Important Guidelines for Preparation, Maintenance and Presentation 

of Books of Accounts for the Purpose of Audit under 

MVAT Act, 2002.

Preparation, Maintenance and Presentation of Books of Accounts plays an integral part of entity whether a proprietary firm, partnership firm, private or Public limited company or even a trust. The Taxpayers or Tax professionals are advised to download the Excel File named “704-Data-2060-……..” from our website bmshah4u.com. Other usable Templates are also available on this website to help one to prepare Appeal petition in Form 310, Stay Application in Form 311, Form 314 to be submitted to assessing officer, Form of CST Appeal with Stay application, Form 103, 105, Authority Letter under MVAT Act etc. Details of statement and documents required to be provided in Assessment, Re-assessment, Revision, Business Audit and Investigation proceedings. Lot more information is available from the website. This website is always in process of updating from time to time.
Audit under MVAT Act mainly consists of verification of – 


On Sales Side – 

1. Local Sales where VAT is collected Separately

2. Local Sales where VAT is not collected Separately (Inclusive of taxes)

3. Within the State Consignment Sales

4. Sales against H Form [(Local / Oms (Interstate Sales)]
5. Interstate Sales Exempted u/s 4 of CST Act, 1956.

6. Sales against J Form (Sales to Consulate or such other international organization)

7. Sales against I Form (Sales to a dealer situated in SEZ Zone}

8. Oms (Interstate sales) Sales against or without declaration (Forms) under CST Act. 1956
9. Interstate Branch / Interstate Consignment Transfers against / without F Forms (to Self / Agent)
10. Direct Exports

11. High Seas Sales

12. Sales in Transit {u/s 6(2)}

13. Works Contract @ 5 % or 8 % or 12.5 % or 46th Amendment
14. Tax Free Sales (That is Sales of Goods listed in Schedule A appended to MVAT Act.)
15. Labour Charges / Job work Charges (Pure Labour Charges only)
16. Any other Non Taxable Charges / Receipts included in Sales. (Freight Levied in Local Sales Invoice is Taxable at the rate at which goods are taxable but freight levied in the sales Invoice for Interstate Sales is exempted from Levy of Central Sales Tax.)
On Purchase Side – 

1. Direct Imports

2. High Seas Purchases
3. Interstate Purchases against C Form for Sales exempted u/s 4 of CST Act, 1956. It has been observed that due to innocence, such transactions are recorded under the head sales u/s 6(2) of CST Act.
4. Interstate Purchases against C Form for Sales u/s 6(2) of CST Act, 1956 mainly accounted as sales in transit.

5. Purchases against H Forms whether from local dealer or in the course of Interstate Trade.

6. Purchases under section 6(2) of CST Act.

7. Oms Purchase with or without C Form { Most Important }

8. Inter State Branch Transfer / Consignment Transfer against F Forms

9. URD Purchases

10. Within the State Consignment Purchases

11. RD Purchases (Where VAT is not charged separately in the Invoice and the supplier is registered under MVAT Act, 2002.)
12. Tax Free Purchases (Tax Free under section 5 of MVAT Act)
13. Labour Charges / Any other non taxable charges.

14. Local Purchases on which VAT is paid Separately { Most Important }
Explanation & Special Guidance:

“OMS Purchases” means interstate purchases effected by a dealer in Maharashtra from out of Maharashtra or purchases effected u/s 6(2) of CST Act. Purchases described in 3, 4, 6 and 7 are Interstate purchases only. The same is explained in different way for different purpose to be discussed at a later stage. While booking such transactions in the books of accounts, one must take care to prepare details with description of the goods purchased and quantity in the said Invoice. In case description of the goods covered in single invoice is more than one, then description of the goods giving largest value in the invoice to be considered. It shall be noted that while preparing application for declarations under CST act, Maharashtra Government has taken special care to provide more information in the application, hence utmost care is advised to be taken. One shall always take care that the goods purchased against declaration shall be one from the list already provided in the sales tax department at the time of making application for registration under Central Sales Tax Act, 1956. In case a dealer does not have any such list ready with him, he shall apply to registration authority to provide the same to him. A dealer is advised to purchase any goods for the purpose of either Resale, Manufacturing, packing of goods for sale, for use in generation and distribution of Electricity, for use in Mining or for use in Telecommunication Infrastructure. 
Notes:-

All these are common heading to be used for dealers in normal case. For the dealers having business of constructing contracts, other works contracts who have opted for composition scheme of payment of tax. In case when the dealers have opted some other scheme, the heading shall be changed to take full benefit of provisions related to set-off under the Act.
Information of Sales, addition to Sales and Allowable Sales Return are to be provided in Excel sheet “Sales-Sales Return-Summary” of “704-Data-.....” sheet.

BOOKS OF ACCOUNTS FOR EACH BRANCH IN CASE OF A DEALER HAVING MORE THAN ONE BRANCH IN TWO DIFFERENT STATES:

Every dealer having more than one branch in different States in India are advised to maintain separate books of accounts for transactions of sales and purchases for each State. Consolidated accounts in one book for all the States will create problems for the dealer in assessment / Business Audit / VAT Audit / Investigation / Refund Audit and such other matters. In case they have difficulties to do so, they have to maintain sales, sales return, purchase and purchase return registers in Excel sheet for each States. The documentary records of Sales and Purchases are to be maintained in different files for different States. Also the dealer shall obtain certificate of sales and purchases, tax collected and paid etc. for the State in which the same is to be provided showing complete details tax code wise. The Transaction of Consignment Transfer shall also be recorded as Sales against F Form where from the goods are consigned in the course of interstate sales and vise-a-versa Purchases against F Form in the State where such material is transferred. F Forms are to be applied from the sales tax department in which the goods are consigned and the same is to be produced before assessing officer in the State from where the goods are consigned. The forms are to be obtained for each month.
Importance and points of verification in each and every type of transaction mentioned above –
1. Local Sales where VAT is collected separately - 

Verification whether any bill is a cash bill / cash invoice / retail invoice / cash memo or a Tax Invoice.


