Statutory Audit, Tax Audit ……………..and now its VAT audit
The hectic audit season that a Chartered Accountant faces has been extended by the introduction of KVAT audit. After meeting the deadline date of tax audit in their calendar the business fraternity this time has to revise the calendar and go for the VAT audit.
Since the commercial tax department is not able keep a track of each and every dealer in the state due to insufficient infrastructure and required number of the man power, they have come out with VAT audit, similar in the lines of Tax audit. Statutory audit requires a dealer to get his complete sets of books audited by a qualified Chartered Accountant, whereas in VAT audit a dealer requires to get only those books which are related to his Purchases and sales get audited.  
Meaning of VAT Audit:

Generally Audit means a systematic and independent examination of data, statement, records, operations and performances of an enterprises for a stated purpose and Audit under Value added tax is the inspection of books of account with respect to the provisions of the Karnataka Value added tax Act, 2003 like computation of turnover, input tax credit taken, rate of tax applicable for different products, etc.  

Who is Liable for KVAT audit?

Every registered dealer whose taxable turnover exceeds twenty five lakhs for the financial year 2006-2007 and forty lakhs for the financial year 2007-2008 is liable to get his books of account audited under the section 31(4) of the KVAT Act, 2003.

Every dealer other than a dealer registered under Companies Act, 1956 shall have his books of account audited by any tax practitioner enrolled under Rule 168 of KVAT Act (which gives the conditions for being a tax practitioner) or under section 36 of the KST Act, 1957 for not less than a period of three years or by a Charted Accountant or Cost Accountant. The companies incorporated under the Companies Act, 1956 is required to have his accounts audited only by a Chartered Accountant.  

Due date for submission of Audited statement:

The report or the audited statement of accounts shall be submitted to the Jurisdictional Local VAT Officer every year within Nine months after the end of the relevant financial year i.e., for the financial year ending on 31st march the due date to submit the audited statement under KVAT law is 31st of December.

Advantage of the VAT audit to the Department.
The KVAT Audit has various advantages to the Government and as well as the dealers like it is advantageous to the government by increasing the revenue, lesser cost of administration and collection, check on misclassification of goods to ensure the correct rate of tax and a ailment of input tax credit is as per law or not. With the proper tax planning the dealer will be law abiding, rather than law evader. The financial statement will be more accurate if the Audit is implemented under KVAT Act. The Audit is beneficial for better tax compliance, lowering cost and increasing the purchasing power of the consumer.

The correctness of self-assessment will be checked through a system of audit. A certain percentage of the dealers should be taken for audit every year on a scientific basis. If however evasion is detected on audit, the concerned dealer may be taken up for audit for previous periods. A cross checking, computerized system is being worked out on the basis of co-ordination between the tax authorities of the state government and authorities of central excise and Income tax to compare constantly the tax returns and set off documents of VAT system of states and those of central excise and income tax. This comprehensive cross checking system will help reduce tax evasion and also lead to significant growth of tax revenue and ultimately the benefit shall be channelized to the ultimate consumer and the society.
Model VAT Audit Report

The Council of the Institute of Chartered Accountants of India (ICAI) in its meeting held recently in New Delhi has decided to finalize the Form of Model VAT Audit Report and particulars to be furnished therewith for assisting the State Governments in the recovery of proper VAT revenue. The main advantage of Model VAT Audit Report and the relevant particulars mentioned therein is that they will be uniformly applicable in respect of books of account maintained by VAT payers in different States in terms of the relevant State VAT legislations. This uniform report will gradually help in the evolution of standard accounting principles and uniform accounting practices in respect of the various issues arising under VAT. The said Model Report would be forwarded very shortly to the various State Governments who would be requested to incorporate the Form of VAT Audit Report and the particulars to be furnished therein while formulating the respective VAT Rules. Such incorporations by the State Governments will help in the development of uniform and standard accounting practices. This would help in the harmonization of accounting parameters relating to VAT throughout the country. Once the Model VAT Audit Report is accepted or incorporated by the State Governments in their Rules the Institute proposes to come out with appropriate guidance notes.

Correctness and Completeness- Is it possible?

The Form 240 of the KVAT Act prescribe the format of the Audited statement of accounts and the certificate, this speak about correctness and completeness of the return filed during the year and also other information given in the return. The question that arises here whether is it possible to give 100% assurance of all the facts or is it reasonable assurance that the audit professional can provide? Another question that arises is “other information given in the return is complete and correct” it speaks of all ‘other information’ but does not speak of material information. Audit professional form their opinion based on the verification of books of account and other related documents, due to the inherent limitation of auditing such as sampling, auditing on the test basis, stratified random sampling, is it possible  to give definite opinion?   

Procedural Aspects

While conducting the audit, the auditor should keep in mind the scope of his engagement, type of audit being conducted as well as the restrictions placed by the management. The auditor should exercise his professional judgment to entity and understand the events, transaction, practices that have significant impact on audit. The knowledge of the business will be used by the auditor in assessing inherent and control risks and in determining the nature, timing and extent of audit procedures. The internal control is a plan of the organization, which lays down all the methods and procedures to be followed within the entity to meet its goals while safeguarding assets, ensuring efficient use of resources over the entire period. While doing the VAT audit study and evaluation of the internal control system would be an important step for assessing the risks of the audit as well as planning the audit. The audit risk has three components like Inherent Risk (risk that material errors will occur), Control Risk (risk that clients system of internal control will not prevent or correct such errors) and Detection Risk (risk that auditor will not detect any remaining materials errors).
Audit program is the written document setting forth the procedures that are needed to implement the overall audit plan along with the procedures. It also contains the audit objective for each area and should have sufficient details to serve as a set of instructions to the assistants involved in the audit and as a means of control in the proper execution of work. The procedural aspects of KVAT audit includes verification of Books of Account and other related records, ensure that rate of tax on sales are as per the provisions of the law, sales are properly classified and goods sent on approval basis, stock transfer to branches within the state or outside the state, goods sent on consigner are not recorded as sales, reconcile VAT collections with payments, Check adjustment of input tax by setting off against output tax by relevant journal entries, Check the different classification of sales at different of taxes as per schedule, Check the credit notes issued, Check the tax invoices, bill of sale prepared as per the Provisions of the act, tally the monthly figures with the figures shown in the monthly return, Check the purchase invoices and proper classification of purchase is made at different rate of taxes, Purchase returns are accounted correctly, Check whether capital goods are purchased, ensure that input tax credit taken on capital goods is as per the provisions of the law, Ensure rebates and discounts have been adjusted properly etc  

Conclusion
Although the implementation of the VAT audit poses certain teething problems, it also give ample professional opportunities to the auditing professional in India in helping both trade and industries and tax administrator to resolve many problems with their immaculate services.  

