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1.1. Introduction 

India has a well-developed tax structure with clearly demarcated authority between Central and State 

Governments and local bodies. The taxation laws are enacted by Central Government or State 

Government vide powers as prescribed in the Constitution of India. In terms of Article 246(1) read with 

List I to Seventh Schedule to the Constitution of India, the Central Government has exclusive powers to 

enact laws in relation to matters enumerated therein (Union List). In terms of Article 246(3) State 

legislatures have power to make laws with respect to matters enumerated in List II to the Seventh 

Schedule (State List). However, in relation to the matters enumerated under List III to Seventh Schedule, 

the Parliament and also the States have powers to make laws.  

In terms of the powers delegated under Article 246 of the Constitution, the Central Government has 

enacted laws to levy and collect taxes on income, customs duties, central excise and service tax. 

Similarly, State Governments have enacted laws to levy and collect taxes on sale of goods (Sales Tax / 

Value Added Tax), stamp duty, state excise, land revenue and profession tax.  

States are empowered to levy VAT on sale of goods within the State. All the States in India have enacted 

a law to levy and collect tax on sale of goods.  

1.2. History: 

Before the Value Added Tax was enacted, the States had in place the Sales Tax Acts. Earlier State Sales 

Tax Act had a complicated structure to levy and collect the taxes from the dealers:  

a. At multiple point of sale of goods. (tax on sale of goods was leviable at each point of sale) 

b. Also a system was prevailing to tax the sale of goods at single point. (Ex: In relation to goods as listed 

under Second Schedule to Karnataka Sales Tax Act, 1957, the tax was payable at one single point of sale. 

In other words, if the tax is paid by any other dealer on specified goods, the subsequent dealer was 

exempted to pay sales tax upon satisfying certain conditions.)  

c. Similar to single point of levy on sale of goods, there was prevailing a single point of tax on purchase of 

certain goods. (Ex: In relation to goods as listed under Third Schedule to Karnataka Sales Tax Act, 1957, 

the purchase tax was payable at the time of purchase ) 
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d. Levy of tax on transfer of property in goods during the course of execution of works contract. (This levy 

is still prevailing under the VAT Act) 

e. Levy of tax on transfer of right to use goods. (This levy is still prevailing under the VAT Act) 

f. Surcharge and cess was also payable on sales tax paid.  

Further, in the erstwhile sales tax structure, sales tax was levied on the gross value without allowing any 

credit or set-off for the taxes paid on inputs (i.e., tax is levied on gross value). Consequently, it tends to 

create the phenomenon of cascading resulting in increased consumer prices by an amount higher than 

what accrues to the exchequer by way of revenues from it. For instance, it was before a commodity is 

produced, inputs were first taxed, and then after the commodity is produced with input tax load, output 

was taxed again. This had a significant impact on the prices of the goods causing unfair double taxation 

with cascading effects. It was because of such shortcomings the decision to implement State level VAT 

was taken in the meeting of the Empowered Committee (EC) of State Finance Ministers held on June 18, 

2004, where a broad consensus was arrived at to introduce VAT from April 1, 2005. Accordingly, all 

states/UTs have implemented VAT. 

VAT is a multi-stage tax on sale of goods that is levied across various stages of production and supply 

with credit given for tax paid at each stage of Value addition. With introduction of VAT, the system of 

levy of tax on multi-point sale, turnover tax, surcharge, additional surcharge etc., are abolished. As a 

result, overall tax burden on the end consumer is rationalised. Moreover, VAT has also replaced the 

system of inspection by a system of built-in self-assessment by the dealers and auditing. The tax 

structure has become simple and more transparent.  

Some salient features and key benefits for introduction of VAT are:  

Á Uniform rates of VAT on various commodities in all the States/UTs. Two basic rates of 5.5 per cent and 

14.5 per cent, besides an exempt category and a special rate of 1 per cent for a few selected items. The 

items of basic necessities have been put in the zero rate bracket or the exempted schedule. Gold, silver 

and precious stones have been put in the 1 per cent schedule. There is also a category with 20 per cent 

floor rate of tax, but the commodities listed in this schedule are not eligible for input tax rebate/set off. 

This category covers items like motor spirit (petrol), diesel, aviation turbine fuel, and liquor. 

Á Provision for eliminating the multiplicity of taxes. 

Á Incorporated new provisions relating to allowing of "Input Tax Credit" of VAT paid on purchases.  

Á Zero-rate exports, with credit given for all taxes on inputs / purchases of goods related to such exports. 



P a g e | 3 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

Á Certain provisions to make the system more business-friendly. For instance, there is provision for self-

assessment by the dealers. Similarly, there is provision of a threshold limit for registration of dealers in 

terms of annual turnover of Rs 7.5 lakh. Dealers with turnover lower than this threshold limit are not 

required to obtain registration under VAT and are exempt from payment of VAT. There is also provision 

for composition of tax liability up to annual turnover limit of Rs. 50 lakh. 

Hence, the objective of introduction of VAT, was to enhance competitiveness by removing cascading 

effect of taxes on cost of goods and to make the levy of tax simple, transparent, revenue neutral, self-

regulatory ensuring flexibility to generate large and buoyant revenues.  

1.3. Karnataka Value Added Tax Act, 2003: 

 ΨYŀǊƴŀǘŀƪŀ ±ŀƭǳŜ !ŘŘŜŘ ¢ŀȄ όY±!¢ύΩ ƛƴǘǊƻŘǳŎŜŘ ōȅ {ǘŀǘŜ Ƙŀǎ ŀŎǉǳƛǊŜŘ its legal status from Entry 54 of 

the State List. As explained supra, VAT is a tax on the value added to the commodity at each stage in 

production and distribution chain. It is a system to collect the tax on the value at the final or retail point 

of sale. Under VAT system, a dealer collects tax on his sales, retains the tax paid on his purchase and 

pays balance to the Government Treasury. It is a consumption tax because it is borne ultimately by the 

final consumer. To illustrate, A retailer has an input worth Rs. 1,00,000/- on its purchases and sales are 

worth Rs. 2,00,000/- in a month, and input tax rate and output tax rate are 5.5% and 14.5% respectively, 

then input tax credit/set-off and calculation of VAT will be as shown below: 

A. Input purchased within the month :  1,00,000 

B. Output sold in the month  :  2,00,000 

C. Input Tax Credit @ 5.5%   :  5,500 

D. Output Tax Payable @ 14.5%  :  29,000 

E. VAT Payable during the month [(D)- (C)]:  23,500 

1.4. Certain important provisions under Karnataka VAT Act, 2003 (KVAT Act, 2003): 

1.4.1. Section 2(6) - Business: 

Business as defined under the Karnataka VAT Act, 2003 means an activity of carrying on trade, 

commerce or manufacture and includes any transaction of sale or purchase of goods effected in 

connection with or ancillary or incidental to the main activity of trading, manufacturing etc., Such 

activity need not be carried on with an object to earn any profit or gain and it is immaterial whether any 

profit or gain is earned from such activity. The following points emerge from the definition: 
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Á Business constitutes any trade, commerce or manufacture or any adventure or concern in the nature of 

ǘǊŀŘŜΣ ŎƻƳƳŜǊŎŜ ƻǊ ƳŀƴǳŦŀŎǘǳǊŜΦ ¢ƘŜ ǘŜǊƳǎ άǘǊŀŘŜΣ ŎƻƳƳŜǊŎŜΣ ƳŀƴǳŦŀŎǘǳǊŜΣ ŀŘǾŜƴǘǳǊŜ ƻǊ ŎƻƴŎŜǊƴέ 

are not defined in the Act. Therefore, the meaning of the above terms shall be understood by following 

the test of common parlance or understanding of the persons conversant with such activities. 

Á The activity can be termed as a business even otherwise trade, commerce, manufacture or any 

adventure or concern in the nature of trade, commerce or manufacture is carried on with a profit 

motive. In other words, profit motive is immaterial to constitute any activity as business. 

Á Business normally implies something done on regular basis. However, since business includes the term 

άŀŘǾŜƴǘǳǊŜέΣ ƻŎŎŀǎƛƻƴŀƭ ǘǊŀƴǎŀŎǘƛƻƴǎ ǿƘƛŎƘ ǿƛƭƭ ōŜ ŜȄŜŎǳǘŜŘ ƛƴ ǘƘŜ ŎƻǳǊǎŜ ƻŦ ŎŀǊǊȅƛƴƎ ƻǊ ŀƭƻƴƎ ǿƛǘƘ ǘƘŜ 

main business may also considered as business.  

Á The definition of business is vide enough to cover the incidental or ancillary business to the main 

business incidental and ancillary activities to the main business also constitutes business. To understand 

the term incidental and ancillary to the main business one can refer the following examples / case laws:  

Á State Government undertaking engaged in road transport business, is liable to pay tax on sale of its un-

serviceable, old and obsolete parts ς State of Orissa vs. Orissa Road Transport Co. Ltd., 107 STC 204 ς 

Supreme Court. 

Á Sale of scrap was held to be connected with the business of assessee and as such the turnover in 

relation to such sale was liable for tax ς State of Tamil Nadu vs. Burmah Shell Oil Co 31 STC 426 ς 

Supreme Court. 

Á Turnover of goods sold in the store maintained by the company for the welfare of the employees was 

held to be incidental to main business ς State of Tamil Nadu vs. Binny Ltd., 49 STC 17 ς Supreme Court. 

Á Sale of old and unsold newspaper, print waste and cut waste by a newspaper publisher was held as sale 

incidental or ancillary to the main business of printing and publishing ς The Hindu vs. State of Tamil 

Nadu 67 STC 477 ς Supreme Court and Indian Express P Ltd., vs. State of Tamil Nadu 67 STC 474 ς 

Supreme Court. 

1.4.2. Section 2(12) ς Dealer: 

Dealermeans any person who carries on the business of buying, selling, supplying or distributing goods, 

directly or otherwise, whether for cash or for deferred payment, or for commission, remuneration or 

ƻǘƘŜǊ ǾŀƭǳŀōƭŜ ŎƻƴǎƛŘŜǊŀǘƛƻƴΦ ¢ƘŜ ǘŜǊƳ άŘŜŀƭŜǊέ ŀǎ ŘŜŦƛƴŜŘ under Karnataka VAT Act, 2003 is an 

extensive definition. Any person who is engaged in buying, selling or distributing goods can be termed as 
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dealer irrespective of the fact that such person is acting as commission agent, principal etc., The 

extensive part of the definition also covers the following entities which carries on the business of 

buying, selling, supplying or distributing goods on behalf of any principal whether for cash or for 

deferred payment, or for commission, remuneration or other valuable consideration:  

a) Government (Central or State) owned industrial, commercial or trading undertaking; 

b) Statutory bodies, local authorities, companies incorporated under any other statute; 

c) a Hindu undivided family, an Aliyasanthana Family, a partnership firm, a society, a club or an association 

which carries on such business;    

d) a casual trader, carrying on occasional transactions of a business nature involving the buying, selling,  

e) supply or distribution of goods in the State;  

f) a commission agent, a broker or del credere agent or an auctioneer or any other mercantile agent by 

whatever name called. Agents are of various types like broker, factor, commission agent, delcredere 

agent, etc., 

g) a non-resident dealer or an agent of a non-resident dealer, a local branch of a firm or company or 

association situated outside the State;  

h) a manufacturer of goods;  

i) a person engaged in the business of transfer otherwise than in pursuance of a contract of property in 

any goods; 

j) a person engaged in the business of transfer of property in goods (whether as goods or in some other 

form) involved in the execution of a works contract;  

k) a person engaged in the business of delivery of goods on hire purchase or any system of payment by 

instalments;  

l) a person engaged in the business of transfer of the right to use any goods for any purpose (whether or 

not for a specified period) for cash, deferred payment or other valuable consideration; 

Further explanations appended to the definition of the dealer states that: 

a) A society (including a cooperative society), club or firm or an association which is not engaged in any 

business, will be deemed to be a dealer if such society, club, firm or association buys, sells, supplies 

goods or distributes goods from or to its members for cash, or for deferred payment or for commission, 

remuneration or other valuable consideration. 
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b) The Central Government or a State Government or a local authority or a statutory body which whether 

or not, in the course of business, buys, sells, supplies or distributes goods, directly or otherwise, for cash 

or deferred payment or for commission, remuneration or other valuable consideration shall be deemed 

to be a dealer for the purposes of this Act.  

c) In respect of the transfer of the right to use feature films, the person who transfers such right to the 

exhibitor and from whom the exhibitor derives the right to make such use shall be deemed to be the 

dealer under this clause.  

d) (i) An agriculturist who sells exclusively agricultural produce grown on land cultivated by him personally 

or a person who is exclusively engaged in poultry farming and sells the products of such poultry farm 

shall not be deemed to be a dealer within the meaning of this clause;  

(ii) Where the agriculturist is a company and is selling arecanut, pepper, cardamom, rubber, timber, 

wood, raw cashew or coffee grown on land cultivated by it personally, directly or otherwise, such 

company, shall be deemed to be a dealer in respect of turnovers relating to sales of such produce. 

The definition of the word dealer shall always be read with the definition of the word business so as to 

determine whether a person is a dealer or otherwise for the purpose of the Karnataka VAT Act, 2003. To 

understand the scope of these terms it is relevant to refer to the judgments of various courts: 

Government: The term dealer means any person who carries on, whether regularly or otherwise, the 

business of buying, selling, supplying or distribution of goods etc., It also includes Government (Central 

or State) owned industrial, commercial or trading undertaking  

Á Port cannot be termed as dealer: The main activity of Madras Port Trust which was in relation to 

provision of services of landing, shipping, trans-shipping, receiving, shifting, transporting, storing or 

delivery of goods was held to be not carrying on business of buying, selling, supplying or distribution of 

goods. Carrying on business requires something more than merely selling or buying etc., It depends on 

volume frequency, continuity and regularity of transactions. Even if the profit motive is statutorily 

excluded from the definition of business but still the person may be carrying on business. Hence, if main 

activity is not business, the sales made in connection with or incidental or ancillary to the main activity 

would not be business ς State of Tamil Nadu vs. Board of Trustees 114 STC 520 ς Madras High Court. 

Á A trust set-up to spread message of Saibaba ς not a dealer: A trust set-up to spread message of Saibaba 

of Shirdi was selling publications for spreading his message. Sale proceeds went to trust which can be 

utilised only for the objects of trust. It was held that irrespective of profit motive, trust is not a dealer 
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and main activity of trust to spread message of Saibaba does not amount to business. It was held that 

only those person who carry on business of buying and selling goods are the dealers. To constitute a 

dealer the main activity of the person should be business. ς CST vs. Sai Publication Fund 126 STC 288 

Bombay High Court. 

Á Department of Railways is dealer: The Department of Railways are held to be dealer and liable to tax 

for sale of scrap and un-serviceable materials as well as sale of unclaimed goods. It was further held that 

the said activity is incidental and ancillary to its business as carrier of goods ς Member, Board of 

Revenue vs. Controller of Stores 74 STC 5 ς Supreme Court. 

Á Catering activity of Railways ς dealer: Railway catering department supplying food to employees and 

passengers for price is held to be a dealer and liable to pay sales tax ς UOI vs. State of Bihar 139 STC 142 

ς Patna High Court and also CST vs. Departmental Catering (Northern Railways) 146 STC 287 ς Delhi High 

Court. 

Agents: Generally agents can be classified in two broad categories:  

(i) Agent who procures goods on his own account from Principal and sells the same to buyer. Invoice is 

raised by Agent to the buyer. Thus, he acts as principal to the buyer; 

(ii) Agent who only acts as intermediary or middleman between principal and buyer. Goods are sold directly 

by principal to the buyer. The intermediary gets commission or brokerage for his services. A broker, 

commission agent delcredere agent are such type of agents. A delcredere agent in addition to acting as 

a intermediary, acts as a guarantor to the principal regarding non-performance of contract by buyer e.g. 

not making payment or refusing to accept the delivery of goods etc., He gets additional commission 

called del credere commission for this extra service. An auctioneer also does not deal with the goods on 

his own account. 

Following are some of the important judgments relating to agent: 

Á Del credere agent is liable to sales tax: The dealer acting as a delcredre agent was held to be a dealer 

liable to pay sales tax if property in goods is transferred to him. However, if he merely acts as agent and 

property in goods does not pass to him, he will not be liable to pay sales tax. Pench Valley vs. State of 

MP 31 STC 64 Madhya Pradesh High Court. 

Á Commission agent is dealer: If an agent or commission agent sells goods belonging to his principal with 

his authority and consent and without disclosing to the buyer the name of the owner, there is transfer 
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of property in the goods from the commission agent to the buyer. In such case he will fall within the 

definition of dealer.Bagalkot Cement Co., vs State of Mysore 1 SCC 336 ς Supreme Court. 

Clubs: Article 366(29A)(e) of Constitution of India specifically states that supply of goods by 

unincorporated body to its members is a deemed sale. Further, a members club whether incorporate or 

unincorporated is specifically covered under the extended definition of the dealer. 

Others persons held as dealer:  

Á State Road Transport Corporation is a dealer: State Government undertaking engaged in road transport 

business, is liable to pay tax on sale of its un-serviceable, old and obsolete parts ς State of Orissa vs. 

Orissa Road Transport Co. Ltd., 107 STC 204 ς Supreme Court. 

Á Insurance company is a dealer: Insurance Company taking possession of goods for which it has paid 

insurance claim and later selling them is held as incidental or ancillary business of insurance. 

Accordingly, the insurance company was held to be a dealer. ς United India Assurance Co. Ltd., vs. CCT 

78 STC 99 ς Kerala High Court.  

Á Pawnbroker is a dealer: The pawnbroker has special rights in the goods pledged, a right higher higher 

than mere right of detention of goods but a right lesser than general property in the goods. If the 

pawner does not redeem the goods, the pawnbroker can sale the goods. Hence the pawnbroker is a 

dealer and is liable to sale tax, even when he himself purchases the goods in auction. ς Karnataka Pawn 

Brokers Assn. vs. State of Karnataka 111 STC 752 ς Supreme Court. 

1.4.3. Section 2(15) ς Goods: 

Goods means all kinds of movable property (other than newspaper, actionable claims, stocks and shares 

and securities) and includes livestock, all materials, commodities and articles (including goods, as goods 

or in some other form) involved in the execution of a works contract or those goods to be used in the 

fitting out, improvement or repair of movable property, and all growing crops, grass or things attached 

to, or forming part of the land which are agreed to be severed before sale or under the contract of sale. 

Analysing the definition of goods it is apparent that all kinds of movable property constitute goods. 

However, the following are specifically excluded from the definition of goods: 

Newspapers: Newspapers are not goods under the Karnataka VAT Ac, 2003t. Although in general sense, 

newspapers are goods, but they have been specifically excluded from the definition of goods in view of 

Entry 92A of the Union List and Entry 54 of the State List.  

Stocks, shares and securities 
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Actionable claims: Actionable claims are outside the purview of definition of goods under Karnataka 

VAT Act, 2003. Actionable claim means a claim to any debt, other than a debt secured by mortgage of 

immovable property or by hypothecation or pledge of movable property, or to any beneficial interest in 

movable property not in the possession, either actual or constructive, of the claimant, which the civil 

courts recognise as affording grounds for relief, whether such debt or beneficial interest be existent, 

accruing, conditional or contingent [Section 3 of the Transfer of Property Act, 1882].  

Some of the important judgments in relation to the definition of goods: 

Á Plant and machinery erected at site cannot be treated as goods: Plant and machinery or structure 

assembled and erected at site cannot be treated as goods for the purpose of levy of sales tax, if it is not 

marketable and movable. Goods erected and installed in the premises and embedded to earth cease to 

be goods and cannot be held to be excisable goods. ς Mittal Engg Works vs. CCE 106 STC 201 ς Supreme 

Court. 

Á Mobile recharge coupons are not goods: Recharge coupon vouchers sold by distributors of mobile 

telephone companies is for accessing telephone services for pre-determined period of time. Thus, 

recharge coupon is acknowledgment of receipt of money in advance for providing telecom service in 

future is actionable claim and hence not subject to sales tax. ς Bharti Airtel vs. ACST 34 VST 202 

Á Lottery tickets are not goods: Lottery ticket is actionable claim. Hence lottery ticket is not goods for the 

purpose of levy of sales tax. ς Sunrise Associates vs. Government of NCT of Delhi ς 145 STC 576 ς 

Supreme Court. 

Á Goods can be tangible or intangible: A goods may be a tangible property or an intangible one. It would 

become goods provided it has the attributes thereof having regard to (a) its utility; (b) capable of being 

bought and sold and (c ) capable of being transferred, delivered, stored and possessed. It was further 

observed that whether goods are incorporeal or corporeal, tangible or intangible, they must be 

deliverable. ς BSNL Ltd., vs. UOI 145 STC 91 ς Supreme Court. 

Á Trademarks are goods: Trade mark is intangible goods. Transfer of right to use trade mark is deemed 

sale and consideration is taxable. - SPS Jayam& Co., vs. Registrar 137 STC 117 ς Madras High Court. 

Á Advance Authorisation / DEPB are goods: DEPB license has intrinsic value that makes it marketable 

commodity. Hence DEPB qualifies as goods. ς Yash Overseas vs. CST 17 VST 182 ς Supreme Court. 

Á Supply of SIM card is service: SIM card does not have any intrinsic value. The value of SIM card forms 

part of the activation charges as no activation is possible without a valid functioning of SIM card and the 
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value of the taxable service is calculated on the gross total amount received by the operator from the 

subscribers. It is liable to service tax and not VAT. ς Idea Mobile Communication Ltd., vs. CCE&C 43 VST 1 

ς Supreme Court. 

Á Electromagnetic waves are not goods: Electromagnetic waves by which data is transmitted are not 

goods, since they can neither be abstracted nor are they consumed in the sense that they are not 

extinguished by their user. They are not delivered, stored or possessed. Nor are they marketable. ς BSNL 

vs. UOI 3 VST 95 ς Supreme Court. 

Á Software can be goods: The canned software (i.e. computer software packages sold off the shelf) like 

oracle, Lotus, etc., are goods. The copyright in the program may remain with originator of programme, 

but the moment copies are made and marketed, they become goods. ς Tata Consultancy Service vs. 

State of Andhra Pradesh 137 STC 620 ς Supreme Court. 

Á Development of software ς amounts to service: Agreement for development of softwareby providing 

trained staff who would develop software according to specifications of customer is not a contract of 

sale. The developer would have no right or claim on software developed. The software developed would 

be absolute property of the customer. It was held to be a contract of service simplicitor liable to service 

tax and not VAT. ς Sasken Communication Technologies Ltd., vs. JCCT (Appeals) 33 STT 507 ς Karnataka 

High Court. 

1.4.4. Section 2(29) ς Sale: 

Sale with all its grammatical variation and cognate expressions means every transfer of the property in 

goods by one person to another in the course of trade or business for cash or for deferred payment or 

other valuable consideration and includes,-  

a) a transfer otherwise than in pursuance of a contract of property in any goods for cash, deferred 

payment or other valuable consideration;  

b) a transfer of property in goods (whether as goods or in some other form) involved in the execution of a 

works contract;  

c) a delivery of goods on hire purchase or any system of payment by instalments;  

d) a transfer of the right to use any goods for any purpose (whether or not for a specified period) for cash, 

deferred payment or other valuable consideration 

Essential elements of sale are that ς  

(i) There must exist a bargain or contract of sale; and 
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(ii) Payment or promise of payment of price; and 

(iii) Delivery of goods; and 

(iv) Transfer of title to goods. 

A transaction in which one of the above four elements does not exist will not constitute a transaction of 

άǎŀƭŜέΦ 

¢ǊŀƴǎŦŜǊ ƻŦ ΨtǊƻǇŜǊǘȅΩ ŜǎǎŜƴǘƛŀƭ ς¢ƘŜǊŜ Ŏŀƴ ōŜ ƴƻ ǘǊŀƴǎŀŎǘƛƻƴ ƻŦ άǎŀƭŜέ ǳƴƭŜǎǎ ǘƘŜǊŜ ƛǎ ΨǘǊŀƴǎŦŜǊ ƻŦ 

propŜǊǘȅΩ ƛƴ ƎƻƻŘǎΦ ΨtǊƻǇŜǊǘȅΩ ƳŜŀƴǎ ŀ ǘƘƛƴƎ ƻǾŜǊ ǿƘƛŎƘ ŀ ǇŜǊǎƻƴ Ƙŀǎ ŀ ŘƻƳŀƛƴ ƻǊ ƻǿƴŜǊǎƘƛǇΦ ¢Ƙƛǎ 

ƛƳǇƭƛŜǎ ǘǊŀƴǎŦŜǊ ƻŦ ƻǿƴŜǊǎƘƛǇ ƛǎ ŀ ƳǳǎǘΦ aŜǊŜ ŜƴǘŜǊƛƴƎ ƛƴǘƻ ŀƴ ΨŀƎǊŜŜƳŜƴǘ ǘƻ κ ŦƻǊ ǎŀƭŜΩ ŘƻŜǎ ƴƻǘ ƳŜŀƴ 

that a transaction of sale has concluded as there is no tranǎŦŜǊ ƻŦ ǇǊƻǇŜǊǘȅ ƛƴ ƎƻƻŘǎΦ ΨtǊƻǇŜǊǘȅΩ ƛǎ 

ŘƛŦŦŜǊŜƴǘ ŦǊƻƳ ΨǇƻǎǎŜǎǎƛƻƴΩΦ tǊƻǇŜǊǘȅ ƛƴ ƎƻƻŘǎ Ŏŀƴ Ǉŀǎǎ ŜǾŜƴ ōŜŦƻǊŜ ƘŀƴŘƛƴƎ ƻǾŜǊ ǇƻǎǎŜǎǎƛƻƴΦ 

Conversely, transfer of possession does not necessarily mean that it is a transfer of property. No sales 

tax can be levied ƻƴ ƳŜǊŜ ΨŀƎǊŜŜƳŜƴǘ ǘƻ ǎŀƭŜΩΦ 

/ƘŀǊƎŜ κ ƳƻǊǘƎŀƎŜ κ ƘȅǇƻǘƘŜŎŀǘƛƻƴ κ ǇƭŜŘƎŜ ƛǎ ƴƻǘ ΨǎŀƭŜΩ ς 5ŜŦƛƴƛǘƛƻƴ ƻŦ ΨǎŀƭŜΩ ǳκ{ нόнфύ ǎǇŜŎƛŦƛŎŀƭƭȅ 

ǎǘŀǘŜǎ ǘƘŀǘ ΨǎŀƭŜΩ ǎƘŀƭƭ ƴƻǘ ƛƴŎƭǳŘŜ ŀ ƳƻǊǘƎŀƎŜ ƻǊ ƘȅǇƻǘƘŜŎŀǘƛƻƴ ƻǊ ŀ ŎƘŀǊƎŜ ƻǊ ǇƭŜŘƎŜ ƻŦ ƎƻƻŘǎΦ  Lƴ ŀ 

transaction of mortgage normally, immovable property is transferred for securing payment or 

performance of a promise. Pledge is essentially a bailment of goods as security for payment of a debt or 

performance of a promise. (Thus, mortgage is normally of an immovable property while pledge is of 

goods). In mortgage, the possession of immovable property may or may not be handed over. In pledge, 

possession of goods is handed over by the owner to a person making the advances. Hypothecation 

means a pledge without immediate possession of goods. In hypothecation, goods remain in possession 

of owner and he can deal with goods in normal course.  

However, person making an advance has a right to have possession if advances are not repaid within the 

stipulated time. Banks normally make advances on the basis of hypothecation of stock of raw material, 

work in process, consumables and finished goods. The borrower is owner of these goods and he can 

deal with them in normal course of business. A Bank can take the possession of the hypothecated goods 

(raw material, WIP, finished goods, consumables etc.) if borrower fails to make payment of borrowed 

money when due. 

Deemed sales: 

¢ƘŜǊŜ ŀǊŜ ǎƻƳŜ ǘǊŀƴǎŀŎǘƛƻƴǎ ǿƘƛŎƘ ŀǊŜ ŘŜŦƛƴŜŘ ŀǎ ΨǎŀƭŜǎΩ ǳƴŘŜǊ YŀǊƴŀǘŀƪŀ ±!¢ !ŎǘΣ нллоΦ {ǘǊƛŎǘƭȅΣ ǘƘŜȅ 

Ƴŀȅ ƴƻǘ ŀƳƻǳƴǘ ǘƻ ΨǎŀƭŜΩ ŀǎ ǇŜǊ {ŀƭŜ ƻŦ DƻƻŘǎ !ŎǘΦ IƻǿŜǾŜǊΣ ǘƘŜǎŜ ŀǊŜ ΨŘŜŜƳŜŘ ǎŀƭŜǎΩΦ 5ŜŦƛƴƛǘƛƻƴ ƻŦ ΨǘŀȄ 
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ƻƴ ǎŀƭŜ ƻǊ ǇǳǊŎƘŀǎŜ ƻŦ ƎƻƻŘǎΩ ŀǎ ŎƻƴǘŀƛƴŜŘ ƛƴ !ǊǘƛŎƭŜ оссόнф!ύ ŀǎ ƛƴǎŜǊǘŜŘ ōȅ псth amendment to 

/ƻƴǎǘƛǘǳǘƛƻƴ ŘƻŜǎ ƳŀƪŜ ǇǊƻǾƛǎƛƻƴ ƻŦ ǘŀȄƛƴƎ ǘƘŜǎŜ ΨŘŜŜƳŜŘ ǎŀƭŜǎΩ ǿƘƛŎƘ ǊŜŀŘs as under:  

Á Transfer of property in goods during the course of execution of works contract shall be deemed to be a 

sale; 

Á Transfer of right to use goods by one person to another shall constitute sale; 

Á A transfer of property involved in the sale or distribution of goods by a society or a co-operative society, 

club, firm, or any association to its members, for cash, or for deferred payment or other valuable 

consideration, whether or not in the course of business, shall be deemed to be a sale;  

Á Sale include supply of goods being food or any other article for human consumption or any drink as a 

part of any service, if such supply or service is for a cash, deferred payment or other valuable 

consideration.  

Deemed sales also covers the transaction wherein the goods are transferred from a principal to his 

selling agent and from the selling agent to the purchaser; or the goods are transferred from the seller to 

a buying agent and from the buying agent to his principal, if the agent is found in either of the cases 

aforesaid,-  

(i) to have sold the goods at one rate and to have passed on the sale proceeds to his principal at another 

rate, or  

(ii) to have purchased the goods at one rate and to have passed them on to his principal at another rate, or  

(iii) not to have accounted to his principal for the entire collections or deductions made by him in the sales 

or purchases effected by him on behalf of his principal, or  

(iv) to have acted for a fictitious or non-existent principal. 

However, it also mandatory in case of deemed sale that such transfer of property in goods is for a cash 

or for deferred payment or other valuable consideration.  

Some of the important judgments relating to sale:  

Á .ŀǊǘŜǊ ƻǊ ŜȄŎƘŀƴƎŜ ƛǎ ƴƻǘ ŀ ΨǎŀƭŜΩ ς As per ǘƘŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ŀ ϥ{ŀƭŜΩ ǳƴŘŜǊ ǘƘŜ YŀǊƴŀǘŀƪŀ ±!¢ !ŎǘΣ нлло 

ǘǊŀƴǎŦŜǊ ƻŦ ƎƻƻŘǎ Ŏŀƴ ōŜ ŦƻǊ Ψŀƴȅ ƻǘƘŜǊ ǾŀƭǳŀōƭŜ ŎƻƴǎƛŘŜǊŀǘƛƻƴΩΦ Lƴ Devi Dass Gopal Krishnan v. State of 

Punjab όмфстύ нл {¢/ пол ό{/ύΣ ƛǘ ǿŀǎ ƘŜƭŘ ǘƘŀǘ ƛƴ ǘƘŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ΨǎŀƭŜΩΣ ΨǾŀƭǳŀōƭŜ ŎƻƴǎƛŘŜǊŀǘƛƻƴΩ ǘŀƪŜǎ 

ŎƻƭƻǳǊ ŦǊƻƳ ǇǊŜŎŜŘƛƴƎ ŜȄǇǊŜǎǎƛƻƴ ΨŎŀǎƘ ƻǊ ŘŜŦŜǊǊŜŘ ǇŀȅƳŜƴǘΩΦ Lǘ ƛǎ ŀ ŎƻƴǎƛǎǘŜƴǘ ƭŜƎƛǎƭŀǘƛǾŜ ǇǊŀŎǘƛŎŜ ǘƻ 

ǘǊŜŀǘ ǘƘŜ ŜȄǇǊŜǎǎƛƻƴ ŀǎ ΨƳƻƴŜǘŀǊȅ ŎƻƴǎƛŘŜǊŀǘƛƻƴΩΦ LŦ ǎƻΣ ƛǘ Ŏŀƴ ƻƴƭȅ ƳŜŀƴ ǎƻƳŜ ƻǘƘŜǊ ƳƻƴŜǘŀǊȅ ǇŀȅƳŜƴǘ 
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in nature of cash or deferred pŀȅƳŜƴǘΩ ǎǳŎƘ ŀǎ ƛǎǎǳŜ ƻŦ ǎƘŀǊŜǎ ŦƻǊ ƳŀŎƘƛƴŜǊȅΦ 9ȄŎƘŀƴƎŜ ƻŦ ƎƻƻŘǎ ƛǎ ŀ 

ΨōŀǊǘŜǊΩ ŀƴŘ ƴƻǘ ŀ ΨǎŀƭŜΩ ŀƴŘ ƘŜƴŎŜ ƴƻǘ ǘŀȄŀōƭŜΦ ς Steel Authority of India v. ACCT ILR 1996 Karn 1136. 

Á Free replacement of goods during warranty would not attract sales tax. ς CST vs. PremNath Motors 43 

STC 52 ς Delhi High Court. 

Á Right to use - vehicles: The transfer of exclusive possession of lorries to sister concern wherein the 

maintenance was taken care by sister concern was held to be transfer of right to use goods and is liable 

to VAT. ς Kaveri Feed vs..Secretary, STAT 42 VST 255 ς Madras High Court. 

Á Right to use ς trademark: Transfer of intangible property like trademark by mere permission in writing 

is transfer of right to use goods and is taxable. It is not necessary that trademark itself or right therein 

need not be transferred. ς CST vs. Duke and Sons 112 STC 370 ς Bombay High Court. 

Á Right to use ς telephone apparatus: Supplying instrument / apparatus and other appliances in the 

premises of a subscriber, which are connected with a telephone line to area exchange is transfer of right 

to use the goods and hence is taxable. ς State of UP vs. UOI 130 STC 1 ς Supreme Court. 

1.4.5. Section 2(37) ς Works Contract: 

Works contract includes any agreement for carrying out for cash, deferred payment or other valuable 

consideration, the building, construction, manufacture, processing, fabrication, erection, installation, 

fitting out, improvement, modification, repair or commissioning of any movable or immovable property. 

The distinction between a contract of sale of goods and contract of work is often a fine one. The 

question, whether a contract is one for sale of goods or for executing works, is largely one of facts, 

depending upon the terms of the contract, including the nature of obligation to be discharged 

thereunder and the surrounding circumstances. There is no standard formula by which sale contract and 

works contract may be distinguished from one other. It depends on main object of the parties, 

circumstances and custom of trade. However, following points can be carved out in determining 

whether the contract is for sale or works contract: 

Particulars Sale Works Contract 

Nature of transaction Lǘ ƛǎ ΨǎŀƭŜΩΦ Lǘ ƛǎ ΨŘŜŜƳŜŘ ǎŀƭŜΩΦ 

Relationship 

between the parties 

Relation is seller and buyer. Relationship is contractor and 

contractee. 

Absolute property in 

goods 

In sale of goods, the thing 

produced / manufactured as a 

In works contract, the things 

produced as a whole is never 
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whole is absolute property of 

maker when it comes into 

existence. He then transfer it to 

buyer. 

absolute property of maker, even 

though material used in works 

contract might have been his 

absolute property. 

Transfer of property In a sale, the sale is ΨŎƘŀǘǘŜƭ ǉǳŀ 

ŎƘŀǘǘŜƭΩΣ ƛΦŜΣ ΨƎƻƻŘǎΩ ŀǊŜ ǎƻƭŘ ŀǎ 

ΨƎƻƻŘǎΩΦ ¢ƘŜ ǇǊƻǇŜǊǘȅ ƛƴ ƎƻƻŘǎ ƛǎ 

transferred at the time of delivery 

of finished article 

The article produced as a whole 

directly becomes property of buyer, 

without first becoming property of 

maker. Property in goods contained 

in works contract passes by 

accretion, accession or blending 

during the execution of work. 

Nature of contract Contract is primarily for supply of 

materials at prices agreed and the 

work or service is incidental to the 

execution of contract. 

Contract is primarily a contract of 

work and labour and materials are 

supplied in execution of such 

contract 

Rejection of goods Rejection of goods is possible  Rejection of goods is generally 

difficult 

Taxability Sale is taxable under VAT laws. Transfer of property in goods 

involved in works contract is 

deemed sale and taxable under VAT 

laws. 

Parties Sale can be of standard goods as 

well as tailor made goods. 

Works contract is only a tailor 

made i.e., for specific contractee 

Supply of material by customers Buyer usually never supplies any 

material to seller 

Contractee often supplies 

material to contractor. 

Stautes Sale of Goods Act applies to the 

transaction 

Indian Contract Act applies to 

the transaction 

TDS TDS provisions are not applicable  TDS provisions are applicable to 

works contract both under 

Income Tax Act and KVAT Act. 
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Relevant judgments relating to works contract: 

Á Building contract is works contract: After the 46th amendment, the works contract which was indivisible 

one, is by legal fiction altered into one for sale of goods and other for supply of labour and services. 

After 46th Amendment, it has become possible for States to levy tax on value of goods involved in a 

works contract in the same way in which the sales tax was leviable on the price of goods and materials 

supplied in a building contract which had been entered into two distinct and separate parts. ς Builders 

Association of India vs. UOI 73 STC 370 ς Supreme Court. 

Á Fabrication is works contract: Fabrication and installation of steel structure at site is contract for work 

and labour even if material of contractor is used. ς State of Madras vs. Richardson 21 STC 245 ς Supreme 

Court. 

Á Photographic work ς not works contract: Job done by a photographer is in nature of service contract 

not involving any sale of goods. Passing of property in photo paper is only incidental to main contract. ς 

Rainbow colour Lab vs. State of MP 118 STC 9 ς Supreme Court. 

Á Maintenance contract is works contract: Maintenance contract of replacing worn out spares and 

material such as toner, developer and fuse oil. Held that such a transfer of materials is liable to tax. ς

ModiXeros vs. State of Karnataka 114 STC 424 ς Karnataka High Court. 

Á Development charges in relation to plots ς works contract: It was held that developer collecting 

development charges for common facilities like compound wall, drainage, club house, street lighting 

etc., is works contract liable to tax. ς Continental Builders and Developers vs. State of Karnataka 14 VST 

175 ς Karnataka High Court. 

Á Supply and installation of lift ς works contract: Composite contract of manufacture, supply and 

installation of lifts in building amounts to works contract. However, if there are two contracts for 

purchase of components of lift from a dealer and separate contract for installation, same would amount 

to 'sale' and 'labour and service' respectively. ς Kone Elevators vs. State of Tamil Nadu 71 VST 1 ς

Supreme Court. 

Á Agreement between the builder and flat purchaser is works contract: The real estate sector was in 

ǇŜǘƛǘƛƻƴ ōŜŦƻǊŜ ǘƘŜ IƻƴΩōƭŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ǘƘŀǘ ǘƘŜ ŜǎǎŜƴŎŜ ƻŦ ǘƘŜ ŎƻƴǘǊŀŎǘ ōŜǘǿŜŜƴ ǘƘŜ ōǳƛƭŘŜǊ κ 

developer and the flat purchaser is essentially for sale immovable property and therefore, the same 

Ŏŀƴƴƻǘ ōŜ ŀ ǎǳōƧŜŎǘ ƳŀǘǘŜǊ ƻŦ ǎŀƭŜǎ ǘŀȄΦ ¢ƘŜ IƻƴΩōƭŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ƴŜƎŀǘŜŘ ǘƘƛǎ ŀǊƎǳƳŜƴǘ ƻŦ ǘƘŜ ǊŜŀƭ 

estate sector and held that any agreement entered into by a builder / developer before the completion 
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of construction is a works contract and would hence be liable for payment of sales tax. Three conditions 

must be satisfied for levy of tax on goods deemed to have been sold under a works contract (i) there 

must be a works contract, (ii) goods should have been involved in the execution of a works contract and 

(iii) the property in those goods must be transferred to a third party either as goods or in some other 

form. ς L & T Ltd., & Another vs. State of Karnataka &Another 65 VST 1 ς Supreme Court. 

1.4.6. Section 2(7) ς Capital Goods: 

Capital goods means plant, including cold storage and similar plant, machinery, goods vehicles, 

equipments, moulds, tools and jigs, and used in the course of business other than for sale. 

1.4.7. Section 2(19) ς Input: 

Input means any goods including capital goods purchased by a dealer in the course of his business for re-

sale or for use in the manufacture or processing or packing or storing of other goods or any other use in 

business. 

1.4.8. Section 2(20) - Input tax: 

Input tax means the tax paid in accordance with the provisions of Karnataka VAT Act, 2003, on 

purchases effected inside the State, by a dealer on inputs which are purchased for the purpose of his 

business and not for person consumption.  

1.4.9. Section 2(22) ς Output tax: 

Output tax in relation to any registered dealer means the tax payable in respect of any taxable sale of 

goods made by the dealer in the course of his business. It also includes tax payable by a commission 

agent in respect of taxable sales of goods made on behalf of such dealer subject to issue of a prescribed 

declaration by such agent. 

1.4.10. Section 2(23) - Place of business: 

'Place of business' means any place where a dealer purchases or sells goods and includes, -  

Á any warehouse, godown or other place where a dealer stores or processes his goods;  

Á any place where a dealer produces or manufactures or processes goods;  

Á any place where a dealer keeps his accounts including documents and in a case where a dealer carries 

on business through an agent (by whatever name called), the place of business of such agent. 

1.4.11. Section 2(36) ς Turnover: 

Turnover as defined under the Karnataka VAT Act, 2003 means the aggregate amount of the following:  
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Á the aggregate amount for which the goods are sold or distributed or delivered or otherwise disposed of 

in any of the ways referred to in the definition of sale either directly or through another, on his own 

account or on account of others, whether for cash or for deferred payment or other valuable 

consideration  

Á the aggregate amount for which goods are purchased from a person not registered under the Karnataka 

VAT Act, 2003; 

Á the value of goods transferred or despatched outside the State otherwise than by way of sale; 

Á any sums charged for anything done by the dealer in respect of the goods sold at the time of or before 

the delivery thereof; 

The explanation to the definition states that the value of goods transferred or despatched outside the 

State otherwise than by way of sale, shall be the amount for which the goods are ordinarily sold by the 

dealer or the prevailing market price of such goods where the dealer does not ordinarily sell the goods. 

1.4.12. Section 2(35) ς Total Turnover: 

Total turnover as defined in the Karnataka VAT Act, 2003 means the aggregate turnover in all goods of a 

dealer at all places of business in the State of Karnataka. Total turnover also includes the following; 

Á the turnover of purchase or sale in the course of interstate trade or commerce;  

Á the turnover of purchase or sale in the course of export of goods out of the territory of India;  

Á the turnover of purchase of goods in the course of import of the goods into the territory of India; and  

Á the value of goods transferred or despatched outside the State otherwise than by way of sale. 

1.4.13. Section 2(34) ς Taxable Turnover: 

Taxable turnover means the turnover which is liable to tax. Taxable turnover does not include the 

following turnover of purchase or sale of goods in the course of: 

Á interstate trade or commerce; 

Á export of the goods out of the territory of India;  

Á import of the goods into the territory of India; 

Á the value of goods transferred or despatched outside the State otherwise than by way of sale. 

The table given below differentiates the turnover, total turnover and taxable turnover: 
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Particulars Total Turnover Turnover 
Taxable 

Turnover 

Exempt sales Yes Yes No 

Taxable sales Yes Yes Yes 

URD purchases Yes Yes Yes 

stock transfers Yes Yes No 

Inter-State purchases Yes No No 

Inter-State sales Yes No No 

Imports Yes No No 

Exports Yes No No 

Other expenses incurred at the time or before the 

delivery 

Yes Yes Yes/No 

1.4.14. Section 2(33) ς Tax Period: 

Tax period as defined under Karnataka VAT Act, 2003 means such periods as may be prescribed. It is 

ǇǊŜǎŎǊƛōŜŘ ǳƴŘŜǊ wǳƭŜ от ƻŦ YŀǊƴŀǘŀƪŀ ±!¢ wǳƭŜǎΣ нллр ǘƘŀǘ ǘƘŜ ǘŀȄ ǇŜǊƛƻŘ ǊŜŦŜǊǎ ǘƻ ŀ άŎŀƭŜƴŘŀǊ ƳƻƴǘƘέΣ 

for every registered dealer, registered under Karnataka VAT Act, 2003. However, in case of dealers 

ǇŜǊƳƛǘǘŜŘ ǘƻ Ǉŀȅ ǘŀȄ ŀǘ ŎƻƳǇƻǳƴŘŜŘ ǊŀǘŜǎ ǳƴŘŜǊ ǎŜŎǘƛƻƴ мр ƻŦ YŀǊƴŀǘŀƪŀ ±!¢ !ŎǘΣ нлло ƛǘ ƳŜŀƴǎ άŀ 

ǉǳŀǊǘŜǊέ ŀǎ ǇǊŜǎŎǊƛōŜŘ wǳƭŜ моуόпύ ƻŦ ǘƘŜ YŀǊƴŀǘŀƪŀ ±!¢ wǳƭŜǎΣ нллрΦ 

1.4.15. General Comments: 

(i) The main object of the introduction of definition of words and phrases in an enactment is to simplify 

legislative expression and to reduce the length of the sections. It also reduces discrepancies and 

ambiguity in administration of an enactment. Therefore, when the Act defines a particular term, it is 

that definition which has to be taken for that term whenever it occurs in the Act and it would not be 

permissible to construe the term in any other manner.(Vanguard Fire and General Insurance Co., Limited 

vs Fraser and Ross AIR 1960 SC 971 at 975 ς Supreme Court) 

(ii) `Where, a definition of a word has not been given in an enactment, it must be construed in its popular 

sense, which means in a sense which people conversant with the subject matter with which the 

enactment is dealing. (Porritts& Spencer (Asia limted) Vs Stae of Haryana (1978) 42 STC 433 - Supreme 

Court.  
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K-VAT- Levy, Classification& Rates and Exemptions 

CA Roopa Nayak 

Payment of VAT 

The tax or any other amount under the Act or these Rules shall be paid by the dealer or any other 

person either in cash or by postal order, money order, crossed cheque or crossed demand draft which 

shall be drawn in favor of either the Registering authority, Jurisdictional local VAT officer or VAT sub-

officer or any other authorized officer or by remittance into the Govt. treasury or SBI or its associate 

bank or any other bank approved by RBI (payment can be even by electronic remittance). The payment 

shall be along with a tax challan in Form VAT 152.  

The tax is payable at the rates specified in the schedules with regard to the goods in question after 

setting of the input tax set off available.  

Belated payment of VAT 

Where the dealer having filed the return, fails to pay the tax declared on the return, he shall be liable for 

payment of interest u/s 37 at the rate of one and a quarter percent per month simple interest for the 

period of default. 

Deduction of tax at source 

Section 18A requires every registered dealer to deduct and remit tax to the government at the rate 

applicable to the goods (on their sale) when they purchase the following goods from other registered 

dealer ς  

V Oil seeds 

V Non refined oil 

V Oil cakes 

V Scrap of iron and steel 

V Such other goods that may be notified by the commissioner 

Question of deducting tax does not apply to inter state purchases. Delay in remittance will attract 

interest at 1 ¼ % per month. Statement of tax deducted is also to be submitted within 20 days from the 

end of the month. 

Goods covered under MRP 

Section 4 of KVAT Act provides a mechanism whereby a dealer dealing in pharmaceutical products may 

pay VAT at the applicable rate on the basis of the MRP of the product. If so, subsequent dealers would 
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be exempted from payment of VAT. A clarification has also been issued to state that the taxable 

turnover shall not include the tax payable and the same shall be deducted from the MRP.  

Classification under K-VAT 

Introduction 

The Preamble of the YŀǊƴŀǘŀƪŀ ±ŀƭǳŜ !ŘŘŜŘ ¢ŀȄΣ нлло όƘŜǊŜƛƴŀŦǘŜǊ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ Y±!¢ύ ǎǘŀǘŜǎ ά!ƴ !Ŏǘ 

ǘƻ ǇǊƻǾƛŘŜ ŦƻǊ ŦǳǊǘƘŜǊ ƭŜǾȅ ƻŦ ǘŀȄ ƻƴ ǘƘŜ ǇǳǊŎƘŀǎŜ ƻǊ ǎŀƭŜ ƻŦ ƎƻƻŘǎ ƛƴ ǘƘŜ {ǘŀǘŜ ƻŦ YŀǊƴŀǘŀƪŀΦέ ¢ƘŜ ǎŀƛŘ 

act is not intended to replace the existing Karnataka Sales Tax Act, 1956(hereinafter referred to as KSTA) 

instead to provide for additional levy of one more tax on the sale or purchase of goods in the state of 

Karnataka. Therefore the K-VAT coexists with KSTA. 

VAT comprises of three words Value, Added and Tax. Value Added Tax is a tax on value addition.  

The value addition is subjected to tax at each stage of the transfer in property. At each stage of trade/ 

transfer, value addition is taxed tax paid on all purchases including capital goods is rebated. 

Unlike the KST act where levy of tax could be either on class of goods or on the class of dealers or class 

of sale, the KVAT permits to levy of tax only on class on goods. Though the legislature has inserted 

schedule VI w.e.f.1-4-2006, the authors are of the opinion that since Section 3 has not been amended, 

the rate of tax on different classes of works contract could still be questioned. 

The levy of tax is to be understood in two folds, one is from the point of sale and the other is at the time 

of purchase, levy of tax in multi-point in nature. The chargeability section consists of levy of tax at the 

time of sale and at the time of purchase. The levy is attracted even where the purchase attracted for 

sale/ purchase.Under the KST Act , under section 6 , taxes on purchases made from URD was not 

applicable if it was resold, but under Vat regulation purchases is to be levied irrespective of the use/ 

purpose of good terms of section 3(2) of KVAT Act. 

Scope of the KVAT Act 

The scope of KVAT is applicable only to territory of Karnataka and not beyond the same. The power of 

state is to levy taxes for a sale within the state. If the sale is outside the state, then it is not liable for 

KVAT within the state. Further also even if the sale originates in Karnataka but the destination is outside 

Karnataka, then it is covered by the CST Law and not under KVAT. 

Levy of tax (Sec 3) 

Sec 3 dealing with levy of tax is the charging section in the KVAT Act. This section has two sub-section 

where: 
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¶ The first sub-section deals with the levy of tax on sale of taxable goods by the registered dealer and 

¶ The second sub-section deals with tax on purchase of taxable goods from the dealer who is not 

registered under KVAT Ac.whereas under the KVAT law, it is levied to tax under same section 3(1). 

RATES UNDER VAT-GENERAL 

Basic rates: 

There are just four rates under VAT- the zero rate (exempted goods), 1%, 4% and a general rate of 

12.5%. These rates will be uniform in all States across the country subject to certain states may 

increase by 1 or 2%.  

The same set of goods will be charged at the same rates in all the States. Most essential 

commodities are exempt from VAT or fall in the category of 4%.Thus the multiplicity of rates in the 

sales tax structure has been done away with under the VAT system. [Some States have been 

introducing new rates like 5, 13.5, 14 and 14.5]  

Exempted category 

Under this category, there will be certain commodities comprising of the following: 

(a) Natural and unprocessed products in the unorganised sector. 

(b) Items which are legally barred from taxation.  

(c) Items which have social implications.  

4% VAT rate category 

Under this category, there the largest number of goods (about 270) items common for all 

comprising of items of basic necessities such as medicines and drugs, all agricultural and industrial 

inputs, capital goods and declared goods.  

12.5% General VAT rate (Revenue Neutral Rate) 

The goods not listed in schedules of the VAT Act are liable at RNR. The remaining commodities in all 

the States will fall under the general rate of 12.5%, 13.5%, 14% (residuary category) 

1% Special VAT rate 

The special rate of 1% or 2% is meant for precious stones, bullion, gold and silver ornaments. 

Rates of Taxes in KVAT (Sec 4) 

The levy is on transactions of sale of taxable goods governed by the relevant schedule. The classification 

provision deals with commodities liable to tax as well as the rate of tax therein. 
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In case of sale of goods affected by the dealer, the dealer collects the tax  at the specified rates and 

deposits the same to the credit of the State Government. 

For ascertaining the tax we need the rate to be applied on the taxable turnover. In KVAT, section 5 

specifies and also gives power to State Government to increase the rate of tax. 

In terms of Sec4, the applicable rates are as follows: 

a. Goods listed in I Schedule of KVAT Exempted 

b. Goods listed in II schedule of KVAT 1% 

c. Goods listed in III schedule of KVAT 5% 

d. Goods listed in IV schedule of KVAT 20% 

e. Any other goods not covered above 14% 

f. Works Contract under VI schedule At the rates set out therein 

Note: the first schedule items deals with the exempted goods and fifth schedule items deals with input 

tax restricted goods. 

Every registered dealer is required to pay tax on his taxable turnover at the rate notified or specified in 

respective schedules. However the same can be reduced through  various notifications issued under Sec 

5. The KVAT law has classified the goods with reference to the schedules with different rates of taxes as 

explained above. 

 

The exempted goods are included in the first schedule. The examination of items in this schedule as 

compared to the items in the second schedule provides an indication there is need for some 

rationalization. 

 

The second schedule deals with the 1% tax items. The items in this are only bullion, jewelry& precious 

stones. In the opinion of the authors this entry should be done away as the same is not an essential item 

requiring any special status , especially with the empower committee introducing to charge 5% on rice, 

wheat etc. It will lead to a lot of resentment amongst the farmers community as to why the rice @ 5% 

and jewelry @1%. 
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The third schedule deals with the 5% rate items. This category has been expanded over a period of time. 

However some rationalization effort is required between this and unclassified goods which are liable to 

tax @ 14%. 

 

Fourth deals with 20% rate of goods and if the goods are not included in any of the schedules, then they 

are liable to tax @14% .in case of works contract, which is liable to tax under VI schedule. 

 

The V schedule deals with the input tax restricted items as read with Sec11 (2). The tax paid on such 

goods is restricted to the buying dealer subject to certain conditions as specified. The restriction on V 

schedule basically restricts the input tax credit claim of the dealer, though it is used for his business, 

with the country moving towards GST. The authors believe that long list of goods including the schedule 

V should be reduced. Further certain clarifications are required on certain goods like goods vehicle, 

which are treated as a separate clause of capital goods, should not be included in all kinds of motor 

vehicles. 

 

Sixth Schedule: The clause (c) of section 4(1) of K-±!¢ !Ŏǘ ǊŜŀŘǎ ŀǎ άόŎύ ƛƴ ǊŜǎǇŜŎǘ ƻŦ ǘǊŀƴǎŦŜǊ ƻŦ ǇǊƻǇŜǊǘȅ 

in goods (whether as a goods or in some other form) involved in the execution of works contract 

specified in column (2) of the Sixth Schedule, subject to sections 14 & 15 of the Central Sales Tax Act, 

1956 at the rates specified in the corresponding entries in column (3) of the said schedule.έ¢ƘŜǊŜŦƻǊe 

now the rate of tax on works depends upon sixth schedule and not as per the regular rates set out in 

other schedules. 