If it is a Tax Invoice, then verification of each and every such bill becomes important because we have to ensure that the details such as – The Invoice is preferably on printed paper or computerized. Advised for not to use letterhead to prepare a Tax Invoice. If the dealer is using old stationary, he is advised to discard the same.
Most Important Issue:

In each sales Invoice, total of net taxable sales and VAT or CST recovered shall be in full rupee value only and not in fractional value. Do not use Naya Paisa in the sales Invoice. In case any modifications are required to be carried out in your S.W., may it please be carried out ion war footing.
a. Name of the Buyer

b. Address of the Buyer (If space is in sufficient, one may not provide details of address, but the same is required for I.T. Reports)
c. VAT Tin No of the Buyer (Mandatory) [Dealer is advised to prepare Sales Contract or obtain P.O. from the customer in which he shall see that buyers TIN is available. In case of Interstate Sales CST TIN is must with date of effect of Registration Certificate under CST Act, 1956.] 
d. Delivery Challan in case of goods such as chemicals, iron and steel, large volumes of stationery, garments, glass, etc. where transportation is indeed necessary. This will ensure that you have really sold the material to the concerned buyer for which he may never be able to deny even if the accounting of your bills have not been done in his books of accounts and your dues are settled in CASH and not Cheque. (Sales Tax Department is always asking for the proof of transport that is L.R. from the purchasers. Sellers are advised to retain proof of transport with their sales invoice to save him from such difficulties. In case the goods are delivered by local small vehicle say tempo, then details of Vehicle Registration is to be entered in the tax invoice. If the goods are delivered by Hand Cart, the dealers are advised to enter details of Hand Cart Registration No. and name of the Cart Owner in his Delivery Chalan & Tax Invoice. ) [Please take care for providing correct Registration No. of Vehicle, Sales Tax Department is making inquiry with R.T.O. for correctness of Reg. No. and proof of ownership of the vehicle. Even such information is available on official website of the transport department of each State and the correct information can be obtained from that website also. In certain cases, the department is issuing summons to witness to the transporter and / or the driver of the vehicles]
e. Correct and readable description of Goods Sold. This is essential to determine correct rate of VAT applicable on the goods sold. In case the description is not readable, the assessing officer / Business Auditor appointed under MVAT Act / Investigation officer may charge higher or highest rate of tax payable on sale of goods. In case any dealer is claiming reduced rate of tax on notified goods normally connected with Central Excise Tariff entry, then he is specially advised to provide details of C.E. Tariff entry with correct description of the product / commodity sold. There are several products list in list of goods in Notification for Industrial Input. For Example Tax on Chemicals is normally 12.5%, but if the chemical, which is sold, is covered in list of Industrial input, then it will be charged to 5% VAT only. 
f. Vat should have been collected separately in the Tax Invoice. In case of dealers who has availed permission for composition scheme from Comm. of Sales Tax, they shall never recover sales tax separately in the Invoice or Cash memo prepared by them.
g. Signature of Proprietor / Partner / Director / Manager / Authorised Person. When the Tax Invoice for sales is not signed by the Proprietor / Partner or Director it can be signed by the person Authorised, whose authority has been declared in form 105 before Registration Authority either at the time of Registration or otherwise.
h. Statutory declaration must have been printed in the Tax Invoice. That will valid the Tax Invoice for credit of tax to the purchaser.
It is often observed that Packing Charges and Freight are levied in the Tax Invoice and No VAT is collected in the same. Packing Charges and Freight or transport Charges are taxable under VAT Act when the goods are sold within Maharashtra.

When all the taxable charges are levied, net taxable total shall be displayed in the Tax Invoice. It has been observed that in several Tax Invoices prepared using S.W., net taxable amount is not shown and direct tax calculation is provided in the invoice. One shall be careful in preparing Tax Invoice accordingly.
Presences of above such details have to be ensured because every such dealer will have to provide the details of their Local Sales where VAT is collected separately between Sr. No. 1 to 5000 in Annexure J Section 1 of the Audit Report in Form 704. (It is mandatory for every dealer to file electronic form e-annexure J-section-1 whether his turnover is liable to be audited u/s 61 of not) In latest amended Form e-704, Annexure J section 1 has been modified with VAT Audit for 2012-13 onwards. Now the information contained in this Annexure is Sales less sales return. Visa-a-versa modification is carried out in Annexure J Section 2 in VAT Audit report.
Presence of above such details have to be ensured because every such buyer to whom you have sold the material / goods may claim credit of VAT Collected Separately in such Tax Invoice and he will display information of his purchases from your firm / company in Annexure J Section 2 of Audit Report in Form 704. (It is mandatory for every dealer to file electronic form e-annexure J-section-2 when his turnover is liable to be audited u/s 61 of not)
Any discrepancy in the amounts of both the parties shall lead to controversy and harassment from the Sales Tax Department. Both the parties shall be sent a notice by the department asking to provide certified ledger copies of each such party where controversies are observed, leading to wastage of time, energy as well as money in form of Fees. (It has been observed that buying dealers have habit to make correction on Invoice, in such cases entire setoff / input credit may be rejected by the department. Dealers are advised not to make any correction in the “Tax Invoice”)
Where sales is covered by a cash bill / cash invoice / retail invoice / cash memo, total of all such sales shall have to be entered in Sr. No. 1001 (Last Line) of Annexure J Section 1 of the Audit Report in Form 704.

2. Local Sales where VAT is not collected Separately (Inclusive of Taxes) – 

Where VAT is not collected Separately, in case of retail sales or across the counter sale, the total of all such bills must be entered in Sr. No. 1002 (2nd last Line) of Annexure J Section 1 of the Audit Report in Form 704. (These details are changed in New VAT Audit report for 2012-13 and onwards.)
3. within the State Consignment Sales:

a) One has to prepare the sales invoice on his customer without charging Tax in the Invoice. He shall not issue any “Tax Invoice”. Complete narration shall be readable. The Bill shall be prepared fixing rate at which the goods covered in such invoices, will be sold out by the Consignment agent excluding Local Taxes and VAT payable on the value of goods sold. The assessing officer shall be provided detailed Statement specifying information of TIN No. of Consignment Agent with address thereof. The dealers are advised to enter into agreement for appointment of Consignment Agent providing complete details. The consignee dealer shall always obtain following documents from the consignment agent on regular bases and preserve the same in his custody. Consignment agent shall be free to retain the entire amount of Local Taxes and Sales Tax from total receipts made by him during the a month and then only without deducting the amount of Commission, shall remit entire amount to the Consignee for the value of goods sold by him with detailed Statement of sale.
b) Detailed Statement of Stock register showing Opening Balance, Addition during the month, Sales during the month and balance as on end of the month.

c) Bill wise detailed statement of Sales with description & quantity of commodity effected by Consignment Agent during the month for which Stock Statement has been observed. Commodity wise Total Sales figure shall tally with details of sales during the month in Stock Statement.

d) The consignment agent shall always discharge his liability periodically and file the returns regularly with VAT Authorities and provide self certified true copy of (1) VAT Working prepared by him (2) Vat return filed by him (3) Proof of payment of Tax {Challan} (4) Acknowledgment of VAT Return filed by him.

e) The Consignment agent shall be eligible for Commission on sales effected by him and the quantum of commission payable shall always be credited and paid to the consignment agent.

f) In case the consignment agent is liable for payment of Service Tax on Commission earned by him in the business of Consignment agency, the same shall always be discharged periodically immediately and he shall always provide proof of payment of service tax with copies of the returns filed by him from time to time to the consignee (Principal employer)
g) In case, the amount of commission exceeds prescribed limit under Income Tax act, the principal employer shall deduct Income Tax from payments to be made to the Consignment Agent on account of Commission on sales effected by him, then in such cases, the principal employer shall retain complete details of Tax Deducted at Source from the payments made, deposit the amount of tax in credit of Income Tax Department, File returns for the same, generate T.D.S. Certificate and provide the same to the Consignment Agent on regular interval.

