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REVISION TEST PAPER:  

 

CAP-II: PAPER 7 – INCOME TAX & VAT 

 

QUESTIONS 

 

Attempt all questions. Working note should form part of the answer. 

1. Answer the following: 

a) State the decisions under which a revision petition can be filled before the Inland Revenue 

Department under the Income Tax Act, 2058. [5 Marks] 

 

b) List out the payments not included in the income from employment under the Income Tax Act, 

2058. [5 Marks] 

 

c) Explain on the taxability and the implication thereon, of the following transactions as per the 

Income Tax Act, 2058. [6+4=10 Marks] 

d) Air Pakistan registered in Pakistan, having contact office in Nepal and is operating its airlines 

business. During Income Year 2071/72, it has sold the tickets in Nepal as follows: 

i. Sale of tickets from the passengers departing from Nepal - Rs. 50 crores. 

ii. Sale of tickets in Nepal, for the passengers departing from country other than Nepal – Rs. 

10 crores. 

 

e) Airtail Ltd. is a company registered in Singapore. The company, with its objective to transmit 

information and storing data, has a communication hub in Nepal (without any office in Nepal). 

Through such system, the companies in Europe and America are storing data and transmitting 

information. Airtail has received USD 1 million for such services. 

Ans. 

a) In case a taxpayer is not satisfied with any decision of IRO, it has to file an application, as its first 

step, to IRD for an administrative review. According to Sec 114, an application against the 

following decisions should be moved to IRD for an administrative review: 

i. Advance ruling issued under Sec. 76 by IRD; 

ii. Decision or order to withholding agent under Section 90(8) 

iii. Reassessment of estimation of advance payment by a taxpayer made by a Tax Officer under 

Section 95(7); 

iv. Decision by a Tax Officer to require a taxpayer to file return of tax under Section 96(5) or 

97; 

v. Decision by a Tax Officer with regard to an extension of time for filling returns under 

Sec.98; 

vi. Jeopardy assessment under Section 100, an amended assessment under Section 101, an 

assessment of expenses incurred on auction sales under Section 105(5), or fees and interest 

imposed under Sections 122; 

vii. Notification by the IRO of an amount to be set aside by a receiver under Section 108(2); 

viii. Order by a tax office to a debtor of the taxpayer to pay the amount due to the tax office 

instead of to the taxpayer under Section 109(1); 

ix. Order by a Tax Officer to a person to pay tax on behalf of a non-resident person under 

Section110(1); 

x. Decision of IRO on an application by a taxpayer for a refund of a tax under Section 113(5); 

and 

xi. Decision of IRD on an application by a taxpayer for extension of time within which to file 

an objection under Section 115(3). 
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b) Following are the payments, which are not included while computing income from 

 employment: 

i. Any amount received by an employee for which exemption is given under Section 10 of the 

Act and any amount received which is subject to final withholding of tax. 

ii. Work-time meals or refreshments provided by the employer in equal terms for all the 

employees at working place or uniform applicable to working place only. 

iii. Any reimbursement of expenses incurred by the employee: 

 That serves the purpose of the business of the employer; or 

 That would otherwise be deductible in calculating the individual‘s income from the 

business or investment. 

 Reimbursement of outstation cost-travelling or daily allowance 

iv.  Any prescribed small amounts, which are too small and thus unreasonable or 

administratively impracticable to make accounting for them. The amount prescribed by the 

rule is Rs. 500 at a time. The expenses prescribed by the rule include tea expenses, 

stationery expenses, prizes, gifts, emergency medical facility, or other such payments as 

specified by IRD. 

 

c) 

 i) For the provision of section 70 of Income Tax Act, 2058, the 'non-resident' means a resident entity 

that is a part of a group of associated entities the main office is situated outside Nepal (explanation to 

section 70). The gross receipts from the following activity of non-resident person are treated as the 

taxable income of the person from the activities: 

 A person engaged in Nepal in any, air, water or chartered transport services, other than 

transmission in Nepal, for the carriage or passengers who embark from within the territory of 

Nepal [section 70(1)]. 

 Hence, the gross receipts of Air Pakistan from the sale of tickets in Nepal departing the 

passengers from Nepal amounting to Rs. 50 crores and for the passengers departing from 

country other than Nepal – Rs. 10 crores are taxable at the rates of 5% and 2% respectively as 

per schedule 1 Section 2 subsection 7 

 No tax credits shall be allowed to the person to reduce the tax payable by the person under 

this section. Further, expenditures incurred in conducting such activities are neither allowed 

to be deducted from the taxable income from the above sources nor allowed to be deducted 

from any other source of income of the person. 

  

 ii. The gross receipts from the following activity of non-resident person are treated as the  taxable 

income of the person from the activity: 

 A person engaged in the transmission of messages by cable, radio, optical fiber, or satellite 

through an apparatus or equipment established in Nepal, irrespective of the place of origin of 

messages [section 70(2)]. 

 Hence, the gross receipts of Airtail from the communication hub (apparatus) established in 

Nepal amounting to USD 1 million is taxable at the rates of 5 % as per schedule 1 Section 2 

sub Section 7 irrespective of the place of origin of messages. 

 No tax credits shall be allowed to the person to reduce the tax payable by the person under 

this section. Further, expenditures incurred in conducting such activities are neither allowed 

to be deducted from the taxable income from the above sources nor allowed to be deducted 

from any other source of income of the person. 

 

2. Write short note of the followings with reference to Income Tax Act, 2058. (5×2=10) 

a. Tax 

b. Debt Claim 

c. Exempt Organization 
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d. Underlying Ownership 

e. Payment 

 

Answer  

a) 

As per sec 2 (Dha), "Tax" means income tax imposed under the Income Tax Act and includes following 

payments:- 

i. Expenses incurred in the process of creating charge and performing auction of the property of tax 

Debtors by the department as mentioned in section 104 (8) (a); 

ii. Amount payable by a withholding agent Withholding agent or withholdee under section 90, or 

amount payable by an installment payer under section 94, and on assessment under sections 99, 

100,and 101; and amount payable by person who required to deposit tax under section 95 ka 

iii. Amount payable to the Department in respect of a tax liability of a third party under section 107(2), 

108(3) or (4), 109(1), and 110(1); 

iv. Amount payable by way of interest and fees under Chapter 22; and 

v. Amount payable by way of fines in order of the department as per section 129. 

 

b) As per Sec 2(Tha) of Income Tax Act, Debt claim means a right of one person to receive a payment 

from another person and includes a right to repayment of an amount paid by one person to another 

person as well as deposits in banks and other financial institutions, accounts receivable, notes, bills of 

exchange, bonds, and rights under annuities, finance leases and installment sales. 

c) As per sec 2(Dhna), "Exempt organization" means the following entities: 

Following entities registered with the Inland Revenue Department as an exempt organization: 

i. a social, religious, educational, or a charitable organization of a public character established 

without having a profit motive, 

ii. an amateur sporting association formed for the purpose of promoting social or sporting facilities 

not involving the acquisition of gain, 

iii. a political party registered with the Election Commission, 

iv. a village development committee, municipality or district development committee, 

 

Provided that, in cases where any person has derived any benefit from the property of that organization 

and the monies obtained from that organization except in making payment for the property or the service 

provided by any person to that organization or in discharging functions in consonance with the objective 

of the organization entitled to exemption, tax exemption shall not be granted. 

 

d) As per Sec 2 (Ra) of Income Tax Act, "Underlying ownership" means following ownership:- 

i. in relation to an entity, an ownership created on basis of an interest held in the entity directly or 

indirectly through one or more interposed entities by an individual or by an entity in which no 

individual has an interest; or 

ii. in relation to an asset owned by an entity, an ownership of the asset that is determined on basis of 

proportion to the ownership held by the persons having underlying ownership of the entity. 

