Salient Features in GVAT & MVAT audits:
I. Rules related to admissibility of Input Tax Credit (ITC):
ITC is available to the dealer on Following subject to the adherence of the following conditions: 
Dealer shall maintain the registers of purchases of goods and mention therein the name and place of the selling dealer, his registration number, serial number and date of tax invoice, description of goods along with HSN code, quantity of goods, value of goods and tax charged.
a) Capital Assets:
For MVAT Audits, Capital Asset means property of any kind held by an assessee, whether or not connected with his business or profession, but does not include:

(I) any stock-in-trade, consumables or raw materials held for purpose of his business or profession;

(II) Personal effects, that is to say, moveable property (including wearing apparels and furniture, but excluding jewellery), held for personal use by the assessee or any member of his family dependent on him. AND in GAVT audits it means Plant & Machinery other than second hand plant & Machinery meant for use in manufacture of taxable goods and accounted as capital assets in the books of the accounts.
: - Class of capital assets:
	Class of Assets
	Maharashtra
	Gujarat

	Plant & Machinery
	ITC is fully available on the items capitalized under the head of “Plant & Machinery”.
	ITC is fully available on the items capitalized under the head of “Plant & Machinery”.
Note: - As per GVAT Plant & Machinery does not include the purchase of a second hand machinery & machinery used for the manufacture of Tax-free Goods, hence the ITC on the same will be disallowed.

	Office Equipments Furniture & Fixture
	ITC is available after retention of the VAT Amount @ 3% of the value of the Invoice.
	No ITC is available in GVAT except on Capital Goods i.e.  Plant & Machinery and accounts as plant & Machinery.

	Buildings, Improvements to Immovable Property, Vehicles.etc
	No ITC is available on the purchase of these Capital Assets
	No ITC is available in GVAT on Capital Goods except for Plant & Machinery.


b) Expenses:

	Maharashtra
	Gujarat

	ITC is available on all expenses made by the Dealer except for the purchases or expenses mentioned in Rule 54 (i.e. Negative List) of the MVAT Act. Summary of such products is mentioned below.
	ITC is available only on Raw Material, Packing Material and Consumables stores, which are used in the manufacture of taxable goods as per GVAT Act.  No ITC is available on any other expense.


c) Non – Admissibility of set-off under Rule 54 of MVAT and Section 11 of GVAT:

In the below mentioned purchases / expenses ITC is not available in the respective states

	Maharashtra
	Gujarat

	As per Rule 54 ITC is not available on the following mentioned goods:

i. Purchase of Motor Vehicle (Being Passenger Vehicle) capitalized.

ii. Motor Spirits

iii. Crude Oil

iv. Goods of incorporeal or intangible nature (For eg Import-export license or quota, SIM Cards, Software, Copyrights which is resold within 12 months.)
v. Purchases effected by way of works contract where the work contract results in immovable property.
	Tax Credit is not available as per Section 11 (5) of GVAT Act for Purchases 
i. Made from person other than registered dealer.

ii. Made prior to Date of registration of the Dealer.
iii. Made in the course of inter-state trade and commerce.

iv. Of the goods which are disposed of otherwise than in sale, resale or manufacture (Eg Gifts, samples, lost in fire etc).
v. In generation of electrical energy including captive power.
vi. Of the Goods, which are used as fuel in generation of electrical energy meant for captive use or otherwise
vii. Of petrol, high speed diesel, crude oil and lignite unless such purchase is intended for resale.

viii. Of capital goods used in transfer of property in goods (whether as goods or in some other form) involved in execution of work contract.
ix. Of the goods for which right to use is transferred for any purpose for cash, deferred payments or other valuable consideration
x. Where original invoice does not contain the details of tax charged separately by the selling dealer from whom purchasing dealer has purchased the goods.



d) Reduction in set-off:
The set-off available to a dealer on the purchase / expenses is reduced by 

i. 3% of the invoice amount in Maharashtra for the year 2007-08 (As per Rule 53 of MVAT Act).

ii. 4% of the invoice amount in Gujarat [As per Section 11 (3) (b)]
iii. In GVAT audits, where the capital goods are not used continuously for a full period of five years in the state, the amount of tax credit shall be reduced proportionately having regard to the period falling short of the period of five years. There is no such provision in maharashtra.
For the purchase of the following goods:

	Maharashtra
	Gujarat

	a) Fuel used in manufacturing goods

b) Raw Material, Packing Material used in the manufacture of Tax-free goods.
c) Taxable Goods transferred outside the state (within India) to Branch or Agent.

d) Raw Material, Packing Material used in the manufacture of taxable goods transferred outside the State.

e) Office Equipments, Furniture & Fixture


	a) Taxable Goods transferred outside the state (within India) to Branch or Agent.

b) Of the taxable goods which are used as raw Material, in the  manufacture or in the packing of goods which are dispatched outside the state in the course of branch transfer or consignment or to his agent outside the state.
c) Fuel used in the manufacture of goods


e) Input Credit of Entry Tax & paid:
Entry tax is an additional tax, liability aspect is separately discussed in point II (e) (above the CST) which is levied by the state Govt. on goods which it wants to promote locally & discourage any interstate purchases of the same.

