Works Contract-A Double Edged Sword?

        By- Sanjay M Dhariwal

B.Com, FCA, LLB

Amendments in the KVAT Act and further changes envisaged in KVAT Rules are reshaping the perspective relating to works contract. What was once a subject of great debate is still an enigma to all those who are impacted by “works contract”. 

Works Contract: Evolution
Works contract was once a matter of great debate and in its initial stages the entire ideology of roping in works contract into the tax net was strongly opposed. This was because in a contract that is indivisible, there is no sale of goods and hence it was not competent for state legislature to impose tax on the supply of the materials used in the execution of the contract by treating it as a sale, even by giving artificial definition in the enactment. Parties to the contract may enter into distinct and separate contracts, one for the transfer of materials for money consideration and the other for payment of remuneration for service and for the work done. Thus in a building contract at the time when movables were used in the execution of work, there was no passing of property in such movables as movables as such, but property in such movables used in the work passed to the owner of the building or land not as goods but only as an accretion to the building or land.

In Works Contract, property in goods does not pass chattel qua chattel but in some other form. Therefore, it is not a sale of goods and the State Government could not levy tax on transfer of property in goods involved in the execution of works contract. Hence, the Parliament in the 46th Constitutional Amendment in the year 1983 amended the definition to include inter alia tax on the transfer of property in goods (whether as goods or in some other form) involved in execution of works contract. This amendment permitted State Government to levy tax on the transfer of property in goods involved in execution of works contract, which hitherto was not possible in lieu of Honourable Supreme Court’s decision in the case of State of Madras Vs. Gannon Dunkerley & Co (Mad) Ltd. [1958] 9 STC 353 (SC). As a result of the Forty-sixth Amendment, the contract which was single and indivisible has been altered by a legal fiction into a contract which is divisible into one for sale of goods and other for supply of labour and services and as a result such a contract which was single and indivisible has been brought at par with a contract containing two separate agreements one for sale of goods and the other for supply of labour and services.

In view of article 366(29-A)(b), the State Legislatures are competent to impose tax on transfer of property in goods involved in the execution of a works contract and under article 286(3)(b) Parliament has been empowered to make a law specifying restrictions and conditions in regard to the system of levy, rates or incidence of such tax.

Accordingly, the States drawing power from the said constitutional amendment proceeded to impose tax on works contract. Since then, works contract has gone through a mammoth change and is here to stay, though riddled with controversies and other issues.

Constitutional validity and power of State to levy tax
 In exercise of the powers contained in the Constitution, the State of Maharashtra for the first time enacted a separate law to levy tax on works contract w.e.f 01.10.1986, which is popularly known as Works Contract Tax Act, 1985.  Accordingly tax @ 4% was leviable on total amount of consideration received by a contractor without deduction of labour charges, architect fees etc. Other States also followed suit and made provision in their respective acts for the levy of tax on the entire consideration received by the contractors. In the case of Builders Association of India (73 STC 370) the H’nble Supreme Court had occasion to decide the Constitutional validity and power of State Government to levy tax on works contract under the amended Constitution and held that the State Legislature is not competent to levy tax on entire consideration but only on that part related to transfer of goods involved in execution of works contract.
Works Contract

VAT is a multistage tax levied on all stages of sales from the manufacturer / importer to wholesaler / distributor and to retailer on the value added at every stage. As per section 2(37) of KVAT Act 2006 “Works Contract” includes any agreement for carrying out for cash, deferred payment or other valuable consideration, the building, construction, manufacture, processing, fabrication, erection, installation, fitting out, improvement, modification, repair or commissioning of any moveable or immovable property. 

 The definition would therefore take within its ambit any type of agreement wherein construction of a building takes place either for cash or deferred payment, or for other valuable consideration. It may be noted that the definition does not lay down that the construction must be on behalf of the owner of the property or that the construction cannot be by the owner of the property. Thus even if an owner of property enters into an agreement to construct for cash, deferred payment or valuable consideration a building or flats on behalf of anybody else it would be a works contract within the meaning of the term as used under the said Act.[K.Raheja Development Corporation Development Vs State of Karnataka 2005(59) Kar.L.j (SC)]

Principle of accession and blending
Transfer of property in execution of works contract takes place on the principles of accession and blending and accretion in the case of movable property or immovable property as the case may be. The transfer takes place every time such accession, blending, or accretion takes place.  In other words execution of a works contract would involve transfer of property every time the materials and equipments are used or supplied or incorporated during the course of the execution of the contract, and liability for payment of tax would arise every time such transfer of property takes place and at every such time the contractor will be liable for payment of tax under the act as per section 3(1) of the KVAT Act 2003.

Taxable Event
In the case of Gannon Dunkerley and Co vs. State of Rajasthan (SC) 88 STC 204 the Honourable Supreme Court held that the taxable event is the transfer of property in goods involved in the execution of works contract and the said transfer of property in such goods takes place when the goods are incorporated in the works, the value of the goods which can constitute the measure for levy of tax has to be the value of goods at the time of incorporation in the works contract and not the cost of acquisition of the goods by the contractor.

Section 7 of the KVAT Act, 2003 fixes the time of sale as under:

(1) Notwithstanding anything contained in the Sale of Goods Act, 1930, for the purpose of this act, and subject to sub-section (2), the sale of goods shall be deemed to have taken place at the time of transfer of title or possession or incorporation of the goods in the course of execution of any works contract whether or not there is receipt of payment.

Provided that where a dealer issues a tax invoice in respect of such sale within fourteen days from the date of the sale, the sale shall be deemed to have taken place at the time the invoice is issued.

(2) Where, before the time applicable in sub-section (1), the dealer selling the goods issues a tax invoice in respect of such sale or receives payment in respect of such sale, the sale shall, to the extent that it is covered by the invoice or payment, be deemed to have taken at the time the invoice is issued or the payment is received.

Thus the Taxable Event is said to occur when tax invoice is issued or as and when Goods are incorporated in Works Contract or at the of time of receipt of advance payment which ever is earlier. However as per the Draft KVAT Rules – Explanation to Rule 3(1)(c) any amount paid as advance to a dealer as a part of consideration for transfer of property in goods (whether as goods or in some other form) involved in the execution of a works contract shall be included in the month in which execution of such works contract commences. Therefore, the Taxable event shall commence from the time the materials are incorporated in the execution of the works contract. 

Rate of tax 

Under the VAT law, deemed sales are charged under section 3 of KVAT Act. Prior to the amendment of KVAT Act 2003,Vide KVAT Act NO.4 of 2006, there was no separate schedule for works contract as in KST Act. Under KVAT, the rate of tax on works contract as clarified in the various queries put across to the Commissioner of Commercial Taxes through the news papers was at 12.5% in the regular scheme. The input tax rebate on locally purchased goods used in works contract would be available and the dealer would be entitled to deduction of amount expended towards labour and like charges under Rule 3 of VAT Rules.  The only charging section, which prescribed the rate of tax, was sub-section (1) of section 4.  As per this provision, rate of tax would be levied at the appropriate rates provided on such goods used in the execution of works contract. Section 4(1) of the KVAT Act, deals with incidence vis-à-vis liability to pay tax and the commodities exigible to tax as well as the rate of tax thereon. The Constitution Bench of the Honourable Supreme Court of India in the case of Gannon Dunkerley and Company Vs. State of Rajasthan, (1993) 88 STC 204 (SC) has held that each class of works contact is a class of goods by itself for the purpose of levy of tax on goods involved in execution of works contracts.  In the absence of rate of tax specified for each class of contract, the value of each of the commodity involved in the execution of works contract shall be determined by applying the rate of tax for such commodities under the Act based on input. 

Clause (c) has been inserted in Section 4 Sub-Section 1 Vide KVAT Act NO.4 of 2006 which provides that “in respect of transfer of property in goods (whether as goods or in some other form) involved in the execution of works contract specified in column (2) of the Sixth Schedule, subject to Sections 14 and 15 of the CST Act, 1956,will be taxed at the rates specified in the corresponding entries in column (3) of the said Schedule.The Sixth Schedule provides class of works contract liable at 4%, 1% and 12.5%.