 

e) As per Sec 2(Ha), "Payment" means: 

i. the transfer by one person of money or an asset to another person or the transfer by another person 

of a liability to the one person; 

ii.  the creation by one person of an asset that on creation is owned by another person or the decrease 

by one person of a liability owed by another person; 

iii.  the provision by one person of services to another person; and the use, or availability for use, of an 

asset owned by one person to another person. 
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3. What are the Tax Rate applicable for non business chargeable assets ? [5 Marks] 

Ans: 

Gain from disposal of Non Business Chargeable Assets are taxed at 10% after taking into 

consideration exemption limit (i.e Rs.2,50,000 for individual and Rs.3,00,000 for couples). In case of 

land and buildings, if the disposed land & buildings has been owned for more than 5 years, tax rate of 

5% shall apply. Gain from Non Business Chargeable Assets includes 

• gain from sale of shares of companies, 

• gain from sale of land and building owned and resided for less than 10 years and disposed for 

more than Rs.30 lakhs. 

 

4. What are the deductions and facilities for resident persons while calculation taxable income? [5 

Marks] 

Ans: 

1) Life Insurance Premium: While calculating taxable income, life Insurance premium 

paid by a resident natural person is deductible up to the limit of Rs 20,000. 

2) Employees working in Diplomatic Agencies: 75% of foreign allowance is deducted 

from taxable income in case of an employee employed at diplomatic agencies of Nepal 

situated at foreign countries. 

3) Incapacitated natural persons: In case of incapacitated natural persons, the minimum 

exemption limit (Rs.2,50,000 for individual and Rs.3,00,000 for couples) is increased by 

additional 50%. 

4) Remote Area Benefit: In case of resident natural persons working in remote areas, 

minimum exemption limit shall be increased by Rs 50,000 depending on remote area 

category. 

5) Additional limit for pension income: If income of a resident natural person includes 

pension income, the taxable income is first reduced by additional 25% or pension amount 

included in income whichever is lower and then tax liability is calculated on balance 

income. 

 

5. Write down the tax credits applicable for natural resident persons for calculating total tax liability? [5 

Marks] 

Ans: 

i. Medical Tax Credit: In case of approved medical expenses, medical tax credit is available 

to resident natural persons as deduction from tax liabilities. The limit prescribed is Rs.750 

or 15% of Approved medical expense or actual approved medical expense incurred 

whichever is lower. Any unutilized expenses can be carried forward to next year. 

ii. Foreign Tax Credit: If foreign income is included in taxable income of a resident person, 

foreign tax credit for tax paid in foreign country in respect of that income. The foreign tax 

paid can either be deducted as expense or tax liability in Nepal can be reduced by such tax 

paid up to average rate of tax applicable in Nepal, depending on the option of tax payer. 

 

6. M/s ABC Construction Company Pvt. Ltd., a construction company, has purchased a heavy duty 

earth moving machine from M/s XYZ Company Pvt. Ltd. with the amount payable in five 

installments which are payable at the beginning of the year. The amount of each installment is Rs. 10 

lakhs. Calculate the amount of interest to be claimed under Section 14 of the act by showing the year 

wise interest and repayment of debt claim. [5 Marks] 
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Ans: 
In the case given 

 Per Installment amount Rs. 10 Lacs payable at the beginning of the year.  

 Standard Interest Rate for discounting as per Section 32(8) : 15 percent per annum. 

Year Installment 

amount (Rs.) 

Discount 

Factor 

Discounted 

Value(Rs.) 

1 1,000,000 1 10,00,000 

2 1,000,000 0.8695 869,500 

3 1,000,000 0.7561 756,100 

4 1,000,000 0.6575 657,500 

5 1,000,000 0.5717 571,700 

 Present value of  payments (Rs.)   3,854,800 

 Total payments(Rs.)  5,000,000  

 Interest (Rs.)   1,145,200 

 

Year wise Break Up (Rs.) 

Year Opening 

Balance 

Total Interest 

Portion 

Principal 

Portion 

Outstanding 

Principal 

1 3,854,800 1,000,000  1,000,000 2,854,800 

2 2,854,800 1,000,000 428,220 571,780  2,283,020 

3 2,283,020 1,000,000 342,453 657,547  1,625,473 

4 1,625,473 1,000,000 243,821 756,179  869,294 

5 869,294 1,000,000 130,706 869,294  

 Total 50,00,000  11,45,200 38,54,800  

 

The amount of total interest to be claimed as interest under section 14 is Rs. 11,45,200 on year 

wise basis as shown above. 

 

 

7. Define interest, debt claim and debt obligation as per the Income Tax Act 2058. 

Ans:  

Definitions:  
Interest: As per section 2(kaJha) of the act, interest means the following payments or gains:  

a. A payment under a debt obligation that is not repayment of principal amount.  

b. A gain realized by way of a discount, premium, swap payment or similar payment under a debt 

obligation.  

c. The portion which is treated as interest from the payments made to a person by a person who 

acquires assets under an annuity or installment sale or for use of assets under a finance lease.  

Debt Claim: As per section 2(tha) of the act, debt claim means a right of one person to receive a 

payment from another person and the expression includes a right to receive back of an amount paid 

by one person, deposits in banks and financial institutions, receivable amount, debentures, bills of 

exchange, bond, annuities, finance leases and installment sale.  

Debt Obligation: As per section 2(ta) of the act, debt obligation means the obligation equivalent to a 

debt claim. 
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8. Write down the Treatment of Loss on disposal of Assets as per Income Tax Act 2058. 

Ans: 

The Income Tax law has classified assets of an entity into stock, depreciable assets and business 

assets. Personal assets of Natural persons may be taxed as Non Business Chargeable Assets if they 

meet certain criteria. 

 Loss from stock is adjusted in cost of goods sold. 

 Depreciation is calculated on pool basis, with assets classified into five pools. Gain or loss 

on disposal of depreciable assets is not calculated separately for each assets, but 

considered on pool basis. If there is loss on disposal of a pool of depreciable assets, it is 

deductible as normal loss in the concerned income year. 

 Non depreciable capital assets are categorized as business assets. Any loss from disposal 

of business assets can be claimed as deduction in the same year as normal loss. But while 

calculating gain from disposal of business assets in a year, any unrelieved business loss of 

previous years (due to seven years limit) can be claimed for setoff. The same provision 

applies for disposal of business liability. 

 

 

9. Explain the annual tax returns provision for FY 2071-72 as per Income Tax Act 2058. 

Ans: 

Annual tax return should generally be filed within 3 months from the end of an income year. So, the 

due date of filing annual tax returns for the income year 2072/73 (2015/16) is Asoj end 2073 (Mid 

October, 2016). However, a taxpayer may have this due date extended for a maximum period of 3 

months i.e. up to Poush end 2073 (mid January, 2017) in case he files an application in the IRD with 

bonafide reasons for such extension. This extension only applies to tax return submission and not for 

payment of tax. 

 

10. Mr. Ram Sing is a salaried employee. How would he treat unreimbursed business expenses? There is 

no room for this deduction from his individual salary income? [2 Marks] 

Ans: 

Deducting so-called business expenses of salaried employees is a major loophole in the current tax 

system. Genuine business expenses ought to be borne by employers, in which case they are 

deductible under the business tax. 

 

11. Write Short Notes on [3*2=6 Marks] 

i. Self Assessment 

ii. Amended Assessment 

iii. Appeal and Review 

 

Ans: 

i. Self Assessment 
The taxpayer is required to make self assessment of its tax and should file annual return and pay 

tax within 3 months from the end of an income year. So, the tax should be paid and return should 

be filed within Asoj end 2073 (Mid October, 2016) for the income year 2072/73 (2015/16). 

However, a taxpayer may have due date extended for a maximum period of 3 months i.e. up to 

Poush end 2073 (mid January, 2017) on request to IRD with bonafide reasons for such extension. 

 

ii.  Amended Assessment 

The tax return filed as per self assessment by a taxpayer is not final. Tax Authority may revise the 

assessment within four years from the date of submission of tax return under self assessment. It 

may revise it as many times as it deems necessary but within the four years period. If tax 

authority obtains evidence that the tax return of any year is misleading due to fraudulent 

assessment, it may revise the assessment at any time after the submission of return, but within 

www.auditnca.com

www.auditnca.com


 

 

RTP-CAP II –December @ICAN Page 144 of 162 

one year of obtaining the information. If any authorized body restricts tax authority to make 

additional assessment, the tax authority cannot make amended assessment. 

