:
Children Educational Expenses 450,000

2. Living Expenses 1,500,000

3. Restaurant Expenses (as per Income Tax Act) 3,000,000
4. Badminton Club Membership Fee 1,200,000
5. Donation to a Political Party registered with Election Commission 10,000

b. Mr. Hukum Bahadur Thapa is a Nepali national retired from the service of Indian army.
After his retirement, he comes to his village at remote Lamjung and is involved in
agricultural activities in the land, which is within the land limit prescribed by
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Government of Nepal. He is also involved in poultry farming, the sales of which is Rs.
1,900,000 and profit is Rs. 199,000 during the income year 2072/73. His income from
Pension from public fund of Government of India is Rs. 50,000 per month. He generated
Rs. 500,000 from crop farming in his own land.

Answer:
a.

e Salary received from North Korean government are exempted 0 (Kh

e Allowances received from North Korean government,“Chi catidnalgsupport,
allowance to his wife from his government are exemg

e Prize won under open badminton competition is a
Final Withholding Tax.

e Qut of expenses, Child educational expens
membership are expenses of personal and do
(ka).

ject'to 25%

expenses, \ar minton club
n thus dgible u/s 21 (1)

L 4
e The only amount taxable is Busines e unts, deductible are business
expenses along with the donation to a exem% tign as the amount so derive
n

does not satisfy any conditions of Sec. 10
other provisions of the Act.

Calculation of taxable Income ity
Assessable Income from B S ,00
(3,500,000-3,000,000)
Total Assessable Income N0,00
Less: Donation to e Org 0
Lower of followifg:
a. Actual Rs. 10,000
b, 4 Max Rs. 100,00
5% of  Adjusted
xable Rs. 25,000
Taxable Incom
Calculation lability (assuming resident of Nepal and individual assessment)
1*'Rs. 3 &
Next % 15% 15,000
.0

r is it exempted under any

1
Rs. 25% 10,000
25,000

apa’s pension income is exempted u/s 10 (Ja) of the Act. The income derived by
from crop farming from the land within the limit prescribed by Government of Nepal
as per Land Act, 2021 is also exempted u/s 11 (1) of the Act. Income from poultry
farming is business income and the tax is payable on such income. As his business profit
is Rs. 199,000 which is his total assessable income, there is no tax liability of Mr. Thapa.

Business Concessions and Facilities
6. Determine the appropriate tax rate in the following cases:
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a. Jumla Manufacturing Ltd. is a new Jumla based medicine manufacturing company. The
commercial operation of the company begun from 1% Ashad 2072. During the year
2072/73, it has employed 1500 Nepali nationals throughout the year. All of the
employees of the company are citizens of Nepal. On scrutiny of the employee on roll, it
was identified that the company employed 100 male incapacitated persons and 50 female
incapacitated persons. The male dalits are 45 in number while the female dalits are 5 in
number, none of whom are incapacitated. Apart from these, 350%adies were hired and
employed, who are neither incapacitated person, nor dalits.

The company is listed in Nepal Stock Exchange Ltd., and is 100%"expor
industry. The capital of the company is Rs. 2,000 million.

since 1%
Ltd., a new
nals during the

b. M Ltd., a special industry located at TaplejunggWas in‘eemm
Ashad 2062. All the plant and machineries of the company were s
special industry on 31% Bhadra 2069. J Ltd. is empleyifig [

Would your answer be differentiif Xylin e
Income Year?

d. Dandaghare Wine_Industry Ltd. 4

wine facturing industry using apple as raw
material. It is established inYaja '

ict, Which is remote area.

Answer:
a. Manufacttkingicompany is a Industry as defined by Clarification Clause Sec. 11
of theyAct. The applieable ta% ratesor special industry as per Sec. 2 of Schedule 1 is 20%.
owing tax rates are effective to a Special Industry based on
lese national and location of such special industry:

1. Directem 1200 or more Nepali national throughout the year 16%

applicable tax rate as the number of employee is more than 300)

ct employee to more than 100 Nepali nationals of which at least
one-third are dalits, incapacitated or women 16%
(Of 1500 total employees 550 falls under the category as above and the
effective rate is 80% of applicable rate)

4. Direct employment to 100 or more persons, where all the employees are
Nepali national  14%
(70% of applicable tax rate)
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5. In case of operation of special industry in remote area, for 10 Income
years including the first Income Year of Operation 2%
(this is first year of operation and effective tax rate is 10% of
applicable rate)

6. In case of listing of production based industry in NEPSE 17%
(Concession of 15% in applicable tax rate)

7. Export by Production based industry 15%
(Concession of 25% on applicable tax rate)

8. Establishment of new special industry with
Capital and providing direct employment tofmore tha

0%
(For first five years of operation, such industr
income tax) ¢

As per Sec. 11 (5) of the Act, when multiple con
concession as chosen by the taxpayer i lica

lowest tax rate applicable to it when it

applicable tax rate shall be 0%

b. As per Sec. 11 (3) (

effective tax rate

first Income yea

at underdeveloped area is entitled to
tax or first 10 Income years including the

. As per Sec. 11 (6), in case when another
ilizing the fixed assets already used by a special

4
erated since 1% Ashad 2062, which means the industry

the jrst
g the as8ets that was first put to use on 1% Ashad 2062 can enjoy the

us

e shed in
facility ypto t e'years ending on 2070/71 (2061/62, 62/63, 63/64, 64/65, 65/66,
66/67g67/88, 68/6Q, 69/70, 70/71). It means J Ltd. cannot enjoy reduced tax facility for

er Sec. 11 (6).

s employing more than 300 Nepali nationals throughout the year, it is
to effective tax rate of 90% of applicable tax rate. As it is listed, it can enjoy
d tax rate of 85% of applicable tax rate.

As per Sec. 11 (5) of the Act, when multiple concessions as per Sec. 11, the concession
as chosen by the taxpayer is applicable. As a rational taxpayer chooses lowest tax rate
applicable to it when it has more than one options, as such, the effective tax rate shall be
lower of 18% or 17%, which means the effective tax rate is 17%.
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c. It’s an agro based industry. In case agro based industry provides direct employment to
100 or more Nepali national, where all employees are Nepali national; the effective tax
rate is 70% of applicable tax rate. It means the tax rate of Xylin Agro Ltd. is 14%.

As per the notification published by GON in Nepal Gazette pursuant to Samayik Kar
Asuli Ain, agro based industry are also special industry. A special industry providing
direct employment to 1200 or more Nepali national throughout the year is entitled to
effective tax rate of 80% of applicable tax rate. When all employeesware Nepali national,

the lower tax rate is 14% as specified above and with the ap ion ofiSec. 11 (5), Xylin

Agro Ltd. a rational tax payer chooses 14% as its tax rate
d. As per Sec. 11 (3ja) of Income Tax Act, any indu
r

operation has not elapsed, so the effective tax ra D

40% of 20%) *

7. Sansar Saving & Credit Cooperative Ltd./is lo ujung Village Development
Committee of Lamjung District. Bhuj e der with any metropolitan city
or sub-metropolitan city of : ing Inc /73, it has the following Income

unts?
nt

Interest Incom gni Basi 2,000,000

1,000,000

1,000,000

200,000

100,000

700,000

Abstract from Notes to the Accounts:

e The board of the cooperative proposes Rs. 500,000 as dividend to be distributed to all its
shareholders
You are required to calculate:

e Taxable Income & Tax Liability of the Cooperative
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e Dividend tax to be withheld from shareholders

Would your answer be different, if the cooperative as located at Besisahar Municipality of
Lamjung district instead of Bhujung VDC?
Answer:
Since Sansar Saving & Credit cooperate is a saving and Credit Cooperative based on Rural
Community as it is located at VDC not sharing border with Sub/Metropolitan City, the income of
the cooperative is exempt u/s 11 (2). Similarly, dividend distributed by su¢fycooperative is also
exempted u/s 11 (2) of the Act.
When the Cooperatives work location was Besisahar Municipality,it weulesnot
Rural Community, and since it is not agro and forest based cooperatives, the inc
cooperative would be taxable at 20%. The dividend distributed by such' coop
5% Final withholding tax.
Expenses not deductible:
8. Answer the following questions:

a. As per the agreement between Akbar Lehani, CEQ of Ve iBank'Ltd. and the bank
management, the bank is required to reimburse®al expe e 0 a foreign trip to the
SSuC
S

extent of Rs. 950,000 during any gfear to Mr. Lo the bank has reimbursed
Rs. 950,000; actual cost incurrediby Mr.JLohan ersonal tour to Bali, during
I'Y 2072/73. Is the expenditure deduetible f

What would be your ansyer ifithe Visit forgrfielal purpose of the bank?

war. als in retail sales of different consumer
e rgtall sales. During the Income Year 2072/73,
he has total buSiness tuknovgre 00. He made a payment of Rs. 60,000 on 1*
Jestha 20731, relation to pu %\ ifai Wai Noodles from a dealer in cash. It was not
a public holidayyls'the paymentNp gash deductible for tax purpose?

What'would be you elghf the payment was made in a place where there is no
hanking Taeiltty Mthi periphery of 10 KM of his business place?

b. Mr. X is a trader based“in. New*B3
items, and he has ne,other incomg

c. Lumbini S s turnover of Rs. 500 Million during the 1Y 2072/73. It paid Rs.
100j000%er fa g cash to purchase sugarcane necessary for sugar production during
the Fagtin 2072, the total of which was Rs. 50 Million. Further, it purchased

SS the farmers and paid in cash Rs. 30 Million on Chaitra 2072. Are the

Xp deductible for tax purpose?

e where there is no banking facility

e. Mention the conditions when the private expenditure of a natural person is not treated as
part of “Domestic & Personal Nature Expenses”.

Answer:
a. Expenses of Domestic and Person nature means the following expenses including the
interest incurred in the loan used for personal purpose and the private expenditure of a

natural person:
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e Expenses of personal nature incurred for an individual while providing residence,
meals, refreshment, entertainment, or other leisure activities.

e Expenses incurred by an individual on conveyance from residence to office and office
to residence.

e Expenses incurred on an individual for clothing which is also suitable to wear outside
of work.

e Expenses incurred on education and training. But the expenses incurged on such
training or education, that are directly related to the busigess;but that doessiot lead
to a degree or diploma, are allowed for deduction.

As per Clarification Clause (Ka) (2) of Sec. 21, if the following eonditio
above expenditure are excluded from Expenses of Personal andgbomest
expenditure incurred to make a payment to a natural persom,ordthe nses i ed for a third

person except to the extent of following are Experses of Pgrso estiC Nature:
e In case the payment is include@®in cal¢ulating@heni the individual- such as
house rent, driver facility, gardener, gervan residence, or etc provided
to an employee. If the expenseSwaresnc a@Xable income of the individual,

the expenses are allowed*ferdeductigh to
e The individual makes a return paymengfof a
consideration fer the paymen
e Small amaunt, ineurred i
impracti€able, for tea, .
expenses asyprovided by IRB

Since the payment is,m f vate purpose of Mr. Akbar Lohani, the expenditure is
expense‘@f'demestic a nature. This is ineligible for tax purpose, but when the
payment isdnclude e of Mr. Lohani, under Clause (2) (a) of Clarification Clause

(Ka) of Sectiongl, th twould be taxable in the hand of Mr. Lohani, he is not entitled
claim deductieg ofisuch amount and then the bank will be eligible to claim such expenditure as
normal e diture u/s 13 of the Act.

r which keeping an individual account is
awards, emergency medical facility or any other
0 Rs.500 at a time (as per Rule 6).

official purpose, the expenditure would be eligible for the bank u/s 13
g the amount in the income of its CEO.

b. Any payment exceeding Rs. 50,000 at a time by a person is not deductible for tax purpose
when the turnover of the person exceeds Rs. 2,000,000 and the payment does not satisfy
the exceptions mentioned in Sec. 21 (2). Since the turnover of Mr. X does not exceed Rs.
20 Lakhs, any payment in cash is eligible for deduction provided conditions laid down by
other provisions of the Act are satisfied.
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The answer would be same when the payment was made in a place where there is no
banking facility within the periphery of 10 KM of his business place, i.e. payment in cash
is eligible for deduction provided conditions laid down by other provisions of the Act are
satisfied.

c. Any payment exceeding Rs. 50,000 at a time by a person, the turnover of which exceed
Rs. 20 Lakhs during the Income Year is not eligible for deductionfii/s 21 (1) (Gha) and 21
(2), except when the payments are made as follows:

1. Payment made to GON, Constitutional bodies, corporate having,owpershi GON,
Banks, and Financial institutions.

2. Payment to a farmer or a producer for primary agre,products e he where
the farmer himself primarily processes the prgduct. x

An area not having banking services means,the ar
facilities within a periphery of k@%kilometers.
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5. Payment made on the dayawhen banking se S losed or there is unavoidable
compulsion that the payment'shall be gma
6. Payment is made thsoughythe ban

he“payee.

. 50,000 at a time and since any of the

, the cash payment is not deductible for tax
ac for primary agro products, but the product so

procured is not primary,agro product btiga secondary one, i.e. sugarcane could be primary agro

product but mglassesiis se goduc “As such, this condition is also not satisfied.

d.
i. An area ving, banking services means the area where there are no banking
it

facilitigs w iphery of 10 kilometers.
ii. Th ing expenditures are expenditure of capital nature:
1.@EXp urred in respect of prospecting, exploration, and development of natural
. EXpenses incurred in acquisition of assets having a useful life of more than twelve
nths.
Expenses incurred on the disposal of a liability.
e. In case any of the following conditions are satisfied, private expenditure of a natural
person is not treated as part Expenses of Personal and Domestic Nature to the extent of
following:

e In case the payment is included in calculating the income of the individual- such as
house rent, driver facility, gardener, servant, telephone in residence, or etc provided
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Basis of Accounting

9.

to an employee. If the expenses are included in the taxable income of the individual,
the expenses are allowed for deduction to the person.

e The individual makes a return payment of an equal market value to the person as a
consideration for the payment.

e Small amount incurred in this respect for which keeping an individual account is
impracticable, for tea, stationary, awards, emergency medical facility or any other
expenses as provided by IRD up to Rs.500 at a time (as per Rule'6).

Prabin & Chandra Co., a partnership concern was following cashbagis'e % tifig until 1Y
2071/72. On 1% Kartik 2072, the concern filed ‘an application to chanfefthe basis of
accounting to accrual from cash. IRD permitted the“ehang asis Qfgéccounting as it
deemed the change will properly reflect the®acome of theffir ™ Mangsir 2072 with
effect from 1Y 2072/73. Your firm has been appeinted as,ta ert\o scrutinize the effect of
change in accounting on tax liability of thefcon decided to send you to
identify the details, and you identified the following:

18ed service to a company during

arly 2073/74.
ner of the premise is at America since eight
Nepal and there is no other means to send the

2070"and e haitra 2075. The total service fee of Rs. 6,600,000 has been

received,in a *! Jestha 2072, and included in income during the 1Y 2071/72.
Prepare ndum to your partner indicating the correct treatment of the above matters
as perfaco ct.

Mgm@randumto Partner

To: , Tax Partner, XXX firm
Subject: Change in Basis of Accounting- Tax Treatment
As | have been appointed to identify the details and suggest correct tax treatment for the effect of

cha
the

nge in basis of accounting in income of I'Y 2072/73 of M/s Prabin & Chandra Co.; here are

details identified that requires adjustment as per Sec. 22 of Income Tax Act:

a. Rs. 10 Lakhs is receivable with regard to the service provided in Previous Income Year,
and still receivable. As the basis of accounting was cash, the amount was not included in
income during the year when the service was provided. Now that basis of accounting has
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been changed, as per Sec. 22 (6) the taxpayer shall make necessary adjustments in
income calculation in the Income Year when the basis of accounting is changed in such a
way that no amount included, deducted, or to be included or deducted in calculating the
person’s income of the income year of the change is omitted or repeated. As such,
amount shall be included in income during the Income year.

b. Rs. 400,000 is payable to house owner. As the house rent was not paid in cash, as per
cash basis of accounting such expenses were not claimed duringythe filing of income
return for previous Income Years pursuant to Sec. 23 of Income Tax Act. N@W that basis
of accounting has been changed, as per Sec. 22 (6) the_taxpayersshall ,ma ssary

adjustments in income calculation in the Income Year"whenythesbasis cc gis
changed in such a way that no amount included, deducted, or 4o be ed educted
in calculating the person’s income of the incgme year¥ef t mitted or

repeated. As such, amount shall be deductible duting the Income yea
c. It was identified that total service fee of Rs. 5,500,000 h n rec in advance on
1% Jestha 2072, and included in incom@sduring the 2 against a multi- year
service contract beginning from 1Y 1% Kartik 207 in 31% Chaitra 2075. As
per accrual basis of accounting the income\attribu 7273, 73/74, 74/75 and
75/76 are Rs. 1,200,000 (6,600,000%12/66), , 12 Lakhs, and 9 Lakhs
respectively. As per Sec. 22 (6) the taxpa ecessary adjustments in income
calculation in the Income ¥ear‘when the basi ounting is changed in such a way
that no amount included, deductedfor t0€be included or deducted in calculating the
person’s income @f theWincomé” year of change is omitted or repeated. Such
adjustment is allewedhduring the change in basis of accounting is affected,

as such, thedncomerelated ¢ ' /75 and 75/76 shall be a part of inclusion u/s 7
of such Ingome, Year. So that,

ount equal to Rs. 33 Lakhs pertaining to service fee
of 1Y JZ3/74,14/75 5/76 shalde deductible as an adjustment under Sec. 22 (6).
Charactesization ‘& Quantific
10. Answier thesfoll %&
a. Mithun Pras arya, a Chartered Accountant, was hired by Disco Dancer Restaurant
Pvt."Ltd" i consultant to implement Nepal Financial Reporting Standards. As

for residence and a vehicle for commutation owned or hired by the
e company hired an apartment for Rs. 50,000 per month and provided it for
the reSidence of Mr. Acharya. Similarly, vehicle with a driver and bearing all associated
as provided by the company for his personal purpose. The market value of the
icle is Rs. 60 Lakhs.
Calculate the amount to be included as service fee income of Mr. Acharya as per Sec. 27
and Rule 13 of Income Tax Act.

What would be your answer, if Mr. Acharya was hired as employee with monthly pay of
Rs. 100,000 for six months?
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b. Describe “Khai Paai aacko Talab” in light with Income Tax Regulation and Income Tax
Manual issued by IRD, and its significance in quantification of benefits.

c. Ram, Shita, Gita and Krishna contributed Rs. 10 Lakhs, Rs. 20 Lakhs, Rs. 30 Lakhs and
Rs. 40 Lakhs to invest at a particular portfolio. As they could not decide the portfolio so
soon, they decided to keep the balance as Saving Deposit by opening a Joint account at a
Commercial Bank. The rate of interest was 6% p.a. and the amount was kept in the
account for 8 months; after which the amount along with the intekest was invested at a
plot land. The registration charge of the land was Rs. 100,000 and“brokergCommission

paid to purchase the land was Rs. 500,000. The land was_sold,within the s ar for
Rs. 15,000,000. The cost of registration and brokeragefcomesyto Rs. 400,0Q0 time
of disposal. Calculate the amount to be included in each individual m er Sec.

30 of Income Tax Act, quoting relevant provisions of the Aet.
Describe the treatment of interest income in the hand of gach individ

d. Hari and Ram are father and son. Hari isydistributor product in Nepal and
Ram is dealer of the product. There are Qther deal preduct in the country. The
sales price charged by Hari to Ram’s congern is r unit while the same is

sold at Rs. 15,000 per unit to other, dealers.
Based on the above fact:

e Define Associated Persons and relati pag Income Tax Act 2002.
e Is there any right with, Inland Revenue ment to re-characterize the income and
expenses of Hari\and Ram irfglationto thansaction between associated persons? Give

your opinién quieting thegfeevang proyisions of the Act.
e. Shekhar and*¥mesh are frie % cannot be treated as related party as per Income Tax
law. Shekhar, 1S\distributor of “wagi€ties of goods and generated taxable profit of Rs.
2,000,000 during osfle Year 2072/73. While Umesh has a sole proprietorship
a consultant. The sole proprietorship concern of Mr. Umesh is
rs and the carried forward loss pertaining to I'Y 2065/66 is Rs.
taxable profit for I'Y 2072/73.
har and Umesh met at a function when Shekhar came to know

d be shared between them equally. As such, Umesh issued the consultancy
ice of Rs. 1,000,000 and shared the resulting tax profit of Rs. 250,000 equally.

\Iight of the above fact; is there any power to IRD regarding the re-characterization of
such arrangement so as to check the reduction of tax liability through income splitting
arrangement?

f. Define “Tax Avoidance Scheme”.
g. Write short notes on: “General Anti avoidance Rule”.

Answer:
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a. Amount to included as part of service, when he is a consultant, is:
Service fee  Rs. 600,000

Vehicle facility Rs. 30,000
(1% p.a. of Market Value of vehicle- i.e. 1% of 60 Lakhs for 6 months)

Accommodation Facility Rs. 75,000

(25% of actual rent when the rent is paid in rental apartme @\%
&

Total Amount as Service fee including facilities R

Yes, the answer would be different as follows whe a as employee:
Salary Rs. 600,000 y Q
Vehicle Facility Rs. 3,000
(0.5% of Khai Paai Aaeko% §
Accommodation Fa«J .12, O%
i Paai ala ) %
Assessab % omem t Rs. 615,000
b. Rule @bes %}hai ai aaeko talab as part of employment income while a
employ ide8'v facility to its employee and 2% of khai paai aarko talab while
[ ti

accemm acility. There are debates on what constitutes Khai Paai aaeko
, but In Tax¥Wlanual, 2066 (Updated 2068) interpreted it as sum of basic salary

(suru tatab) a applicable to each employee (Page 79 of PDF version of the
Man xample 7.2.6 of the Manual)

c. | se tly owned investment, the outgoings and incomings related to such

tNs allocated to each owner and the tax on such gains, if any, is levied under

le.

per Sec. 30 of the Act, for the purposes of calculating a person’s income from an
investment that is jointly owned with another person, amounts to be included and
deducted in that calculation shall be apportioned among the joint owners in proportion to
their respective interests in the investment.

In the given case, the total income, incomings and outgoings are calculated as under:

Income from bank interest (subject to 15% Final Withholding) net of TDS  Rs. 340,000
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(6% p.a. of Rs. 10 Million for 8 Months= Rs. 400,000, deducting 15% TDS)
Outgoings of the land
Cost of Purchase 10,340,000

Registration Charge at the time of purchase 100,000
Broker Commission at the time of purchase 500,000
Cost of Registration and Commission at the time of dis ,000
Total Outgoings Q %% ;340,000
Incomings from the land VQ % 15,000,000
Allocation of outgoing and in @n eaehn ual and calculation of Income
from Joint Investment:

1,134,000 | 2,268,000 | 3,402,000 | 4,536,000

Particulars & Shita Gita Krishna
] [ 0,000 | 3,000,000 | 4,500,000 | 6,000,000
4

u
individual

% ) 366,000 732,000 | 1,098,000 | 1,464,000
Interest Income 34,000 68,000 102,000 136,000

he bahk interest income is also a part of joint investment, as such; it must be allocated to
erson’s income on the basis of proportion of investment in the portfolio. Since the
bank account is opened under the name of all investment participants, the account cannot
be treated as that of a natural person. This indicates that the WHT rate is 15% while
providing interest by bank. As the income are allocated to each natural person in the
investment pool, the interest income paid by resident banks and financial institutions not
related to business and having source in Nepal by such natural person is final
withholding. As such interest income net of TDS allocated as above are final withholding

in the hand of each investment participant.

www.auditnca.com


www.auditnca.com
www.auditnca.com

Associated Person:

“Associated Person” means one or more persons or group of such persons where the relationship
between the two is such that one may reasonably be expected to act in accordance with the
intentions of the other, and the term includes:

1. anindividual and a relative of the individual or

2. any person or his/her partner %
3. Foreign Permanent Establishment and the person h; @ nershipsversuc eign
permanent establishment, and
4. an entity and a person who
a. either alone or together with an associate i nd
b. whether directly or through one ore in@rpo
controls or may benefit from 5 cent’or mo hekigh income or
contributed capital or voting power ofithe e
Provided that the following persons.are net associat
a. Employee,
b. Persons prescri Dep CI% ssociated person”
Relatives (Sec. 2-Ba) \
“Relatives” a% sband
. the

, er-in-
daughtersin- & a?p.lerson.

rrangements between associated persons; IRD or IRO may, by a
g, distribute, apportion, or allocate the amounts to be included or
income between the persons as to reflect their taxable income or tax

e arrangements is operated by them according to general market practices

ghter (including dharma putra and dharma

IRD or IRO may, in the process of the notification:
a. Re-characterize the source and type of any income, loss, and amount of payment; or

b. Allocate costs, including the head office expenses, incurred by one person in
conducting a business that benefits an associate or associates also in conducting their
businesses, based on the comparative turnover of the businesses
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It means, IRD has the right to re-characterize the income and expenses of Hari and Ram in
relation to transaction between associated persons.

e. As per Sec. 34, in the case of a person attempts to split his/her income with another
person in order to reduce his/her tax liability, IRD or IRO may, by a notification in
writing, adjust the amount to be included or deducted in calculating the income of each of
such persons to prevent any reduction in tax liability becaus the splitting of the
income.

llowin ts

The attempt to split the income includes, but not limited to, a tra
so as to reduce the total tax payable by the person or an associz
through one or more interposed entities:

a. Amounts to be derived or costs to be incurreds or

b. An amount received or enjoyed by the tranSferee of an_asset (ie.

asset); or the amount paid or expenses incurred | asse
To determine whether a person is splitti r ihcoffie, | O shall consider the
market value of any payment mad thetransfer.

issue a notification in writing ordering
at Shekhar’s tax liability increases

f. 0 , “Tax Avoidance Scheme” means any arrangement
made person [ﬁrpose of avoiding or reducing the tax liability.
g. OWET re tOQIRD under Sec. 35 of Income Tax Act as “General Anti

A ance”. s follows:
IRDymay, for oSe of determination of tax liability as per the Income Tax Act, do

acterize an arrangement or part of an arrangement that is entered into or
t as part of a tax avoidance scheme;

id an arrangement or part of it that does not have any material economic effect: or
-characterize an arrangement or part of it, which does not reflect its materiality.

Disposal of Asset & Liability
11. Identify the time of disposal of asset and liability in the following cases:

a. Amar Concern is a proprietorship concern of Mr. Amar Bartaula. Mr. Bartaula died on
30™ Chaitra 2072. There is business asset of Rs. 5 lakhs, trading stock of Rs. 4 Lakhs,
business liability of Rs. 3 lakhs and depreciable asset of Rs. 5 lakhs as on 30™ Chaitra
2072.
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b. The following is the information as to the “Pool B” of Depreciable asset of A Ltd. during
the I'Y 2072/73:
Opening Depreciation Base 1,000,000

Purchase of assets:

28™ Mangsir 2072 540,000
25" Chaitra 2072 600,000 @
3" Jestha 2073900,000 x%
Some of the assets of Pool B were sold on 1% ASG V% 0
fetched Rs. 2,500,000.