Hence with the insertion of Schedule VI, which prescribes the rates of tax the earlier formula of setting off of 4% output tax payable against 4% input tax paid and 12.5% output tax payable against 12.5% input tax paid would now be discarded. The present provisions would require the payment of output taxes at the rates prescribed in schedule VI on the material component except iron and steel component, which would be exigible to tax at 4% and setting off of the output taxes payable with the input taxes paid. 

Determination of Total and Taxable Turnover.
Rule 3 of the KVAT Rules, 2005 deals with determination of total and taxable turnover. As per Rule 3(1) (c) for the purpose of works contract total turnover means “the total amount paid or payable to the dealer as the consideration for transfer of property in goods (whether as goods or in some other form) involved in the execution of works contract including any amount paid as advance to the dealer as a part of such consideration”

Following deductions can be made from the total turnover

All amounts allowed as discount, provided that such discount is allowed in accordance with the regular practice of the dealer or is in accordance with the terms of any contract or agreement entered into in a particular case; and (Rule 3(2)(c)

Provided further that the accounts show that the purchaser has paid only the sum originally charged less discount.

All amounts collected by way of tax under the act (Rule 3(2)(h)

All amounts actually expended towards labour charges and other like charges not involving any transfer of property in goods in connection with the execution of works contract including charges incurred for erection, installation, fixing, fitting out or commissioning of the goods used in the execution of works contract. (Rule 3(2)(l)
If such charges are not ascertainable from the books of accounts maintained by a dealer then the deduction towards labour and other like charges shall be allowed as a percentage of the value of the contract as specified under the act. (Rule 3(2) (m)
Explanation - I 

Where the turnover of a dealer claiming deduction towards labour and other like charges is not sufficient to cover the deduction, it shall be allowed to the extent of the turnover of the dealer in that period, and the balance shall be carried forward to the following tax period or any subsequent tax period.

Explanation – II

Labour and other like charges include charges for obtaining, on hire or otherwise, machinery and tools used in the execution of a works contract, charges for planning, designing and architect’s fees, cost of consumables used in the execution of works contract, cost of establishment to the extent relatable to supply of labour and services and other similar expenses relatable to supply of labour and services.

Explanation - III 

Gross profit earned by the dealer shall be apportioned to the value of the goods and labour and other like charges involved in the execution of works contract in the same ratio as in the total turnover.
The following Explanation has been inserted after Clause g of Rule 3(1)-Determination of turnover rules as evidenced by the draft KVAT Rules, 2006 – “Any amount paid as advance to a dealer as a part of consideration for transfer of property in goods (whether as goods or in some other form) involved in the execution of works contract shall be included in his total turnover in the month in which transfer of property in goods takes place”. Hence, advances in case of execution of works contract shall be included in the turnover of the month in which execution of works contract commences .

Computation of Tax Liability Prior to 01.04.2006

The computation of Tax liability prior and post amendment in VAT Act has been illustrated with an example:

Illustration:

[image: image1.wmf]Contract Consideration A to B

50 Lakhs

Less : Contract Consideration B to C 

(Rule3(2)(i-1)

30 Lakhs

Less : Labour Charges adhoc @ 30% 

(Rule3(2)(m)

15 Lakhs

Taxble Turnover

5 Lakhs

Tax @ 12.5%

62,500


Computation prior to 01.04.2006 

Step 1:

	Computation of Gross Profit

	
	Rs
	Rs

	Advance received (A)
	
	2,500,000

	 
	
	

	Materials- Purchased (B)
	
	

	RD Purchases
	
	

	Cement @ 12.5% 
	337,500
	

	Hardware @ 12.5% 
	22,500
	

	Bricks @ 4% 
	208,000
	

	Iron & Steel @ 4%
	416,000
	984,000

	URD Purchase
	
	

	Stone Jelly @ 12.5%
	200,000
	

	Sand @ 4%
	150,000
	350,000

	Total Purchases
	
	1,334,000

	Expenses (C)
	
	

	Labour
	500,000
	

	Machine Hire Charges
	120,000
	

	Sub Contract (Labour)
	50,000
	

	Water Charges
	10,000
	

	Office Overhead Expenses
	20,432
	

	70,000 X 5,50,000
	
	

	18,84,000
	
	700,432

	D = Total Cost (B + C)
	
	2,034,432

	Gross Profit (A – D)
	
	465,568

	Gross Profit on Cost
	 
	23%


Step 2:

	Apportionment of Gross Profit to materials and expenses

	Material Purchases/ Expenses
	Expense
	GP
	Total

	Cement - 12.5%
	337,500
	77,235
	414,735

	Hardware - 12.5%
	22,500
	5,149
	27,649

	Bricks - 4%
	208,000
	47,600
	255,600

	Iron and Steel - 4%
	416,000
	95,199
	511,199

	Stone Jelly - 12.5%
	200,000
	45,769
	245,769

	Sand - 4%
	150,000
	34,327
	184,327

	Labour
	500,000
	114,422
	614,422

	Machine Hire Charges
	120,000
	27,461
	147,461

	Sub Contract (Labour) 
	50,000
	11,442
	61,442

	Water Charges
	10,000
	2,288
	12,288

	Office Overhead Expenses
	20,432
	4,676
	25,108

	 
	
	
	

	Total
	2,034,432
	465,568
	2,500,000


Step 3:

Computation of Output tax collected

	Material Purchases/ Expenses
	Total (after GP Apportionment)
	Output Tax Collected 

[(Total* 12.5)/112.5 or Total * 4/104] 
	Net Value           (Total - Output Tax)

	Cement - 12.5%
	414,735
	46,082
	368,653

	Hardware - 12.5%
	27,649
	3,072
	24,577

	Bricks - 4%
	255,600
	9,831
	245,769

	Iron and Steel - 4%
	511,199
	19,662
	491,538

	Stone Jelly - 12.5%
	245,769
	27,308
	218,461

	Sand - 4%
	184,327
	7,089
	177,237

	Labour
	614,422
	
	614,422

	Machine Hire Charges
	147,461
	
	147,461

	Sub Contract (Labour) 
	61,442
	
	61,442

	Water Charges
	12,288
	
	12,288

	Office Overhead Expenses
	25,108
	
	25,108

	 Total
	2,500,000
	113,043
	2,386,957


Step 4:

	Calculation of Taxable Turnover 


	Particulars
	Rs
	Rs

	Advance Received
	
	2,500,000

	Add: URD Purchase
	
	350,000

	 
	
	2,850,000

	Less: Exemptions and Deductions
	
	

	Labour
	614,422
	

	Machine Hire Charges
	147,461
	

	Sub Contract (Labour)
	61,442
	

	Water Charges
	12,288
	

	Office Overhead Expenses
	25,108
	

	Tax Collected
	113,043
	

	 
	
	973,765

	Taxable Turnover
	
	1,876,235

	 
	 
	 


Step 5:

	Classification of Taxable Turnover and Computation of Tax Liability



	Particulars
	Rs
	Rs

	Output tax payable
	 
	 

	Cement - 12.5%
	368,653
	46,082

	Hardware - 12.5%
	24,577
	3,072

	Bricks - 4%
	245,769
	9,831

	Iron and Steel - 4%
	491,538
	19,662

	Stone Jelly - 12.5%
	218,461
	27,308

	Sand - 4%
	177,237
	7,089

	Add: Purchase Tax
	 
	 

	Stone Jelly - 12.5%
	200,000
	25,000

	Sand - 4%
	150,000
	6,000

	Total tax Payable
	1,876,235
	144,043

	Less: Input Tax Credit (including purchase tax                                           37,500+2,500+8,000+16,000+31,000)
	 
	95,000

	Net Tax Payable
	 
	49,043


Computation of Tax liability post 01.04.2006

The Same example is taken to compute tax liability post 01.04.2006
Assumption 1: The purchases from URD dealers are consumed/sold in the same month of purchase. In case separate stock records are maintained clearly stating the receipts, consumption/sale and balance remaining the input tax credit is available in the month of consumption/sale
Assumption 2

It is assumed that 100% of materials purchased are consumed in the same month itself.

