Introduction to Value Added Tax (VAT)
Uttar Pradesh Value Added Tax Act, 2007

Introduction 

The UP Govt. has prepared a 100 pages Draft Paper on VAT as on 1st Aug 07 for comments /suggestions of Tax Advocates, Chartered Accountants, Traders, Entrepreneurs, Officers and members of Trade and Industry Associations, Officers and Officials of the Uttar Pradesh Trade Tax Department and other people concerned.

The Act might be come into force w.e.f. 1st Oct 2007 or 1st Dec 2007. 

In India, 21 states has been implemented w.e.f. 01.04.2005. Haryana has already implemented VAT in 2003.

RATIONALE OF INTRODUCING VAT

In the present tax system, before goods is manufactured, first -raw material is taxed, and then after the goods is manufactured with input tax load, output is taxed again. This causes an unfair double taxation with cascading effects. 

In the VAT, a set-off is given for input tax as well as tax paid on previous purchases.

Also, there is a multiplicity of taxes in several states, and such taxes include turnover tax, development tax, surcharge on sales tax, additional surcharge, octori duty etc  With the introduction of VAT these other taxes will be abolished. CST is also going to be abolished in a phased manner. As a result, overall tax burden will be rationalized and the prices in general will tend to fall. 

VAT: WHAT IS IT?

It is a simplified Sales tax system:

VAT is same as Sales tax but it is being levied in a different manner

VAT means Value Added Tax .The term "value added" refers to- 

· increase in value of goods 

· at each stage of transfer/sales. 

Thus Value Added Tax is basically a tax to be levied on the value added by a trader at each stage of its selling goods.

SYSTEM OF VAT:
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(100+10)
(150+15-10)
(200+20-15)
Assumed tax rate-10%
Note- Total VAT Paid to Govt-10+5+5=20, equal to 10% of 200, tax paid by consumer
A : Manufacturer  B : Wholesaler   C : Retailer    D : Consumer

Who is liable to pay VAT 

· All dealers already registered under UP Trade Tax Act (New TIN will be given)

· All dealers registered under VAT

· All dealers with an annual turnover as prescribed in the State VAT laws-Supposed to be Rs.5 lakhs

· Composition Scheme: Dealers having annual turnover between the limits specified in State VAT laws –10-20 lakhs (small dealers covered .Flat rate of turnover tax, no vat and no input tax credit )

(Any person who carries on the business of buying, selling, supplying or distributing goods in UP and includes-

local authority, company, any co-operative society or other society, club, firm, HUF, broker, arhati, commission agent, branch of any firm/company.)
FEATURES OF VAT

a. VAT Benefit (Input tax credit) -Input tax is the tax paid on purchase from a VAT-registered dealer IN THE SAME STATE. 
· The input tax credit will be available ONLY on tax paid against LOCAL SALES. 
· Input tax paid on goods that are exported will be eligible for REFUND. 
· Input tax paid on purchase of notified capital goods used in the business is eligible for setoff in next 36 months.

· Available on inter-state sales (VAT paid can be set off against CST payable)

When input tax credit not available-
· If purchased from an unregistered dealer

· Inter-state purchase (CST paid can not setoff against VAT payable)
· If Purchase made without tax invoice
· Sale of exempted goods
Tax relief under VAT-

· No VAT on exempted goods, but no input tax credit available

· No VAT on ‘zero rated’ goods, but input tax credit available

·  0% VAT on exports 

b. Rates of taxes -

The White Paper on VAT has made a roadmap for levy of a UNIFORM STATE LEVEL TAX on OVER 550 items. VAT can be classified into FOUR CATEGORIES as under:

Category 1: EXEMPT -Items such as natural products, petrol, diesel, natural gas etc
Category 2: Special rate of 1%   is applicable to gold and silver ornaments etc.

Category 3: 4%  It covers the largest no. of items and is mainly basic necessities like sugar, textiles,etc. 
Category 4: A general rate of 12.5% VAT is applicable to remaining commodities.

A special rate on liquior-20%
c. Composite dealers -

These are registered dealers under VAT who have opted to PAY TAX ON SALES AT A FLAT RATE as provided in respective state VAT legislation, provided their turnover does NOT EXCEED CERTAIN LIMIT. 
They do not have to issue Tax Invoice nor avail tax credit.

d. Tax Invoice and Debit/ Credit notes -

· ‘Tax Invoice’- In case of sale by a registered dealer to a registered dealer. It is the basic document for VAT. It is issued when sales made to ‘Registered Dealer. It should contain-

· TIN (taxpayer’s identification no.)- VAT registration No. (Based on PAN) of seller
· Invoice serial No.

