EXPORTS UNDER KARNATAKA VALUE ADDED TAX ACT 2003

EXPORTS AND VAT
Central Sales Tax Act, 1956 exempts sales tax levy on purchase of goods from outside the territory of India or sale of goods to a customer outside the territory of India.  In other words, import of goods into India and export of goods outside India is exempt from sales tax.  This exemption is subject to the condition that the goods cross the Indian Customs frontiers.  The local Governments do not have the rights to levy sales tax on such transactions.

The exporter is required to provide proof of export.  Normally, a custom attested shipping bill and Bill of Lading are taken as conclusive proof that goods crossed  the customs frontiers in the course of export out of country.

Sale against H Forms
The Central Sales Tax Act further describes the transaction of a sale or a purchase of goods in the course of import or export.  In substance, when an exporter obtains a Export Order, and then proceeds to buy the goods from any vendor in India and then exports the same, the purchases made by the exporter is also exempt from the levy of sales tax.  This is because the exporter is a merchant exporter in so far as the export is concerned and he resells the goods in the course of exports.  The merchant exporter is required to issue “H Form” to the immediately preceding selling dealer along with proof of export.  The said penultimate dealer’s sale to the exporter would be exempt from levy of sales tax.

Input Tax Credit of the penultimate dealer
It could be observed from the above discussion that the merchant exporter is exempt from tax.  His purchases from the penultimate dealer is also exempt from tax.  Since the penultimate dealer’s sale is exempt against H Form, there is a predicament that he would not be able to rebate the input taxes paid by him on his purchases.  To mitigate this situation, the Karnataka Value Added Tax Act, 2003 defines “Export” to include the last sale of any goods preceding the sale occasioning the export.  Therefore, the penultimate seller is also deemed to be a exporter.  Because the penultimate seller is deemed to be an exporter, such a dealer is entitled to rebate the input tax credit paid by him on his purchases as relatable to the penultimate sale preceding the physical export.

Purchase of inputs by an Exporter
In the case of a manufacturing exporter, he would buy raw materials, packing materials, consumables, capital goods etc. to enable him manufacture goods and export.  The purchase of such goods cannot be exempt under the Central Sales Tax Act as they are not goods meant for resale in the course of export.  Hence H Form declarations cannot be issued for such purchases.  The exporter is required to pay the sales tax on purchase of such goods.  However, the local taxes paid is available as input tax credit and can be rebated, adjusted against other existing commercial tax liabilities, or else can be claimed as refund.  The KVAT requires the exporter to file his monthly return and claim the refund of input tax credit.  The Commissioner is obliged to grant refund after verification, but not later than 35 days from the date of filing the said returns.

Thus, the often-repeated queries about sale to EOU (export oriented unit)  would get answered as discussed above.  It was true that in the erstwhile Karnataka Sales Tax law the selling dealer was allowed to sell without charging tax based on the strength of declarations made by the exporter that he is an EOU, supported with proof such as EOU certificate from appropriate authorities.  Such a declaration or facility does not exist under the New KVAT Law.  The essence of KVAT is no tax concessions or exemptions shall be extended based on  declaration forms.  All transactions would merit same treatment.  Therefore, the vendor selling to an EOU is obliged to charge and collect KVAT.  The exporter should ensure that the supplier’s invoice is in original, and has the break up of tax component, and the said invoice is also being called “Tax Invoice”.  The exporter would then get his tax credit.

The local vendors should prefer the change in approach with respect to sale to EOU’s.  This is because the output tax collected by them from the exporter would facilitate such vendors to rebate the input taxes paid by them on their purchases.

Interstate Purchases
If the exporter purchases input goods, (raw materials, consumables)  from a vendor outside the local State, he would be paying interstate sales tax under CST Law to the originating State from where the goods originate.  The local Government would not be in a position to allow the dealer to rebate the interstate taxes paid ,as such taxes have been collected by the another state from where the goods originated.  Therefore, the exporter would not able to zero rate the input taxes suffered by him on purchase of goods interstate.  To this extent, the VAT Law is incomplete.