 

iii.  Appeal & review 

When tax authority makes amended assessment, the taxpayer has the right to go for 

administrative review. The review petition can be filed within 30 days of obtaining notification 

issued under Sec 102. In case a taxpayer cannot file a review petition within the specified days, 

the due date may be extended for another 30 days if an application is filed within 7 days of expiry 

of the due date of first 30 days. A deposit of 33% of disputed tax is required for application. In 

case Inland Revenue Department (IRD) does not decide in the review within 60 days of filing the 

review petition or decides against the tax payer, the taxpayer may file an application to Revenue 

Tribunal within 35 days. The application deadline may be extended further by 30 Days. A deposit 

of 50% of disputed tax is required for application. 

 

 

12.  State the correct answer in the following with proper reasoning. (5×2Marks =10 Marks)  

a. Excel Insurance Co. Ltd. issued a life insurance policy for Rs. 500,000 to Mr. Hiralal on 

1.4.2068 for 25 years at an annual premium of Rs. 1200 with a condition that if the premium 

is not paid every year on due date, the policy will be cancelled. Mr. Hiralal did not pay the 

premium for FY 2070/071 and the insurance company cancelled the policy within 5 years of 

its issue. Is this investment insurance or not?  

b. Mr. Harihar took a loan of Rs. 5,000,000 for building his house at 12% p.a. interest on 

1.4.2067. The interest amounted to Rs. 600,000 per annum. For the year 2071/72, the bank 

reduced the interest from 12% to 10% p.a. Now the Tax Office says Rs. 100,000 difference 

between the interest is income of Mr. Harihar. Is it income or not?  

c. A Ltd. receives dividend of Rs. 400,000 and interest (net) of Rs. 200,000. A Ltd. distributes 

Rs. 450,000 as dividend. How much tax A Ltd. should deduct from the dividend distributed 

by it?  

d. A Ltd. has a taxable income of Rs. 600,000 during the year 2068/69. It had paid advance tax 

of Rs. 100,000 on 25th Ashadh 2069. The return was filed on 25th Ashwin 2069 after paying 

the balance tax and interest. How much amount the A Ltd. has to pay as interest under the 

Income Tax Act? 

e. Mr. Madan Lal is running a lodge for stay only on a daily rent basis. It is not registered under 

VAT Act. The guests where stay there should deduct TDS on payment. But it is not 

practicable in practice. Is the practice right according to the provision of Section 88 and no 

guest deducts TDS and pay to the government? 

 

Ans. 

a. Here the policy is for more than 5 years. But it was cancelled as per the terms of the contract. 

Even though it is cancelled for non-payment of premium within 5 years, it is an investment 

Insurance. 

 

b. Interest covers any payment other than payment towards principal amounts. According to 

Sedc.2(ka jha)(1). 2(ka jha)(2) states that any discount or variation in payment or any profit / 

benefit received from such payments. In this case, the interest rate of bank is reduced by 2% 

during the financial year 2069/070. Therefore, there is no question of refund of interest. It is 

not any special discount given to Mr. Harihar but a general reduction in interest charged by 

the Bank. Therefore, it is not income of Mr. Harihar. 

 

c. As per Income Tax Act, if the dividend is declared from dividend income which is final tax 

withholding income, there is no need to pay again dividend tax from such income. Unless a 

Company specifies, from which source how much dividend is paid, it will be assessed that 

www.auditnca.com

www.auditnca.com


 

 

RTP-CAP II –December @ICAN Page 145 of 162 

dividend is paid proportionally that the total such available. The total such is Rs.4,00,000+ 

Rs. 2,00,000=Rs. 6,00,000 out of which Rs.2,00,000 is 1/3 of the total remain. So, the 

dividend paid shall be deemed to have been paid Rs.1,50,000/- out of interest income and on 

that 5% viz. Rs.7,500 have to be deducted at source. Note: There may be alternative solution. 

Since the question said Interest income is net of Tax that is gross Interest Income is Rs. 

2,35,294. Therefore proportion is Rs. 4,00,000+ Rs. 2,35,294 = Rs. 6,35,294 out of which Rs. 

2,35,294 is 37.04% of total. Therefore dividend paid shall be deemed to have been paid 

Rs.1,66,680 out of Interest Income and 5% of such amount is subject to Tax i.e. Rs. 8,334. 

 

d. A Ltd. has not paid the advance tax as per Sec. 118(2)  

  

Tax Paid 

Balance 

Balance Paid Balance Interest@15% 

Poush 

end(40%) 

60,0000.00  60,0000.00 2,250.00 

Chaitra end 

(70%) 

1,05,0000.00  1,05,0000.00 3,937.50 

Ashadh end 

(100%) 

1,50,000.00 1,00,000.00 5,0000.00 1,875.00 

Total Interest 

u/s 118  

   8,062.50 

  

 

e. If the lodge is registered under VAT and issued VAT bill, then no deduction at source is 

applicable. If the lodge is not registered under VAT but only under Income-tax Act, as per 

Sec. 88, the guest is required to deduct tax on rent paid by him and remit to the government. 

But the guests may not have PAN registration and then it becomes difficult to remit the tax 

also. Since it is not practicable, it cannot be insisted on. But the lodge owner has to submit his 

advance tax return within time with the required advance tax payment. 

 

13. Write short notes on the following: (8×3=24) 

a) Foreign Permanent Establishment  

b) Transfer Pricing Arrangement  

c) Perquisites  

d) Jeopardy Assessment  

e) Investment Insurance 

f) Taxable Income and Classification of Income Heads 

g) Assessable Income 

h) Final Tax Deduction at Source and Non-Final Tax Deduction at Source 

 

Answer:  
a) A Foreign Permanent Establishment (FPE) is a permanent establishment of such a person who is 

a resident of some other country. (Section 2 (KaNga) read with 2 (Bha)). The person may be a 

company or a partnership registered in a foreign country, a trust established abroad, a foreign 

government or its political subdivision up to village level etc. When any one of these foreign 

persons establishes a foreign permanent establishment in Nepal under the same incorporated status 

in Nepal, the permanent establishment is said to be a foreign permanent establishment. Test of a 

foreign permanent establishment:  

 It is entirely owned by a foreign person. Owner foreign person may be controller foreign entity 

too.  

 It is a branch, a division, warehouse, construction site, factory, sales outlet or site office of a 

foreign person.  
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 It has not got any incorporated status in Nepal.  

 It has its effective control and management situated outside Nepal.  

 

b) Transfer pricing is an arrangement of transferring the profit by way of cost rather than by 

repatriation of income after tax. Transfer pricing generally happens between associated parties 

where the resulting loss and profit from the planned transaction go to the same person. The better 

test of whether transfer pricing has happened or not is whether the transaction is at the arm‘s length 

or not. According to the test, the payment for transaction is ‗over‘ or ‗under‘ if it is greater or lesser 

than the hypothetical price (the arm‘s length price), which the parties would have been paid, had 

their ties been unrelated to business. Tax authorities see the risk of transferring the income of one 

person to another between associated person, Inland Revenue Department or Inland Revenue Office 

may by a notification in writing, distribute, apportion, or allocate the amounts to be included or 

deducted in the income between the persons as to reflect their taxable income or tax liability.  

c) Perquisite is a facility provided in kind by the employer to an employee under the terms of 

employment. Such facilities include residence facility, vehicle facility, facility from driver for 

vehicles, facility of house maid, gardeners, telephone facility for his/her residence etc. All facilities 

other than residence and vehicle are included in income from employment of the employee on the 

basis of the actual expenses incurred by the employer. But Rule 13 of the Income Tax Rules has 

quantified the residence facility and the vehicle facility and the expenses borne by the employer in 

providing the facility.  

Residence facility: 

Quantification for house facility is 2% of the salary for the year. Here salary means the basic salary 

and the grades. There is no difference whether the house provided is furnished or unfurnished one. 

Also it does not matter if the house was taken on rent and the employer paid different amount to the 

land lord.  

