S
ection 31(4) of the KVAT Act, 2003 makes it mandatory that, dealers whose taxable turnover exceeds Rs.25 Lakhs for the year 2006-07 & Rs.40 Lakhs from 2007-08 onwards shall have his accounts audited from Chartered Accountant or Cost Accountant or Tax Practitioner.

Rule 34(3) specifies that, the audited statement of accounts shall be submitted in Form VAT-240.  Even before introduction of KVAT the system of audit was introduced by the State Government under Karnataka Sales Tax Act, 1957 but it was not compulsory due to absence of penal provisions.  Unlike under KVAT there was no deemed assessment concept under KST other than assessments under section 12-C of the Act, where dealer was required to be get his accounts assessed by the assessing authorities.

Under KVAT Act, State Government introduced deemed assessment concept based on the returns field by the dealer.  The system of deemed assessment can be seen even in income tax, service tax and central excise.  The introduction of new concept may be either to overcome the defects of the earlier methods followed or to achieve some objectives.  To find out the same one has to compare the concept of assessment and audit.

The word assessment is used in a comprehensive sense and includes all proceedings, starting with the filing of returns or issue of notice and ending with the determination of the tax payable by the assessee (ref: S Sankarappa v. Income Tax Officer, AIR 1968 SC 816, 818).  Assessing officer so authorized by the provision of law can only assess the assessee i.e., an intelligence officer cannot assess.  An intelligence officer can refer the matter to the assessing authority.  An assessment order will be issued by the assessing authority on determination of tax.   

On the other than auditing has generally been associated with only accounting in the sense it is understood to mean verification of books of accounts and other relevant records in conformity with the norms set out by the organization and to report on the same.  The economic developments in the last few decades have extended the scope of auditing.  Auditing today is no longer concerned with the financial accounting records; it may also involve a review of compliance with law.  In this regard it is important to quote the definition given by the ICAI.  

Auditing as “a systematic and independent examination of data, statements, records, operations and performances (financial or otherwise) of an enterprise for a stated purpose” 

On comparing the same where the word assessment is a process to arrive the determination of tax liability in other words it is a specific audit, whereas an audit is broader meaning to include the assessment also.  Therefore a job of an auditor is not limited to assessment proceedings but also to communicate his judgment through audit report.  Thus it seems that, the expectation of the legislature is high level. To sum up the objectives of an audit can be summarized as under:
From the point of Department

To report whether the dealer has complied with provisions of law or not.  This includes the following verifications; 

· Returns filed with the department;

· Whether turnovers declared in returns are matching with books of accounts or not;

· Whether all the turnovers have been declared or not;

· Taxes discharged with the department;

· Input tax adjusted against output taxes;

· Utilisation of statutory forms;

· Books of accounts maintained is in accordance with the provisions of law or not;

· Finally the quantification of final tax liability

From the point of Dealer
The audit will enable the dealer to

· Better equip himself with the provisions of the Law.

· Avail the correct quantum of input tax credit allowed by the provisions of Law.

· Remit the fullest tax and avoid litigation, payment of interest and penalty.

· Avail experts advise / suggestions on maintenance of books of accounts, other documents and records. 

Under VAT, the concept of monthly assessment is prevalent.  The dealer can revise his returns within 6 months from the last day of filing the monthly return.  However, the VAT audit is conducted after the end of the financial year.  It will be difficult for an auditor to verify the books of accounts after the end of the year and report whether the provisions of the law has been complied with or not.  Suggestion to file revise returns makes no sense, where the time limit is provided within six months unless an issue raised by department. 

The authors are of view that, a regular audit say ‘quarterly audit’ should be adopted to ensure that taxes are being discharged correctly, pointing out any procedural lapses, get full benefit of the input tax credit allowable or disallowable input tax credit will benefit the dealer to a great extent and the auditor to report.

It is also an obligation of the dealer to provide and kept it ready the necessary records, statements and other information to conduct better audit. This has been summarized by class of dealers as under;

Trader:

Books of accounts which include:

· Sales Register having bifurcations of commodity wise and rate of tax wise;

· Purchase Register having bifurcations of commodity wise and rate of tax wise as specified in Form VAT – 170;

· Output tax account;

· Input tax account;

· Stock register;

· Fixed Assets Register;

· VAT payable account.

In case any inputs which are used for stock transfer outside the state, separate books of accounts to be maintained to compute the actual amount of input credit for disallowing.

Documents include:

· VAT monthly returns;

· Tax invoices;

· Purchase invoices;

· Debit and Credit Notes;

· Counterfoil of Statutory forms like ‘C’ form, ‘H Form’ etc., 

Registers maintained include:

· Statutory Registers like ‘C’ form register;

· VAT 505/515 register etc.,

Manufacturer:

· Books of accounts and documents to be provided as mentioned in trader;

· Quantitative details of goods purchased, consumed and manufactured.

· Bifurcation of purchases which are used for manufacture of restricted products (eg: cement used in the manufacture of pipes)

· Manufacturing account; 

Works Contractor:

· Books of accounts and documents to be provided as mentioned in trader;

· Details of projects executed;

· Agreement copies entered with land owner as well as with customers;

· Details of subcontractors; 

· Confirmation copies obtained from subcontractors if they are registered;

· TDS Certificates;

· Details of labour and other like charges incurred; 

· Running bills raised;

· Details of basis for raising running bills and tax invoices;

· Bank statements highlighting receipts from Works contract received;

· Bifurcation of receipts - land value, deposits in the form of electricity and water, registration fees, club membership fees, construction etc.,

· Completion certificate obtained from architect where exemptions claimed if any.

The authors are of the view that, the formats specified by the VAT department in Form VAT – 240 is exhaustive in nature, and an auditor should acquaint himself with the requirements of the KVAT Law and analyse the complexities and conduct the audit in the light of these requirements and complexities.  This is because as Compared to other allied laws like income tax, where an auditor can take a help from the guidelines issued by the ICAI or from AAS, there are no such guidelines for VAT audit.
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