Step 1:

Apportionment of Ad hoc Gross Profit to materials and expenses

	Consumption of Materials
	Amount in Rs
	GP at  25% (Rs)
	Total

	Out of RD Purchases
	 
	
	 

	Cement @ 12.5% 
	 
	
	 

	Hardware @ 12.5% 
	                   337,500 
	                            84,375 
	             421,875 

	Bricks @ 4% 
	                     22,500 
	                              5,625 
	               28,125 

	Iron & Steel @ 4% 
	                   208,000 
	                            52,000 
	             260,000 

	Out of URD Purchases
	                   416,000 
	                          104,000 
	             520,000 

	Stone Jelly @ 12.5%
	 
	
	 

	Sand @ 4%
	                   150,000 
	                            37,500 
	             187,500 

	 
	                   200,000 
	                            50,000 
	             250,000 

	Sub Contract (Registered Dealer) 
	 
	
	 

	 
	                   150,000 
	                            37,500 
	             187,500 

	Expenses incurred as labour like  charges
	 
	
	 

	Labour
	 
	
	 

	Machine Hire Charges
	                   500,000 
	                          125,000 
	             625,000 

	Water Charges
	                   120,000 
	                            30,000 
	             150,000 

	Office Overhead Expenses
	                     10,000 
	                              2,500 
	               12,500 

	 
	                     20,432 
	                              5,108 
	               25,540 

	Total Contract Receipts
	 
	
	 

	 
	 
	 
	2,668,040.00


Step 2:

Computation of Output tax collected

	Material Consumed/ Expenses
	Total (after GP Apportionment)
	Output Tax Collected        [(Total * 12.5)/112.5] or [(Total * 4)/104]
	Net Value           (Total - Output Tax)

	Cement @ 12.5% 
	                   421,875 
	                            46,875 
	             375,000 

	Hardware @ 12.5% 
	                     28,125 
	                              3,125 
	               25,000 

	Bricks @ 12.5% 
	                   260,000 
	                            28,889 
	             231,111 

	Iron & Steel @ 4% 
	                   520,000 
	                            20,000 
	             500,000 

	Stone Jelly @ 12.5%
	                   187,500 
	                            20,833 
	             166,667 

	Sand @ 12.5%
	                   250,000 
	                            27,778 
	             222,222 

	Labour
	                   625,000 
	 
	             625,000 

	Machine Hire Charges
	                   150,000 
	 
	             150,000 

	Sub Contract (Registered Dealer) 
	                   187,500 
	 
	             187,500 

	Water Charges
	                     12,500 
	 
	               12,500 

	Office Overhead Expenses
	                     25,540 
	 
	               25,540 

	 
	 
	 
	 

	 Total
	            2,668,040 
	                      147,500 
	    2,520,540 


Step 3:

Computation of Taxable Turnover

	Particulars
	 
	Amount in Rs
	Amount in Rs

	Total Contract Receipts
	
	 
	          2,520,540 

	Add: URD Purchases
	
	 
	             350,000 

	Total
	
	 
	          2,870,540 

	Less:  Exemptions and Deductions
	
	 
	 

	Labour
	
	                          625,000 
	 

	Machine Hire Charges
	
	                          150,000 
	 

	Sub Contract (Registered Dealer) 
	
	                          187,500 
	 

	Water Charges
	
	                            12,500 
	 

	Office Overhead Expenses
	
	                            25,540 
	          1,000,540 

	Taxable Turnover
	 
	 
	        1,870,000 


Step 4:

Computation of Tax Liability

	Particulars
	Taxable Turnover
	Rate of Tax
	Tax Liability

	Cement 
	                   375,000 
	12.50%
	               46,875 

	Hardware 
	                     25,000 
	12.50%
	                3,125 

	Bricks 
	                   231,111 
	12.50%
	               28,889 

	Iron & Steel
	                   500,000 
	4%
	               20,000 

	Stone Jelly 
	                   166,667 
	12.50%
	               20,833 

	Sand 
	                   222,222 
	12.50%
	               27,778 

	Total (A)
	              1,520,000 
	
	           147,500 

	 
	 
	
	 

	Add: Purchase Tax u/s 3(2)
	 
	
	 

	Stone Jelly
	                   150,000 
	12.50%
	          18,750.00 

	Sand
	                   200,000 
	4%
	            8,000.00 

	Total (B)
	                  350,000 
	
	        26,750.00 

	 
	 
	 
	 

	Total Output tax Payable (A + B)
	 
	 
	      174,250.00 

	Less: 
	 
	 
	 

	Input Tax Credit (including purchase tax)
	 
	 
	      121,750.00 

	(95,000+26,750)
	 
	 
	 

	Net Tax Payable
	 
	 
	        52,500.00 

	 
	 
	 
	 


Iron and steel Usage

The present provisions would require the payment of output taxes at the rates prescribed in schedule VI on the material component except iron and steel component, which would be exigible to tax at 4%. However, it is unclear whether Iron & steel would be exigible at 4% only when utilised in its unaltered form or otherwise. Iron and steel is seldom used in its original form it is used either in the form of rods or in some other form. Hence, it is imperative to know whether it would still be exigible to tax at 4% if not used in unaltered form.

Deduction of amounts paid to sub-contractors from the total turnover 

Sub Rule (i-1) has been inserted in Rule 3 of the draft KVAT Rules which states that, “All amounts paid to sub-contractors as the consideration for execution of works contract whether wholly or partly”. Provided that, no such deduction shall be allowed unless the dealer claiming deduction produces documents in proof that the sub-contractor is a registered dealer liable to pay tax under the Act and that the turnover of such amounts is included in the return filed by such sub-contractor”.

Prior to 01.04.2006 only Labour and like charges related to such sub contract was allowed as deduction. The amendment in the rules allows deduction of all amounts paid to sub-contractors as consideration for executing of works contract whether wholly or partly. This may take the form of input tax credit and Ad hoc labour deduction /actual labour deduction. Amounts paid to sub contractor who is not registered would not be eligible for deduction from the total turnover of the dealer as per the provisions of sub rule (i-1).

Issues:

The Drafting Authorities have been unduly favourable to the Contractor through this provision inadvertently they have provided double advantage to the works contractors. Sub Rule 3(2)(i-1) of the draft KVAT Rules allows all amounts paid to the sub contractor as deduction from the total turnover of the main contractor. Again, the works contractors can claim input tax credit under Section 10 as well. Further, the main contractor can avail for deduction under Rule 3(2)(l) where labour can be calculated on actual basis or under Rule 3(2)(m) where labour calculated on A-Hoc basis. This lacuna in the law can be explained with an example:

Example: Where A gives a Contract to B for 50 Lakhs, B Subcontracts to C for 30 Lakhs and C Collects from B Approximately Tax of 2 Lakhs. Assuming that B is not able to ascertain the labour cost from books of accounts we may be able to arrive at the tax liability of the main contractor in the following three methods.

[image: image2.wmf]Contract Consideration A to B

50 Lakhs

Less : Contract Consideration B to C 

(Rule3(2)(i-1)

30 Lakhs

Less : Labour Charges adhoc @ 30% 

(Rule3(2)(m)

15 Lakhs

Taxble Turnover

5 Lakhs

Tax @ 12.5%

62,500

Less:Input tax credit 

2 Lakhs

Tax refundable

138,500

Method 1: Deduction availed under Rule 3 (2)(i-1)
Method 2: Input tax credit and labour deduction availed
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50 Lakhs

Less : Labour Charges adhoc @ 30%

15 Lakhs

Taxble Turnover

35 Lakhs

Tax @ 12.5%

437,500

Less:Input Tax credit

2 Lakhs

Tax Payable

237,500


Method:3 Deduction availed as per Rule 3(2)(i-1) as well as input tax credit availed as per section 10
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Local Purchases from Registered Dealers

Cement @ 12.5% (inclusive of input tax – 37,500)

337,500

     

 

Hardware @ 12.5% (inclusive of input tax – 2,500)

22,500

       

 

Bricks @ 4% (inclusive of input tax – 8,000)

208,000

     

 

Iron & Steel @ 4% (inclusive of input tax – 16,000)

416,000

     

 

984,000

                  

 

URD Purchases from Local dealers

Stone Jelly @ 12.5%

150,000

     

 

Sand @ 4%
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Expenses incurred as labour like charges

Labour
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Machine Hire Charges

120,000

     

 

Sub Contract (Labour)(Total Sub Contract Consideration being 

1,66,667) 

50,000

       

 

Water Charges

10,000

       

 

Office Overhead Expenses

70,000

       

 

750,000

                  

 

X &Y Construction Pvt Ltd


In the first method if the deduction is claimed under Rule 3(2) (i-1) and 3(2) (m) the tax liability to the main contractor B would be Rs 62, 500. In the second method where the input tax credit is availed under Section 10 the tax liability would amount to Rs 2, 37, 500. In the third method if the deduction is claimed under Rule 3(2)(i-1), Rule 3(2)(m) and input tax credit is availed under Section 10 the main contractor would be in a VAT refund position of              Rs 1,38, 500!