· Name & Address of seller

· TIN, Name & Address of buyer
· Qty., rate & value of goods sold

· VAT rate and VAT amount
It is prepared in 3 copies-Original, duplicate and office copy
· ‘Sale Invoice’-In case of sale to unregistered dealer, sales of non-vat goods
· ‘Cash memo/bill’-
· ‘Purchase Invoice’-In case of purchase made from unregistered dealer.
In case of any changes in original invoice, Debit/Credit Note should be issued. 
e. Statutory Forms -No forms in VAT Act , like Form C, D, F,H
f. Books and accounts –as same in sales tax system except Input Tax Credit Register-for 5 years
Stock register, Purchase register, Sales register, Input tax register (VAT Benefit)

In case the dealer maintains his accounts electronically (Computerized), he must retain such documents and record in an electronically readable format.(CD,floopy)
g. Audit -

Limit as per Income Tax Act.
h. Payments & Returns
· Tax paid- monthly after taking VAT benefit (if input tax exceeds output tax, then claim refund or carry forward)
· Return filed-monthly
· Such returns shall be accompanied with the TAX CHALLANS for tax paid after taking rebate/ set-off as provided in the Act. 
Difference between Sales Tax System & VAT System
	SALES TAX
	VAT

	· Number of tax rates
	· 4 types of tax rate

	· Single Point Tax 
	· Multipoint Tax 

	· Additional Taxes like entry tax, surcharge on tax, turnover tax, development tax
	· No Additional taxes

	· Formalities, Form-C,D,F,H
	· No formalities (forms not required)

	· Double taxation
	· No cascading effects of tax

	· Problem of tax evasion 
	· Tax evasion curtailed

	· No refund of taxes
	· Refund of taxes

	· Assessment by Deptt.
	· Self Assessment

	· High Administrative Costs
	· Automated administration


VAT: PROBLEMS AND ISSUES

a. Continuance of CST under VAT process

The rate of CST at present is 4% against C-form (Now w.e.f. 01.04.07, it is 3%). 
Proposed to abolish CST in 2007. Until CST is abolished, the main objective of VAT will be lost. 

b. Movement of goods

Where the goods move from a VAT state to a non-VAT state, a credit of locally procured material would be available against the CST. On the contrary, movement of goods from non-VAT State to a VAT State, the dealer would not be able to set off the tax paid on purchases.

c. No uniformity in the rates

There is no uniformity in the rates in the states having implemented VAT. 
Only 550 commodities have been covered in two schedules of 4% and 12.5% VAT. There are certain critical items where there is a wide disparity in the rates of taxes across neighboring states.

· Pure Ghee- 4% in Chhattishgarh, Assam, Orissa & Maharashtra and in other states 12.5%

· Honey, glucose, juices, spices are charged at 4% in some states while others categorize them at 12.5%

· Ayurvedic Medicines- West Bengal, Kerala, Maharashtra the tax rate @ 4% and in Assam, Meghalaya it is taxed at 6%

d. Powers given to commissioners

The legitimate fear of dealer is that of harassment by the officials. Today the main reasons of India having poor GDP is on account of the fact that there is gross miss trust between the department and the dealer. If the relationship is not built on trust it will breed corruption and evasion attitude. What is really needed in India is not the tax reform but tax administration reform.

e. Other problem

· Proper records required to be maintained 
· VAT lead to rise in prices 

(Also, the harmonization of Input Tax Credit, which is essence of VAT system, requires a well formulated and compact computer based networking on a large scale throughout the country. This is, however, not readily available in India due to the lack of necessary infrastructure facilities.)

There is less scope of tax evasion under VAT and there will be stricter compliance. The trading community wants to retain the scope of tax evasion, as it existed under the sales tax structure. 

Accounting for Vat (As per The Institute of Chartered Accountants of India)

Treatment for VAT credit on input-tax-

As per AS2, only those taxes have to be included in cost of purchase which are not subsequently recoverable from the taxing authorities. Since the tax paid is available for set-off against the tax payable on sales, the input tax paid should not be included in cost

of purchase.

Hence, such tax credit should be debited to " VAT Credit Receivable (Inputs) Account". Following would be the entry for purchases:

Purchases Account……………………………Dr.

VAT Credit Receivable (Inputs) Account…...Dr.

To Suppliers/ Bank Account.

Treatment for VAT on Sales-

Since VAT is collected from customer on behalf of the VAT authorities, its collection is not an economic benefit and should not be recognized as income of the enterprise. Similarly, VAT payment is not an expense. The VAT collected from customers should therefore be credited to " VAT Payable Account". Following would be the entry for sales:

Bank/ Customers Account…………………..Dr.

To Sales Account.

To VAT Payable Account.

Adjustment Entry-

As and when VAT credit is actually utilized against VAT payable on sales, the following entry would be passed:

VAT Payable Account……………………….Dr.

To VAT Credit Receivable (Input) Account.

The debit balance in VAT Credit Receivable Account at the year end is shown on the Asset side of the Balance-Sheet under the head "Loans and Advances". 

On the other hand, the credit balance of the VAT Payable Account is shown on the Liabilities side under the head "Current Liabilities".
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