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PRACTICE QUESTIONS IN VAT 
 
1. What are the different stages of VAT? Can it be said that entire burden falls on the final 

consumer? 
 

COMPARISON BETWEEN SALES TAX SYSTEM AND VAT [M 09, N09] 
 

10% Sales Tax 10% VAT 
Particulars 

Price Government 
Revenues Price Government 

Revenues 
Mr. A sells goods to Mr. B 
Sales Tax @ 10%  

200 
20 

 
20 

200 
20 

 
20 

Total Cost to A 220  220  
Mr. B processes then and creates final products with 
the additional labour and capital and sells them to 
C, a wholesaler with 100% markup 

 
440 

  
400 

 

Sales Tax / VAT 44 44 40 40-20 = 20 
Total Cost to C 484  400  
B sells to C, a retailer at a 25% Mark-up 
Sales Tax / VAT 

605 
60.5 

 
60.5 

500 
50 

 
50-40=10 

Cost to P 665.5  500  
P sells it to the consumer at 100% Mark-up  
Sales Tax / VAT 

1331 
133 

 
133 

1,000 
100 

 
100-50 = 50 

Cost to Final Consumer 1464  1,100  
Total Proceeds to Government  257.50  100 
 
2. Compute the VAT liability of Mr.S. Banerjee, for the month of January 2010. using “invoice 

method” of computation of VAT from the following particulars: 
  

Particulars Rs. 
Purchase price of the inputs purchased from the local market (inclusive of VAT) 
VAT rate on purchases 
Storage cost incurred 
Transportation cost 
Goods sold at a profit margin of 5% on cost of such goods 
VAT rate on sales 

26,000 
4% 

250 
950 

 
12.5% 

 
Computation of VAT liability of Mr.S. Banerjee for January, 2010under  ‘Invoice Method’. 

 

Particulars Rs. 
          Purchase price of the inputs (inclusive of VAT) 
Less:  VAT paid on purchases @ 4% = (Rs.26,000 × 4) ÷ 104 

26,000 
1,000 

Purchase price of the inputs (excluding VAT) 
Add:  Storage cost 
Add:  Transportation cost 

25,000 
250 
950 

                     Cost price of the goods 
Add:  Profit @ 5% of Cost Price (Rs.26,200 × 5%) 

26,200 
1,310 

Sale Price before VAT 27,510 
           VAT @ 12.5% (Rs.27,510 × 12.5%) 
Less:   VAT paid on purchases 

3,439 
1,000 

VAT liability of Mr. S. Banerjee 2,439 
 
3.  Mr. Goenka, a trader selling raw materials to a manufacturer of finished products. He imports 

his stock in trade as well as purchases the same from the local markets. Following transaction 
took place during financial year 2009-10. Calculate the VAT and Invoice value charged by him to 
a manufacturer. Assume the rate of VAT @ 12.50%. 

a. Cost of imported materials (from other state) excluding tax – Rs.1,00,000. 

b. Cost of local materials including VAT-Rs.2,25,000. 

c. Other expenditure includes storage, transport, interest and loading and unloading and profit 
earned by him-Rs.87,500. 
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Particulars Rs. 
          Cost of Imported Materials (from other States) 
          Cost of local materials excluding VAT = (2,25,000 × 100) ÷  112.50 
          Other Expenditure 

1,00,000 
2,00,000 

87,500 
          Total Cost 
Add:   VAT @ 12.5% [3,87,500 × 12.5%] 

3,87,500 
48,438 

          Total Invoice value 4,35,938 
          VAT Payable 
Less:  Credit on Local Materials available = (2,25,000 × 12.50) ÷ 112.50 

48,438 
(25,000) 

          Net VAT Liability 23,438 
 
 
4. Calculate the VAT liability for the period January 1, 2010 to January 31, 2010 from the following 

particulars: 
Inputs worth Rs.1,00,000 were purchases within the State, Rs.2,00,000 worth of finished goods 
were sold within the State and Rs.1,00,000 worth of goods were sold in the course of inter-State 
trade. VAT paid on procurement of Capital Goods worth Rs.1,00,000 during the month was at 
12.50%. If the input and out tax rate in the State are 12.50% and 4% respectively, and the 
Central Sales Tax Rate is 3%, show the total tax liability under the State VAT law and under the 
Central Sales Tax Act. 
   