0\

c. Sipradi Trading deals in vehicles prodyged by T‘ata t e board meeting
dated 1% Baisakh 2073 of the trading d u

se o ano Car costing Rs.
1,000,000 each having market v of RE.
decision of the meeting was impl@mente a
d. Raju Khadka, is a resident NeJali Maii
,00
1

ure and

% a istrative purpose. The

assets:

i. Land and building in N

ii. Shares of Nabil Banjgt td. 1

iii. Debtors Rs. 149000Q00 (Cobs
He became nonresw;f palQn 3 :

Answer:

a. As per Se @ the asse iability of a natural person is deemed to be disposed
just lagfore M§/her : I»the ven case, assets and liabilities of Mr. Bartaula are
deemedNg b action of second before his death on 30™ Chaitra 2072.

case of an asset, the asset is deemed to be disposed when the
asset exceed the outgoings of the asset. In case of depreciable

ind absorbed additions are Outgoings as per the same Schedule for a
of asset. When Disposal proceeds exceed sum of opening depreciation

\9 a I(s) are disposed. As such, in the given case:
ISposal Proceeds (Incomings for the Pool) 2,500,000
Opening Depreciation Base 1,000,000
Absorbed additions 1,240,000
(100% of 540,000+2/3 of 600,000+ 1/3 of 900,000)

Outgoings for the Pool 2,240,000
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As the incomings are greater than outgoings, Pool B is deemed to be disposed on yearend
of I'Y 2072/73.

c. As per Sec. 40 (3) (d), in case of an asset which is used after changing its form, the asset
of the existing form is deemed to be disposed just before the use of the asset in new form.
In the given case, Tata Nano car are trading stock of Sipradi Trading. When they are used
for administrative purpose, these assets will be changed into depregiable asset. The asset
in the form of trading asset is deemed to be disposed just before its'useyas degfeciable

asset. The date of use is 1% Bhadra 2073, as such, the trading steckuisideeme
disposed a fraction of second before the car is used as dépreciable assE w% :

d. As per Sec. 40 (3) (f), when a resident natural personec
assets except land and building situatedin Nepal are
the person becomes nonresident.

In the given case, land and buildingef Mr.\Khadk 0 be disposed, whereas
shares of Nabil bank and debtors are deemed to I Just before he becomes

nonresident on 30" Magh 2072!
‘%osal of asset” in the following cases:
a

f land on 21% Mangsir 2070 for which he
paid Rs. 204000,000 to th land. He incurred Rs. 500,000 towards land
registrationy and, brokerage at me of purchase of land. He further incurred Rs.

2,0004000 towards efiyng during 1Y 2071/72, and constructed a building incurring
cost of Rs. 15,0 hich was completed on 2" Bhadra 2072. The land and building
ait

s nonrasident of Nepal, all
be diSposed just before

12. Calculate “Incomings*¥‘“‘Outgeings’
a. Mr. Shree Krishna, Magar p

was'seld on 2072 for Rs. 60,000,000, for which Mr. Magar incurred Rs.
2,000,000 te brokerage to sales agent.

b. Gopal hased land during 1Y 2066/67 costing Rs. 4 Million. The following
aret er expenses related to land:

00,000

nt of Compound Wall 150,000

isSion to Broker 300,000

xpenses on happiness of sales of land 400,000
rest on loan for land purchase 700,000

The land was sold during I'Y 2072/73 for Rs. 10 Million, for which brokerage of Rs. 200,000 was
paid.
Answer:
a. As per Sec. 38 (1), Outgoings for any asset or liability includes:
1. in the case of an asset, costs incurred by the person in the person's most recent
acquisition of the asset including-
a. where relevant, costs of construction or production of the asset; and
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b. any amount required to be included in calculating the person's income as a result of the
acquisition;

2. costs incurred by the person in owning the asset or owing the liability between the
date of the person's most recent acquisition of the asset or the incurring of the
liability and the date of the asset or liability's next realisation by the person including
costs of altering, improving, and maintaining the asset or liability and, in the case of
an asset, repairing the asset;

3. costs incurred by the person for the next realisation of the ass

* and

4. incidental costs incurred by the person in the most rece set or
incurring of the liability and in the next realisatig h the
person, “

but excludes excluded costs (expenditure prescribéd in Clause (a)fte c1 (1)),
and costs to the extent to which they may be deducted in‘calculating on's income

under the Income Tax Act
. . _ &
As per Sec. 39, incomings related an asse abil e
1. inthe case of a liability, amo infrespect of incurring the
liability;

nowthe asset or owing the liability

between the date of the guesition of the asset or the incurring

of the liability a dat y's next realisation by the person
including amounts de ecreasing the value of the asset or
liability or in the ia

3. amount % or 10 be person in respect of the next realisation of the
asset )

but excludes any a bto the extent thatdt is an exempt amount, a final withholding payment,
or, and an amount to be i : ifcalculating the person's income.
As such

Incomin 8 of Mr. Magar is as follows:
A.Incoming
B. i
20,000,000
ards land registration and brokerage 500,000
ards refilling of land 2,000,000
Construction cost of building 15,000,000
\ kerage at the time of disposal of asset 2,000,000
Total Outgoings 39,500,000
C. Gain on Disposal of NBCA (A-B) 20,500,000
b. Calculation of Incomings, Outgoings and Gain on Disposal:
A. Incomings 10,000,000
B. Outgoings
Cost of Acquisition 4,000,000
Development of Compound Wall 150,000
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Brokerage at the time of sales 45 @
C. Gain on Disposal (A-B) 4,550,000 %

Registration of Land 100,000
Commission to Broker 300,000
Party Expenses on happiness of sales of land -
(Not eligible under Sec. 38 as it is not deductible u/s 21)

Interest on loan for land purchase 700,00

Different Provisions

b.
C.

d.
e.

13. Write Short Notes on: ¢
a. Permanent Account Number

Taxpayer’s right
Tax Treatment of Reti en me

Defective Documents
Conditions when the Right to Privacy is not en when the information are
disclosed

Answer:

a.

IRD can iss
identificatio

ion ber to identify a taxpayer. The unique
nt number (interchangeably called Taxpayer’s

is issued by IRD to identify a taxpayer under the

78 ﬁ) of the Act.

also be issued by entity authorized by Department to issue

of'such authorized department is produced in the website of IRD,

&date of writing this book) as part of End Note of this book. The

issue permanent account number by abiding the provisions of

t there is restriction on such taxpayer obtaining PAN number from

entity than IRD to conduct foreign trade, i.e. the taxpayer cannot

rt or export transaction for particular period after obtaining PAN.

ay order any taxpayer to use the Permanent Account Number in any income

\urn, claim, notice, statement or other documents used for the purpose of Income Tax

Act. IRD may also prescribe certain person to show or reveal the permanent account
number. In case IRD specify certain persons to show or reveal permanent account
number, the person shall obtain the number before the commencement of its business.

A document issued by IRD or IRO under this Act shall not be treated as defective when it
observes the following procedures.
i. The document is in substance and effect in conformity with the Act; and
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ii. The documents are duly addressed to the person, to whom it is to be served, according
to the common understanding.

The IRD or IRO can rectify a defect, detected in a document issued, in case the defect does not
involve a dispute as to the interpretation of the Act or facts involving a particular person.
c. The taxpayer has the right to secrecy of tax matters and to keep it inviolable as per

Section 74 as described above. Thus, Sec. 84 (1) requires every officer from IRD or IRO
shall keep the documents and information coming to his possessianer knowledge secret
while performing his duties under this Act.

The blanket protection of taxpayers’ right might put taX offices in rigkein n sion,
as the professional duty require them to disclose thesesinfoumation riogs’reasons.
That’s why subsection 2 of Section 84 lists out(different occasions e tax officer

can disclose the matters, yet it is believed the,provisi of copfigentiality is not
breached. This can be done under the given circumstances:

e To the extent required in order te"perfori the q % nder this Act;

e To a court or tribunal as required by themSig p @ ings with respect to a matter
under this Act;

e To the Finance Ministér; §

e To any person when the disclosyre is\gecessasy for the purpose of any other fiscal

law;

e To any persen, INythe ser
statistics{related\works;

e To the"AuditorGeneral or a rson authorized by the Auditor-General when such a
disclosurejis ne f3r the performance of his official duties; or

o, To the,compgtent ority of the foreign government with which Nepal has entered
Intewan i atiopal aggeement, to the extent permitted under the agreement.

tribtipal, or authority receiving such documents and information as

ice ho requires the information for revenue or

o t to get respectful behavior;
\ ht to receive any information related to tax as per the prevailing Laws;
o% Right to get an opportunity of submitting a proof in one’s own favor in respect of tax
matters;
e Right to appoint lawyers or auditors for defense; and
¢ Right to secrecy in respect of tax matters and to keep it inviolable.
e. As per Sec. 92, all retirement payments are final withholding to the extent receivable

from resident persons. In case of retirement payments by nonresident retirement funds,
the amount shall be included as part of income of the recipient.
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14. Differentiate between:
a.

® 00 o

Answer:
a.

The payments from approved retirement fund are subject to final withholding tax. 5% tax
is withheld by approved retirement fund on gain and gain is calculated by deducting
higher of 50% of payments and Rs. 500,000 from the payments. Similarly, 5% tax on
gain is withheld by unapproved resident retirement fund while making such payments.
Gain is calculated by deducting the beneficiary’s contribution from the payment accrued
to the beneficiary.

All noncontributory retirement payments are subject to 15% fi
payments, while making such payment by resident perso
payments from nonresident employer are included in i

person.

Taxable Income Vs. Assessable Income
Approved Retirement Fund Vs. U
Public Circular Vs. Advance Ruli

Taxable Income
A resident pers
investment &
person’s a abl
windfall gain'deriv

s income from business, employment,
such person all over the globe and a nonresident

ugh person having source in Nepal, whereas

inco riveg by deducting reductions availed u/s 63 (Contribution to
approved re ent T0Rd), 12 (Donation to exempt organization), 12A (Expenditure
incurre aeritage and develop public infrastructure relating to Sports), 12B

(Con to PM Relief and National Reconstruction Fund of GON) from total
e from a person.

etirement Fund Vs. Unapproved Retirement Fund

Approved Retirement Fund | Unapproved Retirement
Fund
Approval from IRD It is a retirement fund that It is a retirement fund that
obtains IRD’s approval for | does not obtain approved
its operation status from IRD
Restriction to conduct of Income Tax Regulation No such restriction
prescribes terms and
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Business

conditions for the op
of business of ARF.
investment is restrict

that prescribed by Income
Tax Regulation, there must
be at least 1000 beneficiary
to obtain approval, etc.

eration
Fore.g.
ed to

Contribution

Treatment of Retirement

Retirement contribut

the extent of minim

deducted

Taxable |
As

C.

Tax Implications

QO

Pullic Circ . AEnce Ruling

expe
ilarly,

\

ARF by a natural perso

actual, 1/3™ of asséssable
income or Rs. 300,000 i

ion are

ion to

Tax on income of URF is
levied as per normal
provisions of the Act.

nditure

ic Circulars

Advance Ruling

Basi P
Issua ublic circular is issued, suo moto,
y Department to interpret any

provisions of the Act for
consistent implementation of Act.

An advance ruling is issued at the
request of Tax payer when such
taxpayer seeks IRD’s opinion in
confusing matters.

matters prescribed in Public
Circular & Advance Ruling,
Public circular is valid for all
taxpayers than the tax payer for
whom advance ruling is issued

of The public circulars affect the It affects the taxpayer for whom the
suance whole class of taxpayers as ruling is issued.
indicated by the circular.
Superiority | In case of conflict between Advance ruling is valid for a taxpayer

who obtains such ruling even when a
contradictory interpretation is issued
by IRD through public circular
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d. Tax Evasion Vs. Tax Planning

Tax evasion
Tax evasion is illegal. It involves reducing one’s tax liability in a way that is not following the
tax legislation.
e For example, tax evasion is deliberately omitting some invest
return in order not to pay tax on that source of income.
e Another example of tax evasion is to overstate expenses™ e tax
liability.
e Another example may be issuance of under-invoice
Any taxpayer who carries out tax evasion could face cri
surcharges, interest and sometimes imprisonment. The
a taxpayer or advising to act on that behalf also faces the
penalties.

t income from a tax

Tax Planning
Tax planning has been divided in

intentional tax reduction mech
relates to the reduction in

asion” which relates to the
ad “tax avoidance” which
les within the tax law.

“Tax mitiga

whereas ¢ 3
loopheles within
Estimat &

n

15. You anthrecently approached by a multinational company to provide some
advice related to wing.
As the ¢ started its business, there was massive earthquake hitting the country, they

es to the int ax reduction mechanism granted by tax law
s to the reduction in tax through the study of

could pot ubstantial transaction, which resulted in loss during 1Y 2071/72. The
company™ ing to operate full-fledge after April 2016. The massive earthquake led the
fipance the company who is a foreign national to flee from Nepal to his home country

the due date of filing the tax return of I'Y 2071/72 and chance of extension of

is nop@xpected to be reached until 1% March 2016. The company wants your advice
re
deadline until the return of finance staff.

Answer:
As per Sec. 96 (1), every person is required to submit tax return within THREE MONTHS of
the end of Income Year subject to the provisions of Sec. 97, 98 & 100. Sec. 97 deals with the
conditions where a person is not required to file income return, Sec. 98 allow a person to
extend the tax filing deadline by another three months, and Sec. 100 prescribes the conditions
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when tax officer demand tax return even before the due date of three months of end of tax
year has approached.
As per Sec. 98, in case a person who is required to file a return of income makes a written

request to the IRD by the due date for filing the return, the IRD

(a) may, on such terms and conditions as IRD thinks appropriate and where reasonable
cause is shown, extend the date by which the return is to be filed; @nd

(b) shall serve the person with written notice of IRD’s decision on the applicatio

IRD may grant multiple extensions with respect to the filing of a returmof incom e

extensions shall not in total exceed 3 months from the date the return‘was origmall

filed.

As such, the due date of filing of income return of FY. 2071/72 is Ashwi .. three
months from the end of Ashad 2072). The company cansfilé a icatio xtend the
deadline by another three months within Ashwin 207240 sumi return. In case of
receipt of application, IRD may grant the extepsion.*n beth s ofygranting or not granting

%‘ i0 be granted for three
e % um of three months from

the permission, IRD shall serve a writfen notices Su
months at once or there may be multiple extensions
Ashwin end.

There are no chances of granting the ext
provisions in Order 0f¢GON at,NepalsBa amayik Kar Asuli Ain published on
15" Jestha 2073, there shall be no_ad or interest applicable when the taxpayer
files it return folllY 2071/72 wi in2073.

oush end. Due to the special

' 4

16. Stateawith reasens th e following person requires submitting Income Tax Return as
per Incomettax Aot
a. Harl Prasad

| isNa transport operator, operating three microbus, eight taxis, four

b currently pursuing CAP Il Level of ICAN. You do not earn any income
ome year
C. . ert Jung Shahi is a trader of shares and debentures. During the year, he has not
\m ny shares, but received Rs. 100 Million as dividend from various resident
panies. He has no other income than the dividend receipt.

d. Ram Hari Phuyal is Assistant Country Director for an INGO working in Nepal
throughout Income Year 2072/73. His monthly remuneration is Rs. 500,000 inclusive of
all benefits. The INGO deducts tax of Mr. Phuyal every month as per Sec. 87 of the Act
and deposits it to revenue authority.

Answer:
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a. As per Sec. 97 (1) (gha), unless otherwise required by IRD in writing or through public
circular, in case a transport operator paying tax u/s 1 (13) of Schedule 1 is a natural
person; the person is not required to submit income return. As per Sec. 97 (2), where a
natural person’s income for an Income Year exceeds Rs. 40 Lakhs, the person is required
to submit tax return regardless of what is written in Sec. 97 ().

In the given case, Mr. Hari Prasad Paudel is a natural person and transport operator
paying tax u/s 1 (13) of Schedule 1, and as such, if his income is upito Rs. 40 Lakhs, he is
relieved from the obligation of submission of income return.

b. As per Sec. 97 (1) (Ka), unless otherwise required by#IRD in Waiting
circular, a person who has no income tax payable for the year unde
required to submit income return. Since you have no ‘ineém
income year, you are relieved from submission of.income return.

c. As per Sec. 97 (1) (kha), unless otherwise requireduby’l writin
circular, a person deriving income excl@sively frem fi Iding payments is not
required to submit income return. As per Seet 97(2 ral person’s income for
an Income Year exceeds Rs. 40¢Lakhs, the pe ' ed to submit tax return
regardless of what is written in, See. 97 (1). Sinc r. %.
Rs. 40 Lakhs during the IncomeyYearrhe,i
(2).

d. As per Sec. 97 (1) (ga)»A Resident Natur
is not required to submit tacome N
e The person’sgdncome for the

employmient having'a sou
e The persomhasonly one e ent at a time during the year, even if the

employment ch du;'ng the"year, and each employment is by a resident
emplayer a
o\ Thespersamdoesyot claim the following for the Income Year:

ax credit under section 51, other than with respect to medical tax credit

ersomsatisfying all the following conditions

exclusively of income from any

uction from Assessable under Sec. 12 (Donation)

Asp&. 97 (2), where a natural person’s income for an Income Year exceeds Rs. 40 Lakhs,
the person is required to submit tax return regardless of what is written in Sec. 97 (1). Since, Mr.
Phuyal’s income exceed Rs. 40 lakhs durin the income year, he is required to submit tax return.

17. Calculate the estimated tax to be deposited in the following cases:
a. Mr. Hari Kant Mainali is retail trader of gas, who is not registered for VAT. He estimates
his business turnover to reach around Rs. 4.5 Million during the 1Y 2073/74. He has no
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other source of income. The details of transactions of Mr. Mainali for I'Y 2073/74 as per
his accounting record are as follows:
i. Actual Sales up to Poush 20, 2073 Rs. 1,500,000
ii. Estimated Sales up to Poush 30, 2073 Rs. 1,600,000
iii. Actual Sales up to Ashad 20, 2074 Rs. 3,400,000
iv. Estimated Sales for the year 2073/74 Rs. 3,600,000

Tax withheld and paid by agents during the year is as follows:
i.  Upto Poush 10,000
ii.  From Magh to Ashad 2,000
b. ABC Ltd., a 100% export oriented entity dealing agr @i prod
national as employee and one foreign national asCup @, 8 i
information:
I. The estimated taxable profit for I'Y 2072/73 as eSti i h 2072 Rs.

us
100,000,000
hai s. 120,000,000
$

Ii. Revised estimated taxable profit for the :

iii. There is no revision of estimate fit fc
There are no withholding of taxes from agents, a

Income Years.

orward tax credit of previous

Answer:

a. In the given case, M

registered for VATNhas no'eth
is a resident patural p

withholdi b rnover taxpayer. Let’s assume he chooses to pay
tax based siness turn® As such, his tax rate for 1Y 2073/74 is 0.75% of

turnover (assume) rgss profit exceed 3%.
In such er Se¢: 1Ka) the person who opted for payment of tax based on the
transacti q 4 (4Ka) ©f the Act shall pay tax in two installments as follows:
. Pousheg@=Applicable Tax calculated on the basis of actual turnover of the person
tikhPotsh 20
2.¢.By d: Remaining amount of Tax payable based on the estimation of turnover
eMpcome Year and calculated by applying the applicable tax rate. The turnover
u he®year shall be estimated on the basis of turnover till Ashad 20 of the Income
ydar.

Thus, the®installment payable on Poush and Ashad are as follows:

1. By Poush end: Rs. 1,500,000*%0.75%= Rs. 11,250
2. BY Ashad end: Rs. 3,600,000*0.75%-Rs. 11,250= Rs. 15,750

The person cannot claim advance tax arising out of withholding taxes.
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b. The applicable tax rate for the entity is 15% (75% of 20% as, its export oriented special
industry).

As per Sec. 94 (1), any person having (who has already generated or is going to generate)
assessable income from business or investment during any Income Year shall pay tax in
installment as follows:

a. First installment- payable on or before the end of Paush- 40% of the estimated tax to

the extent that it (such 40%) is in excess of the tax paid up to eriod of estimation
during the year.

b. Second installment- payable on or before the end
tax to the extent that it (such 70%) is in excess O
estimation during the year.

c. Third and last installment- payable on or lbefore the end of 00% of the

h
estimated tax to the extent that it (such 100%0)uissi of th paid up to the
period of estimation during the year. ¢
As such, the installment tax payable by th sonis as fo :
a. By Poush end: 40% of Estimated x% ed over Excess tax over tax
I X

% |ef th ated
i to peffod of

liability of previou paid until Poush= 40% of
(100,000,000*15%)<0-0

b. By Chaitra end: of Revised Esti tax Liability- Carried over Excess tax
over tax liabilitypof previouSiyears®™\WVithholding taxes paid until Poush- Installment
taxes pai haitra=470%,01%120,000,000*15%)- Rs. 6,000,000= Rs. 6,600,000

c. By Ashac 00% % stimated tax Liability- Carried over Excess tax

iousNygars- Withholding taxes paid until Poush- Installment

over tax“iability of previ
=400% of (120,000,000*15%)- 12,600,000= Rs. 5,400,000

- J\,, {
18. State the conditi en tax officer may demand tax returns before the due date of filing tax

return or in the middlg of*any Income Year.
Answer:

r ), in any of the following FOUR conditions, the tax authority may demand
tax return§,before the due date of filing tax return or in the middle of any Income Year:

a erson becomes bankrupt, is wound-up, or goes into liquidation;
b. The person is about to leave Nepal indefinitely;

c. The person is about to leave the business; or

d. The IRD otherwise considers it appropriate.

Tax Assessment
19. You are an articled trainee of a Chartered Accountant firm. You are working under one of a
manager who does not have adequate knowledge of Income Tax Act. As a team, you are
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helping one of the clients of the firm in computing tax liability and assisting them to file tax
return. Your audit manager asks you whether the firm is required to issue any report to your
client certifying the tax return and the contents to be included in the report. Further he wants
to know if there is any provision to deny certifying the tax return in extreme circumstances
and whether that relieves the firm from issuing a report.

Answer:
As per Sec. 96 (3), a person who, in return for a payment, prepares or assists in t

preparation of a return of income or an attachment to a return of inCeme of another person
(other than as employee of the other person). The person shal'sign the returnieerti

at-

e the person has examined the relevant documentsof the, other pers intalp€d under
section 81, and

e to the best of the person's knowledge, the return orgatt ent carregtly reflects the
circumstances to which it relates.

As per Sec. 96 (4), Where a person, who, in retusn for agpa ares or assists in the

preparation of a return of income or ap’attachment tg a @ p.ORingome of another person

(other than as employee of the other person), refuses¥®sig @ eturn of income as required,

the person shall furnish the other personwith a ment\n Writing of the reasons for such
e

the audit manager.

refusal.
As such, the matters as statéd abowve shal i
20. Asia Construction CompanyyLtd. IS ina b ompany having a branch registered in
Nepal. The board of the, company %de ided to close the Nepal branch with effect
r

from 1* Baisakh,2073Nin light ve, answer the following questions:

a. What is the due date of filin the normal circumstances?

b. In the casesyas ‘described above) Nepal branch of Asia Construction Company Ltd.
wait tilhthe due d ing’tax return?

C. Ifsthe braneh c usiness and does not submit tax return before the due date of
filing/taxere e powers of IRD as prescribed by Sec. 100 of the Act? Also
mention the be observed by IRD.

Answer:
a. Thed r filing tax return in the normal circumstances is three months of the end

eWear. As Income year ends on Ashad end, the due date fall by Ashwin end in

mstances.

ec. 100 (1), where condition specified in Sec. 96 (5) arises the taxpayer shall

diately file income return. Sec. 96 (5) requires immediate filing of income return

hout waiting for normal due date in case where a person is about to leave the business.
As the branch of Asian Construction Company Ltd. is going to be closed from Baisakh
2073, it must file tax return as soon as possible without waiting for normal due date as
per Sec. 100 (1).

c. If the taxpayer does not file tax return even if the conditions specified in Sec. 96 (5) have
arisen, respective IRO may serve a notice to the taxpayer to submit a tax return for the
specified period of the year within specified days. In the case of a taxpayer who submits

www.auditnca.com


www.auditnca.com
www.auditnca.com

the return as per the notification or does not submit it, in either case, the income tax
assessment is supposed to be made as per the provisions of Sec. 100. But Section 100 (2)
has given an authority to the respective IRO to make a jeopardy assessment in the above
case on the basis of the best judgment adopted by the IRO.

Formalities to be observed:

Time period of Jeopardy Assessment & Effect of Assessment Order
The period taken by the IRO for such a jeopardy assessment may be a part\of.the year or the
whole year. In such a case, the notice is meant for an assessment of theawvhale year, &
taxpayer has to file the return within the time specified in the notiee,butin ne w.

the period as specified in Section 96.
The respective IRO can make a jeopardy assessment only if it Ras a reasonablle belief

gal pesition of the
idered for the

figures produced or deemed to be produced by the taxpayer do not'exhi
tax liability of the taxpayer for the period.
Information to be considered for Jeopardy Assessment
According to Section 100 (2), the following pieces,of infogmati
jeopardy assessment:

a. Assessable income of the taxpayer fram bu

from all the sources;
b. Taxable income of the taxpayer-durin
taxpayer; and
c. In the case of a_taxpayeriwhichifis a
remitted to a fakeign ceuntry giring the p

ment or investment, i.e.

ent, the IRO has to serve a notice to the taxpayer

stating the reason ofydisagreement over thedigures given in the return filed or the figures

available to the IRO. A peri seyen days should be given to the taxpayer to explain and

produce gvidenceagai ’s contention.

21. D. Binodmand a law firm registered in Nepal. It has been continuously
submitting tax

Binod Dahalbas h t Nepal Income Tax is based on Self Assessment System, but has
not unde hat censtitute self assessment of tax. He also heard that tax paid by him as
per Sékkass is final, and he is not required to pay any tax.

Yourar ert approached by Mr. Dahal to clarify his confusions. You need to clarify

the followang:

a. §as'D. Binod & Associates completed self assessment? Explain what constitute Self Tax
Assessment as per Sec. 99 of the Act.

b. Is tax paid by Binod under Self Tax Assessment System final? If not, describe the
procedures set out in Income Tax Act to revise the self assessed income tax return
submitted by Binod.