Sale to SEZ Units
The Central Sales Tax Act was amended in the year 2002 [Section 8(6) to Section 8(8)] to bring in yet another concept of a deemed export.  As per the said amendment, sale of goods interstate to a dealer located in Special Economic Zone as defined in Section 3 of the Central Excise Act, 1944 shall be exempt subject to the condition that Form I is issued by the buying dealer located in the SEZ duly countersigned by the Development Commissioner of that Economic Zone.  Thus, sale of goods to a dealer in SEZ for manufacture, production, processing, assembling, repairing, reconditioning, re-engineering, packaging etc. shall be exempt from levy of Sales Tax.

Sale of goods to SEZ units in the course of interstate trade is exempt from levy of sales tax under the CST Act as discussed above.  However, a local State could have SEZ’s in their own States.  Thus, there would be a sale to a local SEZ without interstate movement of goods.  To extend the benefit to the local SEZ units, Section 20 of the KVAT extends the benefit to all SEZ’s in the country including the local zones.

Thus, sale to units in the SEZ would be equivalent to export.  The selling dealer would be deemed to be an exporter in so far as the sale to the SEZ is concerned.  Therefore, he shall also be entitled to input tax credits with respect to local taxes paid by him on purchases relatable to the sale of goods to the units in SEZ.  The selling dealer should also be entitled to cash refund on the input taxes as aforesaid.

Exports and Input Tax Credit on Capital Goods
The input tax paid on purchase of Capital Goods is available as tax credit to the exporter.  The tax credit is allowed after commencement of commercial production.  The Capital Goods need not necessarily be exclusively used for exports.  It could be either wholly or partially used for exports.  The tax paid on Capital Goods shall be refunded to the exporter after 35 days after the end of the month for which return is furnished declaring the details of Capital Goods by following  Rules 127 and 128 of the Karnataka VAT Rules 2005.  Thus, the exporters are able to get a quick refund of the Input Tax paid on Capital Goods, in comparison to a domestic dealer, who has to defer his input tax credit claims on capital goods purchased, over a period of 12 months.
Exports and Input taxes on fuel products
Input taxes paid on purchase of fuel products such as naphtha, LPG, furnace oil, light diesel oil, superior kerosene oil, kerosene and other petroleum products when used as fuel in production of any goods for sale in the course of export out of the territory of India is eligible for input tax credit.  However, it is not the entire input taxes paid on such fuel products, that is available to the exporter to be rebated.  Only input taxes paid in excess of 4% is available as input tax credit.

The said fuel products may also used by the exporter for captive generation of power.  Even in such cases, input taxes paid in excess of 4% is available as input tax credit.

Exports and Input tax restricted goods under Fifth Schedule of KVAT
Section 11(3) of KVAT Act restricts input tax credits with respect to items mentioned in the Fifth Schedule as well as items notified by the Government or the Commissioner as restricted goods.  However, when such input tax restricted goods are resold, then the input tax restriction is not applicable.  The selling dealer is eligible for input tax credit on such restricted goods on resale of such goods.  Thus, when input tax restricted goods are resold in the course of export, the input taxes paid are be available to the exporter as tax credit, which may be used for adjustment or else claimed as refund.

The KVAT Act 2003, under Section 11(3) provides that the input taxes paid on certain restricted goods, shall not be allowed to be rebated against the output taxes.  Such restricted goods are listed in the Fifth Schedule to the KVAT Act. A perusal of the 5th schedule would indicate that certain  classes of goods have been put under five different serial numbers.  Input taxes paid on purchase of goods appearing against Serial No. 1, 2, 4 and 5 shall not be available as input tax credit unless they are resold in the course of export.  Therefore, for instance, goods such as motor vehicles, furniture, stationery articles might have been used substantially for the business of export, but input taxes paid on such goods has to be absorbed as tax cost by the exporter as they are negative items.

Goods appearing against Serial No. 3 such as air conditioners, telephones, fax etc. are also restricted goods but input tax credit would be available to a manufacturer, who uses them in processing packing or storage of goods for sale.  Thus, the Schedule gives a relief to the manufacturer, what section 11(3) does not give, provided such goods are used in manufacture etc.  The exporter shall also be entitled to this privilege.  To put it differently, the input taxes paid on the restricted Goods is available as tax credit even though they may be listed in Serial No. 3 of the Fifth Schedule provided they are used in the manufacture or processing or packing for export sale.