   Would it not have been more realistic if the provisions where drafted in a manner as to provide either the benefit under Rule 3(2)(i-1) or benefit under Section 10 and not both. An amendment in Section 11, which governs the input tax credit restrictions, to make available the input tax Credit benefit to the works contractor subject to the condition that the benefit under Rule 3(2)(i-1) is not availed may be more feasible a solution to this lacuna in the law.

Back -To-Back Contracts:     

The Status quo where no value addition takes place in the case of sub-contracting is as yet undecided, whether VAT would be required to be paid in such a case is another matter to be pondered on. Where there is no value addition, is the levy of VAT justifiable? VAT after all is a multistage tax levied on all stages of sales from the manufacturer / importer to wholesaler / distributor and to retailer on the value added at every stage. Therefore, where there is no value addition, it can be rightly argued that the ideology of levying VAT where there is no value addition would defeat the provisions of VAT.

The tax liability relating to back-to- back contracts is unclear. The issues relating to back- to – back contracts are explained using the following situations:

Where A and B enter into a back- to- back contract for Rs.10 Lakhs, A does not pay the entire contract value of Rs 10 Lakhs and claims Rs 1 lakh as discount. This may be done by raising a tax invoice for Rs 10 lakhs by B on A and a credit note in respect of discount of Rs 1 lakh in favour of A. Here the question arises: Is tax payable on one lakh discount?

If B would claim discount as per 3 (2) (c) from his total turnover would A have to pay VAT on the discount value i.e Rs 1 lakh after claiming the amount paid to B of Rs 9 lakhs as per Rule 3(2)(i-1) from his total turnover of Rs 10 lakhs? 

  Alternatively, if B raises a credit note without reversal of VAT and pays VAT on the entire contract value of Rs 10 lakhs, would A still be required to pay tax on Rs 10 lakhs after availing deduction from his total turnover under Rule 3(2)(i-1) i.e on Rs 1 lakh as tax has already been paid by B on the entire contract value. Further, can he later claim a refund to that extent? 

Further if A in pursuance of the invoice pays the entire contract price of Rs 10 lakhs and B on raising a credit note without reversal of VAT for discount as an incentive to A, pays A by cheque an amount of Rs 1 lakh. Assuming, that B has paid tax on the entire contract value of Rs 10 lakhs would A still require to pay VAT on Rs 1 lakh.

Impact Of wrong claim by Sub contractor

Where the sub contractor raises an invoice charging labour on actual basis, the position of the main contractor where it is later found by the Department inspection authorities that the sub contractor had raised fictitious invoices in relation to labour charges is unclear. This can be explained by an illustration:

A the main contractor subcontracts to B, contract of the value of Rs 100 at a sub contract value of Rs 80. B claims Rs 30 as the actual labour charges in the invoice raised and this transaction is recorded as such in the books of A. A claims Rs 30 as deduction towards labour from his turnover as per Rule 3 (2) (l) of the KVAT Act 2003. On a subsequent date the books of accounts of B are inspected and it is found that he had raised fictitious bills in respect of labour and his actual labour is less than that charged in the bill, i.e. Rs 20 what would be the position of the main contractor in this case would he also be required to revise his books and his returns?

 Delay in submission of bills
 As per the clause (i-l) of Rule 3(2) of the Draft KVAT Rules, “All amounts paid to sub-contractor for execution of works contract whether wholly or partly” is eligible for deduction from the total turnover of the main contractor. Provided that, no such deduction shall be allowed unless the dealer claiming deduction produces documents in proof that the contractor is a dealer liable to tax under the act and that the turnover of such amounts is included in the return filed by the sub-contractor. This Draft Rule may give rise to issues where the sub contractor delays in raising invoices. Here the phrase “amounts paid” has not been clearly explained. It cannot be safely concluded whether it is the actual bill raised or the actual amounts paid. Where it is the actual amounts paid going by the conditions for the availment of the deduction in the absence of the bills the return filed by the sub contractor would need to be enclosed in support of the deduction claimed. This would cause unnecessary hardship to the main contractor as he would need to obtain the return filed by the sub contractor and only then would he be able to submit his return. For instance, ‘X’ a main contractor pays Rs 10 lakhs to ‘Y’ the sub contractor. However, ‘Y’ does not raise invoices in respect of the work done immediately. On the date of filing the return where ‘Y’ has not raised a bill for the work done can X claim the deduction of the amount paid to ‘Y’ without the invoice raised or the VAT return of the Sub contractor.

Obligation to Issue a Tax Invoice 

Rule 27 (1) of the KVAT Rules 2005 prescribes that, every registered dealer shall issue a tax invoice when he sells taxable goods or exempt goods along with any taxable goods, as specified in Section 29.Section 29(1) of the KVAT Act, makes it mandatory for a registered dealer to issue a tax invoice, effecting a taxable sale, or sale of exempt goods along with any taxable goods. In construction industry, revenue of a works contract is recognized only on certification from clients. Should the date of certification be considered as sale date or actual date of work? If the date of actual work is considered as sale date rather than the date of certification then the return has to be filed on the adhoc basis within 20 days after the end of the preceding month. Again, where the certified work done is less than the actual work done problems would arise as to the amount of work to be billed. As the value of certification is always less than Value of Work Done billed, the return filed on adhoc basis will always be subject to revision, which will create unnecessary paper work.
It is practically impossible to raise Tax invoices at each stage of collection of monies from the prospective buyers since the labour/material components will not be known. Further it is impossible in each case to arrive at the output tax payable and input Tax credit to be availed. A suitable scheme should be evolved in respect of issue of Tax invoices and collection of taxes.

Under works contract sale happens at the time of incorporation of goods in the works.  Therefore, as and when the goods are incorporated in the works “Tax Invoice” has to be issued by a dealer. Unlike sale of goods under works contract especially when project is taken up for more than a year dealer may not be in a position to identify the actual gross profit, unless the project is completed.  In this situation, it is not practical to issue sale invoice as and when the goods are incorporated during the execution of works contract. Suppose an advance was received for an amount of Rs ten Lakhs and the work was done for only Rs nine lakh fifty thousand then what should be the amount of invoice raised?

Contents of bill of sale/Tax Invoice as prescribed under Section 29 does not specify whether the value of labour charges received from customer is required to be included in the invoice. In this case it is not clear whether the main contractor has to receive separate invoice/voucher/bill towards amount paid to sub-contractor in connection with labour charges to claim actual labour charges as deduction as referred in rule 3(2)(l). 

As per sub-section (3) of the section 29 composition dealers are required to issue bill of sale. If the composition dealer issues an invoice without bifurcating material and labour value separately, it has not been clarified as to the manner in which the main contractor should account for the value of material and labour in his books of accounts. Even in this situation, the main contractor can claim the labour charges as provided in rule 3(2) (m) which reads as under 

“Such amounts calculated at the rate specified in column (3) of the table below towards labour charges and the other like charges as incurred in the execution of a works contract when such charges are not ascertainable from the books of accounts maintained by the dealer”.  What happens if labour charges involved in that particular work is more than 30%, ultimately the main contractor will end up in paying taxes on the portion of the labour charges, which he is not required to pay.    