Answer:
a. The submission of income return as per Sec. 96 of the Act is self assessment.

www.auditnca.com


www.auditnca.com
www.auditnca.com

As per Section 99, in case a person submits a tax return including the information regarding the
total tax payable during the year and the tax due for payment on the date of submitting the return,
it is believed that the income tax assessment is complete. In general terms the filing of an annual
return is a self-assessment made by the taxpayer; which is treated as assessment unless the
conditions under Sections 100 or 101 prevail.
Even in the case of a person who does not file the annual tax return, the income tax for the year
is deemed as assessed on due date of filing return (i.e. Asoj-end of Year 20X2 for Income Year
20X1/X2) under following bases:
e The total tax liability of the taxpayer during the yeartiSwegqual to thg amount of
withholding tax deducted by withholding agents on payments to it afie, th nt of
advance tax paid by it; and

e The deemed tax assessment shows that there is™no moresta year by
the taxpayer.
As such, submission of income tax return by Mr. Dahal constitute$s t. In case Mr
Dahal fails to submit income return on due date (itsalso consti cemed,self assessment as per

Sec. 99 (2) as explained above.
b. No, the tax assessed and paid by WIr. Dahakis not @) 3 t has conferred power to
IRD to revise/amend the return‘submitted by .% and to assess additional tax
liability. The power of IRD to“makesam t and the procedures for such
assessment is explained hereunder:

Power of IRD to amend Taxfreturns
Inland Revenue Departmeént can make
taxpayer solely on the,greundithat theshR
assessment shall betbased on the IR@ 3
consistent with theyintention of the Ac

Number of Amended¥Assess

menged assessment of any return filed by any
ppropriate to do so. The amended
ent and should be done in a manner that is

In case IRD thinks itjro s(,the assessments can be amended again and according to the
IRO’s bestyudgment f many times as it thinks appropriate.
Time Limit 16 make dntept iMYAssessment
IRD may amend the entas many times as it deems appropriated but the power to make
an amended assessmen hin four years of:

e In of an assessment under Section 99, the due date for filing the return; or

o hékcase of jeopardy assessment, the date on which the notice of assessment is

the taxpayer under Section 102.

Excepii e Time limit of Four Years
The above limitation of four years is effective for the conditions except that the tax
assessment is affected by fraudulent work. In case it is proved that the tax assessment
was affected by some fraudulent work, at any time, even if the four-year period has
expired, the file can be reopened for amended assessment.
The only limitation on such an amended assessment is that the amended assessment
should be completed within one year of the IRO’s receipt of such information of the
fraud.
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Limitation of IRD if the competent court has settled the assessment
e |f the Revenue Tribunal or any other authorized Court has reduced the assessed tax
liability, the IRO has no authority to make an amended assessment to the extent the
tax liability is reduced by the Court. But, if the Court orders for a reinvestigation of
the matter, the IRO can make an amended assessment.

Reasonable opportunity to Taxpayer to defend
e Before issuing an order for the amended assessment, the IRO

the taxpayer stating the reason of disagreement over the fi

filed or the figures available to the IRO. A period

the taxpayer to explain and produce evidence again

22.You are appointed as tax consultant for Argentine Extracti
registered under Companies Act, 2063. It has the history of_s
in previous year and was subjected to huge ial pénalties as
The tax returns related to previous yearsswere'sdibmitt WS:

2066/67 Mangsir 25, 2070
2067/68 % Mangsir 25, 2070
2068/69 & @ Mangsir 25, 2070
2069/70 \ & Mangsir 25, 2070
2070/71 Q % Poush 29, 2071

6869 and 2069/70 have been finalized by Revenue Tribunal.

The tax ¢ utation

The icer i notice u/s 101 (6) for the amended assessment of 1Y 2066/67
and 1Y{2067/68 itra 28, citing the reason that four years have not been elapsed
since submission o

Simil t icer issued another notice u/s 101 (6) to clarify the matters in relation to
t t /69 and 2069/70. The company approached you for the possible course of

action as per Income Tax Act. Advise your client.
A%
a. e tax officer issued a 15-days notice u/s 101 (6) for the amended assessment of IY

2066/67 and 1Y 2067/68 on 2071 Chaitra 28, is it valid under Sec. 101 of Income Tax
Act?

As per Sec. 101 (3), IRD may amend the assessment as many times as it deems appropriate but
the power to make an amended assessment is within four years of:
¢ In the case of an assessment under Section 99, the due date for filing the return
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e In the case of jeopardy assessment, the date on which the notice of assessment is
served to the taxpayer under Section 102

As this is the case of amended assessment of self assessed tax return, the deadline to complete
the amended assessment shall be four years from the due date for filing the return, i.e 4 years
from 2067 Ashwin, which is 2071 Ashoj for I'Y 2066/67 and four years from 2068 Ashwin,
2072 Ashoj for I'Y 2067/68. As such, issuance of order u/s 101 (6) to amegd self assessed return
of 'Y 2066/67 is not valid and that of 2067/68 is valid. But income return @Y 2066/67 can be
amended at any time if the tax officer has the proof of fraud by taxp 1
but within one year of obtaining the evidence of fraud.
b. The tax officer issued another notice u/s 101 (6) to cl
return of 2068/69 and 2069/70. Is it valid under Sec
As per Sec. 101 (5), if the Revenue Tribunal or ,
the assessed tax liability, the IRO has no authori 3 sment to the
extent the tax liability is reduced by the Court. But, g
reinvestigation of the matter, the IRO ca n®mede nt. As such, even

a
when the deadline to make amend sesSfient sed, ¥nless Revenue

Tribunal or other authorized courfipermit r the matter, IRO cannot
make amended assessment of ango e assessment is finalized by
the court.

Collection of Tax in Arrear

23. Answer the followingQuestiong,
a. Inland Revenygsmgp ent n to Mr. Padhmanabh Timilsina, a renowned

@ epal td . efaults of Rs. 20 Million within 10" Baisakh
V&g €0 publisheN ational newspaper. The matters as to the possibility

ionggwerd®also notified, if the due is not paid within the time
r. Timilsina aggressively tried to arrange the money but could
e within the date specified in the notice. Meanwhile, he has

tax

pped by the Immigration Staff citing the reason that he has been

bagged ing abroad on request of IRD.
above fact, examine whether the action of IRD is legal quoting the relevant
< proviXons of the Act.

b. ¢ “Receiver” and the obligation of Receiver as per Income Tax Act, 2058.

C. . Peter Mathews, CEO of TCell P. Ltd., company registered in Nepal and a subsidiary
of Bundes Ltd. of Portugal is summoned by Large Taxpayers Office to pay the tax due in
relation to 1Y 2071/72 of TCell P. Ltd. as if the tax due is related to his own personal tax
default. Mr. Mathews had resigned from the position on 1% Magh 2072. Mr. Mathews

approached you, a tax expert, to seek your opinion on the legal basis of tax office’s
demand of tax from him. Advise Mr. Mathews.
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d. Bajaj N. is liquidator of Nepal Oxilium Bank Ltd. Upon receipt of information from Mr.
Bajaj, the respective tax office notified him of the bank’s tax arrears in relation
withholding tax of Rs. 1 Million and other tax liability of Rs. 5 Million. The withholding
tax is related to the tax withheld by the bank and not deposited in tax office. It took three
years to complete the liquidation process, and Mr. Bajaj did not deposit any tax liability
to tax office. Tax Office received information of completion of liquidation process
through a local newspaper where shareholders were also paid somesum of money against
their share.

The tax office demanded the TDS and tax as specified in its notice"ftem

it’s his own personal tax liability. Examine the tax offig€r’s contention i
provisions of Income Tax Act. %/
Would your answer be different, if the liquidation procedure was comple ithout

being able to meeting the total liquidation expensesyexcep Qa exte Rs. 2.5
Million?

Answer:

a. As per Sec. 106 of the Act, When a persan becofies efaulter, the related tax office
may serve a notice in writing te the,eonc t of GON to prevent the tax
defaulter from leaving Nepalfera‘periog’of n an 72 hours from the time of the

e

expiry of deadline mentionedtin the the defaulter to pay due tax amount.
In case the time limit is te,be extended, the t ice has to take a prior approval of the
concerned appellate‘gourt.

Once the tax‘defaulter pays t es an arrangement for payment in satisfaction
to the tax officejthe office may With@raw the order

In the given gas line mentioned in the notice served to pay the due tax amount
isiL0"Baisa ndWr. Timilisina could not make the payment of due amount
within the e. ASguch, tax office may serve a notice in writing to the concerned
Departnient of prevent the tax defaulter from leaving Nepal for a period of not

more ours from 10" Baisakh 2073.

e limit is to be extended, the tax office has to take a prior approval of the
concerped appellate court.

e Mr. Timilsina is barred from travelling abroad until the end of 13" Baisakh 2073,
the action of immigration officer is valid. Without the order of concerned appellate court,
he cannot be barred from travelling abroad after the expiry of 72 hours from the time of
the expiry of deadline mentioned in the notice served to the defaulter to pay due tax
amount, i.e. from Baiskah 10™ 2073.
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b. As per Clarification Clause to Sec. 108, the Receiver means the following person:
e A liquidator;
e A receiver appointed by a court or out of a court in respect of an asset or an entity;
e A person who has taken the assets in possession in case the asset is mortgaged to
him;
e An executor, administrator, or direct heir of a deceased individual’s estate; or
e Any person conducting the affairs of an incapacitated individual

Obligation of Receiver under Income Tax Act:
A person, who is appointed as a receiver of any asset, or an entjty, shall ngtify t
IRO in writing about his/her appointment in such capacity within 15 days of '
appointment, or taking possession of an asset situated in Nepal.
The tax office shall notify the receiver, in writing, aboutthe ame@unt of tax p the person.
After receiving a notice from the tax office, the receiver shall be reguired to ollows:

e Sell sufficient assets that come into_the receiver’syp ion and appropriate the

amount as follows:
1. Set aside an amount and payto the Reven unt due to the defaulter
for tax deducted at source;, but not depos
2. Pay the amount having aypriekity ovéinax;
3. Set aside and pay ‘the"ameunt offtax o f of the taxpayer as notified by the
tax office.
e Deposit the amgunt that has beeén Sgt asid behalf of defaulter as tax in tax office
nt of tax, he shall be personally liable to pay an
amount equal to the tax payable to the . But the receiver, on payment of the amount of

tax to the tax officepgetsaright to r 8 the amount from the tax defaulter.
c. Responsibility:of O togday tax due of any Entity:

In case the receiver fails tolset aside

fi

As per Sec™07, wher titiydoes not comply with the laws, the officer in charge at the time

Where an entity, fails n or before the date on which the tax is payable, every person

who is an office ity at that time or was such an officer within the previous six months
shall be joint verally liable to pay the tax. But an officer is not supposed to be liable
under theSg'ei

\ ere the officer has exercised a reasonable degree of care, diligence, skill, and
prudence that would have been exercised in comparative circumstances to prevent
such offence.

As per clarification clause to Sec. 107, Officer means a manager of the entity or a person
purporting to act in the capacity of a manager. As per Sec. 2 of the Act, Manager means ny
person who is involved in making management decision of the entity and the term includes
trustee of a trust and the person having ownership over Foreign Permanent Establishment.

www.auditnca.com


www.auditnca.com
www.auditnca.com

As such, CEO is the officer of the company, TCell P. Ltd. As Mr. Mathews was CEO of the
entity for throughout the Income Year 2071/72, and CEO, being the executive person and having
power of decision making, cannot refrain himself to be responsible; he is held responsible to pay
the tax amount as per Sec. 107 of the Act. If he can demonstrate that the offence is committed by
the entity his knowledge or consent; or he has exercised a reasonable degree of care, diligence,
skill, and prudence that would have been exercised in comparative circumstances to prevent such
offence, he is not supposed to be liable.

d. As per Sec. 108, Mr. Bajaj, a liquidator, is receiver of the entity. When he communicated
his appointed as receiver, the tax office has notified him of thetax dues*by the liguidating
bank to the government of Nepal. After receiving the petice, he needs fte, d lows
with regard to the tax dues:
e Sell sufficient assets that come into his possessionyandsappkop

follows:

1. Set aside an amount and pay to the Revenue,for
for tax deducted at source, but naideposited

2. Pay the amount having a priority Qver tax;

3. Set aside and pay the amaunt of tax on xpayer as notified by the
tax office.

e Deposit the amount that has beenset asi defaulter as tax in tax office

In case of failure to conduct asfaforesaid, he er

the tax payable to the tax office:
In the given case, as Mr. Bajaj failed to
to held Mr. Bajaj personally liable fomte

When the liquidatofieould not fetch
realization of assetjtheyamount realized

€ ount as

ount duerto the defaulter

I ally liable to pay an amount equal to

ide,the Amount as aforesaid tax officer’s contention
i rect in light with Sec. 108 of the Act.

ount (i.e. just Rs. 2.5 Million) from the

e extent of withholding taxes shall be paid first and
then the payments hawing the"pgiority overftax and then tax. It means, he has to pay Rs. 1 Million
as withholding taxes/andgas there were other amounts to be paid having the priority over tax as
per prevailing,law on i ency,, he need not set aside any amount for tax. As such, for his
failure to Sef'aside y the, TDS and tax amount, the officer’s contention to held him
personally tespansib s correct, but holding him responsible to pay tax dues is not

24. As a lain whether withholding tax is applicable or not in the following cases.
withholding tax rate and whether the payments are final withholding as per

9
X bert Penner is an employee of M/s Xylum Inc. USA and comes to Nepal for a
vice to be provided by the company in Nepal for two months. The company paid USD
10000 for the service during the period.
b. Nepal Airlines Corporation (NAC) has an office at Singapore, for which it has taken a
building in rent from Mr. Wang Li. The monthly house rent is Singaporean Dollar 345.
NAC pays rent directly to the bank account of Wang Li from Kathmandu.
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c. Nepal Rastra Bank has hired a lawyer at USA to provide legal services against a law suit
filed by a party sending money to Nepal, which has been confiscated in the order of
NRB. The legal fee is US$ 100,000.

d. Nepal Clearing House Ltd. is a resident entity dealing in clearing services. Everest Bank
Ltd. obtains Electronic Cheque Clearing Services from the company and paid Rs.
1,000,000 during the year as Service Fee.

e. Qatar Human Resources Services recently obtained an order from @ne of its client to hire

400 Nepali nationals for one of the client’s project. The Qatari ¢ompany ffeached M/s

Outsource Nepal Manpower Agency to supply human resources toxQatar, fro I, for

which M/s Outsource Nepal is required to pay commission of'Rs.20,000 e

f. Hari Ram has a proprietorship concern for which_heymaintains a esstageount in
bank. Apart from this, he has also maintained pgrsonal Saving réceived Rs.
100,000 as interest in the account maintained for\business purpose, apd Rs#1,000,000 as
interest in the personal account.

g. The Institute of Chartered Accountants of'Nepal appoigted rodh Dahal, Professor
of TU to set question papers for StrategicsMana bjeet of CAP IIl Level, for
which it pays Rs. 50,000 to Mr. D&hal.

h. You are an accountant of a campany. Y0u recel
the payment shall be made _instantly 1A relati

ice of Rs. 65,000, for which
of a laptop.
oice from M/s Greenline Transport
invoice is Rs. 20,000 including VAT.

j. artnership firm having five partners. It
f its partners.
Answer:
a. Sec. 88 is applicable when both'the #ollowing two conditions are satisfied:
i. When the payer i ngPand
ii. gWhen thespay, ing source in Nepal
Since Xyilu t resident of Nepal, it cannot withhold tax under the
provisions o Act.
b. Sec. 88 licabte when both the following two conditions are satisfied:

enthe r is resident, and
ayment is having source in Nepal

N irlingS\Corporation is resident person of Nepal, and as such condition (i) is satisfied. For
renta ts to have source in Nepal, it must be paid on asset situated in Nepal. For a land
and building to be situated in Nepal; it must be land or building within the territory of Nepal.
Since the building is situated in Singapore, the asset is not situated in Nepal, implying that the
rental payment does not have source in Nepal. As the source test as specified in (ii) above could
not be satisfied, tax cannot be withheld u/s 88 of the Act.
c. Sec. 88 is applicable when both the following two conditions are satisfied:
i. When the payer is resident, and
ii. When the payment is having source in Nepal
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The payer, NRB, is resident entity of Nepal; and is a part of GON. Where government line
agencies make payment of service fee, the service has source in Nepal regardless of whether the
service is provided. As such, the legal fee (service fee) attracts withholding of taxes u/s 88 of the
Act, the rate of which is 15%. It is final withholding for law firm in USA as it is nonresident
person.

d. Both the conditions are satisfied, as hence, provisions of Sec. 88 are applicable. As per
proviso (4) to Sec. 88 (1), when a person makes payment of servige fee to resident entity
dealing in VAT exempted services, the rate of withholding taXesSyshall 1.5%. As
clearing services are exempted from VAT, and NCHL is a residentientity,
Ltd. shall withhold tax at 1.5% against the payment of su€h Serviees.

e. As per Proviso (2) to Sec. 88 (1), when a resident human resougce ag
of commission to a nonresident person, the rate ofsWwithhelding
Outsource Nepal Manpower Agency shall withhold taxgat 5%
commission to Qatar Human Resource Services.

f. As per Sec. 88 (3), notwithstanding anything written in

all cases when interest having

operation of business; the ratehofWWHT isg8%.
T is 15%.
in personal saving account satisfies

source in Nepal is paid by4¥esident'persog; the
In the given case, the interestseceive R
all conditions mentionedin Sec. 88 (3), and the rate of WHT shall be 5% (WHT=

5% of Rs. 10 Lakhs) &
When the acegunt is maintai 'Wc ess purpose, the interest so received by Mr. Hari
Ram is in connéetion to operatiomwsiness, which implies the rate of WHT is 15% on the
accoungmaintaine ndfe of sole proprietorship concern.

g. As persec. e requirement to withhold tax is exempted where the payment
is ‘made fo s of setting up of question paper. As such, the Institute of
Charter cc of Nepal shall not withhold tax while making payment against the
servi ing Up of question paper to Mr. Anurodh Dahal.

f the Act, where the payment related contract or agreement by a resident
Rs. 50,000; tax shall be withheld at the rate 1.5%.

or human resources, contract related to construction, installation or establishment
tangible asset or structure, delivering the service in construction, installation or
establishment of tangible asset or structure as per the terms of same contract document or
other works prescribed as contract by IRD.

Since supply of goods is also a part of contract as defined by Sec. 89 of the Act, when the
payment exceeds Rs. 50,000; tax shall be withheld at 1.5%. In the given case, 1.5% of
Rs. 65000 shall be withheld as tax at the time of payment as per Sec. 89.
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i. As per Proviso (5) to Sec. 88 (1), where rent is paid to a vehicle service provider
registered in VAT; the rate of WHT shall be 1.5%. As such, 1.5% of Rs. 200,000 shall be
withheld by the bank while making payment of vehicle rental service to Greenline
Transport Operator.

J. As per Sec. 54 and Sec. 88 (2), when a partnership firm distributes dividend, tax shall be
withheld at 5%. As such, Aryal & Bhandari shall withheld tax at 5% of Rs. 1 Million
from each partner.

Nonresident Air & Water Transport and Telecommunication Operator
25. Answer the following questions:
a. Define “nonresident” in relation to Sec. 70 of the Act.
b. Discuss the taxability of following transactions in selation,to Sec
I. A Den airline registered in Denmark, having c@ntact office in Nepal a
airlines business. During Income Year 2072/78, it/a d the tickets in Nepal as
follows:
Sale of tickets from the passengers departingsfrom Nepal Rs. 500 Million

Sale of tickets in Nepal, for the passengers de % ntry other than Nepal Rs. 100 Million

ii. Singtel Ltd. is a copipany fegisterg@™in“Sifigapdke. The company, with its objective to
transmit information and storin , has munication hub in Nepal (without any

office in Nepal).“§hrough suth s e companies in Europe and America are

storing data’and transmitti atign. Singtel has received USD 1 million for such
servicess
Answer: P

a. As per elarificati e to Sec. 70, “nonresident”, for the purpose of Sec. 70, as a
resident entit is tpder the group of associated entities, the head office of which is

Ov(1), the income of a nonresident (a resident entity, the head office of
hi side Nepal) operating air, water transportation or chartered service shall
e following, except as a result of transshipment:
1N Transportation of passengers who disembark from Nepal, and
2 ) TTransportation of goods, mail or livestock who disembark from Nepal
ince Den Airlines sold air tickets from the passengers departing from Nepal of Rs.
500 Million, as per Sec. 70 (1) (a) explained above, the amount is taxable. The tax
rate is 5%. No expenses related to any flight are deductible.

As the collection of Rs. 100 Million is for the passengers departing from other
countries; Sec. 70 is not applicable. However, as per restrictive clause of Sec. 2 (7) of
Schedule 1 of the Act; in case when the disembarkment is not from Nepal and from
any country outside Nepal but the airlines sells ticket in Nepal, 2% tax is applicable.
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ii.  As per Sec. 70 (2), the income of a nonresident (a resident entity, the head office of
which is outside Nepal) operating telecommunication service includes any amount
received by the person in respect of the transmission of messages by apparatus
established in Nepal; whether or not such message originate in Nepal.

As Singtel Ltd. has a communication hub in Nepal, the information is transmitted
through apparatus established in Nepal. Any amount received in that respect is
taxable in Nepal. As such, USD 1 Million is taxable in Nepal.

Revenue Administration
26. Explain with reasons whether the following statements are ZTruc®or“False’

a. Director General may delegate his authority to issue apublic ¢ircul e rector
or other tax officers.
en

b. A tax officer other than Director General, {Deputy Director Chief Tax
Administrator, Director, Chief Tax Officer or Tax"@ffiCer, g as of Office shall
not delegate the powers conferred to himfher.
Director General can delegate all powers to PDeputy Dir
d. The different types of tax offices, @5 establighed

ral or other tax officers.
of Nepal’s notification in

G

o

e. Every taxpayer shall keep“theirdecume
expiry of Income yeagfor Income T

Answer:
a. False.
As per Sec. 42 (4) (Ga), Dire
under the Agt except the foll

lar u/s 75
t offdifferent documents and return u/s 77
: affect the reviewable decisions u/s 115 (5)

i. To issue of Pu

b. Wue
As per Sec. 72 (6) (Kha), tax officer other than Director General, Deputy Director
General, Chief Tax Administrator, Director, Chief Tax Officer or Tax Officer acting as
Head of Office shall not delegate the powers conferred to him/her.

c. False.
As explained in answer (a) above, the seven powers conferred to Director General by the
Act cannot be delegated.
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d. True
As per Sec. 72 (2), the different types of tax offices, as established by Government of
Nepal’s notification in Nepal Gazette, may be Large Taxpayers Office, Middle Level
Taxpayers Office, Inland Revenue Offices and Taxpayers Service Office.

e. True
As per Sec. 81 (2), every taxpayer shall keep their documents in safe custody for five
years from the date of expiry of Income year for Income Tax jpurpose.

International Taxation

27. Answer the following:
a. Discuss the power of Nepal Government to condu€t” Internatio nt relation
to Avoidance of Double taxation and elimination of Fiscal Evasion.

b. Mr. Manohar Lal Lohiya is an Indian National“living’ i
There is no tax due of Mr. Lohiya to,Nepal Gove
applicable as per Income Tax Act, 2058. ©n 2*4Chaitr
issued a notice to Mr. Lohiya requifing him to pa Q
Government of India; citing the reason that WNepa @
Avoidance of Double Taxation, and,Elfminati
authority of Government @f*india reque
tax dues from Mr. Lohiya as per the
Mr. Lohiya approached yeu as taxgexpert to our opinion on the legality of the letter
of Inland Revenue Department. Agdvi hiya in relation to the power of the
Department as per Sec.73.

al singeglast three years.
he Mas paid all taxes
evenue Department
iflion of his taxes due to
dia has an agreement on

al Evasion and the competent
nue Department to recover such

0

c. Describe Limitation of Benefits ation to Sec. 73 of the Act.
Answer: ’
a. As'per Sec. 73 {1)\in case any income of a person is subject to income tax under Income
TaxgAct or othewg, prevailing law of Nepal during any Income year and the same
inc@me Js su tax under laws of any other country, Government of Nepal may

conclude “&, double tax avoidance agreement to avoid such double taxation on same

d 73 (5), In case where an international agreement provides Nepal to

or a payment or subject income or a payment to reduced tax; the exemption or

available to any entity:

0, for the purpose of the agreement, is the resident of the other contracting state;

0 percent or more of whose underlying ownership is owned by individuals or entities
in which no individual has an interest who, for the purposes of the agreement, are not
residents of the other contracting state or Nepal.

b. As per Sec. 73 (2) & 73 (3), Where Inland Revenue Department receives a request
pursuant to an international agreement from the competent authority of another country
for the collection in Nepal of an amount payable by a person (“tax debtor”) under the tax
laws of the other country; IRD may, by service of a notice in writing, require the tax
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debtor to pay the amount to IRD by the date specified in the notice and for transmission
to the competent authority.

In the given case, Mr. Manohar Lal Lohiya is the tax debtor of India, with which Nepal
has a treaty. As IRD receives a request pursuant to treaty to collect tax dues of Mr.
Lohiya to Indian government, u/s 73 (2) and 73 (3), IRD by service of a notice in writing,
require the tax debtor to pay the amount to IRD by the date specified in the notice and for
transmission to the competent authority.

As such, the notice issued by IRD to Mr. Lohiya is valid as perdinceme Tax Mr.
Lohiya should be advised to act as per the order of IRD#o0 satiSy tax dia®

c. Limitation of Benefit:

reduction is not available to any entity:
I.  Who, for the purpose of the agreement,.is the resi

ii. 50 percent or more of whose underlyingsow

in which no individual has,antinterest who,

residents of the other contracting'state

It means treaty benefit is,applicableito re§ident

as specified above.

er contracting state, except to those

Entity and Distribution

28. What are the prineiplesyin‘ease i nswer as per Sec. 52 of the Act.
Answer:

Sec. 52 of the, Act prescribe principlésfin case of an entity, which are as follows:
a. An entity shall be'lia parately from the beneficiaries.

b. Distribtition of entifre
c. Amount derivediant
behalf of a her

allNge as either Repayment of Capital or distribution of profit.
expenses incurred by an entity, whether or not derived or incurred on
hall be treated as derived or incurred by the entity.

d. Assets 0 d liakilities owed by an entity shall be treated as owned or owed by the
entit y other person.
e. Foreig tax paid with respect to the income of an entity, which may be paid by a

ager, Qeneficiary, or an entity, shall be treated as paid by the entity.
f. ion between an entity and its manager and/or beneficiaries shall be recognized as
actual transaction subject to:

e Otherwise than as stated in the Chapter 7: Quantification, allocation and characterization
of amounts;

e Otherwise as stated in Section 45: Transfers between associates and other non-market
transfers.
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29. Calculate dividend tax to be withheld in the following cases:

a. M/s Siddhartha Investment Co. Ltd. which generates income from dividend to be
received from its investment. During the year, the company’s income is composed of the
dividend from resident company and distributed Rs. 1 Million as dividend to its
shareholders.

b. The abstract of Balance Sheet, Income Statement & Notes to the Accounts of Apple Ltd.,
resident company of Nepal, is as follows:

Abstract of Balance Sheet

Share Capital:
Authorized Capital (1 Lakh kitta of General Share a % ;000,000
Issued, Subscribed and Paid up Capital : 8,000,000

(80,000 kitta of General Shares of Rs. 1 h) & %

Reserve & Surplus Q

Accumulated Profit :% 2,000,000
Notes to the

The boar divectors of the co proposes to issue 15% bonus share and cash

dividend to caver t ppticable on the bonus shares.