 

Analysis of VAT rates applicable in specific situations 

¶ As per Sec 3 of KVAT Act, the charge to tax is on the goods and not on the class of sale/class of dealer. 

Therefore the authors are of the view that the insertion of the VI schedule wherein from 01-04-2006 on 

the class of works contract is a debatable proposition.  

¶ Packing materials when charged for separately in the bills would attract the same rate as applicable to 

goods sold. When the goods sold are packed in any materials, the tax shall be leviable on the sales of 

such packing materials at the same rate of tax at which rate tax is leviable on the goods so packed. This 

is applicable whether such packing materials is charged separately or included in the price of the goods 
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sold. If the goods are not taxable, then there would be no tax on the packing material used. When the 

goods are sold along with the packing materials or containers, such sale needs to be treated as one 

integrated sale and such sale is sale of goods and not sale of packing materials ort containers. Therefore 

though technically it is possible to split and tax the goods and the packing materials/ containers 

separately, the KVAT law mandates that no such splitting should be done and taxable status of 

packing/containers would be the same as that of goods sold/ purchased as an integrated transaction. 

¶ If goods are given as free samples, there may not be any VAT liability on the same, as the sale 

consideration on the same is not collected. However the dealer would have to pay back the input tax 

availed on the same.  If the accessories were sold along with the goods they would be chargeable at the 

same rate at which the goods are sold. If the accessories are sold separately then the VAT rate would be 

as specified in the schedule of accessories. 

¶ Further Sec 4 specifies that the rate of tax in the VI schedule is applicable for all goods other than goods 

specified u/s 14 & 15 of the CST Act. There has been spate of litigation and unending confusion whether 

declared goods should be used in the same form to be covered for concessional rate of tax. Further, the 

authors are of the view that an amendment to Sec 3 is also required to levy tax on class of works 

contract, or else, the validity of VI schedule could be challenged. 

 

Procedure For Identifying The Tax Rate (Classification Of Goods) 

The classification of the goods properly would determine the rate at which the goods are to be taxed. 

The schedules enumerate the items and for each schedule a single rate has been fixed. Further to this 

there are entries under the schedules, which give power to notify goods, which would also be subjected 

to the same rate of tax. Further there would be exemption notification, which would give concessional 

rate of tax or exemption. The suggested procedure to identify the tax rate (other than work contract) is 

as follows: 

a. The dealer shall first list all the goods that goods that he trades in (in case of manufacturer, the goods 

manufactured and sold). 

b. Identify whether the said goods are covered specifically under any of the entries in the Schedule I to IV. 

If the same is covered, then apply that rate to such goods. 
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c. If it is not covered under any of the Schedules, then identify whether the same is covered under any of 

the notification issued for concessional rate of tax or exemption. If it is covered, then apply that rate to 

such goods. 

d. If it is not covered as above, examine whether the same is covered under other status, which is referred 

to in any of the entries in the schedule to identify the coverage within the scope of the entry. If so, then 

adopt that rate to such goods. 

e. If not covered under any of the above, then the same would be taxable at 14%. 

f. While identifying whether it is covered or not it is suggested to apply the following aspects. 

I. The nature of goods as per common parlance. 

II. The predominant characteristic of the goods/ mixture may be examined. 

III. Functionality of the goods. 

IV. The reference to the case laws in regard to the product may also throw some light on the issue. 

V. In case of Notification referring to Central Excise Classification, the principles of classification in terms of 

Central Excise Tariff has to be adopted. 

 

g. In case of divergent views, an application for clarification can be made to Commissioner of Taxes on the 

rate of tax of such goods. 

 

h. After ascertaining the rate of tax, it would be ideal to put in the following format for further reference. 

There have been instances where the KVAT Act relied on the classification under the Central Excise Tariff 

Act. When an amendment is made to such Act, corrective amendments are not made simultaneously 

under the KVAT legislature. It is recommended that, the Act should itself provide that, in case changes 

are made in the Tariff Act the same would be applicable to KVAT. 

 

Notification referring to central excise classification 

Interpretation under central excise 

 

ü What is the Classification? Classify the product with reference to the broad category and then specific 

coverage within the broad entry of the Central Excise Tariff 1985. Where the entry is not clear or more 

than one classification appears to be correct then reference is to be made to the rules of interpretation 
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of the First Schedule contained in the Central Excise Tariff Act 1985. Even when this is not helpful the 

recourse to the Harmonised System of Nomenclature maybe made. The confirmation of such 

classification could also be done by reference to the case laws with regard to the products if any, which 

could be a valuable indicator. Where an alternative with a lower rate is chosen, the justification of the 

choice should be clear and legally defendable including the fulfillment of the conditions. 

The gist of the classification rules are provided below: 

V Rule 1: The classification of the goods should be on the basis of heading and relevant notes and not on 

the basis of chapter notes as they are provided for reference only. 

V Rule 2(a): The goods should be classified under the particular heading even though the said article is 

incomplete, unfinished, the condition to be satisfied is that the incomplete or unfinished product 

reflects the character of the finished article. 

V Rule 2(b): According to this rule heading in which there is a reference to a material or substance also 

apply to that material or substance mixed or combined with other materials or substance as this rule 

relates to mixtures or combination of materials or substances and for the goods consisting of two or 

more materials or substances. 

V Rule 3(a): The description by name is more specific than the description by character. 

V Rule 3 (b): This rule is to be adopted only when classification cannot be classified following the above 

rule. The goods should be classified as if the material or component which gives them their essential 

character. 

V Rule 3©: this rule should be followed only when the classification cannot be determined according to 

the above rule, according to the said rule the heading which occurs last in numerical order among those 

which will equal merit consideration.   

V Rule 4: When goods cannot be classified in accordance with the above rules, then they are to be 

classified in a heading of a product which is most akin to the goods in question. 

 

Exemption under VAT 

Exemption of Tax(Section 5): 

Section 5 of KVAT provides exemption for the goods listed in First Schedule to the K-VAT. In addition to 

this,  theState Government is empowered to issue notification Exempting any goods from payment of 

tax under K-VAT. 
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The Government has specified by notification certain goods, which are exempted from tax like molasses, 

etc. Government may withdraw the notification through other notification and exempted goods can be 

classified as taxable goods w.e.f. from that date. 

Sale of goods, which are exempt from payment of tax under the Act would either be notified or stated 

separately in the relevant schedule to the Act. KVAT would be collected at every stage of transfer of 

property in goods. Each dealer pays a small portion of the tax based on the value addition by him. Such 

tax is to be paid on purchases only if such goods used in the course of the business by the buyer. 

Export sales are not exempted sales but are known as zero rated sales. This means that export sales are 

exempt from payment of tax and Input tax paid in respect of such exports would be available to be set 

off. 

The Central or State Government, Local Authority or Statutory body is required to collect and remit 

taxes as prescribed under the Act. They are also required to filesuitable returns and issue Tax 

Invoices/Sale Bill as case may be on the customers on affecting such sale. 

If goods are sold as free samples, there may not be any VAT liability on the same,as the sale 

consideration on the same is not collected. If the accessories were sold along with the goods they would 

be chargeable at the same rate at which the goods are sold. If the accessories were separately sold then 

the VAT rate would be as specified in schedule for that accessory.  

Sale of business as a whole does not attract levy of VAT as the considerations received by the seller is 

towards the business as a whole and not towards sale of inventory as such. Therefore there is no issue 

in so far as output tax liability is concerned. There would arise no closing stock as the same would have 

been transferred when the business was sold as such. However the movement of goods to the acquirer 

of the business is otherwise than by way of sale. Therefore section 19 could be attracted. As per section 

мф άǿƘŜǊŜ ŀ ǊŜƎƛǎǘŜǊŜŘ ŘŜŀƭŜǊ Ƙŀǎ ŘŜŘǳŎǘŜŘ ǘƘŜ ƛƴǇǳǘ ǘŀȄ ƻƴ ŀƴȅ ƎƻƻŘǎ ŀƴŘ ǘƘƻǎŜ ƎƻƻŘǎ ŀǊŜ ƴƻǘ ǳǎŜŘ ƛƴ 

the course of his business, any input tax deducted becomes repayable in the period following the date 

on which those goods were put to such other use. Sale of business as a whole is not in the normal 

ŎƻǳǊǎŜ ƻŦ ŀ ŘŜŀƭŜǊΩǎ ōǳǎƛƴŜǎǎΦ ¢ƘŜǊŜŦƻǊŜ ŀƭƭ ƛƴǇǳǘ ǘŀȄ ŎǊŜŘƛǘ ǊŜƭŀǘŀōƭŜ ǘƻ ǘƘŜ ǎǘƻŎƪ ǘǊŀƴǎŦŜǊǊŜŘ ƛƴ ǘƘŜ 

course of sale of such business as whole, have to be reversed and it becomes repayable. 

The Manufacturers are liable to tax on the sale of taxable goods but the works contractor are liable to 

tax on the transfer of property in goods in same form or in some other form. For Example: If the dealer 

is executing the works contract of printing the books, he may be liable for works contract tax in respect 
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of printing contract, even the books are exempted from tax. But in case of Manufacturer, he would be 

liable to tax on the sale of taxable goods.  

In the case of purchase from unregistered dealer, the tax has to be paid by the dealer who has made 

such purchase and not the person who has sold such goods. The goods purchased must be taxable 

goods. 
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Composition & Regular Scheme-Valuation & Input tax credit 

       By CA. Roopa Nayak 

Composition Scheme 

The scheme of VAT envisages one treatment to all types of transactions. However due to the ground 

realties in India where many of the small businessmen may not be educated, some leeway is required. 

Further traditionally some of the businesses are unorganized and one man team where the compliance 

with keeping detailed accounts and detailed accounting may not be practicable as on date.  

Further the reasons may be due to smallness of business where the trader cannot afford to comply with 

the detailed records keeping, tracing the purchases and tracing the sales etc. Similarly where the nature 

of the business is such that elaborate records are not possible to be maintained and many activities are 

sub contracted, the dealer may require a special method of accounting. This could be applicable to 

construction, hotel industries or any other works contract where there would be labour component as 

well as material component. To enable such persons to also comply with the law, the composition 

facility has been extended. 

 

Composition of tax under KVAT Act (Section 15) 

The law recognizes the following four types of persons who need not follow the regular VAT regime and 

allows a scheme called composition tax. 

¶ A dealer whose total turnover in a year is not exceeding Rs.25 Lakh (or any amount as to be notified). 

¶ Who is a hotelier, restaurateur, caterer, ice cream parlour, Sweetmeat stall or bakery irrespective of his 

turnover. 

¶ Who is a dealer in executing works contract irrespective of his turnover. 

¶ Who is mechanized crushing unit producing granite or any other metals. 

 

Once the dealer opts for composition scheme, he can pay the tax on the total consideration and not the 

taxable turnover as per Rule 3(2) of the KVAT Rules. They can pay the tax in respect of each of the 

categories as notified by the Government. Once the option is exercised under this scheme, input tax 

deduction is not at all permissible. 
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It is not set out in the law whether such composition can be opted for portion of the turnover and other 

porǘƛƻƴ ǳƴŘŜǊ ǊŜƎǳƭŀǊ ǎŎƘŜƳŜΦ {ƛƴŎŜ ǘƘŜ ǿƻǊŘƛƴƎǎ ƛƴ ǘƘŜ ǎǘŀǘǳŜ ŀǊŜ άƴƻ ƛƴǇǳǘ ǘŀȄ ŎƭŀƛƳ ƻƴ ŀƴȅ 

ǇǳǊŎƘŀǎŜǎέΣ ƛǘ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ ǘƘŜ ƳƛȄǘǳǊŜ ƻŦ ŎƻƳǇƻǎƛǘƛƻƴ ŀƴŘ ǊŜƎǳƭŀǊ ǇŀȅƳŜƴǘ ǿƛǘƘ ŎǊŜŘƛǘ Ƴŀȅ ƴƻǘ ōŜ 

permissible. However the KVAT fixes the maximum rate of five percent on his total turnover or on the 

total consideration for the works contract executed or at a maximum of two Lakh rupees for each 

crushing per annum. 

 

The composition dealers are liable to tax on the total consideration and not on the taxable turnover 

(with reference to the Notification dated 31-03-2006). The input tax credit cannot be availed by the 

composition dealers. In case they shift from composition scheme to regular scheme, whether they can 

avail the input tax deducting pertaining to inputs laying in stock is a debatable issue which the authors 

believe should be available considering the principles of VAT that as long as the output suffers the tax 

input credit should be available. 

There is an amendment in the act with effect from 01-04-2007 where he can opt for composition 

scheme for one business even if the other business/es is/are under the regular scheme. The conditions 

for such option are that they have to maintain separate books of accounts. 

 

Tax would be liable on interstate purchase at the local VAT Act 2003. Works contract dealers who make 

interstate purchase or import of goods are eligible for composition scheme (w.e.f 01-04-2006). With 

effect from 01-04-2006 such composition dealer executing works contract can make the  interstate 

purchases but they would be liable to charge at the local VAT rate within Karnataka for the goods used 

in the course of execution of works contract. 

 

The dealer executing works contract involving transfer of property in goods and opting for the benefit of 

composition is eligible to deduct from the total contract consideration the turnover of the subcontract 

provided such cub contractor is a registered dealer liable to tax under the Act and the amount is 

included in the return of the sub-contractor. In other words no tax shall be payable on the amounts 

payable to a registered sub-contractor as consideration for the execution of the works contract and such 

amounts shall be deducted from the total consideration of the works contract. Even with respect to the 

payment to the cub contractors, the amount paid or payable to the sub-contractors, the amount paid or 
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payable to the sub-contractor would be deducted from the total consideration provided the sub-

contractor pays the tax and declares the same in the monthly return filed. 

 

The dealer shall be liable to tax on the value of goods purchased from outside the state and used in the 

execution of works contract at the rate specified in Section 4 without any deductions for input tax on 

such purchase of goods. In case of the tax payable goods used otherwise than for the transfer of 

property in goods, the tax shall be levied at the local rate applicable within Karnataka. 

 

The composition dealer would be liable to pay tax paid on purchase made from unregistered dealer 

within Karnataka in addition to the tax paid in terms of composition scheme w.e.f. 01.0402006. The tax 

so paid cannot be claimed as credit against the tax payable. 

 

Rates of composition Scheme: 

The rates of composition scheme are notified vide Notification No. FD 116 CSL, 2006 (13), Bangalore dated 

31.03.2006. The rates are as follows: 

 

I. 

No. 

Category `Rates 

01. Dealer executing the works contract 5% on the total consideration for the works 

contract 

02. Hoteliers, Restaurateur or cater 4% of his total turnover 

03. Mechanised crushing unit producing  

granite metals 

CƻǊ ŜŀŎƘ ŎǊǳǎƘƛƴƎ ƳŀŎƘƛƴŜ ƻŦ ǎƛȊŜ мсΩΩϝфΩΩ 

CƻǊ ŜŀŎƘ ŎǊǳǎƘƛƴƎ ƳŀŎƘƛƴŜ ƻŦ ǎƛȊŜмнΩΩϝфΩΩ 

CƻǊ ŜŀŎƘ ŎǊǳǎƘƛƴƎ ƳŀŎƘƛƴŜ ƻŦ ǎƛȊŜ ǳǇǘƻ мнΩΩ 

ǘƻ фΩΩ 

 

 

Rs. 16,500/- per month 

Rs. 8,250/- per month 

Rs. 4,000/- per month 

 

04. Mechanised crushing unit producing  metal 

other than granite metals 

CƻǊ ŜŀŎƘ ŎǊǳǎƘƛƴƎ ƳŀŎƘƛƴŜ ƻŦ ǎƛȊŜ мсΩΩϝфΩΩ 

 

 

Rs. 10,000/- per month 
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CƻǊ ŜŀŎƘ ŎǊǳǎƘƛƴƎ ƳŀŎƘƛƴŜ ƻŦ ǎƛȊŜмнΩΩϝфΩΩ 

ōǳǘ ƴƻǘ ŜȄŎŜŜŘƛƴƎ мсΩΩϝфΩΩ 

CƻǊ ŜŀŎƘ ŎǊǳǎƘƛƴƎ ƳŀŎƘƛƴŜ ƻŦ ǎƛȊŜ ǳǇǘƻ мнΩΩ 

ǘƻ фΩΩ 

Rs. 5,000/- per month 

Rs. 3,000/- per month 

 

05. Other dealers  (i.e. the person whose total 

turnover has not exceeding Rs. 25 lakhs in 

the preceding four quarters 

1% of his total turnover 

 

Conditions for Composition Scheme 

A dealer opting to pay tax by way of composition under section 15, shall satisfy the following conditions: 

a. He shall be a dealer registered under KVAT or should be a dealer who has made an application for 

registration under the Act. 

b. Further he is registered from selling any goods brought from outside even after such date. 

c. Composition scheme is not available for a dealer selling liquor. 

d. A dealer who is engaged in the business of  selling goods in the course of inter-state trade or commerce 

or export of goods out of the territory of India, then he would not be entitled for  opting for 

composition. 

e. The dealer who has purchased or obtained goods from outside the state or from outside the territory of 

India is not eligible for opting for the composition scheme. 

f. If any person who had initially opted for such composition and later has opted out from such scheme 

cannot re-opt until the lapse of 12 months from the date of such opting out and paying regular tax. 

Similarly such a person cannot re-opt if he is not registered under the KVAT since preceding 12 months 

of re-opting. 

g. Composition scheme is not available for a casual dealer or a dealer who is voluntarily registered under 

Section 23 of KVAT Act though he was required to be registered.   

Computation of tax under composition scheme 

¶ A registered dealer who has opted to pay taxes under the composition scheme is required to pay taxes 

ƻƴ ΨǇǳǊŎƘŀǎŜǎ ŦǊƻƳ ǘƘŜ ǳƴǊŜƎƛǎǘŜǊŜŘ ŘŜŀƭŜǊΩ όŀǘ ǘƘŜ ǊŀǘŜ ŀǇǇƭƛŎŀōƭŜ ǘƻ ǘƘŜ ŎƻƳƳƻŘƛǘȅύΦ ¢Ƙƛǎ ƛǎ ƛƴ ŀŘŘƛǘƛƻƴ 

to the composition tax payable on total consideration. It may be noted that this amendment was made 

on 01.04.2007 but effective retrospectively, from 01.04.2006. The honorable High Court in case of 



P a g e | 33 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

Mysore Construction Co., (vide writ petition no. 9757 of 2007, dated 13.04.2009) has quashed the 

retrospective levy. For the financial year 2007-08 onwards the tax will become payable under the 

provisions of law. It may be possible for a composite dealer to argue that once the tax is paid on total 

consideration received or receivable there can be no further taxes on purchases effected from 

unregistered dealers on the ground that such a levy will amount to double taxation. In case dealer 

proposes to take this contention the only option that will be available to him will be to litigate before 

appropriate Courts. 

A dealer executing works contracts opting to pay tax under the composition scheme: 

¶ Shall be eligible to purchase or obtain goods from outside the State / Country and use such goods 

(whether as goods or in some other form) in the execution of works contract in the State. In this 

scenario, he is liable to pay tax on the value of such goods at the rate applicable to such goods in terms 

of section 4 of the KVAT Act, 2003 (viz. at 1%, 5.5%, 14.5% etc.). While computing the taxable turnover 

in respect of a dealer who has opted to pay tax under the composition scheme the value of such goods 

on which tax has been paid at the point of purchase shall be deducted from the total consideration of 

works contracts. 

 

¶ Shall be eligible for deduction in respect of the amount paid or payable to the sub contractor (subject 

to production of proof that such sub contractor is a registered dealer and that such amounts are 

included in the return filed by the sub contractor). 

 

Example ς If the total consideration in respect of works contract executed by a composite dealer is 

Rs.1,00,000/-. If interstate purchases is at Rs.10,000/- (assumed that the rate of tax is 14.5% on such 

goods purchased) and payments effected to registered sub-contractors is Rs.40,000/-. The computation 

of tax would be as follows: 

 

Total consideration   100,000 

Less: Deductions    

Inter-State purchases 10,000  

Payments to registered sub-contractors  40,000  

Total deductions  50,000 
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Taxable turnover: 

¶ For composition scheme  

¶ For tax on inter-State purchases  

¶ For tax on purchases from unregistered dealers  

 

50,000 

10,000 

10,000 

 

Tax payable: 

Composition scheme:  

¶ at 4% under Section 15  

On inter-State purchases  

¶ At 5.5% (on Rs. 8,000)  

¶ At 14.5% (on Rs. 2,000) 

On unregistered dealer purchases under Section 3(2) 

¶ At 14.5% (on Rs. 10,000) 

 

2,000 

 

 

440 

290 

 

1,450 

 

Total tax payable  4,080 

 

V If a works contractor who has opted to pay tax under the composition scheme subsequently sells away 

the goods purchased by him (other than by way of transfer of property in such goods [whether as 

goods or in some other form]) he will be liable to pay tax on the value of such goods at the rate 

specified in section 4 WITHOUT ANY INPUT TAX SET-OFF.  

V Sales returns for works contract 

In terms of rule 3, amounts paid back to purchasers in respect of goods returned by them within a 

period of six months are allowed to be deducted from the gross turnover.  

Free supply of material by Contractee:  

In respect of all inclusive contracts, if the value of material supplied by the contractee which is deducted 

from the total value of the contract, at the time of payment, it has been held in the case of NM Goel (72 

STC 368) (SC) that such deduction would amount to a sale in the hands of the contractee. The Honorable 

Supreme Court in the Goes case cited above observed / held as follows: 

For the construction, the appellant was supplied iron, steel and cement by the PWD and the appellant 

purchased other materials from the market. The prices of iron, steel and cement supplied to the 

appellant for the work were deducted from its final bill. The Sales Tax Officer assessed the appellant to 

entry tax for iron, steel and cement under section 6(c) of the Madhya Pradesh SthaniyaKshetra Me Mal 
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KePravesh Par KarAdhiniyam, 1976, on the ground that their entry had been effected by the PWD, which 

was not a registered dealer, at the instance of the appellant, because the appellant had ultimately used 

the materials for the construction work; and the Deputy Commissioner affirmed the assessments on 

revision. A writ petition filed by the appellant challenging the assessments to entry tax was dismissed by 

the High Court.  

On appeal to the Supreme Court: 

The Court held that, in this case, for the performance of the contract, the appellant was bound to 

procure the materials; but in order to ensure that quality materials were procured, the PWD undertook 

to supply such materials and stores as from time to time were required by the appellant to be used for 

the purpose of performing the contract only. The value of such quantity of materials and stores so 

supplied was specified at a rate and got set-off or deducted from any sum due or to become due 

thereafter to the appellant. Clause (10) of the contract read in proper light indicated that a sale inhered 

from the transaction. By the use or consumption of materials in the work of construction, there was 

passing of the property in the goods to the appellant from the PWD. By appropriation and by the 

agreement, there was a sale from the PWD to the appellant as envisaged in terms of clause (10). 

However, the above decision has been distinguished by the Honorable Karnataka High Court in the case 

of M/s Bangalore Water Supply and Sewerage Board Vs. State of Karnataka, (1999, 46 KLJ 1) (HC)(DB) 

the facts and the judgment are briefly stated hereunder: 

In this case the facts are clear that the Board purchased the goods froƳ ǘƘŜ ƭƻŎŀƭ ŘŜŀƭŜǊǎΣ ŀƎŀƛƴǎǘ Ψ/Ω 

forms from dealers outside the State and those goods were supplied to the contractors in question for 

being used in the work carried on.  

 

It is not in dispute that the goods supplied by the Board to the contractors could be utilized in any other 

work, much less the goods could be taken out of the site and sold to other parties and if really the goods 

passed to the contractors, sale would have taken place and in such an event the property would have 

passed to the contractors attracting the sales tax. But, in this case it is clear that such a course was not 

permissible at all and in the event any goods were left over with the contractor the same had to be 

returned to the Board. In the event any sale had taken place in favor of contractors, it is inconceivable 

that such an arrangement has been entered into between the Board and the contractors. Therefore, the 

ǇǊƛƴŎƛǇƭŜǎ ǎǘŀǘŜŘ ƛƴ DƻŜƭΩǎ ŎŀǎŜΣ Ŏŀƴƴƻǘ ōŜ ƳŀŘŜ ŀǇǇƭƛŎŀōƭŜ ǘƻ ǘƘŜ ŦŀŎǘǎ ƻŦ ǘƘŜ ǇǊŜǎŜƴǘ ŎŀǎŜΣ ōŜŎŀǳǎŜ ƛƴ 
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that case the terms of contract were different from the present case. At any rate, it is clear that the 

goods did not pass to the contractors at all. When the goods did not pass to the contractors, the same 

having been utilized by the contractors for the benefit of the Board and never ceased to be the goods of 

the Board, merely by utilization of such materials in the course of the work done by the contractors, it 

cannot be said that the Board lost control or possession or ownership of the goods nor on completion of 

the work the goods does not become the property of the Board once again. In that view of the matter 

we think there is no justification to uphold the orders made by the authorities or the Tribunal in 

question. The same are set aside insofar as the levy of tax in respect of these items supplied to the 

contractors by the Board. We allow these petitions accordingly. 

In the case of R N Shetty & Co, Hubli Vs State of Karnataka (2004(56 KLJ 52)) there were four issues dealt 

with by the Honorable Karnataka Appellate Tribunal. We propose to highlight one important issue 

arising out of this judgment. 

 

¢ƘŜ ŦŀŎǘǎ ƛƴ ōǊƛŜŦ ƛƴ ǘƘŜ ƛǎǎǳŜ ŀǊŜ ǘƘŀǘ άŀŘƳƛǘǘŜŘƭȅΣ ǘƘŜ ŀǇǇŜƭƭŀƴǘ ŎƻƴǘǊŀŎǘƻǊ Ƙŀǎ ǳǎŜŘ ǘƘŜ ŎƭƛŜƴǘǎΩ 

ƳŀǘŜǊƛŀƭ ƛƴ ǘƘŜ ŜȄŜŎǳǘƛƻƴ ƻŦ ǿƻǊƪǎ ŎƻƴǘǊŀŎǘέΦ ¢ƘŜ ƭŜŀǊƴŜŘ CƛǊǎǘ !ǇǇŜƭƭŀǘŜ !ǳǘƘƻǊƛǘȅ ƘŀŘ ƘŜƭŘ ǘƘŀǘ άǘƘŜ 

ŎƭƛŜƴǘǎΩ ǎǳǇǇƭȅ ƻŦ ƳŀǘŜǊƛŀƭ όŦƻǊ ŀ ǇǊƛŎŜύ ŀǊŜ ǘƻ ōŜ treated as sale by the contractee in the first stage. And 

thereafter, when the said goods are incorporated into the construction (for the cost of which the 

appellant bills), the contractor is deemed to have sold the materials going into the construction i.e., a 

second stage sale.  

 

The Counsel for the appellant contended that the above interpretation is possible only in cases where 

the contractee supplier loses his rights and transfers the property in such goods to the contractor. It was 

further argued that in the instant case, based on facts, the property in cement and steel was never 

transferred to the appellant-contractor. 

 

The Honorable Tribunal observed that this situation has already been analyzed in the case of Karnataka 

Power Corporation Limited Vs The Deputy Commissioner of Commercial Taxes (1999 (46 KLJ 533)(HC)) 

and in the case of BWSSB Vs State of Karnataka (1999(46 KLJ 1)(HC) while following the decision and 

ŘƛǎǘƛƴƎǳƛǎƘŜŘ ǘƘŜ ǎƛǘǳŀǘƛƻƴ ŦǊƻƳ ǘƘŀǘ ƻŦ ǘƘŜ DƻŜƭΩǎ ŎŀǎŜ όтн {¢/ осуύΦ Lǘ ŦǳǊǘƘŜǊ ƘŜƭŘ ǘƘat the law laid 

down in these cases have been followed by the Tribunal in the cases of S Narayana Reddy Vs State of 
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Karnataka (2001(51 KLJ 248)) & in Gurubasayya Vs State of Karnataka (2001(50 KLJ 94)). There is no 

reason to hold any other view than what has already been held as correct. 

hƴ ŀƴ ŀƴŀƭȅǎƛǎ ƻŦ ǘƘŜ ŀōƻǾŜ ŘŜŎƛǎƛƻƴǎΣ ŀƭǘƘƻǳƎƘ ƛǘ ōŜŎƻƳŜǎ ŎƭŜŀǊ ǘƘŀǘ ŎƭƛŜƴǘǎΩ ǎǳǇǇƭƛŜŘ ƳŀǘŜǊƛŀƭ ŘŜŘǳŎǘŜŘ 

out of running bills by the contractor cannot be a subject matter of taxation, the department continues 

to litigate on such issues. In order to avoid litigation, it is advisable to issue such materials to the 

ŎƻƴǘǊŀŎǘƻǊǎ άŦǊŜŜ ƻŦ Ŏƻǎǘέ ǿƛǘƘƻǳǘ ŀƴȅ ŘŜŘǳŎǘƛƻƴǎ ƛƴ κ ŦǊƻƳ ǘƘŜ ǊǳƴƴƛƴƎ ōƛƭƭǎΦ   

Barter / Exchange ς JD Shares 

In certain transactions, say between the landowner and the developer, the developer in addition to 

payment of an agreed amount as consideration for land also agrees to part with certain portion of the 

constructed property. In such a situation, the department is likely to contend that the cost of 

construction relating to built up area transferred to the landowner will be subjected to tax in the 

hands of the developer. Alternatively, the department may choose to disallow proportionate amount 

of expenses claimed as deductions and add back to the declared turnovers. In this scenario, it can be 

contended that such turnovers cannot be subjected to sales tax in the hands of the developer on the 

ƎǊƻǳƴŘ ǘƘŀǘ άƛƴ ƻǊŘŜǊ ǘƻ ŎƻƴǎǘƛǘǳǘŜ ŀ {ŀƭŜ ŀƭƭ ǘƘŜ ŦƻƭƭƻǿƛƴƎ ŎƻƴŘƛǘƛƻƴǎ ǎƘƻǳƭŘ ōŜ ŎǳƳǳƭŀǘƛǾŜƭȅ ǇǊŜǎŜƴǘΥ 

V A bargain or agreement of sale; 

V The payment or promise of payment of price in cash;  

V The delivery of goods, and 

V ¢ƘŜ ǘǊŀƴǎŦŜǊ ƻŦ ǇǊƻǇŜǊǘȅ ŦǊƻƳ ǘƘŜ ǎŜƭƭŜǊ ǘƻ ǘƘŜ ōǳȅŜǊέΦ 

Lǘ Ŏŀƴ ōŜ ǎŜŜƴ ŦǊƻƳ ǘƘŜ ŀōƻǾŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ άǎŀƭŜέ ǘƘŀǘ ǘƘŜǊŜ ƛǎ ƴƻ ǎŀƭŜ ōȅ ǘƘŜ ŘŜǾŜƭƻǇŜǊ ǘƻ ǘƘŜ 

landowner since the condition relating to payment of price in cash is not fulfilled. Thus the transaction is 

one of barter/ exchange and does not amount to a sale proper. Thus under both the schemes, the 

ŘŜŘǳŎǘƛƻƴǎ ǊŜƭŀǘƛƴƎ ǘƻ ǇŀȅƳŜƴǘ ŜŦŦŜŎǘŜŘ ǘƻ ǎǳō ŎƻƴǘǊŀŎǘƻǊǎΩ κ ƭabour and other like charges or in 

respect of input taxes or such other deductions must be restricted on a pro-rata basis. 

It may be noted that if a dealer collects the money on behalf of the JD partner, he would be construed 

to be a principal contractor and therefore the receipts can be subject to tax under the KVAT Act, 2003. In 

this scenario, the transfer is deemed to take place from the JD partner to the customer and there it is 

possible to contend that the dealer would not be liable to tax. The department often chooses to take the 

easier route and therefore, subjects the dealer to the levy of tax. 

Other issues 
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V Open car parking space sold to the customer not involving any transfer of property in goods would not 

be subject to tax under the KVAT Act, 2003. However, covered car parks sold to customers have been 

held to be part and parcel of works contract turnovers liable to tax under the KVAT Act, 2003. 

V Collection of statutory deposits at actuals such as water, electricity, maintenance, legal fees, etc., 

amounting to reimbursements cannot be construed to be relating to transfer of property in goods 

amounting to works contracts and it would therefore not be liable to tax under the KVAT Act, 2003. 

However, if a dealer opts to pay tax under the composition scheme the department has taken a view 

that such amounts collected form part and parcel of the total consideration and would therefore 

become a subject matter of levy of tax under the KVAT Act, 2003. 

V Whether sale / purchase of even a nominal amount of goods would make composition schemeineligible 

to the dealer: As per the view of the paper writer, as the statutory provision clearly bar the interstate 

purchase and sale of goods, even a nominal amount of purchase / sale from interstatewould make this 

scheme ineligible.  

V As explained above, for the other dealer, the conditions to avail this scheme is there turnover should be 

within Rs.25 lakhs. However, there was confusionwhether labour charges also to be included while 

computing the turnover of Rs.25 lakhs. As per the view of the paper writer, the labour charges not 

requires to consider while computing the turnover of Rs.25 lakhs.  

V Whether composition tax also requires to be discharged on the labour charges which hasbiiled 

separately: As per the view of the paper writer, composition tax requires to be paid only on the aspect 

of sale of goods (except in case of works contract). For pure service, works, there is no requirement to 

add thevalues of labour charges for computing tax under composition scheme.  

 

Regular Scheme ς Labour charges at a standard rate  

If the dealer is not able to ascertain the actual labour and like charges as provided in Rule 3(2)(l) of K-

VAT Rules, then the dealer can claim the standard deduction for labour and like charges which is 

provided under Rule 3(2)(l) of K-VAT Rules.  The following are the standard adhoc deduction for the 

dealer for various types of works contract.  

Sl.No Type of Contract Percentage of 

deduction 

1 Installation of Plant and Machinery 15% 
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2 Installation of Air Conditioner and Air Coolers 10% 

3 Installation of Elevator (lifts) and escalators 15% 

4 Fixing of marble slabs, polished granite stones and tiles 20% 

5 Civil works like construction of buildings, bridges, roads etc. 30% 

6 Construction of Railway coaches on under carriages supplied by Railways 30% 

7 Ship and boat building including construction of barges, ferries, tugs, 

trawlers and draggers 

20% 

8 Fixing of sanitary fittings for plumbing, drainage and the like 15% 

9 Construction of bodies of motor vehicles and construction of trucks 20% 

10 Laying of pipes 20% 

11 Tyre re-treading 40% 

12 Painting and Polishing 20% 

13 Dyeing and Printing of Textiles 40% 

14 Any other works contract 25% 

 

Other relevant points: 

V A registered dealer or a owner of land who is liable to get himself registered under the KVAT Act, 2003 

upon entering into a written agreement for works contract of construction of a building / civil works, 

either by himself or through any other person, is required to submit a copy of the agreement entered 

into by him to the prescribed authorities before the end of the subsequent month.  

 

V A tax invoice is required to be issued by a registered dealer executing a civil works contract at the time 

of receipt of any amount as the consideration for transfer of property in goods involved in the 

execution of such works contract, which shall contain among others the following details, namely: 

o Name and address of the dealer, TIN No., Serial number of the invoice and date of issue. 

o The name and address of the contractee (if registered, his TIN). 

o Brief description of the works contract being executed and date of its commencement. 

o The amount of total consideration payable for works contract being executed and the amount already 

paid or payable with serial number/s and date/s of tax invoice/s issued towards such amount. 
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o The total amount paid or payable as per sub-rule (2) of rule 27 (any amount paid or payable other than 

as consideration for transfer of property in goods involved in the execution of such works contract may 

be mentioned separately with brief description of the nature of such amount and if it is part of any lump 

sum paid or payable then the basis on which it is apportioned). 
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   Output tax Computation and Input tax credit 

                                                                                                     CA Akshay Herle P 

 

Introduction 

Input and output taxes play a vital role in the implementation of VAT. It was with a view to overcome 

the cascading effect of taxes that VAT was introduced. Thus, input taxes and output taxes forms the 

bedrock of the entire system. This paper makes an attempt to explain the various provisions relating to 

input / output taxes. 

Input 

Section 2(19) of the KVAT Act, 2003 defines inputs to mean any goods including capital goods purchased 

by a dealer in the course of his business for re-sale or for use in the manufacture or processing or 

packing or storing of other goods or any other use in business. 

Input tax 

Section 10(2) of the KVAT Act, 2003 defines to mean the tax collected or payable under this Act on the 

sale to him of any goods for use in the course of his business and includes the tax on the sale of goods to 

his agent who purchases such goods on his behalf. 

In other words, the sum total of tax paid on purchase of goods mentioned in the Second, Third, Fourth 

and non-scheduled goods effected from registered dealers inside the State for sale / resale for use in the 

manufacturing / processing of goods or on capital goods purchased for use in the business subject to the 

restrictions imposed in Sections 11, 12, 14, 17, 18 and 19. 

 

Output Tax 

Section 10(1) of the KVAT Act, 2003 defines output tax to mean the tax payable under this Act in respect 

of any taxable sale of made by that dealer in the course his business and includes the tax payable by a 

commission agent in respect of taxable sales of goods made on behalf of such dealer. 

 

Output tax thus means the sum total of tax liability on the taxable turnover of sale or purchase of goods 

mentioned in the Second, Third, Fourth and non-scheduled goods at the rates prescribed therein or 

prescribed in any notification issued under Section 4(3) or Entry 35 and 36 of the Third Schedule. 

Net Tax 
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The net tax payable by a registered dealer in respect of each tax period shall be the amount of output 

tax payable by him for that period less the input tax deducted by him for that period. 

It is basically the difference between the output tax and the input tax.  

 

Input Tax Restrictions: 

Section 11 of the KVAT Act, 2003 prescribes certain restriction on claiming input tax deductions. No 

input tax deduction shall be allowed in respect of: 

(a) Tax paid on purchases attributable to sale / manufacture / processing / packing / storage of exempt 

goods, exempted under Section 5, except when such goods are sold in the course of export outside 

India. 

(b) Tax paid on goods as specified in the Fifth Schedule to the KVAT Act, 2003. However, input tax paid on 

such goods shall be allowed if they are used for the purpose of  

¶ Resale 

¶ Manufacture or any other process of other goods for sale. 

(c) Tax paid on purchase of goods as may be notified by the Government or Commissioner. 

(d) Tax paid on purchase of capital goods other than those falling under Section (2) and (3) of the except as 

provided in Section 12 of the KVAT Act, 2003 

(e) Tax paid on purchase of goods that are despatched outside the State or used as inputs in the 

manufacture / processing / packing of other taxable goods despatched to a place outside the State other 

than as a direct result of a sale or purchase in the course of inter-state trade or commerce except as 

provided in Section 14. 

(f) Tax paid on purchases of naphtha, LPG, furnace oil, kerosene oil, or any other petroleum product when 

used as fuel in motor vehicles. However, input tax credit shall be allowed when used as fuel in the 

production of any goods for sale in the course of export out of India or taxable goods or captive power. 

(g) Tax paid under Section 3(2) on the purchase of fuel 

(h) Tax paid under Section 3(2) on the purchase of goods excluding fuel, until output tax is payable on such 

goods or other goods in which such goods are put to use 

(i) Tax paid on goods purchased from a dealer who is required to be registered but has failed to register 

under the Act. 
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(j) Input tax shall not be deducted by a dealer by an agent purchasing or selling goods on behalf of any 

other person other than a non-resident dealer. 

(k) Input tax on the amount paid or payable to any sub-contractor as the consideration for execution of part 

or whole of such works contract for him, that is claimed as deduction 

 

Deduction of input tax in respect of Capital goods: 

Section 12 of the KVAT Act, 2003 prescribes certain conditions for claiming deduction of input tax paid 

on capital goods: 

(a) Deduction of input tax shall be allowed to the registered dealer in respect of the purchase of capital 

goods on or after the commencement of this Act for use in the business of sale of any goods in the 

course of export out of the territory of India and in the case of any other dealer in respect of the 

purchase of capital goods wholly or partly for use in the business of taxable goods.  

(b) Deduction of input tax under this Section shall be allowed only after commencement of commercial 

production or sale of taxable goods or sale of any goods in the course of export out of the territory of 

the India by the registered dealer. 

Rule 133 of the KVAT Rules, 2005 prescribes the following further conditions: 

(a) No deduction of input tax shall be allowed where the use of capital goods relates wholly to the sale of 

exempt goods, other than when such goods are sold in the course of export out of the territory of India.  

(b) Where there is a change in use of the capital goods from sale of exempt goods or non-taxable 

transactions to sale of taxable goods wholly or partially, within twelve months from the date of its 

purchase, the dealer shall be eligible for rebate on such capital goods.  

(c) Where the use of capital goods relates, to both the sale of goods in the course of export out of the 

territory of India or sale of taxable and exempt goods and also to taxable goods that are disposed 

otherwise than by way of sale or non-taxable transactions, the non-deductible element of input tax shall 

be calculated on the basis of the formula specified under rule 131.  

(d) No deduction of input tax in respect of capital goods shall be allowed to a dealer registered under the 

Act where the taxable turnover of the dealer is less than the limit specified in sub-section (2) of section 

22 during the year in which the capital goods are purchased.  

(e) The deduction shall be claimed by the dealer in his monthly return 
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(f) Where there is a change in use of the capital goods, after taking deduction of input tax, and the dealer is 

no longer eligible for such input tax rebate, the dealer shall inform the jurisdictional Local VAT officer or 

VAT Sub-officer within ten days of such change in use.  

(g) Where the capital goods are disposed of otherwise than by way of sale after, the date of the 

commencement of commercial production or the sale of taxable goods or the sale of any goods in the 

course of export out of the territory of India, the dealer shall repay input tax deducted in respect of such 

capital goods and such amount repayable shall be calculated on the prevailing market value of such 

capital goods at the time of such disposal. 

 

Pre-Registration Purchases: 

Section 13 of the KVAT prescribes that deduction of input tax shall be allowed to the registered dealer, 

subject to the restrictions of Section 11, in respect of tax charged to him by a seller on taxable sale of 

goods made to him for the purpose of the business within three months prior to the date of his 

registration provided that no input tax shall be allowed in respect of goods which have been sold or 

otherwise disposed of prior to the date of registration. 

 

Special Rebating: 

In terms of Section 14 of the KVAT Act, 2003, deduction of input tax shall be allowed on purchase of 

goods, specified in clauses (5) and (6) of sub-section (a) of Section 11, to the extent of the input tax 

charged at a rate higher than four per cent or any lower rate as may be notified by the Government. 

 

Partial Rebating: 

Section 17 of the KVAT Act, 2003 prescribes that where a registered dealer deducting input tax.-  

1. makes sales of taxable goods and goods exempt under Section 5, or  

2. in addition to sales of taxable goods or the sales referred to in clause (1), despatches taxable goods or 

goods exempted under Section 5 outside the State not as a direct result of sale or purchase in the course 

of inter-State trade, or  

3. puts to use the inputs purchased in any other purpose (other than sale, manufacturing, processing, 

packing or storing of goods), in addition to use in the course of his business or,  
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4. falls under any of the above clauses and also purchases any petroleum product for use as fuel in 

production of any goods or captive power, 

apportionment and attribution of input tax deductible between such sales and despatches of goods or 

such purpose, shall be made in accordance with Rules or by special methods to be approved by the 

Commissioner or any other authorised person and any input tax deducted in excess shall become 

repayable forthwith. 

 

Rule 131 of the KVAT Rules, 2005 prescribes the methodology for determining the apportionment and 

attribution of input tax deductible: 

1. All input tax directly relating to sale of goods exempt under section 5 other than such goods sold in the 

course of export out of the territory of India and those sold in the course of import into the territory of 

India, is non-deductible.  

2. All input tax directly relating to taxable sales may be deducted, subject to the provisions of section 11.  

3. Any input tax relating to both sale of taxable goods and exempt goods, including inputs used for non-

taxable transactions, the non-deductible input tax, may be calculated on the basis of the following 

formula:  

(Sales of exempt goods + non-taxable transactions) x total input tax   

Non-deductible input tax  =  -------------------------------------------------------------------------- 

     Total sales (including non-taxable transaction). 

4. For the purpose of clause (3),  

(a) 'Sale of taxable goods' would be the aggregate of the amounts specified in clauses (b), (c), (d), (e) and (f) 

of sub-rule (1) of Rule 3 relating to sale of goods other than those exempt under section 5 which are not 

sold in the course of export out of the territory of India and those sold in the course of import into the 

territory of India ; and 

(b) "total sales" means total turnover less.-  

(i) the amount specified in clause (a) of sub-rule (1) of rule 3;  

(ii) the deductions specified in clause (e) of sub-rule (2) of rule 3  

(iii) the aggregate of sale prices received or receivable in respect of subsequent sale in the course of inter-

State trade or commerce of any goods purchased in the course of inter-State trade or commerce during 

their inter-State movement;  
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(iv) the aggregate of sale prices received or receivable in respect of sale in the course of export out of the 

territory of India of any goods purchased in the course of export; and  

(v) the aggregate of sale prices received or receivable in respect of sale in the course of import into the 

territory of India of any goods purchased in the course of import. 

5. Where in the case of any dealer, the Commissioner is of the opinion that the application of the formula 

prescribed under clause (3) does not give the correct amount of deductible input tax, he may direct the 

dealer to adopt a special formula as he may specify. 

 

Change in use or tax payment scheme after deduction of input tax: 

1. Where a registered dealer has deducted input tax on any goods and those goods are not used in the 

course of his business or lost or destroyed, any input tax deducted becomes repayable in the period 

following the date on which those goods were put to such other use.  

2. Where such goods have been wholly or mainly used or are intended for use in sale of taxable goods or in 

sale of any goods in the course of export out of the territory of India prior to the change of use, input tax 

repayable shall be calculated on the prevailing market value of such goods at the time of change of use.  

3. Where a registered dealer after deducting input tax on any goods used in the course of his business, 

opts for composition of tax under Section 15, the input tax deducted on the goods held in stock on the 

date on which the dealer so opts shall be repayable by the dealer in the tax period following such date 

and the input tax so repayable shall be calculated on the market value of such goods on such date. 

 

Deduction of input tax on exports and interstate sales and to special economic zone units and 

developers: 

1. The tax paid under this Act by any dealer on purchase of inputs in respect of,-  

(a) any goods sold in the course of export out of the territory of India, or  

(b) any goods taxable under the Act, sold in the course of interstate trade or commerce, 

shall be deducted as provided under Section 10, subject to such conditions as may be prescribed from 

output tax payable by such dealer.  

2. Tax paid under this Act on purchase of inputs by a registered dealer who is a developer of any special 

economic zone or an unit located in any special economic zone established under authorisation by the 
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authorities specified by the Central Government in this behalf, shall be refunded or deducted from the 

output tax payable by such dealer, subject to such conditions and in the manner as may be prescribed.  

Explanation 1.- For the purposes of this section, the expression ''special economic zone'' has the 

meaning assigned to it in clause (iii) to Explanation 2 to the proviso to section 3 of the Central Excise Act, 

1944 (Central Act 1 of 1944). 

 

Reimbursement of Tax: 

Tax collected under this Act on such class of purchases as may be prescribed, made by specialised 

agencies of the United Nations Organisation, Multilateral Financial Institutions and Organisations 

notified under the United Nations (Privileges and Immunities) Act, 1947 (Central Act 46 of 1947) and 

Consulates or Embassies of any other country but excluding consulates or embassies as may be notified 

shall be reimbursed, in such manner and subject to such conditions as may be prescribed.  

 

An Illustrations to depict different Stages of Value Added Tax 

Example 1 : 

VAT Rate: Raw material @12.5%,  

  Finished goods @12.5% 

FIRST STAGE ->Raw material producer 

Inputs Sale Price Tax charged Tax already paid Net VAT payable 

0 1000 125 0 125 

 

SECOND STAGE->Manufacturer  

Purchase 

Price 

Value 

addition 

Sale Price Tax charged Tax already 

paid 

Net VAT 

payable 

1000 1000 2000 250 125 250-125=125 

 

THIRD STAGE->Wholesaler 

Purchase 

Price 

Value 

addition 

Sale Price Tax 

charged 

Tax already 

paid 

Net VAT payable 

2000 100 2100 262.50 250 262.50-
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250=12.50 

 

FOURTH STAGE 

Retailer 

Purchase 

Price 

Value 

addition 

Sale 

Price 

Tax 

charged 

Tax already 

paid 

Net VAT payable 

2100 420 2520 315 262.50 315-

262.50=52.50 

 

 

Example 2  

Standard rate 12.5% 

Primary Manufacturer 

Trade Implication  Government Revenue 

Input Cost ` 0.00  

Value addition (incl. profit) ` 100.00  

Selling price ` 100.00  

VAT @12.5% ` 12.50  

 ` 112.50 (+) 12.50 

Value Addition 
& Involvement 

of Tax 

First 
Stage 

Price : ` 1,000 

(Tax =  ` 25) 

Second 
Stage 

Price : ` 1,000 

(Tax =  ` 125) 

Third 
Stage 

Price : ` 100 

(Tax =  ` 12.5) 

Fourth 
Stage 

Price : ` 420 

(Tax =  ` 52.5) 

Total Value Addition :  

`1,000+`1,000+`100+`420= 

`2,520 

Since, Tax Rate at each stage is 

@12.50%, Net Tax Payable is 

equal to ` 315 i.e., 12.50% of ` 

2,520 
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Net Payable (in `)  12.50 

Secondary Manufacture 

Trade Implication  Government Revenue 

Purchase price ` 112.50 (-) 12.50 

Credit for input tax ` 12.50  

 ` 100.00  

Value addition (incl. profit) ` 50.00  

Sales price ` 150.00  

VAT @12.50% ` 18.75 (+) 18.75 

 ` 168.75  

Net Payable (in `)  6.25 

Trade Intermediary - Wholesaler 

Trade Implication  Government Revenue 

Purchase price ` 168.75 (-) 18.75 

Credit for input tax ` 18.75  

 ` 150.00  

Value addition (incl. cost) ` 28.00  

Profit ` 22.00  

Sales price ` 200.00 (+) 25 

VAT @12.5% ` 25.00  

 ` 225.00  

Net Payable (in `) 6.25 

Trade Intermediary ς Retailer 

Trade Implication  Government Revenue 

Purchase price ` 225.00 (-) 25 

Credit for input tax ` 25.00  

 ` 200.00  

Value addition (incl. profit) ` 50.00  
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Sales price ` 250.00 (+) 31.25 

VAT @12.5% ` 31.25  

 ` 281.25  

Net Payable (in `)  6.25 

 

Consumer Price= ` 281.25 

Total Government Revenue = ` 12.50+6.25+6.25+6.25 = ` 31.25 

Example 3 : How VAT Works in Chain of Transactions 

Importer/ First stage 

Cost Price = ` 1000.00   

Value added = `     10.00   

Selling Price = ` 1100.00 VAT payable @ 12.50% at first stage ` 137.50 

Wholesaler/ Second stage 

Cost Price  = ` 1100.00 VAT payable @ 12.50%  ` 150.00 

Value added = `   100.00 Less : VAT already paid at 1st Stage ` 137.50 

Selling Price = `   1,200.00 Net VAT payable at 2nd stage ` 12.50 

 

Retailer/ Third stage 

Cost Price  = ` 1200.00 VAT payable @ 12.50%  ` 157.50 

Value added = ` 60.00 Less : VAT already paid at 2nd Stage ` 150.00 

Selling Price = ` 1260.00 Net VAT payable at 3rd stage ` 7.50 

Consumer/ 4th Stage 

Consumer has to pay Č ` 1417.50 (` 1260+` 157.50) 

Govt. Collections Č  ` 137.50 +` 12.50 + ` 7.50 = ` 157.50 

Value addition at all stages Č  ` 1000 + `  (100+100+60) = ` 1260 

Tax @12.50% = 157.50 

In the above transactions involvement of VAT is as under 

Stage Cost 

Price  

Value 

addition 

Sale 

Price 

VAT 

payable 

VAT paid VAT net payable 



P a g e | 51 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

Importer ` 1000 `100 `1100 `137.50 `0 `137.50-0 

=`137.50 

Whole 

seller 

` 1100 `100 `1200 `150.00 `137.50 `150-`137.50 

=`12.50 

Retailer ` 1200 `60.00 `1260 `157.50 `150 `157.50-`150 

=`7.50 

     Total `157.50 

Note: 

Cost of the goods at first stage ` 1,000 

Value addition ` (100+100+60) ` 260 

Cost of the goods when handed over to consumer ` 1,260 

Net VAT payable ` 157.50 

Example 4: Value Added Tax in case of Exporter 

 

 

 

 Cost Price = ` 10,000 Sale Price = ` 12,000 

 Input Tax = ` 1,250 VAT = 0 

 Exporter will get refund of ` 1250/- 

Example 5: VAT in Case of Manufacturers of Tax-Free (Stock Transfer) Goods 

Manufacturer of Tax Free Goods 

Cost Price ` 50,000 Sale Price ` 70,000 

Input Tax ` 6,250 VAT payable  Nil 

  (output tax i.e. tax charged) 

Whether ITC available? 

Yes  No 

Exporter  Outside India 

Exports 
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In some States ITC is not available (e.g., Punjab), in some States partial ITC is available (e.g., 

Maharashtra where ITC is available in excess of 2% input tax) 

Example 6: VAT in Inter-State Trade 

 

 

 

 

 

Cost Price = ` 10,000 Cost Price (inclusive of 

CST ` 480) 

= ` 12,480 

Input tax * (i.e., 

LST paid) 

= ` 400 Input tax = ` 0 

Sale Price  = ` 12,000 Sale Price  = ` 14,000 

CST @4% = ` 480 Output tax = ` 1,750 

Tax Credit = ` 400 (i.e., LST 

charged@12.5%) 

= ` 0 

    Tax Credit = ` 0 

* assuming it to be 4% 

Tax Payable = ` 480 - 400 = ` 80  Tax Payable = ` 1,750 - 0 = ` 1,750 

 

Example 7:  VAT in Inter-State Trade 

 

 

 

 

Cost price ` 10,000 Cost Price ` 12,480 

Local Tax paid on 

purchase (12.50%) 

` 1250 Local Tax paid on 

purchase 

` 0 

Inter-State 

Trade 

 

Purchase in the state 

and then inter state 

sales 

Inter state purchases 

and then sales in the 

State 

Inter-State 

Trade 

 Interstate Sale 

Delhi 

Purchase 

Maharashtra 

C-Form 
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Sale Price ` 12,000 Sale Price ` 13,000 

CST charged @4% ` 480 Local Tax charged 

@12.5% 

` 1,625 

VAT credit ` 1250 VAT credit ` 0 

Tax payable ` 480-1250=-

770 

Tax payable ` 1625-

0=1625 

Example 8 :  Value Added tax τ Different Stages  

 Producer Ą Manufacturer Ą Trader Ą Consumer 

Particulars            

Sale Price ` 1,000  ` 2,000  ` 2,400    

Tax Liability @ 12.5 % ` 125   250   300    

Tax Credit ` 0   125   250    

Tax Payable ` 125   125   50    

Cost Price             

Note: Tax rate at all the stages is 12.50% 

Government. Revenue: 

 from producer ` 125 

 from manufacturer ` 125 

 from trader `   50 

 Total  ` 300 

Cost price for consumer = ` 2700 (` 2400 + ` 300) 

Example 9 : Working of VAT 

State of 

Sale (or 

value 

addition) 

S. No. 

Seller (u) Sale 

price 

of 

goods 

Rate 

of VAT 

VAT 

amount 

which the 

purchaser 

will pay 

Earlier 

VAT 

amount 

which the 

seller (u) 

has 

Net VAT 

which the 

seller u will 

deposit in 

Government 

treasury 
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recovered 

A B C D E = CXD F G=E-F 

1. Raw material 

Producer  (u)  

` 100 12.5% 100x12.50% 

=` 12.50 

    ̀  0 12.50-0 

=` 12.50 

2. manufacturer 

(u) 

Whole  seller 

` 150 12.50% 150x12.50% 

=` 18.75 

` 12.50 18.75-12.50 

= ` 6.25 

3. Whole  seller   

(u) 

Retailer         

` 180 12.50% 180x12.50% 

=` 22.50 

` 18.75 22.50-18.75 

= ` 3.75 

4. Retailer(u)  

Consumer 

` 200 12.5% 200x12.50% 

=` 25 

` 22.50 25-22.50 

=  ` 2.50 

Example 10: Comparison of Sales-tax System and VAT system 

Tax Rate @12.50% 

Stage Particulars Tax leviable at First   Point in 

Sales Tax System 

(in `) 

VAT System 

(in `) 

Cost Tax Govt. 

revenue 

Cost VAT VAT/ 

Set 

off 

Govt. 

revenue 

First : Manufacturer 

 Purchase price of 

raw material 

100.00 12.50 12.50 100.00 12.50   ς 12.50 

 Total Purchase Price 112.50 --- --- 100.00 --- 12.50 --- 

 Value addition 

owing to 

manufacturing cost, 

profit etc. 