The billing aspect has again been a complicated issue and there should be separate format for Works Contract Tax Invoice. The Tax invoice is for the sale of taxable goods or sale of taxable goods along with the exempted goods. There should be special format of Works contract Tax Invoice that should be meant for Works contractor, including one more content towards labour & other like charges incurred during the execution of work. 
Another aspect to be looked into is whether advances received are to be taxed where only labour work is done. As per the explanation to Rule 3 (1)(c) advances in case of execution of works contract shall be included in the turnover of the month in which execution of works contract commences. In the case where the land is prepared for construction i.e. where excavation work is done where no actual material cost is incurred and only labour expenses are incurred would works contractor be still required to offer advances received to tax?

Dual Advantage?
A further amendment in section 11 qualifies the tax paid on consumables utilised in the execution of works contract for input tax credit. Section 11 which deals with input tax restrictions earlier restricted the input tax credit on goods specified in fifth schedule, which was utilised in the execution of works contract. However, sub section 2 of the amended act now provides that the input tax shall not be deducted in respect of:

   “Tax paid on goods as specified in the Fifth Schedule subject to such conditions as may be specified, purchased and put to use for purposes other than for resale or manufacture or any other process of other goods for sale.”

Rule 3(2) (l) of the KVAT Rules, 2005 provides exemption towards amounts actually expended towards labour & other like charges from total turnover. Sub-section (2) of section 10 of he KVAT Act, 2003 deals with claim of input tax. Subject to input restrictions specified in Section 11 a registered dealer is eligible to claim, input tax paid on purchase of goods for use in the course of business. Consumables used and consumed in the process of execution of works contract could not be taxed, because that would not amount to transfer of property in consumables whether as goods or in some other form. The identity of the consumable is entirely lost in the execution of works contract. The nature of consumables may be gas, electrodes, fuel, water, chemicals etc. 

Dealers would get the benefit of double deductions, one on the purchases of material, which are in the form of consumables, no transfer of property on such purchases during the time of execution of works contract treating the same as labour & other like charges and the other benefit in the form of input tax credit on such purchases.  

Now the question arises whether Input tax credit can be claimed on such consumables, which are already claimed as deduction towards labour and other like charges?  If not, where is this restriction in the provisions on such claim? 

Again, what would be the position if a consumable does not get totally consumed and is in existence, albeit in a very small measure which is so insignificant as to be totally lost in the entire definition of the product itself, would such an consumable still be a consumable under KVAT Act? The dealer would be put to undue hardship because of such a dilemma. In the advanced ruling No AR CLR.CR-26/05-06/28.09.2005 this situation has been further highlighted. M/s Ram Kumar Mills Private Limited engaged in the business of execution of dyeing works contracts filed an Advance Ruling clarification regarding the computation of taxable turnover and whether deduction allowed for labour and other charges includes consumables utilised in the processing of cotton fabric. 

In the present case, the entire operation of processing and printing of fabrics was identifiable into five distinct processes. The facts of the case submitted that the raw materials used in the job-work of processing textiles would be consumed in the process. No colour would remain in the fabric and would be totally oxidised except in process 4 i.e dyeing process and process 5 of finishing process. In dyeing process- 4 the fabric absorbs 20% of colours consumed. In process 5- finishing process where the fabric absorbs 3% of chemical consumed.

The Ruling stated that under the scheme of works contract, the goods transferred in the course of works contract is liable to tax under the KVAT Act 2003. Just because a portion of the goods goes waste does not alter the value of goods and tax is exigible on the entire value of goods. Para 10 states that as regards computation of taxable turnover, the applicant’s understanding that part of the chemicals and dyes go as waste is not the criteria to decide the turnover on which tax is eligible as per the provisions of Sec.4 under the KVAT Act, 2003 because measure of taxation is not on the quantity of goods but on the value of goods. In this case, chemicals, pigments, dyes, etc., used at dyeing stage and finishing stage is the value of goods that are transferred in the process of works contract. This distinguishes the Advance Ruling given u/s 5-B of the KST Act, 1957 in CLR.CR.103/04-05 dated 25.11.2004. Wherein, the same applicant M/s Ram Kumar Mills had seeked clarification for the same subject under KVAT. In the said ruling it was held that-“Dyes and chemicals used in the execution of the works contract, which are consumed, not manifest or not exist on the fabric, are eligible for deduction in determining the taxable turnover. To the extent of dyes and chemicals transferred, which manifest in some other form of goods, like colour etc., are taxable to the extent of their transfer”.

The ruling under KVAT implies that where any chemicals are used in the stage-of processing of cotton fabric and where it is used before the stage of dyeing, the chemicals does not hold on to fabric and in the stage of dyeing and finishing the chemicals used will hold on to the cotton fabrics and which converts the grey fabric into printed fabric. It means as per the order that since the dyes, and chemicals used at dyeing stage and finishing stage only are transferred, to the final output are taxable in the course of execution of works contract.

 As per Rule 3(2)(l) of the KVAT Rules 2005, all amounts actually expended towards labour charges and other like charges not involving any transfer of property in goods in connection with the execution of works contract would be deductible from total turnover.

 As already discussed labour and other like charges includes cost of consumables used in the execution of works contract. Therefore dyes, chemicals used in the execution of works contract, which are consumed and not identifiable in the fabric should be eligible for deduction from the total turnover. If the materials used are consumed, destroyed or used up, leaving no trace or remnant or reaction of any kind in any form to the extent of such consumption there is no transfer of property in goods liable to tax and deductions of goods consumed should be allowed as deduction as labour and other charges as per Rule 3(2)(l) of the KVAT Rules 2005.

In the processing of cotton fabric, some dyes and chemicals are used which may exist on the fabric or which may not exist on the fabric. It was stated that in the dyeing stage, 20% of the dyes and chemicals remain on the fabric and balance 80% of the chemicals used in that process will be washed away and in the finishing stage only approximate 3% chemicals will remain in fabric. The dyes and chemicals which are washed away are to be treated as consumables and should be allowed as deduction from the total turnover.

The intention of the authorities to bring the entire value of dyes and chemicals to tax based on the premise that a small portion of the total value would be manifest in the final product is totally unjustified. In any stage of execution of works contract where the dyes, chemicals used are totally consumed are not liable to tax and should be treated as consumables and should be allowed as deduction as per Rule 3(2)(l) and Rule 3(2)(m) of the KVAT Rules 2005.

Other issues:
The Draft rules have left many questions unanswered such as deductions towards labour charges, whether it can be claimed on adhoc basis for one project and actual basis on another project and if one can change the method of claiming deduction in respect of labour component while computing taxable turnover from Ad hoc basis to actual basis.

URD Purchases:

Section 11(a)(8) of the KVAT Act, 2003 prescribes that, tax paid under sub-section (2) of section 3 on the purchases of goods excluding fuel, until output tax is payable on such goods or other goods in which such goods are put to use except when the said goods are exported out of the territory of India.  

VAT law does not require a dealer to directly correlate his purchase and sale, however for unregistered dealers purchases the input tax restrictive provision requires dealers to track the purchases to the sales so as to eligible to claim the credit for the taxes paid by him under section 3(2) of the KVAT laws. 

As per section 3(2) the tax shall also be levied, and paid by every registered dealer or a dealer liable to be registered, on the sale of taxable goods to him, for use in the course of his business, by a person who is not registered under this act.

Under works contract it is difficult to track the unregistered purchases and correlate the same with the sale. The provision of section 3(2) of the KVAT States that every registered dealer who purchases from unregistered dealer is liable to pay tax on such unregistered purchases when they sell such goods or use such goods in the course of business. Thus every such purchase needs to be traced to the exact use of such goods in the execution of the works contract, which is very impractical and absurd.  