The Annual \ting of the company approved the proposal of the company.

c. A for anent Establishment has the taxable income of Rs. 10 Million. It has the
hi of\tepatriating all after tax profits to its head office in United States of America
afte Il applicable taxes in Nepal.

r Sec. 54 (3), notwithstanding anything written in Sec. 54 (1), there shall be no
distribution tax on such distribution where dividend is distributed out of the profit on
which distribution tax has already been levied.

In the given case, as all the income of M/s Siddhartha Investment Co. Ltd. is composed
of dividend received from resident companies, it means the income of the company is the
income where distribution tax is already levied under the Income Tax Act. As such, there
shall be no additional distribution tax on redistribution of such dividend.
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b. Dividend is distributed as a percentage of paid up capital of the company. Dividend tax is
5% of amount distributed by the company, which means the recipient receives 95% of
amount so distributed.

Distribution of bonus share is also a part of dividend. Therefore if we assume, the amount

of total dividend (i.e. cash dividend plus bonus share) be x, then the shareholder receives
bonus shares which is 95% of x.

Here, Amounts to be set aside for Bonus shares= 15% of 8,000,00 00,0,

95% of x = 1,200,000
X=1,200,000/0.95 = 1,263,157.895 %
As total dividend is bonus share plus cash dividend, thergfore arw dividend =

1,263,157.895-1,200,000 = 63,157.895
\affon payable by a foreign

t repatriated. As Foreign
% of taxable income as tax as
g repatriation tax that can be

L 4
c. As per Sec. 2 (6) of Schedule 1 of the ,

permanent establishment u/s 3 ( of the, Act is

Permanent Establishment is a resident entity, it s
per Sec. 3 (Ka) of the Act. A e i
repatriated is as follows;

Taxable Income &

Tax Liability @ 2\ 2,500,000
Amount ava @ repatr| g repatriation tax 7,500,000

4
are two &ought regarding calculation of repatriation tax. One thought
represents t repatriation tax is paid by FPE, not by the recipient and is calculated
on the agoun epatriated; as such total amount of Rs. 7,500,000 is 105% of

amo e repatriated. The repatriation tax would be (7500000/1.05*5%=)
39,14 is thought is the interpretation of Sec. 68 (1) and 68 (3) of the Act.

1,000,000

The ool of thought is derived from the interpretation of Sec. 68 (4) of the Act,
herg the Act prescribes the treatment of repatriation tax as like dividend. The Income
anual issued by IRD also interprets the provision in the same line. With this
interpretation, repatriation tax would be 5% of 7,500,000 = Rs. 375,000.

30. Identify whether there is any change of control in the following cases:
a. A P. Ltd. is an entity registered on 1% Shrawan 2071 with three equal shareholders. All
the shares of A P. Ltd. were sold to another person not related to previous shareholders
on 1% Baisakh 2073.
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b. The following is the shareholding structure of M. Ltd. on 15" Baisakh 2070:

Ram Hari Chamlagain 25%
Sita Ram Chaurasia 30%
Harihar Awasthi 25%
Padam Pantha 15%

Krishna Ram Halwai h 3%
Gyanhari Deuja \ .715%
Rhita Pathak < , 0.5%

Drishya Pandey

0.125%
L 2
Amit Barakoti 0.625%
Mr. Padam Panthi and Rhita Path@s an ‘ia hilst other shareholders are

not associated to one another.

On 15" Baisakh 2073 thexshares m@hatirasia, Padam Panthi, Krishna Ram
Halwai, Gyanhari japRhita ak, Dris ndey, and Amit Barakoti were sold to
Mr. Sher Bahadur\

Answer:

a. As per S , Where th a change of 50 percent or more in the underlying
ownetsghip of\an enti compared’ with that ownership three years previously, the entity
is treatedas seali assets owned by it and any liabilities owed by it immediately

he chang@e.
Sec. 57 ( mpOting the change in ownership considering the ownership as follows:
I. ch beneficiaries holding 1% or more shares of the entity, and
i

beneficiaries holding less than 1% shares of the entity, only when

. applicable when there can be comparison between the shareholding
structlre as ofynow with the shareholding pattern three years previously, without the data of

ofding/pattern of three years previously, the computation whether there is change in
controlg impossible.

In the given case, there is change of shareholding pattern on 1% Baisakh 2073. To determine
whether there is change in control information of shareholding structure of 1% Baisakh 2070 is
required. As the company is incorporated on 1% Shrawan 2071, the change in control can be
tested only on 1% Shrawan 2074. Thus, there is no change in control.
b. As per Sec. 57 (1), where there is a change of 50 percent or more in the underlying
ownership of an entity as compared with that ownership three years previously, the entity
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is treated as realizing any assets owned by it and any liabilities owed by it immediately
before the change.
Sec. 57 (1ka) requires computing the change in ownership considering the ownership as follows:
i.  Ownership held by such beneficiaries holding 1% or more shares of the entity, and
ii.  Ownership held by beneficiaries holding less than 1% shares of the entity, only when
such beneficiaries are associated person of the beneficiary holding 1% or more shares
of the entity
As such, when the shares of Ram Hari Chamlagain, Sita ram Chaurasia,
Panthi, and Krishna Ram Halwai (all holding 1% or more shares) ar
considered; whereas for the transaction of shares of remaining share
shares of the company, the changes attributable to such shareh
shareholders holding 1% or more shares shall only be considereg S
shareholders, if the shares are sold by Rhita Pathak (spouse of Pada
1% shares), it shall only be considered.
Decision Column- from sellers point of view

Name of Existing | Consideration? « Changes
]Shareholders share areholdin | as per sec.
holding g pattern 57
pattern
Ram Hari 25% -
Chamlagain
- 30%
asdot sold 25% -
0 @ s, >1% - 15%
Yes, >1% - 3%
0.75% No, <1% and no relation to - -
>1% shareholders
0.5% Yes, association to >1% - 0.5%
shareholder Padam panthi
ishya Pandey 0.125% | No, <1% and no relation to - -
>1% shareholders
Amit Barakoti 0.625% | No, <1% and no relation to - -
>1% shareholders
Total Change 48.5%
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Since change computed u/s 57 (1) and 57 (1Ka) is less than 50%, though there is 50% transfer of
shares actually, there is no change in control.

31. A company incorporated under Companies Act 2063 has two shareholders having equal
shares. The company has taxable carried forward accumulated loss of Rs. 100 Million in
related to five previous Income Years since its inception. As the shareholders could not
manage operating the company further, they introduced a third perso shareholder diluting
their interest to 20% each and the interest of third person is 609 2 Ashagh 2072. The
company managed to earn Rs. 50 Million of Assessable Inc m Bu during
2072/73. The shareholders of the company want to set off t SS Sec.
20 of the Act and seek your advice for the same.

Answer
Since both the shareholders having more than 1% interest i i 0 shares of

each to a new shareholder, the effective change as per is greater than
50%. As such there is change in control on & 57 (2) (Kha), the
loss pursuant to period before change ip#€ontral cann st the income
generated after change in control. This means) the 108s,s fore change in control
cannot be utilized to reduce tax liabili el but the loss can be utilized to
reduce tax liability before c

C
i trol
lion\s rela the period before change in control
when the set off of carried forward 16Ss is alsol allowed.

The assessable income 50

As such, the ass come (period before change in control) is Nil.

('of l@ss,against i e as such, there is still Rs. 50 Million leftover as
loss, but th a ilged to set off against income of 1Y 2073/74 as the tax period
is pe ing the peflothafteghange in control.

Retirement Funds

d IS an approved Retirement Fund. It has following income during the

73t.ion received from Beneficiaries 100 Million

rest paid to Beneficiaries’ Accounts 7 Million
k@s ncome from different Investments 20 Million
Retirement Payments to beneficiaries 3 Million
Administrative Expenses 5 Million

Calculate taxable income and tax liability on the basis of above information.

Answer:
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As per Sec. 64 (1) of the Act, for the purpose of determining the income of retirement fund,
the amount to be included or amount to be deducted as per the provisions of the Act shall be

included or deducted. Provided that:

a. The contribution to the fund shall not be the incomings of the fund and it shall be

included as incomings of the fund

b. Retirement payments are not the expenses of the fund and suchipayments shall not be

deductible while calculating assessable income of the fund
c. The interest of a beneficiary in a retirement fund shall not be
As per Sec. 64 (2), no tax shall be levied in the income of rﬁ t
0

As such, interest income from different investments f pa c
administrative expenses form part of deductible exp@wever, he
liability of the fund as per Sec. 64 (2).
on Ead
conditions prescribed by Income i
the retirement fund to Unappr,
the information related toshe
unapproved retirement
Retirement Contribution fro nef%O

33. An approved retirement fund, approyed

Investment Incan 89/70)
Retirement Pa /70)

_ 4
Operating es@f R ent Fund (2069/70)
Reti i

rement Co m beneficiaries (2070/71)

Investmeat InNegme (2Q70/71)

Retire ments (2070/71)

O%nses of Retirement Fund (2070/71)
N t Contribution from beneficiaries (2071/72)

Investment Income (2071/72)

Retirement Payments (2071/72)

Operating Expenses of Retirement Fund (2071/72)

Calculate tax liability as an effect of conversion into unapproved retirement Fund.
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manage to act as per the
a venue Department converted
rawan 2072. The following are

ilit¥ as on the date of conversion into

2,500,000
150,000
1,200,000
400,000
3,000,000
400,000
1,300,000
450,000
4,000,000
500,000
1,800,000

650,000
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Answer:

As per Sec. 64 (3), where an approved retirement fund ceases to be an approved retirement fund,

it shall pay income tax in an amount equal to the income tax rate referred to in section 2(1) of

Schedule 1 applied to:

a. all retirement contributions received by and taxable income of the fund (calculated ignoring
the effect of being Approved Retirement Fund) during the period from its most recent
approval as an approved retirement fund to when it ceased to be so approved, less

b. all retirement payments made by the fund from its most recent approval as
retirement fund to when it ceased to be so approved

approved

i.e. the tax shall be calculated as 25% of the result of the following:

a. Contributions received by the fund from the day whepn.approval is
the approval is withdrawn Plus

b. Any other amount that would be included in the income if the approval

c. Retirement payments made from the day when the approv
approval is withdrawn.

As such, the tax liability on conversion ofARF to' URF o
calculated as under:

. Y Y
Particulag 2069/70 | 2070/71 | 207172 | TO®
A. Contributions received by the fundyfrom the 2,500,000 | 3,000,000 | 4,000,000 | 9,500,000
approval is granted to the dayawhen the ap withdrawn
B. Any other amount that wetild,belincludeehi if the 150,000 | 400,000 | 500,000 | 1,050,000
approval were not granted
C. Retirement paymentsymade from the day'V the approval is | 1,200,000 | 1,300,000 | 1,800,000 | 4,300,000
granted to the day whenythea al is,witherawn
D. Taxable value (A" %,B -/C) 6,250,000
E. Tax payable (26% of D 1,562,500

ollowing income during 1Y 2072/73:

rities. As part of its business, it needs to maintain some deposit in bank. It

nd from Resident Companies Rs. 2,500,000
Interest from Resident Bank & Financial Institutions against deposit Rs. 5,000,000
Dividend from Nonresident Companies Rs. 800,000
Service Fee from Investment Consultancy Services Rs. 8,000,000
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b.

It accepted a restriction from a similar company. As per the terms of restriction, it obtains
Rs. 500,000 for the year for which it cannot quote on auction of unsubscribed securities
by Nepal Investment Bank Ltd.

Your are required to answer whether the following statements are “True” or “False”
quoting the relevant provision of the Act:

Dividend from Resident companies are not included in incomenof the gompany as
these are investment income, and are part of inclusion u/s'9,'net u/s 7.
Interest from resident banks and financial institutions are, final withfieldi me,
and thus, not included in income from Business as per Sec.|7 (3).
All dividends are final withholding incomes,” anth,as’s ivigend from
nonresident companies does not form part of [iIncomefof the comp
Service fee is part of inclusion while calculating,asses income fg@m business.
There is no treatment for amount ofyRs. 500,000 gece the” company against
acceptance of restriction to compete @a bid“te purc nsupscribed shares of Nepal
Investment Bank Ltd.
Katha Inc. Nepal Ltd. is a resident company
billions. The company has retainedwyeur fi
received an email from the:Company whi

in“Nepal, having turnover in
Itant. Recently your principal

“Dear Mr. XXXXXj

How are you.doing?

' 4
We,are hawing u r FY 2072/73 right now. We have problems with following tax

issugs and o ditoxs arévquite offensive on these issues. We would like you to look
intgithe matt: rovide us an appropriate advice and course of action on these
matters:

oice of a consultant for his service to organization during FY 2070/71 of
s. The invoice could not be obtained and the payment was not made during

made the payment of the fee and obtained invoice during this year. Since the

\ihat Y as there was dispute regarding the fee at that time. As this has been settled; we

ayment is made this year, we want to claim this as expenditure for the year 2072/73,

but our auditors are reluctant on this and have insisted to issue some qualification point
on this issue if we move further with our stand.
We have been enjoying fixed term loan facility from one of the commercial bank to
construct a building which is in use during the 1Y, and have paid interest of Rs. 15
Lakhs on such loan. Some of our directors have asked advances to travel abroad for
business purpose of the company on Ashad 1 2073, which is outstanding as of yearend
date as follows:
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Ram Hari Deuja, Executive Director Rs. 20 Lakhs
Kumar Kunwar, Executive Director Rs. 30 Lakhs
The same has been settled on Shrawan 25" after the visit is completed.

The loan outstanding is uniform during the year, as the installment payment is annually
in the beginning of fiscal year, which is Rs. 150 Lakhs.

Our auditor insists that since the loan is misused in the form of advances todi r, the
interest applicable to such advances is not deductible, x

iii. We have 70 of our staffs retiring on Ashad 1% 2073. Wewaid r % nts to 68
employees through wire transfer in their bankiaccourits. Roshan Pan d Sachindra

Dhungana are two of our staffs, who obtained theiretir pay in cash as they
asked the amount in cash for their urgent requisemegt. unt so paid in cash is
Rs. 50 Lakhs. Our auditor insists that Singe thes S paid in cash, these are
not deductible for tax purpose.
Iv. Since you know that we are involved in p t
corporate social relationship “sincesthis
Development Trust, we tactrrediRs.

polluted water of Bagmati“River
Since this is Pollution Centrol our company; our management wants to

rol activities as part of our

i
itANth& permission of Pashupati Area

nership of these vehicles will be in the name of our
company until*the last installnegt’is paid by hire purchaser. As the asset is legally in

our name, our 0 edf wants to claim depreciation on such asset u/s 19 of the Act.
We look forward to yeur premp
Sincerely Yours,
rde

eSpPoNse.

XXXXX”
Your princi ou the email and asks you to prepare the answer for each query of the
client.
You draft an email for the response to the client.

ci You x expert. One of the potential investor approached you to explain him about
rence between the computation of cost of goods sold as per Income Tax Act and
Nepal Financial Reporting Standards. He also wants to understand how the closing
stéck is valued for tax purpose. You are required to advise him.

Answer:
a.

i. False, as these are excluded as a result of application of Sec. 7 (3) which exempts final
withholding payments from inclusion in income; this should not be included in income.
ii. False
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b.

C
S 14 (1), in case of a interest expenses on loan that is utilized for the
f production/construction of fixed asset, the expenses are eligible when the
asset procured/constructed from loan are used during the income year.
I

Interest from resident banks and financial institutions are final withholding only when
these are paid to natural person not in connection with operation of business or to an
exempt organization. In this case, it is not a final withholding income and as such, it
forms part of inclusions in business income as income from investment in nature
directly related to the business objective of the person u/s 7 (2) (Chha).

False
Dividend paid by resident company or partnership are final withhelding wheteas as per

Sec. 54 (2) dividend received from nonresident person shall be, ineluded,as
income.
True, it is part of inclusion as per Sec. 7 (2) (Ka) %

False
U/s 7 (2) (Cha), any amount received in connectionsto a nce o riction related
to business form part of business inconiee

Email for the response of the clienis

Dear Sir,

| have reviewed the tax questionnaire of ients, you have assigned. Please find

the following responsedo theig specifj
i.  As per Sec. 13%f the ‘Act, thfee % ions shall be fulfilled for an expenditure
ur

to be eligiblevas deductiopg , which are as follows:

1. Theexpenditure shali\b y the person, i.e. by the client in our case
2. Theexpenditure shall b&incurred during the income year, and

rred to generate income from business.

34, The expendi halbbe i
As the'eon c enses for I'Y 2070/71 satisfies the conditions (1) and (3) above,
the expe re Ino0t mcurred for the I'Y 2072/73. Had the client calculating tax

07

liability 1, the expenditure would be eligible, but not for the 2072/73, as

incutging ofgxpeénditure during the year” is not satisfied. The auditor of the client is
gard.

Is case, since the client has used fixed term has been used to construct a building,

\ the use of building during the 1Y satisfies the condition to claim interest income for

deduction. Furthermore, travel advances for official visit of executive directors are
part of normal business dealing, and obtaining such advances cannot justify the
misuse of loan. As such, the interest expense is eligible for deduction.

As per Sec. 21 (2) (ga), any retirement payments can be made in cash and still the
expenditure is eligible for deductions. As such, retirement payments to Mr. Pandit
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Section 15 of the Income Tax Act deals with cal

and Mr. Dhungana in cash in excess of Rs. 50,000 are deductible as per the said
clause.

As per Sec. 17 (1), Pollution control cost incurred by a person during any Income
Year for the operation of business of such person is eligible as deduction under the
Section. As the expenditure so incurred in Pashupati Area does not have any business
connection to Katha Inc., the expenditure is not deductible u/s 17 of the Act.

This may be treated as expenditure u/s 12A and to the extent eligible under the said
provision; the expenditure can be deducted while calculating taxable inca

As per Sec. 32 (7) of the Act, the lessee is deemed t@’be the owner of
lessor is deemed to have debt claim over the lesseelas a result of
lease arrangement. Since Katha Inc. is lessor git Cannotsbe tr

assets so sold in instaliment basis.

As per Sec. 19 (1), the depreciation expenses cansbe cl ons ssets which are
owned by the person. As such, the campany cagno ciation expenses of
such asset sold in installment basis.

t of trading stocks.
g stock calculated as sum of
n-less value of closing stock are

As per the provisions of the “Seetion
opening stock and purChases/eost co
deductible for tax purpose
The value of opéeningistock o
immediately preceding hco
Closing stock shall e valued

In casg,thenalug of closi
Identification®Mgihod, the valge
Average Cos

€ost of conversion/production shall be computed under Absorption Costing Method

py all' s rsons,usifng accrual basis of accounting while the person following cash
basis, of a ay choose either of Absorption Costing method or Prime Costing

nyAyear s e equal to the value of closing stock of
r.

of cost and market value.
of"any year cannot be ascertaining by using Specific
shall be determined by using FIFO or Weighted

rption Costing Method, cost shall be computed as the sum of direct
cost, direct labor cost and factory overhead. But the factory overhead shall
de depreciation and repair and improvement expenses of depreciable asset as
of cost.

der Prime Costing Method, cost shall be computed as the sum of direct material
cost, direct labor cost and variable factory overhead. But the variable factory
overhead shall not include depreciation and repair and improvement expenses of
depreciable asset as part of cost.

Difference between Method under Income Tax Act & NFRS:

Basis

Under Income Tax Act

Under NFRS

Valuation of closing stock

Cost or Market Value
whichever is lower

Cost or Net Realizable
Value, whichever is lower
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Method of Costing

Allows both Absorption
Costing or Prime Costing
Method

The method shall be
absorption costing

Charge of Depreciation
and Repair and
Improvement Cost as
Inventorial Cost

Depreciation and Repair
and Improvement Cost of
Depreciable asset should be
excluded

Depreciation and Repair
and Improvement Cost of
factory building, plant and
machinery forms part of

cost
35. M/s XYZ Limited has produced the following Trading an I SS c%r the
year ending on 31% Ashad 2073.
Dr. Cr.
Particulars Amount Part@ Amount
A
To Opening Stock s \¢ 25,000,000
To Purchase 1,500,000
To Sales Return 4,500,000
To Wages \
To Carriage Inwards
To Gross Profi Q 4‘4 8,000
N 1,000,000 31,000,000
A
To Salarie N 5,000,000 | By Gross Profit b/d 9,300,000
150,000 | By Discount Received 500,000
To Intergst 2,500,000 | By Dividend income from A 1,000,000
Ltd., a nonresident company
0 De 2,000,000 | By Rental Income (net of 1,800,000
\_ WHT)
ToRrovision for Doubtful 500,000 | By Windfall Gain 1,000,000
Debt
To Bad Debt Written off 1,200,000 | By Written back of Provision 1,000,000
for Doubtful Debts
To Repair & Maintenance 800,000 | By Recovery of Bad Debts 1,200,000
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Expenses
To Expenses for Corporate 2,500,000 | By Dividend from Nepal Bank 3,000,000
Social Responsibility Ltd., a resident Bank
To Fines & Penalties 120,000 | By Gain on Sale of Land 1,000,000
To Advertisement Expenses 1,500,000 | By Miscellaneous Inc 200,000
To Business Promotion 200,000
Expenses
To Legal Expenses 550,000
To Loss on Sale of Furniture 200,000
To Provision for Staff Bonus 407,0%
To Current Tax Expenses 00,00
To Net Profit Carried to ,
Balance Sheet
& 20,200,000

a. Out of tot : was paid in cash to a party on the day when there

was S qlitical parties. All, except the bank on which the company has
ac 4 that day.

b. | Xpen bank loan, of which 60% was utilized by the directors. The
company ch interest to directors, which is included in P& L Account as income.

c. The'ba ingrthe year were written off after complying all procedures as set out
by S (c) of the Act.

d T | proceeds of the sold land were Rs. 2,500,000.

ed"The s recovered were from one debtor, which was written off during previous

Income Year. As the provisions of Sec. 40 (3) (c) were not fulfilled, it was not claimed as
es at that Income Year.
f. e details of opening depreciation base of different pools of assets of the company are
as follows:

Pool A Rs. 15,000,000
Pool B Rs. 1,800,000
Pool C Rs. 2,500,000
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Pool D Rs. 2,200,000

The company’s record shows the following expenditure was incurred to purchase new
fixed assets:

Furniture (on Chaitra 2072) 600,000
Car for office purpose (on Ashad 23, 2073) 3,000,000
Gas Cylinder (on Ashwin 2072) 15,000
Generator (on Magh 2072) ,000

R#600,000.

aintenance cost
incréased useful life of

On scrutiny of plant account, it has been identifi

of Rs. 250,000 has been capitalized to t ant as‘he e
plan.
The break up of repair expenses a follQvs:

Some furniture having WDV of Rs. 800,000 we I
The loss is charged to P&L Account.
0

Pool A 200,000
Pool B % 300,000
Pool C & @ 100,000
Pool D 200,000
The co , pen¥es Wor Corporate Social Responsibility shows the

expenses i QO maintain tyygPal goons.

Xingin losses for 12 years during its initial business phases. A
ess losses sustained during such year could not be set off as a
slimit prescribed in Sec. 20 of the Act.

You are reQuireq to ca

a. Asse conmfrom Business
b. Agsess me from Investment
C.gml A me

dy CorpNgate Yax Liability (assuming the tax rate of 25%)

AnsVI:
klculaﬁon of Assessable Income from Business:

. W.N. | Sec.
Particulars Ref Ref Amount
Inclusions:
Sales Less Sales Return 7.2 24,500,000
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Discount Received (as gain on disposal of business 7.2 500,000
liability) 1 ]
Write Back of Provision for Doubtful Debt ) o ]
Recovery of Bad Debts 3 - 500,000
Gain on Disposal of Business Asset (Land) 200,000
Miscellaneous Income
Total Inclusions (1)
Deductions:
Interest Expenses o 1,000,000
Cost of Trading Stock 6 15 15,200,000
Repair & Improvement Expense 7 16 1,050,000
Pollution Control Cost 17 -
Research & Develc&:o 18 -
Depreciatio \ 7 19 2,302,250
Salaries 8 13 5,000,000
8 13 150,000
| Debt 1 -
ff 9 40 1,200,000
Ities 21 -
ent Expenses 8 13 1,500,000
ess Promotion Expenses 8 13 200,000
Legal Expenses 8 13 550,000
Loss on Sale of Furniture 10 -
Provision for Staff Bonus 11 13 407,000
Total Deductions (B) 28,559,250
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Assessable income from Business/ (Business Loss) (2,859,250)
(A-B)

B. Calculation of Assessable Income from Investment:

. W.N. | Sec.
Particulars Ref of Amount

Inclusions

Dividend from nonresident company

Rental Income

Windfall Gain

Dividend from Resident bank

Assessable Income from Invest 3,000,000

C. Calculation of Total ssab
As per Sec. 20 of the Act,‘the bugifiesS\loss o year can be set off from the investment
income of same suc income shall be Rs. 140,750.
As there tions u/ nd 12B; the total assessable income forms part of
taxable inco
4

rporate Tax Liability
Ity is 25% of Rs. 140,750, which is Rs. 35,187.50

g the criteria of Sec. 13, these are not deductible expenses when such
isions are made. Similarly, reversal of such provision of doubtful debt cannot be

\ luded in income as the related expenses could not be allowed at the time of

provision.

2. Under Sec. 25, Reversal of bad debts shall be adjusted on a rational basis when the
bad debts expenses were allowed as expenses at the time of such write offs. Since, the
bad debt was not allowed deductible as per Sec. 40 (3) at the time of write offs, the
reversal of such bad debt should not be included in income.