Particulars Rs. Rs. 
Tax liability 
   Under VAT law:  VAT Payable on Output Sales (4% × Rs.2,00,000) 
   Under CST law:   CST Payable on Inter State Sales (3% × Rs.1,00,000) 

  
8,000 
3,000 

Input Tax Credit Available: 
          VAT Paid on Input (12.5% of Rs.1,00,000) 
           VAT Paid on Capital Goods (12.5% of Rs.1,00,000) 
Less:   Set Off against VAT liability 
           Excess Credit Available  
Less:   Set Off against CST liability 

 
12,500 
12,500 

 
 
25,000 
(8,000) 
17,000 
(3,000) 

           Credit Carried Forward  14,000 
 
 Note: It is assumed that the respective State Provides for- 

• Claim of complete credit in respect of Capital Goods purchased, immediately. 

• Claim of Credit against CST Payable on Inter State Sales. 
 
5. Compute VAT amount payable by Mr.A who purchases goods from a manufacturer on payment 

on Rs.2,25,000 (including VAT) & earn 10% Profit? VAT rate on purchase and sale if 12.5% 
 

Amount in Rs. 
Particulars Pft = 10% 

on sale 
Pft = 10% 
on Cost 

           Total Purchase Value (Inclusive of VAT @ 12.5%) 2,25,000 2,25,000 
Less:   VAT on Purchases (2,25,000 × 12.5) ÷ 112.5 25,000 25,000 
          Net Purchase Cost 
Add:   10% Profit on Sales = 1/9th on Cost = 2,00,000/9 
          10% Profit on Cost  = 1/10th on Cost = 2,00,000/10 

2,00,000 
22,222 

2,00,000 
20,000 

 
 
6. Compute the total value of purchases eligible for input tax credit from the following particulars 
 

Particulars Rs. 
Inputs purchased from a registered dealer who opts for composition scheme under the 
VAT Act 
Inputs purchased for being used in the execution of a works contract 
Raw material purchased from unregistered dealers 
High seas purchases of inputs 
Goods purchases for sale to other parts of India in the course of Inter-State trade or 
commerce 

10,000 
1,00,00 
70,000 

1,00,000 
20,000 
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Computation of purchases eligible for Input Tax Credit 
Particulars Rs. 

                Eligible Purchases  
           Input purchased for being used in the execution of a works contract 
Add:   Goods purchased for sale to other parts of India in the course of Inter- 
            State trade or commerce  

1,00,000 
 

20,000 
           Purchases eligible for input tax credit 1,20,000 
            Ineligible purchases  
           Inputs purchased from a registered dealer who opts for composition   
            scheme under the VAT Act 

 
10,000 

           Raw material purchased from unregistered dealers 70,000 
           High Seas purchases of Inputs 1,00,000 

 
Note: For the purpose of computation of value of purchases eligible for input tax credit, following 
have not been included: 

a. Inputs purchased from a registered dealer who opt for composition scheme under the 
provisions of the Act of worth Rs.10,000. 

b. Raw material purchased from unregistered dealers of worth Rs.70,000. 

c. The inputs imported from outside the territory of India commonly known as high seas 
purchased of worth Rs.1,00,000. 

 
7. Mr. Rajesh is a registered dealer and gives the following information. You are required to 

compute the next tax liability and total sales value under Value Added Tax: 

a. Rajesh sells his products to dealers in his state and in other states. 

b. The profit margin in 15% of cost of production and VAT rate is 12.5% sales. 

c. Intra State purchases of raw material Rs.2,50,000/-(excluding VAT at 4%) 

d. Purchases of raw material from an unregistered dealer Rs.80,000/- (including VAT at 12.5%) 

e. High seas purchases of raw material are Rs.1,85,000/- (excluding custom duty at 10% of 
Rs.18,500) 

f. Purchases of raw materials from other states (excluding CST at 2%) Rs.50,000. 

g. Transportation charges, wages and other manufacturing expenses excluding tax Rs.1,45,000. 

h. Interest paid on bank loan Rs.70,000/-. 
 