 

37.50 --- --- 37.50 --- --- --- 

 Sale price of finished 

goods 

150.00 18.75 18.75 137.50 17.19 12.50 4.69 

* Concessional rate applicable on raw material 
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Stage Particulars Tax leviable at First   Point in 

Sales Tax System 

(in `) 

VAT System 

(in `) 

Cost Tax Govt. 

revenue 

Cost VAT VAT/ 

Set 

off 

Govt. 

revenue 

Second : Wholesaler 

 Purchase price 168.75 - - 137.50 - 17.19 - 

 Estimated Value 

Addition 

17.00 - - 17.00 - - - 

 Sale Price 185.75 STP?RST - 154.50 19.31 17.19 2.12 

Third : Retailer 

 Purchase price 185.75 - - 154.50 - 19.31 - 

 Estimated Value 

Addition 

40.00 - - 40.00 - - - 

 Sale Price 225.75 STP? - 194.50 24.31 19.31 5.00 

Last: Purchase price for 

consumer and govt. 

revenue 

225.75 - 31.25 194.50 - - 24.31 

Note: 

In the Sales Tax system purchase price for the consumer is ` 225.75 

In the Sales Tax system total Govt. receipt is ` 12.50+ ` 18.75 = ` 31.25 

In the VAT System purchase price for consumer is ` 194.50 

In the VAT System total Govt. receipt is `12.50+ ` 4.69+` 2.12+` 5.00 = ` 24.31 
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Computation of Tax ς Illustrations and Case studies 

CA Hanish Jain 

1. Rates of Taxes 

Section 3 of the Karnataka Value Added Tax Act, 2003 provides for levy of VAT on sale of every goods.  

Section 4 of the KVAT Act provides the rate of tax which is required to be charged for various goods.  

The tax rates applicable on various goods are as follows 

i. Goods covered under the First Schedule ς No Taxes 

Eg ς Agricultural implements, fabrics, books and periodicals, national flag, sugarcane, fresh fruits 

etc 

 

ii. Goods covered under the Second Schedule ς 1% of the sale price 

Eg ς Bullion 

 

iii. Goods covered under the Third Schedule ς 5.5% of the sale price 

EgInformation Technology Products, Software Licenses, Handicrafts, Indian Musical Instruments, 

readymade garments 

 

iv. Goods considered as Declared Goods ς 5% of the sale price 

EgIron and Steel 

 

v. Goods covered under the Fourth Scheduleς 20% of the sale price 

EgNarcotics, Molasses, Rectified Spirit 

 

vi. Cigrattes, cigars, gutkha and other manufactured tobacco ς 17% of the sale price 

 

vii. Goods transferred in the execution of works contract ς Rates specified in the Sixth Schedule 

subject to levy of taxes on declared goods at 5% 

 

viii. Packing Material ς To be charged at the same rate at which the goods being packed are being 

charged.  This is true even if the packing material price is charged separately 

 

ix. Pharmaceutical Products ς Dealer may choose to pay at MRP less the tax applicable on the same 

(tax deduction is available if the MRP is inclusive of taxes) 

 

x. Other goods ς 14.5% of the sale price 

Additionally, purchases by registered dealer from an unregistered dealer is also liable to VAT in the 

hands of the registered dealer.  Also referred to as URD purchases 
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Interstate sales ie sales due to movement of goods from one state to another are taxable at rates 

applicable in the statement from which the goods originate.  However, if the goods are against Form C 

then concessional rate of 2% would be applicable. 

2. Inclusion / Exclusion from turnover for computation of taxes 

 

i. Sales returnsς allowed as deduction provided the goods are returned within 6 months from the 

date of delivery of the goods 

 

ii. Transportation Charges ς No deduction unless recovered separately and could be proved that it 

is a post sale activity.  Contract of Sale which determines the time and place when property in 

goods is transferred is important to understand if transportation charges would be allowed as a 

deduction or not1 

 

iii. All amounts collected by way of tax ς Allowed as a deduction.  If the invoice does not specify the 

amount of tax to be charged in respect of taxable goods, one cannot seek deduction2 

 

iv. Delivery Charges ς Similar to packing charges.  Depends on whether it is a pre-sale activity or a 

post sale activity 

 

v. Discounts could be of various kinds 

 

a. Cash Discount ς Deduction available  

b. Trade Discount reflected on the invoice ς Deduction available  

c. Discount by issuing credit note ς No Deduction (contrary view in M/s BPL Limited v AC, 

Bhopal and Others3) 

d. Quantity Discount for a particular period / one year - Quantity discount towards past 

performance not deductible in computing taxable turnover4 

 

vi. Dharmada / Voluntary Contributions to funds typically collected by restaurants are not to be 

included in the sale price.  However, if these are compulsory contributions, the same would be 

included in the sale price 

 

vii. Installation charges not forming part of the sale agreement (ie not a composite contract) and 

charged separately would not be included in the sale price 

 

                                                           
1
Radhakrishna Agencies v CCT, Karnataka 2013 (76) KLJ 349 (HC) (DB) 

2
M/s Indian Rayon& I ndustries Ltd v State of Karnataka 2014-VIL -06-KAR  

3
2014-VIL -146-MP 

4
M/s Maya Appliances (P) Ltd Vs ACCT 2014-TIOL-504-HC-KAR-VAT 



P a g e | 58 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

viii. Post sale charges like charges for cutting / bending the steel rods after the sale to the customer 

do not form part of the sale price 

 

ix. Warranty ς No additional consideration is charged for warranty offered as part of sales.  

However, additional warranty is charged from the customer.  This is liable to VAT and / or 

service tax depends on the value of goods transferred or service rendered under the warranty 

agreement 

 

x. Subsidy offered by Government which results in sale of goods at reduced prices are not 

regarded as part of sale price because these cannot be identified or related to a particular sale 

 

xi. Central Excise Duty is payable on the removal of manufactured goods which may coincide with 

the sale. The activity of manufacture is completed prior to sale in normal circumstance; 

therefore the CED is includible to arrive at the sale price 

 

3. Computation of Taxes 

i. A sells laptop to B for Rs 50,000.  What will be the tax payable on the same? 

 

ii. A sells metal articles to B worth Rs 1,00,000 which are not covered under the third schedule.  

What will be the tax payable on the same? 

 

iii. A, Bangalore sells certain declared goods worth Rs 10,000 to another dealer B who is located in 

Chennai.  The products would be resold by B in Chennai.  What will be the tax payable on the 

same? 

 

iv. Total Sales of Mr A for the month of November 2014 ς Rs 55,00,000 bifurcated into following: 

 

a. Exempted Sales   Rs 5,00,000 

b. Goods liable at 5.5%  Rs 25,00,000 

c. Goods liable at 14.5% Rs 20,00,000 

All goods are packed using specially manufactured jute bags which are liable to 5.5% VAT.  

Packing material is charged extra to customer at 10% of the sale value.  What is the total tax 

payable by the dealer? 

v. Mr P is engaged in sale of pharmaceutical products which are liable to tax at the rate of 5.5%.  

He has opted for payment of tax on MRP.  The total sale during the month of October 2014 was 

Rs 10,00,000.  MRP of these products sold was Rs 15,00,000.  What is the tax liability? 
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vi. Total turnover of Mr X during the month of August 2014 was Rs 26 Lakhs.  This includes the 

following: 

 

a. Exempted Sales      Rs 60,000 

b. Goods liable at 5.5%     Rs 5,00,000 

c. Goods liable at 14.5%    Rs 10,00,000 

d. Goods sold against Form C    Rs 5,00,000 

e. Stock Transfer     Rs 2,50,000 

f. Tax collected      Rs 1,90,000 

g. Transportation Charges incurred post sale   Rs 1,00,000 

 

vii. Mr A sold goods to Mr B on 5th August, 2014 worth Rs 10,000 chargeable at Rs 14.5% and sold 

the same goods to Mr C on 15th August 2014 to the tune of Rs 20,000.  Both the customers 

complained about bad quality of goods and returned the same to Mr A on February 10, 2014.  

Can the tax paid by A for these two sales be adjusted against any other sales in February 2014. 

 

viii. Mr A provides various incentive schemes to his customers.  A customer is allowed 5% trade 

discount and in case the bill is settled in cash, the customer gets an additional 2% cash discount 

(on value of goods after deducting trade discount).  In case a customer orders goods worth Rs 

75,00,000 or above (before any discount), he also gets a additional quantity discount in the last 

invoice of the year for 1% of the value of goods sold (before discount).  If a customer purchases 

Rs 95,00,000 worth of goods during the entire year and settles the invoices by cash, what will be 

the tax payable if the tax rate on goods being sold is 14.5%?  What will be the sales of Mr A to 

be disclosed in the financial records net off discount and taxes?   

 

ix. Mr S was engaged in manufacture of certain goods which attracted excise duty at the rate of 

12.36%.  Mr S sold goods worth Rs 50,000 to Mr D.  The VAT applicable on sale of goods was 

14.5%.  What is the tax payable? 

 

x. Assume Coffee Day charges Rs 125 for a coffee alongwith VAT at 14.5% and 10% service charge.  

They also collect Rs 5 from each of their customers towards AkshayaPatra Scheme which is 

completely optional.  What is the tax payable if a customer opts for payment towards the 

scheme / does not opt for payment towards the scheme and will be the bill amount? 

 

xi. Mr W agrees to construct a house for Mr B for Rs 10,00,000 (excluding taxes).  This involves 

purchase of sand from unregistered dealer to the tune of Rs 50,000 [Rate of 5.5%].  The cost of 

the project is Rs 900,000 and Mr W purchased steel worth Rs 75,000 which were used in the 

project.  Compute the tax payable for this contract 
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xii. A dealer opts for payment of taxes under composition scheme on works contract at the rate of 

4% on the contract value.  The contract value is Rs 50,00,000.  He sub-contracts a part of the 

work to the tune of Rs 10,00,000 on which the sub-contractor pays appropriate taxes.  What is 

the tax to be paid by the contractor? 

 

Provisions of Karnataka Value Added Tax Act, 2003 relevant for the discussion 

{ŜŎǘƛƻƴ нόнфύ Ψ{ŀƭŜΩ with all its grammatical variation and cognate expressions means every transfer of 

the property in goods (other than by way of a mortgage, hypothecation, charge or pledge) by one 

person to another in the course of trade or business for cash or for deferred payment or other valuable 

consideration and includes 

(a) a transfer otherwise than in pursuance of a contract of property in any goods for cash, deferred 

payment or other valuable consideration; 

(b) a transfer of property in goods (whether as goods or in some other form) involved in the execution of 

a works contract; 

(c) a delivery of goods on hire purchase or any system of payment by installments; 

(d) a transfer of the right to use any goods for any purpose (whether or not for a specified period) for 

cash, deferred payment or other valuable consideration. 

Explanations: (1) A transfer of property involved in the sale or distribution of goods by a society 

(including a co-operative society), club, firm, or any association to its members, for cash, or for 

deferred payment or other valuable consideration, whether or not in the course of business, 

shall be deemed to be a sale for the purposes of this Act. 

(2) Every transaction of sale by way of or as a part of any service or in any other manner 

whatsoever, of goods, being food or any other article of human consumption or any drink 

(whether or not intoxicating) where such sale or service is for cash, deferred payment or other 

valuable consideration, shall be deemed to be a sale of those goods by the person making the 

sale and purchase of those goods by the person to whom such sale is made. 

(3) Notwithstanding anything to the contrary contained in this Act or any other law for the time 

being in force, two independent sales or purchases shall, for the purposes of this Act, be 

deemed to have taken place, (a) when the goods are transferred from a principal to his selling 

agent and from the selling agent to the purchaser, or (b) when the goods are transferred from 

the seller to a buying agent and from the buying agent to his principal, if the agent is found in 

either of the cases aforesaid,- (i) to have sold the goods at one rate and to have passed on the 

sale proceeds to his principal at another rate, or (ii) to have purchased the goods at one rate and 

to have passed them on to his principal at another rate, or (iii) not to have accounted to his 
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principal for the entire collections or deductions made by him in the sales or purchases effected 

by him on behalf of his principal, or (iv) to have acted for a fictitious or non-existent principal. 

(4) Every transfer of property in goods by the Central Government, any State Government, a 

statutory body or a local authority for cash or for deferred payment or other valuable 

consideration, whether or not in the course of business, shall be deemed to be a sale for the 

purposes of this Act.  

{ŜŎǘƛƻƴ нόомύ Ψ¢ŀȄŀōƭŜ ǎŀƭŜΩ means any sale of goods, which is taxable under the provisions of this Act. 

{ŜŎǘƛƻƴ нόопύ Ψ¢ŀȄŀōƭŜ ǘǳǊƴƻǾŜǊΩ means the turnover on which a dealer shall be liable to pay tax as 

determined after making such deductions from his total turnover and in such manner as may be 

prescribed, but shall not include the turnover of purchase or sale in the course of interstate trade or 

commerce or in the course of export of the goods out of the territory of India or in the course of import 

of the goods into the territory of India and the value of goods transferred or despatched outside the 

State otherwise than by way of sale.  

{ŜŎǘƛƻƴ нόорύ Ψ¢ƻǘŀƭ ǘǳǊƴƻǾŜǊΩ means the aggregate turnover in all goods of a dealer at all places of 

business in the State, whether or not the whole or any portion of such turnover is liable to tax, including 

the turnover of purchase or sale in the course of interstate trade or commerce or in the course of export 

of the goods out of the territory of India or in the course of import of the goods into the territory of 

India and the value of goods transferred or despatched outside the State otherwise than by way of sale. 

{ŜŎǘƛƻƴ нόосύ Ψ¢ǳǊƴƻǾŜǊΩ means the aggregate amount for which goods are sold or distributed or 

delivered or otherwise disposed of in any of the ways referred to in clause (29) by a dealer, either 

directly or through another, on his own account or on account of others, whether for cash or for 

deferred payment or other valuable consideration, and includes the aggregate amount for which goods 

are purchased from a person not registered under the Act and the value of goods transferred or 

dispatched outside the State otherwise than by way of sale, and subject to such conditions and 

restrictions as may be prescribed the amount for which goods are sold shall include any sums charged 

for anything done by the dealer in respect of the goods sold at the time of or before the delivery 

thereof.  

Explanation: The value of the goods transferred or dispatched outside the State otherwise than by way 

of sale, shall be the amount for which the goods are ordinarily sold by the dealer or the prevailing 

market price of such goods where the dealer does not ordinarily sell the goods.  

Section 3 ς Levy of Tax 

(1) The tax shall be levied on every sale of goods in the State by a registered dealer or a dealer liable to 

be registered, in accordance with the provisions of this Act. 
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(2) The tax shall also be levied, and paid by every registered dealer or a dealer liable to be registered, on 

the sale of taxable goods to him, for use in the course of his business, by a person who is not registered 

under this Act. 

Section 4 ς Liability to tax and Rates thereof 

(1) Every dealer who is or is required to be registered as specified in Sections 22 and 24, shall be liable to 

pay tax, on his taxable turnover, 

(a) in respect of goods mentioned in,- 

(i) Second Schedule, at the rate of one per cent, 

(ii) Third Schedule, at the rate of five and half per cent; and 

(iii) Fourth Schedule, at the rate of twenty per cent. 

(b) in respect of,- 

(i) declared goods as specified in section 14 of the Central Sales Tax Act, 1956 (Central 

Act 74 of 1956) at the maximum rate specified for such goods under section 15 of the 

said Act; 

(ii) cigarettes, cigars, gutkha and other manufactured tobacco at the rate of seventeen 

per cent; 

(iii) other goods at the rate of fourteen and halfper cent. 

(c) in respect of transfer of property in goods (whether as goods or in some other form) involved 

in the execution of works contract specified in column (2) of the Sixth Schedule, subject to 

Sections 14 and 15 of the Central Sales Tax Act, 1956 (Central Act 74 of 1956), at the rates 

specified in the corresponding entries in column (3) of the said Schedule. 

Provided that the rate of tax in respect of declared goods as specified in section 14 of the 

Central Sides Tax Act, 1956 (Central Act 74 of 1956) shall be four per cent from eighth day of 

April, 2011 to eleventh day of April, 2011. 

(2) Where goods sold or purchased are contained in containers or are packed in any packing material 

liable to tax under this Act, the rate of tax applicable to taxable turnover of such containers or packing 

materials shall, whether the price of the containers or packing materials is charged for separately or not, 

be the same as the rate of tax applicable to such goods so contained or packed, and where such goods 

sold or purchased are exempt from tax under this Act, the containers or packing materials shall also be 

exempt.  



P a g e | 63 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

(3) The State Government may, by notification, reduce the tax payable under sub-section (1) in respect 

of any goods subject to such restrictions and conditions as may be specified in the notification. 

(4) Notwithstanding anything contained in sub-section (1), subject to such conditions as may be 

prescribed, a registered dealer, if he so elects, may pay tax on the sale of goods specified in Sl. No. 60 of 

the Third Schedule or any other goods, on the maximum retail price indicated on the label of the 

container or pack thereof or on such maximum retail price reduced by an amount equal to the tax 

payable. 

(5) Notwithstanding anything contained in sub-section (1), a registered dealer shall be liable to pay tax 

on the sale of cigarettes, cigars, gutkha and other manufactured tobacco, on the maximum retail price 

indicated on the label of the container or pack thereof, after reducing from such maximum retail price 

an amount equal to the tax payable, where the total amount payable to the dealer as the consideration 

for sale of such goods exceeds five hundred rupees or any other higher amount as may be notified by 

the Commissioner. 

(6) Where tax in respect of his purchase of goods is collected in accordance with sub-section (5),-  

(a) a registered dealer whose sale of such goods is not liable to tax under sub-section (5), shall 

be eligible for refund or adjustment of any amount of tax collected on his purchase, which is in 

excess of the tax payable on his turnover relating to sale of such goods, and the burden of 

proving that the tax has been collected and paid in accordance with the said sub-section shall be 

on the dealer ; 

(b) a person who is not a dealer liable to get registered under the Act, may claim refund of any 

amount paid by the selling dealer in excess of the tax payable on the consideration paid by him 

to such dealer in such manner and subject to such conditions as may be prescribed.  

Rule 3 of the Karnataka Value Added Tax Rules, 2005 

The total turnover of a dealer, for the purposes of the Act, shall be the aggregate of .- 

(1)  (a) the total amount paid or payable by the dealer as the consideration for the purchase of any 

of the goods in respect of which tax is leviable under sub-section (2) of Section 3; 

(b) the total amount paid or payable to the dealer as the consideration for the sale, supply or 

distribution of any goods where such sale, supply or distribution has taken place inside the 

State, whether by the dealer himself or through his agent; 

(c) the total amount paid or payable to the dealer as the consideration for transfer of property 

in goods (whether as goods or in some other form) involved in the execution of works contract 

including any amount paid as advance to the dealer as a part of such consideration; 
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(d) the total amount paid or payable to the dealer as the consideration for transfer of the right 

to use any goods for any purpose (whether or not for specified period); 

(e) the total amount payable to the dealer as the consideration in respect of goods delivered on 

hire purchase or any system of payment by instalments; 

(f) the aggregate of the sale prices received and receivable by the dealer in respect of sale of any 

goods in the course of inter-state trade or commerce and export out of the territory of India and 

sale in the course of import into the territory of India; and 

(g) the value of all goods transferred or despatched outside the State otherwise than by way of 

sale. 

Explanation.- Any amount paid as advance to a dealer as a part of consideration for transfer of 

property in goods (whether as goods or in some other form) involved in the execution of a 

works contract shall be included in his total turnover in the month in which execution of such 

works contract commences. 

(2) The taxable turnover shall be determined by allowing the following deductions from the total 

turnover.- 

(a) The aggregate of the sale prices received and receivable by the dealer in respect of sales of 

any goods in the course of inter-state trade or commerce and export out of the territory of India 

and sales in the course of import into the territory of India. 

(b) The value of all goods transferred or despatched outside the State otherwise than by way of 

sale. 

(c) All amounts allowed as discount: 

Provided that such discount is allowed in accordance with the regular practice of the dealer or is 

in accordance with the terms of any contract or agreement entered into in a particular case and 

the tax invoice or bill of sale issued in respect of the sales relating to such discount shows the 

amount allowed as discount; and 

Provided further that the accounts show that the purchaser has paid only the sum originally 

charged less discount. 

(d) All amounts allowed to purchasers in respect of goods returned by them to the dealer: 

Provided that the goods are returned within a period of six months from the date of delivery of 

the goods and the accounts show the date on which the goods were returned, the date on 
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which the refund was made and the amount of such refund together with the details of credit 

notes issued as specified under sub-section (1) of the section 30. 

(e) All amounts received from the seller in respect of goods returned to them by the dealer, 

when the goods are taxable under sub-section (2) of section 3: 

Provided that the goods are returned within period of six months from the date of delivery of 

the goods and the accounts show the date on which the goods were returned and the date on 

which the refund was made and the amount of such refund. 

(f) All amounts for which goods exempt under section 5 are sold. 

(g) All amounts realized by sale by a dealer of his business as a whole. 

(h) All amounts collected by way of tax under the Act; 

(i) The turnover in respect of which the dealer's agent has paid tax, and the dealer has furnished 

a certificate in Form VAT 140. 

(i-1) All amounts paid or payable to sub-contractors as the consideration for execution of works 

contract whether wholly or partly: 

Provided that, no such deduction shall be allowed unless the dealer claiming deduction 

produces document in proof that the sub-contractor is a registered dealer liable to pay tax 

under the Act and that the turnover of such amounts is included in the return filed by such sub-

contractor. 

Provided further that no such deduction shall be made where deduction of input tax is claimed 

in respect of tax paid to any sub-contractor. 

(j) All amounts separately collected in tax invoices as commission under the provisions of the 

Agricultural Produce Marketing (Regulations) Act, 1966, by a commission agent: 

Provided that the tax is not separately charged for and collected in the tax invoices on such 

commission. 

(k) All amounts received or receivable by way of interest on the unpaid amount payable in 

respect of goods delivered on hire purchase or on any system of payment by instalments, where 

such interest is specified and charged for by the dealer separately without including such 

amounts in the price of the goods delivered and does not exceed twenty percent per annum on 

the amount remaining unpaid. 

(l) All amounts actually expended towards labour charges and other like charges not involving 

any transfer of property in goods in connection with the execution of works contract including 
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charges incurred for erection, installation, fixing, fitting out or commissioning of the goods used 

in the execution of a works contract. 

(m) Such amounts calculated at the rate specified in column (3) of the Table below towards 

labour charges and other like charges as incurred in the execution of a works contract when 

such charges are not ascertainable from the books of accounts maintained by a dealer. 

Sl. 
No.  

Type of contract  Labour and like charges as a percentage 
of the value of the contract  

(1)  (2)  (3)  

1.  Installation of plant and machinery  Fifteen per cent  

2.  Installation of air conditioners and air coolers  Ten per cent  

3.  Installation of elevators (lifts) and escalators  Fifteen per cent  

4.  Fixing of marble slabs, polished granite stones and 
tiles (other than mosaic tiles)  

Twenty five per cent  

5.  Civil works like construction of buildings, bridges, 
roads, etc.  

Thirty per cent  

6.  Construction of railway coaches on under carriages 
supplied by Railways  

Thirty per cent  

7.  Ship and boat building including construction of 
barges, ferries, tugs, trawlers and draggers  

Twenty per cent  

8.  Fixing of sanitary fittings for plumbing, drainage and 
the like  

Fifteen per cent  

9.  Painting and polishing  Twenty per cent  

10.  Construction of bodies of motor vehicles and 
construction of trucks  

Twenty per cent  

11.  Laying of pipes  Twenty per cent  

12.  Tyre re-treading  Forty per cent  

13.  Dyeing and printing of textiles  Forty per cent  

14.  Any other works contract  Twenty five per cent  

 

Provided that where any deduction is allowed under this clause, then input tax shall not be allowed in 

respect of tax paid on charges for obtaining, on hire or otherwise, machinery and tools and on purchase 

of consumables, used in the execution of works contract. 

Explanation-I:- In the case of a dealer executing works contract, in determining the taxable turnover 

during any tax period, the deduction under clause (l) shall be allowed so that such deduction is 

proportionate to the value of goods, the property in which has been transferred in the execution of 

works contract in that period, and if the total turnover is not sufficient to cover apart from other 

deductions, such taxable turnover and such deduction, they shall be determined and allowed 

proportionately to the extent of the turnover of the dealer in that period, and the balance shall be 
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carried forward to the following tax period or any subsequent tax period to be determined and allowed 

in the same manner. 

Explanation - II: For the purpose of clause (l), "labour and other like charges" include charges for 

obtaining, on hire or otherwise, machinery and tools used in the execution of a works contract, charges 

for planning, designing and architects' fees, cost of consumables used in the execution of the works 

contract, cost of establishment to the extent relatable to supply of labour and services and other similar 

expenses relatable to supply of labour and services. 

Explanation - III: For the purpose of clause (l), gross profit earned by a dealer shall be apportionable to 

the value of the goods and labour and other like charges involved in the execution of a works contract in 

the same ratio as in the total turnover. 

Explanation IV.- The deduction under clause (d) and (e) shall be allowed in the return to be furnished for 

the tax period in which the goods are returned by the purchasers or the dealer as the case may be. 

(3)  (a) A dealer opting to pay tax on the sale of goods under sub-section (4) of Section 4, shall report 

his option in writing to the jurisdictional Local VAT officer or VAT sub-officer within fifteen days 

from the commencement of these rules or on the first day of any month after such 

commencement, indicating the date from which he so opts. 

(b)Notwithstanding anything contained in clause (b) of sub-rule (1) and sub-rule (2), the total 

turnover of such dealer in respect of sale of such goods where the sale has taken place inside 

the State, shall be, 

(i) the aggregate of the maximum retail prices of the goods sold, where such maximum 

retail prices are exclusive of tax payable under the Act and all amounts collected by way 

of tax under the Act, or 

(ii) the aggregate of the maximum retail prices of the goods sold, where such retail 

prices are inclusive of tax payable under the Act, and the taxable turnover in respect of 

such sales shall be determined by allowing deductions specified in clauses (d), (h) and (i) 

of sub-rule (2) from the total turnover. 

(c)The tax invoice issued by such dealer shall contain the details of maximum retail price of the 

goods including whether such retail price is inclusive or exclusive of tax payable under the Act, in 

addition to the details prescribed in rule 29. 

(4)  (a) Notwithstanding anything contained in clause (b) of sub-rule (1) and sub-rule (2), the total 

turnover in respect of a dealer liable to pay tax on sale of manufactured tobacco under sub-

section (5) of Section 4, where the sale has taken place inside the State, shall be the aggregate 

of maximum retail prices of the goods sold and the taxable turnover in respect of such sales 
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shall be determined by allowing deductions specified in clauses (d), (h) and (i) of sub-rule (2) 

from the total turnover. 

(b) The tax invoice issued by such dealer shall contain the details of maximum retail price of the 

goods in addition to details specified in rule 29. 

Answers 

i. Rs 50,000 x 5.5% = Rs 2,750 

ii. Rs 1,00,000 x 14.5% = Rs 14,500 

iii. If Mr B issues Form C then tax will be Rs 200 else it will be Rs 500 

iv. Exempt Goods + Packing = Rs 5,50,000 ς NIL 

5.5% Goods + Packing = Rs 27,50,000 ς 1,51,250 

14.5% Goods + Packing = Rs 22,00,000 ς 3,19,000 

 

v. Tax Liability ς (15,00,000*5.5%)/105.5% = 78,199 

vi.  

Transaction Value Tax 

a.            Exempted Sales  
6

60,000 0 

b.            Goods liable at 5.5% 
5

5,00,000 27500 

c.            Goods liable at 14.5% 
1

10,00,000 145000 

d.            Goods sold against Form C 
5

5,00,000 10000 

e.            Stock Transfer 
2

50,000   

f.             Tax collected 
1

1,90,000   

g.            Transportation Charges incurred post sale  
1

1,00,000   

 Tax Payable   182500 

Amount collected is more than the tax payable and the same should be remitted in full. 

vii. Sales returns are allowed only when the goods are returned within 6 months from the date of 

delivery of goods.  Mr B has returned the goods after 6 months and hence value of goods 

returned by him cannot be claimed as a deduction from the turnover.  However, goods returned 
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by Mr C can be claimed as a deduction from the turnover since the same has occurred within 6 

months from the date of sale / delivery of the goods. 

viii.  

Total Sale Value           9,500,000  

-Trade Discount @ 5%              475,000  

Value after Trade Discount           9,025,000  

-Cash Discount @ 2%              180,500  

Net Sale Value           8,844,500  

VAT Payable @ 14.5%            1,282,453  

-Quantity Discount @ 1%               88,445  

Amount Payable by the customer          10,038,508  

Sale to be recorded            8,756,055  

 

ix. Tax Payable = 50,000*112.36%*14.5% = Rs 8146 

 

x.  

Particulars  Option 1  Option 2 

Sale of Coffee               125.00     125.00  

+ Service Charge @ 10%                 12.50       12.50  

Sale Consideration               137.50     137.50  

+ Contribution to AP         5.00  

Total Sale Consideration               137.50     142.50  

+ VAT @ 14.5%                 19.94       20.66  

Total Bill Amount                    157         163  

 

xi.  

Particulars   Value Tax 

    1000000   

Less:       

Steel 75000     

+ Profit on the same 7500 82500   

        

        

Declared Goods   82500 4125 

Unregistered Dealer Purchase   50000 2750 

        

Non Declared Goods   917500   

- Labour Deduction   275250   

Net Turnover   642250 93126.25 

      100001.3 
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xii. Contract Value   Rs 50,00,000 

-  Sub Contractor Deduction Rs 10,00,000 

Taxable Turnover   Rs 40,00,000 

 

Tax Payable    Rs 1,60,000 
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Deemed Sales (Other than Works Contract) ς Issues 

                                                                                                                                            CA Hanish Jain 

A transaction involving transfer of property in goods from one person to another for any valuable 

consideration is considered as a transaction of sale.  There are various borderline cases which may not 

be covered under the definition of sale due to manner in which the goods involved in the transaction 

gets transferred from one person to another.   

Take for instance the case of Works Contract where the goods are supplied and labour is provided under 

the same agreement.  The transaction is not a mere transaction in goods and hence it was interpreted 

by the courts that the Government does not have a right to levy tax on such transactions.   

This lead to the amendment in the Constitution of India whereby Article 366(29A) was amended to 

ŜȄǇŀƴŘ ǘƘŜ ƳŜŀƴƛƴƎ ƻŦ ǘƘŜ ǘŜǊƳ άǎŀƭŜέ ǘƻ ƛƴŎƭǳŘŜ ǎƛȄ ŘƛŦŦŜǊŜƴǘ ŎŀǘŜƎƻǊƛŜǎ ƻŦ ŘŜŜƳŜŘ ǎŀƭŜǎΦ  ¢ƘŜǎŜ ǿŜǊŜ  

1. a transfer otherwise than in pursuance of a contract of property in any goods for cash, deferred 

payment or other valuable consideration ς A sale refers to a voluntary transaction for buying / 

selling goods.  A transaction which requires the seller to compulsorily sell the goods cannot be 

termed as sale of goods since this was not executed based on his wishes.  However, with the 

amendment in the definition of sale, compulsory acquisition of goods by Government would 

also be liable to VAT. 

Other examples 

a) Free supply during warranty period where the dealer would not charge the customer 

but would be compensated by the manufacturer of the product while providing a 

service 

 

b) Goods lying unclaimed with Pawn Brokers or Banks 

 

c) Assets seized by the tax authorities to recover the tax dues from the assessees. 

 

2. a delivery of goods on hire purchase or any system of payment by installments 

 

Hirepurchase - A system by which a buyer pays for a thing in regular installments while enjoying 

the use of it. During the repayment period, ownership (title) of the item does not pass to the 

buyer. Upon the full payment of the loan, the title passes to the buyer. 

 

a) Tax Implications ς !ŦǘŜǊ ǘƘŜ ƛƴǘǊƻŘǳŎǘƛƻƴ ƻŦ ǘƘŜ ŎƻƴŎŜǇǘ ƻŦ 5ŜŜƳŜŘ {ŀƭŜǎ άŘŜƭƛǾŜǊȅ ƻŦ 

ƎƻƻŘǎ ƻƴ ƘƛǊŜ ǇǳǊŎƘŀǎŜ ƻǊ ŀƴȅ ǎȅǎǘŜƳ ƻŦ ǇŀȅƳŜƴǘ ōȅ ƛƴǎǘŀƭƭƳŜƴǘέ ƛǎ ƭƛŀōƭŜ ǘƻ ǘŀȄ 
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b) Time of Sale ς When the goods are delivered under a hire purchase agreement 

 

c) Value on which tax payable ς No uniform practice. Depends on the deduction 

mentioned in the respective state statutes. Rule 2(1)(k) of the KVAT Rules provide for 

the following deduction 

 

άŀƭƭ ŀƳƻǳƴǘǎ ǊŜŎŜƛǾŜŘ ƻǊ ǊŜŎŜƛǾŀōƭŜ ōȅ ǿŀȅ ƻŦ ƛƴǘŜǊŜǎǘ ƻƴ ǘƘŜ ǳƴǇŀƛŘ ŀƳƻǳƴǘ Ǉŀȅŀōƭe in 

respect of goods delivered on hire purchase or on any system of payment by instalment, 

where such interest is specified and charged for by the dealer separately without 

including such amounts in the price of the goods delivered and does not exceed 20% per 

ŀƴƴǳƳ ƻƴ ǘƘŜ ŀƳƻǳƴǘ ǊŜƳŀƛƴƛƴƎ ǳƴǇŀƛŘέ 

 

Rule 8(1)(c) of the TNVAT Rules excludes levy of VAT on both interest as well as finance 

charges 

 

IŀǊȅŀƴŀ ±!¢ [ŀǿ άǇŜǊ 9ȄǇƭŀƴŀǘƛƻƴ όƛƛύ ǘƻ ǎŜŎǘƛƻƴ нόȊƎύ ƻŦ ǘƘŜ IŀǊȅŀƴŀ ±!¢ ΨǘŀȄŀōƭŜ 

ǘǳǊƴƻǾŜǊΩ ƛǎ ǇǊŜǎŎǊƛōŜŘ ŀǎ ǾŀƭǳŜ ƻŦ ǇǊƛƴŎƛǇŀƭ Ҍ ƛƴǘŜǊŜǎǘΦέ 

 

d) Tax Payable - No uniform practice. 

Per rule 4(1)(a) of DVAT Rules, 2005 Hire purchase turnover to be taxed immediately on 

delivery of goods 

 

Per explanation 1 to section 2(33) of Maharashtra VAT Act, 2002 , hire purchase to be 

taxed on accrual of rental during a given tax period 

 

e) Issues and Useful Decision 

Sundaram Finance Limited v The State of Tamil Nadu, 2013-VIL-112-MAD 

 

The assessee was engaged in two types of transaction: import lease transactions and 

interstate lease transactions. The assessee contended that neither type of lease 

transaction would attract tax, provided that the lease agreements were entered into 

before April 1 1986, as the provision enabling the government to levy tax on such 

transactions (under the 46th Constitutional Amendment) was introduced into the Tamil 

Nadu General Sales Tax Act 1959 only with effect from that date. 

 

Relying on the Delhi High Court's ruling in Infrastructure Leasing and Financial Services 

Limited v Commissioner of VAT [2010-VIL-15-HC-DEL] the Madras High Court held that 

such a distinction is not tenable in law and that all lease rentals realised after April 1 

1986 would attract tax in the case at hand. As such a lease is a continuous transaction, 

lease rentals realised for each year will attract tax separately. Therefore, all lease rentals 
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realised after the amendment to the act would attract tax, irrespective of the date of 

the lease agreement. 

 

This decision reaffirms the position laid down in Infrastructure Leasing and Financial 

Services Limited, wherein it was held that in lease transactions, the right to use goods 

accrues in favour of the lessee only when rentals are paid regularly. Therefore, the 

transfer of the right to use goods and the deemed sale would accrue on payment of 

each instalment of a lease rental.  

 

A similar position was also recently taken in GE Capital Transportation Financial Services 

Limited v State of Haryana [2013-(063)-VST-0329-P&H] wherein it was held that a 

transfer of the right to use leased goods was dependent on the monthly payment of 

lease rentals by the lessee. Consequently, lease rentals received or receivable for a tax 

period, and not the aggregate of lease rentals payable for the entire term of the lease, 

would be liable to tax for the tax period. 

 

3. a transfer of the right to use any goods for any purpose (whether or not for a specified period) 

for cash, deferred payment or other valuable consideration 

 

The inclusion of transfer of right to use goods has lead to tremendous amount of litigation not at 

the end of the assessee as much as at the end of the Central and State Government.  If right to 

use goods is transferred from one person to another it is covered under the definition of 

deemed sales and hence liable to VAT.  If it does not then the same is considered as supply of 

tangible goods and made liable to service tax under the Service Tax laws governed by the 

Centre.  The difference between a transaction being a VATable or Service Tax transaction are 

 

a) Manner in which transaction has been entered and intention of the parties; 

 

b) Transfer of effective use and control of the asset;  

 

c) Has the operator been provided to handle the goods; and 

 

d) Person liable for maintenance of the goods. 

 

Eg ς Mr A hires Meru Cab from his office to reach Airport.  The driver will drive the car based on 

the direction of Mr A still the effective control of the car is with the driver and hence this is not 

the case of right to use the goods. 

 

However, where Mr A enters into an arrangement with Meru Cabs whereby a car would be 

provided to him and he can drive the car to any destination of his choice.  In this case, car has 

not been sold to Mr A but for a limited period, right to use the car has been transferred from 
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Meru Cabs to Mr A which is a VATable transaction after the introduction of deemed sales 

concept. 

 

The issue which has created issues for the Information Technology Companies in providing 

software services also arises from this concept.  Whether providing of software is transfer of 

right to use goods is liable to VAT or liable to service tax? 

 

Leasing Transactions ς Can be classified into two.  Operating Lease and Financial Lease.  

Operating Lease refers to temporary renting of goods and Financial Lease refers to leasing of 

goods for the effective use of the goods. 

 

Treated as rentals of goods received for transfer of right to use goods and entire amount is liable 

to VAT. 

 

Inter-state transactions - 20th Century Finance Corporation and another v. State of Maharashtra 

ς Supreme Court Decision.  Situs of Sale ς Interstate transaction - Place where the agreement is 

signed. 

 

Please note that the CST Laws do not provide for situs of deemed sale.  In the absence of the 

same, the courts have interpreted that the situs of sale of goods will be the place where the 

agreement was signed.  Now the dealer could be in Bangalore and customer in Chennai but 

Goods are in Mumbai and agreement is signed in Delhi.  As per the said decision, the tax on 

leasing of goods would be required to be offered to the Delhi Government.  But none of the 

dealers have any place of business in Delhi and the goods are also not moving from Delhi.  This 

creates a lot of practical difficulty in implementation of the decision. 

 

4. a transfer of property involved in the sale or distribution of goods by a society (including a co-

operative society), club, firm, or any association to its members, for cash, or for deferred 

payment or other valuable consideration, whether or not in the course of business, shall be 

deemed to be a sale for the purposes of this Act 

One of the ingredients of sale is transfer of property between one person to another for 

consideration.  In case of sale of goods by association to its members, effectively, there is no 

transfer of property between one person to another since both association and members are 

same.  However, with the amendment in the definition of sale, such transactions are also 

treated as deemed sales. 

5. every transaction of sale by way of or as a part of any service or in any other manner 

whatsoever, of goods, being food or any other article of human consumption or any drink 

(whether or not intoxicating) where such sale or service is for cash, deferred payment or other 

valuable consideration, shall be deemed to be a sale of those goods by the person making the 

sale and purchase of those goods by the person to whom such sale is made 
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In case of hotels, restaurants etc food is not sold to the customers but is consumed by the 

customers.  There is no transfer of property in goods but the same is brought under the deemed 

sale and serving of food is also liable to VAT.  

Issues 

a) VAT is levied on the full value of the hotel billings since the deemed sale does not 

provide for levy of tax on the portion of goods supplied under the contract.  In fact the 

ǘŜǊƳǎ ǳǎŜŘ ŀǊŜ ǘǊŀƴǎŀŎǘƛƻƴ ƻŦ ǎŀƭŜ άŀǎ ŀ ǇŀǊǘ ƻŦ ŀƴȅ ǎŜǊǾƛŎŜέ ƛǎ ƭƛŀōƭŜ ǘƻ ±!¢Φ  IŜƴŎŜΣ 

hoteliers are forced to pay VAT on 100% of the hotel billings.  The Central Government 

has introduced service tax on food served in air conditioned restaurant and provided an 

abatement of 60% on the value of goods supplied.  Accordingly service tax is to be levied 

only on 40% of the hotel billings.  This effectively means that hotel bills suffer tax on a 

base value of 140% which is 100% VAT and 40% service tax. 

 

b) In K Danidaraswany Naidu v State of Tamil Nadu (2000) 121 STC 46 (SC), Supreme Court 

observed that unlike a works contract, the transaction of supply of foods and drinks in 

hotels cannot be bifurcated into contracts for supply and contract for services so as to 

exclude from taxation the latter transaction.  The deeming clause specifically enacts 

άǎǳŎƘ ǘǊŀƴǎŦŜǊΣ ŘŜƭƛǾŜǊȅ ƻǊ ǎǳǇǇƭȅ ƻŦ ŀƴȅ ƎƻƻŘǎ ǎƘŀƭƭ ōŜ ŘŜŜƳŜŘ ǘƻ ōŜ ŀ ǎŀƭŜ ƻŦ ƎƻƻŘǎέ 

without making any distinction between supply part and the service part of the 

transaction. 

 

c) VALLEY HOTEL & RESORTS Vs THE COMMISSIONER OF COMMERCIAL TAX, DEHRADUN 

2014-TIOL-600-HC-DEL-VAT wherein it was held that VAT can be imposed on sale of 

goods and not on service - Service can be taxed by Service Tax Laws - the authority 

competent to impose service tax has also assumed competence to declare what is 

service and the State has not challenged the same - Therefore, where element of service 

has been so declared and brought under Service Tax no Value Added Tax can be 

imposed thereon  

 

d) Indian Hotels and Restaurant Association Versus Union of India (Bombay High Court), 

WRIT PETITION NO.2159 OF 2011 ςBombay High Court has upheld the levy of service tax 

on air conditioned restaurants but in a recent decision of Kerala Bar Hotels 

Association's, the Kerala High Courtobserved that that the supply of food and beverages 

in a restaurant is a sale, enabling states to impose tax on the same. These hotels have 

been paying turnover tax on the sale of food and beverages besides luxury tax on the 

amounts charged from the customers for accommodation. The HC further said that 

states alone have the legislative competence to enact any law imposing tax on this 

issue.  
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Works Contract ς Computation Issues 

                                                                                                                                            CA Hanish Jain 

1. ±!¢ ƛǎ ŀǇǇƭƛŎŀōƭŜ ƻƴ ǎŀƭŜ ƻŦ άƎƻƻŘǎέΦ  ²ƻǊƪǎ /ƻƴǘǊŀŎǘ ƛƴǾƻƭǾŜǎ ōƻǘƘ ǎǳǇǇly of goods and 

rendering of services.  The works contract needs to be bifurcated into the value of goods and 

services rendered and VAT can be applied only on the value of goods.  A dealer is required to 

maintain separate records for bifurcation of goods and services to compute the correct amount 

of taxes.  Bifurcation of goods and services for computation of the correct taxes is very 

challenging and prone to litigation 

 

2. Supreme Court in a recent decision rendered in the matters of Larsen and Toubro [2013-TIOL-

46-SC-CT-LB]held that άΧΧΧΧŀŎǘƛǾƛǘȅ ƻŦ ŎƻƴǎǘǊǳŎǘƛƻƴ ǳƴŘŜǊǘŀƪŜƴ ōȅ ǘƘŜ ŘŜǾŜƭƻǇŜǊ ǿƻǳƭŘ ōŜ 

works contract only from the stage the developer enters into a contract with the flat purchaser. 

The value addition made to the goods transferred after the agreement is entered into with the 

Ŧƭŀǘ ǇǳǊŎƘŀǎŜǊ Ŏŀƴ ƻƴƭȅ ōŜ ƳŀŘŜ ŎƘŀǊƎŜŀōƭŜ ǘƻ ǘŀȄ ōȅ ǘƘŜ {ǘŀǘŜ DƻǾŜǊƴƳŜƴǘΦέ.   

 

Implementation of this decision is quite a challenging task.  The developer needs to keep a track 

of percentage of work done as on the date of entering into an agreement for sale of flat.  Just 

imagine a developer engaged in construction of 10 storied tower consisting of 50 flats.  

Ascertaining the percentage of work completed for each of the flats at the time of entering into 

the sale agreement may be very difficult.  If we choose to adopt average completion then how 

will be address a situation where 50% of the construction is complete ie 5 floors of the 10 

storied building is complete and a customer approaches the developer to purchase the flat 

which is going to be constructed on the 10th floor.  Should we consider it as 50% complete 

[average clause] or construction not started? 

 

3. A developer can purchase the land, construct say 100 flats and sell the same to the end 

customers.  Here his cost is purchase of land, construction of 100 flats and revenue is sale of 100 

flats.  Instead of investing large sums of money in land, he might identify a landowner and enter 

into a Joint Development Agreement with the land owner, where he promises to deliver 30% of 

the built up flats in exchange for right over land to the extent occupied by the balance 70 flats.  

Cost to the developer is construction of 100 flats but his sale is only 70 flats.  Can it be said that 

Land has been exchanged for 30 flats which is a barter and hence not liable to taxes?  Can we 

say, developer has a wholesale customer who purchased 30 flats and settled the consideration 

by giving up right over 70% of the land area and hence value of such flats is the notional value at 

which tax needs to be offered? 

 

4. Commercial Tax Department, Karnataka vide KSA CR 13/09-10 dated December 7, 2009 has 

clarified that in all works contract, iron and steel would not be utilized and transferred by the 

contractor in the execution of civil works contract in the same form in which they were 
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purchased and that only in a few cases it could be so. Therefore, in such cases, the works 

contractor would not be entitled to charge 4% on such turnover as is available to declared goods 

 

NAGARJUNA CONSTRUCTIONS COMPANY LIMITED AND OTHERS v/s STATE OF KARNATAKA (in 

W.P.Nos.29932-33/2009) The court held that steel and steel products having been used as a raw 

material and incorporated into civil works or other works contract in the same form, except that 

the same was fashioned to suit the requirement, before the same was merged into the works 

did not loose their nature or form and therefore could not be subjected to tax as the goods have 

already suffered tax as declared goods under CST Act and sought for setting aside the same. 
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Registration under K-VAT Act, 2003 

CA Raghavendra T N 

 

[Section 22 to 26 of KVAT Act, 2003 & Rule 4 to 12 of KVAT Rules, 2005] 

Sl. 

No. 

Who When 

1. A dealer whose taxable turnover is likely to exceed 

Rs.5,00,000/- at any time during a year 

Forthwith 

2. A dealer whose taxable turnover exceeds Rs.40,000/- in any 

one month 

Forthwith 

3. Transferee to whom a business / part of the business is 

transferred, if the transferor was liable to be registered 

under the Act.  

On the date of transfer, if the 

Transferee dealer is not already 

registered 

4. A dealer who procures taxable goods from outside the state 

as result of purchase or otherwise [Interstate purchase / 

stock transfers] 

After such first purchase or 

procurement irrespective of value 

of goods   

5. Exporter of taxable goods After such first export 

6. A dealer who effects sale of taxable goods in the course of 

interstate trade or commerce or dispatches taxable goods 

to a place outside the state [Interstate sale / stock 

transfers] 

After such first sale of dispatch 

7. Causal trader / Non-resident dealer or his agent Before commencement of 

business irrespective of value of 

taxable goods sold 

8. Work Contractor [A contract which involves supply of 

materials &labour. For example: Construction contracts 

etc.,] 

At the end of the month in which 

execution of works contract is 

carried out 

9. Liability to Registration under CST Act When there exists a liability 

under CST ACT to pay tax 

10. Liability to Register under KTEG Act When a Dealer Purchases Goods 
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which are taxable under the Act 

like Plant and Machinery, 

Petroleum Products, DG Sets, 

Lifts and Elevators, Tobacco 

Products, Cloths. 

Note:  While determining the turnover criteria given at (1) & (2) above, if the Registering Authority has a 

reason to believe that the business of the dealer is deliberately broken up into smaller businesses to 

avoid registration, the Registering Authority shall have the power to issue notices to all such dealers for 

registering a single dealer. 

Voluntary Registration [Section 23] 

A dealer though not liable for registration under Section 22 of the Act, shall voluntarily make an 

application for registration to the prescribed authority in the prescribed form & in the prescribed 

manner. He shall be eligible for deduction of input tax only from the date on which he becomes liable 

for registration under Section 22 of the Act. 

Suo-motu Registration [Section 24] 

Where a dealer liable to be registered has failed to inform the competent authority of his liability to be 

registered, the competent authority may after conducting such survey, inspection or enquiry proceed to 

register such person under Section 22 of the Act. 

Registration procedure  

1. The dealer is required to submit a combined application in Form VAT-1 online along with registration 

fees of Rs.500/- 

2. Following documents are required to beuploaded at the time of registration  as per [Notification 

NO:CCW/CR.76/2011-12 dated 26/03/2014  w.e.f. 1-06-2013]ς  

a) Recent Photograph of Proprietor/Kartha of HUF/Each Partner/authorized person in the case of 

Company, Trust or Society. 

b) PAN Card of the applicant 

c) Identity & Address proof of the applicant ς Driving licence / Voter ID / Passport / Aadhar Card / Gas Bill / 

Telephone bill  (recent document) 

d) Address proof of business premises - Rental Agreement / Lease Agreement in case of rented building 

accompanied by an electricity bill. In case of own building copy of the receipt of the property tax paid. 
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e) Copy of the updated pass book or Bank Statement 

3. Entity specific documents in addition to the above documents ς  

 

Firm HUF Company 

¶ PAN Card of each partner ¶ Details of members of HUF ¶ PAN of Directors and 

Authorized Person. 

¶ Address proof of each partner ¶ Vamshavruksha (Family Tree) ¶ 5ƛǊŜŎǘƻǊΩǎ ǇƘƻǘƻƎǊŀǇƘǎ  

¶ Partnership Deed  ¶ Photographs of local 

authorized person  

  ¶ Address proof of directors & 

authorized person 

  ¶ Certificate of Incorporation  

  ¶ Memorandum & Articles of 

Association 

  ¶ Board Resolution 

Trust Society / Association of 

Persons (AOP) 

Non Resident Dealer 

¶ Trust Deed & Certificate of 

Registration 

¶ Memorandum & Bye-Laws of 

the Society / AOP 

¶ Domicile Certificate issued by 

the Revenue Authority 

certifying that the applicant is 

a resident of the declared 

place of residence 

¶ PAN Card of Trustees ¶ Registration Certificate ¶ Copy of VAT Registration 

Certificate issued in other 

States 

¶ Address proof of Trustees ¶ Resolution of the Managing 

Committee  

 

¶ Resolution of the Trust ¶ Photographs & Address proof 

of the Managing Committee  
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4. After payment of Registration fee, the LVO / VSO shall assign the work of verification of original 

documents uploaded / submitted along with the application and visit to the business premises by the 

CTI, who shall complete them within the specified time. 

5. Payment of Security Deposit ώŀǎ ǇŜǊ //¢Ωǎ /ƛǊŎǳƭŀǊ bƻΦмсκнллр ŘŀǘŜŘ лоκлуκнллрϐ 

Turnover Criteria Security Deposit Amount Mode of payment 

Turnover < Rs.10 Lakhs Rs.3,000/- Cash / NSC 

Turnover > Rs.10 Lakhs  Rs.5,000/- Cash / NSC 

Turnover > Rs.25 Lakhs Rs.10,000/- Cash / NSC 

 

Note: Subsequent to issue of RC, the LVO/VSO may insist on additional security deposit depending upon 

the tax compliance level of the dealer/safe custody of statutory forms/protect the revenue. The reasons 

should be recorded in writing before issue of endorsement for additional security deposit. 

6. Issue of Registration Certificate to the Dealer. The time limit fixed for issue of RC is as below:- 

 

Criteria Time limit 

In respect of Bangalore City 5 Working days 

Outside Bangalore City 8 Working days 

 

Steps in Registration process 

1. Uploading of Form VAT 1 into Commercial Taxes portal 

2. Payment of Registration fees online 

3. Submission of Form VAT 1 with prescribed documents as above the jurisdictional LVO for verification 

4. Visit by the jurisdictional CTI of the principal place of business & additional places of business of the 

dealer. Presence of Proprietor / Managing Partner / Managing Director / Managing Trustee / Authorized 

Signatory as the case may be of the dealer is must at the time of visit by the CTO. Care should be taken 

to display the Name board outside all the places of business of the dealer & all the prescribed 

documents in original should be kept ready at the principal place of business for verification by the CTI 

at the time of visit. 

5. Visit Report by the CTI to the jurisdictional LVO. 

6. Payment of Security Deposit [as determined by the LVO] & Profession tax 
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7. Issue of Registration Certificate under KVAT, CST, KTEG & KTPTC&E Acts as the case may be 

8. Do not forget to carry Form VAT 555 [Authorization Letter] for appearance services & to procure 

Original RC   

Practical aspects: 

1. Try to collect all the documents, scan and then only start filing online application.  

2. While scanning the documents the resolutions of documents to be fixed at 200 MB.  

3. Once the online application is made an acknowledgement number is allotted called as Ack. No. once the 

ACK. No is generated, make sure that within 7 days the one time Registration Fee of Rs.500/= is paid. 

4. Apart from the above documents collect following information from the Client 

a. Trade Name 

b. Additional Place of Business details including Godown situated within Karnataka and Outside Karnataka.  

c. Nature of Business of the Client. 

d. Whether he is going start the Business as Wholesaler/Retailer/Manufacturer/Hotelier. 