Vehicle facility: 

Quantification for vehicle facility by the employer for employees exclusive use or for a part time 

use, an amount equal to 0.5% of the salary regularly being paid is quantified as income.  

 

Assessment of tax within income year or after the closure of the income year or before the due date 

of filing of the returns, when an assessment of tax is done, then that is called jeopardy assessment. 

Jeopardy assessment is of two types; jeopardy assessment as self assessment (Sec 100(1)) and 

jeopardy assessment by taxation authority (Sec 100(2)). Jeopardy assessment by the IRO is possible 

only under any of these conditions: 

 

a. The person 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. 

Under any one of the above conditions the IRO may serve a notice to the tax payer to submit a tax 

return for the specified period of the year within specified days. In the case of a taxpayer who 

submits 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 the Act. Section 100 (2) has given 

authority to the respective Inland Revenue Office to make a jeopardy assessment in the above case 

on the basis of the best judgment. When a jeopardy assessment is done for the full year, then 

separate return is not required to be submitted, similarly if the jeopardy assessment is done for the 

part of the financial year, then returns for full year should be submitted and the tax paid for jeopardy 

assessment can be adjusted with full year assessment. 

 

d) Investment Insurance: As per sec 2(am) of Income tax Act, 2058, "Investment insurance" means 

insurance of any of the following classes: 
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i. insurance where the event covered is the death of an individual who is the insured or an 

associate of the insured; 

ii. insurance where the event covered is an individual who is the insured or an associate of 

the insured sustaining personal injury or becoming incapacitated in a particular manner; 

iii. insurance where the insurance agreement is expressed to be in effect for at least five years 

or without limit of time and is not terminable by the insurer before the expiry of five years 

except in special circumstances specified in the contract; 

iv. insurance under which an amount or series of amounts is to become payable to the insured 

in the future; and 

v. reinsurance of insurance referred to under subparagraphs (i), (ii),or (iv); and reinsurance 

of reinsurance referred to under subparagraph (v). 

 

e) Taxable Income and Classification of Income Heads 

The taxable income of a person for an income-year is equal to the amount as calculated by 

subtracting reduction, if any, claimed for the year under section 12 or 63 or both from the total of 

the person's assessable income for the year from each of the following income heads- 

(a) business; 

(b) employment; and 

(c) investment, 

 

f) Assessable Income 

Subject to this Act, the following income of a person for an income-year from any employment, 

business, or investment shall be as the assessable income:- 

(a) income of a resident person from the employment, business, or investment of the year 

irrespective of the location of the source of the income; and  

(b) income of a non-resident person from the employment, business, or investment of the year but 

only to the extent the income has a source in Nepal, provided that, the assessable income does not 

include any income exempt under sections 11 or 64 or both. 

 

 

g) Final Tax Deduction at Source and Non-Final Tax Deduction at Source 

A. Final TDS The TDS that is deducted from the payment by the TDS withholding agent cannot 

be used to reduce the income tax liability of the withholdee. The payment itself is not considered 

income of the withholdee when calculating income tax. It is simply ignored when calculating the 

income tax liability of the withholdee.  

B. Non-final TDS The TDS that is deducted from the payment by the TDS withholding agent can 

be used to reduce the tax liability of the withholdee. The withholdee claims non-final TDS as tax 

credits. Non-final TDS reduces the income tax payable (i.e. tax liability) of the withholdee 

because it was paid by the TDS withholding agent on behalf of the withholdee. The payment 

itself is considered income (or an inclusion) of the withholdee when calculating the witholdee‘s 

income tax liability.  
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14. Gurans Oil Pvt. Ltd. engaged in producing edible oils, keeps books of accounts under cash basis of 

accounting. You just joined in the company as Chief Accountant. With the help of assistant 

accountant, you obtained the following information. Now you are required to compute income tax 

payable for the income year 2071/72. 

Particulars            Rs.  Particulars        Rs.  

Opening Bank  100,000 Loan repaid    300,000 

Payment for purchase 7,000,000 Sales realized 10,000,000 

Interest paid 500,000 Interest income    100,000 

Personnel Expense paid 1,500,000 Other income    200,000 

Wage expense paid 900,000 Bank balance    200,000 

Loan received 800,000   

 10,800,000  10,800,000 

Further information gathered by the assistants are as follows: 

 

Particulars Opening Rs.    Closing Rs.  

Debtors 100,000 1,300,000 

Creditors 300,000 100,000 

Paid up capital 1,000,000 1,500,000 

Machineries 1,500,000 2,100,000 

Interest payable 50,000 150,000 

Wage payables          50,000        100,000 

 3,000,000 5,250,000 

a) Depreciation has not been charged in the books. Additional investments in machineries have 

been done on Ashadh 2072. Trading stock of Rs. 100,000 has not been shown in the above 

information. 

b) The shareholders of the company are foreigners and interest is paid to one of the foreign banks. 

c) Donation of Rs. 20,000 has been given to an exempt entity which is included in administrative 

expense. Staff also donated Rs. 7,000 to the same entity. 

d) Personnel expense excludes a gratuity provision of Rs. 200,000. During this year Rs. 30,000 was 

paid as retirement payment from this provision account. 

From the above information, find current tax expense for income year 2071/72. [20 Marks] 

 

 

 

Ans: 

                                                          Gurans Oil 

Computation of Income from Business for income year 2071/72 

Profit or Gain Rs.  

Sales (note 1) 11,200,000 

Interest income (note 2) 100,000 

Other income 200,000 

 11,500,000 

  

Less Deduction of Expense  

Interest expense u/s 14 600,000 

Cost of Goods sold u/s 15 (note 3) 7,650,000 

Depreciation u/s 19 (note 4) 340,000 

Other expense u/s 13 (note 5) 1,530,000 

 10,120,000 

Income from business 1,380,000 
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Income from business 1,380,000 

Income from Investments 0 

Assessable income 1,380,000 

Reduce: Donation  

Minimum of : 

a. Rs 100,000 

b. 5% of adjusted taxable income 

(1,380,000*5%) 

c. Actual eligible donation Rs. 20,000 

20,000 

Taxable income 1,360,000 

Tax rate 20% 

Current tax  272,000 

 

Working Notes:  

1. Adjustments of basis of accounting 

 Closing Rs. Cash basis 

Rs. 

Opening Rs. Accrual 

basis Rs. 

Sales Debtors 1,300,000 10,000,000 -100,000 11,200,000 

Purchases Creditors 100,000 7,000,000 -300,000 6,800,000 

Interest 

expense 

Interest payable 150,000 500,000 -50,000 600,000 

Wage expense Wage payables 100,000 900,000 -50,000 950,000 

  1,650,000 18,400,000 -500,000 19,550,000 

2.  Interest income and other income are assumed directly relating to the industrial business, so 

included in profit or gain from business. 

3.  Cost of Goods sold u/s 15 

Opening Stock 0 

Purchase 6,800,000 

Wage 950,000 

Total 7,750,000 

Less: Closing 

Stock 

-100,000 

Cost of Goods sold 7,650,000 

4. Depreciation expense as per schedule 2: 

 Pool D 

Opening depreciation base 1,500,000 

Absorbed addition (1/3
rd

) 200,000 

Disposal Proceeds 0 

Depreciation Base 1,700,000 

Rate of Depreciation (including 

accelerated) 

20% 

Allowed depreciation allowance 340,000 

5. Other expense allowed: 

  

Personnel expense (except provision) 1,500,000 

Payment from provision 30,000 

Allowed expense 1,530,000 
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15. M/s Nepal Solar System Pvt. Ltd. (NSS Pvt. Ltd.) is engaging in solar power system production for 

sale in which 65% share capital is subscribed by a NGO Nepal Youth Development Organization 

(NYDO) which is a tax exemption organization under Income Tax Act of Nepal. The following 

information is available from accounts of the Company for FY 2070/71: 

Particulars Debit/Credit Amount (Rs) 

Raw Material Consumption Debit 4,000,000.00 

Salary and wages Debit 1,800,000.00 

Finished Goods stock decreased Debit 510,000.00 

Administrative overheads Debit 600,000.00 

Donation Debit 310,000.00 

Pollution Control exp. Debit 690,000.00 

R & D Exp. Debit 1,300,000.00 

Interest paid to NYDO Debit 2,950,000.00 

Interest to Bank/FI Debit 70,000.00 

Repair of plants Debit 230,000.00 

Depreciation per tax Act Debit 432,000.00 

Sales Credit 12,300,000.00 

Dividend Received net of tax Credit 190,000.00 

Scrap Sales Credit 140,000.00 

Consulting income Credit 450,000.00 

Profit of the year Debit 188,000.00 

 

Notes: 

Donation to Tax Exempted Organization is only Rs. 220,000 

Required to calculate under Income Tax Act, 2058. 

a) allowable pollution control expenses [3 Marks] 

b) allowable research & development expenses [3 Marks] 

c) allowable interest expenses [3 Marks] 

d) income tax liability [6 Marks] 

 

Ans: 

 

1. Adjusted total income for calculation of allowable donation: 

 Amount 

(Rs.)  