4. Sales against H Form (Local / OMS) – 

Verification of the following details is important in such kind of sale transaction – 

a. Name of the Local / OMS Buyer

b. Address of the Buyer

c. CST Tin No of the Buyer (whether Local or OMS)
d. One shall have purchase order from the buyer declaring that he has placed the order in response to export order received by him with date and order No. of such export order since it is pre-condition for acceptance of H form by the department. Date of Purchase Order shall be later then that of foreign buyer’s P.O.
e. Copy of the Purchase Order of the Foreign Buyer, if available (Often such copies are not provided to the supplier by the purchasers, if someone insist for the same, he may loose the order)
f. Copy of Bill of Lading (Not shipping Bill, and that too without hiding any information from the Bill of Lading. It has been observed that the purchasers are erasing foreign buyer’s name and other details from Bill of Lading/ This will lead to disallowance of Form H and cause with increased liability of tax with interest and even penalty too.)
g. Copy of the Packing List. (To be obtained from the buyer.)
Important Notes: Packing material for packing of goods to be exported can also be sold against “H” Form provided the purchase provides copy of Export order received by him with specification of packing material to be used and provides self-certified copy of Bill of Lading with packing list certified by Customs Authority. It is also advised to discuss the issue with purchaser, that he might not be authorised to purchase packing material against H Form. In the circumstances, the dealers are advised not to take risk of sale of packing material against H Form.
Notes: Under the new procedure for making an application for declaration in Form H for purchases effected by an exporter from a dealer registered in Maharashtra or elsewhere, the applicant dealer that is your purchaser has to provide details of Foreign Buyer’s Order No. and dated, Name of Air port, Sea port, Name of Airline and or Steamer or L.R. No. with name of transporter to be provided in application for H Form after complying with export of goods purchased by such dealer. The supplying dealers are accordingly advised to chase their customers in Mumbai, who have effected purchases against “H” Form, for declarations immediately in next quarter only.
REAL LIFE EXAMPLE OF PURCHASES OF PACKING MATERIAL ON H FORM BY AN EXPORTER WHICH HAS CREATED PROBLEMS, BOTH FOR EXPORTER AND SUPPLYING DEALER:
A dealer is holding “Loan License” for manufacturing of medicines. The dealer is not having any manufacturing unit. Basically he is exporter of medicines to buyers in Russia and Europe. He procure enquires and based on the enquiries, he offers quotations to the foreign buyers. The detailed formulation of the content of the medicines with names, design of packing material, language in which the package to be printed with specific colour combination is demanded by the foreign buyer in his detailed requirement for the said product. He requests the exporter to provide him “DOSIER” of the medicine to be exported.
On obtaining request for the “DOSIER” exporter dealer prepares the “DOSIER” and dispatch the same to the foreign buyer for approval of the same. On obtaining approval and confirmed written purchase order from the foreign purchaser, the exporter dealer approaches Food and Drug Authority, in short known as “FDA” for approval for the “DOSIER”. On obtaining approval, he places an order for manufacturing of the medicines required to be exported with formulation approved by FDA. It was observed from the purchase order from the foreign buyer, that only name of medicines, number of bottles or strips of ampoules or blisters of required quantity per package is ordered for a specific medicines named as per “DOSIER”. Neither details of packing nor size, labels etc. is specified in the purchase order.

Margin of profit on medicines to be exported might be competitive hence sales tax / vat related advice was sought from Sales Tax Inspector, Sates Tax Officer whether employed or retired, Tax Professionals etc. going through certain case laws, discussed in Sales Tax Review and other magazines, it was understood that packing material can be purchased against H Form by the exporter without asking further related questions to the exporter. Accordingly exporter dealer who is technically manufacturer in the eyes of Law, places orders for purchase of Bottles, Labels, printed cartons for packing of bottles or printed strips or blisters for packing of tables, capsules or ampoules of injections to avoid payment of VAT at the stage of manufacturing. He then applies for and after obtaining issues, H Form for the same to the suppliers. Till required medicine is manufactured, packed as required it is not finished product to be exported. In the circumstances, issue of H Form for packing material as described herein above amounts to contravention of provision as described u/s 10D of CST Act, 1956. In such cases, the purchasing dealer will be penalized to the extent of purchase tax payable on quantum of such purchases, which he would have paid while purchasing such packing material and is eligible to claim input credit / set-off of such tax, which would have been paid at the time of purchases and penalties levied for contravention by effecting purchases of packing material on H form is not refundable.
It has been observed that for the reasons best known such parties fails to issue H Forms for such purchases and finally the supplying dealer will be liable to make payment of VAT, Interest and Penalties equivalent to VAT on sales against H Forms not supported with documents. Even if H Forms are issued, the description of goods exported in the Bill of Lading provided dose not tally. In such cases, the sales against H Forms are not admitted for giving tax free treatment under VAT or CST Act as the case may be.

In the circumstances, every supplying dealer as well as exporters in the India has to take caution while planning purchases on H Forms. Also it may be noted that the foreign buyer has placed order for supply of medicines specifically named with quantity and packing per unit. The exporter dealer obtain approval for the said branded medicines with specific formulation in his own name, shall order for supply of the said medicine only and all the packing material etc. shall be asked to be used by the actual manufacturer, who in turn will be getting input credit / set-off of tax paid on such purchases by him. Finally the cost of medicines to be exported will be same to the exporter.

FURTHER REQUIREMENT OF INFORMATION TO BE PROVIDED BY EXPORTER DEALER TO THE ASSESSING AUTHORITY OR BUSINESS AUDITOR OR REFUND PROCESSOR
The purchaser has to provide detailed purchases with description, quantity and weight of the material purchased against H Form and detailed disposal of the same in direct export from out of India with Bill of Lading and Packing list duly endorsed by Customs Authority. In this case details of date of P.O. from foreign buyer are also to be provided to confirm that the P.O. for the said goods to local suppliers has been issued to comply with obligations of export order. The dates must match. Also it has been observed that some of the exporters are removing name and address of foreign buyer from Bill of Lading. Such Bill of Lading has been declared as incomplete document by the sales tax authority and claim of sales against H Form will not be admitted by the department in case of local supplier.
5. Interstate Sales Exempted u/s 4 of CST Act, 1956.