5. Take the exhaustive list of commodities going to be dealt by the Dealer so that all goods are properly 

disclosed in the VAT-1 Form. 

a. In case of Manufacturing Unit List of Raw Materials, Consumables, Finished Products and packing 

materials 

b. In case Traded Goods intended to be brought for Trading,and packing materials 

c.  In case of Manufacturer, Works Contractor List of Machineries, Machinery Spareparts intended to bring 

from outside the state. 

6. In case of CST Registration care shall be exercised to fill list of  Goods in below mentioned categories 

appropriately 

a. For Resale 

b. For Use in Manufacture or process. 

c. For use in Mining. 

d. For use in Generation of Electrical Power 

e. Packing Materials 

7. In case of Manufacturing Unit both Raw Materials and Finished Products needs to be appropriately 

disclosed. 



P a g e | 83 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

8. In case of Works Contractor whether the Dealer is going to register himself as a Regular VAT Dealer or 

Composition Dealer.  

9. In case of a Hotelier/Restaurant/Bakery/ Stone Crushing Units/Small Retailers, whether the Dealer is 

going to register himself as a Regular VAT Dealer or Composition Dealer.  

10. Date of Commence of Business 

11. Turnover Estimated 

12. Whether Dealer is going to import Goods on a Regular Basis? 

13. Whether the Dealer is going Export Goods on a Regular Basis? 

14. Whether the Dealer is going to make sale of Exempted Goods? 

15. Telephone and Contact Number of Authorized Person. 

16. For every place of Business only one Dealer will be allotted Registration. As per the instructions issued 

by Commissioner there cannot be a common Entrance to Different Dealers with Two TIN Numbers. 

17. As per the new System the VAT Department officials will come for inspection with a GPRS tracking 

device which verifies and tells whether there already the place of Business has been registered by some 

other Dealer.  In such a scenario additional safeguards needs to be taken care. 

18. Group Companies having same Registered Offices and maintaining Accounts  at Common Place carrying 

on business at distinct places can be granted Registration subject to No-Objection from All the Entities 

carrying on Business at such place. 

19. Verify whether Dealer is required to be registered under Profession Tax Act for himself as well as an 

Employer authorized to collect and Remit Tax from Salaries paid to his employees. 

20. Verify any exemption is available under Karnataka Profession Tax Act. Like Senior Citizen or Registration 

obtained for less than 120 Days in a financial year.  

 

RETURNS, TAX REMITTANCES & COMPLIANCES UNDER KARNATAKA VALUE ADDED TAX ACT, 2003 

Returns [Section 35] 

1. Every dealer shall furnish a return in such form and manner including electronic methods and shall pay 

tax due on such return within 20 days or 15 days after the end of the preceding month.  

2. Tax period [Rule 37 of KVAT Rules, 2005] 

Dealer Tax period 

Opting for payment of tax Quarter 
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under Composition scheme 

under section 15 whose total 

turnover in a year < Rs.25 

Lakhs  

[Apr-Jun, Jul-Sept, Oct-Dec, 

Jan-Mar] 

Other Registered Dealers Calendar Month [Apr, May, 

June etc.,] 

3. After furnishing the return under section 35(1) of the Act, if the dealer discovers any omission or 

incorrect statement therein, other than as a result of an inspection or receipt of any other information 

or evidence by the prescribed authority, such return can be revised but within 6 months from the end of 

ǘƘŜ ǊŜƭŜǾŀƴǘ ǘŀȄ ǇŜǊƛƻŘΦ CƻǊ ŜȄŀƳǇƭŜΥ bƻǾΩмп wŜǘǳǊƴ Ŏŀƴ ōŜ ǊŜǾƛǎŜŘ ōȅ aŀȅΩмрΦ 

4. Types of Return & Due Dates 

Form Dealer Frequency Return / Payment 

Due Date 

Form VAT 100 Regular Dealer Monthly 20th of subsequent 

month 

Form VAT 120 Composition Dealer 

a) Works Contractor 

b) Hotelier, restaurateur, 

caterer or dealer running 

sweetmeat stall or ice-cream 

parlour or bakery 

c) A mechanized crushing unit 

producing granite or any 

other metals; 

d) Any dealer not covered by 

(a), (b) & (c) and whose total 

turnover is < Rs.25 Lakhs 

 

 

 

 

Monthly 

 

 

 

 

Quarterly 

 

 

 

 

15th of subsequent 

month 

 

 

 

15th of the month 

following the 

relevant quarter 

5. Electronic payment of taxes or any other amount under the Act is mandatory, if such payment is 

Rs.10,000 or more [Notification No.EG1.CR-4/2012-13 dated 31/07/2013]. 



P a g e | 85 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

6. Electronic Upload of Purchase and Sales Statement (eUPaSS) effective from the tax period MŀȅΩмп 

[Notification No. CCW/CR 44/2013-мп ŘŀǘŜŘ нфκлпκнлмп ϧ //¢Ωǎ /ƛǊŎǳƭŀǊ bƻΦлсκнлмп-15 dated 

16/06/2014] 

 

The goals of this new service are ς  

a) Minimize disputes related to input tax credit 

b) Facilitate electronic audit across the VAT chain for all dealers instead of current arrangement of manual 

audit, and 

c) Faster processing of refunds 

Legal Mandate 

1. Applicable for all dealers whose total turnover is Rs.50 Lakhs and above for the year ending 31/03/2014 

or any subsequent financial year. It is also applicable for dealers who deal in both taxable and tax 

exempted goods subject to above turnover limit.  

2. Not applicable for dealers whose entire turnover is from tax exempted goods under the KVAT Act, 2003. 

3. Purchase and Sales Statement shall be uploaded in prescribed templates into the Commercial Taxes 

Website before uploading of Returns i.e. by 20th of subsequent month. 

4. Information to be uploaded into the Commercial Taxes Website under eUPass are ς 

Particulars Template to select 

(XL to XML 

Converters available 

in Dealer Login) 

Sales Statement  

Local Sales Local Sales 

Sales Returns Sales Credit Note 

Interstate Sales  

Interstate Sales Interstate Stock Transfers (Outward) 

Exports Exports 

Export Rejections / Returns Export Creditnote 

  

Purchase Statement  
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Local Purchases Local Purchases 

Purchase Returns Purchases Debitnote 

Interstate Purchases [against & not 

ŀƎŀƛƴǎǘ Ψ/Ω CƻǊƳǎϐ 

 

 

Interstate Purchase Interstate Stock Transfers (Inward) 

Imports 

 

5. Option has been provided by the Department for revisions in above Sales & Purchase Statements 

Practical aspects: 

1. Filing VAT-100 for a Regular VAT Dealer 

a. Capture Rate wise Sales into following format 

i. Local Sales 

ii. Local URD Purchase Value Liable for Tax 

iii. Exempted URD Purchase Value 

iv. Exempted Sales 

v. Labour Charges, Sales Returns 

vi. Local Stock Transfer and Subsequent Sales 

vii. Interstate Sales against C Form 

viii. Interstate Sales without C Form 

ix. Interstate Sales to SEZ against I Form 

x. Interstate Sales against E1 Form 

xi. Interstate Stock Transfer 

xii. Direct Exports 

xiii. Deemed Exports 

 

b. Capture Rate-wise Purchases into following format 

i. Local Purchases 

ii. Local URD Purchase Value Liable for Tax 

iii. Exempted URD Purchases Value 

iv. Exempted Purchases 
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v. Interstate Purchases Against C Form 

vi. Interstate Purchases Against E1/E2 Forms 

vii. Interstate Purchases without C Form 

viii. Interstate Stock Transfer Against F Form 

ix. Imported Purchases.  

x. Statement of Usage of URD Purchases 

xi. Other Purchases. 

2. Filing of VAT-105 for a Pharmaceutical,ii Dealer 

a. LǘΩǎ ŀ {ǇŜŎƛŀƭ /ŀǎŜ ǿƘŜǊŜƛƴ ǘƘŜ 5ŜŀƭŜǊ ƳƛƎƘǘ .ǳȅ ŀƴŘ {Ŝƭƭ awt ŀƴŘ bƻƴ awt ƎƻƻŘǎΦ  /ƭŀǎǎification of 

Goods shall also be carried out accordingly.  

 

3. Filing VAT-120 for a Composition Dealer 

a. Total consideration relating to work contract including any value of goods sold other than in the 

execution of works contract. 

b. Less Subcontractors Payment with TIN No i.e. Registered Dealers under KVAT Act.  

c. Value of goods purchased from outside the state/ country and transferred in the execution of work 

contract for which the Dealer has to pay tax in the Month  

d. Value of Goods purchased from Unregistered Dealers and Rate wise Classification. 

e. Value of goods sold other than in the execution of works contract. 

f. Balance total consideration. 

4. Uploading of Purchase Statement and Sales Statements.  

 

Source: 

Available at www.ctax.kar.nic.in; 

1. Karnataka Value Added Tax Act, 2003 

2. Karnataka Value Added Rules, 2005 

3. //¢Ωǎ /ƛǊŎǳƭŀǊ bƻΦмтκнлмн-13 dated 03/11/2012 

4. //¢Ωǎ /ƛǊŎǳƭŀǊ bƻΦмсκнллр ŘŀǘŜŘ лоκлуκнллр 

5. Notification No. CCW/CR 44/2013-14 dated 29/04/2014 

6. //¢Ωǎ /ƛǊŎǳƭŀǊ bƻΦлсκнлм4-15 dated 16/06/2014 

http://www.ctax.kar.nic.in/
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7. Notification No.EG1.CR-4/2012-13 dated 31/07/2013 

8. Form VAT 1, VAT 100, VAT 120 & eUPass upload templates. 
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Accounts and Documentation (returns, Invoices,E-SUGAM) records 

        CA Raghavendra T N 

 

1. Tax Invoices and Bill of Sale 

a. Tax Invoice: When a Registered Dealer Sells Taxable Goods or Taxable Goods along with exempt goods 

he is under the obligation to issue Tax Invoice 

b. Bill of Sale: When a Registered Dealer shall issue Bill of sale under following circumstances 

i. If he Sells only Exempted Goods or 

ii. If he is a Composition Dealer or 

iii. If he has opted to pay tax by way of Special Accounting Scheme,  

c. The Dealer is not under an obligation to issue either a Tax Invoice or Bill of Sale if the value involved is 

less than Rs.100.  However he has to issue a consolidated Invoice at the end of the for all transactions 

whose value is less than Rs.100/= 

2. In case of the value of taxable goods exceeds the value shown in the tax invoice already issue for such 

sale, any document issued by the Dealer containing the particulars of tax invoice shall be deemed to be 

a tax invoice.  

3. Dealers executing Civil Works Contracts shall issue Tax Invoice if they are registered under Regular 

Scheme and Bill of Sale if they have registered under Composition Scheme.  In respect of Dealers 

Executing Civil Works Contracts for Government Department, the Running Account Bill prepared by such 

Department shall be deemed to be tax invoice or bill of sale issued.  

4. ¢ŀȄ LƴǾƻƛŎŜ ǘƻ ōŜ ƛǎǎǳŜŘ ƛƴ 5ǳǇƭƛŎŀǘŜ ǿƛǘƘ ƻǊƛƎƛƴŀƭΣ ƳŀǊƪŜŘ άhǊƛƎƛƴŀƭ .ǳȅŜǊǎ /ƻǇȅέ ŀƴŘ ά{ŜƭƭŜǊǎ /ƻǇȅέΦ  

hƴ 5ŜƳŀƴŘ ƘŜ Ŏŀƴ ƛǎǎǳŜ ά¢ǊŀƴǎǇƻǊǘŜǊǎ /ƻǇȅέΦ   

5. In case Original Tax Invoice is lost or destroyed Dealer may provide a Duplicate with the declaration that 

it is a Duplicate of such tax Invoice.  

6. Particulars of Tax Invoice  

 Tax Invoice Tax Invoice issued by a Civil Works 

Contractor 

a)  A Consecutive Serial Number A Consecutive Serial Number 

b)  The date of its issue The date of its issue 

c)  The name, address and registration The name, address and registration number 
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number of the Selling Dealer of the  Dealer 

d)  The name, address and registration 

number of the buyer 

The name, address and registration number 

of the Contractee if any 

e)  A full description of goods Brief description of the works contract being 

executed and date of its commencement. 

f)  The Quantity of Goods The Amount of Total Consideration 

g)  The Value of Goods The amount of escalations if any 

h)  The rate and amount of tax charged in 

respect of taxable goods 

The taxable amount 

i)  The total value   

j)  Signature of the selling dealer or his 

agent 

 

7. In respect of Centralized Billing System the Dealer is permitted to issue Tax Invoice need not issue 

serially numbered invoices subject to prior intimation to Jurisdictional Local Vat Officer.  

8. The Dealer Can use Digital Signature on the Tax Invoices only after intimating the Jurisdictional Local 

VAT Officer.  

9. Particulars of Bill of Sale 

 Tax Invoice Tax Invoice issued by a Civil Works 

Contractor 

k)  A Consecutive Serial Number A Consecutive Serial Number 

l)  The date of its issue The date of its issue 

m)  The name, address and registration 

number of the Selling Dealer 

The name, address and registration number 

of the  Dealer 

n)  The name, address and registration 

number of the buyer 

The name, address and registration number 

of the Contractee if any 

o)  A description of goods with its fully 

value 

Brief description of the works contract being 

executed and date of its commencement. 

p)   The Amount of Total Consideration 

q)   The amount of escalations if any 
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r)   The taxable amount 

s)    

t)    

10. Where a Dealer executing Works Contract for any reason is not in a position to arrive at the Taxable 

Turnover, he can furnish a method of Computation to Jurisdictional LVO and after taking approval he 

can start paying taxes accordingly. However there cannot be a variation of more than 15% subsequently.   

11. In respect of URD Purchases made the Registered Dealer is under an obligation to raise bill showing 

therein the value of Purchases and the name and address of the Seller and brief description of the 

goods.  

12. Accounts and Records to be maintained: 

a. Accounts can be maintained in Kannada, Hindi and English.  

b. Every Dealer whose Total Turnover Exceeds One Crore Rupees shall have his accounts audited by a 

Chartered Accountant or a Cost Accountant or Tax practitioner  

c. Every Dealer is required to maintain books of accounts or other records including tax invoices relating to 

his purchases and sales shall retain them until the expiration of five years after the end of the year to 

which they relate or for such other period as may be prescribed or until the assessment reach finality 

whichever is later. This applies to even records maintained under electronic mode also.  

d. Each Dealer shall keep separate purchase, sale and disposal accounts in respect of each commodity- in 

VAT-170. Further the Dealer shall also maintain a VAT Account containing details of input and output 

tax, together with credit and debit notes issued during the period.  

e. Books of accounts including books maintained in computer system shall be maintained at the place or 

places of business entered on his certificate of registration and every purchase and sale shall be brought 

to account as soon as the purchase or sale is made. 

f. Every Commission Agent, Broker, Del credere agent, auctioneer or any other mercantile agent shall 

maintain accounts showing 

i. Particulars of authorization received by him from each principal to purchase or sell goods on behalf of 

each principal. 

ii. Particulars of goods purchased or goods received for sale on behalf of each principal each day. 

iii. Details of accounts furnished to each principal each day and 

iv. The tax paid on purchases or on sales effected on behalf of each principal. 
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g. Every Dealer executing Works Contract shall keep separate accounts showing  

i. The Particulars of the Names and address of the persons for whom and on whose behalf he carried on 

the execution of works contract in respect of each works contract 

ii. The particulars of goods procured by way of purchase or otherwise for the execution of works contract, 

iii. The particulars of goods to be utilized in execution of each works contract and 

iv. The details of payment received in respect of each works contract  

h. Every Dealer or person engaged in the transfer of a right to use goods shall keep 

i. Particulars of the names and addresses of the persons to whom he delivered the goods for use 

ii. Details of amounts received in respect of each transaction and 

iii. Monthly stock accounts in respect of each commodity dealt with by him. 

i. Tax Deducted at Source Certificates in Form VAT-140 

j. When a Dealer claims an input in respect of Goods purchased by his Agent Certificate in VAT-145 
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Overview of CST Laws 

                                                                                                                CA Rajesh Kumar TR 

Introduction 

The provisions of K-Vat Act 2003 and the Rules made thereunder concentrates on the sale or purchase 

of goods within the State, whereas the provisions of C.S.T Act 1956 and the Rules made thereunder 

formulates the principles for determining,  

V when a sale or purchase of goods takes place in the course of inter-state sales or purchases 

V when a sale or purchase of goods takes place outside a State 

V when a sale or purchase of goods takes place in the course of import into India 

V when a sale or purchase of goods takes place in the course of export out of India 

The CST law also,  

V provides for the levy, collection and distribution of taxes on inter-state sale of goods. 

V declare certain goods to be of special importance in the case of inter-state sales or purchases 

V specify the restrictions and conditions to which the state laws imposing taxes on the sale or 

purchase of such goods of special importance shall be subject. 

 

Registration of dealers 

The dealers liable to pay tax under the C.S.T Act 1956 shall get themselves registered under the said Act.  

Further any changes in the information provided in the application for registration shall be intimated by 

the dealer, so that the prescribed authority may amend the registration certificate to reflect such 

changes.  For the purpose of granting registration, the prescribed authority may demand security from 

the dealer, if it considers necessary.   

Inter-state sales or purchases 

A sale or purchase is considered as inter-state sales or purchases, if the sale or purchase,- 

V results in the movement of goods from one state to another; or 

V is effected by transfer of documents of title to the goods during their movement from one state 

to another. 

Hence movement of goods from one state to another is must and should, for attracting levy under CST 

law.  However where the movement of goods commences and terminates in the same state it shall not 
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be deemed to be a movement of goods from one state to another by reason merely of the fact that in 

the course of such movement the goods pass through the territory of any other state. 

 

Sale or purchase of goods outside the state 

So far we have seen cases where goods are purchase and sold within the state (where provisions of K-

Vat law is applicable) and purchase and sale of goods from our state to other state or from other state 

to our state.  It may be noted that only in the aforesaid two categories of sales or purchases the 

Government of Karnataka can collect the revenue (directly or by way of allocation by the Central 

Government towards the share of CST).  In other cases, that is where the sales or purchase of goods 

takes place outside the state, where there is no movement of goods from or to our state, the taxes are 

collected by the Central Government under the CST law and our State Government is not entitled to 

share of such tax.  Thus it becomes critical to know when the sale or purchase of goods takes place 

outside the state. 

As per Section 4 of the C.S.T Act 1956, when a sale or purchase of goods is determined to take place 

inside a state, then such sale or purchase shall be deemed to have taken place outside all other states.   

A sale or purchase of goods shall be deemed to take place inside a state if the goods are within the 

state- 

V in the case of specific or ascertained goods, at the time the contract of sale is made; and 

V in the case of unascertained or future goods, at the time of their appropriation to the contract 

of sale by the seller or by the buyer. 

Sale or purchase of goods in the course of exports 

A sale or purchase of goods shall be deemed to take place in the course of export of goods only if the 

sale or purchase either occasions such export or is effected by a transfer of documents of title to the 

goods after the goods have crossed the customs frontiers of India. 

Even the last sale or purchase of any goods preceding the sale or purchase occasioning the export of 

those goods shall also be deemed to be in the course of such exports, if such last sale or purchase took 

place after, and was for the purpose of complying with, the agreement or order for or in relation to such 

export. 

Sale of purchase of goods in the course of imports 
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A sale or purchase of goods shall be deemed to take place in the course of the import of the goods only 

if the sale or purchase either occasions such import or is effected by a transfer of documents of title to 

the goods before the goods have crossed the customs frontiers of India. 

 

Liability to tax on inter-state sales 

Every dealer shall be liable to pay tax under the C.S.T Act 1956, on all sales of goods effected by him in 

the course of inter-state sales.    Exports are not taxed even under this Act.   

If during the course of movement of goods from one state to another state a sale or purchase is affected 

for the second time by a transfer of document of title to such goods, then such sale for the second time 

is exempted from CST. However the dealer affecting such second time sales shall furnish to the 

prescribed authority in the prescribed manner and within the prescribed time a certificate signed by the 

dealer from whom the goods were purchased by him, which shall contain the prescribed details.  

No tax on inter-state stock transfer 

As per Section 6 of the C.S.T Act 1956, no tax is payable in case of inter-state stock transfer if the dealer 

effecting such inter-state stock transfer furnishes to the prescribed authority a declaration in Form-F.   

Rates of tax 

The rate of CST prescribed under Section 8 of the C.S.T Act 1956 is as follows, 

V two percent of his turnover - subject to production of C- Form as prescribed. 

V Otherwise, at the rate applicable to the sale or purchase of such goods inside the state under 

the sales tax law of that state. 

The Government can also prescribe the different rates for different products by way of a Notification.  

Further no tax is payable for sale of goods to SEZ units or to the Developer of SEZ. 

The following are the aforesaid prescribed conditions and procedures for C form,- 

V the exemption is available only for the specified goods (generally all goods specified in the 

purchasing dealers registration certificate as being intended for resale or for manufacture or 

processing of such goods for sale is available for exemption) 

V the selling dealer shall obtain Form-C (in case the buyer is a registered dealer) or Form-D (in case 

the buyer is Government) from the purchasing dealer. 

Determination of turnover 
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As per Section 2 (j) of the C.S.T Act 1956, turnover means the aggregate of the sale prices received and 

receivable by the dealer in respect of inter-state sales of any goods, made during any prescribed period.  

However the following shall be deducted from the aggregate of the sale prices received and receivable 

by the dealer, 

V amount of CST, if the aggregate of sale prices comprises of the same. 

V value of goods returned to the dealer from the buyers, within six months from the date of sales 

V such other deductions as the Government may prescribe. 

In case the dealer is registered under the local VAT laws of the state, then the tax period is same as that 

applicable under the local VAT laws, and in otheǊ ŎŀǎŜǎΣ ƛǘ ƛǎ ŀ ΨǉǳŀǊǘŜǊΩΦ 

Levy and collection of tax and penalties 

The tax will be levied and collected by the Central Government from the state from which the 

movement of goods commenced.  Even though the authority to collect CST is the Central Government, 

the authorities of the VAT law of the state are empowered to assess, collect and enforce payment of the 

CST.  For this purpose the authorities of the VAT laws of the state are bestowed with the required 

powers of administration under the CST law.  Hence the provisions relating to invoicing, record keeping, 

assessment, etc., as discussed under K-Vat chapter may be referred to.   

Goods of special importance in inter-state trade 

The Central Government has declared the following category of goods to be of special importance in the 

inter-state trade. 

V Paddy, rice, wheat etc., 

V Coal 

V Cotton 

V Crude oil 

V aviation turbine fuel 

V hides and skin 

V iron and steel 

V just 

V LPG for domestic use  

V Oil seeds 

V Pulses 
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V Sugar 

V Woven fabrics  

The aforesaid list indicates the broad categories of goods declared and hence please refer Section 14 of 

the CST for the details of the goods declared.  The following are the main restrictions and conditions 

imposed on such goods. 

V No state shall levy tax on such goods above 4%, even on sales within the state 

V In case any local VAT of the state is levied on such goods, the same will be reimbursed to the 

dealer, if such goods are sold in inter-state trade with payment of CST.  
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Use of Forms (C, E1/E2, F, H, I) 

CA Akshaya Harle P 

 

Introduction: 

To carry out the purposes of the Central Sales Tax Act, 1956, three types of rules have been framed 

under such Act. In the name of the Central Sales Tax (Registration & Turnover) Rules, 1957, rules have 

been framed by the Central Government, second type of rules have been framed by respective States. 

¢ƘŜȅ ƘŀǾŜ ƎƛǾŜƴ ǘƘŜƴ ǘƘŜƛǊ ƻǿƴ ƴŀƳŜΦ /ƻƳƳƻƴ ƴŀƳŜ ƛǎ ά¢ƘŜ /ŜƴǘǊŀƭ {ŀƭŜǎ ¢ŀȄ όbŀƳŜ ƻŦ {ǘŀǘŜύ wǳƭŜǎΣ 

мфртέΦ CƻǊ ŜȄŀƳǇƭŜΣ ǘƘŜ {ǘŀǘŜ ƻŦ YŀǊƴŀǘŀƪŀ  Ƙŀǎ ŦǊŀƳŜŘ ά¢ƘŜ /ŜƴǘǊŀƭ {ŀƭŜǎ ¢ŀȄ όYŀǊƴŀǘŀƪŀύ wǳƭŜǎΣ мфртέΣ 

State Government ƻŦ tǳƴƧŀō Ƙŀǎ ŦǊŀƳŜŘ ǊǳƭŜǎ ƛƴ ǘƘŜ ƴŀƳŜ ƻŦ έ¢ƘŜ /ŜƴǘǊŀƭ {ŀƭŜǎ ¢ŀȄ όtǳƴƧŀōύ 

wǳƭŜǎΣмфртέΣ ŜǘŎΦ ¢ƘƛǊŘ ǘȅǇŜǎ ƻŦ ǊǳƭŜǎΣ ƛƴ ǘƘŜ ƴŀƳŜ ƻŦ ά¢ƘŜ /ŜƴǘǊŀƭ {ŀƭŜǎ ¢ŀȄ ό¦ƴƛƻƴ ¢ŜǊǊƛǘƻǊƛŜǎύ wǳƭŜǎΣ 

мфртέΣ ƘŀǾŜ ōŜŜƴ ŦǊŀƳŜŘ ōȅ ǘƘŜ /ŜƴǘǊŀƭ DƻǾŜǊƴƳŜƴǘ ŦƻǊ ¦ƴƛƻƴ ¢ŜǊǊƛǘƻǊƛŜǎΦ 

 

Certain forms have been prescribed in each type of rules. Forms prescribed in the Central Sales Tax 

(Registration & Turnover) Rules, 1957 are applicable in all States and Union Territories. Forms prescribed 

in the rules framed by States are applicable in the respective States and Forms prescribed in the rules 

ά¢ƘŜ /ŜƴǘǊŀƭ {ŀƭŜǎ ¢ŀȄ ό¦ƴƛƻƴ ¢ŜǊǊƛǘƻǊƛŜǎύ wǳƭŜǎΣ мфртέ ŀǊŜ ŀǇǇƭƛŎŀōƭŜ ƛƴ ŀƭƭ ¦ƴƛƻƴ ¢ŜǊǊƛǘƻǊƛŜǎΦ 

Declaration in Form C: 

Provisions of the law: 

 

In terms of Section 8(1) of the CST Act, 1956, the rate of tax applicable on a sale in the course of inter-

state trade or commerce is two percent, provided that such goods are of the description referred to in 

Section 8(3). In case, the goods are not of the description referred to in Section 8(3), the rate of tax 

applicable on sale of such goods in the course of inter-state trade or commerce shall be the rate 

applicable to the sale of such goods inside the appropriate State under the sales tax law.  

 

To determine which of the goods sold in the course of interstate sale or commerce are liable to a 

concessional rate of tax two percent, one must refer to provisions of Section 8(3). Section 8(3) provides 

that concessional rate of tax of two percent is applicable if such goods are  
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(b) are goods of the class or classes specified in the certificate of registration of the registered dealer 

purchasing the goods as being intended for resale by him or subject to any rules made by the Central 

Government in this behalf, for use by him in the manufacture or processing of goods for sale or in the 

telecommunications network or in mining or in the generation or distribution of electricity or any other 

form of power; 

 

(c)  are containers or other materials specified in the certificate of registration of the registered dealer 

purchasing the goods, being containers or materials intended for being used for the packing of goods for 

sale;  

 

(d) are containers or other materials used for the packing of any goods or classes of goods specified in 

the certificate of registration referred to in clause (b) or for the packing of any containers or other 

ƳŀǘŜǊƛŀƭǎ ǎǇŜŎƛŦƛŜŘ ƛƴ ǘƘŜ ŎŜǊǘƛŦƛŎŀǘŜ ƻŦ ǊŜƎƛǎǘǊŀǘƛƻƴ ǊŜŦŜǊǊŜŘ ǘƻ ƛƴ ŎƭŀǳǎŜ όŎύΦέ 

 

Section 8(4) of the CST Act, 1956 provides that that the concessional rate of tax will be applicable only if 

the dealer selling the goods furnished the prescribed declaration to the prescribed authority in the 

prescribed manner.  

 

The prescribed declaration referred to in Section 8(4) is the declaration in Form C. 

 

Rule 12(7) of the CST (R & T) Rules, 1957 prescribes that a declaration in Form C is required to be 

submitted to the jurisdictional assessing authority within three months after end of the period to which 

it relates. An extension of time to submit the same may be granted if the dealer is able to show 

sufficient cause prevented him from filing the same within the said time. 

 

One declaration is required to be obtained per quarter to cover all the transactions pertaining to that 

quarter.  
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The declaration in Form C should be signed by (a) proprietor of business, (b) Partner of the firm, (c) Karta 

or Manager of HUD, (d) Director or Principal Officer of Company, (e) Officer authorized by Government 

(in case of a Government) and (f) Principal Officer in case of Association of Persons. 

 

Often, material is despatched by seller in one quarter but received by the buyer in another quarter. The 

issue is whether declaration in Form C are to be issued on the basis of quarter in which the material was 

recorded by the buyer or the quarter in which the invoice of the seller was made? The Commissioner of 

Sales Tax, Maharashtra has clarified that the essence of interstate sale or transfer is delivery of goods 

and not the date of sale.[Trade Circular No. 70T dated 06-12-2007] 

 

Judicial Precedents: 

¶ Office equipment such as fans, coolers, air conditioners would not admissible to concessional rates of 

tax. (K Cotton Spinning and Weaving Mills Co. Ltd. V STO, Kanpur)(1965) 16 STC 563(SC). 

¶ Where under the local sales tax exempts footwears costing less than Rs. 30/- the exemption is a general 

exemption and the same is applicable under Section 8(2-A) of the CST Act, 1956 also. The decision in 

Manish Plastic vs CTO (99 STC 293) is set aside. (Preston Industries vs CTO, District Circle III) (1996) 41 

KLJ 494(HC)(DB) 

 

¶ In Rajasthan Pipes vs CTO (2004) 138 STC 383, it was held that benefit cannot be denied on grounds of 

omission like date of registration and minor variation in amount. 

¶ Initially, seller may charge sales tax at concessional rate on assumption that Declaration in Form C will 

be supplied by buyer. However, if the buyer fails to submit Declaration in Form C, difference in tax 

amount can be recovered from buyer. It has been held that limitation in such cases runs from the date 

when buyer refused to issue Declaration in Form C and not from the date of supply of goods. (Lloyd 

Bitumen Products (P) Ltd. Vs ONGC)(1993)89 STC 42. 

¶ Submission of declaration in Form C is mandatory and unless C form is submitted, concessional rate of 

sales tax will not apply. It has been held that this procedure is designed to prevent fraud and collusion 

and facilitate administrative efficiency. Hence it is mandatory. Concession can be denied if the form is 

not submitted. (Phool Chand Gupta vs State of AP)(1997) 104 STC 601. 
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¶ In the case of Delhi Automobiles (P) Ltd vs CST (1997) 104 STC 75 (SC), submission of photocopy of the 

declaration in Form C was held as not permissible even when then buyer company was in liquidation 

and the photocopy was issued under order of High Court judge under whom the buyer company was in 

liquidation. 

¶ The seller has to be satisfied that the purchaser is a registered dealer and that the goods purchased 

were specified in the certificate of registration issued to the buyer. For this, he can rely on the 

representation made by the buyer in the declaration in Form C. if the purchasing dealer misapplies the 

goods, penalty ought to be levied on the purchaser, but the selling dealer who has relied on the 

declaration in Form C issued to him by the buyer cannot be held liable. (State of Madras vs Radio and 

Electricals Ltd.)(1966) 18 STC 222. 

¶ Declaration in Form C obtained before the sale transaction was completed was held to be invalid. 

{ŜŎǘƛƻƴ уόпύ ǳǎŜǎ ǘƘŜ ǿƻǊŘǎ άǘƻ ǿƘƻƳ ƎƻƻŘǎ ŀǊŜ ǎƻƭŘέΦ ¢Ƙǳǎ Řǳƭȅ ŎƻƳǇƭŜǘŜŘ ŘŜŎƭŀǊŀǘƛƻƴ ƛƴ CƻǊƳ / Ƴǳǎǘ 

be obtained only sale. (Salem Magnesite vs State of Tamil Nadu)(1999) 116 STC 110. 

 

Certificate in Form E1 and E2: 

Central Sales Tax Act 1956 envisages single point of taxation i.e. tax at the first point of sales. 

Subsequent sales during the movement of the goods from one state to another have been exempted 

under section 6(2) of CST Act. 

Before proceeding to understand which sale is exempted under section 6(2) and the conditions for 

exemption, one should understand some relevant concepts relating to it. 

What is a sale by transfer of documents of title: 

Section 3(b) provides that a sale or purchase effected by transfer of documents of title to the goods 

during their movement from one state to another shall be deemed to take place in the course of 

interstate trade or commerce. 

Explanation 1 to section 3 provides that the movement of goods commences when goods are delivered 

to carrier and terminates when delivery is taken from the carrier. 

Explanation 2 to section 3 provides that where the movement of goods commences and terminates in 

the same state it shall not be deemed to be a movement of goods from one state to another by reason 

merely of the fact that in the course of such movement the goods pass through the territory of any 

other state. 
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For example if goods are booked from Delhi to Mumbai by Railway, movement of goods will 

commence as soon as goods are handed over to the Railway booking office at Delhi for transport. The 

movement will be deemed to continue even if goods reach Mumbai and are lying in possession of 

railways. The movement will be deemed to have terminated only when the delivery of goods is taken 

at Mumbai on submission of railway receipt. Thus goods will be deemed to be in movement for sales 

tax purposes till delivery is taken at destination. 

What is document of title to goods: 

Document of title to goods means a document which evidences that the person holding the document 

has the title of the goods i.e he is the owner of the goods which are represented by the said document. 

In normal trade practices when the goods are handed over to the carrier by the seller for transportation 

to reach the buyer, the carrier issues a receipt to the seller. The seller then sends this receipt to the 

buyer and the buyer gets delivery of goods on submission of such receipt to the carrier when goods 

ǊŜŀŎƘ ŀǘ ǘƘŜ ōǳȅŜǊΩǎ ŘŜǎǘƛƴŀǘƛƻƴΦ ¢Ƙƛǎ ǊŜŎŜƛǇǘ ƛǎǎǳŜŘ ōȅ ŎŀǊǊƛŜǊ ƛǎ ŘƻŎǳƳŜƴǘ ƻŦ ǘƛǘƭŜ ǘƻ ƎƻƻŘǎΦ 

Thus a document of title to goods may be a lorry receipt (in case of road transport), a Railway receipt 

(incase of transport by rail), and Bill of Lading (in case of transport by sea or an airway bill (in case of 

transport by air) 

What is transfer of documents of title to goods: 

Section 6(2) of CST provides exemption from CST on sales subsequent to interstate sales, which has 

been effected by transfer of documents of title of goods during their movement. Thus it becomes 

essential to understand what is transfer of documents of title of goods. 

{ŜŎǘƛƻƴ нόпύ ƻŦ ǘƘŜ {ŀƭŜǎ ƻŦ DƻƻŘǎ !Ŏǘ ǇŜǊƳƛǘǎ ǘǊŀƴǎŦŜǊ ƻŦ ƎƻƻŘǎ ōȅ ΨŜƴŘƻǊǎŜƳŜƴǘ ƻǊ ŘŜƭƛǾŜǊȅ ƻŦ 

documents of title. Thus documents of title of goods can be transferred by mere delivery or by 

endorsement on document. Even though goods can be transferred by mere delivery of documents 

without endorsement on such document, but it is advisable and also convenient to transfer the 

documents by written endorsement on the documents as it gives proof that the transfer is in due course 

of trade, for the purpose of claiming exemption u/s 6(2) of CST Act. 

Conditions for claiming exemption u/s 6(2) of CST Act: 

Section 6(2) of CST Act provides that notwithstanding anything contained in section 6(1) or 6(1A), where 

a sale of any goods referred in section 8(3)[i.e. goods which are mentioned in the registration certificate 

of the dealer], in the course of interstate trade or commerce has either occasioned the movement of 
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such goods from one state to another or has been effected by transfer of documents of title during 

movement from one state to another, any subsequent sales during such movement effected by transfer 

of documents of title of such goods to a registered dealer, shall be exempt from tax. The condition is 

that certificate in prescribed form has to be obtained from the registered dealer. Section 6(2) runs as 

under: 

(2) Notwithstanding anything contained in sub-section (1) or sub-section (1A), where a sale of any goods 

in the course of inter-State trade or commerce has either occasioned the movement of such goods from 

one State to another or has been effected by a transfer of documents of title to such goods during their 

movement from one State to another, any subsequent sale during such movement effected by a transfer 

of documents of title to such goods to a registered dealer, if the goods are of the description referred to 

in sub-section (3) of section 8, shall be exempt from tax under this Act: 

Provided that no such subsequent sale shall be exempt from tax under this sub-section unless the dealer 

effecting the sale furnishes to the prescribed authority in the prescribed manner and within the 

prescribed time or within such further time as that authority may, for sufficient cause, permit, 

a) a certificate duly filled and signed by the registered dealer from whom the goods were purchased 

containing the prescribed particulars in a prescribed form obtained from the prescribed authority; and 

b) if the subsequent sale is made to a registered dealer, a declaration referred to in sub-section (4) of 

section 8: 

Provided further that it shall not be necessary to furnish the declaration referred to in clause (b) of the 

preceding proviso in respect of a subsequent sale of goods if, the sale or purchase of such goods is, under 

the sales tax law of the appropriate State exempt from tax generally or is subject to tax generally at a 

rate which is lower than three per cent. or such reduced rate as may be notified by the Central 

Government, by notification in the Official Gazette, under sub-section (1) of section 8 (whether called a 

tax or fee or by any other name); and (b) The dealer effecting such subsequent sale proves to the 

satisfaction of the authority referred to in the preceding proviso that such sale is of the nature referred to 

in this sub-ǎŜŎǘƛƻƴΦέ 

From reading the above section the following conditions can be summed up which are required to be 

fulfilled before claiming exemption of CST on subsequent sales under section 6(2): 

1. First sale should be an interstate sales: The first sales must be interstate sales. It can be either a 

section 3(a) or section 3(b) sale. A sales is considered as an interstate sales as per section 3 of CST Act if 
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(a) It occasions the movement of goods from one state to another or 

(b) It is effected by transfer of documents of title to the goods during the movement of goods from one 

state to another. 

Section 3(b) has already been explained above. 

2. Transfer of documents of title: Subsequent sales must be a section 3(b) sale i.e. it should be a sales 

by transfer of documents of title to goods during the movement of such goods from one state to 

another. As already explained above movement of goods from one state to another commences when 

goods are handed over to carrier and movement is deemed to continue till delivery is taken at the other 

end. 

3. Subsequent sales must be to a registered dealer: The subsequent sales is exempt only if it is made to 

registered dealer 

4. The goods should be of description referred to in section 8(3) of CST Act: Another requirement for 

claiming exemption for subsequent sales u/s 6(2) of CST Act is that the sale should be of goods which are 

specified in the certificate of registration of purchasing dealer. 

5. Certificates required: Dealer selling the goods has to issue a certificate in prescribed form to the 

purchasing dealer (Prescribed forms are E1 form if its first sale and E2 form if subsequent sales). 

Subsequent purchaser has to issue certificate in prescribed form (This is C form) to his seller. Such 

certificates are to be produced before assessing authorities within prescribed time. The certificates in C, 

E1 and E2 forms are to be issued on quarterly basis. 

The requirements for issuing the above forms i.e. who is to issue which form and to whom which form 

is to be issued can be explained with the help of following example: 

Suppose W in Punjab sends goods in Delhi and raises invoice on X in Bihar, during the movement of 

goods X sells goods by endorsing documents of title to goods in favour of Y who is a dealer in U.P and 

Y sells ultimately goods to Z who is a dealer in Delhi by further endorsing the documents of title while 

the goods are still in transit. Z finally takes delivery of goods in Delhi and the movement of goods 

comes to an end. 

Now in above example W will issue E-L ŦƻǊƳ ǘƻ · ŀƴŘ ǿƛƭƭ ƎŜǘ Ψ/ ŦƻǊƳΩ ŦǊƻƳ ·Φ 

X will issue E-LL ŦƻǊƳ ǘƻ ¸ ŀƴŘ ǿƛƭƭ ƎŜǘ Ψ/ ŦƻǊƳΩ ŦǊƻƳ ¸Φ 

Y will issue E-LL ŦƻǊƳ ǘƻ ½ ŀƴŘ ǿƛƭƭ ƎŜǘ Ψ/ ŦƻǊƳΩ ŦǊƻƳ ½ 
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A dealer who sells goods in transit has to obtain E-I/E-II forms from the seller and C form from the buyer. 

Submissions of both E-I/E-II and C form is mandatory to avail exemption.-Phool Chand Gupta v. State of 

AP 104 STC 601(SC) 

Provisions of C form applicable to E1/E2 forms: 

Some provisions which are applicable to C forms are also applicable to E-I/E-II forms. For example one 

declaration for one quarter, indemnity bond if form is lost, issue of duplicate form, sales tax concession 

is not available if the forms are not submitted. 

 

WǳŘƎŜƳŜƴǘǎ ƻŦ ǘƘŜ 5ŜƭƘƛ IƛƎƘ /ƻǳǊǘ ŀƴŘ {ǳǇǊŜƳŜ ŎƻǳǊǘΩǎ ǾŜǊŘƛŎǘ ƛƴ !&G Projects and Technologies Ltd 

case: 

The Supreme court in A & G Projects and Technologies Ltd v. State of Karnataka [2009] 19 VST 239; 

[2009] 2 SCC 326 explained the scheme of section 6(2) of CST Act and held that once the first interstate 

sale has suffered CST then subsequent sales effected by transfer of documents during transit will be 

exempt provided conditions prescribed u/s 6(2) are satisfied. This has been done to remove the 

cascading effect. The observation of the Supreme Court in the said case is provided as below 

ά!ƴŀƭȅȊƛƴƎ {ŜŎǘƛƻƴ сόнύΣ ƛǘ ƛǎ ŎƭŜŀǊ ǘƘŀǘ ǎǳō-section (2) has been introduced in Section 6 in order to avoid 

cascading effect of multiple taxation. A subsequent sale falling under sub-section (2), which satisfies the 

conditions mentioned in the proviso thereto, is exempt from tax as the first sale has been subjected to 

tax under sub-section (1) of Section 6 of the CST ACT 1956. Thus, in order to attract Section 6(2), it is 

essential that the concerned sale must be a subsequent inter-State sale effected by transfer of 

documents of title to the goods during the movement of the goods from one State to another and it 

must be preceded by a prior inter-State sale. It is only then that Section 6(2) may be attracted in order 

to make such subsequent sale exempt from levy of sales tax. 

However, the proviso to sub-section (2) of Section 6 prescribes further conditions and it is only on 

fulfilment of those conditions that the subsequent sale stands exempted. If those conditions are not 

satisfied then, notwithstanding the fact that the sale is a subsequent sale, the exemption would not be 

ŀŘƳƛǎǎƛōƭŜ ǘƻ ǎǳŎƘ ǎǳōǎŜǉǳŜƴǘ ǎŀƭŜǎΦ ¢Ƙƛǎ ƛǎ ǘƘŜ ǎŎƘŜƳŜ ƻŦ {ŜŎǘƛƻƴ с ƻŦ ǘƘŜ /{¢ !/¢ мфрсΦέ 

In a recent case namely Mitsubishi Corp. Ind. Ltd. Vs Value Added Tax officer decided by Delhi High 

court wherein sighting the above observation of the Supreme court it was argued by the counsel for the 

state that if the first Inter State sales is an exempted sale then the subsequent sales should not get the 
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benefit of Section 6(2) of CST Act even if all the conditions u/s 6(2) are satisfied since the first sales had 

not suffered tax. The Delhi High Court in this regard observed as under: 

ά! ǊŜŀŘƛƴƎ ƻŦ ǘƘŜ ǎŀƛŘ ǇƻǊǘƛƻƴ ƻŦ ǘƘŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ŘŜŎƛǎƛƻƴ ƻƴƭȅ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ ǿƘŜǊŜ ǘƘŜ ŦƛǊǎt sale is 

taxed, the second sale would be exempted because of the object of avoiding the cascading effect. 

However, the Supreme Court decision cannot be understood to mean that where the first sale is 

exempted, the second sale must be taxed even though the conditions under Section 6(2) for exemption 

ǎǘŀƴŘ ǎŀǘƛǎŦƛŜŘΦέ 

Thus even if the first sales was exempted due to exemption on tax available in the state where from the 

first sale is made the subsequent sales in other state will be exempted if the conditions u/s 6(2) of CST 

Act are satisfied. 

Exemption in case of Predetermined contract of sales u/s6(2) 

Supreme court in its verdict in A&G Project(Supra) case examined sales u/s 3(a) and 3(b) and laid down 

conditions for section 3(b) sales which need to be fulfilled before claiming exemption u/s 6(2). 

It was held by Supreme Court that if a contract of subsequent sales is in existence before the 

commencement of the movement of goods for the purpose of exemption u/s 6(2) of CST Act then the 

exemption u/s 6(2) will not be available. But the decision of the SC has been interpreted by department 

in various states to mean that if there is predetermined subsequent buyer before the movement of 

goods starts even then subsequent sales will not qualify for exemption u/s 6(2) as in transit sales. 

But better sense have seemed to be prevailed as the West Bengal Government has issued an 

explanatory circular regarding to set out the position in this regard. It has been explained in the circular 

that in A & G technology case it was held that pre determination of contract of subsequent sales before 

the movement of goods starts may result in denial of exemption u/s 6(2) but it cannot be understood to 

mean there cannot be pre determination of the buyer especially in case of tailor made goods and pre 

determination of buyer or receiving of an order from the subsequent buyer will not result in denial of 

exemption u/s 6(2) 

Declaration in Form F 

To constitute interstate sales, one of the basic requirement is that there should be sale. If a dealer sends 

goods outside from its state to its branch office in another state then it is not sale because one cannot 

sell goods to oneself. Similarly if a dealer sends goods to its agent in another state who stocks and sells 

goods on behalf of the dealer, such agent is called consignment agent and such stock transfer is also not 
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considered as interstate sales since there is no sales involved in it, sales will take place when such agent 

will sell goods. But to prove such stock/branch transfer, declaration in Form F is required to be produced 

as proof. 

Declaration in Form F required for stock transfer 

Declaration in Form F is required to be produced as proof of stock transfer. As per section 6A(1) 

submission of F form is mandatory to prove stock transfer. Otherwise, the transaction will be treated as 

sale for all purposes of CST Act. 

Declaration in Form F is issued by the branch office/consignment agent receiving goods as branch/stock 

transfer to its head office/principal who is sending the goods by way of stock/ branch transfer. The 

H.O./Principal produces such F forms to its assessing authority to prove such stock/branch transfer. 

OneDeclaration in Form F for one month: 

First Proviso to Rule 5 of CST Rules 1957 provides that one Declaration in Form F covering receipts 

during the month can be issued. If space in Declaration in Form F is not adequate, a separate list may be 

attached as annexure to form F giving details, provided that the annexure is firmly attached to the form. 

The blank form has to be obtained from sales tax authority in which the transferee is situated, i.e. State 

where goods were received. If the form is lost, an indemnity bond has to be given and a duplicate form 

clearly marked as Duplicate can be issued. 

 

When Stock transfer is treated as Interstate sales: 

When goods are dispatched to Branch office or consignment agent in other state and thereafter these 

goods are sold from the branch office or by the consignment agent then it is not a sales and is stock or 

branch transfer hence no CST liability arises. 

However, if the movement of goods is occasioned on account of sales, the movement will be treated as 

interstate sales. It can be explained with an example 

Suppose the dealer A registered in Punjab who manufactures some goods and send these goods after 

manufacturing to its branch office situated at Delhi wherefrom the goods are sold in Delhi. Now the 

movement of goods from Punjab to Delhi will be treated as stock transfer or branch transfer and for 

which no CST liability arises and F form will be issued by Delhi Branch to Punjab dealer. 

But if a person B in Delhi wants to purchase some goods of special description which is not normally 

manufactured by A and Mr B places order with A in Punjab for manufacturing special description goods. 
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Now if A manufactures such ordered goods and send them to its branch at Delhi then such movement 

will be an interstate sales and not a branch transfer since the movement of goods was due to a 

predetermined contract of sales. 

Thus where goods were sold through branch, but buyer was known and identified before goods were 

dispatched from factory. Obviously this was held as interstate sales and not a stock transfer- Electric 

Construction and Equipment Co. Ltd. V State of Haryana- (1990) 77 STC 424 (P&H HC DB) 

In South India Viscose Ltd. v. State of Tamil Nadu-(1981) 48 STC 232 (SC)= AIR 1981 SC 1604 it was held 

that if there is a conceivable link between contract of sale and the movement of goods from one state to 

another in order to discharge the obligation under the contract of sale, the interposition of the agent of 

seller who may temporarily intercept the movement will not alter the interstate character of the sale. 

Declaration in Form F is not a conclusive evidence but it is conclusive after assessing officer passes an 

order: 

Submitting Declaration in Form F is not a conclusive evidence per se to prove beyond doubt any stock or 

branch transfer. The assessing officer may make enquiry as to whether declaration furnished by dealer 

are true or not. The sales tax authorities can investigate if they are of the opinion that the movement of 

goods is an interstate sale and not stock transfer. 

 

Section 6A(1) provides that the dealer may submit declaration in Form F, along with evidence of 

dispatch of goods. If Dealer fails to furnish such declaration, the movement shall be deemed for all 

purposes of the Act to have been occasioned as a result of sale. Section 6A(2) provides that if assessing 

authority is satisfied after making enquiry that the declaration furnished by dealer are true, he shall 

make an order to that effect and thereupon, the movement of goods to which the declaration relates 

shall be deemed for the purpose of the CST Act to have been occasioned other than as a result of sale. 

In Assam Company (India) Ltd. v. CT, Assam (1997) 107 STC 154 (Gau HC DB), it was held that F form is 

not conclusive. Sales Tax Officer can make enquiry whether the declaration is true and can reject the F 

form, if the transaction is found not to be genuine. 

In D Dhandapani v. State of Tamilnadu-(1995) 96 STC 98(Mad HC DB), it was held that section 6A(2) of 

CST Act authorizes Assessing officer to make enquiry that particulars contained in the declaration 

furnished by the dealer are true and for this purpose other evidence produced by dealer is also to be 

considered. Authority can call for other information to verify the truth of particulars contained in form F. 
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The dealer has to prove that details in form F are true. If he is unable to do so, transfer of goods can be 

taken as on account of inter state sales. 

It has been held that by production of form F and providing proof of dispatch of goods, the initial burden 

of proof on the dealer is discharged- State of AP v. Dairy Development Corporation Ltd- (1994) 95 STC 

478 (AP HC). Once assessing officer had made enquiry and passed order that the particulars stated are 

correct, the presumption that the movement has occasioned otherwise that as a result of sale is 

conclusive. Reopening of assessment under State Sales Tax would not be permissible only on limited 

grounds of fraud, collusion, misrepresentation or suppression of material facts- Ashok Leyland Ltd v. 

State of Tamilnadu 2004AIR SCW 100 

Certificate in Form H 

Tax by State Governments on sales or purchase of goods made during the course of import or export of 

such goods is prohibited by article 286(1)(b) of the Constitution of India. Section 6(1) of CST Act also 

levies tax on interstate sales hence there is no CST liability on the sale is the course of import or export 

of goods. Thus neither the State Government can impose tax/vat on sales of goods in the course of 

import or export nor does CST Act 1956 impose any tax on such sales. Here in this article exemptions 

available on Penultimate export sales under CST Act 1956 are concentrated on: 

What is an Export sale? 

The word Export sales means direct exports i.e. direct selling of goods out of India. The word Export 

sales has not been used in the CST Act 1956 but the word sales in the course of exports has been used 

which is a wider term and includes not only direct export but also sales by transfer of documents after 

goods cross customs frontier and the Penultimate sale for export and export with the help of agent. 

Thus even indirect export could also be sales in the course of exports. 

What is Penultimate Export? 

As per section 5(3) of CST Act last sales or purchase of goods preceding the sales or purchase 

occasioning the export of those goods out of territory of India shall also be deemed to be in the course 

of export, if such last sale or purchase took place after, and was for the purpose of complying with, the 

arrangement or order for or in relation to such export. 

Exporting the goods out of India may not be possible for small units, so they may sell their goods to the 

big export houses. Such indirect exports also need exemption to make the products competitive in the 



P a g e | 110 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

market. That is why the exemption to penultimate export has been given and penultimate export is 

treated as equivalent to the direct export for the purpose of exemption. 

Conditions for exemption to penultimate export: 

As per section 5(3) of CST Act, before claiming exemption for penultimate export, it is necessary that the 

final exporter should be in possession of export order from the foreign buyer and should take delivery of 

goods from the penultimate seller solely for the purpose of execution of such export order and should 

export the same goods. Thus following conditions can be summed up for claiming exemption to 

penultimate export: 

1. The sales must be for the purpose of complying with agreement or order in relation to export, and 

2. Such sale is made after the agreement or order in relation to export, and 

3. Same goods which are sold in penultimate sale should be exported. 

It should be noted that its only the penultimate sale which is exempt but the purchase earlier to 

penultimate sale is not exempt and purchase tax if any imposed by the State Government on such 

purchase will be payable as it was held in State of Tamilnadu v. Madras Pack Marine (2000) 120 STC 

105(TNTST) and also similar view in Kepee Sons v. State of Kerala(1999)116 STC 156(Ker HC DB). 

Same goods must be sold: 

It is very necessary to claim exemption for penultimate export that the goods sold by the exporter must 

be the same as have been acquired by him from his penultimate supplier. For example if a person sells 

raw material to an exporter and the exporter manufactures some goods out of that raw material then 

exports such goods, in such case the sale of raw material to exporter will not be treated as penultimate 

sale and no exemption will be available on such sale of raw material to the exporter. 

Purchase of paddy and export of rice: 

Paddy is a declared goods u/s 14 of CST Act 1956. Out of Paddy rice is produced therefore Paddy and 

Rice may seem to be separate goods. But As per Section 15(ca) if paddy is purchased on payment of tax 

and rice procured out of such paddy is exported then paddy and rice will be treated as same goods for 

the purpose of section 5(3). 

Thus paddy can be purchased without any tax if the rice produced out of it is exported. Paddy sold to an 

exporter will be penultimate sale even though exporter doesnot export the same Paddy but rice 

procured out of such paddy. 
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In VeerumalMonga v. State of Haryana(2001) 123 STC 158 (P&H HC DB), rice miller purchased paddy 

and sold rice to the exporter. It was held that in such case, only sale of rice to exporter is penultimate 

sale and is exempt. However purchase of paddy by millers will not be exempt. 

Thus to get the benefit of section 5(3) in relation to paddy and rice, it is advisable that exporter should 

himself purchase paddy and then either produce rice out of it himself or get it procured by getting job 

work done for converting such paddy to rice. If direct rice is purchased by the exporter from rice millers 

ǘƘŜƴ ǇŀŘŘȅ ǇǳǊŎƘŀǎŜŘ ōȅ ƳƛƭƭŜǊǎ ǿƛƭƭ ƴƻǘ ƎŜǘ ōŜƴŜŦƛǘ ƻŦ ǎŜŎǘƛƻƴ рόоύ ŀƴŘ ƛǘΩǎ ƻƴƭȅ ǘƘŜ ǎŀƭŜ ƻŦ ǊƛŎŜ ǘƻ 

exporters will be treated as penultimate export sale. 