Particulars Rs. 
          Intra State Purchases 
          Purchase from unregistered Dealers 
          High seas purchases (1,85,000 + 18,500) –  
         (Including Customs Duty paid will be considered) 
         Purchase from other states (50,000+1,000)-                
         (Including CST paid will be considered) 
         Transportation charges, wages and other manufacturing expenses 

2,50,000 
80,000 

 
2,03,500 

 
51,000 

1,45,000 
           Cost of Production 
Add:    Profit Margin at 15% 

7,29,500 
1,09,425 

          Sale Value 8,38,925 
          VAT on Sale Value at 12.5% 
Less:   VAT on purchases = (2,50,000 × 4%) 

1,04,866 
(10,000) 

                         Net VAT Liability 94,866 
 

Note: 

1. Interest paid will not form part of cost of production. 

2. VAT paid on raw materials purchased from unregistered dealers is not eligible for input credit 
and hence added with cost. 

 
8. A dealer purchases goods for Rs.2,50,000 (exclusive of VAT). He incurs Rs.35,000 on the goods 

and sells them at a profit of Rs.15,000. Compute the invoice value to be charged and amount of 
tax payable under VAT. The rate of VAT on purchases and sales is 4%. 
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Computation of invoice value 
Particulars Rs. 

Cost of goods purchased 
Add: Expenses                                                           35,000 
Profit margin                                                              15,000 
Product Sale Value 
Add: VAT @ 4 % 
Invoice Value 

2,50,000 
 

50,000 
3,00,000 

12,000 
3,12,000 

 
Computation of amount of tax payable under VAT 

Particulars Rs. 
VAT charged on sales 
Less: Input credit of VAT paid on purchases @ 4% on 
2,50,000 
Tax Payable under VAT 

12,000 
 

10,000 
2,000 

 
9. Calculate the Total VAT liability under the State VAT law for the month of October 2010. 
 

Particulars Rs. 
Inputs purchased with the state 1,70,000 
Capital goods used in the manufacture of the taxable goods 50,000 
Finished goods sold within the state 2,00,000 

 
 

Applicable tax rates are as follows-(a) VAT rate on capital goods-12.5%, (b) Input tax rate within 
the state-12.5%, and (c) Output tax rate within the state-4%. 
 

Computation of the VAT liability for the month of October 2009:- 
Particulars Rs. 

Inputs purchased within the state 
Capital goods used in the manufacture of the taxable goods 
Input tax credit (including capital goods) (Rs. 21,250 + Rs. 6,250) 
Output sold in the month (within the State) 
Output tax @ 4% 
VAT liability = Output tax – Input tax credit (Rs.8,000 – Rs.27,500) 
Excess credit carried forward to subsequent period  

1,70,000 
50,000 
27,500 

2,00,000 
8,000 

Nil 
19,500 

 
10. Compute the VAT liability of Mr.S. Banerjee,for the month of January 2010, using ‘Invoice 

Method’ of computation of VAT, from the following particulars. 
   

Particulars Rs. 
Purchase price of the inputs purchased from the local market (inclusive of VAT) 26,000 
VAT rate on purchases 4% 
Storage cost incurred 250 
Transportation cost 950 
Goods sold at a profit margin of 5% on cost of such goods  
VAT rate on sales 12.5% 

 
Computation of VAT liability of Mr. S. Banerjee for the month of January, 2009 

using ‘invoice method’ of computation of VAT:- 
Particulars  Amount (Rs.) 

Purchase price of the inputs (inclusive of VAT) 

Less :VAT paid on purchases @ 4% = 
104

4x26,000Rs.
 

Purchase price of the inputs (excluding VAT) 
Add: Storage cost 
Add: Transportation cost 
Cost price of the goods 
Add: Profit @ 5% of Cost Price (Rs. 26,200 × 5%) 
Sale price before VAT 
VAT @ 12.5% (Rs. 27,510 × 12.5%) 
Less: VAT paid on purchases 
VAT liability of Mr. S. Banerjee 

26,000 
1,000 

25,000 
250 
950 

26,200 
1,310 

27,510 
3,438.75 

1,000 
2,438.75 
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11. Compute the net VAT liability of Rishabh using the information given as follow. 
  

