IIA Comments & Views

RELATED TO PROPOSED VAT IN U.P.

1- IIA views on Basic Premise and benefits of VAT

Basic Premise:-

(a) To fuel economic growth

(b) Strengthen Indian Businesses to compete with global business and face borderless trade, in the wake of WTO.

(c) Make the country one common market.

Benefits expected by Industry:-

(a) Level playing field will be created across the country with:-

(i) Burden of fiscal levies falling equally on all units located any where.

(ii) Out of the books business becoming less attractive.

(b) Opportunities for ancillarisation as against vertical integration will grow. Big Companies will prefer to outsource intermediate items.

(c) Marketing companies which can play a vital role in development of MSMEs will be able to function after VAT. These companies can secure orders in their own name and pass on to supporting manufacturers after the multiple point tax system.

(d) Reduction in transaction cost due to simplicity and IT based implementation.

For success of VAT it is imperative that there is total change in perception of both the tax administrator and the assesses. Similarly, the system needs to be trust based with greater dependence on post audits and systemic checks brought about after necessary research and studies.

It has to be ensured that the interaction with the departmental officials is reduced to the bare minimum. The act should be so drafted that there is no scope for discretion at the hands of assessing officers.

2- Tax Rate Schedule:
(i) Tax Rate schedule needs to be made available as early as possible so that the trade & Industry has time to respond with suggestions.

(ii) Raw Material and goods of mass consumption are supposed to be taxed at 4%. It needs to be clarified whether all raw materials for all manufacturing units will be taxed at 4%. It is self evident that components and spares are finished goods for the producing industry and raw material for the user industry. For example in case of Automobile Industries, bought out items are raw materials for the mother industry, will these be taxed at 4%?

(iii) Items used as inputs in building basic infrastructure should also be allowed the same status as that of goods for general public consumption if not higher and taxed at 4%.

(iv) We are of the firm belief that there should be just one rate of tax, save and except special categories of 0,1 & 20%. 

(v) There is a over riding need to immediately adopt 6 digit HSN system of item coding to reduce confusion in items identifications.

(vi) What will be rate of tax on Capital Goods? 

(vii) Small dealers can be brought under special category so that they can issue VAT able invoice at RNR rates and yet pay only nominal tax. Such attraction can go a long way in making VAT a success. 

3- Interstate Sales and Purchases:-
(i) Will rates of CST for registered dealers become uniform in all states as against the present situation wherein CST on same items are 4% in most states, 2% in Rajsthan, 1% in Orissa, and 0% in Silvasa?

(ii) State Units selling goods to Govt. Departments/Corporations will have to charge VAT at RNR rates of 10 or 12.5%. These departments/Corporations being registered dealers will be entitled to import same goods at 4/2/0 % CST. How the State units will survive under these circumstances?

(iii) We are of the strong view that CST paid on import of inputs should be VAT able 

 4- Entry Tax:-
(i) What will be the status of entry tax as it already exists and also after introduction of VAT?

(ii) Will Entry Tax be VAT able if imposed? As per recent media report all states have agreed not to impose Entry Tax and instead opt RNR at 12.5%.

5- Input Tax Credit:-
· Too many restrictions and conditionalties are proposed in the draft act for availing the credit. Therefore these restrictions and conditionalties stipulated in section 14 of the draft VAT act need to be straightened.

· Under section 14(2) (I) (ii). It appears as if Input Tax Credit will be allowed only in case of declared goods. Please clarify the situation. 

· Under section 14(2)(II) VAT @ 4% will be charged in case of Stock Transfer/Consignment sates etc. Will this be reduced to 2% in case rate of CST is revised to 2%?

· Under section 14(2)(III) (a to d) of explanation page 30, it appears Trader will not get Input Tax Credit on other than declared goods if sold outside the State. Please clarify.

· Under section 14(2)(III)(f) of explanation page 31, Input Tax Credit should be allowed on purchase of Generator/Captive Power Plant also.

· Under section 14(2)(III)(g)of explanation Input Tax Credit be allowed if such capital goods are purchased within one year of commencement of the Act.

· Under section 14(2)(III)(h) of explanation Input Tax Credit be allowed on Capital Goods if purchased for execution of works contract. Large scale infrastructural work is going on through EPCs which are entitled to import Capital Goods and other inputs on concessional CST from outside the State. The local trade will not be able to supply them Capital Goods or such other items if falling under RNR. We firmly believe that VAT @4% should be applicable on all such items of Capital Goods and inputs which are available to a purchaser at concessional CST. 