This is in other words known as “Out to Out Sales”. For example Dealer “A” of Maharashtra has procured order for supply off certain goods from “C” of West6 Bengal and in pursuance to the said order, Dealer “A” places an order with supplier “B” of Gujarat to dispatch the said material & directly deliver goods as per Order to Dealer “C” of West Bengal. In this case, since the sales bill raised by Dealer “A” of Maharashtra will be exempted from levy of tax under CST Act or VAT Act in Maharashtra. Erroneously such transactions are recorded as sales u/s 6(2) / Sale in Transit. One has to take utmost care in effecting such transaction. Dealer “A” will issue Form C to supplier “B” of Gujarat. In return he will collect declaration in Form “E-I” from the supplier of Gujarat. Dealer “A” of Maharashtra will raise Sales Invoice without charging CST in the Invoice on dealer “C” in West Bengal. In such cases, though State of Maharashtra has no right to charge CST in absence of Form “C” from dealer of West Bengal & or Form E-I from supplier in Gujarat by virtue of section 9 of CST Act. CST can be levied by the State from which state the goods have moved in the course of interstate trade, but advisable for the dealer “A” of Maharashtra to collect Form “C” from the dealer of West Bengal.
In such cases, the dealer “A” of Maharashtra shall prepare a detailed statement of such transactions effected by him during a financial period showing complete details of Purchases with quantity and description of the goods purchased, moved from the State to the State with details of sales under Invoice No. dated effected by him for such transaction. One has to be careful in collecting Xerox copy of proof of dispatch from the State of Gujarat to West Bengal. The format of the same is provided in “704-Data-206-xxxxx” “sheet OMS Purchases sold out”.
The dealer in Maharashtra shall always identify such purchases a “Interstate purchases exempted when sold u/s 4 of CST Act”. It has been observed that some dealers are accounting the sales transaction a sale u/s 6(2) of CST Act or / Sales in transit in their books of accounts. It is incorrect accounting.

6.
Sales against J Form (Sales to Consulate or such other international organization)

Certain sales effected to Consulate General of Some Nationals, United nation or organization under management of United Nationals is normally to be declared as sales against “J” form after confirmation with such buyer. 
7.
Sales against I Form (Sales to a dealer situated in SEZ Zone}
Sales to dealers situated in SEZ Zones are exempted from tax under CST / VAT Act. The selling dealer has to obtain declaration in Form “I” from the customer in SEZ Zone. Said form is to be applied by the dealer situated in SEZ Zone to Development Commissioner of the said SEZ Zone. In such case, the supplying dealer has to take care to obtain “Good Receipt Note” from the security in-charge of the SEZ Zone, in which the goods are delivered. In absence of such document, it will be difficult for the customer to apply and obtain declaration from the development Commissioner of the SEZ Zone. The supplying dealer shall also obtain self certified copy of registration of the purchaser in SEZ Zone and also shall possess a written / confirmed purchase order from the customer in SEZ Zone.

8.   Oms (Interstate sales) Sales against or without declaration (Forms) under CST Act. 1956
In this case the supplying dealer shall raise the Invoice with details of Customer TIN under CST Act. When Packing Charges is levied in the Sales Invoice, the same is taxable under CST Act. Rate of CST is @2% against declaration to be obtained in Form “C”, else the rate will be as applicable under VAT Act in the State. No need to obtain declaration when the rate of Tax under VAT act is less than 2%. In absence of declaration the supplying dealer will be liable to pay differential tax calculating tax liability at the rate applicable under VAT Act, reduced by CST collected by him in the Invoice. Freight and insurance levied in the Interstate Sales Invoice is exempted from levy of tax under CST Act, 1956.
Details of Forms received and not received shall be provided in “Annexure G to I” sheet of “704-Data-2060-……”) Excel file. One shall be careful in obtaining date of effect of CST Number of the customer. Also he shall take an undertaking that the description of goods intended to be purchased / ordered for by the purchaser are covered in the list of goods to be purchased by him in his registration record under Central sales Tax Act, 1956.

In the circumstances, every dealer is advised to obtain the list of goods as declared by him in CSR Registration records. If the list does not cover the description of commodity intended or ordered to purchase in the course of interstate trade and commerce, he shall immediately apply for amendment in his registration record with sales tax department / vat authorities in the State in which the dealer has obtained registration under VAT & CST act.

9.  Interstate Branch / Interstate Consignment Transfers against / without F Forms (to Self / Agent)
      No interstate branch transfer or consignment transfer shall be effected against pre-determined purchase order either in the hands of Consignment Agent or principal employer. In such circumstances, “F” form produced will be rejected. It has been observed that in certain cases, Contractors are effecting Interstate Consignment Transfer against “F” Forms. In case, when the branch or agent has pre-determined purchase order in hand, he shall effect purchases from principal against “C” form and not against “F” Form. The sales against “F” form shall be supported with “F” Form and proof of interstate movement of goods. It can be L.R., R.R., postal acknowledgment, or receipt from a courier for dispatch of the goods to another State.

      In case when the goods are dispatched in the course of interstate movement in terms of Consignment Agreement, unlike the Stock statement and details of Sales with proof of making payment of tax, filing of VAT Audit report etc. to be obtained from the consignment agent in other State. One of the detail is known as “Sale Puttai” in common parlance by the sales tax officers. The same is also required to be provided in the assessment proceeding.

      Invoice wise details of sales to be provided in “Annexure G to I” sheet in “704-Data-.....” file. 

Provision of Tax Deduction Income Tax Act and under VAT Act;
To the best of my knowledge, provision for TDS under both the Acts applies in such cases, though the medicines required to be exported are purchased making full payment of VAT on the same or against H Form. The reason for the same is that the medicines are not sellable when it has been manufactured for Loan License Holder for exports outside India with the names of the medicines and FDA approves formulations just for export of the same. Regarding TDS under Income Tax Act, taking precaution the exporter dealer shall deduct Income Tax at the rates applicable under Income Tax for Contracts. One can take advice from his Chartered Accountant or Income Tax Advisor on the subject matter. But under VAT Act, there are several decisions that since the product sold by manufacturer is not sellable, the transaction of sales to exporter dealer amount to Works Contract and provision of Tax Deduction under VAT Act applies to such transaction.
CST Tin No. is important since that will ensure if such a buyer is entitled / eligible for providing H Form or not. (The selling dealer is advised to ask the buyer to verify whether description of packing material is entered in the list of goods to be purchased in the course of Interstate Trade in his registration records or not. Whether a dealer’s turnover is liable for VAT Audit or not, he will be required to provide details of H Form received from dealers in other State in Annexure – G and H forms not received from the dealers in the State that is Maharashtra in Annexure – H in VAT Audit report. )
Copy of Bill of Lading with certified packing list is also equally important because it ensures that the material has been exported outside the country via sea / air / road (to Bhutan, Nepal, etc). And not handed over to the foreign buyer locally. 