Net profit as per P&L account 188,000.00 

Less: Dividend Exempt income. (190,000.00) 

Net Assessable income (2,000.00) 

Add: Total Donations in PL 310,000.00 

Adjusted total income for donation 308,000.00 

Maximum Allowable Donation Expenses 5% of Rs 308,000 15,400.00 

Donation not allowable Rs. 310,000 – Rs. 15,400 294,600.00 

  

2. Adjusted total income for pollution control expenses 

Amount 

(Rs.) 

Net assessable income before tax (2,000.00) 

Pollution control expenses 690,000.00 

Adjusted total income for calculation of pollution control expenses 688,000.00 

50% of adjusted income 344,000.00 

Pollution control expenses disallowed for calculation of Income Tax = 346,000 346,000.00 

( Rs. 6,90,000 – Rs. 3,44,000) 
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3. Adjusted total income for calculation of allowable Research & Development 

Expenses 

Amount 

(Rs.) 

Net assessable income before tax (2,000.00) 

Research & Development Expenses 1,300,000.00 

Adjusted total income for research & development 1,298,000.00 

50% of adjusted income  Rs. 1,298,000.00 649,000.00 

Research & development expenses not allowable Rs. 1,300,000 –  Rs. 649,000 = Rs. 

651,000 

 

  

4. Adjusted total income for Interest expenses Rs. 

Amount 

(Rs.) 

Net Assessable income as per P&L a/c (2,000.00) 

Interest paid to NYCO- exempt organization 2,950,000.00 

(considering as NSS Pvt. Ltd. an associate of NYCO) 

 Adjusted Taxable Income for computation  of Interest expenses in PL 2,948,000.00 

50% of Adjusted Taxable Income for Computation of allowable Interest 1,474,000.00 

Interest expenses not allowable = Rs. 2,950,000 – Rs. 1,474,000  1,476,000 

5. Computation of Income Tax Liability 

 

Total taxable income 
Amount 

(Rs.) 

Net profit as per as per P&L a/c 188,000.00 

Less: Dividend income exempt from tax 190,000.00 

Profit as per P/L (2,000.00) 

Add: Interest not allowable 1,476,000.00 

Pollution control not allowable 346,000.00 

Research & development 651,000.00 

Donation not allowable 294,600.00 

Total Taxable Income 2,767,600.00 

Tax Liabilities 20% of Taxable Profit 553,520.00 

 

16. State the payments are subject to final TDS under Income Tax Act 2058? [5 Marks] 

Ans: 

a. Payments of dividends by a resident company to its beneficiaries.  

b. Except if in conjunction with business operations, payment of rent for the lease of land or (part 

of) a building and its associated fittings and fixtures.  

c. Gain of payment made by a resident investment insurance company to an insured. 

d. Gain of payments made to resident persons from unapproved retirement funds. 

e. Payments made for interest on deposits to an individual (not related with business) by resident 

banks or financial institutions.  

f. Any of the above listed payments made to non-resident persons.  

g. Lump sum retirement payments made by Nepal Government or an approved retirement fund to its 

beneficiaries.  

 

17. Explain the payments and TDS rates to be deducted under Income Tax Act 2058? [5 Marks] 

Ans: 

a. Remuneration payments  

b. A resident person, when making remuneration payments to employees, must deduct TDS. TDS 

should be deducted at the time of payment and must be deducted at the rate given in Annex-1 of 

the Income Tax Act 2058. For detailed information regarding TDS calculation on remuneration 

income, please refer to the brochure "Provision of Taxation for Remuneration Income in Income 

Tax Act 2058".  
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c. Interest payments, natural source payments, rent payments, royalties, service fees A resident 

person, when making payments for interests, natural sources, rent, royalties or service fees, must 

deduct TDS at the rate of 15% of the payment. However, if interest is paid to an individual for a 

deposit, debenture or government bond, only 6% TDS must be deducted.  

d. Retirement payments  

 A resident person, when making retirement payments, must deduct TDS at the rate of 15% of 

the payment. 

 When making lump sum retirement payments from HMG as well as approved retirement 

funds, must deduct TDS at the rate of 6% of the gain of the payment. The gain is calculated 

by deducting Rs 5 lakhs or 50% of the lump sum retirement payment, whichever is higher. 

 When making retirement payment from unapproved retirement funds must deduct TDS at the 

rate of 10% of the gain of the payment.  

e. Dividend and Investment insurance payment  

 A resident company, when distributing dividend to its beneficiaries, must deduct TDS at the rate 

of 5%. Similarly, an investment insurance company, when making payment to its beneficiaries, 

must deduct TDS at the rate of 5%.  

f. General insurance premiums 

A resident person, when paying out business related general insurance premiums, must deduct 

TDS at the rate of 1.5% of the insurance premium.  

g. Business contracts 

 A resident person must withhold TDS at the rate of 1.5% of the contractual amount for contracts 

above Rs. 50,000.  
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Value Added Tax (VAT) 

 

18. Goodwill Ltd. has purchased a motorcycle from a VAT registered dealer and paid Rs. 10,000 as 

VAT. Goodwill Ltd. wants to take input credit of Rs. 10,000 as per section 17 of the Act. But the tax 

officer contends that as per rule 41 of VAT Rules, only 40% of the VAT paid i.e. Rs. 4,000 can be 

claimed. Give your opinion with regards to this transaction by citing the provision of Section 17 and 

Rule 41. [5 Marks] 

Ans:  

As per section 17 of the Act, a registered person can offset the amount of tax he has collected against 

the tax he had paid or due in importing or receiving goods or services related to his own taxable 

transactions. But no offset or only a partial offset shall be granted in the case of the goods that can be 

used for personal purposes as well as for business purposes like Automobiles. 

Similarly as per Rule 41 of VAT Rules, Tax on the Automobiles shall be deducted only to the extent 

of 40 percent of purchase value. But as per the explanation provided to this rule, the term 

'automobile' means any motor vehicle with three or more wheels used on a road for carriage of 

passengers. 

In the given case, a motorcycle has been purchased and as per the explanation to Rule 41, it does not 

fall within the ambit of definition of Automobile. Hence full credit of VAT paid i.e. Rs. 10,000 can 

be claimed and it is well within the provision of both section 17 and Rule 41. 

 

19. What are the special provisions relating to Tax Payer Registration under VAT Act, 2052. [5 Marks] 

Ans: 

As per section 10 of VAT Act 2052, any person willing to do business transaction should apply to the 

tax officer in prescribed format for the registration prior to the start of business transaction. If the 

business transaction of any person becomes taxable or if any person does the business of hardware, 

sanitary, furniture, fixture, furnishing, automobile, motor parts, electronics, marble and colour lab, he 

should apply to tax officer in prescribed format for registration within 30 days of becoming taxable 

or startion such business. 

However the person dealing in tax  exempt goods and services is not required to get registration 

under the Act. 

As per section 10 (Ka) of VAT Act, 2052, a tax payer operating business of temporary nature. i.e. 

Exhibitions, Fair etc can get such events temporarily registered under this Act before start of such 

event for which the assessing officer can ask for security deposit. 

