             

VAT- Concept
 VALUE ADDED TAX is today widely recognized across India. One significant reason for such widespread recognized is its unique feature of multi-point taxation .Under the multi-point taxation system, vat is levied at every point of sale of good between the two parties. On the global platform, vat also includes taxation on services .In India; the present system of sales taxation covers only tax on sales or purchase of goods.

In simple words, the tax will be levied and collected at each stage of manufacture only on the value added by the manufacture represented by the purchase value and the value of the work performed on such purchase commodities. The basic requirement for this purpose is that the tax amount should be invariably shown in the invoice.

Putting it in different words, the total amount of tax, which is to be collected at the final or retail point of sale, is collected in installments.

VAT: An Example

A: Producer of Raw Material; B: Manufacturer; C: Wholesaler; D: Retailer; Suppose Tax Rate = 5%


HOW SALES TAX & VAT ARE DIFFERENT.                                                                                                                                                                                                                                  

Sales tax is generally single point tax levy while vat is multipoint levy .In sales tax no tax is being levied on the value addition on subsequent sales .In vat full set off of the tax paid at the earlier stage is granted .Thus vat eliminates tax cascading.

Why vat needed.

1. Vat is based on the best international practices, characterized  by trust, transparency, stability, simplicity, efficiency & a dealer friendly tax administration.

2. It removes multiple taxes like turnover tax, surcharge, and additional surcharge.

3. Credit for input tax leading to cost efficiency.

4. Avoids distortion in trade & economy due to uniform tax rates .

5. In vat system, invoice is necessary for claiming setoff. This enables the authority to cross check the declared transaction between taxpayer. 

DIFFERENT VARIANT OF VAT.

1) The Gross Product Variant. Its allows deduction for tax on all purchases of raw material & component, but no deduction is allowed for capital inputs.

TAX PAYABLE = Output tax – Input tax on R/M & component                          2) Income Variant: In Income variant, deductions are allowed for purchase of R/M          & component as well as depreciation on capital goods

TAX PAYABLE = Output tax -Input tax on R/M & component -Depreciation on capital goods.

3)Consumption variant; Under this variant, deduction is allowed for all business  purchases including capital assets It does not distinguish between capital & current expenditure.

 TAX PAYABLE = Output tax -Input tax on R/M & component –Input tax on capital      goods.                                                                                                                              

From the above three variant of vat, consumption variant is widely used because of following reasons;

· It does not affect decision regarding investment as input credit is available on both revenue & capital goods.

· It is convenient from the point of administration expediency as it simplifies tax administration by eliminating the need to distinguish between purchase of intermediate & capital goods on one hand and consumption good on other hand.

Different modes of computation of vat

Theoretically, vat is computed by adopting three alternative methods.

1. Addition Method: This method aggregates all the factor payments, including the profit to arrive at total value addition on which the rate is applied to calculate tax. All the payment on which local vat has not been paid would treated as factor payments. The only drawback is this method dose not required matching of invoice in order to check tax evasion.

2. Subtraction method: under this method, estimates value added by mean of difference between out & input. This method is normally applied where the tax is not charged separately.

3. Invoice method: This is very popular method for computing the tax liability under Vat system. Under this method tax is charged at every stage os sales and Vat paid at earlier stage is allowed as set off. Under this method tax credit cannot be claimed unless & until the purchase invoice is produced.

Merits of vat:

Vat structure is superior to sales tax system because of following reasons

.

1 No Tax Evasion: Under vat, unless proper records are not kept, input tax credit is not allowed & so every buyer insists for tax evasion.

3Fairness: Vat is move towards more efficiency, equal competition & fairness in the tax system. Its also help common people, trade, industry and the government.

4. Better accounting system: Since the tax paid on an earlier stage is to be received back, the system will promote better accounting system.

5. Stable Source of Revenue: Because computation is less volatile than income, it provide a stable source of Govt. revenue.

6. Neutral: The greatest advantage of the system is that it has anti-cascading effect, i..e all input tax get full credit from output tax.

7. Transparency: The buyer knows, out of the total consideration paid for the purchase of material, what is tax component and state Govt also enable to know as to what is the exact amount of tax coming at each stage.

Demerits of Vat

As each coin has two sides, the other side of vat is its disadvantages.

1) .Vat applies to all the commodities without any question of exemption whatsoever. One concession like differential rate of vat ,composition schemes, exempted category of goods etc are built into the system, distortion are bound to occur and fundamental principle of vat will totally eliminate cascading effect of tax will also be subject to qualification.

2) For complying with the vat provision, the accounting cost will increase.

3) The administration cost to the state can increase, as the number of dealer to be administrated will go up significantly.

4) As tax is to be paid at every stage of sales it would increase working capital requirement for initial tax payment.

Input Tax & output tax

Input tax is the tax paid or payable in course the business, on the purchase of any good made from a registered dealer of state.

Output tax means the tax chargeable on chargeable under the act, but registered dealer for the sale of goods in the course of business.

Input tax credit: Tax paid on the earlier point adjusted/rebated against the tax payable by the purchasing dealer on his sales. This credit is called input tax credit.