3. As land is business asset of the company, no matter what the selling price is, the gain
on disposal of land form part of business income.
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4. Gain on Disposal of Land
As per Sec. 36, any gain on disposal of business asset shall be utilized towards set off of
unrelieved carried forward business loss of previous years that could not be set off as a
result of maximum period prescribed in Sec. 20 of the Act. As such, carried forward
business loss of Rs. 800,000 can be deducted from gain on disposal of land. The net gain
on disposal of land is Rs. 500,000 which shall be included in income.

bugess in any
purpose is deductible for tax purpose. When the logg | 1 s, the

i pose
and as such, the interest to the extent loan utilized A uctible

expense u/s 21 of the Act. Therefore, 40% of@ \ are §ed¥ctible.
6. Calculation of Cost of Trading Stock

Opening Stock 4,000,000
Add: Purchase ¢ % 15,000,000
Add: Wages Q % 1,000,000
Add: Carriage Inwards § 1,200,000
Less: Purchase Retur s 1,500,000
Less: Closing Stocl\ %&) 4,500,000
Cost of Trad @ 15,200,000

a : c§h p ase of Rs. 1,500,000 is eligible for deduction.

ligisg Depreciation & Repair and Improvement Expenses

Pool A Pool B Pool C Pool D Total

15,000,00 | 1,800,00 | 2,500,00 | 2,200,00
preciation Base 0 0 0 0

rbed Additions

15,000
Up to Poush (100%)
400,000 133,333
Magh to Chait
rom Magh to Chaitra 1.000,00
(2/3)
3. 0
rom Baisakh to Ashad
(1/3)
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1. 600,000
isposal Proceeds
V. 15,000,00 | 2,000,00 | 3,500,00 | 2,348,33
epreciation Base (I1+11- 0 0 0 3
1)}
V. 5% 25% 20% 15%
epreciation Rate
VI. 750,000 | 500,000 | 700,0 352,2 2,302,25
epreciation 0
Repair & Improvement:
Particulars Pool A D |Total
I 15,000, 2,348,33
epreciation Base (from 3
IV above)
1. 164,383
% of (1) above
1. 450,000
ctual Repair & 100,000 *
Improvement ens
1,050,00
@ (1 300,000 | 100,000 | 450,000 0

13. These are final withholding payments and thus not included as per sec. 9 (3).

or

co

ng purpose of repair and maintenance expenses is

ft ing all provisions in the said section.

r and improvement expenses. Any further expenses after
rough repair expenditure for tax accounting.

sale of furniture is treated as part of disposal proceeds in the calculation of
tion base of Depreciable asset.
s is the allocation of expenses for the purpose of distribution to the employee as
r the statute (Bonus Act) of the country. These amounts will be taxable in the hand

of employees as and when these are distributed. As per accrual basis of account being
mandatory for company, these are accrued expense of the year satisfying all three
conditions of Sec. 13 and deductible.
12. Dividend from nonresident company form part of investment income of the person.
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14. As the expenses for corporate social responsibility were paid to maintain relationship
with local goons, these are not business expenses; as such, the expenses are not
deductible.

Income from Employment
36. Answer the following questions:
a. Ram Krishna Niraula is managing director of M/s Kabita Entegprises P. Ltd., drawing
basic salary of Rs. 120,000 per month. He is not eligible for anyigrades. He,is deriving

of Rs. 10,000 p.m., Rs. 25,000 p.m., Rs. 18,000 psmmy,and Rs.
respectively. The company has purchased a new vehicle worth/Rs. :
the vehicle for personal purpose of Mr. Niraular He, resides, i
negotiated the rental charge of the apartment, entered into Yan
apartment owner for his residence at rental chargewef Rs!'5
reimburses the rental expenses and other utility expens
per month in lumpsum. The company ‘has ‘eatered ent with Employee
Provident Fund to deposit retirememt*conttibution loyee, as such the employer
adds 10% of the basic salary and deducts 10%¢%0 c salary and deposits it to
t NIBL Retirement Fund, a
retirement Fund approvedsby, Intand arement, where he contributes Rs.
25,000 per month. Heds entitled to ross salary as festive allowance. The
work station is based ‘at, Kathm
Policy for him payihg annual prefiu

nt of Rs. 65,000

of the insurane€ premiam is at the time of payment of salary to Mr. Niraula. (All
information related fo 1Y 20

You are requiredyto calculate t income and tax liability of Mr. Niraula for 'Y
2072/78; use tax r Iiﬁble for I'Y 2073/74 introduced by order as per Samayik Kar
Asuli Ainp201

b. Ram Bino
leading
0

Marketing Department of M/s Noodles Production P. Ltd., a
ction house. He has attained the age of 65 and resigned from the
com any, knowing that Mr. Binod has crucial information of supply chain
0 , offered him not to join any rival companies for next three years for

h be paying Rs. 10 Lakhs per annum as compensation. Mr. Binod agreed the
proposal of the company.
. Binod is unknown about the tax implication of described arrangement and sought
ur help to make him understand about the same. Suggest the possible tax implication as
per Income Tax Act.

c. Tax officer completed the assessment of Taxes withheld by ABC Limited and raised the
following notes to continue with assessment of additional Withholding Tax Liability:

i. The company has provided lunch facilities to all its staffs through the canteen in the

premise of the company. All staffs are free to choose any combination of meals offered

with nominal fee. The additional cost on such meals is borne by the employer, which is
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Rs. 1,200,000 for I'Y 2072/73. Since the amount so borne by the employer is other
payments related to employment, thus, the amount should be included as part of
employment income. As the company has not included such amounts in employee’s
income, the same shall be included and revised tax shall be calculated.

ii. The company paid gratuity to some of its employees during I'Y 2072/73, on retirement
of these employees. As gratuity is retirement payment and retirement payments form
part of employment income u/s 8 (2), the gratuity should be in€luded in income. Since
the company has deducted 15% Withholding Taxed gn sug¢h“paymghts without

including the amount in income calculation u/s 87, the_company?s practi rong;
and such shall be adjusted accordingly.

ili. The company is required to follow accrual basis of aceounting for rp /s 22 of
the Act. As such, the company has made provision for gratuity; ed”unavailed

leave and other retirement benefits for each of\the employee and gha the same to
Income statement of the company. However, the €empa iled to Wa€lude the same in
the calculation of employee’s tax liability, as per e Act. Therefore, the
calculation of tax liability of each_individual Calguat denSec. 87 shall be revised
after including such amounts.
You are the tax consultant of ABC\Limited. The a t seeks your support to deal
with the contention of tax officerin the'a uare required to advise the client.

d. As a tax expert, provide your profgsSioral” opirien on the inclusion of the following
amounts in the inceme as¥per Incomeax Ac

i. Your client conduets a Sporti ents i@’ its anniversary every year, where only the
employee of youriclient isgelig ticipate. It distributes gold medal, silver medal

and brapzeymedal for ea'C| ant winning the first, second and third place
respectivelys, Your glient opine$ghat since it is prize, the market value of such medals

fall gain and tax shall be calculated accordingly.
n

shall*e treated
ii. €Yeur client i i ut of money and as such, it pays the salary of each employee by
I roduct ™ sales. Ms. Nikita, an employee of your client receives 3
roduct as salary, the cost of which is Rs. 15,000 per cartoon and
s. 18,000 per cartoon. Your client wants to include the cost of the
rt of the employment income of Ms. Nikita.
an individual wishing to start up a business dealing in different food
nown about the tax rates for the individuals; it seeks your professional help
rates applicable to an individual. You are required to advise your client about the
ate applicable to an individual under Schedule 1 of Income Tax Act.

Answer:
a. Calculation of Assessable Income from Employment
) W.N. | Sec.
Particulars Ref | Ref Amount
Salary 8.2 1,440,000
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Entertainment Allowance 8.2 120,000

Dearness Allowance 8.2 300,000
Uniform Allowance 8.2 216,000
Medical Allowance 8.2 300,000
\
Vehicle Facility 82/27 7,200
NN
Reimbursement of Rental and utility Expenses “ 8.2/27 . ‘Z ),000
Contribution to Retirement Fund account of empleyeée ‘ 144,000
by employer
Festive Allowance k‘ 8.2¢ 120,000
4
Payment of Medical Insurance Premium empl Q 8.2 25,000

as 50% is borne by him

Assessable Income from olle 3 s "a 3,452,000

Calculation of Total ASsessable Incodie, Taable Thcome & balance taxable income
W.N. | Sec.
Ref | Ref Amount
3,452,000
e from Windfall Gain -
3,452,000
LesstAllowable Deductions:
. 63 300,000
ontribution to Approved Retirement Fund
Minimum of Following:
a.
ctual 588,000
b.
/3" of Assessable Income 1,150,733
C.
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aximum 300,000

B. _
ontribution u/s 12B
C. -
onation u/s 12

Taxable Income 3,152,000

Less: Reductions availed under Sec 1 of Schedule 1

Reduction availed for residing in remote area -
Reduction for foreign allowance O -

Reduction in case of pension income -

Reduction in case of Incapacitated pgrson -

i.e. lower of Rs. 50,00

Reduction in case of payment ofsnve
premium
Reduction in case of pay megdical i ium 20,000
to resident insurance CON@Q of 20,000;
S. 20

Balance taxable In 3,132,000

Calculati s@ ability: %

1R e 1% 3,500
,o& 15% 15,000

Next Rs, 2,0 25% 512,500
35% 221,200

752,200

\arking Notes:

1. Vehicle facility to employee is quantified as 0.5% of khai paai aaeko talab, which has
been interpreted as sum of basic salary and grade drawn by the employee during the
year from the employer providing such facility by Income Tax manual issued by IRD.
Therefore, the amount to be included is 0.5% of 1,440,000, i.e. Rs. 7,200

2. As the company reimburses the apartment rent and utilities expenses in lumpsum, this
iIs not accommodation facility but the facilities where the actual cost of employer

www.auditnca.com


www.auditnca.com
www.auditnca.com

shall be included in income of employee. Therefore, the amount to be included is Rs.
65,000 p.m.
3. Individual assessment is assumed.

b. As per Sec. 8 (Gha), any payment in connection to acceptance of any terms of

employment shall be included as part of employment income. A§per Sec. 22, a natural
person shall follow cash basis of accounting while calculating “his/her gmployment

income. As such, the amount received by Mr. Ram Binodyagainst the a ce of
conditions not to serve rival organization of the current'employment sh rt of
employment income. Such amount shall be included iniincomg duri el such

amount is received in cash.
As per Sec. 8 (3) (Kha), Meals or refreshmentsyprovi in pre operated by or
on behalf of an employer to the employer's emplayee re available to all the
employees on similar terms shall Rotsformm par oyment income of the
employee. As such, the amount’is exempted frog
treatment not to include the amount is co x officer’s contention in this
regard is not correct.

As per Sec. 8 (3) (Ka);finalwithholding p all not form part of employment
income. Payment of gratUity by I perspn attract withholding taxes at 15% at
the time of paymentiu/s 88 (1) ofthe A d such payments are final withholding
u/s 92 of the ACtyAs Sec. 8 p require not including this final withholding
income as'part of employmenti the treatment of the company is correct.

As perSee, 22 of the Ac nt income of a natural person must be computed
following,cashbasis of accolmting. Rule 29 of the Income Tax regulation requires an
i ta on installment basis by computing the tax liability of each

employer to
employee ag
gncash tc.
of incom en these payments are made cash. As such, the company’s

. 8 (2) (ka) of Income Tax Act, prize received in connection to
ent is part of employment income. When an employer conducts any
etition within the employee, the payment of prizes is considered part of

C
\ ployment activities. Therefore, as prize is received in connection to employment,

these form part of employment income and not treated as windfall gain. The market
value of each medal shall be included in income while employee tax liability by the
employee.

As per Sec. 27 (1), when any payment is made in kind, the market value of such kind
shall be included as part of income. As such, Mr. Nikita’s income shall include
market value of the product not the cost in the given case.
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iii.  Hint: Refer Sec. 1 of Schedule 1 of the Act. It is expected that all provisions must be
cited.

Income from Investment
37. From the following information, calculate tax liability of Mr. A, a Nepali citizen who is a
nonresident natural person for 1.Y. 2072/73:

Income earned from lending to a private company of Nepal (net of TDS) Rs. 1,275,000

s. 900,000
in Ne %,OOO
Dividend from a partnership firm in Nepal % . 300,000
Royalty from a book publisher in Nepal (gross) O % Rs. 250,000

Income from right to use his land in Nepal b ter Suppiier
against extraction of water (net of TDS Rs. 170,000

House rent income from leasing of his\property at A % Rs. 100,000
Gain from a resident Invest ce pa 0

TDS) Rs. 190,000

House Rent Income earned

Dividend from Australian Company not having effective @ s

Market Value of Gift ive hifg at imejot attending

AGM of aresid a Rs. 80,000
Gain on Disp situated iMNepal (Disposal proceed
of Rs. 5 Million) P Rs. 500,000
Mr. arried iduahresiding most of his time at
Australia.
Answer
essable Income from Investment
Sec. Amount

zs32

Income earned from lending to a private company of Nepal 1 9.3/92 -
(net of TDS)

House Rent Income earned 1 9.3/92 -

Dividend from Australian Company not having effective 2 6 -
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management in Nepal

Dividend from a partnership firm in Nepal 1 9.3/92 -
Royalty from a book publisher in Nepal (gross) 1 9.3/92 -
Income from right to use his land in Nepal by a water 1 .3/92 -

supplier against extraction of water (net of TDS)

House rent income from leasing of his property at Australia

Gain from a resident Investment Insurance company (net o
TDS)

Market Value of Gift received by him at the time of
attending AGM of a resident company

9.2 Rs. 500,000

Gain on Disposal of land situated in
proceed of Rs. 5 Million)

Assessable Income from Inve 500,000
As there are no deducti 2B and no reductions available u/s 1
w ance taxable income is Rs. 500,000
ent'na 5%. As such, tax liability is Rs. 125,000.

is required to pay tax in Nepal on such incomes which have source in
from Australian company and rental income from leasing of property in

Mixed Provisions
38. From the following information, calculated eligible interest expenses u/s 14, pollution control
cost u/s 17, Research & Development Cost u/s 18 and Donation u/s 12(1) and 12 (2) of a

company:
Sales Rs. 10,000,000
Interest Income Rs. 100,000
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Salaries & wages

Opening Stock of Trading Assets

Purchases (including a cash purchase of Rs. 100,000 even when the banking
facility was available and without having any unavoidable compulsion for
cash payment)

Closing Stock of Trading Assets

Repair & Improvement Cost (eligible as per Income Tax

Total expenditure to install Pollution Control Equip

Research expenditure

Development Expenditure

Interest Expenses to Banks

Interest Expenses to controlli

@)
SN

Donation to an Exempt O

Depreciation (eligible

per

ng ex

nizason

>

Q
O

S

N

Rs. 1,000,000

Rs. 800,000

Rs. 2,000,000

Rs. 2,800,000

s. 800,000
,000

,000,000

Rs. 200,000

Rs. 100,000

Rs. 1,500,000

Rs. 200,000

Rs. 500,000

Answer: Calculatiog Ao PinteE /s 14, pollution control cost u/s 17, Research
& Development @gs Fand Donwg (1) and 12 (2) of a company (using
interpretatior, of In cwra nual;
Expense Expense Expense D_o_n ation
. - - . eligible u/s
aridaylar eligible u/s | eligible u/s | eligible u/s
14 (2) 17 18 12(1) &
12(2)
Sales 10,000,000
10,000,000 | 10,000,000 | 10,000,000
rest Ingome 100,000 100,000 100,000
Inclusions (A) 10,000,000 | 10,100,000 | 10,100,000 | 10,100,000
Salaries & wages 800,000 800,000 800,000 800,000
Cost of Trading Stock 3,900,000 | 3,900,000 | 3,900,000 3,900,000
Repair & Improvement Cost 200,000 200,000 200,000 200,000

(eligible as per Income Tax Act)
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Total expenditure to install 2,000,000 - | 2,000,000 2,000,000
Pollution Control Equipment

Research expenditure 1,000,000 | 1,000,000 - 1,000,000
Development Expenditure 200,000 200,000 - 200,000
Interest Expenses to Banks - 100,000 100,000
Interest Expenses to controlling - 0,000
exempt person

Depreciation (eligible as per 500,000 500,000

Income Tax Act)

Total Deductions (B) 10,200,000

Adjusted Taxable Income (A-B) ,100,000 (100,000)

50% of ATI 550,000 -
Interest Income

Max. Eligible 950,000 550,000 -

2,000,000 | 1,200,000 200,000

100,000

800,000 950,000 550,000 -

100,000 - - -

900,000 950,000 550,000 -

www.auditnca.com


www.auditnca.com
www.auditnca.com

PART B : VALUE ADDED TAX

1. Answer the following questions:

a.

Rambo Noodles Industries P. Ltd. is newly established noodles industries and has started

the company set up some stalls in major cities and distri
distributed 800,000 (75gm) packets of “Miththo Chauchau®
per 75gm packet. The market value is yet to be decidec

i e, .
. p
Quoting the relevant provisions of VAT Act, descri f % on the
above transactions.
regar

the recording

rs

ich
plica
Show your acquaintance with the provisions of VA @

t Thamel, from where it

formalities when goods are distributed a: ¢
Nepal Overseas Pashmina Industries P. Ltk ha

ign :

E

sells its Pashmina Products i rrency Is of transactions during 28"
Shrawan 2073 are as follows:
Exchange rate when the
n date of .
action oer FCY) amounts were deposited
Particulars \A nt (NPR per FCY)
Selling . Selling
R B R
g Rate rate uying Rate ate
Sales'ip Pou 200 150.50 152.15 155.25 156.80
ing
1,000 104.23 104.94 106.28 107.04
2,200 123.23 124.04 128.05 128.67
above fact:
Calculate taxable value and VAT to be collected in the above cases.
. Can the outlet issue VAT Invoice in Foreign Currency? If not so, what is the
procedure for issuing invoice when the sales are affected in Foreign

C.

Currency?
Ram Krishna Kanajo wants to set up a business in Nepal, which deals exclusively in
VAT attractive products. He does not expect to make large sales, and believes his sales
would be around Rs. 45-48 lakhs in any year. He further wants to obtain business loan
from M/s New Business Commercial Bank Ltd., which is tentatively around Rs. 15 Lakhs
at 10% p.a. to manage his business. His major supply line is Line Agencies of
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Government of Nepal. He is commerce graduate and do not have knowledge of VAT; but
he has heard of VAT and he wants to conduct business after fulfilling all compliance
requirement. He has the following queries, he noted down in his diary regarding the
Value added tax:
e Who is required to register for VAT? Who are exempted from VAT registration
requirement?
e Where should he visit for registration purpose? Wha
registered?
e Based on his business plan, is he required to get regi
e If he has to get registered for VAT, what are the
As such, he appointed you as his tax advisor. You
10 of VAT Act, 2052.

ould he do to get

d. Ram Preet Agrahari is a trader of liquor items regi
During the month of Bhadra 2073, he ha ollowing

e Sales to the final consumer’(not a
with MRP of Rs. 3,000 carto
e Sales to registered pers C

per cartoon at di

He collected VAT on the s

rice count! axable purchases during the month
were Rs. 2 Million exclu VATyHe gaid thedifference of VAT collected on sales and
el Qg R otification, the trading of liquor items can
Fa e ferent level of such items are published in
istribigor Or manufacturer. As such, Mr. Agrahari’s business
ffler Sec. 20 of VAT Act on Mangsir 10" 2073, and revised
Bhadra. He argued that the VAT collected on sales by Mr.

rrect?

Total Sales | Purchase | Export
Sales
500,000 | 600,000 225,000
Jestha 520,000 | 500,000 130,000
Ashad 600,000 | 500,000 270,000
Shrawan 450,000 | 500,000 157,500
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Bhadra 320,000 500,000 144,000

Ashwin 400,000 500,000 100,000

Kartik 350,000 300,000 125,000
Calculate:

e VAT collected on sales and paid on purchases for ea onth

e Amount of VAT payable or carried over excess | t it
Answer:
a. As per Sec. 5, VAT is applicable on import of S ICeSyI al¢export of
goods or services from Nepal and transaction of goods or services Rsi territory of
Nepal.

Transaction as per Sec. 2 (Kha) means supply of ggods S .

The definition of Supply includes ct Qellin ibyti changing of goods or
services with or without consideration.

It means, the act of distribution without cgms also a part of transaction, and if
the transaction is taxable"as per t vered by Schedule 1 of the Act), VAT
is applicable on it. , Rambg

t @f Tree distribution of noodles is taxable.
The follo 'n :
distributed asysa :
' 4
S 0 ceived or distributed as sample for promotion of business

tai Goads reeeived or distributed free of cost

~+

b.

I ule 21, invoice shall be issued in Nepalese currency by the converting the

into NPR using the rate prescribed by IRD at the time of supply of goods or
\ ervices, when goods or services are supplied in Foreign Currency.

n the given case, the exchange rate to be used shall be Selling rate of date of
transaction.

As such, taxable value and VAT is as follows:

Selling
rate

VAT Liability

Particulars Amount Taxable Value
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Sales in Pound 1,200 152.15
Sterling 182,580 23,735.4
USD Sales 1,000 104.94 104,940 13,642.2
Sales in Euro 2,200 124.04 272,888 35,475.44
ii. No, the outlet cannot issue VAT invoice in For en 21,in
case the supplier receives consideration against t p re€ervices in
Foreign Currency, the supplier shall issue a tax invoice in ali” currency by

change rate as

converting the foreign currency into local C ying t
prescribed by Nepal Rastra Bank: he date ofgdran
C.
i. ing i 3 3 n shall get registered for
VAT purpose. Sec. 9 of the Actiexem esspersons dealing to the extent of

taxable transaction.
Rule 6 of VAT regulation p

months to be Rsq¢50 Lakhs for
dealing in senvigees @r mixe
imi % ulation, any person fulfilling any of the

ions s'hall egistered for VAT purpose:

suchdgurnover for a period of consecutive 12
son,deali goods and Rs. 20 Laks for persons
i0 oods and services.

tains business loan exceeding Rs. 10 Lakhs annually from any

itutions.

o\, In case officer finds that the stock is greater than the amount prescribed by
RDaas perthe Mature of goods at the time of investigation

The pers usively in goods and services covered by Schedule 1 of the Act and small
busingsspe awing turnover to the prescribed limit (i.e. Rs. 50 Lakhs for person dealing in
0Baks for persons dealing in services or mixed transaction of goods and
mpted from VAT registration.
should visit respective Inland Revenue Department or Taxpayers’ service office
ased on his location of business for the registration.
He should file an application as per Sec. 10 of the Act. The time limit to file application

shall be:

e In case of a person dealing in taxable transaction after the implementation of the
Act, the person shall make an application in the prescribed format before the
commencement of business.
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1. This is the case when the person estimates its business to exceed Rs. 50
lakhs or Rs. 20 Lakhs as the case may be, during 12 months period.

2. In case of a person that estimates the turnover of the business to not exceed
Rs. 50 Lakhs or 20 lakhs, as the case may be, during any 12 months period
and does not register itself as per the exemption granted u/s, but the turnover
exceed Rs. 50 lakhs or Rs. 20 Lakhs, as the case may,be, in last 12 months:
the person shall apply for VAT registration with 30 days,of happening of
such event for registration

3. In case of a person, the transaction of whichsWas,exempted
1 of the Act and which becomes taxable as a result of a
Law: the person shall apply for registration within
law

4. In case of a partnership firm, the applieation includ
of partnership

plete details

After filing the application, taxs@fficer shall ex
demand additional documents and details if
the documents, details and“application f
provide such additionakdocuments a
officer.

In case the persom’dealing exclusively intgxe
the Act appliesifor registrati
registrationamithing/ days of a
After ex@mination of apflicat
register, theyperson, the tax c

registration numbegwithin 30Nd

application where s/he may
itfiecessary while examining
rpose. The applicant shall

7 days of demand by tax

ed items specified in Schedule 1 of
th 0 r shall notify the matter of failure to

[ the applicant.

se the tax officer deems it appropriate to
shall issue a registration certificate along with the
s of making of application.

ThePermane n#Riumber issued by IRD for Income Tax purpose is also used
for VAT p e.
iii. As he is ing Business loan exceeding Rs. 10 Lakhs annually, he should get

for urpose.
ities tO be observed are:
mit VAT return monthly.
. isplay his PAN number in eye-catching place.
3. ust issue VAT Invoice.
\ must use his PAN number in the following:
e Documents relating to income tax;
e Documents relating loan application for commercial or industrial purpose from
any bank or finance company for an amount of Rs. 1 lakh or more;
e Documents relating to import and export.
e Documents relating to VAT (invoice, credit note, debit note, purchase book, sales
book etc.) or excise or custom
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d. As per Sec. 14 (7), where IRD has issued a notification to taxpayer to conduct transaction
after publishing maximum retail price of such goods, the taxpayer shall issue VAT
invoice on goods or services at the maximum retail price published while conducting
transaction with non registered person.

This means, VAT shall be collected on MRP while conducting transaction with
unregistered person, and not with the registered person.

In the given case, VAT on sales to final consumer (not a registere on) shall be based
:P!Qer

on the retail price before discount, i.e. VAT shall be coIIecte
cartoon, which comes to Rs. 39,000 for 100 cartoons.

When the sales are made to registered persons, V
price of Rs. 2,820 per Cartoon. VAT per cartoon Rs 3 6.60 and foR1 rtoons is

Rs. 366,600.
Total VAT collected on Sales shall be R %
%0 ection of VAT, both, are

ected ©n Sales, on Purchase, Excess VAT and the

Hence, the tax officers’ contention a
incorrect as per VAT

e. Calculation of V.

Treta
(o)
VAT VAT 6 of ment
on on Expo | Excess of
Purcha rt VAT
Sales s sales Excess
VAT
600 225 275 35.75 78 | 45% 42.25 | Note 1
500 130 390 50.7 65| 25% 14.3 | Note 2
500 270 330 42.9 65| 45% 22.1 | Note 1
500 | 157.5| 2925 | 38.025 65| 35% 26.975 | Note 2
320 500 144 176 22.88 65| 45% 42.12 | Note 1
Ashwin
400 500 100 300 39 65| 25% 26 | Note 2
Kartik
350 300 125 225 29.25 39| 36% 9.75 | Note 2
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Calculation of Carried Over Input Tax Credit

Month

Excess
VAT

Remarks

Baisakh

42.25

The amount may be claimed for refund by filing an application on
Jestha, after which the tax set off cannot bgymade for any payable VAT
of Jestha month. Assuming application for refund will be filed, there
will be no carried forward for the monithwf Baisakh.

Jestha

14.3

Since, export sales is less than 40%sef total sales
amount will be carried forward till Poush for sg
failing to set off payable VAT of\Ashad, Shra

Ashad

22.1

VAT of Shrawan menth. Assu
there will be no catried forw;,
forward amoéunt of Jestha o
during follewing months.

Shrawan

26.975

Since, exportisales i t
am@untwilthbe ¢
failingyto set
Poush and )\

of total sales during the month, this
| Falgun for set off. In case of excess
of Bhadra, Ashwin, Kartik, Mangsir,
iplual excess can be claimed as refund. As

Bhadra

Ashwin

26

which the tax set off cannot be made for any payable
in month. Assuming application for refund will be filed,
WI|| be no carried forward for the month of Bhadra. But the
rled forward amount of Jestha and Shrawan of Rs. 14,300 and Rs.
6,975 respectively is still outstanding for set off during following
onths.