Such tax payer can transport the goods to and fro. The tax payer will have to furnish the full details of 

transactions in prescribed formats and pay VAT (tax) in full within 7 days of completion of such 

event  and should cancel the temporary registration. 

 

 

20. Answer the following: [5*5=25 Marks] 

a) What is VAT? 

b) What is the principle of taxation at destination? 

c) VAT is a multipoint taxation system. Will it not escalate prices of the goods? 

d) What is Taxable Turnover under VAT? 

e) What shall be the fine and penalty chargeable under the following situations as per VAT Act, 2052? 

i) Late payment of VAT amount. 

ii) Tax plate not kept/misplaced. 

 

Ans: 

a)  

VAT is a consumption tax, charged on most goods and services traded for use or consumption in the 

country. It is levied on the "value added" to the product at each stage of production and distribution. The 

"value added" means the difference between the cost of inputs into the product / service and the price at 
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which it is sold to the consumer. VAT is charged when VAT-registered (taxable) businesses sell to other 

businesses (B-2-B) or to the final consumer (B-2-C). VAT is intended to be "neutral" in that businesses 

are able to reclaim any VAT that they pay on goods or services. Ultimately, the final consumer should be 

the only one who is actually taxed. Businesses are given a VAT identification number and have to show 

the VAT charged to customers on the invoices. 

 

b) 

Taxation at destination means that the supplies are in principle taxed in the place where the goods arrive 

or where the recipient of the services is located. Compared to the origin system, the main feature is that 

VAT revenues accrue directly in the consumption at the rate of 13%, exemptions and conditions. 

c)  

Input tax credit/ set off of tax paid on purchases will eliminate double taxation and cascading, thereby, it 

will reduce the cost of production. A dealer will not add the tax paid on purchase to the value of a 

commodity as tax paid is passed on to the buyer, ultimately to be borne by the consumer. In the existing 

sales tax system, sale price includes tax paid under the Act, but under VAT, sale price does not include 

tax paid under the Act. Hence, a dealer will not fix the sale price taking into account the tax paid on 

purchases. There is provision for set off of tax paid if the goods are exported or sold in course of inter-

state trade and commerce. 

 c) 

Taxable turnover means the turnover on which the dealer is liable to pay tax. Taxable turnover is 

determined after making the following deductions from the Gross turnover: 

(a)  the turnover of goods exempt from tax 

(b) the turnover of sale of goods outside the territory of Nepal. 

(c)  All amounts allowed as cash discount, or trade discount 

(d) Cost of outward freight by a dealer for transportation of goods for the purchases. 

(e)  In case of works contract, the expenditure incurred towards labour and service. 

 

d)  

i. Late payment of VAT amount. 

Additional fee: 

On late payment of VAT amount to Inland Revenue, additional fee of 10% annually shall be imposed on 

payable VAT amount (Section 19 (2)). 

Interest 

On late payment of VAT amount to Inland Revenue, 15% annual interest shall be imposed in such 

outstanding amount. (Section 26). 

 

ii. Tax plate not kept/misplaced. 

As per section 29(1) if tax plate is not kept, penalty @ 2000 per week shall be charged and if it is not 

kept at prescribed place, penalty @ 1000 shall be imposed. 

 

21. Answer the following questions 

a. What are the records to be maintained by a registered person dealing in used or second hand 

materials? How the tax is assessed in such case? Answer with reference to the Value Added Tax 

Rules, 2053. [5 Marks] 

b. Explain about the ―Tax Periods‖ under the Value Added Tax Act/Rules. [5 Marks] 

c. Describe the circumstances beyond the control under the Value Added Tax Act, 2052. [10 Marks] 

d. State the conditions, procedures for and effect of cancellation of registration under Value Added 

Tax Act/Rules. [5 Marks] 

e. Mercantile Business House. deals in computer & related IT technology business. In the course of 

its business, it received service from Chinese Mercantile LLP., China. Key against which, 

Chinese Mercantile LLP. raised bill of Rs. 50 lakhs. Management of Mercantile Business House 

is confused as to whether VAT shall be charged on same. Advise him as regards to VAT 
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applicable on same and net payment to be send. Specify the provision of VAT Act, 2052 in this 

regards. (Ignore other taxes, if applicable). [5 Marks] 

 

Answer  

a) As per rule 33 of Value Added Tax Rules, 2053, following are the provisions regarding records to be 

maintained, for a registered person dealing in used or second had goods. 

1) A registered person who is dealing in used or secondhand goods has to maintain purchase register and 

sales register containing the following particulars: 

Relating to purchases: 

i. Date of purchase 

ii. Particulars giving full information of the goods 

iii. Buying price excluding tax 

iv. Rate of tax 

v. Amount of tax 

vi. Total amount paid 

 

Relating to Sales: 

i. Date of sale 

ii. Selling price excluding tax 

iii. Difference between the buying price and selling price 

iv. Rate of tax 

v. Amount of tax 

vi. Total amount received. 

 

(2) In case the buying price of every item of used goods exceeds Rs. 10,000, separate records of buying 

or selling shall be maintained. 

 

(3) In case a registered person is found not to have satisfactorily maintained the records as prescribed 

above, tax officer may impose VAT on the total selling price of the goods sold by such taxpayer, and the 

tax officer may issue a written order requiring him to pay such tax along with the next tax return. 

 

(4) In case of used or second hand goods, tax shall be assessed on the amount which is difference 

between the selling price and buying price. Buying price means price including taxes.  

 

b) Tax Period means a period prescribed by the Act or Rules for calculation of net VAT 

payable or receivable. Generally, a registered person has to adopt a month as per Nepali Calendar as tax 

period. The tax starts from day 1st of a month and ends at end day of the same month. As per Rule 26 of 

VAT Rule, 2053, the different tax periods could be adopted by certain specific taxpayers. 

 

i. Tax Period of 2 months: 

Tax period of 2 months is allowed to a taxpayer having taxable transaction during previous 12 months 

more than NPR 2 million but not more than NPR 10 million. The tax period shall be, Shrawan and 

Bhadra, Ashwin and Kartik, Marg and Paush, Magh and Falgun, Chaitra and Baisakh and Jestha and 

Ashad. If hotel and tourism enterprises opt, the department may be allowed a tax period of 2 months. 

 

ii. Tax period of 4 months: 

Tax period of 4 months is allowed to a taxpayer who has taken the registration voluntarily and having 

taxable transaction during previous 12 months less than NPR 2 million. The tax period shall be Shrawan 

to Kartik, Marg to Falgun, and Chaitra to Ashad. 

 

iii. Different tax period: 
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In case a registered person who maintains its accounts adopting computer systems, it may apply to a tax 

officer for allowing it to adopt different tax period. In case the tax officer finds it proper, it may allow the 

taxpayer to adopt different tax period. 

 

iv. Tax period for first time of registration: 

In case of a person has obtained registration at a middle of a month, the tax period shall be started from 

the date on which the registration is obtained to the end of the month. 

 

c) As per Rule 35 of Vat Rule 2053, the following circumstances shall be deemed to be circumstances 

beyond control for the purpose of sub-section (4) of Section 19 of the Act: 

 

(i) In case the person required to pay tax becomes disabled due to falling ill; up to seven days of the date 

of his recovery. 

 

(ii) In case the person required to pay tax is to observe obsequies; up to seven days of the end of the 

obsequies, 

 

(iii) In case a woman required to pay tax delivers a child; up to thirty five days of the date of delivery, 

 

(iv) In case the person required to pay tax dies or becomes insane or disappears and his heir or guardian 

submits an application within thirty five days of the date of such incident; up to seven days of receipt of 

such application, 

(v) In circumstances when the person required to pay tax has not been able to come to the IRO because 

of the closure of a road due to floods, landslides or similar other reasons; up to seven days of opening of 

the road, 

 

(vi) In circumstances when he cannot come to the IRO due to total haltage of transport; up to the next 

day of the end of such haltage. 

 

vii. In case where the natural calamities like fire earthquake, arises; up to thirty days from the date when 

such calamities occur. 