With due respects to the drafting authorities who had taken on such a commendable task of removing hardships of the dealers, the amended acts and the draft rules still leave a lot to be desired. These are the views of one individual who is involved in the field of consultation practice of works contract, many more controversies may be voiced by the public and the others involved with this subject. The act pertaining to the works contract is still riddled with bundles of contradictions and a mixture of opposites. The lacuna in the drafting of rules are glaringly obvious. The author appeals humbly to the Government and the Department to give the persons involved in the works contract an opportunity to be heard, as they are the persons affected by the Law. A Committee instituted for this purpose, constituting of members of the industry, and legal luminaries involved along with the law makers to come out with guidelines and guidance notes which would definitely go a long way in removing these problems and issues, which have been existing from the time of the erstwhile KST Act and are still existing in the KVAT Act despite the various amendments effected. The author can be contacted at sanjay@dnsconsulting.net, and would truly welcome suggestions criticisms and other inputs in relation to this subject and would incorporate them in his next article pertaining to the same subject. 
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Sheet1

		Mfar Construction Pvt Ltd

				Rs		Rs

		Contract Receipt Received or Receivable				25,00,000

		Local Purchases from Registered Dealers

		Cement @ 12.5% (inclusive of input tax – 37,500)		337,500

		Hardware @ 12.5% (inclusive of input tax – 2,500)		22,500

		Bricks @ 4% (inclusive of input tax – 8,000)		208,000

		Iron & Steel @ 4% (inclusive of input tax – 16,000)		416,000		984,000

		URD Purchases from Local dealers

		Stone Jelly @ 12.5%		150,000

		Sand @ 4%		200,000		350,000

		Expenses incurred as labour like charges

		Labour		500,000

		Machine Hire Charges		120,000

		Sub Contract (Labour)(Total Sub Contract Consideration being 1,66,667)		50,000

		Water Charges		10,000

		Office Overhead Expenses		70,000		750,000

		Apportionment of Gross Profit to materials and expenses

		Material Purchases/ Expenses		Expense		GP		Total

		Cement - 12.5%		337,500		77,235		414,735

		Hardware - 12.5%		22,500		5,149		27,649

		Bricks - 4%		208,000		47,600		255,600

		Iron and Steel - 4%		416,000		95,199		511,199

		Stone Jelly - 12.5%		200,000		45,769		245,769

		Sand - 4%		150,000		34,327		184,327

		Labour		500,000		114,422		614,422

		Machine Hire Charges		120,000		27,461		147,461

		Sub Contract (Labour)		50,000		11,442		61,442

		Water Charges		10,000		2,288		12,288

		Office Overhead Expenses		20,432		4,676		25,108

		Total		2,034,432		465,568		2,500,000

		Material Purchases/ Expenses		Total (after GP Apportionment)		Output Tax Collected    [(Total * 12.5)/112.5] or [Total * 4/104]		Net Value           (Total - Output Tax)

		Cement - 12.5%		414,735		46,082		368,653

		Hardware - 12.5%		27,649		3,072		24,577

		Bricks - 4%		255,600		9,831		245,769

		Iron and Steel - 4%		511,199		19,662		491,538

		Stone Jelly - 12.5%		245,769		27,308		218,461

		Sand - 4%		184,327		7,089		177,237

		Labour		614,422				614,422

		Machine Hire Charges		147,461				147,461

		Sub Contract (Labour)		61,442				61,442

		Water Charges		12,288				12,288

		Office Overhead Expenses		25,108				25,108

		Total		2,500,000		113,043		2,386,957

		Particulars		Rs		Rs

		Advance Received				2,500,000

		Add: URD Purchase				350,000

						2,850,000

		Less: Exemptions and Deductions

		Labour		614,422

		Machine Hire Charges		147,461

		Sub Contract (Labour)		61,442

		Water Charges		12,288

		Office Overhead Expenses		25,108

		Tax Collected		113,043

						973,765

		Taxable Turnover				1,876,235

		Particulars		Rs		Rs

		Output tax payable

		Cement - 12.5%		368,653		46,082

		Hardware - 12.5%		24,577		3,072

		Bricks - 4%		245,769		9,831

		Iron and Steel - 4%		491,538		19,662

		Stone Jelly - 12.5%		218,461		27,308

		Sand - 4%		177,237		7,089

		Add: Purchase Tax

		Stone Jelly - 12.5%		200,000		25,000

		Sand - 4%		150,000		6,000

		Total tax Payable		1,876,235		144,043

		Less: Input Tax Credit (including purchase tax                                           37,500+2,500+8,000+16,000+31,000)				95,000

		Net Tax Payable				49,043





Sheet2

		

				Particulars		Amount in Rs		GP at  25% (Rs)		Total

				Consumption of Materials

				Out of RD Purchases

				Cement @ 12.5%		337,500		84,375		421,875

				Hardware @ 12.5%		22,500		5,625		28,125

				Bricks @ 4%		208,000		52,000		260,000

				Iron & Steel @ 4%		416,000		104,000		520,000

				Out of URD Purchases

				Stone Jelly @ 12.5%		150,000		37,500		187,500

				Sand @ 4%		200,000		50,000		250,000

				Sub Contract (Registered Dealer)		150,000		37,500		187,500

				Expenses incurred as labour like charges

				Labour		500,000		125,000		625,000

				Machine Hire Charges		120,000		30,000		150,000

				Water Charges		10,000		2,500		12,500

				Office Overhead Expenses		20,432		5,108		25,540

				Total Contract Receipts						2,668,040

				Material Consumed/ Expenses		Total (after GP Apportionment)		Output Tax Collected        [(Total * 12.5)/112.5] or [(Total * 4)/104]		Net Value           (Total - Output Tax)

				Cement @ 12.5%		421,875		46,875		375,000

				Hardware @ 12.5%		28,125		3,125		25,000

				Bricks @ 12.5%		260,000		28,889		231,111

				Iron & Steel @ 4%		520,000		20,000		500,000

				Stone Jelly @ 12.5%		187,500		20,833		166,667

				Sand @ 12.5%		250,000		27,778		222,222

				Labour		625,000				625,000

				Machine Hire Charges		150,000				150,000

				Sub Contract (Registered Dealer)		187,500				187,500

				Water Charges		12,500				12,500

				Office Overhead Expenses		25,540				25,540

				Total		2,668,040		147,500		2,520,540

				Particulars				Amount in Rs		Amount in Rs

				Total Contract Receipts						2,520,540

				Add: URD Purchases						350,000

				Total						2,870,540

				Less:  Exemptions and Deductions

				Labour				625,000

				Machine Hire Charges				150,000

				Sub Contract (Registered Dealer)				187,500

				Water Charges				12,500

				Office Overhead Expenses				25,540		1,000,540

				Taxable Turnover						1,870,000

				Particulars		Taxable Turnover		Rate of Tax		Tax Liability

				Cement		375,000		12.50%		46,875

				Hardware		25,000		12.50%		3,125

				Bricks		231,111		12.50%		28,889

				Iron & Steel		500,000		4%		20,000

				Stone Jelly		166,667		12.50%		20,833

				Sand		222,222		12.50%		27,778

				Total (A)		1,520,000				147,500

				Add: Purchase Tax u/s 3(2)

				Stone Jelly		150,000		12.50%		18,750

				Sand		200,000		4%		8,000

				Total (B)		350,000				26,750

				Total Output tax Payable (A + B)						174,250

				Less:

				Input Tax Credit (including purchase tax)						121,750

				(95,000+26,750)

				Net Tax Payable						52,500

				Contract Consideration A to B		50 Lakhs

				Less : Contract Consideration B to C (Rule3(2)(i-1)		30 Lakhs

				Less : Labour Charges adhoc @ 30% (Rule3(2)(m)		15 Lakhs

				Taxble Turnover		5 Lakhs

				Tax @ 12.5%		62,500
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				Computation of Gross Profit

						Rs		Rs

				Advance received (A)				2,500,000

				Materials- Purchased (B)

				RD Purchases

				Cement @ 12.5%		337,500

				Hardware @ 12.5%		22,500

				Bricks @ 4%		208,000

				Iron & Steel @ 4%		416,000		984,000

				URD Purchase

				Stone Jelly @ 12.5%		200,000

				Sand @ 4%		150,000		350,000

				Total Purchases				1,334,000

				Expenses (C)

				Labour		500,000

				Machine Hire Charges		120,000

				Sub Contract (Labour)		50,000

				Water Charges		10,000

				Office Overhead Expenses		20,432

				70,000 X 5,50,000

				18,84,000				700,432

				D = Total Cost (B + C)				2,034,432

				Gross Profit (A - D)				465,568

				Gross Profit on Cost				23%
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Sheet1