Since, export sales is less than 40% of total sales during the month, this
amount will be carried forward till Baisakh for set off. In case of excess
failing to set off payable VAT of Kartik, Mangsir, Poush, Magh,
Falgun, and Chaitra; any residual excess can be claimed as refund. As
such, total carried forward VAT is Rs. 14,300 of Jestha, Rs. 26,975 of
Shrawan and Rs. 26,000 of Ashwin.

artik

9.75

Since, export sales is less than 40% of total sales during the month, this
amount will be carried forward till Jestha for set off. In case of excess
failing to set off payable VAT of Mangsir, Poush, Magh, Falgun,
Chaitra and Baisakh; any residual excess can be claimed as refund. As
such, total carried forward VAT is Rs. 14,300 of Jestha and Rs. 26,975
of Shrawan, Rs. 26,000 of Ashwin and Rs. 9750 of Kartik.
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Notes:

It is assumed that the person applies for VAT refund when the conditions for refund are
fulfilled.

1. The export sales for the month is greater than 40% of total sales, as such the excess
VAT of each can be claimed as refund by filing an application immediately after the
end of the month after filing VAT return. The VAT shall be refunded within 30 days
of application in such cases.

2. As the export sales for the month is less than 40 % of*t6tal Sales, ex
month shall be utilized to set off VAT liability far nextsix :
there remains excess VAT even after set off ofsany VAT diabiki months,
the person can file an application for refund. In suchgcase the're

be refunded within 60 days of refund application. %
2. Write short notes on:
a. Special Provisions related to retention of VAT Small Businesses having
turnover less than the threshold,prescribed
. Reverse Charging
. Refund of VAT to unregistered Perso
. Cash grant/subsidy on the basisvof VQti y registered person

Administrative ReViiew
VAT Assessment

-~ Do 00 o

Answers:
a. As per Sec. 21 (2)/(Cha), tax o hall order for cancellation of registration of a person
in caseithe turno néEcutive 12 months of the registered person does not exceed
RSw50 lakhs ir@rsons dealing in goods and Rs. 20 Lakhs in case of person
dealing i s S oMMixead transactions of goods or services.
In such case T régistration status of a voluntarily registered person (person dealing
in taxableSgransacCtion, but the turnover of consecutive 12 months of whom does not
excee . akhs in case of persons dealing in goods and Rs. 20 Lakhs in case of
edling In services or mixed transactions of goods or services) can by retained at
n'ef the voluntarily registered person. As per Sec. 11 (2) as inserted by the order
under Samayik Kar Asulu Ain, in case such person desires to retain its
ration status, they need to file an application along with the verified VAT return of

12" month of immediately preceding last 12 months in the format as prescribed by IRD.
In such case, the registration status will be retained.

b. There are two reverse charging provision in the VAT Act, which are as follows:

1. Person receiving Service from foreigners [Sec. 8-2]:
Any person, whether registered or not, in Nepal receiving service from person outside
Nepal (the person who is not registered for VAT purpose in Nepal) shall pay VAT for
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that service. In this case, person delivering the service cannot issue VAT Invoice, so
the person receiving the service shall declare it and pay applicable VAT to Revenue
Authority. If the person is registered person, it can set off such payment as other
purchases.

2. Persons developing Commercial Complexes [Sec. 8-3]
Any person (registered or not) in Nepal engaged in construction of commercial
buildings, apartments, shopping malls or similar constructionsifer commercial
purpose, the cost of which is more than Rs. 5 millions shall colleCty VAT gh the
construction cost from themselves and deposit it to Reventie Authority in e
construction work is not carried out through a registeredyperson.

In case of failure to levy tax as such, the tax shall b&assessed an er om the
owner of such building or structure.

Definition of Commercial purpose

For the purpose of Sec. 8 (3), Commekcial Purpose
apartment, shopping complex or similar other. structuge
purpose of sales or using such asSét by'account ‘Q

truction of building,
d by IRD for the
current or fixed asset.

Q und of VAT to unregistered

c. The following are the provisions,of VAT Act
persons:
1. Diplomats (Sec. 25-1 (ka))
Tax paid by diplomatic persons pgivileggd on ayeciprocal basis from Ministry of
Foreign Affairs, or person having'diplomatigfprivileges engaged in Regional or
International Organization orgissiohg shall be eligible for refund.

The applieatiomforkefup : made directly to Inland Revenue Department.
Conditions for refund (S %

The taxtshallynet be refundethforia purchase of less than Rs. 5,000 at a time; means
thediplomats s kggpurchiase of Rs. 5,000 or more for the expenditure to be

eligible for . The person paying the VAT shall make the claim of refund.
The,applicatiomgor nd shall be made directly to Inland Revenue Department.

Time perl ply for VAT refund (Sec. 25-1)
lication shall be filed within three years of such transactions.

| institution (Sec. 25 (1 (kha))

s or VAT paid by such institution for which Ministry of Finance has
ted’the privileges of tax exemption.

application for refund shall be made directly to Inland Revenue Department.

\ Time period to apply for VAT refund (Sec. 25-1)

The refund application shall be filed within three years of such transactions.

3. Projects under bilateral or multilateral agreement (Sec. 25 (1 (Ga)))
Tax paid on projects operated undertaken within the state of Nepal under bilateral and
multilateral agreement for which Ministry of Finance has granted permission to
exempt it from VAT.
The application for refund shall be made directly to Inland Revenue Department.
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Time period to apply for VAT refund (Sec. 25-1)
The refund application shall be filed within three years of such transactions.

. Collection by mistake (Sec. 25 (1 (Gha) & Sec. 25-2)
Any tax collected by mistake shall be refunded. Such tax shall be refunded to the
person who has actually borne the burden of tax.
The application for refund shall be made directly to Inland Revenue Department.
Time period to apply for VAT refund (Sec. 25-1)
The refund application shall be filed within three years o h cti

. Tax refund to a foreign tourist (Sec. 25Ka)

Conditions to be satisfied

All the following conditions shall be satisfied for t of refund

a. The foreign tourist visiting in Nepal shall e al fr 'or 4

b. The tourist shall accompany such goods with Rimself whil8, leawifg Nepal, i.e.
goods cannot be gifted in Nepal and it sha y by urist; and

c. The cost of goods shall be more Rs. 2@00 %

Service Fee on such Refund
The revenue authority shall deduct 39

t as service charge.

ion of Cash grant/subsidy to a
by issuing VAT invoice. Persons
subsidy are as follows:

Amount of Refund

2 of Industry

Amount equal to the tax collected on sales
less the tax paid on purchase

d. Group 11 of Schedule 1 of V.
registered person, in c
entitled to such facilw@ egre
) tches

Amount equal to the 25% of following:
VAT Collected on Sales

Less: VAT paid on purchases

ustard Oil, Vanaspati Ghee Amount equal to the 40% of following:
stic production, or other
sed edible oil produced by
estic Industries to Registered
ersons

VAT Collected on Sales to Registered
Person

(This facility is not availed to packaging
industries that import processed oil in
bulk and sales it in Nepal through
refilling in consumer packages)
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Sales of Taxable Production by Dairy
Industries transacting Dairy Products

50% of VAT collected on Taxable Sales

Sales of Products to VAT registered
persons or auction house by Domestic
Industries producing and processing Tea

50% of VAT collected on Taxable Sales to
Registered Persons

Sales of products to Registered Persons
by Domestic Industries producing Sheet,
Circles and Utensils using Scrap of
Copper and Pittal

25% of VAT collect Taxaple Sales to
Registered Pers

Sales of products to VAT Registered
Persons or Agencies of GON by Domestic
Clothes Industry except for such
Domestic Clothes industries that
produces 100% Suti Clothes

70% of VAT collecte
Re R S

¢

Domestic Clothes industries p
100% Suti Clothes

s follows:

ollected on Sales to any person
ther registered or not
ss: VAT paid on Purchases

Refund of 40% of VAT paid on purchase
of Raw Materials or Finished Goods, in
case the producer or importer produces
evidence that the mobile set is sold to a
registered persons.

mestic

Industrgs

el Ad

ries

oducing Sugar

90% of VAT collected on Sales to a
registered person

ive Review:

\pli ion for Review & Time Limit (Sec. 31Ka-1)

ery person who is dissatisfied with the tax officer’s decision of assessment of tax shall
make an application for administrative review at Inland Revenue Department within 30
days of receipt of the Final Assessment Order.

Extension of Time Limit for Application (Sec. 31Ka-2)
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In case the taxpayer cannot file application within 30 days of receipt of Final Assessment
Order, the tax payer may file an application for extension of time limit to file Review
Application within 7 days of expiry of such 30 days.

After receiving such extension application, the IRD may extend the deadline for Review
Application for additional 30 days counted from the expiry of first deadline of 30 days,

i.e. the maximum time limit to file a review application is 60 days@gm the date of
receipt of notice.
Formality to File Application (Sec. 31Ka- 6 & 31Ka-8

0

The taxpayer shall deposit 100% of undisputed ta 0 U
amount before filing the review application. Suc‘ depos" shall ndt b

final verdict on the issue is declared.

In case the taxpayer has not submitted a eturn$gQ c tiow to the dispute
involved in Review Application, t pay€r shal usretwrM prior to submission of
Review Application. (Rule 34)

Effect of Application (Se
The Director Gener&x ine entS¥and other proofs. In case the matters
ris Whj

e do
exaQining Wocuments and proofs, the DG shall

raised by the taxp
nullify the decjsiag ORghe ta r for reassessment to the concerned tax
officer or a fficer.

Timed imit TD&CI Reyiew lication (Sec. 31Ka-4 & 31Ka-5)
ep e st ide on Review application within 60 days of filing of Review
A n se W faiMire to do so, the taxpayer may deem the application be rejected
andighogse to inRevenue Tribunal
f. VAT ent:

T aronghresypes of VAT assessment under the Act,

e Sy assessment (Sec. 18)
\ JapPardy assessment (Sec. 22)

S

sessment by Tax Officer (Sec. 20)

Self-assessment:

The registered person shall file a VAT return within 25 days of end of a tax period. The returns
may be filed in documentary form or through electronic means, often called e-return. When such
return filed to the tax office, the self assessment is deemed to be conducted.

Assessment in case of Special Circumstances (Jeopardy assessment):
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In case there is sufficient basis to believe that any of the following conditions is happening; the
tax officer, with prior approval of Director General, may assess and collect VAT:

e In case the taxpayer is leaving Nepal and there is chance of non recovery of tax, or
e In case the taxpayer is transferring, removing or concealing the asset and there is
chance of non recovery of tax

Assessment by Tax Officer
Grounds and Conditions for assessment by Tax Officer (Sec. 20 (1)
Under the following grounds and conditions Tax Officer can make t nt:
e Incase VAT return is not submitted within the time L
e In case of filing of an incomplete or erroneous retu
e In case of filing of a fraudulent return;
e In case the Tax Officer has a reason to beliey€ that the amouNt oNa derstated or
otherwise incorrect;
e In case the Tax Officer has a reason to believe
invoicing; *
In case of supply to group com

a s caused under-

e In case person requiring regisifation ut registration;
e In case of sales without iSSqNE\NVOPES;
e In case an unregistere olfectggpth
e In case a person dog#n S ied u/s 8 (2) or 8 (3); or
e In case a perso s notNevy WAT 3y ggeds that are left to be used for taxable
transaction for@ut t%va oyed as per Sec. 17 (4)
3. Answer the fq gtestions:
a. Dairy Deve prporatio ublic enterprises dealing in dairy products. It sold

'AT, during the month of Shrawan 2073:

culdre® Amount (NRs.)
P teurize% 200,000
Ice 500,000
R i other sweet 300,000
ite

rchases during the month are sugar and additives for ice-cream and other sweet
items of Rs. 100,000; excluding VAT.

Calculate the amount of cash subsidy to M/s Dairy Development Corporation as per
Schedule 1 of the Act, based on sales of VAT attractive items.

b. Basulinga Sugar Mills is an industry located at Dhangadi producing sugar. During the
month of Bhadra 2073, it has following transactions that is exclusive of VAT:
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Sales Amount Purchase Amount
(NRs.) (NRs.)

Sugar to unregistered persons 1,200,000 | Sugarcane 250,000

Sugar to Registered Persons 1,500,000 | Other taxable items 100,000

Calculate the amount of cash subsidy as per Schedule 1 of VAT Agt!

c. HNT P. Ltd. is a Maida industry located at Makwanpu and

e Sales of Maida
o Tounregistered persons Rs. 432,00
o Toregistered persons Rs. 505,00
e Sales of Wheat Flour Rs. 300,000

e Purchase of Wheat Rs. 500,00

e Telephone Expenses Rs.

e Petrol to operate Generator Rs. 0 %

e Salary Expenses Rs. 300,

e Consultancy services T Regtste Rs. 300,000
All figures above are exclum &
_Calculate the amount of CQ idy by, . Lt the basis of sales of VAT attractive
items.

T. Sales of Ice Cream and Rasabari and other

Answer:
a. Pasteurized N exempt

hedule % A {,Sales of Taxable Production by Dairy Industries
i ai oducts is subject to cash grant of 50% of VAT collected on Taxable

In this c %&cted on taxable sales is 13% of 800,000, which is Rs. 104,000.
fore, C

T subsidy shall be 50% of VAT collected on Taxable Sales, which comes

itfed to cash subsidy to the extent of 90% of VAT collected on Sales to a registered
person.
In the given case, VAT collected on Sales to a Registered person is 13% of Rs.
1,500,000; i.e. Rs. 195,000; and cash grant is 90% of Rs. 195,000; i.e. Rs. 175,500.

\ pér®Schedule 1 of VAT Act, Domestic Industries producing Sugar Industries are
t

c. As per Schedule 1 of VAT Act, cash grant to a maida industry producing Maida in Nepal
is as follows:
25% of the result as follows:
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i. VAT collected on Sales Less
Ii. VAT paid on purchases

In the given case, VAT collected on Sales is 13% of Rs. 937,000 (432,000+505,000), which is
Rs. 121,810.
VAT on purchase is calculated as under:

Purchase of Wheat Non Taxable
Telephone Expenses (proportionate- 937/1237*13% of 8,000) 787.78
Petro to operate Generator (proportionate- 937/1237*13% of 40,000 3,938.88
Salary Expenses xable
Consultancy Services (proportionate- 937/1237*13% of 300,0 1.63
Total VAT on Purchase ,268.29

Debit and Credit Note

Therefore Cash subsidy= 25% of (121,810-34,268.29)= 24,885. %
4. Write short notes on:

Rights of Tax Officer under VAT Act P

Records to be maintained by dealer of Us S

Tax Period (

® 000w

Market Value Concept in VAT

Answer:
a. Debit and Credit Note
invoj % son, the person shall issue debit note

t Conceptually, person issuing invoice issues
iajgmatterip tax accounting as many countries has policy of
o%‘ ent. Rule 20 has not prescribed format for debit
ep asegister of such notes.

information:
it or credit note,

N of the supplier,
ddress, and PAN if a registered person,
and date of the tax invoice concerned,

rt f the goods or services and reason of issuing to credit or debit,
redited or debited,
o amount credited or debited.

or Debit Note shall be maintained in the issued note.

ights of Tax Officer under VAT Act

Value Added Tax Act has conferred following powers to a Tax Officer:
e Assessment of Tax by Tax Officer (Discussed in Chapter 15)
e Collection of Tax from VAT defaulter (Sec. 21)
e Assessment of Tax in Jeopardy (Discussed in Chapter 15)
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Power conferred to combat Tax Avoidance Schemes (Sec. 22Ka)

Rights in relation to Examination & Review (Sec. 23)

Purchase of Goods sold through Under-invoicing (Sec. 23Ga)

Right to demand deposit or imprison a person or seizure (Sec. 23Gha)
Right to Obtain Expert Service with Regard to Tax Assessment (Sec. 34Ka)

ecords to be maintained by dealer of Used Goods

The Dealers of USED GOODS shall keep separate records for ga
the purchase price of the goods exceeds Rs. 10,000. In cas
goods is found not to have satisfactorily maintained the
impose VAT on the total selling price of the goods sold
may issue a written order requiring him to pay such tax a

it
following are the matters to be maintained in S nd Pukchasé’B
. Inrelation to Purchase
e Date of purchase
0@ Q@

Information as to the complete details of
Purchase price excludi

Tax Rate
Tax Amount
Total Amount p <
I1. Inrelation .
e Date'o
. .‘

o o o
O
=
@

d.

ax i
It is tRe perio@ prescribed by VAT Act & Regulation for the collection and submission of VAT
retu\ VAT amount. The tax period is prescribed by Rule 26 as follows for different persons:

o6 Every Nepalese Calendar Month as Tax Period (Rule 26-1)

The VAT Act has envisioned every Nepalese Calendar month as a separate tax period
except in cases where the registered person opts bimonthly or trimester tax period as
per the legal provisions. The tax period may be shorter than a month in case a person
commences business at the middle of the month. For example, tax period for a person
commencing business from Baisakh 25 begins from Baisakh 25 and ends on Baisakh
end.
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e Bimonthly Tax period (Rule 26-2 & 26-3Ka)

In case registered person carrying on business related to hotel and tourism sector or
production of brick desires to choose a bimonthly tax period, a bimonthly tax period
is allowed for them.

There are six tax periods during a fiscal year which covers Shrawan and Bhadra,
Ashwin and Kartik, Marg and Paush, Magh and Falgun, Chaitra and Baisakh and
Jestha and Ashad as tax period.

e Trimester Tax period (Rule 26-3Kha)

newspaper (newspaper seller and publisher of newspaper) desire
monthly tax period, IRD may allow the persons_to submit tax ret
(four-monthly basis).

e Different tax period (Rule 26-2)
In case of a registered person that has maintaine@sts a
generate the required report in Nepal€se,Calendar
Tax Officer to adopt different tax period.dateéwi
thinks it appropriate, the persom'may begrante

e First Tax period (Rule 26-5)

S usinggoftware cannot
file an application to
S

First tax period of a registered persen s e day of registration to end of
concerned tax period,

e No-tax period (Se¢. 11-2) %
In case any registeredyperson apphied for Ilation registration, it need to file its
VAT return within 3 months a r deregistration; if tax officer could not
decide tosderegistration eLson (even it is registered person) need not file
its taxqretugn. Badly, if ta , d€cides to not to deregister, then VAT return from

tax period,when the decision ade, need to be filed.

arketValue epii T

Market value ofysupp ds or services shall be determined on the basis of the fair value of
considerationgteceived oreceivable in the transaction between unrelated independent parties at
ilar circumstances as to characteristics, quality, quantity of materials, and

rmination of Market Value (Rule 22)
icer has right to fix the market price based on the transaction of similar goods. In

Tax

\ Tax Officer cannot ascertain market price, the Director General has the right to
prescribe the method on the basis of price of similar goods transacted by different
suppliers.

s a tax expert, provide your professional opinion in the following cases:
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a. A
pplication of rule of “Circumstances beyond Control” relieves a person from payment of
fees u/s 19 and interest u/s 26 of VAT Act

b. A

branch office in London of a Kathmandu based VAT registered person is required to
collect VAT on every tax attractive transactions while doing business in London

Vv
AT shall not applicable on transfer of business to an i heif”of a VAT
registered individual as a result of insanity of the individu
d. \ T
T

he term “Zero VAT” and “No VAT” has same meanin %

e.
here is only one VAT rate of 13% as per VAT A

f. T
elecommunication companies are requir olleet VAT o munication services
when the service is provided, or invaice I u ideratiap is received; whichever
happens earlier

g. T
he threshold for exemption of S a on dealing only in goods listed
in Schedule 1 of the ActgsRs. khs

h. U
nregistered perso olle

i. wW
hen a tax off ton, the burden to prove that the conditions for
registrati e with the tax officer

J. T
he respomsibility (AT return is only upon the registered person

Answer:

a. A
pplicationof rule,of ¥Circumstances beyond Control” relieves a person from payment of
fees terest u/s 26 is applicable if the payable VAT could not be paid on due even
in‘the evegt ofapplication of Circumstances beyond control provisions.

b \

or transaction of goods or services within the territory of Nepal. In the given case,
the transaction by branch office in London is not an import or export or transaction
within the territory of Nepal; VAT shall not be applicable on such transactions.
c. As per Sec. 5A, Under either of the following two conditions, value added tax will not be
applicable on the transfer of ownership of a business:
(a) When a registered person sells its business to any other registered person; or

\é‘r isVevied on import of goods or services into Nepal, export of goods or services from

(b) A business is transferred to any inheritor after the death of an owner.
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In the said case, the transfer to legal heir is as a result of insanity of the registered person, and
the transferee is not registered for VAT. As such, both the above two conditions are not satisfied
which implies that VAT shall be collected on such transfer.

d. T
he term “Zero VAT” and “No VAT” has different meaning, which is elaborated below:

Basis Zero Rate

Rate of VAT VAT is levied at Zero Percent
VAT Invoice A VAT Invoice shall be issued as
per the format prescribed by VAT

regulation
Registration The person dealing in Zero rated
Requirement items shall be registered for
purpose.

Other formalities | The person
as per the Act

xclusively in No VAT items
is relieved from all formalities
to be observed as per the Act

List of No VAT items are
prescribed in Schedule 1 of
the Act, but Schedule 1 also
contains some VAT applicable
items on which the producer is
entitled to refund of VAT
collected by it.

. 7 of the Act, there shall be a single VAT rate of 13%.

e VAT rate on transaction of goods or services listed in Schedule 2 of the Act is 0%
there shall be no VAT for transactions of goods or services listed in Schedule 1 of the
Act.

As such, the statement is partially correct.

f. A
s per Sec. 6 (3) (ka) of the Act, the time of supply of services by telecommunication
service provider or such service provider that provides continuous service shall be at the
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time of issuance of invoice. Therefore, the VAT shall be collected at the time of issuance
of invoice rather than earlier of service is provided, or invoice is issued or consideration
is received.

g. A
s per Sec. 5 (3), there shall be no VAT for items listed in Schedule 1 of the Act. Sec. 10
(2) requires a person to get registered for VAT in cases when the person is involved in
VAT attractive transactions. As such, person dealing exclusivel items of Schedule 1

IS not required to get registered; no matter how much is its tu he ygar.
A
1 Act

V urpose,

s per Sec. 15 (1), unregistered person cannot collect

listed the following persons, even when they are

requiring collection of VAT:

e Local Bodies (Village Development Committee, Municipality, District'®evelopment
Committee)

e International agencies or diplomatic ion Idtatedin N
e Nepal Government, or ‘
e Public Enterprises dealing basically e a'g @ ervices

Similarly Sec. 12A requires the national ferest, ¢
forest or owner of private forest’collectin
even if they are unregistered:

Therefore, unregister \may 0 c subject to the power given by the Act.
i. < > A
T Act, ase tax officer identifies that a person requiring
registr p s conducting business without registration and reasonably
leves so, s/h and VAT registration of such person.
In e defends'the exemption of registration requirement as a result of
turnover,of th r any period of consecutive 12 months not exceeding the

he. RSB0 lakhs), the onus to prove the same is upon the person on whom the
iS\lemanded.

mittee looking after community
woods for commercial purpose,

Itm , e person with whom the registration is demanded must prove that he should
Yt be fegistered, and it’s not upon tax officer to prove that registration is required.
J

esponsibility to file VAT return:

Responsibility of a Registered Person
The registered person is responsible to submit VAT Return.
Responsibility of Rightful Beneficiary or Legal Representative (Rule 27)
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In case of death or permanent physical or mental incapacity of an individual, the tax officer may
demand VAT Return from rightful beneficiary or legal representative of such persons assuming
the end of tax period in the immediately preceding date of such death or incapacity.
Joint or Several Responsibility of different Persons (Rule 28)
The following persons have joint and several responsibilities over submission of VAT Return in
the following conditions:

e In case when the registered person is a legal person: the direc

any employee prescribed by the Management

In case when a registered legal person is liquidated or wo
e Inall other cases except as specified above: the per h
registered person as prescribed by Tax Officer

As such, responsibility to file VAT return is not only up@n a registered p%%
6.
alculate VAT collected on Sales, Eligible 1 tre a iability based on the
following information:
a. T

he details of transactions dur thmof M/s Importers Deal P. Ltd.
having a publishing hous ing inddoo tattonery items are as follows:

Sales:

Sales of Printed b & & Rs. 250,000

Sales of Stati X- Of! Rs. 300,000
% Rs. 450,000

chief executive or

Sales of e-
' 4

Purehase: &

Impogt.o &ems

INViOY ice Rs. 400,000

Insuragce up to Birgunj Custom Office Rs. 2,000
\ t up to Birgunj Custom Office Rs. 20,000

Freight & Insurance from Birgunj Custom Office to Kathmandu Rs. 12,000

Other expenses:

Salary Expenses Rs. 100,000
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Telephone Expenses Rs. 20,000

Diesel Purchased for office vehicle Rs. 20,000
Diesel consumed for office vehicle Rs. 12,000
Petrol for Generator used in office Rs. 15,000

Restaurant Expenses for potential supplier from India @ Rs. 25,000
Local Purchase of Stationery Items g@,ooo
Purchase of Office computer O % . 60,000
Purchase of Aqua 100 Mineral Water for office ;@ % Rs. 12,000
Purchase of vehicle for managing directh ® Rs. 1,400,000

Additional Information:

he imported statio itemSywere(released fr
the custom office, failedyto fixthe“axabl

deposit for as,Rs. 7

custom office by keeping deposit as
lue of the goods. The amount kept as

Of the

eI purcha ring the month, the company obtained various
Abbreviat i

es})r thafexpenses of Rs. 12,000.

-'
&ngn second hand vehicles. The following is the details of Mr. X’s

dur e month of Bhadra 2073. Calculate Taxable Value and VAT
X for the month of Bhadra 2073:

trad

second hand car Ba 6 Cha 7756 from President International, a VAT
red person at the cost of Rs. 400,000. President International charged VAT of Rs.
0 in addition to the selling price. Mr. X incurred Rs. 50,000 for repairs and

\ [
enting painting of vehicle for which he paid Rs. 6,500 as VAT.

The vehicle was sold on Bhadra 15 at Rs. 900,000 (exclusive of VAT)

urchase of Jeep, Ba 5 Cha 5728, from Ram Narayan Bidari at Rs. 450,000. Mr. Bidari
is not registered for VAT. He incurred Rs. 200,000 for repairs of the vehicle from an
unregistered person; and sold the vehicle on Bhadra 28 at Rs. 630,000.
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iii. P
urchase of Santro car, Ba 7 cha 2235, from Hari Shankar Basnet at Rs. 1,200,000 and
incurred Rs. 20,000 for repairs. In addition to repair cost of Rs. 20,000; he paid Rs.
2,600 as VAT to garage. The car is still in the stock.

iv. S
ales of Car (Ba 1 cha 2278) on Bhadra 5 at Rs. 900,000 (excluding VAT). The car was
purchased on Ashad at Rs. 650,000 (excluding VAT) f a VAT registered
manufacturing concern. Mr. X incurred Rs. 126,000 includi for @he repair of
vehicle during the month of Shrawan.