· Input Tax Credit is not intended to be allowed to the lesser, will it be allowed to lessee?

· The procedure for claiming Input Tax Credit described under section 14(3) is very complicated and unwarranted. Present reading of the clause indicates as if separate recodes of purchase and sale will have to be maintained for each item of input. The system in Central Excise can be followed wherein Input Tax Credit in respect of all items is entered in one ledger and duties payable on different items are debited in the same ledger. This is the only practical and tried out system and may therefore be adopted.

· Tax Credit should be allowed as a matter of course and one statement for all purchases & sales filed every month should suffice. What is prescribed under section 14 (4) will amount to passing assessment orders on each invoice of purchase. This obviously will give rise to unbridled powers and will result in great harassment to the dealers.

· Unadjusted Input Tax Credit should be refunded within 1 month of submission of annual returns or allowed to be carried forward at the option of the dealer. In case of delay, interest @ 18% be allowed. In case the amount of unadjusted Input Tax Credit becomes high during the year, the dealer should be allowed to claim refund at the end of the month.

· Input Tax Credit should be allowed on capital goods during year of purchase itself

· Input Tax Credit should be allowed on Capital Goods even if used for job work/works contract etc.

· Input Tax Credit should not be denied on flimsy grounds, on loss of original invoice etc.

· The documents/proofs required and the records to be maintained and returns to be filed should be very simple and concise. These should be finalized in consultation with IIA and other representative groups.

· Entire opening stock of goods in trade/inputs for manufacturing should be eligible for Input Tax Credit provided necessary purchase vouchers and other statements are filed within 6 months of the commencement of the act.   

6- Threshold Limit:-
Threshold Limit should be fixed at 30 Lacs turnover with option to the dealer below 30 lacs turnover.

7- Exemptions under section 4-A etc.

(i) What will happen to the units enjoyning unlimited value of tax exemption for fixed period. What will happen to remaining period?

(ii) What will happen to exemptions in case of :- 

· Khadi Udyog Units

· U.P. Govt. welfare organizations

· Tax exempted commodities like text books, paper and bread.

(iii)
Units enjoying exemptions under 4-A are not willing to give charge on 

property in case of deferment.

8- Registration 

Once registered the dealer should be allowed to deal in any item.

9- Comments on Draft of VAT Act.( read the draft vat act on www.iiaonline.in)

Several proviso/explanations are repetitive making the act voluminous and cumbersome. For example under section 14 (2)  (III) Explanations a to e could have been covered through one clause with more easy to understand language. Similarly in (i) to (k) and (m) to (q) sounds repetitive. Therefore entire section 14 need to be redrafted to avoid confusions and for better clarity.

10- Onus of Proof.

Under section 16 of the draft VAT act the total onus has been transferred on assesses. On the perusal of the section it appears that all assesses are thieves and they need to prove their innocence. No responsibility has been fixed on the assessing officer to determine on national basis as to the geniuses of the transactions being carried out. It has been a fundamental presumption of jurisprudence that a person is deemed to be innocent unless proved otherwise. However we find that in sec. 16, the total thrust has been to treat all assesses dishonest and guilty. Therefore sec.16 may be redrafted accordingly.

11- Offences and Penalties

(i) IIA is of strong view that there is no need for prosecution of assesses as provided in section 54 of the draft VAT act. Hence the provision for prosecution be removed. 

(ii) The very purpose of operating companies is to delegate powers at different levels for smoother functioning of any organization, Penalizing Directors/MD for the errors committed by an employee of the company is unreasonable and unacceptable. Therefore sec. 55 may be amended accordingly.

(iii) Section 56 provides for penalties on assesses. An exhaustive table has been drafted imposing penalties in respect of proposed offences that the assesses may commit. It is our contention that the purpose of penalties should not be that of generating revenue but in fact the spirit behind the penalties should be only to discourage the initiation of offence or to make assesses more vigilant. We regret informing you that the reading of the entire penalty schedule gives an impression that the intention is to generate revenue rather than discourage assesses. In any case the penalty should not exceed more than 10% of the Tax due.

At the same time there should also be a provision for penalizing those officers who unethically utilize the penal provisions to blackmail the assesses. In fact there should be a system of grading the quality of assessment and in case it is found that the quality of assessment is not up to the mark or that an unreasonable/arbitrary/adhoc orders are passed causing harassment to the assesses, there should be a provision to recover the entire financial loss to the assesses from the concerned assessing officer.