Particulars Rs. 
Raw material purchased from foreign market (including duty paid on imports @ 
20%) 

12,000 

Raw material purchased from local market (including VAT charged on the 
material @4%) 

20,800 

Raw material purchased from neighbouring state (including CST paid on 
purchases @ 2%) 

7,140 

Storage, transportation cost and interest 2,500 
Other manufacturing expenses incurred 600 

  
Rishabh sold the goods to Rajul and earned profit @ 10% on the cost of production. VAT rate on 
sale of such goods is 12.5%. 
 

Computation of sale price and VAT payable thereon 
Particulars  Rs. 

Raw material purchased from foreign market (Note – 1) 
Add: Raw material purchased from local market (Rs. 20,800 – Rs. 800) 
(Note – 2) 
Raw material purchased from neighbouring state (Note – 3) 
Storage, transportation cost and interest  
Other manufacturing expenses incurred 
Cost of production 
Add: Profit @10% on Rs.42,240 
Sale Price 
VAT @ 12.5% on sales 

12,000 
20,000 

 
7,140 
2,500 

600 
42,240 

      4,224 
46,464 
5,808 

 
Computation of VAT liability:- 

 Rs. 
VAT on sale price 
Less: Set-off of VAT on purchases 
On imports 
On local purchases 
Net VAT payable 

5,808 
 

Nil 
800 

5,008 
 
Notes:- 

1. Since, the duty paid on imports is not a State VAT; it will form part of cost of input. 

2. VAT charged by the local suppliers is Rs.800. Since, the credit of this would be available, it shall 
not be included in the cost of input. 

3. Credit/set-off for tax paid on inter-State purchases (inputs) is not allowed. 
 

SELF TEST QUESTIONS ON VAT 
 

1. Value added tax is levied at: 
a) first stage of sale      b) multistage  
c) last stage of sale       d) none  
 

2. A trader purchases raw material from the 
local market worth Rs.20,000 and pays 
VAT @ 12.50% i.e., Rs.2,500/-. He also 
imports the material worth Rs.10,000/- on 
which he pays the duty of Rs.1250. He can 
avail the input credit of: 
a) Rs.1250/-   b) Rs.2,500/- 
c) Rs.3,750/-   d) None  
 

3. Which was the first country to introduce 
VAT? 
a) France    b) Brazil 
c) Senegal    d) Denmark 

4. CENVAT is applicable in respect of: 
a) excise duties   b) custom duties 
c) service tax  
d) excise duty and service tax 
 

5. The method for computation of tax in 
which all the factor payments including 
profits are aggregated to arrive at the total 
value addition on which the rate is applied 
to calculate the tax is: 
a) Invoice method    b) Subtraction method 
c) Additional method 
d) Direct subtraction method 
 

6. In Indian, the State-Level VAT has 
replaced: 
a) the excise duty  b) the State-sales tax 
c) the import duty  d) None of these 
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7. Which variety / varants is / are widely 
used among the three variants of VAT? 
a) Consumption variant 
b) Gross product variant 
c) Income variant 
d) Consumption and Income Variant 
 

8. Which of the following statements are 
true? Give proper explanation for your 
answer 
a) CENVAT is paid on the value of goods 
purchased in India 
b) A trade can take credit of the inputs 
purchased by him only if he has obtained 
proper tax invoice from the vendor 
c) VAT is inflationary in nature 
d) White paper on state level VAT provides 
a framework for drafting various State VAT 
Legisitions. 
 

9. Input tax is 
a) the tax charged in the course of 
business for the sale of any goods made to 
any dealer of the State. 
b) the tax paid in the course of business 
on purchases of any goods made from any 
dealer of the State. 
c) the tax paid or payable in the course of 
business on purchases of any goods made 
from a registered dealer of the State. 
d) the tax charged or chargeable in the 
course of business for the sale of any goods 
made to a registered dealer of the State. 
 

10. Output tax is 
a) the tax charged or chargeable by a 
registered dealer for the sale of goods in 
the course of business. 
b) the tax paid on payable by any dealer 
for the purchase of goods in the  course of 
business. 
c) the tax charged or chargeable by any 
dealer for the sale of goods in the course of 
business.    d) None of these  
 

11. Input tax credit in relation to any period 
means 
a) setting off the amount of input tax by a 
registered dealer against the amount of his 
output tax. 
b) setting off the amount of output tax by a 
registered dealer against the amount of his 
input tax. 
Setting off the amount of input tax by any 
dealer against the amount of his output 
tax. 
 