What would be your answer if Mr. X’s main busines [ ec and
vehicles but something else and is selling his seco % et?
Answer:
a.
A. C
alculation of VAT Collected on Sales
Particulars e VAT

Sales of Printed Boo

Sales of Station&s- t er‘ 300,000 39,000
Sales of 2 450,000 58,500
Tot % ected on 97,500

4
C
Iculatio ligibkg VAT Credit
W.N. | Taxable VAT
Value

f Stationery Items 3 - -
\ ry Expenses 4 - -
Diesel purchased for office Vehicle 5 20,000 884
Diesel Consumed for Office Vehicle 6 - -
Petrol for Generator used in Office 7 15,000 1,657.50
Restaurant Expenses for Potential supplier 8 - -
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from India

Local Purchase of stationery Items 9 300,000 33,150
Purchase of Office Computer 10 60,000 6,630
Purchas of Aqua 100 Mineral water for 11 - -

office purpose

Purchase of Vehicle for Managing
Director

Total Eligible VAT Credit for the
Month

L 4
C. Vv
AT Payable on Service procured fro rei istered for VAT Nil
D. |
nput Tax credit on Re ingdvA ribed in (C) above Nil
E. C
arried Over Excess VAT Credi f‘m Previgu8 Period(s) Nil
Vv
AT Lia@s it) (A-B+C-D-E)= (6,701.50)

Wor Not p 4

S
es of Boek are exempted from VAT.
2. A
s el the ordemgf Supreme Court, only the printed books are exempted from VAT and
ot ok. As such, e-books are taxable.

A
ule 49 (3) of VAT Regulation, Custom office may release goods by
nding deposit when the taxable value of goods cannot be determined at the time
import due to any reason. In such cases where the goods are imported by providing
cash deposit without determining taxable value, such deposit for VAT shall not be
considered for Input VAT credit unless taxable value is determined. As the stationery
items are released from custom office without determining taxable value, the deposit
on release of such stationery items cannot be treated as part of eligible VAT credit.

4, T
hese are exempted from VAT
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etrol used for office vehicle is included in No VAT Credit item, not the diesel. So,
VAT Credit is eligible in purchase of diesel for office vehicle. As there are both
taxable and non taxable sales, and use vehicle cannot be linked into taxable or non
taxable transactions, there must be proportionate tax credit. But when abbreviated tax
invoice is used, there shall be no tax credit on such purchases. As such, eligible VAT
credit on purchase of diesel is Rs. 884 (850/100*13% of (20,000-12,000))
6. \%

AT Credit is available on purchase basis on production of iwoice, A there
shall be no treatment of consumption for VAT purpese.

1. P
etrol used for office vehicle is included in NO VAT ‘Credit %{? Credit is
eligible in purchase of petrol for use in generator. As there are bpth ble and non

taxable sales, and use of generator cannot bewlinke ctly int@ taxable or non
taxable transactions, there must be preportionate c ®™As such, eligible VAT
credit on purchase of petrol is Rs. 1,657.580 (85 % 5,000)

8. A

s per Rule 41, there shall be n@,\VAT Credit ment Expenses.\

tationery is used both fog produetiorf@f b other taxable items. As such, there
shall be proportionate VAT credit. such,*eligible VAT credit on purchase of
stationery is Rsy 33,150,(850/400*%3% o ,000)

omputergis usediboth fof{prod
shall Be preportionate VA it. As such, eligible VAT credit on purchase of
00#13% of 60,000)

computeriis Rs. 0 (E;O/l
11. A
Swper Rule & se of beverages attract no VAT credit unless as part of main

C
f books and other taxable items. As such, there

10.

pusines
12. A
S le 4I%there shall be partial tax credit, i.e. 40% on VAT paid on purchase,

wh asing vehicle for administrative purpose by the person dealing exclusively
e items. In case the vehicle for the said purpose is used by the person having
ransaction of taxable and non taxable items, the VAT credit shall be
prepPo

rtionate on partial. Therefore, eligible VAT Credit is Rs. 61,880 (850/1000*
% of 40% of 1,400,000)

b. A
s per Rule 33, the taxable value for the person dealing in used goods shall be profit
between selling price and purchase price of each good. The purchase price shall be VAT
included purchase price, and includes all direct cost to bring the asset to saleable
condition.

It means, the taxable value of the used goods in case it is sold by dealer of used goods can
be determined only at the time of sales of goods. Based on this provision, the VAT

www.auditnca.com


www.auditnca.com
www.auditnca.com

liability for the month of the trader when the trader is dealing in used goods on the basis
of provided information is as under:

Purcha
Selling se cher ;/r:;)-ll;
_ Price price direct | Taxabl ot
Vehicle (excludi | includi cost e Value * Remarks
No. [A] includin | [E=B- | [E™13
NGVAT)[ N9 | VAT | cb] | %
[B] VAT D]
[C]
Ba 6 Cha | 900,000 | 452,00 | 56,500 | 3915
7756 0

0
Ba5Cha | 630,000 | 450,00 | 200, (20,000 ince there is no profit,
5728 0 axable value is Nil and
no VAT Liability
Ba 7 Cha Still in VAT cannot computed

2235 Stock as taxable value cannot

& be determined until the

vehicle is at stock

39,500 | 5135

56,030

VAT shall be collected as 13% of Rs. 2,430,000 (total selling price
ree vehicles sold).

' &d Y
N een deputed as audit staff by your principal in one of his client’s audit. You

identified the following cases. You are required to prepare a note on possible impact on

client’s profit or loss of FY 2072/73 due to your client’s failure in the following cases:

a. A
tax officer inspected the warehouse of your client. After inspection, he found that the
goods are held in excess of limit prescribed by IRD and instantly ordered your client for
VAT registration as per the power conferred in Sec. 5B of VAT Act. Your client did not
honor the tax officer’s order; neither had it defended the claim of tax officer. The

Rs. 2,4 00 a
exclu To

www.auditnca.com


www.auditnca.com
www.auditnca.com

officer’s order was communicated to your client on 1* Chaitra 2072, and your client is a
dealer of wine.

Would your answer be different if it were brick producer and choosing bi-monthly tax
period?

A tax officer visited your client’s premise. But your client ob§tructed him to inspect
records and documents.

ou are auditing the financial statements of FY 2072/78. Onyreview f
VAT Act and Regulation, you identified that you client is maintaining
purchase register. Further enquiry revealed that"the cClient” fai
attested from tax officer till the period of your audit.

d. Y
our client is dealing in sanitary ware angdwits busingss ess than Rs. 50 Lakhs.
As it was dealing in sanitary ware in Kathmang litan City, as per the
requirement of previous VAT Agt before, the ‘% me Finance Bill 2072, it is
registered for VAT purpose. It has not cancelle @ ation yet. But as it heard that
the Finance Bill 2072 increaseththesturnoy 0 Rs. 50 Lakhs for registration,
assuming that it need notfile=swAT retdfn; it t Tile any VAT return for the year
2072/73. There is nodVAT liability r, as the person’s input tax credit is
greater than VAT gollected on S

Answer:
Students are expectéd to know that ines and penalties as expenses would be in the
Profit and loss acceuntief the client.
a. W
hen taxefficer a ﬁl’ registration, the person shall register for VAT purpose or

submit,proof IS e tax officer that there must be no registration at all. When it
nom\iegistration, it has to obtain clearance from tax officer. Failing to
defend the de registration, the person is liable to pay penalty u/s 29 (1) (Ka) of
ich i . 10,000 per tax period. In the given case, the tax period for the client
eans, the fines are applicable for the four tax period i.e. tax period of
itra, Baisakh, Jestha and Ashad; which means the accrued fine until yearend
of FYA2072/73 is Rs. 40,000; which shall be charged as expenses to P&L account.
herg the client was dealing in brick and choosing bimonthly tax period, the fine would
crued for two tax periods, i.e. for tax period of Chaitra/Baisakh and Jestha/Ashad.

The impact on P&L account of the client would be Rs. 20,000 for FY 2072/73.

b. w
here a registered person obstructed a tax officer to inspect records and documents, as per
Sec. 29 (1) (Nga), the fine shall be Rs. 20,000 every time. In the given case, the client has
obstructed the officer for one time, as such; the impact on client’s P&L A/c shall be Rs.
20,000.
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C. W
here a registered person fails to attest the sales and purchase register from concerned tax
officer, as per Sec. 29 (1) Chha), the fine shall be Rs. 10,000. As such, the impact on
client’s P&L A/c shall be Rs. 10,000.

d. U
nless the VAT registration is cancelled, the person is required to submit VAT return for

every tax period. Tax period assigned to person dealing in sani are is monthly tax
period. Failure to submit VAT return for a tax period attracts_pen S pef’Sec. 29 (1)
(1a), which shall be higher of following:

. O \ 0

.05% per day of VAT amount

ii. <
s. 1,000 per Tax period
As there is no VAT liability, the penalty shall be,Rs. 1,000‘per means, the impact on
P&L account for the year shall be Rs. 12,000.

O
SN

R

www.auditnca.com


www.auditnca.com
www.auditnca.com

VALUE ADDED TAX
8. Answer the following questions:

a. Rambo Noodles Industries P. Ltd. is newly established noodles industries and has started
producing noodles in the brand “Miththo Chauchau”. As part of its promotional activities,
the company set up some stalls in major cities and district headquarters of Nepal and
distributed 800,000 (75gm) packets of “Miththo Chauchau” as sample, which costs Rs. 8
per 75gm packet. The market value is yet to be decided by the company.

Quoting the relevant provisions of VAT Act, describe whether VA pligéble on the
above transactions.
cording

rega %

Show your acquaintance with the provisions of VAT reg
formalities when goods are distributed as sample

b. Nepal Overseas Pashmina Industries P. Ltd. has @) at Th , from where it
sells its Pashmina Products in foreign currency. Ihe a transactions during 28"
Shrawan 2073 are as follows:

weh R xchange rate When.the

nsagfion (N o ) amounts were deposited

Particulars A (NPR per FCY)
elling . Selling
rate Buying Rate rate

\ 1, 0.50 152.15 155.25 156.80
1,})0 104.23 104.94 106.28 107.04
,200 123.23 124.04 128.05 128.67

taxable value and VAT to be collected in the above cases.
the outlet issue VAT Invoice in Foreign Currency? If not so, what is the
ocedure for issuing invoice when the sales are affected in Foreign
Currency?
rishna Kanajo wants to set up a business in Nepal, which deals exclusively in
T attractive products. He does not expect to make large sales, and believes his sales
would be around Rs. 45-48 lakhs in any year. He further wants to obtain business loan
from M/s New Business Commercial Bank Ltd., which is tentatively around Rs. 15 Lakhs
at 10% p.a. to manage his business. His major supply line is Line Agencies of
Government of Nepal. He is commerce graduate and do not have knowledge of VAT; but
he has heard of VAT and he wants to conduct business after fulfilling all compliance
requirement. He has the following queries, he noted down in his diary regarding the
Value added tax:
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As such, he appointed you as his tax advisor. You are required to
10 of VAT Act, 2052.

d. Ram Preet Agrahari is a trader of liquor items registereg
During the month of Bhadra 2073, he has the following

Who is required to register for VAT? Who are exempted from VAT registration
requirement?

Where should he visit for registration purpose? What should he do to get
registered?

Based on his business plan, is he required to get registered for VAT?

If he has to get registered for VAT, what are the formalities he has to observe?

ise him as per Sec.

ions:%
n), 100 cart@o Tuborg beer
sales price.

ith MRP of Rs. 3,000

Sales to the final consumer (not a registered per
with MRP of Rs. 3,000 per cartoon at disc

Sales to registered persons, 1000 ons of Tusbor
per cartoon at discount of 6% on e
He collected VAT on the selling price after disc : ases during the month

were Rs. 2 Million excluding VAT.
purchases to the government reve

collected on sales and

iom, the trading of liquor items can
feren of such items are published in
anufactuger. As such, Mr. Agrahari’s business
Act on Mangsir 10™ 2073, and revised
ed that the VAT collected on sales by Mr.

s&is a manufacturer of handicraft products, which exports
. The following are the details of transactions of seven

th&person:
Purchase | Export
Sales
k 500,000 600,000 225,000
Jest 520,000 500,000 130,000
d 600,000 500,000 270,000
Shrawan 450,000 500,000 157,500
Bhadra 320,000 500,000 144,000
Ashwin 400,000 500,000 100,000
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Kartik 350,000 300,000 125,000

Calculate:

e VAT collected on sales and paid on purchases for each month
e Amount of VAT payable or carried over excess Input tax Credit

Answer:
f. As per Sec. 5, VAT is applicable on import of goods or s Nepal, export of
goods or services from Nepal and transaction of goods or.servi sidg th ry of
Nepal.

Transaction as per Sec. 2 (Kha) means supply of goads @

es.
The definition of Supply includes the act of selling, dist uting,@f goods or
*
a G t

services with or without consideration.

It means, the act of distribution without ¢

the transaction is taxable as per th t (i.
is applicable on it. As such, Ramho Noodles act

4
il S le 2%, invoice shall be issued in Nepalese currency by the converting the
I ing the rate prescribed by IRD at the time of supply of goods or
ces, When goods or services are supplied in Foreign Currency.

iven case, the exchange rate to be used shall be Selling rate of date of

s such, taxable value and VAT is as follows:
Selling VAT Liability

Particulars Amount rate Taxable Value

Sales in Pound 1,200 152.15
Sterling 182,580 23,735.4

USD Sales 1,000 104.94 104,940 13,642.2
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Sales in Euro 2,200 124.04 272,888 35,475.44

v, No, the outlet cannot issue VAT invoice in Foreign Currency. As per Rule 221, in
case the supplier receives consideration against the supplytof,goods or services in
Foreign Currency, the supplier shall issue a tax invoice M Nepalifcurrency by
converting the foreign currency into local currencysapphying-the gxch te as
prescribed by Nepal Rastra Bank for the date offtransaction.

i. As per Sec. 10 of the Act, a person dealing is taxable transacti
0 the extent of
person deals in
taxable transaction.

Rule 6 of VAT regulation prescribes suchsturnoy,
months to be Rs. 50 Lakhs for person dealing i . 20 Laks for persons
dealing in services or mixedtransaction o i

banks.@r financial instif -
e In case the tax officer fing
IRD as‘per the re of goouls

at the stock is greater than the amount prescribed by
at the time of investigation

The person,dealing-excl@sive goods and services covered by Schedule 1 of the Act and small
businesspersorthavi rnodyer toythe prescribed limit (i.e. Rs. 50 Lakhs for person dealing in
goods and'Rs. 20 L ersens dealing in services or mixed transaction of goods and
services) are ex8mpted oMV AT registration.
ii. He visit wespective Inland Revenue Department or Taxpayers’ service office
cation of business for the registration.
ile an application as per Sec. 10 of the Act. The time limit to file application

sha
\ In case of a person dealing in taxable transaction after the implementation of the
Act, the person shall make an application in the prescribed format before the
commencement of business.
5. This is the case when the person estimates its business to exceed Rs. 50
lakhs or Rs. 20 Lakhs as the case may be, during 12 months period.
6. In case of a person that estimates the turnover of the business to not exceed
Rs. 50 Lakhs or 20 lakhs, as the case may be, during any 12 months period
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and does not register itself as per the exemption granted u/s, but the turnover
exceed Rs. 50 lakhs or Rs. 20 Lakhs, as the case may be, in last 12 months:
the person shall apply for VAT registration with 30 days of happening of
such event for registration

7. In case of a person, the transaction of which was exempted under Schedule
1 of the Act and which becomes taxable as a result of. amendment in VAT
Law: the person shall apply for registration within 30idays of amendment in
law

8. In case of a partnership firm, the applicatiopsShall inglude c iIs
of partnership

After filing the application, tax officer shall examinethe apphica
demand additional documents and details if slhe deems |

provide such additional documents andvdetails Withil ays ofidemand by tax

officer.
In case the person dealing exclusively in exempted i pecified in Schedule 1 of
the Act applies for registration; the tax office he matter of failure to

After examination of dpplieation, In
register the persongthe taxyofficer, i gistration certificate along with the

registration number within 30 of m
The Permanent AccountNurfiger isSued RD for Income Tax purpose is also used
for VAT purpose.

iii. As he ISyobtaining business exceeding Rs. 10 Lakhs annually, he should get

regiStered far VA 0se.

iv. .The formalitiesfto b erved are:

1% Hesmust submith/ATNeturn monthly.

2. \He mus ay hIS§PAN number in eye-catching place.

3. He st is ;T Invoice.

4 se hi$ PAN number in the following:

nts relating to income tax;

ents relating loan application for commercial or industrial purpose from

any bank or finance company for an amount of Rs. 1 lakh or more;
\ ocuments relating to import and export.
e Documents relating to VAT (invoice, credit note, debit note, purchase book, sales

book etc.) or excise or custom

i. As per Sec. 14 (7), where IRD has issued a notification to taxpayer to conduct transaction
after publishing maximum retail price of such goods, the taxpayer shall issue VAT
invoice on goods or services at the maximum retail price published while conducting
transaction with non registered person.
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This means, VAT shall be collected on MRP while conducting transaction with
unregistered person, and not with the registered person.

In the given case, VAT on sales to final consumer (not a registered person) shall be based

on the retail price before discount, i.e. VAT shall be collected as 13% of Rs. 3,000 per

cartoon, which comes to Rs. 39,000 for 100 cartoons.

price of Rs. 2,820 per Cartoon. VAT per cartoon = Rs. 366.6

Total VAT collected on Sales shall be Rs. 405,60

Hence, the tax officers’ contention and

incorrect as per VAT Act.

rahadri’s

1000

on di

When the sales are made to registered persons, VAT must be colle
Rs. 366,600. O

lec

VAT, both, are

Calculation of VAT Collectedon Sales, Paigd%Nn hase, Excess VAT and the
treatment of such excess VA
VAT | % of Treta
T ment
Loca on on Expo | Excess of
le Purcha rt VAT
Sales s sales Excess
VAT
275 35.75 78 45% 42.25 | Note 1
130 390 50.7 65| 25% 14.3 | Note 2
500 270 330 42.9 65| 45% 22.1 | Note 1
50 500 | 1575 | 2925 | 38.025 65| 35% 26.975 | Note 2
320 500 144 176 22.88 65| 45% 42.12 | Note 1
400 500 100 300 39 65| 25% 26 | Note 2
350 300 125 225 29.25 39| 36% 9.75 | Note 2
Calculation of Carried Over Input Tax Credit
Month Remarks

Excess
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VAT

Baisakh
42.25

The amount may be claimed for refund by filing an application on
Jestha, after which the tax set off cannot be made for any payable VAT
of Jestha month. Assuming application for refund will be filed, there
will be no carried forward for the month of Baisakh.

Jestha
14.3

Since, export sales is less than 40% of totaksales during the month, this
amount will be carried forward till Poush for'set off. In,case of excess
failing to set off payable VAT of AshadwsShrawan, Bhadra, Ashwin,
Kartik and Mangsir; any residual gxeess ¢an be clai

Ashad

22.1

The amount may be claimed forfrefundby filiag,a

de fo
or rafund will be filed,

f

VAT of Shrawan month. Assuming appli
there will be no carried forward for the month
forward amount of Jestha of'Rs”14 is still
during following enths.

Shrawan

26.975

Since, export salesjisdessetha total sales during the month, this
amount will’be carrigd forwe for set off. In case of excess
failing to set off payable I Bhadra, Ashwin, Kartik, Mangsir,
Poush and Maghy an [
suchytetal carrie

of Shrawan.

s Rs. 14,300 of Jestha and Rs. 26,975

Bhadra

42.12

be Chaimed for refund by filing an application on

Ashwin ich thetax set off cannot be made for any payable

VAT g . Assuming application for refund will be filed,
vill € ried forward for the month of Bhadra. But the

ard amount of Jestha and Shrawan of Rs. 14,300 and Rs.

tively is still outstanding for set off during following

carried

,9? resp
nths.

Ashwin

ce, export sales is less than 40% of total sales during the month, this
maount will be carried forward till Baisakh for set off. In case of excess
iling to set off payable VAT of Kartik, Mangsir, Poush, Magh,
Falgun, and Chaitra; any residual excess can be claimed as refund. As
such, total carried forward VAT is Rs. 14,300 of Jestha, Rs. 26,975 of
Shrawan and Rs. 26,000 of Ashwin.

Ka

9.75

Since, export sales is less than 40% of total sales during the month, this
amount will be carried forward till Jestha for set off. In case of excess
failing to set off payable VAT of Mangsir, Poush, Magh, Falgun,
Chaitra and Baisakh; any residual excess can be claimed as refund. As
such, total carried forward VAT is Rs. 14,300 of Jestha and Rs. 26,975
of Shrawan, Rs. 26,000 of Ashwin and Rs. 9750 of Kartik.

Notes:
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a

-~ Do 0o

g.

Administrative Review
. VAT Assessment <
Answers: &w

It is assumed that the person applies for VAT refund when the conditions for refund are
fulfilled.

3. The export sales for the month is greater than 40% of total sales, as such the excess
VAT of each can be claimed as refund by filing an application immediately after the
end of the month after filing VAT return. The VAT shall be refunded within 30 days
of application in such cases.

4. As the export sales for the month is less than 40 % of total sales,\excessg¢#AT for the

month shall be utilized to set off VAT liability for nextistxsmonths, i When
there remains excess VAT even after set off of any /ATHiability of ipext s ths,
le

the person can file an application for refund. In such case the ref ount must
be refunded within 60 days of refund application.

turnover less than the threshold pres€ribed

Reverse Charging

Refund of VAT to unregistered\Persen

Cash grant/subsidy on thepasis,of VAT gblle régistered person

9. Write short notes on:
. Special Provisions related to retention of, VAR regist% Il Businesses having

As per Sec.41 (1) (Cha), ta rder for cancellation of registration of a person
in case theyturnover of consect 12 months of the registered person does not exceed

Rs. 50 lakhsyin €as persons W€aling in goods and Rs. 20 Lakhs in case of person
dealing'in sewvic (?transactions of goods or services.
T regi
ut

In Sueh case th stration status of a voluntarily registered person (person dealing
e turnover of consecutive 12 months of whom does not
case of persons dealing in goods and Rs. 20 Lakhs in case of
rvices or mixed transactions of goods or services) can by retained at
voluntarily registered person. As per Sec. 11 (2) as inserted by the order
r Samayik Kar Asulu Ain, in case such person desires to retain its

tion
exceed Rs. 50 i
pers alpng in

" gJonth of immediately preceding last 12 months in the format as prescribed by IRD.

such case, the registration status will be retained.

\regist tion status, they need to file an application along with the verified VAT return of

h. There are two reverse charging provision in the VAT Act, which are as follows:

3. Person receiving Service from foreigners [Sec. 8-2]:
Any person, whether registered or not, in Nepal receiving service from person outside
Nepal (the person who is not registered for VAT purpose in Nepal) shall pay VAT for
that service. In this case, person delivering the service cannot issue VAT Invoice, so
the person receiving the service shall declare it and pay applicable VAT to Revenue
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Authority. If the person is registered person, it can set off such payment as other
purchases.

4. Persons developing Commercial Complexes [Sec. 8-3]
Any person (registered or not) in Nepal engaged in construction of commercial
buildings, apartments, shopping malls or similar constructions for commercial
purpose, the cost of which is more than Rs. 5 millions shall collect VAT on the
construction cost from themselves and deposit it to Revenue Authority in case the
construction work is not carried out through a registered persen:

In case of failure to levy tax as such, the tax shall be assessed andreceyer the
owner of such building or structure.

Definition of Commercial purpose

For the purpose of Sec. 8 (3), Commercial PUrpose means constr building,
apartment, shopping complex or similar other Struettr cribe IRD for the
purpose of sales or using such asset hy,accounting the a current or fixed asset.

i. The following are the provisions of VAT JAct™f e ndNef VAT to unregistered
persons:

1. Diplomats (Sec. 25-1 (ka)y)
Tax paid by diplomatic persons privile
Foreign Affairs, or persenhawving di
International Organizatiomor mis
The application for refund sh

ligible for refund.
ly to Inland Revenue Department.

nded purchase of less than Rs. 5,000 at a time; means
the diplomats shall make' A s. 5,000 or more for the expenditure to be
héNgerson paying the VAT shall make the claim of refund.

eligiblefor VAT refund. T
The application fupe shalf'be made directly to Inland Revenue Department.

Time perio plyfor VAT refund (Sec. 25-1)
TFhe ref plication'shall be filed within three years of such transactions.

2.

tional inStitution (Sec. 25 (1 (kha))

s or VAT paid by such institution for which Ministry of Finance has
rivileges of tax exemption.

ication for refund shall be made directly to Inland Revenue Department.

period to apply for VAT refund (Sec. 25-1)
e refund application shall be filed within three years of such transactions.

3. Projects under bilateral or multilateral agreement (Sec. 25 (1 (Ga)))
Tax paid on projects operated undertaken within the state of Nepal under bilateral and
multilateral agreement for which Ministry of Finance has granted permission to
exempt it from VAT.
The application for refund shall be made directly to Inland Revenue Department.

Time period to apply for VAT refund (Sec. 25-1)
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J-

The refund application shall be filed within three years of such transactions.

4. Collection by mistake (Sec. 25 (1 (Gha) & Sec. 25-2)
Any tax collected by mistake shall be refunded. Such tax shall be refunded to the
person who has actually borne the burden of tax.
The application for refund shall be made directly to Inland Revenue Department.
Time period to apply for VAT refund (Sec. 25-1)

The refund application shall be filed within three years of su
5. Tax refund to a foreign tourist (Sec. 25Ka)

Conditions to be satisfied

Service Fee on such Refund

Group 11 of Schedule 1 of V.
registered person, in case the
entitled to such facility

The revenue authority shall d;@w
rSen” s

Name dust

ct contains

nsactions.

n of Cash grant/subsidy to a
ssuing VAT invoice. Persons
bsidy are as follows:

Amount of Refund

in

Industry prod
(producing/o

atch'Stic

Amount equal to the tax collected on sales
less the tax paid on purchase

match),@hot ]
Maida.Indu ry& V4

Amount equal to the 25% of following:
VAT Collected on Sales

Less: VAT paid on purchases

le ard Oil, Vanaspati Ghee
stic production, or other

progessed edible oil produced by
Domestic Industries to Registered
sons

(This facility is not availed to packaging
industries that import processed oil in
bulk and sales it in Nepal through
refilling in consumer packages)

Amount equal to the 40% of following:

VAT Collected on Sales to Registered
Person
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Sales of Taxable Production by Dairy 50% of VAT collected on Taxable Sales
Industries transacting Dairy Products

Sales of Products to VAT registered 50% of VAT collected on Taxable Sales to
persons or auction house by Domestic Registered Persons
Industries producing and processing Tea

Sales of products to Registered Persons 25% of VAT callect Taxaple Sales to
by Domestic Industries producing Sheet, | Registered Pers

Circles and Utensils using Scrap of
Copper and Pittal

Sales of products to VAT Registered 70% of VAT collecte
Persons or Agencies of GON by Domestic | Re R S
Clothes Industry except for such ’S

Domestic Clothes industries that
produces 100% Suti Clothes

Domestic Clothes industries p s follows:

100% Suti Clothes
ollected on Sales to any person
ther registered or not

ss: VAT paid on Purchases

Refund of 40% of VAT paid on purchase
it | of Raw Materials or Finished Goods, in
case the producer or importer produces
evidence that the mobile set is sold to a

registered persons.

mestic ries producing Sugar 90% of VAT collected on Sales to a
In us;' S registered person
kfl Ad ive Review:

\pli ion for Review & Time Limit (Sec. 31Ka-1)
ery person who is dissatisfied with the tax officer’s decision of assessment of tax shall

make an application for administrative review at Inland Revenue Department within 30
days of receipt of the Final Assessment Order.