Also bifurcation of such sale whether to Local Buyer or a Buyer outside the State is Important since details of H Forms not received from Local Buyer and H Forms not received from OMS Buyer has to be provided in Annexure H & I respectively of the Audit Report in Form 704. (Whether a dealer’s turnover is liable for VAT Audit or not, he will be required to provide details of H Form not received from dealers in the State that is Maharashtra in Annexure – H. )
4. OMS Sales against C Form @ 2 % or at subcidiced rate vide notification u/s 8(5) of Central sales Tax act, 1956 – 

Verification of the following details is important in such kind of sale transactions – 

a. Name of the Buyer 
b. Address of the Buyer outside the State (Even buyer can be dealer within the State also) 
c. Name of Consignee (If consignee is different then Purchaser) with his CST Number.
d. Address of the Consignee

e. Delivery Address outside the State 

f. CST Tin No. of such Dealer (Correct CST No. is advised to be used)
g. Proof of Interstate movement of the goods that is Transport or Railways or Currier Receipt.

h. Copy of Road Permit / Way Bill (If Applicable. In several States way bill, road permit or declaration in statutory form is mandatory to be obtained from assessing officer of the purchaser, fill in details and to be provided to the transporters with transporter’s copy of Invoice The dealers are advised to contact the purchaser for such documents if any. Perhaps Gujarat, Rajasthan, Andhra Pradesh, Kerala etc. states have made such provisions. In certain States, these types of forms are available only electronically for the specified goods only. )
Deliver Address is very important since delivery in such kind must not be terminated within the State of Maharashtra Itself. Delivery must be OUTSIDE the State of Maharashtra ONLY. If the delivery has for any reason terminated in the State of Maharashtra ONLY, the same shall NOT BE TREATED as OMS (Interstate) Sale and even on the production of a VALID C Form, the same shall be liable to be rejected by the department and differential dues amounting to 3 % or 10.5 % (if the goods are to be taxes at 5 % or 12.5 % locally) plus 15 % interest till the date of payment of differential dues plus 25 % Penal Interest on Principal Tax Amount will be levied by the assessing officer.

If a copy of the Road Permit / Way Bill endorsed by the check post officer is retained, this will ensure that the goods have been transported outside the State of Maharashtra. In certain cases, the purchasers have entered into contract with some transporter to take delivery of goods from one State from different suppliers in different packing and then transported to their premises in other State. The dealers are advised to obtain proof of interstate movement of goods from the transporter and or the purchaser.
CST Tin No. of such buyers is equally important because a dealer may promise you to provide C Form and at a later state may refuse or states his inability to provide the C Form for non-availability of their CST Tin No. in any State across the Country.
Date of effect of Registration of the purchaser under Central sales Tax Act is most important information to be provided in assessment / business audit / Issue Based Audit etc. proceedings under Central sales Tax Act. Every taxpayer is advised to take care in this subject matter. In several cases, it has been observed that the rubber stamp used to stamp a declaration is not providing such information. One might have seen that the impression of the CST TIN is also not legible in certain cases.

A Dealer is advised to prepare separate Invoices for Interstate Sale, for goods taxable at different rate of tax under VAT Act since, if the form is not received from the purchaser, differential amount of tax will reduce for smaller rate of tax applicable for the same else highest rate of tax will apply on the same when C form is not received from the purchaser.

Special advice: When the goods are sold in the course of interstate sales taxed at subsidized rate against declaration in Form C, one shall chase the customer for forms after end of each quarter, by reminding the purchaser for issue of C Forms in writing and preserve the documentary evidence of such efforts. That may help the dealer in many ways.
5. Branch / Consignment Transfers against / without F Forms (Self / Agent) – 

Verification of details in branch transfers includes whether the said transfers is made to your own Branch or transferred to Consignment Agent outside the State of Maharashtra.

If material is transferred to your own branch, whether the said branch is registered in respective state and CST Tin No is provided or not. (No interstate consignment transfer is advised to be made against pre-existing purchase order, whether by dealer in the State or his branch / agent in another State. Even not advised to effect any consignment transfer of goods for use in execution of works contract in other State, since works contract is defined in the meaning of Sales under VAT Act and is always received prior to dispatch of goods to other State against Form F.)
Whether any road permits / way bill is maintained or not, when the same is mandatory in certain States in India.

Whether the delivery of the material is made directly to your own / agent’s godown / yard or delivered directly to buyer. (Dealer is advised not to deliver the goods directly at the place of business or use by the ultimate buyer in other State)
All the above verification may have effects on your taxations.

If the material is transferred to your own / agent’s godown, but your branch / agent is not registered in that particular state, the said transfer of material shall be liable to be treated as Inter State Transfer other than branch transfer, i.e. OMS Sale liable to be taxed @ full rate of tax, i.e. 5 % or 12.5 % (prevailing in the State of Maharashtra) in the absence of any Statutory Form (i.e. C/F/H/I Form).

When the material is transferred to your own branch / agent, and even if any of them are registered, but the delivery of the material is made directly to the buyer and not to your own / agent’s godown, the said transaction is liable to be rejected as sales against F form and the transaction is liable to be taxed at full rate of tax, i.e. 5 % or 12.5 % along with interest @ 15 % p.a. + penal interest (penalty) @ 25 % on principal tax amount. 
Hence, in Branch / Consignment Transfers, Registration of your own branch or agent and place of delivery of the material is very important.

If branch transfer is liable for rejection for any of the above conditions, ITC on local purchases which is deducted by 2 % (present rate of retention) on taxable value while filing the return, has to be reversed and full set-off on the same is to be allowed. 
If the said verification is not proper, the dealer shall have to suffer loss on account of interest @ 15 % interest per year & 25 % penalty on basic taxable value which may be collected by the department after a period of 3-4 yrs.

Early detection and changes in accounting records shall help the dealer save on the amount of interest and penalty.

Special advice: (A) the dealers may enter into agreement with consignment agent (other then self) in another State. (B) The Sale price of the goods consigned shall be fixed and shall not be sold at the rates higher rate then that of rates declared in Invoice for Interstate Consignment transfer against F Form. (C) In case of goods dispatched to the consignment agent, he will be eligible for fixed rate of commission on sales effected by him in other State. The branch or agent can collect only VAT on sales by them and no other charges from their customers in the said State. (D) The consignment sales to branch or agent is technically not sales as understood by Chartered Accountants and general public. The same is Sales for the purpose of CST Act for exemption or levy of tax on the said transaction in absence of F Form. Therefore every dealer is advised to declare interstate branch / consignment transfer in sales register maintained by him.
1. Direct Exports – 

Verification of this transaction includes – 

a. Name of the Foreign Buyer with address
b. Bill of Lading (Air/Sea) or Lorry Receipt for Sale to neighboring countries like Nepal, Bhutan, Pakistan, etc.

c. Packing List

Most important document to be verified in this type of transaction is bill of lading / transport evidence. If bill of lading is missing, it becomes difficult to prove if the material is actually exported outside the territory of India. (In such case, tax will be levied at regular rate of tax in the state on the said goods as if the said goods are sold in the State.)
The officer may also allege that the material has been delivered locally and name and address of the foreign buyer is simply provided to avoid taxation on the same.

This may again result in attracting tax on such transaction along with 15 % interest per annum + 25 % penalty.