Input Tax Credit is admissible on the Entry Tax paid by the dealer on the goods which were purchased by him in the course of Interstate purchases made by the dealer as under:
	Maharashtra
	Gujarat

	All the interstate purchase on which Entry Tax has been paid by the dealer is eligible for set-off.
	The Entry Tax paid on goods used only in the manufacturing of taxable goods is eligible for set-off.


f) Input Credit of Purchase tax  paid:

Purchase tax is an additional tax, which is levied by the state Govt. to beach the gap of unregisted dealer operating the in the sate .The above tax is depending the goods which we are purchasing. The above tax is also available as input tax credit subject to following conditions
	Maharashtra
	Gujarat

	There is no such provision in Maharashtra.
	The Purchase Tax paid on goods used only in the manufacturing of taxable goods is eligible for set-off.


g) Set-off of taxes paid against liability:
The total input credits (Under VAT Act & Entry Tax) as admissible under the above provisions can be adjusted against the liability of sales taxes payable (i.e. VAT & CST) by the dealer and the dealer has to make the payment of the net liability (i.e. Taxes Payable – Input Credits Available) to the department along with the returns. In case the Input Credits Available are greater than the total taxes payable the dealer is entitled to a refund for the net amount (i.e. Input Credits Available - Taxes Payable). 
Note: - If a dealer has a refund as per VAT provisions and has CST payable as per CST provisions then he can adjust the CST liability with the VAT Refund. The dealer need not pay the CST liability; instead he can reduce his claim of VAT refund to the extent of CST payable and claim the net amount as refund.



(As per Rule 18 (2) of the GVAT ACT and as per Rule 55 (3) of the MVAT Act.)
II. Verification of Sales:

The verification of sales is considered as the most important area in the VAT Audit procedure since this is the area where during assessment Sales Tax Department concentrates the most as there are chances of revenue loss for the Govt.

In the verification of sales the following areas are to be looked into:

a) Verification of Tax Rate charged:

1. The VAT Acts have defined the VAT Rates to be charged on the products in the VAT Rate Schedule under the respective Acts. The details are as under:

	Maharashtra
	Gujarat

	The VAT Rate Schedule is divided into 5 sub – schedules. A to E.
	The VAT Rate Schedule is divided into 3 sub – schedules. 1 to 3.

	Schedule A contains the list of products on which no VAT is to be charged. i.e. VAT @ 0%.
	Schedule 1 contains the list of products where no VAT is to be charged. i.e. VAT @ 0%.

	Schedule B contains the list of products on which VAT is to be charged @ 1%.
	Schedule 2 contains the list of products where VAT is to be charged as per the specified rates. (Largely 4%)

	Schedule C contains the list of products on which VAT is to be charged @ 4%.
	Schedule 3 contains the list of Motor Spirits & Aviation Fuels where VAT is to be charged as per the specified rates.

	Schedule D contains the list of products on which VAT is to be charged @ 20% or above.
	

	Schedule E mentions that where any of the products are not covered in the Schedules A-D VAT on them would be charged @ 12.5%.
	


2. The CST Rate in case of sale is subject to the receipt of C Form by the dealer. The clauses are as under:

i. If the dealer will receive the C form for a sale then the CST should be charged @ 3% (For the year 2007-08) on the invoice amount (Excluding Freight).

ii. If the dealer will not receive a C Form for a sale then the CST should be charged at the same rate as the VAT Rate applicable for that product in the respective state.
b)       Certain goods to be of special importance in interstate trade or commerce, which can be done against C Forms as a follows.(section 14)
I. Coal including coke in all its forms but excluding charcoal.

II. Cotton that is to say all kind of cotton indigenous or imported in its unmanufactured states whether ginnaed or un ginnaed ,bailed ,pressed or other wise but not incuding cotton waste.
III. Cotton fabrics, Man made fibers , wool fabrics ,Cotton Yarn but not including cotton yarn waste.

IV. Iron and steel that is say spong iron , ingotgs , moulds, iron scrap,steel structures(angels, joints channels, tees etc)
V. Plats both plain and chequred in all qualities.

