ANALYSIS OF VAT & ST
PART – I BRIEF ABOUT THE TNVAT APPLICABLITY 
VAT








Methods
















Regular Method





           Compounding Method

























































































PART II 
BRIEF ABOUT THE SERVICE TAX ACT APPLICABLITY
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PART III: CONCLUSION:
A. VAT: 

1. The sale is always under compounding method. 

2. As explained above when output is under compounding method the tax paid on inputs, credit is not available. 
3. Hence, irrespective of the method adopted by the contractor, company cannot take the credit of input taxes.
4. However, the contractor may always follow Regular Method for the following two reasons:

i) Under compounding method contractor cannot have inter state purchases which is not possible to operate practically.
ii) Contractor can enjoy input credit of the material procured to execute the works contract to the company.
5. So, VAT paid is an expense to the company, as no input credit available.
B. SERVICE TAX:
1. As explained above under Part II, company can enjoy input credit of all the service tax paid for performance of the project.
2. So, irrespective of the method adopted by the contractor, the company can avail input credit of service tax paid on all the services including consultancy, telephone etc.
3. So, any payment towards service tax is a pass through and not an expense to the company.
PART IV: IMPACT ON IDENTIFICATION OF THE CONTRACTOR
While deciding the contractor VAT value shall be included and Service Tax shall be excluded.
PART V: PROCEDURES TO BE ADOPTED:
	Procedures
	TN VAT ACT
	Service Tax

	
	Regular Method
	Compounding Method
	Works Contract Method
	Abatement Method

	Declaration to the department about the method opted
	
	
	
	


Valuation & Taxability:


Itemized Chargeability as per schedule rates in case of books of accounts available to identify amounts. Rate of Tax varies from 4% to 12.50%





Contract value will be segregated towards material and labour as a % on total value in case it is not possible to arrive at itemized chargeability. Rate of Tax varies from 4% to 12.50%.





Valuation & Taxability:


Civil Works: 2% on the total contract value of the civil works executed.


Other than Civil Works: 4% on the total contract value of the works executed..








Advantage of this Method: Input Credit of taxes paid on purchases will be available to set off against sales.


Difficulties: 


The sale of property shall also be followed in the same manner in order to claim the credit, which is practically not possible.


Assessing Officer should allow the credit of input tax for each monthly return.


Maintaining records to the satisfaction of the assessing officer is a difficult task, as the AO will try to find all the reasons to disallow the credit.





Advantage of this Method: 


Hassle free


No separate record maintenance.


Less interaction with the tax authorities


Difficulties / Disadvantage: 


NO CREDIT available under this method.


Imported materials and inter state purchases are not permissible.





Valuation & Taxability:


The value is the amount of bill raised by the contractor


4.12% on the total value of works executed








Valuation & Taxability:


33% of the amount of bill raised by the contractor.


10.30% on the value in point 1 above.


In brief 3.399% of the total contract value.








Advantage of this Method: 


NIL


Difficulties / Disadvantage: 


No input credit is available, none of the service tax paid on various services can be taken / utilized for out put services.





Advantage of this Method: Input Credit of taxes paid on all the services utilized for the purpose of the project.  





Difficulties: 


No difficulties, whatever is paid during the procurement can be utilized.