		Mfar Construction Pvt Ltd

				Rs		Rs

		Contract Receipt Received or Receivable				25,00,000

		Local Purchases from Registered Dealers

		Cement @ 12.5% (inclusive of input tax – 37,500)		337,500

		Hardware @ 12.5% (inclusive of input tax – 2,500)		22,500

		Bricks @ 4% (inclusive of input tax – 8,000)		208,000

		Iron & Steel @ 4% (inclusive of input tax – 16,000)		416,000		984,000

		URD Purchases from Local dealers

		Stone Jelly @ 12.5%		150,000

		Sand @ 4%		200,000		350,000

		Expenses incurred as labour like charges

		Labour		500,000

		Machine Hire Charges		120,000

		Sub Contract (Labour)(Total Sub Contract Consideration being 1,66,667)		50,000

		Water Charges		10,000

		Office Overhead Expenses		70,000		750,000

		Apportionment of Gross Profit to materials and expenses

		Material Purchases/ Expenses		Expense		GP		Total

		Cement - 12.5%		337,500		77,235		414,735

		Hardware - 12.5%		22,500		5,149		27,649

		Bricks - 4%		208,000		47,600		255,600

		Iron and Steel - 4%		416,000		95,199		511,199

		Stone Jelly - 12.5%		200,000		45,769		245,769

		Sand - 4%		150,000		34,327		184,327

		Labour		500,000		114,422		614,422

		Machine Hire Charges		120,000		27,461		147,461

		Sub Contract (Labour)		50,000		11,442		61,442

		Water Charges		10,000		2,288		12,288

		Office Overhead Expenses		20,432		4,676		25,108

		Total		2,034,432		465,568		2,500,000

		Material Purchases/ Expenses		Total (after GP Apportionment)		Output Tax Collected    [(Total * 12.5)/112.5] or [Total * 4/104]		Net Value           (Total - Output Tax)

		Cement - 12.5%		414,735		46,082		368,653

		Hardware - 12.5%		27,649		3,072		24,577

		Bricks - 4%		255,600		9,831		245,769

		Iron and Steel - 4%		511,199		19,662		491,538

		Stone Jelly - 12.5%		245,769		27,308		218,461

		Sand - 4%		184,327		7,089		177,237

		Labour		614,422				614,422

		Machine Hire Charges		147,461				147,461

		Sub Contract (Labour)		61,442				61,442

		Water Charges		12,288				12,288

		Office Overhead Expenses		25,108				25,108

		Total		2,500,000		113,043		2,386,957

		Particulars		Rs		Rs

		Advance Received				2,500,000

		Add: URD Purchase				350,000

						2,850,000

		Less: Exemptions and Deductions

		Labour		614,422

		Machine Hire Charges		147,461

		Sub Contract (Labour)		61,442

		Water Charges		12,288

		Office Overhead Expenses		25,108

		Tax Collected		113,043

						973,765

		Taxable Turnover				1,876,235

		Particulars		Rs		Rs

		Output tax payable

		Cement - 12.5%		368,653		46,082

		Hardware - 12.5%		24,577		3,072

		Bricks - 4%		245,769		9,831

		Iron and Steel - 4%		491,538		19,662

		Stone Jelly - 12.5%		218,461		27,308

		Sand - 4%		177,237		7,089

		Add: Purchase Tax

		Stone Jelly - 12.5%		200,000		25,000

		Sand - 4%		150,000		6,000

		Total tax Payable		1,876,235		144,043

		Less: Input Tax Credit (including purchase tax                                           37,500+2,500+8,000+16,000+31,000)				95,000

		Net Tax Payable				49,043
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				Particulars		Amount in Rs		GP at  25% (Rs)		Total

				Consumption of Materials

				Out of RD Purchases

				Cement @ 12.5%		337,500		84,375		421,875

				Hardware @ 12.5%		22,500		5,625		28,125

				Bricks @ 4%		208,000		52,000		260,000

				Iron & Steel @ 4%		416,000		104,000		520,000

				Out of URD Purchases

				Stone Jelly @ 12.5%		150,000		37,500		187,500

				Sand @ 4%		200,000		50,000		250,000

				Sub Contract (Registered Dealer)		150,000		37,500		187,500

				Expenses incurred as labour like charges

				Labour		500,000		125,000		625,000

				Machine Hire Charges		120,000		30,000		150,000

				Water Charges		10,000		2,500		12,500

				Office Overhead Expenses		20,432		5,108		25,540

				Total Contract Receipts						2,668,040

				Material Consumed/ Expenses		Total (after GP Apportionment)		Output Tax Collected        [(Total * 12.5)/112.5] or [(Total * 4)/104]		Net Value           (Total - Output Tax)

				Cement @ 12.5%		421,875		46,875		375,000

				Hardware @ 12.5%		28,125		3,125		25,000

				Bricks @ 12.5%		260,000		28,889		231,111

				Iron & Steel @ 4%		520,000		20,000		500,000

				Stone Jelly @ 12.5%		187,500		20,833		166,667

				Sand @ 12.5%		250,000		27,778		222,222

				Labour		625,000				625,000

				Machine Hire Charges		150,000				150,000

				Sub Contract (Registered Dealer)		187,500				187,500

				Water Charges		12,500				12,500

				Office Overhead Expenses		25,540				25,540

				Total		2,668,040		147,500		2,520,540

				Particulars				Amount in Rs		Amount in Rs

				Total Contract Receipts						2,520,540

				Add: URD Purchases						350,000

				Total						2,870,540

				Less:  Exemptions and Deductions

				Labour				625,000

				Machine Hire Charges				150,000

				Sub Contract (Registered Dealer)				187,500

				Water Charges				12,500

				Office Overhead Expenses				25,540		1,000,540

				Taxable Turnover						1,870,000

				Particulars		Taxable Turnover		Rate of Tax		Tax Liability

				Cement		375,000		12.50%		46,875

				Hardware		25,000		12.50%		3,125

				Bricks		231,111		12.50%		28,889

				Iron & Steel		500,000		4%		20,000

				Stone Jelly		166,667		12.50%		20,833

				Sand		222,222		12.50%		27,778

				Total (A)		1,520,000				147,500

				Add: Purchase Tax u/s 3(2)

				Stone Jelly		150,000		12.50%		18,750

				Sand		200,000		4%		8,000

				Total (B)		350,000				26,750

				Total Output tax Payable (A + B)						174,250

				Less:

				Input Tax Credit (including purchase tax)						121,750

				(95,000+26,750)

				Net Tax Payable						52,500

				Contract Consideration A to B		50 Lakhs

				Less : Labour Charges adhoc @ 30%		15 Lakhs

				Taxble Turnover		35 Lakhs

				Tax @ 12.5%		437,500

				Less:Input Tax credit		2 Lakhs

				Tax Payable		237,500
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				Computation of Gross Profit

						Rs		Rs

				Advance received (A)				2,500,000

				Materials- Purchased (B)

				RD Purchases

				Cement @ 12.5%		337,500

				Hardware @ 12.5%		22,500

				Bricks @ 4%		208,000

				Iron & Steel @ 4%		416,000		984,000

				URD Purchase

				Stone Jelly @ 12.5%		200,000

				Sand @ 4%		150,000		350,000

				Total Purchases				1,334,000

				Expenses (C)

				Labour		500,000

				Machine Hire Charges		120,000

				Sub Contract (Labour)		50,000

				Water Charges		10,000

				Office Overhead Expenses		20,432

				70,000 X 5,50,000

				18,84,000				700,432

				D = Total Cost (B + C)				2,034,432

				Gross Profit (A - D)				465,568

				Gross Profit on Cost				23%
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Sheet1

		X &Y Construction Pvt Ltd

				Rs		Rs

		Contract Receipt Received or Receivable				25,00,000

		Local Purchases from Registered Dealers

		Cement @ 12.5% (inclusive of input tax – 37,500)		337,500

		Hardware @ 12.5% (inclusive of input tax – 2,500)		22,500

		Bricks @ 4% (inclusive of input tax – 8,000)		208,000

		Iron & Steel @ 4% (inclusive of input tax – 16,000)		416,000		984,000

		URD Purchases from Local dealers

		Stone Jelly @ 12.5%		150,000

		Sand @ 4%		200,000		350,000

		Expenses incurred as labour like charges

		Labour		500,000

		Machine Hire Charges		120,000

		Sub Contract (Labour)(Total Sub Contract Consideration being 1,66,667)		50,000

		Water Charges		10,000

		Office Overhead Expenses		70,000		750,000
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_1209658791.xls
Sheet1

