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This presentation is prepared merely for informational 

purposes only.  
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EXPECTATIONS
Due Diligence Reviews – Indirect Tax perspective



Due diligence, expectations

• Due diligence reviews typically sit between an audit and an 
investigation 

• For indirect tax matters, diligence reviews aim to reduce 

ambiguities and contingencies into specific "yes/ no" 
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ambiguities and contingencies into specific "yes/ no" 
statements on exposure 

• Ideal expectation is to convert all subjective observations 
into objective comments through combination of 
jurisprudence and practical experience 

• Time-bound assignment leaves limited room to research or 
contemplate alternatives
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KEY ASPECTS
Due Diligence Reviews – Indirect Tax perspective



Key aspects

• Internal control of indirect taxes 

• Status and health of critical indirect tax compliances 

• Company policy on adopting tax positions (how aggressive 
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or conservative) 

• Industry practice v/s outlier approach towards positions, 
processes or documentation 

• Whether indirect tax returns match with audited financials 
(oftentimes they don’t, and the reasons could be an 
observation by itself) 

• Commenting on gaps between Target v/s Buyer's positions
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USUAL OBSERVATIONS
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Usual observations

• Reconciliation gaps between audited financials and indirect 
tax returns 

• Lack of adequate documentation 
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• Inconsistencies between positions advocated v/s positions 
actually adopted 

• Differences on account of estimates for tax provisions 

• CENVAT/ State-VAT credit accounting 

• Procedural inconsistencies such as end-use conditions for 
exemption not met, etc

• Slump sale v/s itemized sale



© 2011 Grant Thornton UK LLP. All rights reserved.

UNUSUAL OBSERVATIONS
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Unusual observations – some examples

Banking & Financial Services 

• Non-compliance under State-VAT laws

• Margin transactions and their treatment under service tax 
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• Method of identifying and reversing CENVAT credits 

Logistics

• Gross v/s net revenue recognition methods 

• "Nominated business" transactions and reverse charge 

• Discount v/s brokerage v/s subvention 



Unusual observations – some examples

Auto/ Industrials

• Excise valuation

• Contract manufacturing v/s jobwork
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• State incentives and its consequent effect 

International trade

• Applicability of Foreign Trade Policy schemes 

• Mid-term changes in business models v/s schemes

• Accounting for potential trade benefits
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HOW TO CONCLUDE
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How to conclude

Recognizing effect of "high" v/s "medium" v/s "low" 

• High: Valuation adjustment & Business Transfer Agreement 

• Medium:  Representations and Warranties to be updated, 
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discretion to be exercised for valuation adjustments

• Low: General Representations and Warranties should have 
mention

Estimating "net" impact 

• Remember to adjust tax credits against estimated liabilities

• Interest to be computed upto date of actual transfer



How to conclude

Suggest alternative remedies for existing litigation

• Settlement Commission or Advance Ruling, as per case

• Where matter is "fait accompli" suggest foreclosure
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• Rectification of procedural matters prior to transfer

Principle of Conservatism

• At all times, reviewer should exercise "conservatism" 

• Where alternative views exist, to adopt the conservative 
view or the most logical outcome
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OTHER POINTS TO NOTE
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Other points to note

• Indirect tax Report is a sub-set of overall Diligence Report

• Consistency of language, philosophy on positions taken, 
manner of estimation, etc is crucial 
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• Where possible, quantify observations

• Where quantification not possible, provide basis to quantify 

• Be prepared to have each observation challenged, 
especially by the Target Company 

• Indirect tax specialists to be part of initial kick-off meeting 

MOST IMPORTANT:  KNOW THE TARGET's BUSINESS!!!



The changes in the tax and 
regulatory environment 
constantly challenge large 
and growing businesses,
particularly those operating 
internationally. 

How your business meets 
this challenge can have a 

Grant Thornton can help you minimise your tax 

exposure and highlight the risks presented by 

constantly evolving and increasingly complex 

legislation.

Drawing on our knowledge and understanding of tax 

regimes in India and around the world, we offer timely 

information and independent advice.

Through legitimate planning, we consider issues that 

arise within specific types of tax, as well as the tax 

A comprehensive suite of tax and regulatory 
services

Thought Leadership PublicationsThought Leadership PublicationsThought Leadership PublicationsThought Leadership Publications

The firm publishes a variety of reports and 

newsletters designed to keep dynamic business 

leaders apprised of issues affecting their 

companies.

The publications are available at 

www.grantthornton.in/publications

Visit our Blog at 

www.grantthornton.in/insights 
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this challenge can have a 
significant impact on your 
bottom line. The more your 
business grows, the more 
complex tax requirements 
can become.

arise within specific types of tax, as well as the tax 

implications of a new project, or a change to the 

business. 

We work with you to develop bespoke tax-planning 

strategies suitable for your specific business structure, 

and our solution-oriented approach is designed to help 

you understand and minimise the tax challenges your 

business faces.

About Grant Thornton India LLP

Grant Thornton India LLP is a member firm within Grant Thornton International Ltd. The firm is 

one of the oldest and most prestigious accountancy firms in the country. Today, it has grown to 

be one of the largest accountancy and advisory firms in India with over 1,200 professional staff in 

New Delhi, Bangalore, Chandigarh, Chennai, Gurgaon, Hyderabad, Kolkata, Mumbai and Pune, 

and affiliate arrangements in most of the major towns and cities across the country.

As a member firm within Grant Thornton International, the firm has access to member and 

correspondent firms in over 120 countries, offering our clients specialist local knowledge 

supported by international expertise and methodologies.

www.grantthornton.in/insights 

for leading-edge news and views on various 

industries. 



Thankyou

© 2011 Grant Thornton UK LLP. All rights reserved.

© Grant Thornton India LLP. All rights reserved.

Grant Thornton India LLP (formerly Grant Thornton India) is registered with limited liability with identity number AAA-7677 and its registered office at 

L-41 Connaught Circus, New Delhi, 110001

Grant Thornton India LLP is a member firm within Grant Thornton International Ltd (‘Grant Thornton International’).

Grant Thornton International and the member firms are not a worldwide partnership. Services are delivered by the member firms independently.

www.grantthornton.in

Disclaimer:

This document is prepared for information purposes only. No reader should act on the basis of any statement contained herein without seeking professional 
advice. The firm expressly disclaims all and any liability to any person who has read this, document or otherwise, in respect of anything, and of consequences of 
anything done, or omitted to be done by any such person in reliance upon the contents of this document.