Sale of packing material for the purpose of export is also a penultimate sale: 

Exporters also tend to purchase the packing material which are to be used for packing of the goods to be 

exported. Such sale of packing material to the exporter is also a penultimate sales and is liable for 

exemption u/s 5(3) of CST Act. 

In State of AP v. StandarPackings-(1995) 96 STC 151(AP HC DB) it was held that if gunny bags purchased 

are used as containers for export of certain goods to a foreign country, it is deemed as export sale as per 

section 5(3) . The last purchase preceding the sale occasioning export should be for complying with an 

export order. In this case, the gunny bags purchased were for complying with export order and hence 

are eligible for exemption u/s 5(3). 

H form required for exemption to penultimate sale: 

Section 5(4) of CST Act provides that ά¢ƘŜ ǇǊƻǾƛǎƛƻƴǎ ƻŦ ǎǳō-section (3)[section 5(3)] shall not apply to 

any sale or purchase of goods unless the dealer selling the goods furnishes to the prescribed authority in 

the prescribed manner a declaration duly filled and signed by the exporter to whom the goods are sold 

ƛƴ ŀ ǇǊŜǎŎǊƛōŜŘ ŦƻǊƳ ƻōǘŀƛƴŜŘ ŦǊƻƳ ǘƘŜ ǇǊŜǎŎǊƛōŜŘ ŀǳǘƘƻǊƛǘȅΦέ 

This prescribed form is H form and is mandatory. The exporter issues H form to the penultimate 

exporter i.e from whom the exporter has obtained the goods to be exported. The person exporting the 

goods will always be having proof of export like Bill of lading/Airway bill, custom clearance certificate 

etc, with him to claim exemption in respect of goods exported but the penultimate seller may not 

possess all these documents. Hence the exporter issues H form to the penultimate seller declaring 

therein that the goods procured from him have been exported. 
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Periodicity of H forms: 

Where C forms are required to be issued for transactions covering 3 months (quarter) in a year and F 

forms are to be issued monthly. But it is nowhere mentioned in the CST (R&T) Rules clearly about the 

periodicity of H forms. 

IƻǿŜǾŜǊ wǳƭŜ мнόмлύόōύ ǇǊƻǾƛŘŜǎ άThe provisions of the rules framed by the respective State 

Governments under sub-section (3), (4) and (5) of Section 13 relating to the authority from whom and 

the conditions subject to which any form of certificate in Form H may be obtained, the manner in which 

such form shall be kept in custody and records relating thereto maintained and the manner in which 

any such forms may be used and any such certificate may be furnished in so far as they apply to 

ŘŜŎƭŀǊŀǘƛƻƴ ƛƴ ŦƻǊƳ / ǇǊŜǎŎǊƛōŜŘ ǳƴŘŜǊ ǘƘŜǎŜ ǊǳƭŜǎ ǎƘŀƭƭ Ƴǳǘŀǘƛǎ ƳǳǘŀƴŘƛǎ ŀǇǇƭȅ ǘƻ ŎŜǊǘƛŦƛŎŀǘŜ ƛƴ ŦƻǊƳ IΦέ 

 

Declaration in Form I 

Section 8(6),8(7) and 8(8) of the CST Act deals with the exemptions available to a SEZ unit or SEZ 

developer from CST. When goods are sold to a SEZ unit or SEZ developer then no CST is payable by such 

unit ordeveloper as per the above sub sections subject to fulfilment ofcertain conditions. The conditions 

and forms relating to such exemptionare provided as follows: 

What is an SEZ? 

Before discussing the relevant provisions one need tounderstand what SEZ means. The full form of SEZ is 

Special Economic Zone.These are designated areas in countries that possess special 

economicregulations that are different from other areas in the same country.Moreover, these 

regulations tend to contain measures that are conduciveto foreign direct investment. Conducting 

business in a SEZ usually meansthat a company will receive tax incentives and the opportunity to 

paylower tariffs. 

It is set up for export purposes. Such zonesare treated as if it is aforeign country within India. Units in 

SEZ can import raw materials andcapital goods without payment of customs duty and also procure 

themwithout payment of excise duty. All the products of a SEZ unit should beexported and if their final 

product is sold in India, excise duty equalto normal customs duty on such goods is required to be paid. 

 

As per explanation to section 8(8) of CST Act the expression "specialeconomic zone" has the same 

meaning assigned to it in clause (iii) toExplanation 2 to the proviso to section 3 of the Central Excise 
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Act,1944, which defines Special Economic Zone as a zone which the CentralGovernment may, by 

notification in the official gazette, specify in thisbehalf. 

Conditions for exemptions: 

Following conditions must be satisfied soas to claim exemption u/s 8(6) of CST Act. 

 

1. The exemption from CST is available only if the sale is to developerof SEZ or unit in SEZ. Section 8(6) was 

amended w.e.f 10-09-2004, toextend the exemption to developer of SEZ also. Earlier the exemption 

wasavailable only to the units in SEZ. 

2. The SEZ unit can obtain goods for purpose of manufacturing,trading, production, processing, 

assembling, repairing, reconditioning,re-engineering, processing, packaging or for use as or packing 

material or packing accessories. 

Whereas, the Developer of SEZ can obtain goods for development, setting up operation and 

maintenance of the zone. 

3. The registered dealer in SEZ(developer of SEZ or SEZ unit as thecase may be) should have been 

authorized to establish such unit in SEZby authority specified by Central Government. It is the 

Developmentcommissioner of SEZ who is authorized to permit a person to set up unitin SEZ. 

4. As per section 8(7) of CST Act the goods which the developer of SEZor unit in SEZ can obtain without CST 

must be mentioned in the sales taxregistration certificate of SEZ unit. Thus the sales tax 

registrationcertificate must be amended to include all these items which can beobtained without CST, in 

the certificate. 

5. As per section 8(8) of CST Act the purchasing dealer has to submit the prescribed declaration( in Form I) 

to the authority prescribed u/s 8(4)(i.e. assessing officer), obtained from Development Commissioner by 

theselling dealer and issued to the purchasing dealer by him. 

¢Ƙǳǎ {9½ ŘŜǾŜƭƻǇŜǊ ƻǊ {9½ ǳƴƛǘ ǿƛƭƭ ǎǳǇǇƭȅ ΨLΩ ŦƻǊƳ ǎƛƎƴŜŘ ōȅ ƘƛƳǎŜƭŦΦ¢Ƙƛǎ ΨLΩ ŦƻǊƳ ƛƴ ƻǊƛƎƛƴŀƭ ǎƘƻǳƭŘ ōŜ 

submitted to the assessing authorityby the selling dealer so as to prove that the goods have been sold to 

an SEZ developer/SEZ unit and consequential CST exemption. 

Judicial Precedents: 

(a) Section 3 ς Principles for determining when a sale or purchase of goods takes place in the course 

of Interstate trade 

(i) Bharat Heavy Electricals Limited (BHEL) vs. Union of India and Others [1996] 102 STC 373 (SC) 
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Background of the Case: BHEL, a public sector corporation, had its manufacturing units in several 

places, each of which specialized in the manufacture of a particular type or class of machinery in the 

interest of avoiding duplication and enhancing efficiency. There was an agreement between BHEL 

and NALCO, for installation and erection of five captive power plants for the aluminium smelter 

complex at Angul, Orissa. There were two contracts one supply contract and the other a service 

contract. The supply was executed by Tiruchi branch of BHEL. Further certain goods were also 

manufactured by Hyderabad branch of BHEL and were directly transferred to Angul Orissa, and 

certain goods manufactured were transferred to Tiruchi for ultimate use in the smelter complex at 

Angul, Orissa.  

Issues involved in the Case: The matter was decided by the AP tribunal that, the goods sent from 

Hyderabad to Angul Pursuant to a letter of intent (PO) from NALCO, was an InterState sale and not 

stock transfer.  On decision of the AP tribunal the BHEL filed a writ before HC, respondents in the 

writ petition being States of UP, Karnataka, Maharashtra and others, asking for a direction to 

transfer/remit the taxes to respective States which were legally eligible to receive the taxes. The HC 

ŘƛŘƴΩǘ ǊŜǎǇƻƴŘ ōŜŎŀǳǎŜ ǘƘŜ ƳŀǘǘŜǊ ƻŦ ǎǘƻŎƪ ǘǊŀƴǎfer was before SC. Hence, the matter was taken up 

by SC and held that the transaction referred above are InterState sale and further held that BHEL 

was entitled to a direction to the States for the adjustment of the tax amounts collected by the 

various States in such manner that the appropriate tax was collected in the State in which it was 

lawfully leviable and the State which was not entitled to collect the tax but had yet collected it 

unlawfully had to refund the same to BHEL or send it to the State, wherein, it was lawfully due and 

payable. The one more issue was whether some of the items required for the smelter complex, 

being manufactured and sent from Hyderabad to Tiruchi which were ultimately sent to Angul were 

also InterState sales. 

Conclusion:The court has observed that, some of the parts and components so manufactured by 

other units of BHEL [i.e., Unit situated in Andhra Pradesh] are sent directly to the executing unit for 

being incorporated into the main machinery/ system. Therefore the said movement is occasioned 

by the supply contract entered into by BHEL which is in truth a contract for supply.  Direct dispatch 

of goods by the Hyderabad Unit to Angul or Farakka constitutes an inter-State sale within the 

meaning of Section 3(a) of CST Act and that tax thereon is leviable in the State of Andhra Pradesh 

according to section 9(1) of the CST Act. As per this provision, tax on sale of goods falling under 
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section 3(a) or 3(b) shall be levied and collected by the State from which the movement of the 

goods commenced.  In several cases, the courts have held that, sale falling under section 3(a) of the 

Act, the levy should be from the State where the goods have moved as per section 9(1) of the CST 

Act. Applying the principles laid down in the case of works contract passing of property or delivery 

of property is not material, It is sufficient if the goods have been moved in pursuance of the existing 

contract. 

The Article 286 of the Constitution of India, states that for the purpose of clause(a), a sale or 

purchase shall be deemed to have taken place in the State in which the goods have actually been 

delivered as a direct result of such sale or purchase for the purpose of consumption in that State, 

notwithstanding the fact that under the general law relating to sale of goods the property in the 

goods has by reason of such sale or purchase passed in another State; Associated Cement V. 

C.S.T.,(1991) Supp (1) SCC 251, paragraphs 6-9.The transfer of ownership of purchased goods would 

happen only on accretion and not on endorsement and delivery of documents of title. The 

definition of sale includes the deemed sale and works contract or normal sale, there is no change in 

applying the principles for determining the interState sale. The Principles for determining when a 

sale takes place in the course of interState trade or commerce laid down in section 3 of the CST Act, 

1956 would equally apply to transfer of property in goods involved in the execution of works 

contract. 

(b) Section 3 (a) ς InterState Sales - Sale occasioning movement of goods from one State to another 

 

(i) Sahney Steel and Press Works Ltd. and Another vs. Commercial Tax Officer and Others  [1985] 60 

STC 301 (SC) 

Background of the Case: The petitioner-company, engaged in the manufacture and sale of 

stampings and laminations made out of steel sheets which were utilized as raw material for making 

electric motors, transformers, etc., had its registered office and factory at Hyderabad. Its branches 

at Bombay, Calcutta and Coimbatore were mainly engaged in effecting sales and looking after sales 

promotion and liaison work. Those branches received orders from customers within and outside 

their respective States for the supply of goods conforming to definite specifications and drawings 

and advised the registered office at Hyderabad. This company manufactured the goods according to 

the designs and specifications supplied by customers at its factory at Hyderabad and dispatched 
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them to the respective branches by way of transfer of stock. The branches raised the bills and 

receivŜŘ ǘƘŜ ǎŀƭŜ ǇǊƛŎŜΦ ¢ƘŜȅ ŀƭǎƻ ŦǳǊƴƛǎƘŜŘ ΨCƻǊƳ CΩ ǘƻ ǘƘŜ ǊŜƎƛǎǘŜǊŜŘ ƻŦŦƛŎŜ ŀǘ IȅŘŜǊŀōŀŘ ǳκǎ с! ƻŦ 

the CST Act, 1956 in the case of stock transfers to the branches. The petitioner-company was 

assessed to State sales tax in Maharashtra, West Bengal and Tamil Nadu in respect of those goods.  

Issues involved in the Case: The petitioner company claimed that there was only a transfer of stock 

from Hyderabad to the branches outside the State of A.P. and that the sales effected to the 

customers by the branches were local sales in the respective States. The Commercial Tax Officer, 

Hyderabad, held the sales to be sales in the course of inter-State trade and made an assessment 

accordingly for the year. The petitioner-company filed a writ petition in the Supreme Court: 

Conclusion: The Court  held, that even if the customer placed an order with the branch office and 

the branch office communicated the terms and specifications of the order to registered office and 

the branch office itself was concerned with dispatching, billing and receiving of the sale price, the 

order placed by the customer was an order placed with the company, and for the purpose of 

fulfilling that order the manufactured goods commenced their journey from the registered office in 

the State of Andhra Pradesh to the branch outside the State for delivery of the goods to the 

customer. Such, movements of goods from Hyderabad to Maharashtra and WB in pursuance of pre-

determined purchase orders amount to InterState sale, even if, they are first transferred to the 

branch thereafter billing, collection and other procedures are followed by branch. 

 

(ii) Hyderabad Engineering Industries vs. State of Andhra Pradesh [2011] 39 VST 257 (SC) 

Background of the Case: In the present case the assessee had an agreement with Usha 

International Ltd. In pursuant of agreement, Usha International would purchase the items 

manufactured by the assessee. Further, to mention both the Assessee and the Usha International 

had godowns/ warehouses in all the States. The purchase/ sale agreement specified the 

arrangement that Usha International would raise the monthly purchase indents on the assessee. As 

per the indents the goods had to be delivered at the various godowns of Usha International. For this 

purpose the assessee would send the goods to its own branches located at various States, from 

there the goods were to be moved to Usha International godowns charging local taxes. For this 

purpose, the assessee claimed exemption in respect of turnover of stocks transferred to depot 

outside the State. The State rejected the exemption terming it as InterState sale.  
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Issues involved in the Case: The assessee contends that the value of goods as per indent is different 

compared to the value of goods delivered to its branches (the stock transfers included both goods 

to be delivered to Usha International and for local sales).  

However, the department contended that, goods were delivered to the branch office which just 

acted as a conduit pipe before goods ultimately reached the purchaser's hands. All that mattered 

was that the movement of the goods was in pursuance of the contract of sale or as a necessary 

incident to the sale itself. In other words, the movement of goods from the assessee factory to its 

various godowns situated in different parts of the country was pursuant to sales agreement coupled 

with forecasts which were nothing but indents or firm orders. Therefore, the transaction between 

the assessee and its branch offices was a clear case of inter-State sales and not branch transfers. 

Conclusion: The Court held, that sale occasioning a movement of goods from one State to another 

ƛǎ ŀƴ LƴǘŜǊ{ǘŀǘŜ ǎŀƭŜΣ ŜǾŜƴ ƛŦ ǘƘŜ ǇǳǊŎƘŀǎŜ ŀƎǊŜŜƳŜƴǘ ŘƻŜǎƴΩǘ ǇǊƻǾƛŘŜ ǘƘŀǘ ƳƻǾŜƳŜƴǘ ǎƘŀƭƭ ǘŀƪŜ 

place from one State tƻ ŀƴƻǘƘŜǊΦ ¢ƘŜ ǇǳǊŎƘŀǎŜ ƻǊŘŜǊ Ƴŀȅ ōŜ ǊŀƛǎŜŘ ƻƴ ƻƴŜ ŎƻƳǇŀƴȅΩǎ ōǊŀƴŎƘ ōȅ 

ŀƴƻǘƘŜǊ ŎƻƳǇŀƴȅΩǎ ōǊŀƴŎƘ ōƻǘƘ ǎƛǘǳŀǘŜŘ ƛƴ ǘƘŜ ǎŀƳŜ {ǘŀǘŜΦ .ǳǘ ǇǳǊǎǳŀƴǘ ǘƻ ǎǳŎƘ ƻǊŘŜǊǎ ƛŦ ǘƘŜ 

selling branch procures goods from its head office situated in a different State then, the stock 

transferred by Head office to the branches will be Inter-State sale. When the sale or agreement for 

sale causes or has the effect of occasioning the movement of goods from one State to another, 

irrespective of whether the movement of goods is provided for in the contract of sale or not, or 

when the order is placed with any branch office or the head office, which resulted in the movement 

of goods, irrespective of whether the property in the goods passed in one State or the other, if the 

effect of such sale is to have the movement of goods from one State to another, an inter-State sale 

would ensue and would result in exigibility to tax under section 3(a) of the Central Sales Tax Act, 

1956, on the turnover of such transaction. 

(iii) GhatgeKarkera Power Industries V. Additional Commissioner of Commercial Taxes, Zone I, 

Bangalore and another (2013) 57 VST 255(Karn): 

The issue before Honorable High Court pertains to the State in which the sales tax is payable for the 

transaction under question. Brief facts of the case are, the appellants entered into contract for 

execution of works contract with a party located in the State of Karnataka. For the purpose of 

execution of the contract the goods were procured from its branch office located in the State of 

Goa. Appellants contention is that, as the goods were procured from the branch office located in 
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Goa raising the invoice in the name of the customer located in the State of Karnataka and as the 

goods have moved from the State of Goa to the State of Karnataka, it is liable to pay sales tax in the 

State of Goa. Honorable High Court dismissing the appeal has held that, the contract was executed 

in the State of Karnataka, consideration for the contract was paid in the State of Karnataka. The 

contract did not occasion the movement of goods from one State to another but it was only for the 

purpose of executing the contract, the goods were bought from the place located outside the State 

of Karnataka. Accordingly it was held that, the transaction under question is local works contract 

and the appellant is liable to pay taxes in the State of Karnataka. 

 

(iv) DCM Limited vs. Commissioner of Sales Tax, Delhi [2009] 21 VST 417 (SC) 

Background of the Case: The assessee sold ex-works in Delhi chemicals to registered dealers who 

were under a contractual obligation to sell them in their assigned territory outside Delhi. Under the 

contract with the registered dealers, each dealer was assigned an exclusive territory and was 

obliged to take the chemicals outside Delhi where they were to be sold. On instructions from the 

dealers the assessee was required to transport the goods, the freight was payable by the dealer. 

The dealers were required to submit monthly stock of sales and a market report to the assessee, 

indicated the control of the assessee over the movement of the goods.  

Issues involved in the case: The question here is whether the sales to the dealers were inter-State 

sales or local sales. 

Conclusion: The Court held that the though the purchasers are obligedby the contract to take the 

delivery of the goods sold by the assessee, outside the State and sell in those  

respective States. The transaction is an Inter-State sale. 

 

(c) Deemed Inter-State Sale 

(i) State of Gujarat vs. HaridasMuljiThakker (84 STC 317)(Guj)   

Background of the Case: Lƴ ƻƴŜ ƻŦ ǘƘŜ ƛƴǎǘŀƴŎŜǎ ǿƘŜǊŜ IƻƴΩōƭŜ DǳƧŀǊŀǘ IƛƎƘ /ƻǳǊǘ ƘŀŘ ŀƴ ƻŎŎŀǎƛƻƴ 

to deal with provision of section 6(2) read with section 3(b) of the CST Act, 1956.  In this case the 

dealer situated in the State of Gujarat received an order for supply of goods from Gujarat Customer. 

In pursuance of the order dealer placed orders with Bombay supplier to deliver the goods directly to 

ǘƘŜ ŎǳǎǘƻƳŜǊΩǎ ǇƭŀŎŜΦ  
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Issues involved in the Case:  Bombay supplier transported the goods to Gujarat and took the 

receipts in the name of the purchaser/(s) in Gujarat.   

Conclusion: The Court held that, the moment the goods are transported and the transport receipts 

or the railway receipts are taken in the name of the purchasers in Gujarat, the property in the goods 

stood transferred in favour of the purchasers and there was constructive delivery in favour of the 

dealer. At the same there was constructive delivery of the same goods in favour of the purchasers. 

The sale was by transfer of documents of title to the goods while the goods were in movement from 

one State to another although there was no actual endorsement.  

(ii) BayyannaBhimayya&SukhdeviRathi vs. The Government of Andhra Pradesh [1961] 12 STC 147  

Conclusion: Lƴ ǘƘƛǎ ŎŀǎŜ ǘƘŜ /ƻǳǊǘ ƘŀŘ ǊŜƭƛŜŘ ƻƴ ǘƘŜ IƻƴΩōƭŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ŘŜŎƛǎƛƻƴ ƛƴ ǘƘŜ ŀōƻǾŜ 

ŎŀǎŜ ǿƘŜǊŜ ƛǘ ǿŀǎ ƘŜƭŘ ǘƘŀǘΣ άŀ delivery order is a document of title to goods and the possessor of 

such a document has the right not only to receive the goods but also to transfer it to another by 

endorsement or deliveryέΦ 

(iii) Oil India Limited vs. The Superintendent of Taxes and Others [1975] 35 STC 445 (SC) 

Conclusion: ¢ƘŜ IƻƴΩōƭŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ƘŜƭŘ ǘƘŀǘΣ άno Matter in which State the property in the 

goods passes, a sale which occasions "movement of goods from one State to another is a sale in the 

course of inter-State trade".  The inter-State movement must be the result of a covenant, express or 

implied, in the contract of sale or an incident of the contract.  It is not necessary that the sale must 

precede the inter-State movement in order that the sale may be deemed to have occasioned such 

movement. It is also not necessary for a sale to be deemed to have taken place in the course of inter-

State trade or commerce, that the covenant regarding inter-State movement must be specified in 

the contract itself. It would be enough if the movement was in pursuance of and incidental to the 

ŎƻƴǘǊŀŎǘ ƻŦ ǎŀƭŜέΦ 

(iv)  Projects and Services Centre and Another vs. State of Tripura and Others [1991] 82 STC 89 (Guj).   

Background of the Case: In this case the petitioner is a partnership firm having its place of business 

at Calcutta. The petitioner undertakes execution of works contracts for supply, erection and 

commissioning of electrical equipments in different States at various palaces in the State of Tripura.  

The petitioner purchased the materials from different States outside the State of Tripura as well 

within the State of Tripura for use in the execution of the aforesaid contract.  Petitioner contended 
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that, in respect of goods purchased the goods from outside the State of Tripura amounts to inter-

State sales exigible to tax under the Central Act.  There was no intra-State sale in Tripura.  

Issues involved in the Case: The Department rejected the contention, on the ground that, the 

actual transfer or property in the materials used in the contract took place in the State of Tripura.   

Conclusion: The High Court ruled that, the principles determining when a sale takes place in the 

course of inter-State trade or commerce laid down in Section 3 of the CST Act, 1956, would equally 

apply to transfer of property in goods involved in the execution of works contract. 

(v) /s J. K. Paper Ltd. Thr. Krishna Kant Rustagi Senior Manager Vs. Commissioner Commercial Tax & 

others 2013 (8) TMI 53 - Allahabad High Court: 

Honorable Allahabad High Court examined an issue based on facts in this case. The brief facts were 

ς The petitioner has purchased wood from UP Forest Corporation at Sultanpur. The Tender was 

invited in UP and payment was made in UP. Thus the sale was completed in UP. After the sale it is 

the option of the petitioner to take the goods outside the State or use the same in UP. On facts the 

Honorable Allahabad High Court held that, for a sale to be termed as inter-State sale there should 

be a movement of goods from one State to another and such movement should be an integral part 

of contract of sale. The buyer taking the delivery of goods and later dispatching them to another 

State or directing the seller to dispatch the goods to a place located outside the State cannot be 

termed as inter-State sale.  

 

(d) Section 6 ς Movement of goods otherwise than by way of sale (Stock transfer) 

 

(i) Ambica Steels Ltd. vs. State of U.P. and others  [2009] 24 VST 356 (SC) 

Background of the Case: The dealer sends the goods for Job work outside the State. The 

ŘŜǇŀǊǘƳŜƴǘ ŎƻƴǘŜƴŘŜŘ ǘƘŀǘ ǘƘŜ ŘŜŀƭŜǊ ƴŜŜŘǎ ǘƻ ǎǳōƳƛǘ ΨCƻǊƳ CΩ ǘƻ ŎƭŀƛƳ ŜȄŜƳǇǘƛƻƴ ŀǎ ǎǘƻŎƪ 

transfer or else the transfer of goods for job work will be treated as sale and will be leviable to tax.  

Issues involved in the Case: On writ petitions filed by the appellants the High Court held that filing 

ƻŦ ΨCƻǊƳ CΩ ǿŀǎ ƴŜŎŜǎǎŀǊȅ ŀƴŘ ǘƘŜȅ ƘŀŘ ǘƻ ǇǊƻŘǳŎŜ ǘƘŜ ΨC ŦƻǊƳǎΩ ƛƴ ƻǊŘŜǊ ǘƘŀǘ ǘƘŜȅ ǿƛƭƭ ƴƻǘ ōŜ ƭƛŀōƭŜ 

to inter-State sales tax. On appeal to the Supreme Court, the appellant stating that they would 

submit themselves to the reassessment proceedings and further that F forms would be submitted 

to the assessing authority concerned. The appellant alleged that, their existing a difference of 
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opinion on the scope and applicability of Section 6A of the CST Act and the appellants were now 

ǊŜŀŘȅ ǘƻ ŦƛƭŜ ǘƘŜ ΨC ŦƻǊƳǎΩΣ ǘƘŜ ŀǎǎŜǎǎƛƴƎ ƻŦŦƛŎŜǊ ǿƻǳƭŘ ƴƻǘ ƛƳǇƻǎŜ ǇŜƴŀƭǘȅ ŀƴŘ ƛƴǘŜǊŜǎǘ ŀǎ ŀ ƻƴŜ-time 

waiver. 

Conclusion: The Supreme Court held that the officer shall give a reasonable time to submit the 

forms because the non-compliance was due to difference of opinion. Further the officer shall go 

forward in making the re-assessment on merits, also keeping in mind the fact that the State of 

transferee job worker, may not issue ΨCƻǊƳ CΩΦ ¢ƘŜ /ƻǳǊǘ ŀƭǎƻ ƘŜƭŘ ǘƻ ƎǊŀƴǘ ŀ ƻƴŜǘƛƳŜ ǿŀƛǾŜǊ ƻŦ 

interest and penalty, because the dispute is arising on difference opinion and not by the fault of the 

assessee. 

Further, the Supreme Court held that on the expiry of ten weeks the assessing officer would take up 

the reassessment proceedings and would complete them within a period of three months 

ǘƘŜǊŜŀŦǘŜǊΦ ¢Ƙŀǘ ǿƘŜǊŜ ǘƘŜ {ǘŀǘŜ ǿƛǘƘƛƴ ǿƘƛŎƘ ǘƘŜ ǘǊŀƴǎŦŜǊŜŜ ǿŀǎ ƭƻŎŀǘŜŘ ŘƛŘ ƴƻǘ ƛǎǎǳŜ άC CƻǊƳǎέΣ ƛǘ 

would be open to the assessing officer to complete the reassessment proceeding on its own merits 

after examining the transaction between the parties. 

(e) Section 6(2) ς Subsequent sale while the goods are in movement and Section 3 - Inter-State sale:  

 

(i) A & G Projects And Technologies Ltd. vs. State of Karnataka [2009] 19 VST 239 (SC) 

Background of the Case: The appellant, a registered dealer under the KST Act, 1957, as well as the 

CST Act, 1956, was engaged in execution of electrical contracts. It was awarded supply, execution 

and civil works contracts towards creation and commissioning of capacitor banks at various sub-

stations of the KPTCL. For this purpose the appellant appointed Bay West as contractor located 

outside Karnataka for procuring capacitor banks because the latter had a prior arrangement with 

the manufacturers. The appellant filed its turnover of inter-State sales, contending the goods 

originated from the manufacturers and ultimately reached the Corporation though title to the 

goods vested in Bay West. Hence the subsequent sales were exempt. 

Issues involved in the Case: The dividing line between sales or purchases under section 3(a) and 

those falling under section 3(b) is that in the former case the movement is under the contract, 

whereas in the latter case the contract comes into existence only after the commencement and 

before the termination of the inter-State movement of the goods. Therefore, it follows that an 

inter-State sale can either be governed by section 3(a), if it occasions movement of goods from one 
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State to another, or under section 3(b) if it is effected by transfer of documents of title after such 

movement has started and before the goods are actually delivered. In other words, a sale which 

takes place under section 3(a) is excluded from the purview of section 3(b) and vice versa.  

According to the appellant there were three sales and it claimed exemption from tax under section 

6(2) of the Central Sales Tax Act, 1956, on the ground that the second and third sales were 

subsequent sales. The Assessing Officer held that the appellant was not entitled to the exemption. 

The Tribunal held that the movement of the goods was not from the State of Karnataka but into the 

State and therefore there was no inter-State sale in the State of Karnataka.  

On revision the High Court held that, the sale of goods in favour of the Corporation was complete 

when the goods were appropriated to the Corporation before the commencement of goods from 

the place of manufacture in Tamil Nadu to the Corporation in Karnataka and, therefore, the inter-

State sales fell under section 3(a), and, therefore, were not entitled to exemption under section 

6(2). Subsequently an appeal was filed to the Supreme Court, against the decision of the High Court.  

Conclusion. The Supreme Court in A&G Projects and Technologies Ltd v. State of Karnataka [2209] 

19 VST 239; [2009] 2 SCC 326 explained the scheme of Section 6(2) of CST Act and held that once 

the first inter-State sale has suffered CST then subsequent sales effected by transfer of documents 

during transit will be exempt provided conditions prescribed u/s 6(2) are satisfied. This has been 

done to remove the cascading effect. The observation of the Supreme Court in the said case is 

provided as below ά!ƴŀƭȅǎƛƴƎ {ŜŎǘƛƻƴ сόнύΣ ƛǘ ƛǎ ŎƭŜŀǊ ǘƘŀǘ ǎǳō-section (2) has been introduced in 

Section 6 in order to avoid cascading effect of multiple taxation. A subsequent sale falling under sub-

section (2), which satisfies the conditions mentioned in the proviso thereto, is exempt from tax as 

the first sale has been subjected to tax under sub-section (1) of Section 6 of the CST ACT 1956.  

Thus, in order to attract Section 6(2), it is essential that the concerned sale must be a subsequent 

inter-State sale effected by transfer of documents of title to the goods during the movement of the 

goods from one State to another and it must be preceded by a prior inter-State sale. It is only then 

that Section 6(2) may be attracted in order to make such subsequent sale exempt from levy of sales 

tax. However, the proviso to sub-section (2) of Section 6 prescribes further conditions and it is only 

on fulfillment of those conditions that the subsequent sale stands exempted. If those conditions are 

not satisfied then, notwithstanding the fact that the sale is a subsequent sale, the exemption would 

not be admissible to suŎƘ ǎǳōǎŜǉǳŜƴǘ ǎŀƭŜǎΦ ¢Ƙƛǎ ƛǎ ǘƘŜ ǎŎƘŜƳŜ ƻŦ {ŜŎǘƛƻƴ с ƻŦ ǘƘŜ /{¢ !/¢ мфрсΦέ 
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(ii) Mitsubishi Corp. Ind. Ltd. vs. Value Added Tax officer 

In a case namely Mitsubishi Corp. Ind. Ltd. Vs. Value Added Tax Officer decided by Delhi High 

Court, wherein, sighting the above observation of the Supreme Court, it was argued by the council 

for the State that, if the first Inter State sales is an exempted sale then the subsequent sales should 

not get the benefit of Section 6(2) of CST Act even if all the conditions under Section 6(2) are 

satisfied since the first sales had not suffered tax. The Delhi High Court in this regard observed as 

under: ά! ǊŜŀŘƛƴƎ ƻŦ ǘƘŜ ǎŀƛŘ ǇƻǊǘƛƻƴ ƻŦ ǘƘŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ŘŜŎƛǎƛƻƴ ƻƴƭȅ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ ǿƘŜǊŜ ǘƘŜ 

first sale is taxed, the second sale would be exempted because of the object of avoiding the 

cascading effect. However, the Supreme Court decision cannot be understood to mean that where 

the first sale is exempted, the second sale must be taxed even though the conditions under Section 

6(2) for exemptƛƻƴ ǎǘŀƴŘ ǎŀǘƛǎŦƛŜŘΦέ Thus even if the first sales was exempted due to exemption on 

tax available in the State, wherefrom the first sale is made, the subsequent sales in other State will 

be exempted if the conditions under Section 6(2) of CST Act are satisfied. 

(iii) State of Tamil Nadu vs. Kothari Plantation and Industries Ltd. (1999) 113 STC 82(Mad) 

In order to claim exemption under Section 6(2) of the CST Act, in respect of subsequent inter-State 

sale of goods in the course of their movement from one State to ŀƴƻǘƘŜǊΣ ǎǳōƳƛǎǎƛƻƴ ƻŦ άCƻǊƳ 9-мέ 

ŀƴŘ άCƻǊƳ /έ ŀǊŜ ƳŀƴŘŀǘƻǊȅΦ 

 

(f) Section 8 ς Rate of tax on sale of goods & Concessional rate of tax on submission of specified 

Forms 

(i) India Agencies (Regd.) vs. Additional Commissioner of Commercial Taxes, Bangalore [2005] 139 

STC 329 (SC) 

Issues involved in the Case: Rule 6(b)(ii) of the Central Sales Tax (Karnataka) Rules, 1957, which 

requires that in respect of a claim for concessional rate of Central sales tax, in relation to a sale 

made to another registered dealer or to the Government, the registered dealer shall, in respect of 

ǎǳŎƘ ŎƭŀƛƳ ŀǘǘŀŎƘ ǘƻ Ƙƛǎ ǊŜǘǳǊƴ ǘƻ ōŜ ŦƛƭƭŜŘ ƛƴ ΨCƻǊƳ L±Ω ǘƘŜ ǇƻǊǘƛƻƴ ƳŀǊƪŜŘ ϥƻǊƛƎƛƴŀƭϥ ƻŦ ǘƘŜ 

ŘŜŎƭŀǊŀǘƛƻƴ ƻǊ ǘƘŜ ŎŜǊǘƛŦƛŎŀǘŜ ƛƴ ΨCƻǊƳ 5ΩΣ ǊŜŎŜƛǾŜŘ ōȅ ƘƛƳ ŦǊƻƳ ǘƘŜ ǇǳǊŎƘŀǎƛƴƎ ŘŜŀƭŜǊ ƻǊ ǘƘŜ 

Government, as the case may be, has to be strictly construed. The dealer has to strictly follow the 

procedure and produce the relevant materials required under that rule. Under the Central Sales Tax 

(Karnataka) Rules, 1957, the dealer is required to submit along with his return the original of the 
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prescribed forms. The requirement in Rule 6(b)(ii) that, in order to claim concessional rate of tax, 

ǘƘŜ ƻǊƛƎƛƴŀƭ ΨCƻǊƳ /Ω Ƙŀǎ ǘƻ ōŜ ŀǘǘŀŎƘŜŘ ǘƻ ǘƘŜ ǊŜǘǳǊƴ ŀǎ ǇǊƻǾƛŘŜŘ ǳƴŘŜǊ wǳƭŜ сόōύόƛƛύΣ ƛǎ ƴƻǘ ŀ ƳŜǊŜ 

formality or technicality but it is intended to achieve the object of preventing the form being 

misused for the commission of fraud and collusion with a view to evading payment of taxes.  

Conclusion: ¢ƘŜ ŘŜŀƭŜǊ Ƙŀǎ ǘƻ ŎƻƴǎǘǊǳŜ ǘƘŜ ǇǊƻǾƛǎƛƻƴǎ ƻŦ ǎǳōƳƛǎǎƛƻƴ ƻŦ ΨCƻǊƳ /Ω ŀƴŘ ǎǘŀǘǳǘƻǊȅ ŦƻǊƳǎ 

strictly. The procedure of submitting duplicate forms and furnishing Indemnity bond for claim of 

ŎƻƴŎŜǎǎƛƻƴŀƭ ǊŀǘŜ ƻŦ ǘŀȄ Ŏŀƴƴƻǘ ōŜ ŦƻƭƭƻǿŜŘΦ ²ƛǘƘƻǳǘ ǇǊƻŘǳŎƛƴƎ ǘƘŜ ƻǊƛƎƛƴŀƭ ƻŦ ǘƘŜ ΨCƻǊƳ /Ω ŀǎ 

prescribed in Rule 6(b)(ii) the dealer is not entitled for concessional rate of tax under section 8(4) of 

the Central Sales Tax Act, 1956. 

(g) Section 8 ς Rate of tax on sale of goods & Exemption from tax when the sale and purchase of 

goods are generally exempt in a State if such sale or purchase takes place within the State 

(i) Union of India and Another vs. Rapidur (India) Pvt. Ltd. [2000] 119 STC 18 (SC) 

Background of the Case: The respondent, a company registered with the Government of Goa, 

Daman and Diu as a small-scale industry. Under Entry 68 of Schedule II of the Goa, Daman and Diu 

Sales Tax Act, 1964, sales of all goods manufactured by a registered small-scale industry were 

exempted totally from local sales tax for a period of five years from the date of first sale on or after 

the validity of the registration. The dealer contended that in view of Section 8(2-A) of the Central 

Sales Tax Act, 1956, inter-State sales were also exempt.  

Issues involved in the Case: The High Court held, that the turnover relating to inter-State sales of 

goods was exempt from Central Sales Tax (CST) u/s 8(2-A) of the CST Act, 1956. An appeal was 

preferred by the department to the Supreme Court. The Supreme Court allowed the appeal with the 

result that the inter-State sales were not exempt from CST. The exemption from tax under section 

8(2) of the CST Act is available, if the exemption from local sales tax for purchase and sale of that 

product within State is generally available to all the dealers in the State. Exemption given by way of 

notification to SSIs upto 5 years is not the exemption generally available, it is a conditional 

exemption. Therefore, sales made by SSIs are also liable to tax.  

Conclusion: The exemption from tax u/s 8(2) of the CST Act is available, if the exemption from local 

sales tax for purchase and sale of that product within State is generally available to all the dealers in 

the State. Exemption given by way of notification to SSIs up to 5 years is not the exemption 

generally available, it is a conditional exemption. Therefore. sales made by SSIs are also liable to 
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tax.  The State exemption must be a general exemption and not exemption operative in specified 

circumstances or under specified conditions. The exemption is not allowed on inter-State sale, since 

the exemption granted to SSI is a conditional exemption and not general exemption. 

(ii) `Hindustan Paper Corporation Ltd. vs. State of Kerala March 26, 1993 Civil Appeal No. 5075 of 

1985 [1993] 89 STC 473 (SC) 

Background of the Case: The State of Kerala issued a notification u/s 10 of the Kerala General Sales 

Tax Act, 1963, providing for an exemption in respect of the tax payable under the Act, in regard to 

the turnover of sales of newsprint by the newsprint plant in the State for a period of two years from 

the date of starting production of the newsprint by the plant. The appellant had entered into an 

agreement in 1974 with the Kerala Government giving the exemption. A major portion of the 

newsprint manufactured by the appellant's factory in Kerala was sold in the course of inter-State 

trade and during the assessment years relevant to the period of two years from the date of 

commencement of production of the factory the appellant claimed exemption also from Central 

Sales Tax (CST) in relation to inter-State sales by virtue of Section 8(2-A) of the CST Act, 1956.  

Issues involved in the Case: The appellant was allowed exemption only in relation to local sales and 

not on the CST Sales. The Appellate Assistant Commissioner and the Appellant Tribunal dismissed 

the appellant's appeals and the High Court also on revision rejected the claim. The Assessee file a 

case to the Supreme Court. 

Conclusion: The Supreme Court, reversing the decision of the High Court, that the appellant was 

entitled to exemption from Central sales tax on inter-State sales, in view of Section 8(2-A) of the 

Central Sales Tax Act, 1956. The exemption granted under the notification was an exemption 

generally, within the meaning of section 8(2-A), and was not one operative only in specified 

circumstances or one operative only under specified conditions as contemplated by the Explanation 

to section 8(2-A). The existence of the limitations or conditions contemplated by the Explanation 

were to be tested with reference to the transaction of sale or purchase of the dealer and the facts 

which the dealer had to prove to get the benefit of the exemptions were intended only to identify 

the dealer and the goods in respect of which the exemption was sought and they were not 

conditions or specification of circumstances relating to the turnover sought to be exempted from 

tax.Theexemption from tax granted by Kerala Government under an agreement with HPCL, on 

manufacture and sale of newsprint by its factory for first two years of production. The Supreme 



P a g e | 126 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

Court held that, the exemption is general exemption and exemption applicable on inter-State sale 

of newsprint also vide section 8(2-A). Even, if the government provides the exemption to one 

specific assessee, it still can be a general exemption and not a conditional exemption. The 

exemption, whether it is general or conditional is to be analyzed in view of each individual assessee 

and not in general. 

(h) Section 8 (3) ς Inclusion of certain products in the Registration certificate for claiming benefit of 

lower rate of tax 

(i) Commercial Taxes Officer, Circle D, Jaipur vs. Rajasthan Electricity Board [1997] 104 STC 89 (SC)  

Background of the Case: The respondent dealer was engaged in the business of generation and 

distribution of electricity. It purchased various goods/ products from outside the State for the use in 

generation of electricity. Some of the goods were trucks, trolleys, trailers and there spare parts. 

Also it purchased soaps, paints, varnishes for cleaning of boilers etc which were ultimately used for 

generation of electricity.  

Issues involved in the case: A reference was made before High Court, to decide whether these 

items could be included in its registration certificate for claiming benefit of concessional rate of tax 

on purchase of goods from outside the State. The High Court, on a reference, held  

(i) that the respondent, could purchase, in the course of inter-State trade, at concessional rate of tax 

under section 8(1) of the CST Act, 1956, trucks, trolleys, trailers and the like (but not passenger 

vehicles), as also their accessories and spare parts, tyres and tubes, and that the Board was 

entitled to have its certificate of registration altered to include tools and plants, including vehicles 

and other transportable goods, including their spare parts, tubes and tyres;  

(ii) that purchase of soaps and paints and varnishes was permissible at concessional rate of tax only in 

so far as they were intended to be used for the purpose of cleaning boilers and machinery and 

other equipment and for the purpose of painting machinery and electrical goods; and  

(iii) that raincoats could be purchased at concessional rate of tax so far as they were necessary for use 

of the linesmen working on transmission lines during the rainy season and winter and similarly 

battery cells to the extent they were necessary for use by linesmen for working on transmission 

lines during the night.  

Conclusion: On appeal to the Supreme Court, it was held, that the motor vehicles, etc., soaps, 

paints, raincoats and battery cells, to the extent mentioned by the High Court, were integrally 
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related to the distribution of electricity and their non-use would make distribution of electricity 

commercially inexpedient.  

(i) Section 8(3) (b) ς Usage of the goods purchased claiming concessional rate of tax 

(i) Assessing Authority-cum-Excise and Taxation Officer, Gurgaon and Another vs. East India Cotton 

Mfg. Co. Ltd. [1981] 48 STC 239 (SC) 

Background of the Case: The respondent company, a registered dealer under the CST Act, 1956, as 

well as the Punjab General Sales Tax Act, 1948, carried on the business of manufacturing and 

processing textiles at Faridabad. It purchased goods in the course of inter-State trade on the basis 

ƻŦ ƛǘǎ ŎŜǊǘƛŦƛŎŀǘŜ ƻŦ ǊŜƎƛǎǘǊŀǘƛƻƴ ŀƴŘ ŦǳǊƴƛǎƘŜŘ ǘƻ ǘƘŜ ǎŜƭƭƛƴƎ ŘŜŀƭŜǊǎ ŘŜŎƭŀǊŀǘƛƻƴǎ ƛƴ ΨCƻǊƳ /ΩΦ hƴ ǘƘŜ 

strength of this declaration the selling dealers were taxed at a concessional rate. The goods 

purchased were used by the respondent partly for sizing, bleaching and dyeing of its own textiles 

and partly for sizing, bleaching and dyeing of textiles belonging to third parties on job-basis. The 

department issued notice for imposition of penalty on ground that it had used the goods purchased 

partly in manufacturing its own goods for sale and partly for doing job-work for other parties.  

Issues involved in the Case: A writ petition filed by the respondent to have the notices quashed was 

dismissed by a single Judge of the High Court but allowed by a Division Bench. On appeal by the 

Assessing Authorities to the Supreme Court, held, affirming the decision of the Division Bench of the 

High court, that Section 8(3)(b), would clearly cover a case where a registered dealer manufactured 

or processed goods for a third party on a job-contract and used in the manufacture or processing of 

such goods, materials purchased by him against his certificate of registration and the declarations in 

ΨCƻǊƳ /ΩΣ ǎƻ ƭƻƴƎ ŀǎ ǘƘŜ ƳŀƴǳŦŀŎǘǳǊŜŘ ƻǊ ǇǊƻŎŜǎǎŜŘ ƎƻƻŘǎ ǿŜǊŜ ƛƴǘŜƴŘŜŘ ŦƻǊ sale by such third 

party. The legislature had designedly abstained from using any words of limitation indicating that 

the sale should be by the registered dealer manufacturing the goods. While enacting another part 

of Section 8(3)(b), the legislature did not qualify the words for sale by adding the words by him. This 

deliberate omission clearly indicated that the legislature did not intend that the sale of the 

manufactured goods should be restricted to the registered dealer manufacturing the goods. The 

word use was followed by the words by him clearly indicating that the use of the goods purchased 

in the manufacture of goods for sale must be by the registered dealer himself but the words by him 

were significantly absent after the words for sale. 
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Conclusion: The gƻƻŘǎ Ŏŀƴ ōŜ ǇǳǊŎƘŀǎŜŘ ŀƎŀƛƴǎǘ ΨCƻǊƳ /Ω ŦƻǊ ŎƻƴŎŜǎǎƛƻƴŀƭ ǊŀǘŜǎΣ ƛŦ ǘƘŜȅ ŀǊŜ ǳǎŜŘ ŦƻǊ 

manufacture of products/goods for sale or for resale purposes. The dealer used chemicals for dying 

and bleaching of garments partly for manufacture and sale of its products, partly for dying and 

ōƭŜŀŎƘƛƴƎ ƻƴ Ƨƻō ǿƻǊƪ ōŀǎƛǎΦ ¢ƘŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ƘŜƭŘ ǘƘŀǘ ǘƘŜ ǇǳǊŎƘŀǎŜ ŀƎŀƛƴǎǘ ΨCƻǊƳ /Ω ƛǎ ǾŀƭƛŘΦ 

¢ƘŜ ƭŀǿ ǎǇŜŎƛŦƛŜǎ ǘƘŀǘ ǘƘŜ ǊŜǎŀƭŜ ǎƘƻǳƭŘ ōŜ ƳŀŘŜΣ ōǳǘ ŘƻŜǎƴΩǘ ǎǇŜŎƛŦƛŎŀƭƭȅ ǎŀȅ ǘƘŜ ǊŜǎŀƭŜ ǎƘƻǳƭŘ ōŜ 

done by dealer himself. The resale/ manufacture for sale can be made by third party 

also.Thedecision of the division bench of High Court affirmed, confirming that the goods purchased 

at concessional rate may also be used for job works, which are ultimately intended for sale. 

(ii) The State of Tamil Nadu vs. S. Murugaiyan (and other cases) [1996] 101 STC 363 (Mad) 

Thesale of salt is exempt under Tamil Nadu sales tax law. Hence sale of salt in the inter-State trade 

also exempt. However sale of gunnies used for packing salt is not exempt. Sale value of gunnies is 

taxable.An exemption granted under an executive notification in respect of sale of goods cannot be 

extended to the packing materials. Consequently, the exemption granted in respect of sale of salt, 

by notification under section 17 of the Tamil Nadu General Sales Tax Act, 1959, cannot be extended 

to the sale value of the gunnies, even where the gunnies are used to pack and sell the salt as a 

composite transaction. The question of invoking section 8(2-A) of the Central Sales Tax Act, 1956, 

does not arise.  

(j) Section 8 (4) ς Lower Rate of tax on sale of goods through notification 

(i) Shree Digvijay Cement Co. Ltd. and Others vs. State of Rajasthan and Others  [2000] 117 STC 395 

(SC) 

Background of the Case: By Notification, issued u/s 8(5) of the CST Act, 1956, the State Government 

of Rajasthan, reduced the rate of tax on inter-State sale of cement by any dealer from that State to 

4 per cent (as against 16 per cent on local sales) and, in lieu of the requirement of furnishing of 

ŘŜŎƭŀǊŀǘƛƻƴ ƛƴ ΨCƻǊƳ /Ω ƻǊ ŎŜǊǘƛŦƛŎŀǘŜ ƛƴ ΨCƻǊƳ 5Ω ŎƻƴǘŜƳǇƭŀǘŜŘ ōȅ ǎŜŎǘƛƻƴ уόпύΣ ǊŜǉǳƛǊŜŘ ǘƘŜ ŘŜŀƭŜǊ 

to record the name and complete address of the purchaser in the bill or cash memo issued by him 

and placed the burden to prove that the transaction was in the nature of an inter-State sale on the 

dealer.  

The petitioners (Nos. 1 and 3), who were manufacturers of cement having their manufacturing units 

in the State of Gujarat, filed a writ petition in the Supreme Court challenging the validity of the 

notification on the grounds (i) that the notification was not in public interest; and (ii) that, as a 
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consequence of the reduction of the rate of tax, cement from Rajasthan became cheaper in the 

neighbouring States like Gujarat and that affected the local sale of cement manufactured by the 

petitioners in Gujarat by reason of higher rate of local sales tax within that State and the reduction 

of the rate of tax on inter-State sales was contrary to the freedom of inter-State trade under 

Articles 301 and 304 of the Constitution of India.  

Issues involved in the Case:  Whether levying lower rate of tax on inter-State sales of cement by a 

State government (by virtue of powers given U/s 8(4) of the CST Act, 1956) restricts the freedom of 

trade of dealers located in other States, because of the reason that the higher rate of tax is levied 

on intra-State sales taken place in other States. 

Conclusion: The Supreme Court held, (i) that the notification did not have effect of preventing or 

hindering free movement of goods from one State to another. As far as Rajasthan was concerned it 

had the opposite effect. The mere fact that the local rate of tax in Gujarat on the sale of cement 

was higher than the rate fixed under the notification for tax on inter-State sales from Rajasthan 

could not lead to the conclusion that the notification prevented or hindered the free movement of 

goods from one State to another: the notification increased the movement of cement from 

Rajasthan to other States; 

(ii) that, in view of the non obstante clause in u/s 8(5), a notification u/s 8(5), could override the 

ǊŜǉǳƛǊŜƳŜƴǘ ƻŦ ŦǳǊƴƛǎƘƛƴƎ ΨCƻǊƳ /Ω ƻǊ ΨCƻǊƳ 5Ω ŀǎ ǇǊƻƻŦ ƻŦ ǘƘŜ ƛƴǘŜǊ-State sale and the State 

Government could provide for a different mode or manner in which the object could be achieved. 

The State Government could provide for the obligation on the dealer to record the name and 

address of the purchaser in the bill or cash memo. Such, substitution have the effect of facilitating 

tax evasion and had increase in the revenue of the State from tax on the inter-State sale of Cement; 

(ii) that variation of the rate of inter-State sales tax were not contrary to the scheme of Part XIII 

(articles 301 and 304) of the Constitution of India. 

 

(iii) Shree Cement Ltd. vs. State of Rajasthan, (2000) 119 STC 10 

In case of inter-State Sales, notification by State Government reducing rate of sales tax payable by 

dealers having place of business in the State was held to be void by Supreme Court but subsequent 

Constitution Bench overruled it. So, the State Government cannot recover the difference by reason 

of earlier decision. 
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(iv) Color graphs vs. STO-(1993) 88 STC 347 (Ker HC) 

If the registration is wrong, authorities can amend or cancel the same. However, as long as his 

registration is in force, blank ΨCƻǊƳ /Ω Ƴǳǎǘ ōŜ ƛǎǎǳŜŘ ǘƻ ƘƛƳ.  

(v) Quality Enterprises vs. ADCTO (2002) 127 STC 504 (Mad HC) 

In this case, it was held that ƛǎǎǳŜ ƻŦ ōƭŀƴƪ ΨCƻǊƳ /Ω Ŏŀƴƴƻǘ ōŜ ŘŜƴƛŜŘ ƻƴ ǘƘŜ ƎǊƻǳƴŘ ǘƘŀǘ ǘǊŀƴǎŀŎǘƛƻƴ 

ƻŦ ŘŜŀƭŜǊ ƛǎ ǘŀȄŀōƭŜ ƻƴƭȅ ŀǎ ƭƻŎŀƭ ǇǳǊŎƘŀǎŜǎΦ hƴŎŜ ŀ ŘŜŀƭŜǊ Ǉŀȅǎ ƴŜŎŜǎǎŀǊȅ ŎƘŀǊƎŜǎ ŦƻǊ άCƻǊƳ /έΣ ǘƘŜ 

ōƭŀƴƪ ΨCƻǊƳ /Ω Ƴǳǎǘ ōŜ ƛǎǎǳŜŘΦ LŦ ƘŜ ƳƛǎǳǎŜǎ ΨCƻǊƳ /ΩΣ ƘŜ ƛǎ ƭƛŀōƭŜ ǘƻ ǇŜƴŀƭǘƛŜǎ ŎƻƴǘŜƳǇƭŀǘŜŘ ƛƴ ǘƘŜ 

Act. 

(vi) Manganese Ore (India)Ltd. vs. CST MP (1991)TC (MP HC DB) 

In present case, it has been held that filing of copy marked duplicate is enough compliance of the 

law and concessional sales tax rate will be available even if copy marked Original is not produced. 

(vii) J N Jetiwa vs. State of Maharashtra- (1995) 11 MTJ 491 (MahTrib) 

It may be noted that there is no provision to submit certified Xerox copy of earlier certificate and 

Xerox copy is not acceptable. 

(viii) State of Orrisa vs. Orissa Polish Works (1970) 26 STC 480 (Ori HC) 

Lƴ ǘƘŜ ǇǊŜǎŜƴǘ ŎŀǎŜΣ ƛǘ ǿŀǎ ƘŜƭŘ ǘƘŀǘ ΨCƻǊƳ /Ω ǎƘƻǳƭŘ ōŜ ǊŜǘǳǊƴŜŘ ǘƻ ǘƘŜ ǎŜƭƭƛƴƎ ŘŜŀƭŜǊ ŦƻǊ 

rectification. Selling dealer should be allowed reasonable opportunity for this purpose. 