		Mfar Construction Pvt Ltd

				Rs		Rs

		Contract Receipt Received or Receivable				25,00,000

		Local Purchases from Registered Dealers

		Cement @ 12.5% (inclusive of input tax – 37,500)		337,500

		Hardware @ 12.5% (inclusive of input tax – 2,500)		22,500

		Bricks @ 4% (inclusive of input tax – 8,000)		208,000

		Iron & Steel @ 4% (inclusive of input tax – 16,000)		416,000		984,000

		URD Purchases from Local dealers

		Stone Jelly @ 12.5%		150,000

		Sand @ 4%		200,000		350,000

		Expenses incurred as labour like charges

		Labour		500,000

		Machine Hire Charges		120,000

		Sub Contract (Labour)(Total Sub Contract Consideration being 1,66,667)		50,000

		Water Charges		10,000

		Office Overhead Expenses		70,000		750,000

		Apportionment of Gross Profit to materials and expenses

		Material Purchases/ Expenses		Expense		GP		Total

		Cement - 12.5%		337,500		77,235		414,735

		Hardware - 12.5%		22,500		5,149		27,649

		Bricks - 4%		208,000		47,600		255,600

		Iron and Steel - 4%		416,000		95,199		511,199

		Stone Jelly - 12.5%		200,000		45,769		245,769

		Sand - 4%		150,000		34,327		184,327

		Labour		500,000		114,422		614,422

		Machine Hire Charges		120,000		27,461		147,461

		Sub Contract (Labour)		50,000		11,442		61,442

		Water Charges		10,000		2,288		12,288

		Office Overhead Expenses		20,432		4,676		25,108

		Total		2,034,432		465,568		2,500,000

		Material Purchases/ Expenses		Total (after GP Apportionment)		Output Tax Collected    [(Total * 12.5)/112.5] or [Total * 4/104]		Net Value           (Total - Output Tax)

		Cement - 12.5%		414,735		46,082		368,653

		Hardware - 12.5%		27,649		3,072		24,577

		Bricks - 4%		255,600		9,831		245,769

		Iron and Steel - 4%		511,199		19,662		491,538

		Stone Jelly - 12.5%		245,769		27,308		218,461

		Sand - 4%		184,327		7,089		177,237

		Labour		614,422				614,422

		Machine Hire Charges		147,461				147,461

		Sub Contract (Labour)		61,442				61,442

		Water Charges		12,288				12,288

		Office Overhead Expenses		25,108				25,108

		Total		2,500,000		113,043		2,386,957

		Particulars		Rs		Rs

		Advance Received				2,500,000

		Add: URD Purchase				350,000

						2,850,000

		Less: Exemptions and Deductions

		Labour		614,422

		Machine Hire Charges		147,461

		Sub Contract (Labour)		61,442

		Water Charges		12,288

		Office Overhead Expenses		25,108

		Tax Collected		113,043

						973,765

		Taxable Turnover				1,876,235

		Particulars		Rs		Rs

		Output tax payable

		Cement - 12.5%		368,653		46,082

		Hardware - 12.5%		24,577		3,072

		Bricks - 4%		245,769		9,831

		Iron and Steel - 4%		491,538		19,662

		Stone Jelly - 12.5%		218,461		27,308

		Sand - 4%		177,237		7,089

		Add: Purchase Tax

		Stone Jelly - 12.5%		200,000		25,000

		Sand - 4%		150,000		6,000

		Total tax Payable		1,876,235		144,043

		Less: Input Tax Credit (including purchase tax                                           37,500+2,500+8,000+16,000+31,000)				95,000

		Net Tax Payable				49,043
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				Particulars		Amount in Rs		GP at  25% (Rs)		Total

				Consumption of Materials

				Out of RD Purchases

				Cement @ 12.5%		337,500		84,375		421,875

				Hardware @ 12.5%		22,500		5,625		28,125

				Bricks @ 4%		208,000		52,000		260,000

				Iron & Steel @ 4%		416,000		104,000		520,000

				Out of URD Purchases

				Stone Jelly @ 12.5%		150,000		37,500		187,500

				Sand @ 4%		200,000		50,000		250,000

				Sub Contract (Registered Dealer)		150,000		37,500		187,500

				Expenses incurred as labour like charges

				Labour		500,000		125,000		625,000

				Machine Hire Charges		120,000		30,000		150,000

				Water Charges		10,000		2,500		12,500

				Office Overhead Expenses		20,432		5,108		25,540

				Total Contract Receipts						2,668,040

				Material Consumed/ Expenses		Total (after GP Apportionment)		Output Tax Collected        [(Total * 12.5)/112.5] or [(Total * 4)/104]		Net Value           (Total - Output Tax)

				Cement @ 12.5%		421,875		46,875		375,000

				Hardware @ 12.5%		28,125		3,125		25,000

				Bricks @ 12.5%		260,000		28,889		231,111

				Iron & Steel @ 4%		520,000		20,000		500,000

				Stone Jelly @ 12.5%		187,500		20,833		166,667

				Sand @ 12.5%		250,000		27,778		222,222

				Labour		625,000				625,000

				Machine Hire Charges		150,000				150,000

				Sub Contract (Registered Dealer)		187,500				187,500

				Water Charges		12,500				12,500

				Office Overhead Expenses		25,540				25,540

				Total		2,668,040		147,500		2,520,540

				Particulars				Amount in Rs		Amount in Rs

				Total Contract Receipts						2,520,540

				Add: URD Purchases						350,000

				Total						2,870,540

				Less:  Exemptions and Deductions

				Labour				625,000

				Machine Hire Charges				150,000

				Sub Contract (Registered Dealer)				187,500

				Water Charges				12,500

				Office Overhead Expenses				25,540		1,000,540

				Taxable Turnover						1,870,000

				Particulars		Taxable Turnover		Rate of Tax		Tax Liability

				Cement		375,000		12.50%		46,875

				Hardware		25,000		12.50%		3,125

				Bricks		231,111		12.50%		28,889

				Iron & Steel		500,000		4%		20,000

				Stone Jelly		166,667		12.50%		20,833

				Sand		222,222		12.50%		27,778

				Total (A)		1,520,000				147,500

				Add: Purchase Tax u/s 3(2)

				Stone Jelly		150,000		12.50%		18,750

				Sand		200,000		4%		8,000

				Total (B)		350,000				26,750

				Total Output tax Payable (A + B)						174,250

				Less:

				Input Tax Credit (including purchase tax)						121,750

				(95,000+26,750)

				Net Tax Payable						52,500

				Contract Consideration A to B		50 Lakhs

				Less : Contract Consideration B to C (Rule3(2)(i-1)		30 Lakhs

				Less : Labour Charges adhoc @ 30% (Rule3(2)(m)		15 Lakhs

				Taxble Turnover		5 Lakhs

				Tax @ 12.5%		62,500

				Less:Input tax credit		2 Lakhs

				Tax refundable		138,500
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				Computation of Gross Profit

						Rs		Rs

				Advance received (A)				2,500,000

				Materials- Purchased (B)

				RD Purchases

				Cement @ 12.5%		337,500

				Hardware @ 12.5%		22,500

				Bricks @ 4%		208,000

				Iron & Steel @ 4%		416,000		984,000

				URD Purchase

				Stone Jelly @ 12.5%		200,000

				Sand @ 4%		150,000		350,000

				Total Purchases				1,334,000

				Expenses (C)

				Labour		500,000

				Machine Hire Charges		120,000

				Sub Contract (Labour)		50,000

				Water Charges		10,000

				Office Overhead Expenses		20,432

				70,000 X 5,50,000

				18,84,000				700,432

				D = Total Cost (B + C)				2,034,432

				Gross Profit (A - D)				465,568

				Gross Profit on Cost				23%