2. High Seas Sales – 

For high seas claim, it is very important that Bill of Lading is endorsed for delivery to your buyer along with “Agreement for high seas”. 

It is very important to verify that the purchaser makes the payment of customs duty along with Octroi (if any). Dealers name as printed on TR-6 Challans (Duty payment proof) will determine as to who has received the material and paid customs on the same. 

It is suggested that you retain a copy of customs documents along with TR-6 and Octroi in the name of your buyer so that you need not argue with the assessing officer as to who has cleared the imported goods and paid customs duty and who has received the materials from the port.

3. Sales in Transit {u/s 6(2)} - 

This is also known as sale in transit. For such kind of transaction, it is important to determine the source and destination of the material.
The L.R. is advised to be in the name of Consignor to self in the State in which the goods are to be transported and the same should have been endorsed on the back giving instruction to transporter to deliver the goods to the dealer whose name is declared and the sales invoice & or shall be in the name of ultimate buyer, who placed and order. And the ultimate buyer has made endorsement on back side of the L.R. giving instruction to deliver the goods to his buyer or order thereof.
Seller must have endorsed the Lorry Receipt in the name of the Buyer. The seller must incorporate details of transportation of goods in his Invoice “From (source) to (Destination) under L.R. No. (____) dated (_____) or by Truck No. (Registration No. of Truck) from (Source) to (Destination).
And, the end delivery of the material must be to a dealer who is registered in his State. His CST Tin No is very important to be obtained. 

While the original seller shall issue you E-I form against C Form issued to him by your office, you shall also have to issue E-II form against C Form issued to you by your customer / vendor.

When you raise Sale Invoice with words mentioned in the said invoice “Sale in Transit – sale u/s 6(2) of CST Act”, you are not allowed to collect any amount of tax in such invoice. If you have collected any, the same shall be liable to be forfeited or you have to return the same to your customer.
It may please be noted that while assessing any dealer to tax under Central Sales Tax act, 1956 for the transactions recorded u/s 6(2), the assessing officer will ask the dealer to provide Copies of Purchase Invoices and Sales Invoices, even if the dealer has produced Form “C” and Form “E-I”. Before Maharashtra Sales Tax tribunal, it was decided that transaction of sales u/s 6(2) disallowed by the assessing officer in absence of purchase and sales bills for verification. Thermex Babcocx & Wilcox Ltd. S.A. 2139 of 2008 dated 08/08/2013
4. Works Contract @ 5 % or 8 % or 12.5 % or 46th Amendment – 

Whether a works contract is inclusive of all taxes or taxes to be levied separately has to be identified from the nature of work order received by you. Whether tax @ 5 % or 8 % or 12.5 % is to be levied on any particular contract or not will depend upon the nature of contract such as – whether a contract is a construction contract such as – Refer Notification No. VAT.1506/CR-134/Taxation – 1 dated 30-11-2006. Subsection (3) of section 42 of MVAT Act, 2002
(A)
 Contracts for constructions of

5. Building
6. Roads
7. Runways
8. Bridges, Railway Over bridges
9. Dams

10. Tunnels

11. Canals

12. Barrages

13. Diversions

14. Rail tracks

15. Causeways, subways, spillways

16. Water supply scheme

17. Sewerage works

18. Drainage

19. Swimming pools

20. Water purifier plants &

21. Jetties

(B)   Any works contract incidental or ancillary to the contracts mentioned in paragraph (A) above, if such works contracts are awarded and executed before completion of the said contracts.

Above mentioned contracts shall be covered by 5 % rate of tax. The dealer is allowed to recover amount of tax separately in his Tax Invoice. No set-off / input credit is allowed to the customer in such contracts. (Set-off in respect of selling dealer will be allowed subject to retention of 4% on net taxable value of input material.)
All Other contracts like interior contracts, painting, plumbing, electrical, etc shall be covered by 8 % rate of tax. The dealer is permitted to charge VAT separately in his Tax Invoice. (Set-off in respect of selling dealer will be allowed subject to retention of 36% on vat paid on purchase of input material.)
A dealer / Contractor may even opt to pay 12.5 % rate of tax on 80 % value of the receipts and enjoy 100 % set-off on its local tax paid purchases.
Where the dealer opts to pay composition rate of tax @ 5 % or 8 %, they shall avail set-off @ reduced rate and not 100 % set-off.

Maintenance of purchase records for all the above types of contract is very important to avail correct benefit of ITC. 
A dealer engaged in works contract may not charge tax separately and identify the purchases for execution of a works contract, then in that circumstances, he will be liable to pay tax on goods purchased by him for execution of works contract. There are cases, where the works contractor purchases every goods from local suppliers on which VAT is levied and collected by the suppliers. Considering 46th amendment to the constitution of India, either no tax will be payable by the works contractor or marginal tax will be payable as the case may be. The dealer must be able to bifurcate / identify his purchases for each contract.
It has been observed that in certain cases, a works contractor assigns full or part contract to one or more contractors and he himself enjoys just benefit of profits. He can ask his registered sub-contractors to charge tax on their bills, get the same paid by them and obtain certificate in Form 407 and 408 prescribed under MVAT Rules. The entire amount paid to subcontractors will be deductible from the total contract value and balance value, if any will not be taxed.

Alternatively a contractor can award sub-contracts to one or more registered contractors and ask them not to charge tax in their Invoices raised on him and accept to pay VAT on works contract awarded to him by the contractee at the rates prescribed. In such cases, he will have to issue declaration in form 406 and 409 prescribed in MVAT Rules. This he will be able to reduce his cost.
Issues related to application for and obtaining Forms under CST Act:


Every dealer is expected to file their application for declarations under CST Act for every three month within 30 days from end of the financial tax period for which Forms are required. Before making application the dealer has to verify two main things. (1) To confirm him self that the item (Commodity) for which he seeks Forms, is listed in the goods to be purchased in the course of Interstate trade. If that commodity is not listed, then first make an application with registration authority requesting him to add the said commodity in the list of goods to be purchased in the course of Interstate Trade. See that the amendments are carried out and uploaded on the server of the department by the said registration authority. One shall always apply for forms for the Commodity and not for product. (2) Another most important thing is that he has to cross check the value for which Forms are applied tally with the figures of such purchases declared in the return/s filed under MVAT Act. One has to take care to apply for forms every three month. Else it may cause for delay in respect of forms to be received.
It is observed that in certain cases, the sales tax authority refuses for issue of declarations and the circumstances are as under;
(1) The claimant dealer has filed to file VAT & CST Return for any period

(2) In some cases due to financial crunch, the claimant dealer has failed to make payment of VAT or CST for any period.