12. For stock transfer / consignment 
transfer/branch transfer of goods out of 
the state, input tax paid in excess of 
_______ will be eligible for tax credit. 
a) 4%  b) 10%  c) 5%  d) 2% 

13. Which of the following purchases is not 
eligible for input tax credit? 
a) purchases made for sale to other parts 
of India in the course of Inter-State trade 
or commerce. 
b) purchases to be used in the packing of 
manufactured goods intended for sale in 
the State or in the course of inter-state 
trade or commerce. 
c) Purchases to be used as capital goods 
required for the purpose of manufacture or 
resale of taxable goods. 
d) Purchases from unregistered dealers. 
 

14. Which of the following statement is true? 
a) set off of input tax credit on capital 
goods is available to both traders and 
manufacturers. 
b) set off of input tax credit on capital 
goods is available only on manufacturers. 
c) set off input tax credit on capital goods 
is available only to traders. 
d) None of the above 
 

15. As per the white paper, which of the 
following dealer may opt for composition 
scheme? 
a) the dealer whose total turnover does not 
exceed Rs.50 lakhs 
b) the dealer whose total turnover exceeds 
Rs.70 lakhs 
c) the dealer whose total turnover exceeds 
Rs.60 lakhs 
d) the dealer whose total turnover exceeds 
Rs.50 lakhs. 

 
16. Which of the following statements is false? 

a) Under the composite scheme, a dealer 
cannot avail input tax credit  
b) Under the composite scheme, a dealer 
cannot issue tax invoice  
c) Under the composite scheme, a dealer 
can pass on credit by issuing a 
supplementary invoice 
d) None of the above  
 

17. Which of the following dealer cannot opt 
for composition scheme? 
a) a manufacturer or a dealer who sells 
goods in the course of inter-state trade or 
commerce 
b) a dealer who goods in the course of 
import into or export out of the territory of 
INDIA 
c) a dealer transferring goods outside the 
State otherwise than by way of sale or for 
execution of works contract. 
d) All of the above 
 
 
 
 



 
 

IPCC _VAT_ 2010________________________________________________7 

MASTER MINDS - QUALITY EDUCATION BEYOND YOUR IMAGINATION 

18. Which of the following statements is true? 
a) The composite scheme is optional  
b) A dealer availing composition scheme 
need not maintain any statutory records 
as prescribed under the State VAT Act. 
c) A dealer availing and should not use any 
goods brought from outside the state after 
such date.   d) All of the above  
 

19. Who should obtain registration under VAT 
laws? 
a) Any person who desires to provide 
taxable service  
b) Any person who intends on the 
business of purchase and sale of goods in 
the State and is liable to pay tax  
c) Any dealer who intends to carry on the 
business of purchase and sale of goods in 
the State   d) None of the above  
 

20. The registration can be cancelled on  
a) discontinuance of business  
b) disposal of business  
c) transfer of business to a new location  
d) All of the above  
 

21. The taxpayer’s identification number will 
consist of _____ digit numerals throughout 
the country  
a) 10   b) 12  c) 11  d) 9 

22. The tax invoice shall be dated and signed: 
a) only by the dealer 
b) only by his regular employee 
c) by the dealer or his regular employee 
d) none of the above  
 

23. Under VAT system: 
a) there will be compulsory assessment at 
the end of each year 
b) the VAT liability will be self-assessed by 
the dealer himself 
c) either compulsory assessment or self-
assessment be made 
d) none of the above 
 

24. The basic tax rates prescribed under VAT 
laws are: 
a) 4%, 12.5%, & 1% 
b) 4%, 12.5% 
c) 2%, 4% & 10% 
d) 3%, 4% & 8% 
 

25. Which of the following records should be 
maintained under VAT laws? 
a) Purchase records 
b) Sales records  
c) VAT account 
d) All of the above 

 
 

1.  B 2.  B 3.  A 4.  D 5.  C 

6.  B 7.  A 8.  B,D 9.  C 10.  A 

11.  B 12.  A 13.  D 14.  A 15.  A 

16.  C 17.  D 18.  D 19.  B 20.  D 

21.  C 22.  C 23.  B 24.  A 25.  D 

 