(ix) Salem Magnesite vs. State of Tamil Nadu (1999) 116 STC 110 (Mad HC DB) 

{ƻƳŜǘƛƳŜǎΣ ΨCƻǊƳ /Ω ƛǎ ƻōǘŀƛƴŜŘ ƛƴ ŀŘǾŀƴŎŜ ŀƴŘ ǇŀǊǘƛŎǳƭŀǊǎ ƻŦ ƛƴǾƻƛŎŜ ŜǘŎΦ ŀǊŜ ŦƛƭƭŜŘ ƛƴ ƭŀǘŜǊΦ ¢Ƙƛǎ ƛǎ 

not legally correct, as section 8(4)(a) uses the words Ψǘƻ ǿƘƻƳ ƎƻƻŘǎ ŀǊŜ ǎƻƭŘΩ. Thus, duly 

ŎƻƳǇƭŜǘŜŘ ΨCƻǊƳ /Ω ǎƘƻǳƭŘ ōŜ ƻōǘŀƛƴŜŘ ƻƴƭȅ ŀŦǘŜǊ ǎŀƭŜΦ hǘƘŜǊǿƛǎŜΣ ΨCƻǊƳ /Ω Ŏŀƴ ōŜ ǊŜƧŜŎǘŜŘΦ  

(x) State of Tamil Nadu vs. Arulmurugan and Co. (1982) 51 STC 381(Mad HC DB) 

It is advisable that the dealer should maintain proper record of follow up and efforts made with 

ōǳȅŜǊ ǘƻ ƻōǘŀƛƴ ΨCƻǊƳ /Ω ǘƻ ǇǊƻǾŜ ǘƘŀǘ ƘŜ ƳŀŘŜ ŀƭƭ ǇƻǎǎƛōƭŜ ŀǘǘŜƳǇǘǎ ǘƻ ƻōǘŀƛƴ ΨCƻǊƳ /Ω ǿƛǘƘƛƴ ǘƛƳŜΦ 

Lƴ ǎǳŎƘ ŎŀǎŜΣ ƛǘ ǿƛƭƭ ƘŜƭǇ ǇǊƻǾƛƴƎ ǘƘŜ ǎǳŦŦƛŎƛŜƴǘ ŎŀǳǎŜ ŦƻǊ ƴƻǘ ǎǳōƳƛǘǘƛƴƎ ǘƘŜ ΨCƻǊƳ /Ω ǿƛǘƘƛƴ ǘƛƳŜ ŀƴŘ 

apǇŜƭƭŀǘŜ ŀǳǘƘƻǊƛǘȅ ǿƛƭƭ ŀŎŎŜǇǘ ǘƘŜ ΨCƻǊƳ /Ω ŀǘ ŀǇǇŜƭƭŀǘŜ ǎǘŀƎŜΣ ƛŦ ƻōǘŀƛƴŜŘ ŀŦǘŜǊ ŀǎǎŜǎǎƳŜƴǘΦ If 

ǎǳŦŦƛŎƛŜƴǘ ŎŀǳǎŜ ƛǎ ǎƘƻǿƴ ŦƻǊ ƭŀǘŜ ǎǳōƳƛǎǎƛƻƴ ƻŦ ΨCƻǊƳ /ΩΣ ǘƘŜ ŀǎǎŜǎǎƳŜƴǘ Ŏŀƴ ōŜ ǊŜƻǇŜƴŜŘ ŀǎ ƛǘ ǿŀǎ 

held in the present case. 

(xi) K G Industries v. STO (1999) 113 STC 49 (MP HC) 
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Selling dealer is not required to hold an enquiry with regard to purpose for which the materials 

have been purchased by purchasing dealer. Once he furnishes necessary declaration forms from 

purchasing dealer, nothing more is required to be done.  

(xii) United Ltd. v. CTO (1991) 83 STC 207(AP HC) 

Goods used in executing works contract are deemed to be sold and there is sale of material used in 

ǘƘŜ ŜȄŜŎǳǘƛƻƴ ƻŦ ǿƻǊƪǎ ŎƻƴǘǊŀŎǘΦ IŜƴŎŜΣ ΨCƻǊƳ /Ω Ŏŀƴ ōŜ ƛǎǎǳŜŘ ŦƻǊ ƳŀǘŜǊƛŀƭǎ ǳǎŜŘ ƛƴ ǿƻǊƪǎ ŎƻƴǘǊŀŎǘΣ 

if the goods are included in the registration certificate of the dealer.  

(xiii) Lakshmi and co. v. State of Kerala ( 2001) 121 STC 423 (Ker HC DB) 

Lƴ ǘƘŜ ǇǊŜǎŜƴǘ ŎŀǎŜΣ ƛǘ ǿŀǎ ƘŜƭŘ ǘƘŀǘ ΨCƻǊƳ CΩ Ŏŀƴ ōŜ ƛǎǎǳŜŘ ƻƴƭȅ ƛƴ ŎŀǎŜ ƻŦ ŎƻƳǇƭŜǘŜŘ ǘǊŀƴǎŀŎǘƛƻƴǎ 

and not in case of reƧŜŎǘƛƻƴ ƎƻƻŘǎΦ 5ŜŎƛǎƛƻƴ ƛƴ ǘƘƛǎ ŎŀǎŜΣ ΨCƻǊƳ CΩ ǎƘƻǳƭŘ ŀƭǎƻ ōŜ ŀǇǇƭƛŎŀōƭŜ ƻƴ ΨCƻǊƳ 

/ΩΦ ¢ƘŜ ǊŜŀǎƻƴ ƛǎ ƛŦ ƎƻƻŘǎ ŀǊŜ ǊŜƧŜŎǘŜŘΣ ōǳȅŜǊ Ŏŀƴƴƻǘ ƛǎǎǳŜ ŀ ŎŜǊǘƛŦƛŎŀǘŜ ǘƘŀǘ ǘƘŜ ƎƻƻŘǎ ŀǊŜ ŦƻǊ 

manufacture or for resale. 

(xiv) Rajasthan Pipes v. CTO (2004) 138 STC 383 (Cal HC) 

In the present case, it was held that benefit cannot be denied on ground of omission like date of 

registration and minor variation in amount. 

 

Conclusion 

The information contained in this write up are the views of the paper writer and is not intended to 

address the facts and circumstances of any particular individual or entity. There can be no guarantee 

that such information is accurate as of the date it is received or that it will continue to be accurate in the 

future.  

 

We will consider our efforts to be rewarding if the members / readers become aware of the provisions 

relating to usage of forms under the CST laws. We have made a humble effort to furnish basic and 

analytical information relating to the issues. We shall be obliged for your valuable suggestions and 

feedback to serve you better in future. The honourable delegates may raise different issues, which may 

need further interpretation of the law. Every effort has been made to avoid errors or omissions in this 

write-up. In-spite of this, errors may have crept in. Any mistake, error or discrepancy noted may be 

brought to the notice of the paper writers 
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REFUND OF CST to 100% EOU AND CST EXEMPTION FOR SEZ 

CA Mahadev R 

Overview of EOU and CST refund 

EOU scheme is governed by Chapter 6 of Foreign Trade Policy. The units which are undertaking their 

entire production of goods and services (except permissible sales in DTA) have the option of setting up 

their unit under EOU/EHTP/STPI scheme for manufacture of goods, including repair, re-making, 

reconditioning, re- engineering and rendering of services. 

 

It is important to note that the trading units are  not covered under these schemes. However, the 

ŘŜŦƛƴƛǘƛƻƴ ƻŦ άaŀƴǳŦŀŎǘǳǊŜέ ƛǎ Ǿŀǎǘ ŜƴƻǳƎƘ ǘƻ ŎƻǾŜǊ ǾŀǊƛƻǳǎ ǎƛƳǇƭŜ ǇǊƻŎŜǎǎŜǎ ƭƛƪŜ ǇƻƭƛǎƘƛƴƎΣ ǘŜǎǘƛƴƎΣ 

packing eǘŎΦ CƻǊ ǘƘŜ ǇǳǊǇƻǎŜ ƻŦ 9h¦Σ άaŀƴǳŦŀŎǘǳǊŜέ ƳŜŀƴǎ ǘƻ ƳŀƪŜΣ ǇǊƻŘǳŎŜΣ ŦŀōǊƛŎŀǘŜΣ ŀǎǎŜƳōƭŜΣ 

process or bring into existence, by hand or by machine, a new product having a distinctive name, 

character or use and shall  include processes such as refrigeration, re-packing, polishing ,labeling, 

re-conditioning, repair, remaking, refurbishing, testing, calibration, re-engineering. It also includes 

agriculture, aquaculture, animal husbandry, floriculture, horticulture, pisciculture, poultry, 

sericulture, viticulture and mining. Therefore, trading units which are undertaking any of the activities 

discussed above before exporting goods shall be entitled to register themselves as EOU. 

 

EOUs are eligible for procuring inputs/capital goods required for manufacture of goods for exports 

without payment of excise duty and customs duty. The units are eligible even for refund of service tax 

paid on inputs services. Para 6.11 of Foreign Trade Policy provides that the EOU/EHTP/STP shall be 

entitled for even reimbursement of Central Sales Tax (CST) on goods manufactured in India. 

EOUs are entitled to full reimbursement of CST paid by them on purchase from domestic tariff area 

units, when goods are used by them for production of finished goods meant for export. Accordingly, 

reimbursement of central sales tax on inputs used in goods meant for domestic tariff area sale by export 

oriented units is not admissible. In addition, even on exported goods where foreign exchange has not 

been realised, central sales tax benefit received by export oriented units are recoverable. 

Changes in the Foreign Trade Policy with respect to CST 

Before September 16, 2008, condition for grant of central sales tax (Annexure) refund, in para 2(a) of 

Appendix-14-I-I of the Handbook of Procedures, Vol. 1 (HB-1), said that the supplies from the domestic 
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tariff area to EOU/EHTP/STP units must be utilised by  them for production of goods meant for export 

and/or utilised for export production. Based on these wordings, the central revenue audit alleged that 

the central sales tax refunds granted in respect of inputs procured from the domestic tariff area used in 

the manufacture of goods cleared into the domestic tariff area are improper, and that even the central 

sales tax refunds granted in respect of inputs procured by any export oriented units from another export 

oriented units are incorrect. 

On September 16, 2008, the said condition was amended through Public Notice no. 81/2008, stating 

that the supplies from the domestic tariff area to EOU/EHTP/STP units must be utilised by them for 

production of goods and services. Apparently, the DGFT realised that restrictions regarding use of inputs 

procured from domestic tariff area only for export production was inconsistent with the provisions of 

foreign trade policy (FTP) and so amended the said condition to prescribe only utilisation in the export 

oriented units, whether for exports or for clearances into domestic tariff area. However, the said 

amendment was not explicitly given retrospective effect. 

Procedure to claim refund of CST 

As per para 6.39 of FTP Hand Book of Procedures, the DC shall dispose the applications expeditiously 

within the time limit specified therein. The time limit for reimbursement of CST claims is 7 days. 

However, practically it takes months even years to dispose the applications. The detailed procedures to 

be followed are as follows: 

1.The EOUs, EHTP and STP will be entitled to full reimbursement of Central Sales Tax (CST) paid by them 

on purchases made from the Domestic Tariff Area (DTA), for production of goods and services as per 

EOU Scheme on the following terms and conditions:  

(a) The supplies from DTA to EOU/EHTP/STP units must be utilized by them for production of 

goods/services and may include raw material, components, consumables, packing materials, capital 

goods, spares, material handling equipment etc. on which CST has been actually paid by the 

EOU/EHTP/STP.  

(b) While dealing with the application for reimbursement of CST, the Development Commissioner or the 

designated officer of EHTP/STP shall see, inter alia, that the purchases are essential for the production of 

goods/services by the units.  

(c) For payment of interest in accordance with para 6.11 (c) (i) of FTP, separate application for claiming 

interest is not required and a single cheque for main claim and interest can be issued to the claimant. 
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However, separate account will be maintained by Development Commissioner of Special Economic 

Zones for the amount of interest disbursed by them.  

3. The procedure to be followed in this regard is indicated hereinafter and shall be strictly adhered to:  

(i) The unit shall present its claim for reimbursement of CST in the prescribed form (Annexure ς I) to the 

Development Commissioner of the SEZ concerned or the designated officer of the EHTP/STP.  

(ii) As soon as the goods are received by the EOU/EHTP/STP unit in its premises it will be entered in the 

material receipt register kept for the purpose. The register must show the details of goods, quantity, 

ǎƻǳǊŎŜ ƻŦ ǇǳǊŎƘŀǎŜ ŀƴŘ ǘƘŜ Ψ/Ω CƻǊƳ ŀƎŀƛƴǎǘ ǿƘƛŎƘ ǇǳǊŎƘase is made, etc. which will be subject to 

ǇŜǊƛƻŘƛŎŀƭ ŎƘŜŎƪ ōȅ ǘƘŜ ŀǳǘƘƻǊƛȊŜŘ ǎǘŀŦŦ ƻŦ ǘƘŜ ½ƻƴŜκ/ǳǎǘƻƳǎ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴΦ ! /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘΩǎ 

certificate regarding the verification of the materials receipt register relevant to the claim as at 

Annexure ς II shall be submitted along with the claim.  

(iii) The reimbursement of CST shall be admissible only to those units who get themselves registered 

with the Sales Tax authorities in terms of Section 7 of the CST Act, 1956 read with (Registration and 

Turnover) Rules, 1957 and furnish a Photostat copy of the Registration Certificate issued by the Sales Tax 

authorities to the Zone office concerned for keeping it in the relevant file.  

(iv) Claims shall be admissible only if payments are made through the bank accounts maintained by 

EOU/EHTP/STP unit or DD emanated from its accounts.  

όǾύ ¢ƘŜ ŎƭŀƛƳ ǎƘŀƭƭ ōŜ ǎǳōƳƛǘǘŜŘ ŀƭƻƴƎ ǿƛǘƘ ǘƘŜ ŦƻƭƭƻǿƛƴƎ ŘƻŎǳƳŜƴǘǎΥ ŀύ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘΩǎ 

Certificate, meeting the following criteria, certifying receipt of the goods as shown in Annexure-II in the 

bonded premises, scrutiny of original invoice/bill of the supplier and proof of payment against each 

ƛƴǾƻƛŎŜκōƛƭƭ ŀƴŘ ƛǘǎ ǊŜŎƻƴŎƛƭƛŀǘƛƻƴ ǿƛǘƘ Ψ/Ω CƻǊƳΦ Lƴ ŎŀǎŜ ƻŦ L¢ ŜƴŀōƭŜŘ ǎŜǊǾƛŎŜǎ όL¢9{ύκ.ǳǎƛƴŜǎǎ tǊƻŎŜǎǎ 

Outsourcing (BPO) units, recƻƴŎƛƭƛŀǘƛƻƴ ǿƛǘƘ Ψ/Ω ŦƻǊƳ ǿƛƭƭ ƴƻǘ ōŜ ƴŜŎŜǎǎŀǊȅ ŀǎ ǘƘŜȅ ŀǊŜ ƴƻǘ ŜƭƛƎƛōƭŜ ŦƻǊ 

ƛǎǎǳŜ ƻŦ Ψ/Ω ŦƻǊƳΦ 

Eligibility of CA firms 

(i) In case of units located in the States of J&K, Orissa, North-Eastern States, Andaman and Nicobar islands 

and Lakshadweep, the Chartered Accountant firm should be at least a Sole Proprietorship firm who 

should be an FCA and engaged full time with the firm.  

(ii) In case of partnership Chartered Accountant firms located in the regions indicated in (i) above, should 

have at least two full time partners, one of whom should be an FCA.  
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(iii) In case of units located in other regions, the partnership Chartered Accountant firms should have at 

least one full time partner, who should be an FCA.  

(iv) For the regions indicated in (i) above, the Chartered Accountant firm be located in the area where the 

unit is situated otherwise qualification of (iii) shall apply. b) Photostat copy of C Form except in case of IT 

enabled Services (ITES)/Business Process Outsourcing (BPOs) Units, issued by the EOU/EHTP/STP to the 

supplier in the DTA with reference to the counterfoil produced by the unit. The counterfoil of C form will 

be returned to the unit after making suitable endorsement like ΨŎŀƴŎŜƭƭŜŘκ/{¢ ǊŜƛƳōǳǊǎŜŘΩ Řǳƭȅ ǎƛƎƴŜŘ 

by the authorised officer of the Zone administration. While making the endorsement only, the items for 

which CST has been reimbursed should be indicated as cancelled and the Photostat copy will be retained 

by the offƛŎŜǊ ŦƻǊ ƪŜŜǇƛƴƎ ƛƴ ǊŜǎǇŜŎǘƛǾŜ ŦƛƭŜΦ Lƴ ǘƘŜ ŜǾŜƴǘ ƻŦ ǘƘŜ ǎŀƳŜ ȫ/Ω ŦƻǊƳ ōŜƛƴƎ ǳǎŜŘ ŀƎŀƛƴΣ ǘƘŜ 

verification could be done at the time of scrutiny from the self-attested photocopies. The firm must 

indicate the file No. on which the original stands submitted. 

(v) The reimbursement will be limited to the payment of CST against C Form only except in case of IT 

enabled services (ITES)/Business Process Outsourcing (BPO) units.  

(vi) The EOU/EHTP/STP shall also intimate the name of the person/persons who are authorised by them to 

sign the C Form and furnish three copies of his/their specimen signature(s) which will be kept in the 

relevant file of the unit.  

(vii) Reimbursement of CST will be made on quarterly basis. The application for claiming reimbursement 

should be filed within a period of 6 months from the completion of the quarter in which the claim has 

arisen. In case of procurement of goods against payment in installments, the CST reimbursement claim 

may be made in the quarter in which the full payment has been effected against the invoice/bill. 

Whenever application is received after expiry of last date of submission of such application, provisions 

of para 9.3 of the HBP Vol. 1, would apply.  

(viii) Application for supplementary claim will be considered as per provisions of para 9.4 of HBP Vol I.  

(ix) The claim for CST reimbursement for the amount below Rs. 100/- on any single invoice shall not be 

entertained.  

(x) The disbursing authority for the claim of reimbursement of CST will be Development 

Commissioner/designated officer of EHTP/STP who will make payment to the units. All claims shall be 

subjected to post audit.  
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(xi) The unit shall preserve for three years all the original documents viz. Original invoice/bill, money 

receipt/bank statement for random/sample checking and produce the same as and when called for by 

the office of the Development Commissioner. Random checking of 5% of the claims of a particular 

quarter should be done in the next quarter through generation of computer statements on the basis of 

serial numbers. The random list will be generated by the Development Commissioner personally. 

(xii) In case some glaring error or irregularity is detected against any unit in claiming CST reimbursement, 

action to recover the amount paid and levy penalty would be taken under FTDR Act against such unit.  

(xiii) !ƴȅ ŘǳŜǎ ƻŦ ǘƘŜ DƻǾŜǊƴƳŜƴǘ ǾƛȊΦ ŀǊǊŜŀǊǎ ƻŦ [ŜŀǎŜ ǊŜƴǘΣ ŀƳƻǳƴǘ ƻƴ ŀŎŎƻǳƴǘ ƻŦ ŀ /ƻǳǊǘΩǎ ŘŜŎǊŜŜ ƻǊ 

Income tax recovery note, etc. will also be deductible from the claim amount or it can be set off from 

the subsequent payment. 

 

Important Formats for Claiming the CST reimbursement  

Proper documentation for claiming the exemption is very essential. Now online submission of 

application has been introduced. Signed copy of the online application along with prescribed documents 

shall be submitted to DC. Only on submission of all the prescribed documents, the application would be 

accepted. Unlike other laws, in case of CST reimbursement, the date of filing the hard copy would be 

considered as date of filing the application and not the date of online filing. The list of important 

document to be submitted is as follows: 

 

a) Application in Annexure I of Appendix 14 I 1 of Hand Book of Procedures 

b) Certificate in Annexure II with table of goods brought into the unit and CST paid during the quarter in 

the prescribed format signed on every page by CA of a Partnership firm 

c) Original C form counter foils. [In case where the Counter foil is under submission alongwith another 

ŎƭŀƛƳ ŀ ŎƻǇȅ ƻŦ ǘƘŜ ǎŀƳŜ ǎƘƻǳƭŘ ōŜ ǎǳōƳƛǘǘŜŘ ǿƛǘƘ ǘƘŜ ŀ ǎƛƎƴŜŘ ƴƻǘŜ ǘƘŀǘ ά¢ƘŜ ƻǊƛƎƛƴŀƭ ŎƻǳƴǘŜǊŦƻƛƭ is 

ǎǳōƳƛǘǘŜŘ ŀƭƻƴƎ ǿƛǘƘ ǘƘŜ ŎƭŀƛƳ ŦƻǊ ǘƘŜ vǳŀǊǘŜǊψψψψψψψψψέΦ 

d) Copy of original C form issued to the supplier except in the case of IT enabled services [ITES]/business 

Process Outsourcing (BPO) units 

e) Copy of CST registration certificate 

f) Copy of valid LOP 
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Ǝύ !ŘǾŀƴŎŜ ǎǘŀƳǇŜŘ ǊŜŎŜƛǇǘ ŦƻǊ /{¢ ŀƳƻǳƴǘ ŎƭŀƛƳŜŘ ƛƴ ǘƘŜ /ƻƳǇŀƴȅΩǎ ƭŜǘǘŜǊ ƘŜŀŘ ŀƴŘ ǎƛƎƴŜŘ ōȅ ǘƘŜ 

authorized signatory 

h) The name and three specimen signatures of the person{s} authorized by the unit to sign the C form in 

ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƭŜǘǘŜǊ ƘŜŀŘ 

i) Self certificate reg. submission of up to date APR/QPR in the format given in the online submission of 

CST software module 

j) Copy of the Registration certificate issued by Institute of Chartered Accountant of India in respect of 

partnership CA firm having at least one full time FCA Partner. 

 

The important formats as prescribed in FTP are reproduced below: 

Format Iς 

!tt[L/!¢Lhb Chw /[!LaLbD w9La.¦w{9a9b¢ hC /{¢ !D!Lb{¢ Ψ/Ω Chwa Chw ¢I9 Dhh5{ .wh¦DI¢ 

INTO THE BONDED PREMISES OF THE EOU/EHTP/STP FOR THE QUARTER ENDING ON ____________ 

 

1. Name of the applicant     : 

2. Full Postal address    : 

3. (a) No. and date of letter of Approval issued : 

under EOU/EHTP/STP Scheme 

 (b) Whether the Letter of Approval is still  

 valid on the date of this application  : 

4. Registration No.    : 

(with date of issue) issued by S.T. Authorities 

under CST Act 1956 

 

5. Details of the goods brought into units  : 

a) Name and address of the supplier 

(including the name of the state where 

the supplier is located) 

b) Description of Goods 

c) Quantity 
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d) Value 

e) Date of purchase of goods 

f) Date of receipt of goods in the Customs  

Bonded Premises of the EOU unit 

g) ¢ƻǘŀƭ ŀƳƻǳƴǘ ƻŦ /{¢ ǇŀƛŘ ŀƎŀƛƴǎǘ Ψ/Ω CƻǊƳ 

h) Sales Tax Registration No. & date of the  

Supplier under Section (7) of the Central 

Sales Tax Act, 1956 

6. Amount of CST claimed    : 

 

UNDERTAKING AND DECLARATION 

I/We hereby solemnly undertake/declare that the particulars stated above are true and correct to the 

best of my/our knowledge and belief. 

No other application for claiming CST has been made or will be made in future against purchase covered 

by the application. 

(a) The goods for which the claim has been made are meant for production of goods for export and/or for 

export production of the EOU/EHTP/STP unit and will be utilised only in our factory and we shall not 

divert or dispose off the material procured without obtaining prior permission of the concerned 

Development Commissioner. 

(b) The goods for which the claim has been made have been entered into the stock register maintained by 

the unit. 

(c) Any information, if found to be incorrect, wrong or misleading, will render/us liable to rejection of our 

claim without prejudice to any other action that may be taken against us in this behalf. 

If as a result of scrutiny any excess payment is found to have been made to me/us, the same may be 

adjusted against any of the subsequent claims to be made by my/our firm or in the event no claim is 

preferred, the amount overpaid will be refunded by me/us to the extent of the excess amount paid. 

 

     Signature  : 

  

     Name in Block letters : 
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     Designation  : 

     Name of the Applicant : 

     Firm   : 

 

Format II 

FORMAT OF CHARTERED ACCOUNTANT CERTIFICATE 

 

 I/We hereby confirm that I / we have examined the prescribed material receipt registers, books 

of account and the bank statement in respect of the goods mentioned in the table appended, and each 

entry of the application of M/s. ______________________ for the period 

_______________________________ and hereby certify that: 

(i) The following documents/records have been furnished by the applicant and have been examined and 

verified by me/us, namely material handling registers certified by the zone administration/Bonding 

Officer, original invoice/bill, books of accounts and 1 Bank statement. 

(ii) Relevant registers have been authenticated under my/our seal, signatures.  It has been ensured that the 

information furnished is true and correct in all respects, no part is false or misleading and no relevant 

information has been concealed or withheld. 

(iii) The payment has been made by the said M/s._______________________________ to the DTA suppliers 

in respect of goods received against the original invoice bill(s) as indicated in the table annexed hereto. 

(iv) The payments have been made through normal banking channel and have been credited to the 

accounts of the DTA suppliers. 

(v) Such payment includes the amount of CST indicated in the respective invoices. 

(vi) All the items shown in the table are admissible for reimbursement of CST under provisions of EOU 

Scheme. 

Neither I/We nor any of our partners is a partner/Director or an employee of the above named entity or 

its associated concerns. 

I fully understand that any submission made in this certificate if proved incorrect or false, will render 

me/us liable to face any penal action or other consequences as may be prescribed in the law or 

otherwise warranted. 

                   Signature & Stamp/seal of the Signatory ________________________ 
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Name                 _______________________________ 

Membership No. ______________________________ 

Full address _________________________________ 

Name and address of the Institution where registered 

 

Date: 

Place: 

Details of Goods Brought Into Unit And Central Sales Tax Paid During The Quarter  

 

(i) S.No. 

(ii) Name and address of the Supplier 

(iii) Nature and description of goods 

(iv) Quantity received and accepted 

(v) Invoice value accepted 

(vi) Invoice/Bill No. and date 

(vii) Date of Receipt of the goods and S.No. of entry in material receipt register 

(viii) CST Amount paid 

(ix) Ψ/Ω CƻǊƳ bƻΦ 

(x) Cheque/DD No.         date and amount 

(xi) Name of Bank and Branch 

(xii) CST Registration No. of the supplier 

 

Note: Table shall show supplier-wise sub-total and grand total of column (v), (vii) and (x) Cheque/DD 

amount. 

Signature & Stamp/seal of the Signatory______________ 

   Name _____________________________ 

     Membership No. _______________________ 

 Full address ____________________________ 

Name and address of the Institution where registered___ 
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Date: 

Place: 

CST exemption for SEZ units and Developers 

With objectives of generation of additional economic activity, promotion of exports, promotion of 

investment from domestic and foreign sources, creation of employment opportunities, SEZ units are set 

up in India. Similar to EOUs, the units in Special Economic Zone (SEZ) can procure the inputs / capital 

goods and services without payment of duties and taxes. All goods manufactured in SEZ units shall be 

exported. If any goods manufactured are cleared in domestic tariff area, then such clearance shall be on 

payment of applicable duties. 

As per explanation to Secǘƛƻƴ уόуύ ƻŦ /{¢ !Ŏǘ ǘƘŜ ŜȄǇǊŜǎǎƛƻƴ ά{ǇŜŎƛŀƭ 9ŎƻƴƻƳƛŎ ½ƻƴŜέ Ƙŀǎ ǘƘŜ ǎŀƳŜ 

meaning assigned to it in clause (iii) to Explanation 2 to the proviso to Section 3 of the Central Excise Act 

1944, which defines Special Economic Zone as a zone which the Central Government may, by 

notification in the official gazette, specify in this behalf. 

Section 8(6),8(7) and 8(8) of the CST Act deals with the exemptions available to a SEZ unit or SEZ 

developer from CST. As per the provisions, when the goods are sold to a SEZ unit or SEZ developer, then 

no CST is payable by such unit or developer. However, such exemption shall be subject to fulfilment of 

specified conditions which are discussed below. 

Conditions for claiming the exemptions 

Following conditions must be satisfied so as to claim exemption u/s 8(6) of CST Act.  

1. The exemption from CST is available only if the sale is to developer of SEZ or unit in SEZ. Section 8(6) 

was amended w.e.f 10-09-2004, to extend the exemption to developer of SEZ also. Earlier the 

exemption was available only to the units in SEZ.  

2. The SEZ unit can obtain goods for purpose of manufacturing, trading, production, processing, 

assembling, repairing, reconditioning, re-engineering, processing, packaging or for use as or packing 

material or packing accessories. The Developer of SEZ can obtain goods for development, setting up, 

operation and maintenance of the zone.  

3. The registered dealer in SEZ (developer of SEZ or SEZ unit as the case may be) should have been 

authorized to establish such unit iƴ {9½ ōȅ ŀǳǘƘƻǊƛǘȅ ǎǇŜŎƛŦƛŜŘ ōȅ /ŜƴǘǊŀƭ DƻǾŜǊƴƳŜƴǘΦ LǘΩǎ ǘƘŜ 

Development commissioner of SEZ who is authorized to permit a person to set up unit in SEZ.  
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4. As per section 8(7) of CST Act, the goods which the developer of SEZ or unit in SEZ can obtain without 

CST must be mentioned in the CST registration certificate of SEZ unit.  

5. As per section 8(8) of CST Act, the purchasing dealer has to submit the prescribed declaration(Form I) 

to the authority prescribed u/s 8(4) (i.e assessing officer), obtained from Development Commissioner by 

the selling dealer and issued to the purchasing dealer by him. Form I is very critical to claim the 

exemption of CST.  
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Movement of Goods 

                                        CA Veerabasana Gouda 

 In order to control the evasion of tax the Government has made law to the effect that before 

commencement of certain specified transaction the Dealer shall intimate to the Government in the 

specific format the details of such movement otherwise the dealer will be penalized.  Earlier this 

mechanism used to be in Manual format by using Form-505 and Form-515.  Now the process has been 

automated and Dealer is under the requirement to feed the details of movement online system and 

Form505 is now onwards called E-Sugam.  As per the Notification following four types of transactions 

are covered for the purpose of uploading E-Sugam. 

a. For Dispatches by Registered Dealers as a Result of Sale whose sale value exceeds Twenty 

Five Thousand rupees. 

b. For Transportation not as a Result of Sale 

c. For Receipt of Goods from places outside the State 

d. For Movement of Goods within a Revenue District Limits for Job Work. 

For Movement of Goods within a Revenue District Limits for the purposes other than as a Result of Sale 

or Job Work. 

Following Chart shows commodities covered under Category ( a )and (c) supra: 

Sl.No List of Commodities notified for Dispatch as 
a Result of Sale 

From Receipt of the goods from Outside 
the State (Includes Purchase/Import/Stock 
Transfer) 

i.  Arceanut Automobile parts and Accessories thereof 

of all kinds 

ii.  Automobile parts and Accessories thereof of 

all kinds 

Bitumen (Ashphalt) and Cold Tar 

iii.  Bitumen (Ashphalt) and Cold Tar Cement 

iv.  Cardamom Cement Concrete Blocks and Cement 

Bricks of all sizes 

v.  Cashew Chemicals of all kinds 

vi.  Cement Dry Fruits 

vii.  Cement Concrete Blocks and Cement Bricks 

of all sizes 

Electronic Goods of all kinds 
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viii.  Chemicals of all kinds Flooring/Wall tiles of all kinds 

ix.  Coffee Seeds Furniture and parts thereof of all kinds 

x.  Cotton Glass in all forms 

xi.  Edible Oil including Vanaspathi Granite/Marble Blocks, slabs and tiles 

xii.  Electrical Goods of all kinds including 

appliances 

Hardware of all kinds 

xiii.  Electronic Goods of all kinds Hosiery Goods 

xiv.  Flooring/Wall tiles of all kinds Iron and Steel as per CST Act 

xv.  Furniture and parts thereof of all kinds Khaini, Cigarettes, Zarda and all Tobacoo 

Products All kinds of Tobacco other than 

Raw Tobacco, Pan Masala, Pan Chatnis, 

Scented Snuffs and Khemam, 

xvi.  Glass in all forms Non-ferrous Metals in all forms 

xvii.  Granite/Marble Blocks, slabs and tiles Oil Seeds including Copra 

xviii.  Hardware of all kinds Oil Cakes of all kinds 

xix.  Hosiery Goods Ores of all kinds 

xx.  Iron and Steel as per CST Act Packing Materials of all kinds 

xxi.  Khaini, Cigarettes, Zarda and all Tobacoo 

Products All kinds of Tobacco other than 

Raw Tobacco, Pan Masala, Pan Chatnis, 

Scented Snuffs and Khemam, 

Paints 

xxii.  Lubricant Oil Including Waste Oil Paper of all kinds 

xxiii.  Machinery of all kinds and parts thereof Pepper 

xxiv.  Non-ferrous Metals in all forms Plastic Granules/Powder of every 

description 

xxv.  Oil Seeds including Copra Plywood, Venner, Boards including 

flooring boards and laminated sheets 

xxvi.  Oil Cakes of all kinds Ready Mix Concrete 
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xxvii.  Ores of all kinds Ready-made Garments Clothing 

Accessories as per Entry 78 of Third 

Schedule 

xxviii.  Packing Materials of all kinds Sanitary fittings of Every Discription 

xxix.  Paints Tea 

xxx.  Paper of all kinds Timber including Eucalyptus and Causrina 

xxxi.  Pepper  

xxxii.  Plastic Granules/Powder of every 

description 

 

xxxiii.  Plywood, Venner,Boards including flooring 

boards and laminated sheets 

 

xxxiv.  Ready Mix Concrete  

xxxv.  Ready-made Garments Clothing Accessories 

as per Entry 78 of Third Schedule 

 

xxxvi.  Rubber  

xxxvii.  Sanitary fittings of Every Discription  

xxxviii.  Scrap of Ferrous and Non Ferrous Metals  

xxxix.  Tea  

xl.  Timber including Eucalyptus and Causrina  

 

2 Other Important Notes 

k. E-Sugam shall be generated before the commencement of movement of goods. 

l. A Photocopy of Tax Invoice shall be carried, in addition to entering the details of in the departmental 

website, when the goods covered by a single invoice is carried in more than one goods vehicle.  

m. If  a single Invoice has more than one commodity even after uploading the details on to the website, the 

invoice would have to be carried with the goods vehicle.  

3 Every Dealer Registered under the Act who transports any goods not as a result of sale shall enter the 

details of the goods being transported in goods vehicle in the specified format. Such transportation of 
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goods shall include transportation wherein the buyer has taken possession of goods after purchase and 

is transporting the same to self. If the Seller is an unregistered dealer then the dealer purchasing the 

goods should enter details as both consignor and consignee.  

4 For movement of Goods within a Revenue District limits for Job Work shall be intimated to the 

Department through E-Sugam. Any further movement of goods sent for Job Work shall be supported by 

the labour charges bill or self-printed delivery Challan or Form VAT-515 of the Job Worker along with 

Original E Sugam Number.  

5 The Dealer who dispatches any taxable goods from their place of business to any other place within the 

limits of a revenue district other than as a result of sale or job work but for purposes like weighment; 

line sales; transfer to or from depot, godown (Warehouse), branch head office, shall use self- printed 

delivery notes in VAT-515. 

6 Validity Period of E-Sugam 

Sl.No Distance from the Origin of the Goods to 

the destination is 

Validity Period 

1 Less than 100 Kilometers 2 days from the day of Uploading 

2 101 KMs to 500 Kms 3 days from the day of Uploading 

3 501 KMs to 1000 Kms 5 days from the day of Uploading 

4 1001 Kms to 2000 Kms 10 days from the day of Uploading 

5 2001 Kms and above 12 days from the day of Uploading 

 

7 Multiple Username and Password is now enabled subject to specific approval. 

8 If there are more than one commodity in an invoice, the dealer may specify the consolidated value of all 

such commodities and the description of commodities may be entered in the box provided in the entry 

box.  

9 Entering Multiple Invoices relating to the same consignor/consignee: If there are goods covered by 

multiple invoices relating to the same consignor/consignee being transported in the same goods vehicle, 

the dealer may uploaded the total value and quantity of goods covered by all such invoices. The invoice 

number of each and such invoices should be mentioned in the additional column provided.  

10 Now M-Sugam Facility has also been enabled which enables the Dealer to upload E-Sugam Details in 

Mobile. 
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Audit under Karnataka Value Added Tax Act, 2003 

CA Venkataramani S 

1.1. General: 

Every dealer whose taxable turnover exceeded a sum of Rs. 25 lakhs was required to get his books of 

accounts audited for the financial year 2005-06 and 2006-07. However, the relevant format in which a 

VAT Auditor was required to report was prescribed for the financial year 2006-07. 

With effect from the financial year 2007-2008, every dealer whose taxable turnover in a year exceeds 

rupees forty lakhs shall have his accounts audited by a Chartered Accountant or a Cost Accountant or a 

Sales Tax Practitioner.  

The words taxable turnover indicated above have been substituted by the words total turnover by the 

Karnataka Value Added Tax (Amendment) Bill, 2009 (L.A. Bill No.20 of 2009) with effect from 

01.04.2009. This amendment implies that every dealer whose total turnover in the State (including the 

value of goods stock transferred to other States) exceeds Rs. 40 lakhs is required to get his accounts 

audited. 

One can safely presume that since it is a substantive amendment, the amended provision will take effect 

for and from the financial year 2009-10 onwards. However, there is a second school of thought that this 

is a procedural amendment and hence would be applicable for and from the financial year 2008-09 

onwards as the audit reports are required to be filed on or after 01.04.2009.  

With effect from the financial year 2011-12, the dealer has to get his books of accounts audited if the 

total turnover for the year exceeds rupees one hundred lakhs. 

The statutory definitions, provisions relating to turnover, total turnover, taxable turnover, 

determination of total and taxable turnovers etc., have been covered in Chapter 1 of this book. 

1.2. Objectives of an Audit 

The main objectives of carrying out an Audit under the provisions of the KVAT Act, 2003 among others 

are: 

 

- To verify the system of self-assessment being postulated under law and scrutiny of returns / statements 

filed by the dealer will be ensured;  

- To determine the correct computation of taxable and total turnovers; 
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- To ensure that the books of accounts and other records are maintained in accordance with rule 33 of 

KVAT Rules, 2005; 

- To facilitate the assessing authority to obtain proper and correct information about the dealer; 

- To ensure whether the dealer has claimed the input tax set-off and other deductions correctly; 

- To bring to light any deviations of the dealer while complying with the provisions in the Act; 

- To determine the correct rate of tax charged by the dealer. 

 

Generally, in order to plug probable leakages of revenue, among others the main objective of the 

department is to detect evasion, or to investigate a fraud, or to improve compliance, an audit is 

conducted. The audit can be based on parameters relating to refund claims, volume of business, 

quantum of turnover, compliance verification so as to deter dealers who indulge in evasion / avoidance 

or risk audits etc. Audits can also be industry specific or in cases of dealers who have filed NIL returns 

involving refunds. 

 

Normally, audits are conducted by the department based on previous history, change in behavior of the 

trade, information gathered from the records of the department and other intelligence reports, 

unexpected or huge refund claims, huge and unusual payments of taxes in one go, based on cross 

verification or random selection based on computerized parameters, etc. 

 

1.3. Audit by professionals 

In terms of section 31 of the KVAT Act, 2003 every person registered or liable to get himself registered is 

required to maintain true and correct accounts and, such other records that may be prescribed relating 

to his business. 

 

Rule 33 of the KVAT Rules, 2005 provides for the nature of accounts to be maintained by every dealer, 

agent, wholesaler, etc. The Rule also provides for different particulars to be maintained by different 

class of dealers, such as name and address of the purchasers, quantity details, stock particulars, 

production and consumption statements etc. 

 

Section 31(4) of the KVAT Act, 2003 provides that: 
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¶ Every dealer 

¶ Whose total turnover in a year exceeds Rs. 100 lakhs  

¶ Shall have his accounts audited 

¶ By a Chartered Accountant or a Cost Accountant (with effect from 01.04.2007) or a Tax Practitioner 

subject to the conditions and the limits prescribed, and 

¶ Shall furnish to the prescribed authority a copy of the audited statement of accounts and the prescribed 

documents in the prescribed manner.  

 

The taxable turnover and total turnover for the purpose of KVAT Act, 2003 are defined in sections 2(34) 

& 2(35) respectively of the KVAT Act, 2003 read with Rule 3 of the KVAT Rules, 2005 and not as per any 

other law or Accounting Standards or Guidance Note issued by the Institute or an Apex Court 

Judgement.  There are differences in this regard with reference to other laws and as per Institute 

Guidance Notes.  For instance, value added tax collected is a part of the total turnover under the KVAT 

Act, 2003. Advances received in case of works contractor forms part of total turnover whereas under the 

accounting parlance such advances would be treated as a current liability.  

Similarly material supplied to a contractor, which is deducted from the contract value amounts to a sale 

ƻŦ ƎƻƻŘǎ ōȅ ǘƘŜ ŎƻƴǘǊŀŎǘŜŜ ǘƻ ǘƘŜ ŎƻƴǘǊŀŎǘƻǊ ŀƴŘ ǿƛƭƭ ŦƻǊƳ ǇŀǊǘ ƻŦ ǘƘŜ ǘŀȄŀōƭŜ ǘǳǊƴƻǾŜǊ όb a DƻŜƭΩǎ ŎŀǎŜ 

(72 STC 368)(SC)) under the VAT legislature. However, the value of such amount would have been 

reduced from the sales turnover under the accounting parlance. While labour charges received in a 

composite contract may form a part of the total turnover but not a part of taxable turnover, it will not 

be part of total turnover in the case of an exclusive labour contract. 

 

1.4. Penalty 

The KVAT Act, 2003 specifically provides for penalty for non-compliance of the provisions of Section 31 

relating to filing of audited statement of accounts.  Section 74 of the KVAT Act, 2003, provides that 

failure to submit a copy of the audited statement of accounts within the prescribed time entails a 

penalty of Rs.5,000/- (rupees five thousand) in addition to rupees 50/- per day of continuing default.  

 

1.5. Frequently Asked Questions 

1. What is KVAT Audit? 



P a g e | 150 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

As per AAS-м ό.ŀǎƛŎ tǊƛƴŎƛǇƭŜǎ DƻǾŜǊƴƛƴƎ ŀƴ !ǳŘƛǘύ ƛǎǎǳŜŘ ōȅ L/!LΣ ά!ǳŘƛǘέ ƛǎ ŘŜŦƛƴŜŘ ŀƴŘ ǳƴŘŜǊǎǘƻƻŘ ŀǎ 

Ψ!ƴ ƛƴŘŜǇŜƴŘŜƴǘ ŜȄŀƳƛƴŀǘƛƻƴ ƻŦ ŦƛƴŀƴŎƛŀƭ ƛƴŦƻǊƳŀǘƛƻƴ ƻŦ ŀƴȅ Ŝƴǘƛǘȅ ǿƘŜǘƘŜǊ ǇǊƻŦƛǘ ƻǊƛŜƴǘŜŘ ƻǊ ƴƻǘ ŀƴŘ 

irrespective of its size or legal form, when such examination is conducted with a view to expressing an 

ƻǇƛƴƛƻƴ ǘƘŜǊŜƻƴΩΦ ¢ƘŜǊŜŦƻǊŜΣ !ǳŘƛǘ ǳƴŘŜǊ ǘƘŜ Y±!¢ !ŎǘΣ нлло ƛǎ ŀƭǎƻ ŀƴ ƛƴŘŜǇŜƴŘŜƴǘ ŜȄŀƳƛƴŀǘƛƻƴ ƻŦ 

correctness of self-assessed tax liability of the dealers after claiming the input tax set-off as per the 

books of accounts and in compliance with various provisions of the Karnataka Value Added Tax law. 

 

2. What are the objectives of KVAT Audit? 

The main objectives of carrying out an Audit under the provisions of the KVAT Act, 2003 among others 

are: 

- To verify the system of self-assessment being postulated under law and scrutiny of returns / statements 

filed by the dealer will be ensured;  

- To determine the correct computation of taxable and total turnovers; 

- To ensure that the books of accounts and other records are maintained in accordance with rule 33 of 

KVAT Rules, 2005; 

- To facilitate the assessing authority to obtain proper and correct information about the dealer; 

- To ensure whether the dealer has claimed the input tax set-off and other deductions correctly; 

- To bring to light any deviations of the dealer while complying with the provisions in the Act; 

- To determine the correct rate of tax charged by the dealer. 

 

3. Under which Section and Rule of the KVAT Act, 2003 is the dealer liable to get his books of accounts 

audited? 

Section 31 of KVAT Act, 2003 requires the maintenance of accounts and records. Sub section (4) of the 

said section mandates that every dealer whose total / taxable turnover exceeds forty lakhs rupees to get 

his accounts audited under the KVAT Act, 2003. Rule 34 of KVAT Rules, 2005 defines the relevant Form 

and time limit within which the Audit report is required to be obtained and filed by a dealer.  

 

4. Who are the dealers liable to get audited under the KVAT law? 

Every dealer whose total turnover in a year exceeds rupees one hundred lakhs shall have his accounts 

audited by a Chartered Accountant or a Cost Accountant or a Sales Tax Practitioner.  
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For the words taxable turnover as was indicated under Section 31(4)has been substituted by the words 

total turnover by the Karnataka Value Added Tax (Amendment) Bill, 2009 (L.A. Bill No.20 of 2009) with 

effect from 01.04.2009. This amendment implies that every dealer whose total sales in the State 

(including the value of goods stock transferred to another State) exceed Rs. 100 lakhs is required to get 

his accounts audited. 

 

5. ²ƘŜǘƘŜǊ ǘƘŜ ǘŜǊƳ Ψ¢ƻǘŀƭ ¢ǳǊƴƻǾŜǊΩ ƛƴŎƭǳŘŜǎ 9ȄŎƛǎŜ ŘǳǘȅΣ ±!¢Σ /{¢ ŀƴŘ {ŜǊǾƛŎŜ ǘŀȄ ǇŀȅŀōƭŜ ŦƻǊ 

determining the applicability? 

¢ƘŜ Ψǘƻǘŀƭ ǘǳǊƴƻǾŜǊΩ ǿƛƭƭ ƛƴŎƭǳŘŜ ŀƭƭ ǘƘŜǎŜ ǘŀȄŜǎ ǇŀƛŘ or payable as defined under the KVAT Act, 2003. 

 

6. ²ƘŜǘƘŜǊ ǘƘŜ ǘŜǊƳ Ψǘƻǘŀƭ ǘǳǊƴƻǾŜǊΩ ƛƴŎƭǳŘŜǎ ŦǊŜƛƎƘǘ ŀƴŘ ƛƴǎǳǊŀƴŎŜ ǊŜŎƻǾŜǊŜŘ ŦǊƻƳ ōǳȅŜǊ ǘƻ ŎŀƭŎǳƭŀǘŜ 

the threshold limit? 

Freight and insurance incurred on sales effected under the KVAT Act, 2003 or under the CST Act, 1956 

and recovered from the customers would form part of the total turnover.  

 

7. ²ƘŜǘƘŜǊ ǘƘŜ ǘŜǊƳ Ψ¢ƻǘŀƭ ǘǳǊƴƻǾŜǊ ƛƴŎƭǳŘŜǎ ǎǘƻŎƪ ǘǊŀƴǎŦŜǊǎ ŜŦŦŜŎǘŜŘ ǿƛǘƘƛƴ ǘƘŜ {ǘŀte of Karnataka for 

determining the threshold limits? 

¢ƘŜ ǘŜǊƳ Ψǘƻǘŀƭ ǘǳǊƴƻǾŜǊΩ ǎƘŀƭƭ ƴƻǘ ƛƴŎƭǳŘŜ ǎǘƻŎƪ ǘǊŀƴǎŦŜǊǎ ŜŦŦŜŎǘŜŘ ǿƛǘƘƛƴ ǘƘŜ {ǘŀǘŜ ƻŦ YŀǊƴŀǘŀƪŀ ŦƻǊ ǘƘŜ 

purpose of determining the threshold limit in the absence of specific provisions under the KVAT Act, 

2003. It may also be noted that in case goods are sent on consignment basis to an agent (who is located 

within the State), then the sale effected by the agent will form part and parcel of total turnover of the 

Principal. 

 

8. Whether a service provider registered with the VAT authorities are liable for Audit? For eg: A Telecom 

Company having NIL VAT liability but issuing F Forms under the CST Act, 2003 would be liable for the 

Audit based on the total turnover criteria?  

A pure service provider whose receipt does not involve any transfer of property in goods may not be 

liable for Audit. Audit under KVAT Act, 2003 is applicable to every registered dealer whose taxable / 

total turnover exceeds threshold limits as prescribed for the respective assessment years. In the 

example cited above the Telecom Company effects interstate stock transfers, which would form part of 
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άǘƻǘŀƭ ǘǳǊƴƻǾŜǊέ ŀƴŘ ǘƘŜǊŜŦƻǊŜ ǘƘŜ ǇǊƻǾƛǎƛƻƴǎ ǊŜƭŀǘƛƴƎ ǘƻ !ǳŘƛǘ ǳƴŘŜǊ ǘƘŜ Y±!¢ !ŎǘΣ нлло ǿƻǳƭŘ ōŜ 

applicable depending on the assessment year referred to in query 4 of Section A above.  

 

9. Whether a dealer selling exempted goods under the KVAT Act, 2003 & under the CST Act, 1956 and 

having a total turnover more than Rs 100 lakh will be liable for Audit? 

Yes.  

 

10. Which Form should be filed with the VAT authorities and what are the documents to be enclosed? 

The Audited statement of accounts shall be submitted together with Form VAT 240 to jurisdictional 

Local VAT Officer or VAT sub officer. In addition to Form VAT 240, the financial statements and relevant 

annexures forming part of the Form VAT 240 should also be filed. Although no specific documents are 

prescribed, annexures pertaining to sales and purchases, computation of total and taxable turnovers, 

input tax availed, etc. could be attached along with the report. 

 

11. What are the contents of Form VAT 240? 

It consists of an Audit Certificate / Audit Report. Audit Report is classified into three parts as General 

Information (Part I), Particulars of Turnovers, deduction and payment of tax (Part II) and Particulars of 

Declarations and Certificates (Part III) (Refer Annexure-1) 

 

12. Who are the persons authorized under the KVAT law to conduct / certify the Audit? 

A Chartered Accountant, Cost Accountant or Tax Practitioner can conduct the audit and issue the 

Certificate under the KVAT law.  

 

13. What is the time limit to file the KVAT Audit Form? 

As per Rule 34(3) of the KVAT Act, the audited statement of Accounts shall be submitted in Form VAT 

240 to the jurisdictional Local VAT Officer or VAT Sub Officer within nine months after the end of the 

relevant financial year, which is 31st March. There are no provisions for extension of the time limit. 

 

14. If the financial year of the dealer is a calendar year say from January to December, can the KVAT audit 

Certificate / Report be filed for the said period? 
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No. The Audit Certificate / Report under KVAT Act, has to be filed for the financial year (April to March) 

only. 

 

15. What are the consequences for non-submission of the audit report / Certificate under the KVAT Act, 

2003 within the prescribed time limit? 

Penalty under Section 74 of the KVAT Act, 2003 will stand attracted for non-submission of the Audit 

Report / Certificate within the prescribed time limit. The penalty is at Rs. 5,000/- plus Rs. 50/- per day 

for each day of default subject to issue of show cause notice by the jurisdictional VAT Officer.  

 

16. Can the penalty be waived off in genuine cases? 

The levy of penalty is subject to issue of show cause notice by the VAT Officer to the dealer. Hence, the 

VAT Officer could waive the penalty in genuine cases of delay. 

 

17. Is there any provision of filing the Revised KVAT Audit Report? 

There are no specific provisions under the KVAT Act which enables a dealer to file the revised KVAT 

Audit Report / Certificate. As such, some experts opine that, the VAT Audit Report / Certificate once 

ƛǎǎǳŜŘ κ ŦƛƭŜŘ Ŏŀƴƴƻǘ ōŜ ǊŜǾƛǎŜŘΦ IƻǿŜǾŜǊΣ ǘƘŜǊŜ ƛǎ ŀƴƻǘƘŜǊ ǎŎƘƻƻƭ ƻŦ ǘƘƻǳƎƘǘ ǿƘƛŎƘ ƛǎ ǘƘŀǘ άǎƛƴŎŜ ǘƘŜǊŜ 

are no specific restrictions under the KVAT Act, 2003 a revised Audit Report / Certificate can be issued / 

ŦƛƭŜŘέΦ  

 

18. Whether revised figures can be incorporated in KVAT Audit Report without filing of the Revised 

Returns? 

In terms of section 35(4) of the KVAT Act, 2003 dealers are required to file the revised returns, if any, 

within a period six months from the end of the tax period to which such return relates. In case there is 

change in the details / turnovers in respect of the returns filed with the department, the auditor had an 

option to suggest the dealer to file revised return. However, with effect from the financial year 2012-13, 

this particular clause has been omitted. However, the revised details can be incorporated in KVAT Audit 

Report / Certificate.  

 

19. Can the Internal Auditor of the dealer conduct the VAT audit? 
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There is no specific restriction barring an Internal Auditor / VAT Advisor of a dealer to conduct the VAT 

Audit under the KVAT law or under the ICAI Regulations. 

 

20. How many copies of the Audit Report / Certificate should be filed with the VAT authorities? 

hƴƭȅ ƻƴŜ άƻǊƛƎƛƴŀƭ ǎƛƎƴŜŘ ƘŀǊŘ ŎƻǇȅέ ǎƘƻuld be filed with the VAT authorities.  

 

21. Can the investigations / searches / inspections be avoided if the Audit Report / Certificate is 

submitted for the relevant period? 

There are no specific provisions to this effect and hence the VAT authorities have the powers to conduct 

investigations / searches / inspections even though the dealer has filed the Audit Report / Certificate.   

 

22. Where a part of the records of the dealer have been seized by the VAT authorities before the due date 

for submission of the Audit Report / Certificate and the dealer has not been able to get his accounts 

audited under KVAT Act, 2003, will the penalties still be applicable? 

Since the penalty for non-submission of the Audit Report / Certificate are governed by the KVAT Act, 

2003, in genuine cases, the VAT officer could waive / reduce the penalty. It is advisable that the dealer 

files an intimation to this effect with his VAT Officer immediately after the records have been seized. 

 

23. What happens in cases where the dealer has not filed returns but has filed the VAT Audit Report / 

Certificate for the relevant period? 

In case the dealer has not filed returns but filed Audit Report / Certificate, the Commissioner of 

Commercial Taxes, Karnataka, Bangalore can notify such dealers for production of books of accounts 

and other details. The VAT officer can also resort to best judgment assessments in such cases. Penal 

provisions relating to non-filing of returns within the prescribed time and for non-payment of taxes, if 

any, will also stand attracted. In this scenario, relevant comments have to be incorporated relating to 

non-filing of Form VAT 100 in the Audit Report. 

 

24. Does the submission of the Audit Report / Certificate mean that the Commissioner will not further 

notify such dealers for production of books of accounts for further hearings / assessments / re-

assessments / revision?  
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There are no specific provisions under the KVAT Act, 2003 to this effect and hence the VAT authorities 

have the powers to call for assessments / re-assessments / revision even though the dealer has filed the 

Audit Report / Certificate.   

 

25. How does a casual dealer who has carried on business for a brief period in the State and has left the 

State immediately thereafter, file the Audit Report / Certificate? Are there any exceptions for casual 

dealers to file the audit report within the same year? 

There are no specific provisions or exceptions in respect of casual dealers to file the audit report within 

the financial year itself. The time limit prescribed under the KVAT Act, 2003 will equally apply to such 

casual dealers. 

 

26. If a dealer has more than one TIN in the State, whether separate audit reports have to be filed for 

each TIN obtained or a consolidated Audit Report / Certificate can be filed? 

The Audit Report / Certificate has to be filed separately TIN-wise. 