In fact Sales tax authority can not refuse for issue of declarations under CST Act for want of tax payment from the claimant dealer. There are several decision on this issue from different High Courts in India. The case laws are listed hereunder. A tax professional can argue before the sales tax authority in appeal to be filed against order refusing declarations for want of tax payment;

a) 40 VST 249
b) 88 STC 47

c) 44 STC 286

d) 109 STC 543

e) 133 STC 508 &

f) 19 VST 178

There might be more such decisions from High Courts, one has to go through the same carefully.

Some Important case laws on the subject of refusal for issue of declarations under CST Act and way bills on account of non-payment of tax.

[2011] 40VST 249 (MAD)

On the question whether non-payment of arrears of tax and penalty would disentitle the petitioner from getting the C form license, in a writ petition?
Held, that when the respondent could proceed against the petitioner for non-payment of tax or the penalty by attaching the sale proceeds from the properties or even the bank account of the petitioner. The respondent had no power to deny C form license to the petitioner. Section 9(2) of the Central Sales Tax Act, 1956 did not contemplate refusal of C form licence for non-payment of tax or penalty. Therefore the respondent could not deny the issuance of C form license to the petitioner.

Held also, that though normally show-cause notice could not be challenged by filing a writ petition under article 226 of the Constitution of India, in view of the fact that there was an unjust denial to issue C form license to the petitioner and that too, when the respondent had no jurisdiction to do so, the court could entertain the present writ petition.

[1993] 88 STC 47 (CAL)
The petitioner-company, a dealer registered under the Central Sales Tax Act, 1956, and the Bengal Finance (Sales Tax) Act, 1941, had been declared a sick industrial company under the provisions of the Sick Industrial Companies (Special Provisions) Act, 1985 and a revised scheme for rehabilitating the company was drawn up. This scheme contained a clause providing for a one-time sales tax loan to the company to meet its sales tax arrears, repayable on certain terms. On the ground of the company's failure to pay its arrears of sales tax, the sales tax authorities refused, in terms of rule 27AA of the Bengal Sales Tax Rules, 1941, to issue to it declaration forms C under the Central Sales Tax Act, which would entitle the company to pay Central sales tax at a concessional rate. The company filed a writ petition before the Calcutta High Court, contending that the sales tax loan under the revised scheme had been sanctioned, and that in any case the withholding of declaration forms was prohibited in terms of section 22(1) of the Sick Industrial Companies (Special Provisions) Act, 1985. The question of the jurisdiction of the court was also raised.

[1998] 109 STC 548 (KER)

The respondent authorities refused to issue C forms under the Central Sales Tax Act, 1956 and delivery notes in form 26 under the Kerala General Sales Tax Act, 1963, to the petitioner, a dealer registered under both Acts, on the ground that the petitioner-company was engaged in execution of works contracts and it had not paid tax for the previous years or even if there was payment it was nominal. On a writ petition:
Held, allowing the petition, (i) that in view of the amendments made to the definitions of “sale” and “dealer” in clauses (xxi) and (viii) respectively of section 2 of the Kerala General Sales Tax Act, 1963, pursuant to article 366(29-A) of the Constitution, a person executing a works contract is a “dealer” and transfer of property involved in execution of such works contract is a “sale” coming within their definitions contained in the Kerala General Sales Tax Act, 1963. Thus the petitioner-company executing works contract was a “dealer” under the Act and it was therefore entitled to all the rights and benefits available there under; (see para 6)
(ii) that no power has been given to dealers to prepare the delivery notes by themselves and use them. It was the duty of the assessing authority to issue delivery notes in book form or in any other manner when the dealer makes a demand in that behalf; (see para 7)
(iii) that the declaration under section 8 of the Central Sales Tax Act has to be in “C form” as prescribed in rule 12(1) of the Central Sales Tax (Registration and Turnover) Rules, 1957. Thus it was the duty of the prescribed authority to issue “C forms” to a dealer; (see para 8)
(iv) that withholding these documents may sometimes result in the complete destruction of trade or business in which event it may amount to total restriction which is impermissible under the law. Of course misuse of C forms is punishable under section 10 of the Central Sales Tax Act. The assessing authority can refrain from issuing delivery notes until the dealer has rendered account of the old delivery notes already issued to him under rule 33A of the Kerala General Sales Tax Rules. Thus issue of delivery notes and C forms by the prescribed authorities and their use and preservation by the dealers are controlled by the provisions in the relevant enactments and rules framed there under; and (see para 9)
(v) that non-payment of tax for any year is not a ground for withholding or not issuing the delivery notes and C forms under the provisions of the relative Acts and Rules. The payment of tax and issue of delivery notes and C forms are different processes in the business adventure: the former is the duty of the dealer and the latter is the duty of the assessing authority. One is not dependent on the other though both operate in the field of business and trade. (see para 10)
[2003] 133 STC 508 (KAR)

The dealer who applied for issue of C forms did not get any response from the authority. On a writ petition:
Held, that the contention that default on the part of the dealer in making payment of entry tax validly assessed against it, disentitled it from claiming issue of C forms, was not tenable. The provisions of section 8(4) of the Central Sales Tax Act, 1956, read with rule 12(1) of the Rules framed under the said Act envisage a declaration in the prescribed form to be furnished by the registered dealer to whom the goods are sold containing the prescribed particulars in order that the seller may be entitled to the benefit of section 8(1) of the said Act. Sub-section (4)(a) of section 8 requires the prescribed declaration forms to be obtained from the prescribed authority. There is nothing in section 8, sub-section (1) or (4) nor is there any provision contained in the Rules framed under the Act which may empower the prescribed authority to withhold issue of C forms on the ground that the dealer who applies for the same is in arrears of tax. In the absence of such power it is difficult to see how the prescribed authority could decline to issue the forms because there was some default on the part of the dealer in making the payment of tax determined against it. That is especially so when the provisions of the Karnataka Entry Tax Act under which the amount of tax was determined against the dealer, provides an effective machinery for recovery of any such amount. The said machinery, inter alia, envisages recovery of the outstanding tax as arrears of land revenue as also by invoking the provisions of Code of Criminal Procedure regulating recovery of amounts levied as fine. These provisions are efficacious and the authorities concerned can invoke the same for quick and summary recovery. That being so, the stance taken by the prescribed authority in withholding C forms would amount to prescribing additional mode of recovery not recognised by the statute. (See para 2)

[2009] 19 VST 178 (ORI)