VI. Defective reject cutting or end pieces of any of the above categories.

VII. Liquefied Petroleum Gas for domestic use.(LPG)

c) Whether VAT / CST is charged correctly:
We also have to ascertain whether the dealer has charged VAT / CST as per the provisions of the relevant Acts. It means that the sales where the dealer has charged VAT the place of delivery / consignee address must be of a place within the state & in case of CST the place of delivery / consignee address must be of a place outside the state. 

d) Sales Returns:
When a sales return is made by the dealer the VAT / CST charged on the same is reversed against the liability of the dealer. However this is subject to a condition that the sales return must be made within 6 months from the date of sale.

e) Debit / Credit Notes:
i. These are also to be looked into during the verification of sales made by the dealer. Many times the dealer debits a party for various reasons which can be sometimes liable for VAT as per the provisions of the VAT Act. Eg: - A Transporter is debited for loss of goods transported by him. (it is deemed to be a sale and is liable for payment of VAT / CST).

ii. It is to be noted that VAT / CST can be charged only in case of an event relating till the date of sale and on the conditions mentioned in the Purchase Order. If a subsequent debit / credit note is passed after the completion of the sale transaction (i.e. a post sale event) or due to reasons not mentioned in the purchase order the reversal of VAT / CST is not to be made by the dealer.
      E)         Verification of entry tax liability 

                    In GVAT audit report part 5 asked us to given our comments  on the entry tax liability, therefore we need to check it ,it may be noted that MVAT audit is silent on above. In GVAT following are the goods which are liable for Entry tax, the details along with Rate is given below.
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III. Information relating to filing of Returns:

	Maharashtra
	Gujarat

	Monthly returns in Form 221 (for the year 2007-08) are to be filed as per the provisions of Rule 17 of the MVAT Act within 21 days from the end of the corresponding month.

There is no concept of Annual return in Maharashtra.
	Monthly returns are to be filed as per Rule 19 of the GVAT Act in Form 201 within 30 days from the end of the corresponding month. Along with Form 201 the dealer has to submit Form 201A which contains the information of tax invoices for sales and also submit Form 201B which contains the information of tax invoices for purchases eligible for set-off.

An annual return as per Rule 20 is to be filed within 3 months from the end of the financial year.

	The MVAT Act says that the VAT Auditor has to verify the authenticity of the Monthly returns filed by the dealer.
	The GVAT Act says that the VAT Auditor has to verify the authenticity of the Annual return filed by the dealer.

	As there is no annual return we have to consolidate all the 12 returns of the dealer and compare it with the audited figures and report any discrepancy therein.
	As the dealer files an annual return we have to only verify the correctness of the annual return and compare it with the audited figures and report any discrepancy therein.


IV. Provisions relating to Works Contract Tax (WCT) TDS:

The provisions of WCT apply to the dealer when:

1. A party has done a job for the dealer, which involves both Labour & Material. (i.e. there is transfer of rights of property in the form of material movement, however minor it may be)
2. The total of bills raised by the party during the year exceeds Rs. 5,00,000 (For Maharashtra) / Rs. 1 Crore (For Gujarat).

The following are a few examples where the processes are held to be Work Contracts or job works:

a. If a carpenter does a Labour work but uses nails of his own for which he does not raise a separate bill to the dealer it is held as a works contract or job work.

b. If a housekeeping agency uses Naphthalene Balls in the Washroom for which it does not charge separately to the dealer it is held to be a job work.

c.    Dyeing of Fabric or Yarn.

d. Annual Maintenance Contracts.
e. Contractor doing civil construction, i.e road, building etc.
f. Where the dealer has separately charged VAT & Service Tax on the same bill for separate amounts.

Thus where there is only supply of Materials or pure Service provided no WCT will be attracted.

Thus no WCT TDS is deducted when payments are made to suppliers of raw materials & finished goods or professionals who provide services to the dealer.

An easy way to find such transactions is to look into dealer’s Income Tax TDS details. If the person has performed for the dealer under a contract his TDS under the Income Tax would be deducted u/s 194 C. Hence we merge all the 4 Quarters TDS details and look into the nature of work done by the parties who cross the corresponding limits as per the State VAT provisions.

WCT TDS is deducted @ 2 % (for registered work contractors) and @ 4% (for unregistered work contractors) on the value arrived after allowing the following deductions from the invoice amount on which WCT TDS is liable to be deducted.
	Maharashtra
	Gujarat

	As per Rule 58 of the MVAT it provides the following deductions:

i Any sum separately charged for the labour charges or service of any nature provided for the execution of the contract.

ii The cost of consumables used in the execution of works contract such as Electricity, Water, Fuel, the property of which is not transferred to the dealer.

iii Amounts paid to sub-contractors, planning, designing and architect fees, hire charges for machinery & tools etc.
	i As per Section 59A ( c ) of GVAT Act a deduction on A/c of Labour, services & other like charges and goods purchased in the course of interstate trade & the goods purchased in the course of import.

ii As per Rule 18 AA (1) a deduction is allowed for the amounts paid to a registered sub-contractor involved in the execution of the works contract.