 

1.6. Clause by Clause Analysis of Form VAT 240 

 

1. Form VAT 240 ς Audit Report under KVAT Act, 2003: 

 

The provisions of Section 31(4) of the KVAT Act, 2003 require a dealer to get his books of accounts 

audited and submit a statement of accounts duly certified by such auditor in Form VAT 240, within a 

period of nine months (Rule 34(3) from end of the relevant year).  

 

2. Form VAT 240 is divided into four sections: 

 

2.1 Section 1 ς Certificate 

 

The initial portion of this Section requires a VAT Auditor to certify the accuracy / correctness of books of 

accounts and related records maintained by the dealer, turnover of sales and purchases, deductions 

claimed by the dealer, input tax rebate claimed, calculation of output tax and net tax payable, 
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classification of goods, rate of tax applied, returns filed etc. Further, the VAT auditor is also expected to 

compile data as required in the table included in or attached to the relevant Form, compare the same 

with that of the returns filed by the dealer for the year and also quantify the difference, if any. The VAT 

auditor is expected to advice the dealer of any requirement for filing revised returns, if any, and pay 

differential taxes or claim refund or to make corrections in the input tax credit balances. Detailed 

discussion on various clauses in this section is done in the following paragraphs. 

 

2.2 Section 2 ς Part 1 - General Information 

This section relates to compilation and providing various particulars about the dealers and its business 

that are relevant for the VAT audit.  

 

2.3 Section 3 ς Part 2 - Particulars of turnovers, deductions and payment of tax 

This section requires the VAT auditor to compile and state various amounts relating to the Total 

Turnover, Taxable Turnover, deductions, purchases, receipts, output tax, input tax, net tax payable, etc. 

It is important to note that the figures compiled for this purpose should be the figures as per the books 

of accounts and records audited by the VAT auditor. Any differences between the amounts / cumulative 

amounts so extracted from the returns filed by the dealer for the year has to be stated in the table 

provided in Section 1 (i.e, Certificate) and appropriate remarks / observations have to be given. This 

section also requires the VAT auditor to provide the details of return filed with the department and 

inspection of the business premises / books of accounts of the dealer by the departmental authorities. 

 

2.4 Section 4 ς Part 3 - Particulars of declarations and certificates 

In this section a VAT auditor is expected to comment on the statutory forms and declarations obtained 

under the CST and KVAT law, utilised and held in stock by the dealer along with the misuse, if any, of 

such forms.  

 

3. Section 1 - Certificate 

¢ƘŜ ƛƴƛǘƛŀƭ ǇŀǊǘ ƻŦ ǘƘƛǎ {ŜŎǘƛƻƴ ǊŜǉǳƛǊŜǎ ǘƘŜ ŀǳŘƛǘƻǊ ǘƻ άŎŜǊǘƛŦȅέ ǘƘŜ ŀŎŎǳǊŀŎȅ ƻŦ ǎǘŀǘŜƳŜƴǘǎ ǎǳōƳƛǘǘŜŘ ōȅ 

the dealer for audit and issue a certificate which states that: 
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ά/Ŝrtified that I / we being a Chartered Accountant / Cost Accountant / Tax Practitioner have audited 

ǘƘŜ ŀŎŎƻǳƴǘǎ ƻŦ ΧΧΧΧΧΧΧ όbŀƳŜ ŀƴŘ ŀŘŘǊŜǎǎ ƻŦ ǘƘŜ ŘŜŀƭŜǊύ ƘŀǾƛƴƎ ǊŜƎƛǎǘǊŀǘƛƻƴ bƻΦ ό¢Lbύ ΧΧΧΧΧΦ ŦƻǊ 

ǘƘŜ ȅŜŀǊ ŜƴŘƛƴƎ ΧΧΧΧΧΦΦ ŀƴŘ ǘƘŀǘ ǎǳōƧŜŎǘ ǘƻ Ƴȅ κ ƻǳǊ ƻōǎŜǊǾations and comments about non-

compliance, short comings and deficiencies in the returns filed by the dealer, as given in the attached 

ǊŜǇƻǊǘέ 

 

The latter part of the section requires an auditor to express an opinion and advise the dealer which is in 

the naǘǳǊŜ ƻŦ ŀ ǊŜǇƻǊǘΦ IŜƴŎŜΣ CƻǊƳ ±!¢ нпл ƛǎ ŀ ŎƻƳōƛƴŀǘƛƻƴ ƻŦ ōƻǘƘ ŀ Ψ/ŜǊǘƛŦƛŎŀǘŜΩ ŀƴŘ ŀ ΨwŜǇƻǊǘΩΦ  

 

Lƴ ǘƘƛǎ ŎƻƴǘŜȄǘ ŀǘǘŜƴǘƛƻƴ ƛǎ ŘǊŀǿƴ ǘƻ ǇŀǊŀ нΦн ƻŦ ǘƘŜ DǳƛŘŀƴŎŜ bƻǘŜ ƻƴ ά!ǳŘƛǘ wŜǇƻǊǘ ŀƴŘ /ŜǊǘƛŦƛŎŀǘŜǎ ŦƻǊ 

{ǇŜŎƛŀƭ tǳǊǇƻǎŜέΣ ƛǎǎǳŜŘ ōȅ ǘƘŜ LƴǎǘƛǘǳǘŜ ƻŦ /ƘŀǊǘŜǊŜŘ !ŎŎƻǳƴǘŀƴǘǎ ƻŦ LƴŘƛŀ ǘƻ ǳƴŘŜǊǎǘŀƴŘ ǘƘŜ ǇǊƛƴŎƛǇƭŜ 

ŘƛŦŦŜǊŜƴŎŜǎ ōŜǘǿŜŜƴ άŎŜǊǘƛŦƛŎŀǘŜέ ŀƴŘ άǊŜǇƻǊǘέ.  

 

ά! /ŜǊǘƛŦƛŎŀǘŜ ƛǎ ŀ ǿǊƛǘǘŜƴ ŎƻƴŦƛǊƳŀǘƛƻƴ ƻŦ ǘƘŜ ŀŎŎǳǊŀŎȅ ƻŦ ǘƘŜ ŦŀŎǘǎ ǎǘŀǘŜŘ ǘƘŜǊŜƛƴ ŀƴŘ ŘƻŜǎ ƴƻǘ ƛƴǾƻƭǾŜ 

ŀƴȅ ŜǎǘƛƳŀǘŜ ƻǊ ŀƴ ƻǇƛƴƛƻƴέΦ hƴ ǘƘŜ ƻǘƘŜǊ ƘŀƴŘ άŀ ǊŜǇƻǊǘ ƛǎ ŀ ŦƻǊƳŀƭ ǎǘŀǘŜƳŜƴǘ ǳǎǳŀƭƭȅ ƳŀŘŜΣ ŀŦǘŜǊ ŀƴ 

enquiry, examination or reviews of specified ƳŀǘǘŜǊǎ ǳƴŘŜǊ ǊŜǇƻǊǘ ŀƴŘ ƛƴŎƭǳŘŜǎ ǘƘŜ ǊŜǇƻǊǘƛƴƎ ŀǳŘƛǘƻǊΩǎ 

ƻǇƛƴƛƻƴ ǘƘŜǊŜƻƴέΦ 

 

Thus, in the case of a VAT audit under the KVAT Act, 2003 the auditor will not only certify the accuracy 

of the statements and returns filed by the dealer but will also report on the shortcomings and advise the 

dealer of corrective actions to be taken. An auditor is required to report on any deficiency in the returns 

filed, incorrect or insufficient information provided etc. An auditor is expected to give his observations, 

if any, on the correctness and completeness of the returns. This part of the certificate specifically 

requires an auditor to state/comment / report about non-compliance with the statutes vis-à-vis the 

returns. 

 

!ǳŘƛǘƻǊΩǎ /ŜǊǘƛŦƛŎŀǘŜ ƛƴ CƻǊƳ ±!¢ нпл  

 

3.1 Clause 1 -   The books of account and other related records and registers maintained by the dealer 

are sufficient for the verification of the correctness and completeness of the returns filed for the year; 
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The auditor has to verify whether the various registers, books of accounts and other records available 

with the dealer and produced for audit are sufficient to ensure the correctness and completeness of the 

ǊŜǘǳǊƴǎ ŦƛƭŜŘ ōȅ ǘƘŜ ŘŜŀƭŜǊǎΦ ²Ƙŀǘ ŎƻƴǎǘƛǘǳǘŜǎ άǎǳŦŦƛŎƛŜƴǘέ ǊŜŎƻǊŘǎ ŎƻǳƭŘ ōŜ ƘƛƎƘƭȅ ŘŜōŀǘŀōƭŜ ǎƛƴŎŜ ǘƘŜ 

ǘŜǊƳ ΨǎǳŦŦƛŎƛŜƴǘΩ Ƙŀǎ ƴƻǘ ōŜŜƴ ŘŜŦƛƴŜŘΦ ¢ƘŜǊŜŦƻǊŜΣ ŀƴ ŀǳŘƛǘƻǊ ƛǎ ŜȄǇŜŎǘŜŘ ǘƻ ōŜ ǇǊǳŘŜƴǘ ƛƴ Ƙƛǎ 

examination of such records and registers and satisfy himself that the said documents and records give a 

clear picture of the correctness and completeness of the returns filed. While the Rules do not prescribe 

the books of accounts to be kept or maintained; nonetheless, they clearly state the type or nature of 

records to be maintained for each commodity dealt with by the dealer. Such records maintained should 

be for manufacture, production, trading, purchases, sales, consumption and closing stock for each class 

or type of dealer. Hence the auditor has to exercise his due diligence and judgment in arriving at a 

conclusion or framing an opinion under this clause. In arriving at a conclusion under this clause, the 

various records among others that would have to be examined by the auditor in terms of Rule 27 to Rule 

33 of the KVAT Rules, 2005 are: 

Á Sales or Tax Invoice including Lorry Receipts / Delivery challans; 

Á Purchase Invoice including Lorry Receipts / Goods received note; 

Á Debit Notes; 

Á Credit Notes; 

Á Consignment Notes / Branch Transfers Memos (stock transfer invoices); 

Á Goods sent for demo purposes/ free replacements / display / job-work / repairs / samples / lost and 

destroyed goods / stolen goods / goods gifted / free issue / warranty / self consumed / exhibition etc; 

Á In the case of a manufacturer, stock registers for raw materials, component parts and inputs, 

consumables, receipt of goods, finished goods, opening stock, goods manufactured, goods used, sold or 

consumed or otherwise disposed off and closing stock of goods (which have value and quantity); 

Á For trading units, the stock register would reflect opening stock, purchases, sales, closing stock; (which 

have value and quantity); 

Á Register for Statutory Forms, declarations and delivery challans such as Form C / F / H / I and Forms 

505/515/, etc. 

Á Details  of Tax Deducted at Source/ TDS deductee details if dealer is the deductee; 

Á VAT / PT / CST Registration Certificates; 

Á VAT Returns; 
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Á Details of pending litigations, pending assessments, search, seizure, confiscation, audit, investigations, 

check post issues, protective assessments, reassessments, revision orders, garnishee orders, attachment 

orders, etc. 

Á Tax payment details including input credit details; 

Á Bank payment details for purchases; 

Á Financials; 

Á Ledger accounts including subsidiary books; 

Á For commission agents, the auditor should verify agreements between him and his principals, 

authorization letters for purchasing and selling goods on behalf of the principal; 

Á Particulars for each works contract executed such as: 

- Names and Addresses of the contractees for whom or  on whose behalf the contracts are executed; 

- Goods purchased and utilized for each works contract; 

- Payments received in respect of each works contract; 

Á Particulars for dealer engaged in lease transactions: 

- Names and Addresses of person to whom goods are delivered for use; 

- Details of amounts received for each transaction 

- Details of opening and closing stocks including purchase and sale details. 

 

The books of accounts maintained / examined are to be listed in clause 13 & 14 of Part I of Form VAT 

240 respectively. The certificate is required to be issued based on the audit of the listed books of 

accounts / records provided by the dealer. Therefore it is advisable for an auditor to comprehensively 

list out all the books of accounts and records audited. It is advisable to obtain a declaration / 

representation from the dealer which states that there are no other books / records that are maintained 

/ available other than what is produced for the purpose of audit. 

 

3.2 Clause 2  -  the total turnover of sales declared in the returns include all the sales effected during 

the year; 

 

Clause 3 -  the total turnover of purchases declared in the returns include all the purchases made 

during the year; 
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The task of the auditor under these two clauses is rather very onerous since he has to certify that all 

sales and purchases are disclosed in the returns! In case a dealer does not disclose all the purchases and 

sales effected by him in the books of accounts as produced, the auditor could be held liable. A suitable 

ŎƻƳƳŜƴǘ κ ƻōǎŜǊǾŀǘƛƻƴ ƛƴ ǊŜǎǇŜŎǘ ƻŦ ǘƘƛǎ ŎƭŀǳǎŜ ŎƻǳƭŘ ōŜ ά.ŀǎŜŘ ƻƴ ǘƘŜ ŜƴǘǊƛŜǎ ƛƴ ǘƘŜ ōƻƻƪǎ ƻŦ ŀŎŎƻǳƴǘ 

and other related records furnished to us for the purpose of our audit, all the sales have been declared 

ƛƴ ǘƘŜ ǊŜǘǳǊƴǎΦέ {ƛƳƛƭŀǊ ŎƻƴǎƛŘŜǊŀǘƛƻƴǎ ŀƴŘ ŘƛǎŎƭƻǎǳǊŜǎ ǎƘƻǳƭŘ ŀǇǇƭȅ ŦƻǊ ǇǳǊŎƘŀǎŜǎ ǳƴŘŜǊ /ƭŀǳǎŜ оΦ 

 

An auditor must exercise proper care and diligence while commenting on the said clauses. The auditor 

could gather audit evidence to ensure compliance under this clause by using any of the following tools / 

techniques or methods among other methods that he may adopt: 

 

Á The auditor would have to ascertain whether there are proper internal controls for recording all the 

sales, preparing of the tax invoices / bills of sale and for proper accounting of the transactions. Similar 

internal control checks are required to be conducted for all the purchase transactions of the dealer.  

Á Certain analytical review procedures could be carried out by the auditor to ascertain the trends of sales 

ŀƴŘ ǇǳǊŎƘŀǎŜǎ ƻŦ ǘƘŜ ŜŀǊƭƛŜǊ ȅŜŀǊǎ ŀƴŘ ŎƻƳǇŀǊŜ ƛǘ ǿƛǘƘ ǘƘŜ ŎǳǊǊŜƴǘ ȅŜŀǊΩǎ ǎŀƭŜǎ ŀƴŘ ǇǳǊŎƘŀǎŜǎΦ 

Á Reconcile sales and purchases figures as per VAT returns with the books of accounts, financials etc; 

Á Reconcile the manufacture, sales and purchases and closing stock / details with the excise or income-tax 

returns.  

 

3.3 Clause 4 -  the adjustment to turnover of sales and purchases is based on the entries made in the 

books of account maintained for the year; 

Under Clause 4, the auditor has to certify whether the adjustments to the sales and purchase are based 

on the accounting entries. The auditor has to verify the nature of adjustments made to the sales and 

purchases and ensure only the net sales and purchase figures are disclosed. Such adjustments could be 

in the nature of recognition of sales / purchases and possible differences if any, between financials, 

books and returns filed. It is also possible that in certain cases the turnovers liable to tax under section 7 

of the KVAT Act, 2003 may have to be recognized based on advances received by the dealer. Such 

adjustments ought to be duly reconciled and reported. Hence, in such cases the auditor should adopt 
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suitable checks to ensure that the adjustments to the sales have been carried out in the current year 

and not the following year (and vice versa in case of earlier years). 

 

3.4 Clause 5 - the deductions from the total turnover including deduction on account of sales returns 

claimed in the returns are in conformity with the provisions of the law; 

 

This clause essentially relates to certifying the computation of the taxable turnover of dealer liable to 

value added tax. Under this clause, the auditor has to verify whether the deductions that are claimed by 

the dealer are in conformity with Rule 3(1) and 3(2) of the KVAT Rules, 2005. Attention should be given 

to the fact as to whether deductions towards freight, insurance, etc. are claimed or not since these 

collections are not allowed as a deduction while computing the taxable turnover under the KVAT Act, 

нлло ǳƴƭƛƪŜ ǘƘŜ /ŜƴǘǊŀƭ {ŀƭŜǎ ¢ŀȄ !ŎǘΣ мфрс όΨ/{¢ΩύΦ CǳǊǘƘŜǊΣ ǘƘŜ ŘŜŘǳŎǘƛƻƴ ǘƻǿŀǊŘǎ ŘƛǎŎƻǳƴǘǎ ǎƘƻǳƭŘ ōŜ 

reflected in the tax invoice pertaining to that sale for which tax invoice has been issued and not in 

respect of any other sale or sales. The deduction towards sales returns should be allowed only if the 

goods have been returned within six months from the date of delivery of goods and if they are 

supported by debit / credit notes.  

 

Deductions towards inter-State sales, export sales, high sea sales, outside State sales and stock transfers 

to a place outside State are allowed while computing the taxable turnovers under the KVAT Act, 2003. 

Another issue that needs to be checked here is whether service tax deduction is allowed or not in case 

of composite / works contracts for the purpose of arriving at the taxable turnover. Deductions for dealer 

paying VAT based on MRP for sale of pharmaceutical products should be verified as per Rule 3(3) of the 

KVAT Rules, 2005. 

 

It may be noted that while verifying the said deductions it is imperative for an auditor to 

correspondingly check the validity / authenticity of each of the deductions with the relevant supporting 

documents. In case of deductions relating to sub contractors one may have to verify whether such sub 

contractor is a registered dealer under the KVAT Act, 2003 and whether he is paying taxes regularly.. 
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The issue that arises for consideration is that sales returns in the subsequent year in respect of sales 

ŜŦŦŜŎǘŜŘ ƛƴ ǘƘŜ ŎǳǊǊŜƴǘ ȅŜŀǊ ǿƻǳƭŘ ŘŀǘŜ ōŀŎƪ ǘƻ ǘƘŜ ŀŎǘǳŀƭ ŘŀǘŜ ƻŦ ǎŀƭŜ ŀǎ ǇŜǊ {ǳǇǊŜƳŜ /ƻǳǊǘΩǎ ŘŜŎƛǎƛƻƴ 

in Deputy Commissioner of Sales Tax (Law) Vs Motor Industries Co. [1983] 53 STC 48 (SC) case. However, 

it appears that the provisions of section 30 of the KVAT Act, 2003 appears to nullify the ratio of the said 

judgement and mitigate the hardship of a dealer by permitting the dealer to claim set-off in respect of 

sales returns in the month in which the goods are returned, provided it is returned within the prescribed 

period. Further, it may be noted that, in case purchase returns are effected either within six months or 

otherwise, the dealer is required to reverse / restrict the input tax credit. 

 

3.5 Clause 6 -  the classification of goods sold, rate of tax applicable  and computation of output tax 

and net tax payable as shown in the return is correct; 

Under this clause the auditor has to certify the classification of goods sold, rate of tax and whether the 

computation of input tax / output tax / net tax is as per the provisions of the KVAT Act, 2003. 

Classification of goods is a very wide subject which encompasses interpretation of statutes and 

commodity classification. Normally, commodity classification is a vexed issue and is highly litigated. In 

such a scenario, an auditor has to exercise utmost care while reporting on classification issues. Under 

such circumstances the VAT auditor has to clearly comment, make his observations or remarks in the 

certificate, the basis for his observation or remark, the reliance placed by him on judgements / circulars 

/ notifications / Excise HSN code etc., or the material evidences he has gathered before reporting on the 

classification of goods. Thereafter, the net tax payable also has to be determined correctly.  

 

3.6 Clause 7 - the computation of classification of goods purchased, the amount of input tax paid and 

deductions of input tax credit claimed in the return is correct and in conformity with the provisions of 

law; 

This clause requires the auditor to certify whether the classification of goods purchased is as per KVAT 

Act, 2003. Under the KVAT Act, 2003, there is no specific provision for the purchasing dealer to ensure 

that the selling dealer has classified the goods in accordance with law. For verifying whether the selling 

dealer charges correct tax, the points mentioned under Clause 6 would equally apply. However, even if 

the selling dealer has under or over charged the taxes, the buying dealer would be eligible to claim input 

taxes if taxes are charged in the said tax invoice. However, the VAT Auditor has to ensure that the input 
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tax credit taken by the dealer is only in respect of eligible inputs and in accordance with the provisions 

of the KVAT Act, 2003. The eligibility to input tax deduction should be in accordance with Section 10 of 

the KVAT Act, 2003 and the ineligibility should be determined according to Sections 11, 12, 13, 14 & 17 

read with Fifth Schedule or the relevant notifications to the KVAT Act, 2003 which deal with various 

types of input tax restrictions. 

The KVAT Act, 2003 and the relevant notifications issued there under provides that certain classes of 

registered dealers are required to upload purchases and sales data in the notified departmental website. 

The auditor has to ensure compliance in this regard by requesting the said registered dealer to provide 

for suitable acknowledgements / data uploaded.  

 

3.7 Clause 8 -  the utilization of statutory forms under the KVAT Act , 2003 and the CST Act, 1956 is 

for valid purposes; 

Under this clause, the auditor has to certify whether the various Forms prescribed under the KVAT & CST 

Acts are utilized for valid purposes. For example: the auditor has to verify - whether the goods 

purchased against Form C have been listed in the CST Registration Certificate in Form B of the dealer and 

in conformity with the provisions of section 8 of the CST Act, 1956. That Form F is issued only for a valid 

stock transfer of goods etc.  

 

Similarly, issue of Form F, E-I, E-II, H, I etc., must be thoroughly verified. Further, under the KVAT Act, 

2003 the auditor has to verify whether the Form VAT 505, 140, 145, 156, 158, 161 etc., are utilised for 

valid purposes. These forms pertain to delivery challans in respect of movement of goods, proof of tax 

payments in respect of consignment sales and tax deduction at source respectively. Effective from 

December 15, 2008, certain dealers have to obtain Form VAT 505 / Form C online. Further, from the 

same date the facility of issuing self printed delivery challans in Form VAT 515 appears to have been 

discontinued in respect of such dealers. It may be noted that the electronic methods for obtaining the 

forms has been notified only in respect of certain registered dealers. 

 

3.8 Clause 9 -   Other information given in the returns is correct and complete. 

Under this clause, the auditor has to certify whether all other information in the returns filed by the 

dealer is correct. The relevant clause does not stipulate as to what is the information that needs to be 
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certified under the statute. Experts believe that this clause essentially is a pointer seeking certification in 

respect of matters such as entry tax under the KTEG Act, 1979, special entry tax  under the SET Act, 2004 

and annexure 1, 2 & 3 to Form VAT 100. Information such as the person authorized to sign the return 

etc., should also be verified. 

 

3.9 Summary of additional tax liability or additional refund due to the dealer on audit for the year 

Form VAT 240 provides a table in which the VAT auditor is expected to compile certain information 

relating to the dealers business. However, to analyse the yearly data the VAT auditor has to compile 

information month-wise (i) from the returns filed by the dealers and (ii) from the books of accounts & 

other records as per the provisions of the KVAT Act, 2003 and after comparing the two, state the 

differences, if any.  This table essentially reveals the differences, if any between the returns and the 

report in a summary format. The information to be provided for this table is basically extracts of the 

detailed workings provided in various clauses under Part II of Form VAT 240. 

 

3.10 Attestation of the audit report 

The VAT auditor has to affix his signature under his name (individual member) or trade / partnership 

firm name and state his designation and membership number along with the location / place, etc.  

 

3.11 Attachment to the audit report 

On a plain reading of the Form VAT 240 the dealer is required to enclose copies of Profit and Loss 

account and Balance Sheet.  It is not very clear whether a dealer has to file audited or unaudited copies 

of the said financial statements. Further, in case the dealer has a consolidated Balance Sheet for multi-

State locations, it is advisable that suitable financial statements relating to transactions pertaining to 

Karnataka State be prepared and filed. 

 

4. Section 2 - PART 1 of Form VAT 240 ς General Information 

 

4.1 Clause 1 - Name of the dealer 
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This clause requires the VAT Auditor to verify the Registration Certificate of the dealer issued under the 

KVAT Act, 2003 and mention the name of the dealer as mentioned in the Registration Certificate. It has 

ǘƻ ōŜ ƴƻǘŜŘ ǘƘŀǘ ǘƘŜ άbŀƳŜ ƻŦ ǘƘŜ ŘŜŀƭŜǊέ ŀƴŘ ǘƘŜ ǘǊŀŘŜ ƴŀƳŜ ŀǊŜ ŘƛǎǘƛƴŎǘ ŀƴŘ ǎŜǇŀǊŀǘŜΦ  

 

4.2 Clause 2 - Registration Certificate No. (TIN) 

This clause requires the Tax PayeǊΩǎ LŘŜƴǘƛŦƛŎŀǘƛƻƴ bǳƳōŜǊ ό¢Lbύ ǘƻ ōŜ ŘƛǎŎƭƻǎŜŘΦ ¢ƘŜ ±!¢ ŀǳŘƛǘƻǊ ƛǎ 

required to cross check the said TIN with documents such as Registration Certificate, Tax Invoices, 

Monthly Returns filed etc., 

 

4.3 Clause 3(i) & 3(ii) -  Status of the dealer and If partnership firm, name of all the partners 

This clause requires the status of the dealer to be disclosed. The dealer could be an Individual, 

Proprietorship Concern, Partnership Firm, Company, Trust, HUF, Society, Government Department, etc. 

Sub clause (ii) stipulates that the name of all the Partners in case of a Partnership Firm be disclosed. If 

there is any change in the constitution of the dealer during the year under audit, the same has to be 

mentioned giving details of such change. It is advisable for an Auditor to check / verify whether changes 

in Directorships, Trustees etc., have been suitably intimated to the department within the prescribed 

time limits. 

 

4.4 Clause 4 - Trade name and full address of the principal place of business 

This clause stipulates that the trade name of the dealer is disclosed. In case of a dealer having multiple 

businesses, if the trade name differs, the trade name and full address of the principal place of business 

should be stated.  

 

4.5 Clause 5(i) -  Full address of all additional places of business in the State 

This clause mandates that all the additional places of business within the State has to be disclosed. It 

must be noted that all these addresses should also be mentioned in the registration certificate of the 

dealer.  The VAT auditor must verify whether the dealer has obtained the relevant branch registration 

certificate after payment of the appropriate registration fees. In this scenario the VAT auditor must 

verify whether appropriate Form VAT 3 has been filed within the prescribed time. 

 



P a g e | 166 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

Lƴ ǘŜǊƳǎ ƻŦ  {ŜŎǘƛƻƴ нόноύ ƻŦ ǘƘŜ Y±!¢ !ŎǘΣ нллоΣ ŀ άǇƭŀŎŜ ƻŦ ōǳǎƛƴŜǎǎέ ƛǎ ŘŜŦƛƴŜŘ ǘƻ ƳŜŀƴ ŀƴȅ ǇƭŀŎŜ 

where the purchase or sale  of goods takes place and includes any warehouse, godown or other place 

where the dealer stores or processes goods; any place where a dealer produces or manufactures or 

processes goods; any place where a dealer keeps his accounts including documents and in a case where 

the dealer carries on business through an agent (by whatever name called), the place of business of such 

agent.  It must be noted that branches of dealers having a different TIN must not be included under this 

clause.  

 

4.6 Clause 5(ii) -  Full address of all additional places of business outside the State 

This clause requires that all the places of business outside the State including such additional places of 

business outside India should be disclosed. The definition of place of business is the same as mentioned 

in Clause 5 above. The auditor should check / verify the details under this clause with the relevant VAT 

registration certificates of other States.  

It would be advisable that while verifying the registration details of the additional places of business the 

auditor must verify the data / details relating to additional places of business that have been opened or 

closed during the year. It is advisable to obtain an appropriate management certificate in this regard.  

 

4.7 Clause 6 - Address of any branch or unit in the State having a different registration number (TIN) 

This clause requires disclosure of details of all the places of business for which a separate TIN has been 

issued by the VAT authorities. This could be within the same city or within the State. Under Rule 47 of 

the KVAT Rules, 2005 if the dealer is a Company having more than one place of business, it can apply to 

the Commissioner of Commercial Taxes requesting for a separate TIN for each of place of business. The 

VAT auditor has to verify the registration application, certificates, address and TIN numbers for such 

place of business. 

4.8 Clause 7 - Nature of business (specify whether manufacturer, reseller, works contractor, etc.) 

This clause requires disclosure relating to the nature of business such as manufacturer, reseller, 

wholesaler, retailer, exporter, importer, stockiest, agent, works contractor, lease, service provider or 

any category of business etc. 

 

4.9 Clause 8 ς Description of 10 major goods sold 
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This clause requires disclosure of ten major goods dealt with by the dealer. In cases where it is difficult 

to disclose the 10 major commodities dealt with, the VAT auditor can disclose the major classes of goods 

dealt with by the dealer.  

 

4.10 Clause 9 - Whether opted for composition or not  

Clause 9 mandates that, the auditor has to mention whether the dealer has opted for payment of tax 

under the composition scheme. In case the dealer is carrying on multiple businesses, the businesses for 

which he is registered with the VAT authorities under the composition scheme must be mentioned here. 

In this regard, the VAT auditor should verify the permission granted by the VAT authorities in respect of 

exercise of such option for the composition application. In case the dealer has opted out of payment of 

tax under the composition scheme during the year then the VAT auditor is required to verify the 

relevant application filed by the dealer exercising his option to opt out of the scheme. The consequential 

provisions relating to payment of taxes and filing of final returns etc., must also be verified.  If the dealer 

has switched from regular scheme to composition scheme during the year, the VAT auditor should 

ensure that a new/amended registration certificate is obtained / available with the dealer clearly 

mentioning the nature of business for which the registration is taken and also the effective date of such 

change. 

4.11 Clause 10 - Whether permitted under special accounting scheme or not 

Clause 10 requires the VAT auditor is required to disclose whether he has opted for payment of tax 

under the special accounting scheme. In terms of Section 16 of the KVAT Act, 2003, if the dealer is 

unable to identify each individual sale or its value or rate of tax, then he can apply to the Commissioner 

for payment of tax on such sales based on special accounting methods as per Rule 134 of the KVAT rules, 

2005. This option is available only to retailers who sell taxable goods directly to the customers. Hence, 

under this clause the dealer has to disclose whether the permission for special accounting scheme has 

been granted to him or not. The VAT auditor should also report instances, if any, where permission is 

applied for, by the dealer and rejected by the prescribed authority. 

 

4.12 Clause 11 - Whether availing incentive as a new industrial unit (specify whether 

exemption/deferment) 
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This clause requires the VAT auditor to disclose whether the dealer has availed any tax exemption or 

ŘŜŦŜǊƳŜƴǘ ǳƴŘŜǊ ǘƘŜ YŀǊƴŀǘŀƪŀ {ŀƭŜǎ ¢ŀȄ !ŎǘΣ мфрт όΨY{¢Ωύ ƻǊ ŀƴȅ ƻŦ ǘƘŜ ƛƴŘǳǎǘǊƛŀƭ κ {9½ ǇƻƭƛŎƛŜǎ 

currently in force under the KVAT Act, 2003 or any other commercial tax law. The auditor has to check 

whether the dealer has complied with all the terms and conditions relating to exemption / deferral of 

taxes under the relevant Government Orders / Notifications.  

 

4.13 Clause 12 -Whether registered under the KTEG Act, 1979 and enrolled / registered under the KTPTC & 

E Act, 1976 

Under Clause 12, the registration details of entry tax and profession tax are to be disclosed. In case the 

dealer is already registered under VAT, separate registration is not required under the KTEG Act, 1979. 

In respect of profession tax, the VAT auditor has to verify whether the dealer has been registered / 

enrolled as an employer and as a Dealer. It is imperative to note that the VAT auditor must verify 

whether the dealer has registered all the additional places of business within the State. 

 

4.14 Clause 13 - Books of account maintained 

This clause requires the disclosure of books of accounts maintained by the dealer. The KVAT Act, 2003 

does not specify / prescribe the books of accounts to be maintained and hence the books of accounts 

maintained under other laws such as Income tax, etc. should be acceptable. Such books of accounts 

would be sales book, purchase book, credit note book, Debit note book, out put tax and input tax 

register, Fixed Asset Register, cash book, bank book, general ledger, journal, vouchers etc. However 

Section 31(1) of the KVAT Act, 2003 read with Rule 33 of the KVAT Rules, 2005 requires that every 

registered dealer shall maintain a true and correct account in Hindi, Kannada or English of all the 

purchases, receipts, input taxes, sales, disposals, output taxes, closing stocks, production, manufacture 

and closing stock quantity. Further, this clause does not require the dealer to mention the accounting 

method adopted by the dealer, such as on cash or accrual basis unlike the Income-tax Act, 1961.  

 

4.15 Clause 14 - List of books of account examined 

Under Clause 14, the list of books of accounts examined by the VAT auditor has to be stated. It may be 

noted that the auditor has to mention here all those books of accounts and records examined by him 

whether or not the same is disclosed officially by the dealer based on Clause 13 above.  
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4.16 Clause 15 -Method of valuation of opening and closing stocks 

Under Clause 15, the dealer has to disclose the method of valuation of opening and closing stocks. The 

KVAT Act, 2003 does not prescribe any method of stock valuation. As per Accounting Standard-2 

recommended by the ICAI, the stock valuation is done either at cost or market price whichever is lower. 

It must be noted that the said disclosure must be in line with the method disclosed by the dealer in his 

financial statements. If there is change in the method of stock valuation (opening or closing stock) 

during the year, it is advisable to disclose such a change.  

 

5. Section 3 - PART 2 of Form VAT 240 ς Particulars of turnovers, deductions and payment of tax 

 

5.1 Clause 1 - Total and taxable turnovers 

¢ƘŜ ǘŜǊƳ ά¢ƻǘŀƭ ¢ǳǊƴƻǾŜǊέ ŀƴŘ ά¢ŀȄŀōƭŜ ¢ǳǊƴƻǾŜǊέ ƘŀǾŜ ōŜŜƴ ŘŜŦƛƴŜŘ ǳκǎ нόорύ ŀƴŘ нόопύ ƻŦ ǘƘŜ Y±!¢ 

Act, 2003 respectively. Rule 3 of KVAT Rules, 2005 prescribes the method of determination of total and 

taxable turnovers. A detailed discussion of these provisions can be found in Chapter 2 of this book. It is 

essential for the VAT auditor to compile this information, month-wise or tax period wise in an annexure 

and disclose the aggregate amounts in this column.  

The Total Turnover in terms of section 2(35) of the KVAT Act, 2003 will be different from that of the 

ά¢ƻǘŀƭ ǘǳǊƴƻǾŜǊ ƻǊ ǎŀƭŜǎΩ ŀǎ ǇŜǊ ǘƘŜ ƴƻǊƳŀƭƭȅ ŀŘƻǇǘŜŘ ŀŎŎƻǳƴǘƛƴƎ ǇƻƭƛŎƛŜǎ ƻŦ ǘƘŜ ŘŜŀƭŜǊǎΩ ŦƛƴŀƴŎƛŀƭ 

statements, prepared under Companies Act, 1956 or for purposes of Income Tax Act, 1961.  

For instance the sale / disposal of any fixed assets ς as per KVAT law will form part of the total and 

taxable turnover of the dealer, whereas, the treatment for this transaction in the financial statements 

will be different. It might not form part of trading account and will be only a Balance Sheet item. Hence, 

for the purposes of clarity, it is advised that the VAT auditor gives a reconciliation statement explaining 

the difference between the turnovers.  

 

The VAT auditor has to exercise his knowledge and expertise in arriving at the Total and Taxable 

turnovers under the KVAT Act, 2003 because the turnover as understood under the KVAT Law may be 

ŘƛŦŦŜǊŜƴǘ ŦǊƻƳ ǘƘŜ ŀƳƻǳƴǘǎ ŎǊŜŘƛǘŜŘ ǘƻ άǎŀƭŜǎέ ŀŎŎƻǳƴǘ ōȅ ǘƘŜ ŘŜŀƭŜǊΦ CƻǊ ŜȄŀƳǇƭŜΣ ǘƘŜ ŘŜŀƭŜǊ might 

have credited value added tax or excise duty collected to a separate account in the books of account 
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whereas for the purposes of KVAT law it has to be added to the turnover. Similarly sale of scrap, sale of 

fixed assets, amounts recovered from employees towards goods provided to them free or at subsidized 

rates, etc form a part of the turnover under the KVAT Act, 2003. In case of dealers engaged in works 

contracts, advances received will not form a part of the turnover in the books, but for the purposes of 

VAT laws these advances are part of the total turnover. It has to be borne in mind that even inter-State 

stock transfers not involving transfer of property in goods is deemed to be a part of total turnover under 

the KVAT Act, 2003 

 

The taxable turnover referred to in this clause relates to the taxable turnover as understood u/s 2(34) of 

the KVAT Act, 2003. The taxable turnover under CST Act will be disclosed under Clause 10 of Part II of 

this form. However, the turnover under CST Act, export turnover etc will form part of total turnover, 

ŀƭǘƘƻǳƎƘ ƛǘ ŘƻŜǎ ƴƻǘ ŦƻǊƳ ŀ ǇŀǊǘ ƻŦ ǘƘŜ ŘŜŀƭŜǊΩǎ ǘŀȄŀōƭŜ ǘǳǊƴƻǾŜǊΦ  

 

5.2 Clause 2 - Deductions claimed under the KVAT Act, 2003 (specify in respect of each deduction its 

nature and whether, it is in order and supported by prescribed documents) 

Clause 2 of Form VAT 240 requires that the various deductions claimed including details of each type of 

deduction availed to be mentioned and whether the same are in conformity with the provisions of the 

KVAT Act, 2003. The difference between the total turnover and taxable turnover should be equal to the 

deductions claimed by the dealer under this clause. Under Rule 3(1) & 3(2) of the KVAT Rules, 2005 

various deductions have been prescribed from the total turnover of the dealer in order to arrive at the 

taxable turnover. Some of them are exempt sales, inter-state sales, export sales, stock transfers outside 

the State, discounts allowed, sales returns, purchase returns for purchases made from unregistered 

dealers, tax collected, payment to registered sub-ŎƻƴǘǊŀŎǘƻǊǎΣ ΨƭŀōƻǳǊ ŀƴŘ ƻǘƘŜǊ ƭƛƪŜ ŎƘŀǊƎŜǎέ ƛƴ ǊŜǎǇŜŎǘ 

of works contracts, etc.  Each of the above deductions should be supported by adequate documents, 

bills, payment details, correspondence with customers / suppliers, debit / credit notes etc. For e.g.: In 

respect of direct export sales - ƛƴǾƻƛŎŜǎΣ ǎƘƛǇǇƛƴƎ ōƛƭƭǎ ŀƴŘ ŎǳǎǘƻƳǎ ŎƭŜŀǊŀƴŎŜ ŘƻŎǳƳŜƴǘǎΣ CLw/Ωǎ ǎƘƻǳƭŘ 

be maintained as proof of export.  The deduction under Rule 3(2) of the KVAT Act, 2005 is applicable for 

all types of dealers except such of those dealers who have opted to pay tax based on MRP, such as 

dealers dealing in pharmaceutical products. Rule 3(3) of the KVAT Rules, 2005 prescribes the deductions 
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for pharmaceutical products. The details of deductions to be furnished under this clause should be in 

respect of the deductions claimed under the KVAT Act, 2003 and not in respect of CST Act, 1956.  

 

5.3 Clause 3 - Details of taxable sales within the State 

 

Clause 3 requires a dealer to disclose the details of all taxable sales effected within the State of 

Karnataka. The description of goods, its taxable value, rate of tax and the tax payable for each class of 

goods sold by the dealer should be mentioned. In case the dealer has opted for payment of tax under 

the composition scheme for all or any of the businesses, details of goods covered under the composition 

scheme should be furnished separately. 

Lƴ ǊŜǎǇŜŎǘ ƻŦ ŎƻƴǘǊŀŎǘƻǊǎΩ ǿƘƻ ƘŀǾŜ ƻǇǘŜŘ ŦƻǊ ǇŀȅƳŜƴǘ ƻŦ ǘŀȄŜǎ ǳƴŘŜǊ ǘƘŜ ŎƻƳǇƻǎƛǘƛƻƴ ǎŎƘŜƳŜΣ ǘƘŜ 

ǇƘǊŀǎŜ άǘƻǘŀƭ ŎƻƴǎƛŘŜǊŀǘƛƻƴέ ƳŜŀƴǎ άǘƻǘŀƭ ǘǳǊƴƻǾŜǊέ ƛƴ ǊŜǎǇŜŎǘ ƻŦ ǿƘƛŎƘ ǘƘŜ ŘŜŀƭŜǊ Ƙŀǎ ǊŜŎŜƛǾŜŘ ƳƻƴƛŜǎ 

towards works contract. The deductions from the total consideration viz payments effected to 

registered sub ςŎƻƴǘǊŀŎǘƻǊǎΩ Ŏŀƴ ōŜ ǊŜŦƭŜŎǘŜŘ ƛƴ /ƭŀǳǎŜ н ǊŜƭŀǘƛƴƎ ǘƻ ŘŜŘǳŎǘƛƻƴǎΦ ¢ƘŜ ǘǳǊƴƻǾŜǊ ƻƴ ǿƘƛŎƘ 

tax is liable to be paid by such composite dealer has to be reflected in Clause 3.  

 

5.4 Clause 4 - Details of purchases and receipts 

Under Clause 4, the dealer has to disclose all the purchases and receipts such as imports, inter-State 

purchases, local purchases from registered dealers, local un-registered dealer purchases, inward stock 

transfers from outside the State, etc. Thus, it is advisable that the VAT auditor compiles or collates these 

data month wise / tax period wise in an annexure and discloses the total aggregate amount in this 

clause. As far as possible, a detailed break-up should be furnished: 

 

- Local purchases from registered dealers; 

- Local purchases from unregistered dealers; 

- Within State stock transfers; 

- Interstate stock transfers; 

- Purchases at a concessional rate against Form C; 

       -    Purchases without Form C; 

- In transit inter-state purchase (E 1 purchases) 
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- Purchases against Form H; 

 -   Purchases against Form I; 

        -     Purchases against Form J; 

- Goods received for job work; 

- Goods received for repair; 

- Direct imports; 

- Purchases in the course of import; 

- Purchases by an agent on behalf of the dealer; 

- Purchases by the dealer on behalf of principal; 

- Purchases from composition dealers; 

- Purchases from EOUs; 

- Purchases from SEZs; 

- Purchases Returns 

 

The Purchase and receipt details provided under this clause will have a direct bearing on the 

computation of input taxes that needs to be disclosed in the subsequent clauses.  

 

5.5 Clause 5 - Details of input tax paid on Purchases 

Under Clause 5, the dealer has to disclose the description of goods, its taxable value, and input tax paid 

on its purchases. This essentially means that the details of purchases from registered dealers within the 

{ǘŀǘŜ ŀƭƻƴƎ ǿƛǘƘ ǘƘŜ ƛƴǇǳǘ ǘŀȄ ΨǇŀƛŘΩ κ ΨǇŀȅŀōƭŜΩ ŦƻǊ ŀƭƭ ǇǳǊŎƘŀses have to be disclosed. Thus, even 

purchases on which input tax is not allowed as set-off under the KVAT Act, 2003 are required to be 

disclosed.  

 

5.6 Clause 6 - Details of input tax paid on purchases eligible for deduction(give details of capital goods 

separately and specify whether calculated on the basis of partial rebating formula) 

Under Clause 6, only those purchases which are eligible for input tax deduction or set-off, should be 

disclosed with full details such as description of goods, taxable value, tax rate and tax amount. These 

details should be shown separately for capital goods and non-capital goods. Care should be taken not to 
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disclose goods listed under Fifth Schedule of the KVAT Act, 2003 which are covered under input tax 

restricted category.  

Further, under the KVAT Act, 2003 pro-rata input tax is available as set-off in case common inputs are 

used for manufacturing / trading / exempt as well as taxable goods. Hence, such of those inputs and 

capital goods on which pro-rata credit or partial credit has been availed under the KVAT Act, 2003 

should be disclosed separately.  

5.7 Clause 7 - Details of input tax paid on purchases ineligible for deduction(give details of capital goods  

and special rebate separately and specify whether calculated on the basis of partial rebating formula) 

Under Clause 7, after collating information relating to purchases eligible for set-off, the VAT auditor is 

required to compile information with respect to purchases that are ineligible for set-off of input tax. 

These are essentially goods attracting the provisions of Section 11 of the KVAT Act, 2003, input tax 

restricted goods like the goods listed under Fifth Schedule of the KVAT law, purchases attributable to 

sale or manufacture of exempted goods, certain capital goods not eligible for input tax rebate, purchase 

of goods that are involved directly or indirectly in stock transfers outside the State, purchases of certain 

petroleum products when used in motor vehicles, etc.  

 

With respect to purchases of goods that are directly or indirectly involved / used in the goods stock 

transferred outside the State and also in respect of purchase of certain petroleum products used as fuel 

in the production of taxable goods or any goods for exports or for use in captive generation of power, a 

special rebating provision stipulated in Section 14 of the KVAT Act, 2003 has to be applied. The VAT 

auditor has to ensure that compilation is carried out in such a manner, which will reflect the purchases 

and ineligible input tax paid there on separately. 

This clause also requires a VAT auditor to state separately purchases in respect of which Section 14 ς 

special rebating formula and Section 17 of the KVAT Act, 2003 - partial rebating formula has to be 

applied.  

 

5.8 Clause 8 - Details of input tax deduction claimed on purchases relating to inter-State sales and export 

sales(give details of capital goods  and special rebate separately and specify whether calculated on 

the basis of partial rebating formula) 
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Under Clause 8, input tax on purchases relating to export and inter-state sales have to be disclosed 

separately. Under Section 20 of the KVAT Act, 2003 input tax set-off is available as deductions for inputs 

used in export and inter-State sales. However, it may not always be practical to establish a one-to-one 

co-relation between each purchase and the corresponding inter-State sale or export sale. For e.g.: in 

case of large manufacturing entities, such one-to-one co-relation is practically impossible. The principle 

of tracking of purchase (input tax credit) to sales (output tax) is not required under the KVAT Act, 2003, 

except with regard to URD purchases made and taxes paid under section 3(2) of the KVAT Act, 2003 

since the provision of section 11 entitles a dealer to claim set-off only when such goods are put to use 

(unregistered dealer purchases under section 3(2)).  

 

5.9 Clause 9 - Details of un-adjusted excess input tax credit carried over from the previous year and to the 

next year 

Under Clause 9, the VAT auditor has to verify the input tax of the previous year and that which is carried 

forward to the next year. The VAT auditor has to verify the input tax that is carried forward - on a 

month-on-month basis and verify whether the excess input tax is adjusted within the year or if the same 

is carried forward to the next year. The excess amount carried forward, if any, to the next year should 

tally with the year-end accounts and the returns. 

 

5.10 Clause 10 - Total and taxable turnovers under the CST Act, 1956 

Under Clause 10, the total and taxable turnovers under the CST Act, 1956 has to be disclosed. The term 

ǘƻǘŀƭ ǘǳǊƴƻǾŜǊ Ƙŀǎ ƴƻǘ ōŜŜƴ ŘŜŦƛƴŜŘ ǳƴŘŜǊ ǘƘŜ /{¢ !ŎǘΣ мфрсΦ IƻǿŜǾŜǊΣ ǘƘŜ ǿƻǊŘǎ ΨǎŀƭŜ ǇǊƛŎŜΩΣ ƳŜŀƴǎ 

the amount payable to a dealer as consideration for the sale of any goods, less any cash discount 

according to normal trade practice, but inclusive of any sum charged for anything done by the dealer at 

the time of or before the delivery of goods other than cost of freight or delivery or installation, if they 

ŀǊŜ ǎŜǇŀǊŀǘŜƭȅ ŎƘŀǊƎŜŘ ŦƻǊΦ CǳǊǘƘŜǊΣ ǘƘŜ ǘŜǊƳ ΨǘǳǊƴƻǾŜǊΩ ƳŜŀƴǎ ǘƘŜ ŀƎƎǊŜƎŀǘŜ ǎŀƭŜ ǇǊƛŎŜ ǊŜŎŜƛǾŜŘ ƻǊ 

receivable in respect of inter-State sales and determined according to prescribed rules. There is no 

separate tax computation mechanism under the CST Act, 1956 in order to arrive at the taxable turnover. 

OƴŜ ǿƻǳƭŘ ƘŀǾŜ ǘƻ ǊŜŦŜǊ ǘƻ ǘƘŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ǘƘŜ ǘŜǊƳǎ ΨǎŀƭŜ ǇǊƛŎŜΩ ŀƴŘ ΨǘǳǊƴƻǾŜǊΩ ŀǎ ƳŜƴǘƛƻƴŜŘ ŀōƻǾŜΦ 

CǳǊǘƘŜǊΣ ōŀǎŜŘ ƻƴ {ǳǇǊŜƳŜ /ƻǳǊǘΩǎ ŘŜŎƛǎƛƻƴ ƛƴ ǘƘŜ ŎŀǎŜ ƻŦ aŀƘƛƳtŀǘǊŀƳtǾǘΦ [ǘŘΦ ±ǎ ¦ƴƛƻƴ ƻŦ LƴŘƛŀ ϧ 

Others [2007] 6 VST 248 (SC), the computation of taxable turnover would have to be carried out as 
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applicable under the State sales tax laws. Details in respect of the following sales have to be furnished 

under this clause: 

 

- Local sales within the State; 

- Inter-State sales at a concessional rate against Form C; 

- Inter State sales without  Form C; 

- Subsequent sales commonly referred to as E1 Sales; 

- Interstate sales against Form I;  

- Interstate sales against Form J; 

- Deemed export sales against Form H; 

- Direct Exports; 

- Sales to EOUs; 

- Sales to SEZs; 

- Stock transfers outside the State; 

- Sale of scrap; 

- Sale of fixed assets; 

- Sales returns; 

- Free Samples issued; 

- Goods issued for warranties; 

- Goods sent for Demo purposes; 

- Goods sent for job work; 

- Goods sent for repair and return; 

- Goods sold through consignment agents; 

- Goods lost / destroyed / change in use / captive consumption / theft / fire 

- The deductions specified in clause 11 below have to be deducted from the total turnover above to arrive 

at taxable turnover. Further the details of taxable turnover along with bifurcation of the taxable 

turnover is already provided under clause 12 below 

 

5.11 Clause 11 - Deductions claimed (specify in respect of each deduction  its nature, whether it is in order 

and supported by prescribed documents) 
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Clause 11 requires the VAT auditor to mention the various deductions claimed including details of each 

type of deduction availed and whether the same are in conformity with the provisions of the CST Act, 

1956. The points discussed under Clause 2 of Part 2 of Section 3 above would be equally applicable for 

this clause.  

Various deductions have been prescribed from the total turnover of the dealer in order to determine at 

the taxable turnover. Some of them are exempt sales, export sales, deemed export, stock transfers 

outside the State, discounts allowed, sales returns, CST payable, payment made to registered sub-

ŎƻƴǘǊŀŎǘƻǊǎΣ άƭŀōƻǳǊ ŀƴŘ ƻǘƘŜǊ ƭƛƪŜ ŎƘŀǊƎŜǎέ ŦƻǊ ŜȄŜŎǳǘƛƻƴ ƻŦ ǿƻǊƪǎ ŎƻƴǘǊŀŎǘǎΣ ŜǘŎΦ  5ƻŎǳƳŜƴǘǎΣ ōƛƭƭǎΣ 

payment details, correspondence with customers/suppliers, etc, shall support each of the above 

deductions.  

 

5.12 Clause 12 - Details of taxable sales 

Clause 12 requires the VAT auditor to disclose the details of all taxable inter-state sales. The description, 

taxable value, rate of tax and the tax payable in respect of each class of goods sold by the dealer should 

be mentioned. The total turnover minus the deductions claimed as above should be equal to the taxable 

turnover.  

 

5.13 Clause 13 - If the dealer has opted for composition indicate the type of composition  scheme opted  

and details of the composition amount paid, its rate and the basis 

Clause 13 requires a VAT auditor to disclose whether the dealer has opted for payment of taxes under 

the composition scheme for any of the businesses or in respect of goods sold by him. Under Section 15 

of the KVAT Act, 2003 the dealer has an option to pay a flat rate of tax in lieu of the net tax payable 

under KVAT Act, 2003. Different tax rates have been prescribed for different class of dealers. This is an 

optional scheme and a relatively hassle free scheme of payment of tax subject to fulfillment of certain 

conditions. The dealer has to disclose the type of composition scheme, amount of composition tax, rate 

of tax and the basis of payment of such tax. In this regard, the auditor should examine the relevant 

application filed and the registration certificate granted by the VAT Officer. The auditor should also 

verify whether the dealer has fulfilled all the conditions of the composition scheme on an on-going basis 

apart from the initial conditions, if any. 
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5.14 Clause 14 - Details of returns filed 

Under Clause 14, the VAT auditor has to disclose the due dates of the returns, actual date of filing of the 

monthly and quarterly returns, details of payments of tax, interest, and penalty. There may be cases 

where the dealers would have filed the revised returns within the time permitted u/s 35 (4) of the KVAT 

Act, 2003, in which case the VAT auditor should have to separately mention the details of revised 

returns filed by the dealer. 

 

5.15 Clause 15 - Details of inspection of business premises / books of account of the dealer by departmental 

authorities on inspection / visit 

Clause 15 requires the VAT auditor to disclose any proceeding whether the premises of the dealer or the 

books of accounts / records have been inspected by the tax authorities. The disclosure is required only 

ǿƘŜǊŜ ǘƘŜ ǘŀȄ ŀǳǘƘƻǊƛǘƛŜǎ ƘŀǾŜ ǾƛǎƛǘŜŘ ǘƘŜ ŘŜŀƭŜǊΩǎ ǇǊŜƳƛǎŜǎ ǘƻ ŎŀǊǊȅ ƻǳǘ ƛƴǾŜǎǘƛƎŀǘƛƻƴΣ ǎŜŀǊŎƘΣ ǎŜƛȊǳǊŜ ƻǊ 

departmental audit or for any other purpose. This clause seems to be silent on any other proceedings 

such as notices issued without visits for re-assessments, best judgment assessment, protective 

assessment, rectification of orders, revision orders, check post issues, etc. Details such as name and 

designation of the Officer, date of the visit, additional tax, if any assessed, interest or penalty levied and 

compounding fee collected, if any, has to be disclosed. In the view of the authors any of the above 

referred proceedings which commence or conclude during the audit period should be reported here. If 

any proceeding commences after the audit period but pertains to the audit period, must also be 

reported.  

 

5.16 Note:  As per this note, the trading account and manufacturing account in respect of each class of goods 

(whether taxable or not) has to be furnished along with the Audit Report. Practically it may not be 

possible to prepare the trading account in respect of each class of goods especially for large dealers. In 

such instances as per Authors view the sales and purchases as disclosed in trading and manufacturing 

account can be reflected. Basically, the manufacturing and trading account would include opening stock, 

purchases, direct expenses, sales, and closing stock figures.  

 

Based on the above Trading and Manufacturing Account, accounting ratios on sales and non-sales 

transactions have to be computed and furnished separately. Such ratios could be gross profit ratio, 
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expense ratios, stock turnover ratio, cost of goods sold ratios, material consumption ratios, stock 

transfer ratio, Agent turnover ratio, free samples ratio, etc. Also, whether the ratios should be furnished 

for each tax period or on annualised basis is not specifically mentioned. As commonly understood it has 

to be furnished for the year as a whole.  