Tax Liability & Registration.

Vat will be charge in accordance with the provision of the act on every sale of taxable goods within the state made by a taxable whose turnover in a year exceeds the taxable quantum. Registration under the vat act may be obligatory for the following categories of dealer:1) Importers, who import goods into the state.

2) Manufacturer.

3) CST dealer.

4) Dealer with turnover greater than the general threshold, which may be prescribed at Rs.5 Lac.

Tax Payer Identification Number.

TIN is to be issued to all the registered dealers on the line of Pan, which is being issued by the income tax department. It is code to identify a taxpayer. Every taxpayer will be having a single unique TIN. Following are the objective of TIN

1) To facilitates computer applications, such as detecting stop filers and delinquent   account.

2) To help crosscheck information on taxpayer compliance.

Return Filing A Registered dealer would be required to file a monthly/quarterly/ half yearly/yearly return. Along with requisite details such as output tax liability, value of  input tax credit, payment of vat. There would be single page return form for vat. Opportunity would be provided to lodge revised return.

 Assessment under Vat Deemed Assessment concept is major feature of the vat. Tax liability will be self-assessed by the dealer in term of submission on return up to setting off the tax inputs/supplies by himself. Return form & other procedure will be simple, transparent & similar in all state. Correctness of self-assessment may be check through a system of audit, where a percentage of dealers may be taken for audit on a scientific basis.    
Vat pre-supposes that all the dealers are honest. Scrutiny may be done in case where a doubt arises of under-reporting of transaction of evasion of tax. Honest dealer will be protected & facilitated and dishonest would be penalized heavily. 

Following are the points regarding the rate structure of vat:

1) 0% for unprocessed agriculture goods & goods for social importance.

2) 1% for precious & semi-precious metals or stone.

3)4% for inputs used for manufacturing and on declared goods, capital goods & other    essential items 

4)20% for luxury goods

5) 12.5% of all other goods not listed in the above part.

Small dealers

The vat act is designed so that high value taxpayers should not be spared and on the contrary, small dealers should be hassle free from compliance procedure. Some states

 have provided  composition scheme for small dealers(say whose turnover exceeds Rs 5 lack but does not exceed Rs 25 lack) such dealers would have an option to pay composite amount of tax based  on its total turnover at applicable rate( may be 1%) subject to such condition as may be prescribed. However, in such case a dealer shall not be entitled to input tax credit on input and shall not be authorized to issue vat invoice.   

ICAI Role in Vat

The ICAI has rendered pioneering services in evolving the necessary accounting guidelines for state level vat. It has bought out Guidance Notes for accounting for vat. Further, institute has brought out comprehensive study of vat, which contains an elaborate discussion of the various general principle of vat. This principle have incorporated in the various state level vat legislation

Role of Chartered Accountant in Vat.                                 Chartered Accountant has a key role to play in proper implementation of vat.                                1) Record keeping. Vat requires proper record keeping and accounting. Systematic      
records of input credit and its proper utilization is necessary for the success of vat. Chartered Accountant is well equipped to perform such tasks.

2). Tax Planning. In order to establish an efficient plan for purchases and sales, a careful study of vat is required. Chartered Accountant is competent to analyze the impact of various alternatives and choose the optimum method of purchases and sales in order to minimize the tax impact.  

3). Holding Departmental Audit. There will audit wing in department and certain percentage of dealers will be taken up for audit every year on scientific basis.  The professional expertise of Chartered Accountant will help him in replying audit queries of the departmental auditors and sorting out the audit objections.

4).External Audit of Vat records. Under vat system, trust has been  reposed on tax payers as there will be no regular assessment of all vat returns but only few returns will be scrutinized .In some cases, return filed by dealer will be accepted. Thus, a check on compliance becomes necessary. Chartered Accountant can play a vital role in ensuring tax compliance by audit of vat accounts. Vat laws of some states provide for audit by outside agencies. Example, in Maharastra audit repot is required if turnover exceeds Rs.25 lacks.    

Conclusion:  Simplicity and transparency are two main attributes of the vat system. This design of the state level vat has been careful worked out in this direction. The system will certainly rationalize tax burden and improve tax compliance and eventually also the revenue growth. Vat is a soaring requirement to harmonize the vat structure same as excise or customs to bring out the real intention of implementing vat in the nation. As we are witnessing such a grand Tax reform evolving in our country, we should try to put efforts form our side to make it a grand success and fulfill intended goals.   

  VAT AN EXAMPLE
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Sales Price Rs.100   .                                                                               VAT RS.10





Sales Price Rs200               Total VAT Rs.20            VAT Cash Payable                 20-18=Rs.2
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Sale Price Rs. 180           Total VAT Rs.18                 VAT Cash Payable                       18-15=Rs.3





Sales Price Rs.150   Total VAT Rs.15          VAT Cash Payable                       15-10=Rs.5





   Whole Seller             C                                            





                             Manufacturer                          B





Raw Material Producer                                A





D


Rs.15-12.5=2.50
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