In case an additional time limit shall be required to be requested due to circumstances beyond control 

referred to point (ii), (iii), (iv), (v) & (vii) above ; the recommendation of the concerned Village 

Development Committee or Municipality shall be submitted. While requesting for an additional time-

limit due to the circumstance referred to point no. (vi) , the recommendation of the Village Development 

Committee or Municipality concerned with the place where the haltage of means of transport has taken 

place, shall be submitted. 

 

d) 

Following provisions are mentioned regarding the conditions, procedures for and effect of cancellation 

under Value Added Act/Rules. 

 

Conditions for cancellation 

Section 11 (1) and (1ka) mentions the following conditions for cancellation of  registration; 

a. In the case of body corporate, if the body corporate is closed down, sold or transferred or if the 

body corporate otherwise ceases to exist 

b. In the case of an individual ownership, if the owner dies 

c. In the case of a partnership firm, if it is dissolved or any of the partners expires 

d. If a registered person ceases to be engaged in taxable transactions 

e. In case the registered person submits zero tax return continuously for one year or it has not 

submitted tax return till the date 

f.  If registered mistakenly  
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In case, the person is voluntarily registered, cancellation of registration can only be done after at 

least one year period has elapsed after registration.  

 

In case the condition for de-registration is triggered and the person is willing to deregister, an 

application might be filed within 30 days of such de-registration event along with the VAT 

returns till such date and any VAT due. 

 

If the tax payer has any input tax credit claimed stocks or capital assets on date of such 

application, such assets are considered to be as disposed for VAT purchase. VAT should be paid 

for such deemed disposed items on basis of their market value. 

 

In case a person has applied for cancellation of its registration number has to produce its records 

and documents for audit within fifteen day of the application to the tax office. The tax officer 

shall audit the records and documents and within three months of the application submitted may 

allow or reject the cancellation., 

 

Once the application for cancellation of registration is submitted as per sub-rule (1) of rule 12, tax 

return shall have to be submitted until the notice of cancellation or within three months. It shall 

be the responsibility of concerned tax officer to give notice to the person submitted the 

application for cancellation of registration, about the cancellation, within three months of 

submission of application. 

 

e) 

As per section 8 (2) of Vat Act, 2052, "Any registered / unregistered person receiving service within 

Nepal from unregistered person outside Nepal, need to determine and collect Vat on taxable Value as per 

provisions of this Act. Bill raised by key consultant is for Rs. 50,00,000.Thus, Taxable Value for the 

VAT is Rs. 50,00,000. Thus, 13% VAT on purchase invoice Rs. 50,00,000 =  Rs. 650,000 is applicable 

as per section 8(2) of VAT Act.  The amount to be paid to Chinese Mercantile LLC shall be 

Rs.50,00,000.00 which remains unchanged with the value of service. Thus, VAT of Rs. 650,000 need to 

be charged on the above service, and deposited to VAT office. The paid VAT can be claimed for set-off 

under Reverse Charging System. 

 

 

22. Answer the following in the light of VAT Act, 2052. 

Janta Garment Factory had the following transaction in the month of Shrawan 2072. Calculate the 

VAT payable/receivable from the information below: 

Particulars   Amount (Rs.)  

Local sale 5,000,000 

Export sale 10,000,000 

Purchase of clothes, Stitching, Packing Materials, loose tools for machineries 8,100,000 

Special packing for export 400,000 

Payment of consultancy charges abroad 500,000 

Purchase of bus for staff transportation 2,000,000 

Purchase of motorcycle of hire purchase 400,000 

Telephone expenses 76,000 

Purchase of diesel for generator 80,000 

Purchase of diesel for bus 24,000 

Purchase of petrol for motorcycle 30,000 

Purchase of computers 90,000 

Purchase of soft drinks 12,000 
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Additional information:  
Opening VAT receivable for the month was Rs. 91,560. Diesel for bus for Rs. 16,000 and soft drinks for 

Rs. 6,000 was purchased through abbreviated tax invoice. Items above are exclusive of VAT. 

 

b) Paper Press Limited is manufacturing Books & Copy. During shortage, the company imports copy 

from abroad and sell it to its customers to maintain its market. The VAT accounts of paper press limited 

showed the following data for fiscal year 2071/72. 

Particulars Trading of Copy (import 

purchase and sales) 

Manufacturing 

of Copy 

 

A. VAT collected on sales   

i From VAT registered party  17,00,000 18,00,000 

ii From Non-VAT registered party 6,00,000  1,90,000 

B. VAT paid on purchase 15,00,000 14,00,000 

 

Calculate the VAT amount which Paper Press Limited is facilitated to get refund from Inland Revenue 

Department. 

 

 

Answer a) Calculation of VAT payable/receivable for the month of Shrawan 2072 for Janta Garment 

Factory: 

 

Particulars  

 Amount 

(Rs)    VAT (Rs)   Remarks 

Local Sale 5,000,000 650,000 Full 

Export Sale 10,000,000 - 0% for export 

Total output VAT 15,000,000 650,000 

 Purchase of clothes, Stitching, Packing 

Materials, loose tools for machineries 8,100,000 1,053,000 Full 

Special packing for export 400,000 52,000 Full 

Payment of consultancy charges 

abroad 500,000 65,000 

reverse charging, assuming the 

VAT is already paid. 

Purchase of bus for staff transportation 2,000,000 104,000 only 40% allowed 

Purchase of motorcycle of hire 

purchase 400,000 52,000 Full 

Telephone expenses 76,000 9,880 Full 

Purchase of diesel for generator 80,000 10,400 Full 

Purchase of diesel for bus 24,000 1,040 

Abbreviated Tax Invoice not 

allowed 

Purchase of petrol for motorcycle 30,000 0 Not allowed Rule 41 

Purchase of computers 90,000 11,700 Full 

Purchase of soft drinks 12,000 0 Not allowed Rule 41 

Total Input tax credit 

 

1,359,020 

  

 

Calculation of VAT Payable/Receivable for the month of Shrawan 2072 Amount (Rs) 

Opening VAT Receivable 91,560 

Add: input VAT 1,359,020 

Less: output VAT 650,000 
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Net Receivable 800,580 

 

b) As per Schedule 1 of VAT Act 2052, 50% of VAT collected on sale of own produced paper by 

domestic paper company, if sold to VAT registered person shall be refunded as prescribed by IRD. Paper 

Press Limited cannot enjoy VAT refund on Trading of copy. On its manufacturing sales, it can have 

following VAT refund:  

VAT collected from sales to VAT registered party (out of manufactured Copy) = Rs. 18,00,000. VAT 

Refund ( 50% of it) = Rs. 900,000. Thus, Paper Press Limited can claim against Rs. 900,000 VAT 

Refund. 

 

23. State with reason whether the following statements are True or False.[10 Marks] 

i) A person shall apply for the registration of VAT in the format prescribed in Schedule – 3 of 

VAT Regulation, 2053. 

ii) A shopkeeper can issue abbreviated tax invoice for the transaction upto Rs.10,000. 

iii) A registered person shall preserve all the VAT records upto 6 years. 

iv) A separate record for purchase and sale shall be maintained for the used goods which have 

purchase price more than Rs. 20,000. 

v) Government organizations shall take VAT bill purchasing goods and services above Rs. 5,000. 

vi) The rate of VAT for the import of goods and services will be same as VAT applicable for the 

purchase of goods and services in Nepal. 

vii) In the case of purchase and sale of land and building, VAT is not applicable. 

viii) In the case of import of goods from USA, the place of transaction is USA. 

ix) A foreign tourist can take refund of VAT on the purchase of goods amounting to Rs. 15,000 or 

more. 

x) VAT will not applicable in cable car service. 

 

b) Sanjog Pvt. Ltd. has following transactions during the month of Baisakh, 2072, find the amount 

of VAT credit available for the month of Jestha:  

          Amount (Rs.) 