 

The second limb of the said note requires - wherever the transactions in the Balance Sheet and Profit 

and Loss account contain details of State transactions which have taken place outside the State, then 

details pertaining to transactions within the State shall have to be suitably computed and declared 

separately. The said manufacturing account / trading account must be prepared relating to such of those 

transactions which occur from / within the State of Karnataka. 

 

6. Section 4 - PART 3 ς Particulars of Declarations and Certificates 

6.1 Clause 1 - Details of sales as commission agent 

Under Clause 1, the VAT auditor is required to disclose the details of sales made by the dealer as a 

commission agent or broker on behalf of its principal. In terms of Section 8 of the KVAT Act, 2003, the 

dealer can claim exemption from payment of tax for sales through an agent subject to the condition that 

the agent is liable to pay tax. The details of such sales and tax paid by the agent thereon are required to 

be furnished in Form VAT 140. Form VAT 140 has to be issued by the agent to his principal. The dealer 

has to disclose the sales value, value as per Form VAT 140, number of Forms filed and balance, if any. 

On a plain reading of the above said clause, one can also interpret that the information sought in the 

said clŀǳǎŜ ƛǎ ŦǊƻƳ ǘƘŜ tǊƛƴŎƛǇŀƭΩǎ Ǉƻƛƴǘ ƻŦ ǾƛŜǿ ŀƴŘ ƴƻǘ ŦǊƻƳ ŀƴ !ƎŜƴǘΩǎ Ǉƻƛƴǘ ƻŦ ǾƛŜǿΦ Lƴ ǘƘƛǎ ǎŎŜƴŀǊƛƻΣ ƛǘ 

advisable for the VAT Auditor to suitably comment based on whether the dealer is an Agent or a 

Principal. 

 

6.2 Clause 2 - Details of purchases as commission agent 

Under Clause 2, the dealer is required to disclose the details of purchases made as a commission agent 

or broker. In terms of Section 11(b) of the KVAT Act, 2003, the agent who purchases goods on behalf of 

a resident principal cannot claim input tax credit. In this regard, the dealer has to submit Form VAT 145 

to his principal as proof of purchases by the agent on behalf of the said principal. The dealer has to 

disclose the purchase value, value as per Form VAT 145, number of forms filed and balance, if any.  
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On a plain reading of the above said clause, one can also interpret that the information sought in the 

ǎŀƛŘ ŎƭŀǳǎŜ ƛǎ ŦǊƻƳ ǘƘŜ tǊƛƴŎƛǇŀƭΩǎ Ǉƻƛƴǘ ƻŦ ǾƛŜǿ ŀƴŘ ƴƻǘ ŦǊƻƳ ŀƴ !ƎŜƴǘΩǎ Ǉƻƛƴǘ ƻŦ ǾƛŜǿΦ Lƴ ǘƘƛǎ ǎŎŜƴŀǊƛƻΣ ƛǘ 

advisable for the VAT Auditor to suitably comment based whether the dealer is an Agent or a Principal. 

 

6.3 Clause 3 - Details of tax deducted at source from the amounts payable to the dealer 

Under Clause 3, the VAT Auditor has to disclose the tax deducted at source by him on various 

transactions. Under KVAT Act, 2003, tax has to be deducted at source in terms of Section 9A, 18 & 18A 

of the KVAT Act, 2003. Section 9A of the KVAT Act, 2003 requires certain Government entities to deduct 

tax at source.  

Section 18 of the KVAT Act, 2003 requires commercial establishments to deduct tax at source on 

canteen payments. Section 18 A of the KVAT Act, 2003 mandates that, tax has to be deducted on 

purchase of specified goods. Details of tax deducted at source to be given in a certificate to the 

deductee in Forms VAT 156 / 158 / 161. The amount involved, tax amount as per the certificate, number 

of forms, balance, if any, etc. are required to be disclosed.  

 

6.4 Clause 4 - (i) Stock of declarations / certificates / delivery notes under the KVAT Act, 2003; and (ii) 

Details of any misuse of forms. 

 

6.5 Clause 5 - (1) Stock of declarations / certificates under the CST Act, 1956; and (2) Details of any misuse 

of C forms 

Under Clause 4 & 5, quantitative details of all the statutory forms, declarations and certificates have to 

be to be given. Details such as opening balance, forms obtained during the year, utilized and closing 

balance has to be furnished in respect of Form VAT 140/145/156/158/161/505, Form C, E1 & E2, F, H. 

Details of misuse, if any, is also required to be given. It is important to note that the dealer would be 

responsible for any loss of revenue arising to the State Government due to any misuse or loss of forms. 

Hence, the VAT auditor should verify the stock of forms, whether the forms were used for the purposes 

of its issue and the closing balance of the forms, etc. The details can be verified from the statutory 

registers, certificates of registration etc., maintained by the dealer under the provisions of the relevant 
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statute. If any additional tax, interest or penalty is payable as a result of misuse or loss of forms, the 

same should be quantified and disclosed along with the nature of misuse.  

 

7. Some general Issues on the format of the audit report 

 

Á There is no separate section / clause to deal with entry tax computation, declaration in Form 40, etc. 

under the provisions of the KTEG Act, 1979; 

Á The audit report does not have introductory paragraphs, responsibility of the management for the 

maintenance of the records, etc. on the lines of the statutory audit report under the Companies Act, 

1956; 

Á There are no separate formats for qualifications, comments, observations, disclosures etc. 

Á Under Part 2 and Part 3, the formats appear very general in which the details have to be furnished. 

There is no separate format for furnishing details for complex transactions such as works contract, 

composition dealers, lease, hire purchase, etc. Each dealer may furnish the details in their own format, 

which could be suitably devised. Ideally details for each type of business should be furnished separately. 

 

1.7. Suggested KVAT Audit Checklist 

KVAT Audit Checklist 

(Advisable to read along with the contents of Chapter 5) 

 

/ƭƛŜƴǘΩǎ bŀƳŜΧΧΧΧΦ 

!ŎŎƻǳƴǘƛƴƎ ¸ŜŀǊΧΧΧΧΦ 

 

  Checke

d By 

Yes No N.

A 

Remarks 

1 VAT Registration Certificate      

1.1 Have you checked the registration details  of:       

 i. Head office      

 ii. Branch      

 iii. Sister Concerns      
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 iv. Factory/Warehouse/Godown      

1.2 Whether Name Board is displayed at the 

entrance of business including 

godowns/Branches 

     

1.3 Whether Registration certificate under CST 

law is verified 

     

1.4 Whether Registration certificate under Entry 

Tax law is verified (It may not be required if 

VAT Registration certificate is available) 

     

1.5 Whether Registration certificate under 

Professional Tax (Employer and Employee) is 

verified 

     

1.6 Whether proof of payment of renewal fees 

verified 

     

1.7 Change in the registration details intimated in 

Form VAT 2 

     

1.8 Obtain the copy of Registration Certificate for 

KVAT, CST 

     

1.9  Any change in Status of dealer and nature of 

business/ Additional place of business (VAT 3, 

VAT 4 and VAT 5) 

     

1.10 Address of Branch with different TIN/ Goods 

sold intimated in Application form 

     

1.11 Whether previous year VAT audit report has 

been verified. 

     

2 General yardsticks for verification of sales      

2.1 Vouching includes the following:       

 Verification of the Tax Invoice or Bill of sale 

issued containing:  
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 i. Name, address and TIN of the seller      

 ii. Name, address and TIN of the Buyer      

 iii. Date, Serial No, Rate of tax      

 iv. Description of goods, quantity, value      

 v. Authorized Signatory      

2.2 Prepare the list of products dealt by the dealer      

2.3 Have you checked correctness of Sales/Tax 

Invoice /Bill of sale with: 

     

 i. Sales Register      

 ii. Monthly Return (VAT 100)      

2.4 Whether the Tax Invoice/Bill of sale is 

cancelled for genuine reasons, if any. 

     

     Name of party      

 Details where applicable      

2.5 What are the supporting documents attached 

to Tax Invoice / Bill of sale and whether Tax 

invoice is issued within the prescribed time  

     

2.6 Whether the goods are returned within the 

prescribed time and the credit note is issued 

to the party disclosing the tax component and 

the same is disclosed in the monthly return 

     

2.7 IŀǾŜ ȅƻǳ ǘŜǎǘ ŎƘŜŎƪŜŘ ǎǳŎŎŜŜŘƛƴƎ ȅŜŀǊΩǎ 

Invoices to ensure that no transaction relating 

to current year is recorded in the succeeding 

year. 

     

2.8 Have you made a list of items (months not 

vouched) remaining un-ticked after your 

vouching is complete. 

     

3 Stock Transfer       
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3.1 Have you checked the stock transfer to the 

branch or to the agent outside the State and 

within the State 

     

3.2 Are there any entries showing consignment 

transfer in books of accounts and whether 

they are declared in the Monthly Return 

(original/revised) which are to be filed with 

the department. 

     

3.3 Have you made a list of stock transfer for 

which Form F is not issued 

     

3.4 Are there any sales through an agent within 

Karnataka and outside Karnataka and any 

stock transfer made to Agents 

     

3.5 Are all stock Inwards recorded in the books of 

Accounts and monthly return filed with the 

department 

     

3.6 Have you checked any goods are sent for job 

work within the state and returned with 

supporting documents 

     

4 Inter-State sales      

4.1 Have you checked Interstate sales summaries 

in the VAT return (Original/Revised) 

     

4.2 Have you checked interstate sale against Form 

C, without Form C, Form E1, Form H and 

export sale with the returns filed 

     

4.3

  

Have you checked sale of capital goods and 

the VAT charged and check whether they are 

included in the Books of Accounts 

     

4.4 Have you checked statutory Forms  for       
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 i. Stock transfer      

 ii. Interstate sale against C form/D form      

 iii. E-1 /E-2 forms      

 iv. Any other forms      

4.5 Have you checked that statutory forms are 

issued for valid purposes as listed in the 

Registration Certificate and issued in 

accordance with the CST law. 

     

4.6 Have you checked the relevant statutory Form 

Issue register 

     

4.7 Have you correlated statutory forms with the 

Interstate sales declared in the books of 

Accounts 

     

4.8 Have you checked for any misclassification of 

sales like interstate sales declared as stock 

transfer 

     

4.9 Have you checked for any goods sent for job 

work outside the state 

     

4.10 Have you checked calculations of CST payable 

with reference to provisions of Central Sales 

Tax Act 1956 

     

4.11 Have you checked regular payments of CST 

payable with the books of accounts and VAT 

return 

     

4.12 Have you checked for any inter-State sales 

return declared in the books of accounts and 

VAT returns and for any credit note issued 

     

5 KVAT collections and payment verification      

5.1 Have you checked whether tax collected is      



P a g e | 185 

 

Notes: éééééééééééééééééééééééééééééééééééé 

 éééééééééééééééééééééééééééééééééééé 

K-VAT/ CST Training ù Capacity Building Program  Hiregange Academy , Bangalore.  
 

paid within the prescribed time as per KVAT 

law  

5.2 Have you checked balances of output tax 

payable to ensure that it is paid and it matches 

with the amount declared in the VAT return  

as output tax payable 

     

5.3 Is there any incident of unregistered dealer 

purchase where the output tax is payable at 

the regular VAT rate. 

     

5.4 Have you traced any unregistered dealer  

purchase forming part of the direct expenses 

     

5.5 Have you checked journal entries for tracing 

summaries wherever required e.g. Output tax 

payable, payment of tax, etc. 

 

     

5.6 Have you checked VAT payable reconciliation 

statement with the Taxable Turnover at 

different rates in the Monthly Return and with 

the Books of Accounts 

     

5.7                                                                                                                                                                                                                                      

 

 

Have you checked entries with respect tax 

collected and output tax payable and reasons 

for any difference  

     

5.8 Have you checked the rate of tax as per 

schedule and if any notifications are applicable  

     

5.9 Have you checked the tax collected with the 

Revised Returns / Monthly Returns and 

ensured that they are reflected in the books of 

accounts  

     

6 Input tax credit allowable and not allowable 

verifications 
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6.1 Have you checked the input tax credit with 

invoices from vendors 

     

6.2 Have you checked entries in purchase records 

for input tax and reconciled with Invoices from 

the parties  

     

6.3 Have you checked the purchase records with 

Monthly return (Original and Revised) and 

ascertained reasons for variations, if any 

     

6.4 Have you made a list of restricted input tax 

credit items as per the Fifth Schedule of the 

KVAT Act, 2003 

     

6.5 Have you tallied monthly return with Input tax 

credit receivable, if any  

     

6.6 Have you reconciled tax collections with 

payments and transfer of the balance to 

appropriate accounts 

     

6.7 Have you checked adjustment of tax set-off by 

relevant journal entries 

     

6.8 Have you computed input tax credit 

deductible and non deductible as per special 

rebate and partial rebate formula 

     

6.9 Is there any pre registration purchase credit      

6.10 Any carry forward of input tax credit of 

previous years 

     

6.11 Any input tax credit adjusted against CST 

payable/ Entry tax payable 

     

   6.12 Any input tax credit on capital goods       

6.13 Any Input tax credit on Agent purchase      

6.14 Any Reversal of input tax credit for the goods      
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sent for job work 

7 Purchases, Purchases return & Debit notes 

verifications 

     

7.1 Have you checked purchase Invoice/ delivery 

challans with purchase register 

     

7.2 Have you checked purchases with the Monthly 

return (Original/Revised) 

     

7.3 Have you checked whether any input tax is 

added to the cost of purchase where input tax 

credit is not allowable 

     

7.4 Have you made a list of purchase invoices for 

which there are no corresponding entries in 

purchase records and VAT return 

     

7.5 Have you checked that purchases are 

classified between Local, Inter-State, Imports 

etc. Also the inter-State purchases are 

classified against Form C and without Form C 

and any Imports  

     

7.6 Have you ensured that purchases include 

purchase of consumables where the input tax 

is classified and Input tax credit is availed on 

such consumables.  

     

7.7 Have you checked that purchases of capital 

goods are booked as fixed assets and the VAT 

is paid thereon. Have you checked Assets 

which have depreciated 100%. 

     

7.8 Have you checked sale / deletion of fixed 

assets 

 

     

8 Total and Taxable Turnover (regular/      
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composition) 

8.1 Have the total turnover is computed as per 

Rule 3 of the KVAT Rules ς separately 

prepared under KVAT and CST laws 

     

8.2 Have the deductions been claimed as specified 

in Rule 3 like discounts, labour and other like 

charges , etc. Are discounts claimed under the 

KVAT law reflected in the invoices 

     

8.3 Has the taxable turnover being computed as 

per Rule 3 ( Total Turnover less deductions) 

     

8.4 Is the taxable turnover classified rate wise       

8.5 Whether total turnover is computed 

separately for composition works contractor 

as per Notification and section 15 of the KVAT 

Act, 2003 

     

8.6 Whether deductions for composition works 

contractor is claimed as per section 15(5) of 

the KVAT Act like interstate purchase, sub 

contractor payments, etc 

     

9 Maintenance of Books of Accounts      

9.1. Whether books of accounts are maintained as 

specified in section 31 and Rule 33  

     

9.2 Whether books of accounts are maintained 

electronically. Any specific software is used 

and informed to the department 

     

9.3 Whether statutory forms /TDS certificates 

registers maintained and duly checked 

     

9.4 Whether the unit is enjoying the industrial 

exemption scheme and if yes whether 
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certificate and Notification is verified   

9.5 Whether the special accounting scheme has 

been applied  and if  yes then copy of the 

commissioner permission (For retailers)   

     

9.6 Whether the agreements in case of civil works 

contractor are filed with the department as 

specified in section 31(6) of KVAT Act.  

     

9.7 Is the dealer required to update the 

departmental website, has he done so 

     

9.8 Have you obtained the relevant copies of 

Memorandum and Articles of Association, 

Partnership deed etc.  

     

9.9 Have you obtained the copies of Financial 

Statements, Monthly return (Form VAT 100), 

Professional Tax returns etc. 

     

9.10 In case of a composite dealer engaged in 

works contract: 

     

 (a) Copies of relevant bank pass books and other 

records / books maintained 

(b) Copies of relevant IT Returns / Form 16A (TDS 

certificate under Income Tax Act) 

     

10 General      

10.1 Whether reliance is placed on any 

notifications / clarifications / advance ruling / 

judgement in respect of rate of tax charged 

and collected 

     

10.2 Have you checked for any adverse reports 

issued by Internal / Statutory auditors 

     

10.3 Have you checked for any adverse reports in      
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the previous year 

10.4 Have you checked that assessment orders / 

appeal orders / notices issued by the 

department, if any. 

     

10.5 Is there any judicial pronouncement that could 

be applicable to the dealer 

     

10.6 Have you discussed any adverse issues arising 

out of the audit with the client 

     

10.6 Have you taken the letter of appointment / 

issued the letter of acceptance of audit 

     

10.7 Have you come across any unusual 

transactions 

 

     

10.8 Have you checked miscellaneous receipts / 

other income 

     

10.9 Have you come across any huge or unusual 

sales / purchases / tax credits / tax payments 

etc 

     

10.10 Comments on internal controls, periodicity of 

updation of accounts / records etc 

     

10.11 Comments on general awareness of tax laws 

of the staff etc., 

     

10.12 Whether the dealer has availed the facility of 

digital signature 

     

10.13  Others if any ς specify      

 

Place:      Reviewed by - Manager / Partner / Proprietor 

Date:        

Annexure-1 ς Format of Form VAT 240 

FORM VAT 240 
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[See rule 34(3)]  

AUDITED STATEMENT OF ACCOUNTS UNDER SECTION  

31(4) OF THE KVAT ACT, 2003 

----------- 

CERTIFICATE 

Certified that I / we being a Chartered Accountant / Cost Accountant / Tax Practitioner have audited the 

accounts of .............. (Name and address of the dealer) having registration No. (TIN) ........... for the year 

ending ............ and that subject to my / our observations and comments about non-compliance, short 

comings and deficiencies in the returns filed by the dealer, as given in the attached report,  

1) the books of account and other related records and registers maintained by the dealer are sufficient for 

the verification of the correctness and completeness of the returns filed for the year;  

2) the total turnover of sales declared in the returns include all the sales effected during the year;  

3) the total turnover of purchases declared in the returns include all the purchases made during the year;  

4) the adjustment to turnover of sales and purchases is based on the entries made in the books of account 

maintained for the year;  

5) the deductions from the total turnover including deduction on account of sales returns claimed in the 

returns are in conformity with the provisions of the law;  

6) the classification of goods sold, rate of tax applicable and computation of output tax and net tax payable 

as shown in the return is correct;  

7) the computation of classification of goods purchased, the amount of input tax paid and deductions of 

input tax credit claimed in the return is correct and in conformity with the provisions of law;  

8) the utilization of statutory forms under the KVAT Act ,2003 and the CST Act,1956 is for valid purposes; 

and  

9) other information given in the returns is correct and complete.  

Summary of the additional tax liability or additional refund due to the dealer on audit for the year are as 

follows:-  

Sl. No.  Particulars  Amount as 

per return  

(in Rs.)  

Correct 

amount 

determined 

on audit  

Difference  

(in Rs.)  
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(in Rs.)  

1  Output tax payable under the KVAT Act, 2003           

2  Input tax deduction claimed under Section 10           

3  Ineligible input tax deduction under Section 11           

4  Refund of excess input tax credit claimed in the 

return  

         

5  Any other item (specify)           

6  Tax payable under the CST Act, 1956           

Place:  Signature  

Date:  Name  

   Enrollment / Membership No......  

Enclosures:  

(1) Copies of Profit and Loss account and Balance Sheet  

(2) Audit Report in Parts 1, 2 and 3  

----------  

 

PART-1 

GENERAL INFORMATION 

1  Name of the dealer     

2  Registration Certificate No. (TIN)     

3  (i)Status of the dealer (specify whether proprietor, etc.)  

(ii)If partnership firm, name of all the partners  

   

4  Trade name and full address of the principal place of business     

5  (i)Full address of all additional places of business in the State  

(ii)Full address of all additional places of business outside the State  
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6  Address of any branch or unit in the State having a different registration number 

(TIN)  

   

7  Nature of business (specify whether manufacturer, reseller, works contractor, etc.)     

8  Description of 10 major goods sold     

9  Whether opted for composition or not     

10  Whether permitted under special accounting scheme or not     

11  Whether availing incentive as a new industrial unit(specify whether 

exemption/deferment)  

   

12  Whether registered under the KTEG Act, 1979 and enrolled / registered under the 

KTPTC & E Act, 1976  

   

13  Books of account maintained     

14  List of books of account examined     

15  Method of valuation of opening and closing stocks     

 

PART .. 2 

PARTICULARS OF TURNOVERS, DEDUCTIONS AND PAYMENT OF TAX 

1  Total and taxable turnovers     

2  Deductions claimed under the KVAT 

Act, 2003 (specify in respect of each 

deduction its nature and whether, it is 

in order and supported by prescribed 

documents)  

   

3  Details of taxable sales within the State  Description 

of goods  

Taxable 

turnover  

Rate of tax  Tax payable  
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4  Details of purchases and receipts  Total value of purchases and receipts:  

Imports :  

Inter-state purchase :  

Inter-state stock transfer :  

Purchases from registered dealers  

within the State :  

Purchases from un-registered dealers  

within the State :  

5  Details of input tax paid on purchases:  Description 

of goods  

Taxable 

turnover  

Rate of tax  Tax payable  

   

6  Details of input tax paid on purchases 

eligible for deduction(give details of 

capital goods separately and specify 

whether calculated on the basis of 

partial rebating formula)  

Description 

of goods  

Taxable 

turnover  

Rate of tax  Tax 

paya

ble  

   

7  Details of input tax paid on purchases 

ineligible for deduction(give details of 

capital goods and special rebate 

separately and specify whether 

calculated on the basis of partial 

rebating formula)  

Description 

of goods  

Taxable 

turnover  

Rate of tax  Tax 

paya

ble  

   

8  Details of input tax deduction claimed on 

purchases relating to inter-State sales 

and export sales(give details of capital 

goods and special rebate separately and 

specify whether calculated on the basis 

of partial rebating formula)  

   

9  Details of un-adjusted excess input tax    
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credit carried over from the previous 

year and to the next year  

10  Total and taxable turnovers under the 

CST Act, 1956  

   

11  Deductions claimed (specify in respect of 

each deduction its nature, whether it is 

in order and supported by prescribed 

documents)  

   

12  Details of taxable sales  Description 

of goods  

Taxable 

turnover  

Rate of tax  Tax 

paya

ble  

   

13  If the dealer has opted for composition 

indicate the type of composition scheme 

opted and details of the composition 

amount paid, its rate and the basis  

   

14     

   14.1  Details of 

returns 

filed  

Month/Qu

arter  

Due Date  Date of 

filing  

Tax paid  Date of 

payment 

of tax  

Penalty 

paid  

Interest 

paid  

14.2  Details of 

revised 

returns 

filed  

Month/Qu

arter  

Due Date  Date of 

filing  

Tax paid  Date of 

payment 

of tax  

Penalty 

paid  

Interest 

paid  

   

15  Details of inspection of the business 

premises / books of account of the 

dealer by departmental authorities on 

Date of 

visit 

/Inspecti

Designati

on of the 

Officer  

Addition

al tax 

assessed  

Penalty 

levied  

CF 

collec

ted  
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inspection / visit  on  

 

 

Note: Trading account in respect of each class of goods and manufacturing account in respect of each 

class of goods (whether taxable or not) along with accounting ratios on sales and other non-sale 

transactions has to be furnished separately. Wherever the Profit and Loss Account and Balance Sheet 

contain the details of transactions made outside the State, then the details relating to transactions 

within the State shall be suitably computed and declared separately.  

PART .. 3 

PARTICULARS OF DECLARATIONS AND CERTIFICATES 

1  Details of 

sales as 

commission 

agent  

Total Amount  Amount covered by 

Form VAT 140  

No. of forms 

filed  

Bala

nce  

   

2  Details of 

purchases as 

commission 

agent  

Total Amount  Amount covered by 

Form VAT 145  

No. of forms 

filed  

Bala

nce  

   

3  Details of tax 

deducted at 

source from 

the amounts 

payable to the 

dealer  

Total Amount  Amount covered 

by Form VAT 

156/158 / 161  

No. of forms filed  Balance  

   

4  (i)Stock of 

declarations / 

certificates / 

delivery notes 

under the 

Form VAT 

140  

Form VAT 

145  

Form VAT 

156  

Form VAT 

158  

Form VAT 

161  

Form VAT 

505  
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KVAT Act, 

2003.  

Opening Stock  

Forms 

obtained 

during the year 

from CTD  

Forms utilized 

during the year  

Loss, if any  

Closing 

Balance  

(ii)Details of 

any misuse of 

forms  

5  (1)Stock of 

declarations / 

certificates 

under the CST 

Act, 1956.  

Opening Stock  

Forms 

obtained 

during the year 

from CTD  

Forms utilized 

during the year  

Loss, if any  

Closing 

Balance  

Form C  Form EI  Form EII  Form F  Form H  
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(2) Details of 

any misuse of 

C Forms  

Number  Amount of purchase 

involved  

Nature of misuse  

   

The above audit report enclosed to my / our certificate is true and correct.  

Place:  Signature  

Date:  Name  
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ASSESSMENT UNDER KARNATAKA VALUE ADDED TAX ACT, 2003 

Dr B V Murali Krishna 

 

Development of a State depends on the health of the economy. One of the key indicators of 

good governance is ease of doing business with utmost compliance to the tax laws by the citizens.   

A tax is a financial charge or other levy imposed upon a taxpayer either on an individual or legal entity 

by a state.  Failure to pay, or evasion of or resistance to collection or non-compliance is punishable by 

law. Money provided by taxation has been used by States and their functional equivalents throughout 

history to carry out many functions. Some of these include expenditures on war, the enforcement 

of law and public order, infrastructure  such as roads, public works, social engineering, subsidies, and 

the operation of government itself. Most taxes are based on the principle that the receiver of taxes 

(inland revenue, for example) has the right to assess the tax liability, and demand the 

assessed amount from the taxpayer.www.businessdictionary.com. 

Lƴ ǘƘƛǎ ōŀŎƪƎǊƻǳƴŘ ΨŀǎǎŜǎǎƳŜƴǘΩ ƻŦ ǘŀȄ ŜƛǘƘŜǊ ōȅ ǘƘŜ ǘŀȄ ǇŀȅŜǊ ƻǊ ŀ ǘŀȄ ŎƻƭƭŜŎǘƻǊ Ƙŀǎ ŀ ƳŀƧƻǊ ǊƻƭŜ 

to play to know whether the levies are correctly assessed or not. Sovereign has right to determine 

nature of assessment to be made for the levies to be as per the prescriptions of law. 

 

Thus assessment is Official evaluation of Books of accounts of an organisation to know the 

correctness of Tax liability. There is no Structured Definitƛƻƴ ƻŦ ŀǎǎŜǎǎƳŜƴǘ ƛƴ Y±!¢ !Ŏǘ ƻǊ /{¢ !ŎǘΦά¢ƘŜ 

purpose of the assessment proceedings before the taxing authorities is to assess correctly the tax 

ƭƛŀōƛƭƛǘȅ ƻŦ ŀƴ ŀǎǎŜǎǎŜŜ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ƭŀǿΦέ    

 Karnataka Value Added Tax, 2003 is in forcesince 1st   of April 2005 in the State of Karnataka. The 

Act has replaced then existed Karnataka Sales Tax Act, 1957 bringing in transparency and accountability 

in commodity taxation.  Statement of objects and reasons points to the objective of new legislation 

which provided for promotion of voluntary compliance by acceptance of returns filed by the dealers on 

self-assessment basis and for scrutiny of books of accounts only in selected cases.   

One more objective which is a clear departure from the earlier tax law is with regard to penalties for 

offences.  Discretionary penalties are replaced by non-discretionary automatic penalty for offences of 

non-compliance and contravention of various provisions of law.   New law ensured voluntary compliance 

http://en.wikipedia.org/wiki/Legal_person
http://en.wikipedia.org/wiki/Law
http://en.wikipedia.org/wiki/Public_order
http://en.wikipedia.org/wiki/Road
http://en.wikipedia.org/wiki/Public_works
http://en.wikipedia.org/wiki/Social_engineering_(political_science)
http://www.businessdictionary.com/definition/principle.html
http://www.businessdictionary.com/definition/receiver.html
http://www.businessdictionary.com/definition/inland-revenue.html
http://www.businessdictionary.com/definition/right.html
http://www.businessdictionary.com/definition/tax-liability.html
http://www.businessdictionary.com/definition/demand.html
http://www.businessdictionary.com/definition/amount.html
http://www.businessdictionary.com/definition/taxpayer.html
http://www.businessdictionary.com/
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with non-discretionary penalties.  Assessment of tax plays an important role in this context since self-

assessment scheme of assessment requires microscopic examination of compliance to the tax law in 

selected cases or areas. 

 

Section 2(5) of the KVAT Act, 2003 defines assessment as follow: 

(5) ά!ǎǎŜǎǎƳŜƴǘέ means an assessment made or deemed to have been made under this Act and 

includes re-assessment. 

 

The  deemed assessment is dealt under section 38 and re-assessment under section 39, and 

they are subject to Section 40 with respect to period of limitation for assessment of the KVAT Act, 2003. 

 

¢Ƙƛǎ ŘŜŦƛƴƛǘƛƻƴ  ƻŦ ά!ǎǎŜǎǎƳŜƴǘέ ǘƘǊƻǿǎ ŀ ōǊƻŀŘŜǊ ǇŀǊŀƳŜǘŜǊ ǘƻ ǎŀȅ ǘƘŀǘ ƛǘ ƛǎ ŀƴ ŀǎǎŜǎǎƳŜƴǘ 

made under the provisions of Act including re-assessment. The criteria for the selection of cases for 

assessment or re-assessment is to be drawn from the objective wherein it is stated that assessment is 

taken up in only selected cases.  However, the present Act  has given  the powers to the Commissioner 

ƻŦ /ƻƳƳŜǊŎƛŀƭ ¢ŀȄŜǎ ǘƻ ǇƛŎƪ ǳǇ ǘƘŜ ŎŀǎŜǎ ŦƻǊ ΨŀǎǎŜǎǎƳŜƴǘΩ ŀƴŘ ǘƻ ǇǊŜǎŎǊƛōŜ ǘƘŜ ΨŀǳǘƘƻǊƛǘƛŜǎΩ ǘƻ ƳŀƪŜ 

ǎǳŎƘ ŀǎǎŜǎǎƳŜƴǘǎ ŀƴŘ ŀƭǎƻ ŜƳǇƻǿŜǊǎ ǘƘŜ /ƻƳƳƛǎǎƛƻƴŜǊ ǘƻ ŘŜǘŜǊƳƛƴŜ ǿƘƻ ŀǊŜ ǘƘŜ ΨǇǊŜǎŎǊƛōŜŘ 

ŀǳǘƘƻǊƛǘƛŜǎΩ ǘƻ ǊŜ-assessments also.  

All the returns filed under the provisions of the KVAT Act are deemed to have been assessed to 

tax based on the returns filed by the dealer as prescribed under section 35 of the Act except in cases 

where the Commissioner can notify the dealer of any requirement of production of accounts before the 

prescribed authority in support of a return filed for any period.  Thus section 38(1) of the Act, throws the 

ǎŎƘŜƳŜ ƻŦ ΨǎŜƭŦ-ŀǎǎŜǎǎƳŜƴǘΩ ŀƴŘ ΨŀǎǎŜǎǎƳŜƴǘΩΦ hƴƭȅ ǘƘŜ /ƻƳƳƛǎǎƛƻƴŜǊ Ƙŀǎ ǘƘŜ ŀǳǘƘƻǊƛǘȅ ƻǊ ǘƘŜ ǇƻǿŜǊ ǘƻ 

nullify the self-assessment status of returns of a dealer.   

All the cases notified through Notification loses the characteristic of self-assessment and the prescribed 

authorities has to satisfy himself as to the returns filed by the dealer is correct and complete. The words 

used in the section 38(1)(a) stipulates that the prescribed authority has to satisfy himself as to the 

ǊŜǘǳǊƴǎ ŦƛƭŜŘ ŀǊŜ ΨŎƻǊǊŜŎǘ ŀƴŘ ŎƻƳǇƭŜǘŜΩΦ ¢Ƙǳǎ ǘƘŜ ŀǎǎŜǎǎƳŜƴǘ ƛǎ ƛƴ ǘƻǘŀƭƛǘȅ ƴƻǘ ǇƛŜŎŜ-meal verification. 

Section 39 of the Act, provides for re-assessment of the returns filed by the dealers. All the returns filed 

under section 38(1) of the Act, gets re-opened for re-assessment if the authority prescribed by the 
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commissioner hasgrounds to believe that such returns furnished which are deemed assessed or the 

cases notified cases which arenotified by the Commissioner under section 38(1) for assessment and if 

there are grounds believe that such assessments have understatement of tax liabilities can be re-opened 

for re-assessment under section 39(1) of the Act.  In sum and substance all the cases are always subject 

to re-assessment under this provision. But there is no cent percent re-assessment but only in cases 

where there are grounds to believe understatement of correct tax liabilities declared by the dealer or as 

assessed by the prescribed authorities.  

While making re-assessments under the provisions of the Act, the authorities will re-assess to 

their best of judgment the additional tax payable. 

Thus the prescription of the law is to determine the additional tax payable not to re-assess the whole 

ambit of transactions which may have been wrongly assessed by the dealers leading to wrong 

assessment by them resulting in excess payment of taxes.  The prescribed authority has no role or the 

mandate to disturb such wrongly assessed excess tax paid by the dealers.  As per the scheme of the Act 

all the returns gets finality after completion of six months. As of section 35(4) of the Act, the dealers are 

empowered to correct the mistakes of excess payment of taxes, less claim of input tax credit or excess 

taxable turnover declared which is prejudicial to the dealer and any other omissions can be re-assessed   

by themselves through revised returns. There is woǊŘ ǳǎŜŘ ΨǊŜ-ŀǎǎŜǎǎƳŜƴǘΩ ŦƻǊ ǊŜǾƛǎƛƻƴ ƻŦ ǊŜǘǳǊƴǎ ōǳǘ  

by providing revisional option to the dealers the law has ensured fair play  taking into account all the 

practical situations of trade and industry allowing them to revise the returns if it is detrimental to their 

interest.   

 

Thus any loss or any disadvantages noticed towards the dealers by the prescribed authorities which do 

not yield additional taxes, the authorities are not empowered to disturb such transactions.  Earlier 

legislations being annual assessments which were compulsory in nature had the advantage of making 

good whatever the lapses noticed till the assessments are completed.  Even several judgments have 

upheld the rights of the dealers to protect their interest till the assessments are completed. ¢ƘŜ IƻƴΩōƭŜ 

High Court of Mysore in the case of GiridharlalParasmal Vs State of Mysore (1967) 20 STC (Mys.) has 

held that the duty of the assessing officers is not merely to impose tax that is lawfully exigible but also to 

give to the assesses the benefit of any reduction or exemption that may become due to them upon facts 

actually found to be true by the assessing authorities whether or not the assessee, out of ignorance or 
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ōȅ ƳƛǎǘŀƪŜΣ ƳŀƪŜǎ ŎƭŀƛƳ ǘƘŜǊŜǘƻΦ ¢ƘŜ IƻƴΩōƭŜ YŀǊƴŀǘŀƪŀ !ǇǇŜƭƭŀǘŜ ¢Ǌƛōǳƴŀƭ ƛƴ the case of M/s Texport 

Overseas (P) Ltd., Vs. the State of Karnataka [STA No. 1381/08 dated 22nd Sep 2010] has held that once 

ǘƘŜ ǘŀȄ Ƙŀǎ ōŜŜƴ ǇŀƛŘ ǘƘŜ ǇŀǊǘȅ ǎƘƻǳƭŘƴΩǘ ōŜ ŀǎƪŜŘ ǘƻ Ǉŀȅ ǘƘŜ ǘŀȄ ŀƎŀƛƴ ǿƛǘƘƻǳǘ ƎƛǾƛƴƎ ǘƘŜ ƛƴǇǳǘ ŎǊŜŘƛǘ 

when the books of accounts are depicting the true picture. In the case of M/s. New consolidated 

company limited, Bangalore vs. State of Karnataka 2011 (71) Kar. LJ.60 (Tri.) (DB) also it is held that 

when the assessee has maintained books of accounts and deductions claimed can be ascertained, and 

then the taxable receipts shall be determined by allowing the deductions as per the books of accounts.  

In the case of V.Ramachandra Bhat vs The State of Mysore,(1970)25STC 370(Mys). It is held as follow: 

It is clear from the above decision that once the accounts relating to sales turnover are accepted as 

correct and supported by vouchers, it is not open to an authority to reject the accounts unless he finds 

that those accounts are defective in one or more ascertained particulars, such as, certain sales being not 

vouched for and noted in the accounts. In other words, once such accounts are accepted, it is not open 

to the authority to reject them on the ground that certain purchases were not supported by vouchers 

and that the quantum of sales fell below the test prescribed by the working rule mentioned above. 

For the above reasons, the authorities were not justified in rejecting the sales turnover returned by the 

assessee. We, therefore, set aside the order of assessment made against the petitioner and direct the 

Commercial Tax Officer concerned to re-compute the tax payable by the assessee on the basis of the 

sales turnover. 

In the working of VAT scenario the dealers were under the mould of the earlier legislation have wrongly 

assessed the returns and found that it was to their disadvantage particularly in the area of claim of input 

tax credit and wrong exemptions claimed. Input taken after sixmonths cannot be allowed by the 

prescribed authorities if the returns are not revised within six months from the end of the relevant tax 

period.   The dealer has to file the returns by claiming correct input tax, correct output tax and net tax 

payable.    If any omissions are noticed, the dealer can file within six months from the end of the 

relevant tax period as per section 35(4) of KVAT Act, 2003. If omissions noticed are beyond six months 

like non-claiming of input tax in this case, the dealer cannot re-assess himself.  In fact section 35(4) is the 

revised assessment made by the dealer and the law prohibits revised assessment by the assessee 

beyond six months.  Even in case of sales returns under CST Act 1956, law prohibits any exemptions 

beyond six months.  Section 8(b) (ii) of CST Act, 1956 provides for exemption of sales returns within a 

period of six months.  Its means that the assessee cannot claim deduction from the total turnover sales 
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ǊŜǘǳǊƴǎ ǊŜŎŜƛǾŜŘ ōŜȅƻƴŘ ǎƛȄ ƳƻƴǘƘǎΦ  ¢ƘŜ IƻƴΩōƭŜ IƛƎƘ /ƻǳǊǘ ƻŦ aŀŘƘȅŀ tǊŀŘŜǎƘ ƛƴ ŎŀǎŜ ƻŦ 

Parmaliwallace Ltd. V/s Commissioner of Sales Tax 1991 81 STC 440 MP have held that, goods returned 

after one year cannot be treated as exempted.  Further the dealers who have not claimed input tax in 

ǘƘŜ ǊŜǘǳǊƴǎ Ŏŀƴƴƻǘ ŎƭŀƛƳ ǎǳŎƘ ƛƴǇǳǘ ǘŀȄ ŀǘ ǘƘŜ ŀǎǎŜǎǎƳŜƴǘ ōȅ ǘƘŜ ǇǊŜǎŎǊƛōŜŘ ŀǳǘƘƻǊƛǘƛŜǎΦ¢ƘŜ IƻƴΩōƭŜ 

Supreme Court of India in the case of Goetze (India) Ltd.VsCommissioner of Income Tax (2006)  284 ITR 

323 (SC)have analysed the similar situation wherein the assessing officer has rejected amendment to 

the returned income by modifying an application at the assessment stage without revising the return 

and have held that it is well within the power of the assessing authority to entertain claim for deduction 

otherwise than by revised return.  The assessee should have claimed the input tax by filing revised 

return within six months. 

Present law does not provide for mechanism to claim input tax if not claimed in a particular tax period 

while calculating net tax payable for a particular Tax Period unless the dealer revises the return within 

ǎƛȄ ƳƻƴǘƘǎΦ  ¢ƘŜ IƻƴΩōƭŜ IƛƎƘ /ƻǳǊǘ ƻŦ YŀǊƴŀǘŀƪŀ in the case of M/s Infinite Builders and developers Vs 

the Additional Commissioner of Commercial Taxes Zone-II Bangalore in STA NO59/2009 &75-85 of 

2013 c/w STA NO60/2009 &86-96of 2013 dated 30.5.2013, 2013(76) KLJ390 (HC)(DB)has held that 

rejection of input tax credit not claimed within six months without complying to section 35(4) of the 

Karnataka Value Added Tax Act, 2003 is valid. ¢ƘŜ IƻƴΩōƭŜ IƛƎƘ /ƻǳǊǘ Ƙŀǎ ǘŀƪŜƴ ǎŜǊƛƻǳǎ ŜȄŎŜǇǘƛƻƴ ŀƴŘ 

Ƙŀǎ ƻōǎŜǊǾŜŘ ŀǎ Ŧƻƭƭƻǿ ƛƴ LƴŦƛƴƛǘŜ .ǳƛƭŘŜǊΩǎ ŎŀǎŜΥ 

The assessee never filed any revised return in respect of the period from April 2005 to March 2006 nor 

claimed any input credit return, but, on the other hand only filed nil tax liability return. The assessee 

persisted and did not file any revised return or anything at all even after inspection, notice etc. In this 

view of the matter, there was nothing at all before the assessing authority to provide any input tax 

deduction in favour of the assessee for the entire period from April 2005 to March 2006. So it is urged 

by the appellant/assessee that even long after the expiry of the period in which the revised return could 

have been filed, the fact remains that there is no response by filing any revised returns. In such a 

position, we are of the view that the first appellate authority did go out of its duties and responsibilities 

and acted out of its jurisdiction to entertain a claim for deduction of input tax rebate in favour of the 

assessee by accepting some material, purporting it to be based on the books of accounts and the 

purchase invoices etc. and in granting reliefs to the assessee. We find it is a case of the first appellate 

authority acting more loyal than the king, even though a claim had not been put forth by the assessee 
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through the returns; the first appellate authority has ventured to allow the appeals and grant relief to 

the assessee, contrary to statutory provisions. 

¢ƘŜ IƻƴΩōƭŜ IƛƎƘ /ƻǳǊǘ ƻŦ YŀǊƴŀǘŀƪŀ ƛƴ ǘƘŜ ŎŀǎŜ ƻŦ State of Karnataka v/s. M/s. Centum Industries Pvt. 

Ltd., in STRP Nos.294/2011 and 210/2013 dated 31.7.2014, while dealing with similar facts of the case 

of the appellant at paragraph 12 has observed and held as under: 

 άмнΦ Lǘ ƛǎ ŎƻƴǘŜƴŘŜŘ ƻƴ ōŜƘŀƭŦ ƻŦ ǘƘŜ ŀǎǎŜǎǎŜŜ ǘƘŀǘΣ ƻƴŎŜ ƛƴǇǳǘ ǘŀȄ Ƙŀǎ ōŜŜƴ ǇŀƛŘΣ ōȅ ǾƛǊǘǳŜ ƻŦ 

Section 10 the assessee is entitled to the rebate of the tax against the output tax notwithstanding the 

fact that such a claim is not put forth in the returns filed within the aforesaid period.  He is entitled to 

claim such rebate even after the said period, as no period of limitation is prescribed.  Once payment of 

input tax is admitted, the assessee is entitled to the benefit of setting off the input tax against the output 

tax.  If the said interpretation were to be accepted it would render the period prescribed under the Act 

meaningless.  When in the statute a specific period is prescribed for filing of the return under Section 

35(1) of the Act and when a provision is made under Section 35(4) of the Act for filing a revised return 

again prescribing a time limit, when in sub-section (3) of Section 10 it is categorically stated that the 

input tax shall be accounted in accordance with the provisions of this Act, the assessee would not be 

entitled to the benefit conferred on him under sub-section (4) of Section 10, if it is not acŎƻǳƴǘŜŘ ŦƻǊΦέ 

From the above judgment it is clear that if the claim for input tax deduction in the return filed 

for the relevant tax-period in which the purchases are made from local registered dealers in the relevant 

tax period is not made, or not claimed in the revised returns within six months there from, the right of 

the dealer to claim input tax credit is lost. 

 One more feature of this legislation is that there is no limitation to number of re-assessments.  

Within the prescribed time limitation as set out in section 40 of the Act, any number of re-assessments 

can be made as provided under section 39(2) of the Act.  Only condition attached is that there shall be 

further evidence for the prescribed authority other than the evidences which were already in existence.  

If any mistake apparent on record is noticed by the authorities whether it is far or against revenue the 

authorities can re-open the case and pass such orders as provided under section 69 of the Act.  With 

regard to revisional proceedings time limitation of one year is prescribed to the first revisional authority 

wherein it is stipulated to conclude the proceedings within one year of initiation of the proceedings. 

Powers of the Commissioner and Additional Commissioner are more or less same as was in the earlier 

enactment. 
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Thus we can see a clear departure from the law with regard to assessment of tax by the dealer and also 

by the department or the authorities.  As there was cent percent assessment of cases in the earlier 

legislation law was flexible as to the infirmities noticed with regard to the loss of revenue to the state or 

any shortcoming to the dealers.  As the sovereign power of the state   with regard to assessment of tax 

is given to the dealers by way of deemed acceptance of the returns, the law expects the dealers to be 

more vigilant in their claims also.  The law is made to ensure any pilferage by the dealer in assessing the 

ƭƛŀōƛƭƛǘȅ ƻŦ ǘƘŜ ŘŜŀƭŜǊǎ ǘƻǿŀǊŘǎ ǘƘŜ ǎǘŀǘŜΦ  ¢ƘŜ ƭŀǿ Ƙŀǎ ǇǊƻǾƛŘŜŘ ΨǎƛȄ ƳƻƴǘƘǎΩ ǘƻ ǘƘŜ ŘŜŀƭŜǊǎ ǘƻ ǎŜǘ ǊƛƎƘǘ 

their which are detrimental to them. 

 

However re-assessment proceedings are always based on the grounds to believe and based on 

information available.  If the prescribed authority is satisfied as to the additional tax liability to be paid 

by the dealer, then the authority proceeds for re-assessment to the best of his judgement.  That means 

to say all re-assessments are best judgement assessments. 

[ŀǿ ǊŜƭŀǘƛƴƎ ǘƻ ōŜǎǘ ƧǳŘƎƳŜƴǘ ŀǎǎŜǎǎƳŜƴǘ ƛǎ ōŀǎŜŘ ƻƴ ǘƘŜ ǇǊƛƴŎƛǇƭŜǎ ƻŦ ƴŀǘǳǊŀƭ ƧǳǎǘƛŎŜΦ IƻƴΩōƭŜ IƛƎƘ 

Court of Karnataka in the case of  U.LaxmanShenoy vs. The Assistant Commissioner of Commercial 

Taxes LVO-80 Udupi and others 2009(66)Kar.L.J.36(HC)has held thatre-assessment order passed 

without issue of show-cause notice to assessee  is  bad in law.  

In the case of Sidhartha vs. Commissioner of Commercial Taxes, Bangalore and others, 2004(57)Kar.L.J 

219(HC) it is held that assessment order passed without affording proper opportunity to the assessee is 

ƴƻǘ ǎǳǎǘŀƛƴŀōƭŜ ƛƴ ƭŀǿΦ  5ƛǾƛǎƛƻƴ .ŜƴŎƘ ƻŦ ǘƘŜ IƻƴΩōƭŜ IƛƎƘ /ƻǳǊǘ ƻŦ Yŀrnataka [Circuit Bench at 

Dharwad] in the case of M/s. Dhaneshwari Fireworks, Chikodi vs.  Addl. Commissioner of Commercial 

Taxes  Zone-1, Bangalore  in STA N.512/2010(Tax) dated  22nd September 2012  has held that it  is the 

duty cast on the assessing authority to issue  mandatory  proposition notice  before initiating the  

proceedings and after affording  reasonable opportunity  of hearing  and in compliance of principles of 

natural justice , has to pass  the order.  ¢ƘŜ IƻƴΩōƭŜ IƛƎƘ /ƻǳǊǘ ƻŦ YŀǊƴŀǘŀƪŀ ƛƴ the case M/s. Jindal 

Aluminium Limited, Bangalore Vs. The Deputy Commissioner of Commercial Taxes (Assessment)-1, 

Fast Track, Rural, Bangalore Division, 1999(46) Kar. L.J. 426 (HC): (1999) 115 STC 257 (Kar.) it is held 

thatthe assessment cannot be made on the basis of personal opinion.The books of account 

maintained in the regular course of business are the prima facie proof unless they are proved false by 

any other evidence on record.  Department is entitled to realize what is due and just and not to act in an 
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arbitrary manner.  Creating huge demand which is not supported by any evidence may affect the 

business of a dealer and the Assessing Authority has to be careful while exercising the power of best 

judgment assessment.It should be done only on the basis of established principles of law and not at the 

whims and caprice of the officerΦIƻƴΩōƭŜ IƛƎƘ /ƻǳǊǘ ƻŦ YŜǊŀƭŀ ƛƴ ǘƘŜ ŎŀǎŜ ƻŦ The Deputy Commissioner 

of Sales Tax (Law,) Board of Revenue (Taxes), ErnakulumVs.Archana Jewellery(1993)89 STC 27has held 

that the quantum should be made in best judgment should be rational and fair in all 

circumstances.¢ƘŜ IƻƴΩōƭŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ƻŦ LƴŘƛŀ ƛƴ ǘƘŜ ŎŀǎŜ ƻŦ the state of KeralaVs.C. 

Velukutti(1966 17 STC 465 (SC) has held that in a best judgment though there is an element of guess 

ǿƻǊƪΣ ƛǘ ǎƘŀƭƭ ƴƻǘ ōŜ ŀ ǿƛƭŘ ƻƴŜΦ  ¢ƘŜ IƻƴΩōƭŜ IƛƎƘ ŎƻǳǊǘ ƻŦ YŀǊƴŀǘŀƪŀ ƛƴ ǘƘŜ ŎŀǎŜ ƻŦ M/s. 

P.NarayanappaVs.The state of Mysore,1962 13 STC 993 (Kar)has held that a dealer who produces a 

unsatisfactory return and therefore, commits defaults in supplying information, takes the risk of 

estimate exceeding the real turnovers.  

Thus the prescribed authority is bound to following the principles of fairness in concluding the 

proceedings. However section 70 also casts burden on the dealers to prove the correctness of the 

transactions as per books of accounts and documents maintained.   Any claim for exemption or input tax 

ǿƛǘƘƻǳǘ ŘƻŎǳƳŜƴǘŀǊȅ ŜǾƛŘŜƴŎŜǎ ƎƻŜǎ ŀƎŀƛƴǎǘ ǘƘŜ ŘŜŀƭŜǊǎΦ ¢ƘŜ 5ƛǾƛǎƛƻƴ .ŜƴŎƘ ƻŦ ǘƘŜ IƻƴΩōƭŜ IƛƎƘ /ƻǳǊǘ 

of the Karnataka in the case of   A. R. Associatesvs. Commissioner of Commercial Taxes and another 

(2001) 122 STC 137 has held that production of documents and evidences is timely and is also required 

to be done at the requisite stage and if this is not done, then the law proceed on the assumption that 

such evidence is not existent or not available. There can be no question of either a waiver or a 

concession being made in so far as the law postulates certain requirements and the non-fulfilment of 

those requirements will be fatal to the case.  Thus the principles of natural justice is the hallmark of all 

best judgement assessments and the dealers are also bound to show true and correct documents and 

books of accounts for the verification by the authorities to examine the correct of tax assessed by them 

in the returns and all the exemptions are in conformity with the provisions of Act and rules.  

 

Like any other assessments principle of res-judicata also operates in VAT assessments/re-assessment 

under KVAT ACT. As tax period is the unit of assessment/re-assessment all the proceedings will be based 

ƻƴ ǘŀȄ ǇŜǊƛƻŘ ƴƻǘ ŀ ŎŀƭŜƴŘŀǊ ȅŜŀǊΦ IƻƴΩōƭŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ƻŦ LƴŘƛŀ ƛƴ ǘƘŜ ŎŀǎŜ ƻŦ Doma Sao 

MohanlalVs.State of Bihar and others(1971)27STC 473(SC)it is held that each assessment period is 
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distinct, and any decision by the authorities declaring liability to tax for one period cannot operate as 

resjudicata in respect of another period. Thus any decision taken for a tax period on fact or law may 

looks similar but has to be examined with reference to the facts emanating for that tax period and the 

authorities will have to take decision accordingly.  

 

The next important aspect of the objective of the assessment/re-assessment is the removal of discretion 

to the authorities in levying penalties. Section 72 prescribes the penalties relating to returns and 

assessments/re-assessments. Section 72(2) prescribes penalty of ten percent if the difference of 

additional tax payable is more than five percent for a tax period and there is no discretion left to the 

authorities to reduce or waive penalty.    

Unlike the provisions existed in the earlier law where there was some sort of discretion, the Act has 

taken out discretion from the authorities. Non-ƻōǎŜǊǾŀƴŎŜ ƻŦ ƭŀǿ ƛǎ ƛǘǎŜƭŦ ŀ ƳŜƴǎǊŜŀΦ IƻƴΩōƭŜ IƛƎƘ /ƻǳǊǘ 

of Karnataka in the case of The Assistant Commissioner of Commercial Taxes and others Vs. Pink City 

and others 2011 (71) Kar. L.J 609 (HC)(DB)has held that for attracting such liability Mensrea is not 

essential.  Further, it is also held that proof of Mensrea is not required as the liability is attracted as soon 

ŀǎ ŘŜŦŀǳƭǘ ƛǎ ŎƻƳƳƛǘǘŜŘΦ ¢ƘŜ IƻƴΩōƭŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ƻŦ India in the case of R.S. Joshi, Sales Tax Officer, 

Gujarat and Othersvs.Ajit Mills Ltd. and Another [1977 (4) SCC 98] has held that penalty should be 

confined only to wilful acts of omission and commission in contravention of the provisions of an 

enactment cannot be accepted because penal consequences can be visited on acts which are 

committed with or without a guilty mind. For the proper enforcement of various provisions of law it is 

common knowledge that absolute liability is imposed and acts without mens rea are made 

punishable.[emphasis supplied]. ¢ƘŜ IƻƴΩōƭŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ƛƴ ǘƘŜ ŎŀǎŜ ƻŦ Guljag Industries 

VsCommercial Tax Officer(2007) 9 VST (1) (SC) it is held that, in the fiscal statute levy of penalty is to 

ensure statutory adherences and tax payments and an element of mens rea had long been given a 

goby in the provisions of providing for levy of penalty. Thus there is no discretion left with the 

respondent to enquire about malafide or otherwise. Non-adherence to the statute itself is the mens rea.  

Lǘ ƛǎ ǘƘŜ Řǳǘȅ ƻŦ ǘƘŜ ǊŜǎǇƻƴŘŜƴǘǎ ǘƻ ƭŜǾȅ ǇŜƴŀƭǘȅ ŀǎ ǇŜǊ ƭŀǿΦ ¢ƘŜ IƻƴΩōƭŜ {ǳǇǊŜƳŜ /ƻǳǊǘ ƻŦ LƴŘƛŀ ƛƴ ǘƘŜ 

case of Union of India and othersVs.Dharamendra Textile Processors and others (and other 

appeals)[2008] 018 VST 0180(SC)has upheld the levy of penalty under Income Tax Act, where penalty 

was prescribed for failure to deduct the tax at source or non-payment of whole or part.   Section 72(2) of 