Extension of Time Limit for Application (Sec. 31Ka-2)
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In case the taxpayer cannot file application within 30 days of receipt of Final Assessment
Order, the tax payer may file an application for extension of time limit to file Review
Application within 7 days of expiry of such 30 days.

After receiving such extension application, the IRD may extend the deadline for Review
Application for additional 30 days counted from the expiry of first deadline of 30 days,
i.e. the maximum time limit to file a review application is 60 daysiftom the date of
receipt of notice.

Formality to File Application (Sec. 31Ka- 6 & 31Ka-8

The taxpayer shall deposit 100% of undisputed t 0 0 %
amount before filing the review application. Suc@ shall not bérefunde

i ed tax
d unless the
final verdict on the issue is declared.

In case the taxpayer has not submitted a eturnp ¢ tiom to the dispute
involved in Review Application, t payer shal UCR return prior to submission of

Review Application. (Rule 34)

Effect of Application (Se
The Director Gener& e ents*and other proofs. In case the matters
ris

xamine tfe do
raised by the taxp whide’examining @ocuments and proofs, the DG shall
nullify the decision ofithe ta i r for reassessment to the concerned tax

@ fficer.

Timeimit te,Deci Reyiew lication (Sec. 31Ka-4 & 31Ka-5)
ep e st déCide on Review application within 60 days of filing of Review
A n se of failure to do so, the taxpayer may deem the application be rejected
and.chogse to in'Revenue Tribunal
. VAT ent:
T arexthreedtypes of VAT assessment under the Act,
o Self assessment (Sec. 18)
\ Jgbpardy assessment (Sec. 22)
S

sessment by Tax Officer (Sec. 20)

Self-assessment:

The registered person shall file a VAT return within 25 days of end of a tax period. The returns
may be filed in documentary form or through electronic means, often called e-return. When such
return filed to the tax office, the self assessment is deemed to be conducted.

Assessment in case of Special Circumstances (Jeopardy assessment):
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In case there is sufficient basis to believe that any of the following conditions is happening; the
tax officer, with prior approval of Director General, may assess and collect VAT:

e In case the taxpayer is leaving Nepal and there is chance of non recovery of tax, or
e In case the taxpayer is transferring, removing or concealing the asset and there is
chance of non recovery of tax

Assessment by Tax Officer
Grounds and Conditions for assessment by Tax Officer (Sec. 20 (1)
Under the following grounds and conditions Tax Officer can make t nt:
e Incase VAT return is not submitted within the time Li
e In case of filing of an incomplete or erroneous retu
e In case of filing of a fraudulent return;
e In case the Tax Officer has a reason to believe that the amouRt ofita derstated or
otherwise incorrect;
e In case the Tax Officer has a reason to believe tha
invoicing; *

s caused under-

e In case of supply to group companies ug
e In case person requiring registration ut registration;
e In case of sales without issuingyinvoigces;
e In case an unregistere ollectsgth
e In case a person does’'n S ied u/s 8 (2) or 8 (3); or
e In case a perso s notNlevy VAT 0g gaods that are left to be used for taxable
transaction for@ut t%va oyed as per Sec. 17 (4)
10. Answer the fa questions:
a. Dairy Deve orporatio ublic enterprises dealing in dairy products. It sold

’ 'AT, during the month of Shrawan 2073:

culars” Amount (NRs.)
P teurize% 200,000
Ice 500,000
R i other sweet 300,000
ite

rchases during the month are sugar and additives for ice-cream and other sweet
ittms of Rs. 100,000; excluding VAT.

Calculate the amount of cash subsidy to M/s Dairy Development Corporation as per
Schedule 1 of the Act, based on sales of VAT attractive items.

b. Basulinga Sugar Mills is an industry located at Dhangadi producing sugar. During the
month of Bhadra 2073, it has following transactions that is exclusive of VAT:
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Sales Amount Purchase Amount
(NRs.) (NRs.)

Sugar to unregistered persons 1,200,000 | Sugarcane 250,000

Sugar to Registered Persons 1,500,000 | Other taxable items 100,000

Calculate the amount of cash subsidy as per Schedule 1 of VAT Agt:

he and

e Sales of Maida

o To unregistered persons Rs. 432,00
o Toregistered persons Rs. 505,00

e Sales of Wheat Flour Rs. 300,000

e Purchase of Wheat Rs. 0

e Telephone Expenses S. 0

e Petrol to operate Generator Rs. 0

e Salary Expenses 0@;000

e Consultancy services T Regtste Rs. 300,000

All figures above are exclusivexf V
Calculate the amount of cash su
items. \
Answer:

d. Pasteurized N exempt

sare VAT )

e % A {,Sales of Taxable Production by Dairy Industries
ai oduCts is subject to cash grant of 50% of VAT collected on Taxable

In this c %&cted on taxable sales is 13% of 800,000, which is Rs. 104,000.
fore, C

. Lt the basis of sales of VAT attractive

T. Sales of Ice Cream and Rasabari and other

T subsidy shall be 50% of VAT collected on Taxable Sales, which comes

pér®Schedule 1 of VAT Act, Domestic Industries producing Sugar Industries are
titled to cash subsidy to the extent of 90% of VAT collected on Sales to a registered
person.
In the given case, VAT collected on Sales to a Registered person is 13% of Rs.
1,500,000; i.e. Rs. 195,000; and cash grant is 90% of Rs. 195,000; i.e. Rs. 175,500.

f. As per Schedule 1 of VAT Act, cash grant to a maida industry producing Maida in Nepal
is as follows:
25% of the result as follows:
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i. VAT collected on Sales Less
Ii. VAT paid on purchases

In the given case, VAT collected on Sales is 13% of Rs. 937,000 (432,000+505,000), which is
Rs. 121,810.
VAT on purchase is calculated as under:

Purchase of Wheat Non Taxable
Telephone Expenses (proportionate- 937/1237*13% of 8,000) 787.78
Petro to operate Generator (proportionate- 937/1237*13% of 40,000 3,938.88
Salary Expenses xable
Consultancy Services (proportionate- 937/1237*13% of 300,0 1.63
Total VAT on Purchase ,268.29

a. Debit and Credit Note

Rights of Tax Officer under VAT Act *
Records to be maintained by dealer of Us S
Tax Period

Market Value Concept in VAT

Answer:
f. Debit and Credit Note
For any change in mattersgr i invoj toa son, the person shall issue debit note

or credit note for such cha in Conceptually, person issuing invoice issues
tag accounting as many countries has policy of

Therefore Cash subsidy= 25% of (121,810-34,268.29)= 2#,335. %
11. Write short notes on:

® 00 o

@y information:
ebit or credit note,

N of the supplier,

ddress, and PAN if a registered person,

ad date of the tax invoice concerned,

f the goods or services and reason of issuing to credit or debit,
redited or debited,

o amount credited or debited.

C

or Debit Note shall be maintained in the issued note.

g. Rights of Tax Officer under VAT Act

Value Added Tax Act has conferred following powers to a Tax Officer:
Assessment of Tax by Tax Officer (Discussed in Chapter 15)
Collection of Tax from VAT defaulter (Sec. 21)

Assessment of Tax in Jeopardy (Discussed in Chapter 15)

Power conferred to combat Tax Avoidance Schemes (Sec. 22Ka)
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Rights in relation to Examination & Review (Sec. 23)

Purchase of Goods sold through Under-invoicing (Sec. 23Ga)

Right to demand deposit or imprison a person or seizure (Sec. 23Gha)
Right to Obtain Expert Service with Regard to Tax Assessment (Sec. 34Ka)

h. Records to be maintained by dealer of Used Goods

The Dealers of USED GOODS shall keep separate records for each

the purchase price of the goods exceeds Rs. 10,000. In case a register:

goods is found not to have satisfactorily maintained the records
taxpaye

impose VAT on the total selling price of the goods sold by suc icer
may issue a written order requiring him to pay such tax along wi en e
following are the matters to be maintained in Sales and Rurchase Book of D sed Goods
I11.  Inrelation to Purchase
e Date of purchase ¢
e Information as to the complete de e
e Purchase price excluding
e Tax Rate
e Tax Amount
e Total Amount pai
IV. Inrelationto S <
. Ta
It is the peri i y VAT Act & Regulation for the collection and submission of VAT

. The tax period is prescribed by Rule 26 as follows for different persons:

palese Calendar Month as Tax Period (Rule 26-1)

The VAT Act has envisioned every Nepalese Calendar month as a separate tax period
cept in cases where the registered person opts bimonthly or trimester tax period as
per the legal provisions. The tax period may be shorter than a month in case a person
commences business at the middle of the month. For example, tax period for a person
commencing business from Baisakh 25 begins from Baisakh 25 and ends on Baisakh
end.
e Bimonthly Tax period (Rule 26-2 & 26-3Ka)
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In case registered person carrying on business related to hotel and tourism sector or
production of brick desires to choose a bimonthly tax period, a bimonthly tax period
is allowed for them.

There are six tax periods during a fiscal year which covers Shrawan and Bhadra,
Ashwin and Kartik, Marg and Paush, Magh and Falgun, Chaitra and Baisakh and
Jestha and Ashad as tax period.

e Trimester Tax period (Rule 26-3Kha)
In case a businessperson conducting transaction on newspaper or publicag
newspaper (newspaper seller and publisher of newspaper) desires,to i
monthly tax period, IRD may allow the persons to sybmitiax‘eturn
(four-monthly basis).

e Different tax period (Rule 26-2)
In case of a registered person that has maintained its@ccounts usi are cannot
generate the required report in Nepalese Calendar sySteamit may filean application to
Tax Officer to adopt different tax period date with s od. If the Tax Office
thinks it appropriate, the person may be granted a differentax period.

e First Tax period (Rule 26-5)
First tax period of a registered persongshall
concerned tax period.

e No-tax period (Sec. 11:2)
In case any registered pegson applig

ion registration, it need to file its

VAT return within 3ymonths fromiappl gistration; if tax officer could not
decide to deregistrationythe even it is registered person) need not file
its tax return. " Badly, if taxwoffi €S to not to deregister, then VAT return from

tax periodywhen ithe deci

J.  Market ValuexConcgpte VﬁT

Market value of supplie@igoods{or services shall be determined on the basis of the fair value of
consideration reeei r reegivable in the transaction between unrelated independent parties at
arm’s length under s i stances as to characteristics, quality, quantity of materials, and
any other relevang fact:
Procedure f

T r &g right to fix the market price based on the transaction of similar goods. In
as fficer cannot ascertain market price, the Director General has the right to
\resc e the method on the basis of price of similar goods transacted by different
rs.

12. As a tax expert, provide your professional opinion in the following cases:
a. Application of rule of “Circumstances beyond Control” relieves a person from payment
of fees u/s 19 and interest u/s 26 of VAT Act
b. A branch office in London of a Kathmandu based VAT registered person is required to
collect VAT on every tax attractive transactions while doing business in London

ion of Market Value (Rule 22)
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c. VAT shall not applicable on transfer of business to an unregistered heir of a VAT
registered individual as a result of insanity of the individual

d. The term “Zero VAT” and “No VAT has same meaning

e. Thereis only one VAT rate of 13% as per VAT Act

f. Telecommunication companies are required to collect VAT on telecommunication
services when the service is provided, or invoice is issued or consideration is received;
whichever happens earlier

g. The threshold for exemption of VAT registration for a person,dealing*enly infgoods listed
in Schedule 1 of the Act is Rs. 50 Lakhs

h. Unregistered persons cannot collect VAT

i.  When a tax officer demands VAT registration, the burden to prove t condigions for
registration as per VAT Act is met lie with the tax officer

J. The responsibility to submit VAT return is only tpon the registered pgrso

Answer:
k. Application of rule of “Circumstances beyondyControl§ relie erson from payment
of fees u/s 19. Interest u/s 26 is applicablefit the IeN{AT_could not be paid on due

even in the event of application of Circumstanc
I. VAT is levied on import of geods,or_servi

ol provisions.
, export of goods or services

transactions.
m. As per Sec. 5AT Undereithe
applicable omthe transfer of
(c) When awegistered

llowing two conditions, value added tax will not be
I a business:

VAT” and “No VAT has different meaning, which is elaborated below:

Zero Rate No VAT
VAT VAT is levied at Zero Percent VAT is not levied at all
Invoice A VAT Invoice shall be issued as VAT Invoice shall not be
per the format prescribed by VAT | issued at all
regulation
Registration The person dealing in Zero rated The person dealing
Requirement items shall be registered for VAT exclusively in No VAT items
purpose. is relieved from registration
formality
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Other formalities | The person dealing in Zero Rated The person dealing

as per the Act Items shall observe other formality | exclusively in No VAT items
as per VAT Act, such as- is relieved from all formalities
maintenance of sales and purchase | to be observed as per the Act
register duly certified from Tax
Officer, submission of VAT return,
etc.

List of Items List of Zero rated items are
prescribed in Schedule 2 of the Ac

13%

. As per Sec. 7 of the Act, there shall be a single : .
istéd’in Schedule 2 of the Act is 0%

iall\acorre

As such, the statem

But the VAT rate on transactio 0 i
and there shall be no V. ti of
Act.

isp

ice. grherefore, the VAT shall be collected at the time of issuance
ier of service is provided, or invoice is issued or consideration

ther&shall be no VAT for items listed in Schedule 1 of the Act. Sec. 10

S a persomsto get registered for VAT in cases when the person is involved in
tve tramsactions. As such, person dealing exclusively in items of Schedule 1

get registered; no matter how much is its turnover for the year.

5 (1), unregistered person cannot collect VAT. But Sec. 15 (3) of the Act

g collection of VAT:
Local Bodies (Village Development Committee, Municipality, District Development
Committee)
e International agencies or diplomatic mission located in Nepal
¢ Nepal Government, or
e Public Enterprises dealing basically on exempted goods or services
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Similarly Sec. 12A requires the national forest, community committee looking after community
forest or owner of private forest collecting VAT while selling woods for commercial purpose,
even if they are unregistered.

Therefore, unregistered persons may also collect VAT subject to the power given by the Act.

s. As per Sec. 5B of VAT Act, in case tax officer identifies that a person requiring
registration as per the Act is conducting business without registration andsreasonably
believes so, s/he may demand VAT registration of such person.

In case the person defends the exemption of registration sequiikement as
turnover of the person for any period of consecutive 12imonths hot e
threshold (i.e. Rs. 50 lakhs), the onus to prove thegame ISwipon
registration is demanded.

It means, the person with whom the registration is dem t prove that he should
not be registered, and it’s not upon tax officertoyprove thatgegistration is required.

t. Responsibility to file VAT return; %
Responsibility of a Registered Person
R

The registered person is responsible tossubmit
Responsibility of Rightful Beneficiaky or
In case of death or permanent physical or
demand VAT Return fromfightful*beneficia

the end of tax periodgfn theyimmediatetyag
Joint or Several Responsibility of d en
The following persens-have joint and sewer;

the followingieonditions: y
e__In case whendhe ered person is a legal person: the director, chief executive or
scrihed by the Management
regisStered legal person is liquidated or wound up: the liquidator
cept as specified above: the person who has concern with

reSentative (Rule 27)

y of an individual, the tax officer may
| representative of such persons assuming
ate of such death or incapacity.
sons (Rule 28)
responsibilities over submission of VAT Return in

al inc

edi

13. latep\AT collected on Sales, Eligible Input Tax Credit and VAT liability based on the
fo information:
a. The details of transactions during the month of Shrawan of M/s Importers Deal P. Ltd.
having a publishing house and dealing in books and stationery items are as follows:

Sales:
Sales of Printed books Rs. 250,000
Sales of Stationery Items- Others Rs. 300,000
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Sales of e-book Rs. 450,000

Purchase:

Import of stationery items

Invoice Price @ s. 400,000
Insurance up to Birgunj Custom Office %,000
Freight up to Birgunj Custom Office O % . 20,000
Freight & Insurance from Birgunj Custom Oﬁic@m du% Rs. 12,000

L 4

Other expenses:

Salary Expenses O Rs. 100,000
Telephone Expenses % Rs. 20,000
Diesel Purchased mehl Rs. 20,000
Diesel cons xce Rs. 12,000
Petrol for used in o Rs. 15,000
Restau enses ogntial supplier from India Rs. 25,000

L C f Stagionery Items Rs. 300,000
Purchas :‘%nputer Rs. 60,000
P %@ 100 Mineral Water for office purpose Rs. 12,000
P% vehicle for managing director Rs. 1,400,000

N

Additional Information:

i. The imported stationery items were released from custom office by keeping deposit as
the custom office failed to fix the taxable value of the goods. The amount kept as
deposit for VAT was Rs. 70,000.
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Of the total diesel purchased during the month, the company obtained various
Abbreviated Tax Invoices for the expenses of Rs. 12,000.

b. Mr. X is a trader dealing in second hand vehicles. The following is the details of Mr. X’s
transactions during the month of Bhadra 2073. Calculate T le Value and VAT
liability of Mr. X for the month of Bhadra 2073:

I. Purchase of second hand car Ba 6 Cha 7756 from Pre
registered person at the cost of Rs. 400,000. Presiden
52,000 in addition to the selling price. Mr. X inc
denting painting of vehicle for which he paid Rs#6,50
The vehicle was sold on Bhadra 15 at Rs. 900,000 (exclusive of VATI)

ternati VAT
d f Rs.
f pairs and

ii. Purchase of Jeep, Ba 5 Cha 5728, fro
is not registered for VAT. He incurre
unregistered person; and sold th i

Purchase of Santro car, Ba7 ¢

Rs. ,000. Mr. Bidari
i the vehicle from an
. ,000.
ar'Basnet at Rs. 1,200,000 and
ost of Rs. 20,000; he paid Rs.

ding VAT) from a VAT registered
26,000 including VAT for the repair of

main business is not the dealing in second hand
elling his second hand asset?

Y 4
Answer:
C.
G.\Calcula VAR, Collected on Sales
Particular W. N. | Taxable VAT
Value

Printed Book 1 - -
\ s of Stationery Items- Others 300,000 39,000
Sales of e-book 2 450,000 58,500
Total VAT collected on Sales 97,500

H. Calculation of Eligible VAT Credit
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2.

3.

Particulars W. N. | Taxable VAT
Value

Import of Stationery Items 3 - -

Salary Expenses 4 - -

Diesel purchased for office Vehicle

Diesel Consumed for Office Vehicle

Petrol for Generator used in Office

Restaurant Expenses for Potential supplier
from India

Local Purchase of stationery ltems %
Purchase of Office Compute

Purchas of Aqua 100
office purpose

Purchase of 1,400,000 61,880

Director

104,201.50

on Segvice procured from Foreign Party not registered for VAT Nil
put\J ax credi Reverse Charging VAT as described in (C) above Nil

i ver Excess VAT Credit from Previous Period(s) Nil
ity/ (Excess VAT Credit) (A-B+C-D-E)= (6,701.50)

Sales of Printed Book are exempted from VAT.

As per the order of Supreme Court, only the printed books are exempted from VAT
and not the e-book. As such, e-books are taxable.

As per Rule 49 (3) of VAT Regulation, Custom office may release goods by
demanding deposit when the taxable value of goods cannot be determined at the time
of import due to any reason. In such cases where the goods are imported by providing
cash deposit without determining taxable value, such deposit for VAT shall not be
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considered for Input VAT credit unless taxable value is determined. As the stationery
items are released from custom office without determining taxable value, the deposit
on release of such stationery items cannot be treated as part of eligible VAT credit.

4. These are exempted from VAT

5. Petrol used for office vehicle is included in No VAT Credit item, not the diesel. So,
VAT Credit is eligible in purchase of diesel for office vehicle. As there are both
taxable and non taxable sales, and use vehicle cannot be linked into taxable or non

taxable transactions, there must be proportionate tax credit, Butiwhen ab%d tax
i VAT

invoice is used, there shall be no tax credit on such purchases.%As sugh,

credit on purchase of diesel is Rs. 884 (850/100*13% of (20,000-12,

6. VAT Credit is available on purchase basis on production/of in As'sugh, there
shall be no treatment of consumption for VAT purpose:

7. Petrol used for office vehicle is included in No VAT Credit itemy S0,
eligible in purchase of petrol for use in generator®As4 are b axable and non
taxable sales, and use of generator{¢annot be li Gtly into taxable or non
taxable transactions, there must_be ptoportionaie edity, As such, eligible VAT

credit on purchase of petrol is/Rs. 1,657:50
8. As per Rule 41, there shallgbe'no VAT Credi

AT Credit is

there shall be propogtionate VAT créglit. eligible VAT credit on purchase of
stationery is Rs. 38,450 (850/100#13%

10. Computer is used bothyfor praductign of s and other taxable items. As such, there

shall be preportionate V it. uch, eligible VAT credit on purchase of
computef 1s Rs.'6,630 (38 Oagof 60,000)
11. As perRule, 414 purchas erages attract no VAT credit unless as part of main

business.
12. As per Rule sﬁll be partial tax credit, i.e. 40% on VAT paid on purchase,
while purc icle for administrative purpose by the person dealing exclusively

in taxab the vehicle for the said purpose is used by the person having
mixed tra f taxable and non taxable items, the VAT credit shall be
pEeportionate partial. Therefore, eligible VAT Credit is Rs. 61,880 (850/1000*
13 o of 1,400,000)

33, the taxable value for the person dealing in used goods shall be profit
sétling price and purchase price of each good. The purchase price shall be VAT
purchase price, and includes all direct cost to bring the asset to saleable

It eans, the taxable value of the used goods in case it is sold by dealer of used goods can
be determined only at the time of sales of goods. Based on this provision, the VAT
liability for the month of the trader when the trader is dealing in used goods on the basis
of provided information is as under:

Selling | Purcha | Other | Taxabl | VAT Remarks

Vehicle ) )
Price se direct | e Value | amou

www.auditnca.com


www.auditnca.com
www.auditnca.com

No. [A] | (excludi | price cost [E= B- nt
ng VAT) | includi | includin | C-D] | [E*13
[B] ng g VAT %]
VAT [D]
[C]
Ba6 Cha | 900,000 | 452,00 | 56,500 | 391,50
7756 0 0
Ba5Cha | 630,000 | 450,00 | 200,000 | (20,000
5728
Ba 7 Cha Still in VA not computed
2235 Stock taxable value cannot
e determined until the
vehicle is at stock

BalCha | 900,000
2278

14. You have hgen as audit staff by your principal in one of his client’s audit. You
identifiedgthe“follo cases. You are required to prepare a note on possible impact on
clientgs, pro s of FY 2072/73 due to your client’s failure in the following cases:

I

inspected the warehouse of your client. After inspection, he found that the

re feld in excess of limit prescribed by IRD and instantly ordered your client for
AT jegistration as per the power conferred in Sec. 5B of VAT Act. Your client did not
0 the tax officer’s order; neither had it defended the claim of tax officer. The

officer’s order was communicated to your client on 1% Chaitra 2072, and your client is a

dealer of wine.

Would your answer be different if it were brick producer and choosing bi-monthly tax

period?
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A tax officer visited your client’s premise. But your client obstructed him to inspect
records and documents.

c. You are auditing the financial statements of FY 2072/73. On review for compliance of
VAT Act and Regulation, you identified that you client is maintaining sales register and
purchase register. Further enquiry revealed that the client failed to get the registers
attested from tax officer till the period of your audit.

d. Your client is dealing in sanitary ware and its business turnoyer is lessithan RS. 50 Lakhs.

As it was dealing in sanitary ware in Kathmandu Metropolitan City, r the
requirement of previous VAT Act before the amendment By Rinapnce¥Bi it is
registered for VAT purpose. It has not cancelled its registration ye ard that
the Finance Bill 2072 increased the turnover threshold to"Rs. istration,

assuming that it need not file VAT return; it did not file any VA for the year
2072/73. There is no VAT liability during the yearas f 3 iffput tax credit is
greater than VAT collected on Sales.

Answer:
Students are expected to know that the impact ofgfines
Profit and loss account of the client.

e. When tax officer demandsgAT registrati
submit proof and satisfy thextax offi st be no registration at all. When it
submits proof for n@n registration, itthas to“gbtain clearance from tax officer. Failing to
defend the demandhor registrati ers liable to pay penalty u/s 29 (1) (Ka) of
the Act, whichsS"Rs. 10,000 g the given case, the tax period for the client
is monthly.“It, means, the
month of Chaitra, Baisakh, Jestha antl Ashad; which means the accrued fine until yearend
of FY&2072/73is R nghic shall be charged as expenses to P&L account.

as ng in brick and choosing bimonthly tax period, the fine would
peniods, i.e. for tax period of Chaitra/Baisakh and Jestha/Ashad.
unt of the client would be Rs. 20,000 for FY 2072/73.

The impact On

f. Whe r person obstructed a tax officer to inspect records and documents, as
peRSEC. Nga), the fine shall be Rs. 20,000 every time. In the given case, the client
as d the officer for one time, as such; the impact on client’s P&L A/c shall be

Rs. 200000:

her & registered person fails to attest the sales and purchase register from concerned
X Officer, as per Sec. 29 (1) Chha), the fine shall be Rs. 10,000. As such, the impact on
client’s P&L A/c shall be Rs. 10,000.

h. Unless the VAT registration is cancelled, the person is required to submit VAT return for
every tax period. Tax period assigned to person dealing in sanitaryware is monthly tax
period. Failure to submit VAT return for a tax period attracts penalty as per Sec. 29 (1)
(ja), which shall be higher of following:

I 0.05% per day of VAT amount
ii. Rs. 1,000 per Tax period
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As there is no VAT liability, the penalty shall be Rs. 1,000 per tax period means, the impact on
P&L account for the year shall be Rs. 12,000.
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