Opening Credit available           12,000 

Purchases net of VAT       10,00,000 

Salary for the month          1,50,000 

Electricity expenses            10,000 

Telephone expenses with VAT          13,560 

Fuel expenses with VAT           28,250 

Purchase of car with VAT      11,30,000 

Purchase of office supplies net of VAT      1,50,000 

Total sales for the month          15,00,000 

 

Additional information: 

All the sales of the company were VAT applicable. Out of office supplies Rs. 20,000 purchased 

by taking abbreviated tax invoice. In purchases, Rs. 375,000 is import of raw material and 

customs office has valued these goods Rs. 450,000. Fuel expenses consists expenses for petrol 

used for office vehicle. [6 Marks] 

 

c) A dealer manufactured goods worth Rs. 10 million which were exempt under schedule I of VAT 

Act out of the goods purchased partly VAT exempt and partly goods liable to VAT. VAT exempt 

goods amounting to Rs. 7 million were used for the production of goods which were exported. 

The Dealer claims that all the exports were zero rated and he should get full credit for VAT on 

exempted goods. Consider his claim and to set off the VAT paid by him on the inputs. [4 Marks] 

 

Answer No 16 
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a) State with reason whether the following statements are True or False. 

a) False. Application for VAT registration shall be filed in the format prescribed in Schedule – 1 

of VAT Regulation, 2053. 

b) False. Abbreviated tax invoice can be issued by the shopkeeper for the transaction upto Rs. 

5,000. 

c) True. VAT records shall be preserved by registered person for 6 years (Rule 23(7) of VAT 

Regulation, 2053) 

d) False. Separate record shall be maintained for used goods costing Rs. 10,000 or more. 

e) True. As per Rule 56 of VAT Regulation, Government organizations shall take VAT bill for 

the purchases more than Rs. 5,000. 

f) True. Same rate of VAT shall be applicable to import and local purchases. 

g) True. Land and building is included in Schedule – I of VAT ACT. 

h) False. In case of goods import in Nepal, customs entry point will be the place of transaction. 

i) True. As per section 25Ka of VAT Act, tourists can take refund of VAT on the purchase of 

goods amounting to Rs. 15,000 or more. 

j) False. VAT is applicable in Cable car service as it is excluded in Schedule – I of VAT Act. 

 

            b) 

Calculation of VAT Credit Available for Jestha, 2072 

           Amount (Rs.) 

VAT collected in Sales      195,000 

VAT Credit on Input: 

VAT paid on purchases   139,750 

VAT paid on telephone expenses     1,560 

VAT credit available on car     52,000 

VAT paid on office Supplies     16,900  210,210 

Net VAT Credit for the month      15,210 

Add: Opening credit available      12,000 

Opening VAT credit available for the month of Jestha   27,210 

 

Note: 

1. VAT paid on purchases:  

Local purchase (1,000,000-3,75,000)*13%     81,250 

Import (450,000*13%)        58,500 

Total VAT paid on purchases     139,750 

2. Credit available on Car purchase 

Total VAT paid        130,000 

40% credit available      52,000 

3. Credit available on VAT paid on Office Supplies 

Total Office supplies Net of VAT    150,000 

Less:  Purchased by taking Abbreviated Tax invoice    20,000 

Credit available on office supplies purchase    130,000 

VAT Credit on office supplies (13% of Rs. 130,000)      Rs. 16,900 

4. VAT credit cannot be claimed in the purchases of petrol. 

 

c) 

No Vat is collectible on the sale of the goods whether those goods are sold locally or exported if 

those goods are exempt under schedule I. Since the goods are listed in schedule I, according to 

section 5(3) of VAT Act, the exports of those goods are not entitled to zero tax facility under 

schedule II. 
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As per Section 5(3), no deduction or refund is applicable with regard to VAT paid on goods used 

for VAT exempt transaction. Hence, the dealer cannot claim any input VAT paid on the 

purchases against his export sale also in this case. 

24. Ginger Cellular Ltd., a cellular mobile Phone Set producing domestic enterprise, is engaged in 

producing and selling of cellular mobile phone sets. As a tax expert, Ginger Ltd. seeks your advice 

on the refund of VAT paid on purchase of its raw materials. Give your opinion on this.[5 Marks] 

Ans: 

As per clause 20 of Schedule 1 of the VAT Act, sixty percent of the VAT paid on purchases of 

mobile sets by importer or 60% of the VAT paid on raw materials for producing mobile sets, shall be 

refunded by the Inland Revenue Department on producing evidence that the mobile sets are sold. The 

procedure of the refund shall be as prescribed by Inland Revenue Department. 

In the case given, Ginger cellular is a cellular mobile set producing company, so 60% of VAT paid it 

on purchase of raw materials shall be refunded by IRD if it can produce the evidence that the 

produced mobiles are sold. 

 

25. Ms. Amita is a proprietor of a VAT registered firm. For the month of Shrawan 2067, she has 

collected VAT of Rs. 200,000 which she has to deposit within 25th Bhadra. But on Bhadra 10,2067, 

she has delivered a baby boy due to that she could not deposit the VAT amount within Bhadra 25. 

The tax officer wants to levy additional fee of 10% per annum on her. She has submitted an 

application to Director General IRD on Bhadra 26, 2067 for waiver of additional fee levied by the tax 

officer as the nonpayment of VAT was due to the circumstances beyond her control. Can DG waive 

that additional fee levy imposed by the tax officer? Give your opinion. [5 Marks] 

Ans: 

As per rule 35 of the VAT Rules, In case a woman required to pay tax delivers a child; up to thirty 

five days of the date of delivery is considered as circumstances beyond the control. Further, as per 

Rule 36 of VAT Rules, For the remission of the additional charges pursuant to sub-section (4) of 

Section 19 of the Act, an application shall be submitted to the Director General within thirty days of 

the expiry of time-limit prescribed for payment of tax. In case an application is not submitted within 

the time-limit referred, the waiver of additional charges shall not be granted. 

In this case, she has made an application within the limit mentioned in Rule 36. So applying the 

provision of section 19(4) of the Act which states " If a taxpayer applies to the Director General for 

the exemption of the additional charges levied due to nonpayment of VAT within time stating the 

reason that the failure to make a timely payment was caused by extraordinary circumstances beyond 

the taxpayer's control, the Director General may, if he finds the reason reasonable, exempt such 

charges. The Director General after the necessary verification of the matter can waive the additional 

fee levied. 

 

26. What are the records to be maintained by registered dealer dealing in used or second hand materials? 

[5 Marks] 

Ans: 

As per Rule 33 of the VAT Rules, a registered person who is dealing in used or secondhand goods has to 

maintain the purchase register and sales register containing the following information: 

Related to Purchases: 

 Date of Purchase 

 Particulars giving full information of the goods 

 Buying price excluding tax 

 Rate of tax 

 Amount of tax 

 Total amount paid. 

Related to Sales: 

 Date of sale 

 Selling price excluding tax 
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 Difference between the buying price and the selling price 

 Rate of tax 

 Amount of tax 

 Total amount received 

In case the buying price of every item of used goods exceeds Rs. 10,000, separate records of 

buying or selling shall be maintained. 

Failure to maintain the above records satisfactorily may attract the tax officer imposing VAT on 

the total selling price of the goods sold by such taxpayer and the tax officer may issue a written 

order requiring him to pay such tax along with the next tax return. 

 

 

27. Discuss the provision of Debit and Credit Note in VAT Rules. [5 Marks] 

Ans: 

When a person issues an invoice for supply of goods or services, but after the invoice is issued it is 

required to change the value as mentioned in the invoice due to any reason, the person has to issue 

debit note or credit note for such changes in value of the goods. Rule 20 of VAT Rules has not 

prescribed any format for debit and credit note but the debit or credit note must include the following 

information: 

 Serial Number of the debit or credit note 

 Date of issue 

 Name, address and registration number of supplier 

 Recipient's name, address and registration number if he is a registered person. 

 Number and date of the tax invoice connected with the transaction. 

 particulars of the goods or services and reason of issuing the credit or debit note 

 Amount debited or credited. 

 Tax Amount debited or credited. 

The tax payer has to keep a copy of such debit or credit note received or issued. The taxpayer has 

to maintain a register for recording monthly details of debit note or credit note received or issued 

during the month. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

www.auditnca.com

www.auditnca.com