	However if the Job worker cannot specifically ascertain the quantum of labour and material used in his work contract separately there are separate rules provided under Rule 58 where he is allowed a rebate of certain percentage depending on the nature of work and VAT is charged on the remaining amount on an adhoc basis.
	However if the Job worker cannot specifically ascertain the quantum of labour and material used in his work contract separately there are separate rules provided under Rule 18 AA where he is allowed a rebate of certain percentage depending on the nature of work and VAT is charged on the remaining amount on an adhoc basis.


A separate payment challan is issued by the Sales Tax Dept. for the payment of WCT by the dealer specifically mentioning the amount of WCT TDS paid by the dealer and it contains an annexure which mentions the details of the deductee, the payment made by the dealer and the WCT TDS deducted thereon.
V. Provisions relating to Statutory Forms:

a) Rules relating to Forms issued by the dealer:

1. C Forms:-
C Form can be issued by the dealer for the following purchases:

i. Raw Material, Packing Material, Stores Spares & Consumables.
ii. Goods purchased for resale (i.e. trading goods).
iii. Plant & Machinery.
iv. Office equipment which are used in shop floor eg AC used in shop floor. 
C Forms cannot be issued by the dealer for any purpose other than manufacturer and trading purposes.
2. F Forms;
F Forms are issued by a dealer when he receives goods from a consignment Agent / Branch of the dealer.

3. H Forms:

H Forms can be issued only by an exporter. It is an incentive for exporters as purchases made against H forms are not liable for tax. It is used by an exporter for the purchase of goods which would be further used in the manufacturing of the goods to be exported or the goods which are to be directly exported by the dealer.

b) Rules relating to Forms received by the dealer:
We have to verify that all the statutory forms have been received by the dealer for the sales & branch transfers affected by him during the year.

i. The dealer is entitled to receive a C Form for the CST Sale affected by him at the concessional rate of 3% (For 2007-08) for each quarter separately. We have to reconcile the CST Sales @ 3% with the details of sales where C Forms have been received & the sales for which C Forms are pending to be received.
i.e. Total 3% CST Sales = Total C Forms Received + Total C Forms pending.

ii. The dealer is also entitled to receive F Forms for the Branch Transfers or Agent / Consignment transfers outside the state affected by .
iii. H Forms are to be received by the dealer for the sales affected to a person who will subsequently use those goods for export (penultimate sale i.e. sale prior to export sale). In case of H Form sales no tax is to be charged on the same.

iv. The disclosure requirements for receipt of forms in the states are:

	Maharashtra
	Gujarat

	The Audit report requires the auditors to provide the details of sales & branch transfers affected for which Forms are yet to be received by the dealer and calculate the difference liability.
	The Audit report requires the auditors to provide the details of Forms (i.e. C, H, E I, E II, I) received against sales by the dealer.


VI. Refund of Taxes Paid:
a) The dealer is liable to the refund of tax paid on the purchases made by him during the year if the Input Credit Available is greater than the total taxes payable by the dealer. 
b) The dealer has to file an application for the refund with the sales tax department in the prescribed form as per the VAT& GVAT  Acts of the respective states.
VII. Remission Scheme
Most of our Gujarat VAT audit, client is enjoying sales tax remission scheme, which is primarily given to the dealer for setting of unit in backsword region one such schem is  Kutch Benefit Scheme. In that scheme the dealer who sets up his business in Kutch Area of Gujarat is given special benefits. The dealer receives an entitlement certificate which contains the amount, period, and the list of products for which he can avail remission.

In this scheme 

The main features of this scheme are as under:

· The dealer does not have to pay the VAT / CST collected by him during the period of Entitlement, instead the VAT / CST which is collected by him is to be credited to Profit & Loss A/c as his income.
· The remission is available to the dealer only for the sale of eligible goods manufactured and scrap generated during the manufacturing process i.e Production scrap
·  The sale of goods which do not arise as a product of the manufacturing process will not be entitled for remission & the dealer would have to pay the VAT / CST on the same.Eg Trading of raw material and other than production scrap.
· The dealer is given a fixed amount of incentive limit for a fixed period based on the amount of capitalizations made by the dealer.

· The VAT / CST payable and the Input Credits available get reduced from the limit provided to the dealer as and when they accrue. The dealer is later entitled a refund for the amount of limit utilized by him during the period.

· A separate form in the prescribed format i.e. Form 203 is to be filed by the dealer along with the returns for the calculation of the benefit availed by him during the period.