The petitioner, a registered dealer under the Orissa Value Added Tax Act, 2004, Central Sales Tax (Registration and Turnover) Rules, 1957 and Orissa Entry Tax Act, 1999, applied for supply of one book of C forms but the Sales Tax Officer was directed to call for an explanation from the petitioner as to why C forms shall not be refused to it on the ground of non-payment of entry tax on the goods purchased from outside the State. The petitioner submitted that he was not liable to pay entry tax on purchase of goods from outside the State as those were not produced or manufactured inside the State in view of decision in Reliance Industries Limited v. State of Orissa [2008] 16 VST 85 (Orissa) and that since the matter was pending before the Supreme Court it undertook to pay the entire entry tax dues if the Supreme Court took a decision for payment of entry tax by the petitioner. Thereafter the Commercial Tax Officer directed the concerned authority to suspend the registration of the petitioner for non-payment of entry tax and to issue only two sheets of C forms. On writ petitions:
Held, that a reading of section 8 of the Central Sales Tax Act, rule 12 of the Central Sales Tax (Registration and Turnover) Rules, 1957 and rule 6 of the Central Sales Tax (Orissa) Rules, 1957 makes it amply clear that once a dealer satisfies the condition that he is a registered dealer authorised to purchase goods mentioned in the certificate of registration, charges for obtaining C forms were paid and a true copy of the accounts of the forms last supplied was furnished, the authorities are bound to issue him C form and could not refuse to do so on any ground other than those stipulated in rule 6 of the Central Sales Tax (Orissa) Rules so long his certificate of registration remains valid. It was not the case of the Revenue that the petitioner had failed to comply with any of the conditions therein. The only ground for refusal to issue declarations in form C as requested was that the dealer failed to pay entry tax on the goods purchased from outside the State. If for any sufficient reason the assessing officer felt that a lesser number of C forms shall be supplied to any registered dealer he must record the reason for the same. While issuing form C or even other statutory forms there is no scope for analysing controversial issues. Such controversies should be determined and adjudicated at the time of regular assessment. In the circumstances of the case the authorities could not suspend the registration of the petitioner. (See paras 11, 16, 17 and 26)
Siva Oil Rotary v. Commercial Tax Officer-III [2005] 142 STC 129 (AP) applied.
It is well-settled that the judgment of the High Court is binding on all concerned parties. It is binding on authorities or Tribunals under its superintendence and they cannot ignore it either in initiating a proceeding or deciding on the rights involved in such a proceeding. (See para 22)
East India Commercial Co. Ltd. v. Collector of Customs [1962] AIR 1962 SC 1893 followed.
In permitting the levy of sales tax on inter-State trade the main intention of the Parliament is to ensure that some revenue accrues to the exporting State without raising undue burden on consumers in the importing State and it is necessary that the rate to be specified in the Central legislation should be comparatively low. This being the reason for enacting section 8 of the Central Sales Tax Act, the Revenue authorities should not act in any manner so as to defeat the very purpose for which section 8 of the Central Sales Tax Act was enacted. If a dealer fulfils the conditions required under the statute for getting C forms or any other statutory forms, the Revenue authorities are bound to issue such forms. They cannot refuse to issue C forms or other statutory forms on some plea or the other. It is a well-settled position of law that what cannot be done per directum is not permissible to be done per obliquum, meaning thereby, whatever is prohibited by law cannot legally be effected by an indirect and circuitous contrivance on the principle of quando aliquid prohibetur, prohibetur et omne per quod devenitur ad illud. (see paras 18 and 19) 
[2005] 142 STC 129 (AP)

In the writ petition for issue of an appropriate writ or order or directions more particularly one in the nature of writ of mandamus declaring the action of the department in not issuing statutory way-bills to the petitioner to carry on his business as illegal, unjustified:
Held, allowing the petition that the only condition prescribed for issue of way-bills is payment of costs and payment of tax is not one of the conditions prescribed thereon and that even if any tax is due from the petitioner, denial of the way-bills is not the proper way to recover the tax. (See para 2)
[The court directed the respondent-department to forthwith issue the way-bills as prayed for subject to payment of costs.]
Sri Kamadhenu Khadi & Village Industries Welfare Society v. Commercial Tax Officer (1996) 23 APSTJ 141 (AP) followed. (See para 2) referred to.

Simple Accounting Heads for use in Tally ERP 9 

It has been observed that accountants are using long description for booking the transactions of sales and or purchases in the accounting S.W. Tally ERP 9. It is advised to use smallest codes while recording the transaction for sales and purchases. The same is narrated as under;

	No.
	Tax Code
	Narration / meaning thereof
	Remarks

	1
	V–5-S
	NET SALES TAXABLE @5% VAT
	

	2
	V–12.5-S
	NET SALES TAXABLE @12.5% VAT
	

	3
	VAT 5% - S
	VAT COLLECTED @5% ON SALES
	

	4
	VAT 12.5% - S
	VAT COLLECTED @12.5% ON SALES
	

	5
	C–2–S
	NET SALES TAXABLE @ 2% CST
	AGAINST C FORM

	6
	C–5–S
	NET SALES TAXABLE @ 5% CST
	NO C FORM

	6A
	C-2-IN-TRANSIT
	NET SALES TAXABLE @ 2% CST FOR SALE IN TRANSIT
	AGAINST C FORM + E-I OR E-II FORM TO BE RECEIVED

	7
	U/S 6(2)
	SALES IN TRANSIT
	NO TAX TO BE CHARGED

	8
	V-5-S-WCT 
	NET SALES WCT TAXABLE @5% VAT
	FOR CONSTRUCTION CONTRACT

	9
	V-8-S-WCT
	NET SALES WCT TAXABLE @8% VAT
	FOR OTHER CONTRACTS

	10
	LABOUR-S
	LABOUR CHARGES ONLY
	NOT TAXABLE UNDER VAT ACT

	11
	INCL-WCT-S
	INCLUDING TAX WORKS CONTRACT SALE
	NO TAX TO BE CHARGED

	12
	EXPORT
	EXPORT OUT OF INDIA
	TO BE SUPPORTED WITH BILL OF LADING

	13
	HIGHSEA SALE
	SALE IN THE COURSE OF IMPORT
	TO BE SUPPORTED WITH ENDORSED COPY OF B.L. AND CONTRACT

	14
	F FORM –S
	INTERSTATE CONSIGNMENT SALE TO BRANCH OR AGENT IN OTHER STATE
	NOT TAXABLE

	15
	I FORM – S
	SALES AGAINST I FORM (TO A SEZ UNIT)
	NOT TAXABLE

	16
	CONS-SALE
	WITHIN THE STATE CONSIGNMENT SALE TO AGENT OR BRANCH
	

	17
	TAX FREE - S
	SALES TAX FREE U/S 5 OF VAT ACT
	


One can use the alphabet “P” in place of “S” as shown in above referred table. That will become tax code for purchases. This is the easiest way of presentation. Or wherever the words “sale” is used IN TAX CODE use “PUR” for purchase tax code. In place of “Exports” use “Imports” and in case of “Highsea sale”, use “Highsea Pur” as tax code. Considering your business, we can suggest for more Tax Codes also. Such as for the purchases where set-off / input credit is allowable only after retention of 3% on net taxable value for use of material in execution of construction contract use “V-5-P-3%-RET” And similarly in case of purchases used in execution of other works contracts “V-5-9-36%-RET”. Same way one can create new tax code for above purpose for 12.5% items also used in different type of works contract. for help in creating different tax code, one can always contact us on telephone and if not understood on telephone, then one shall mail us the details of transaction to get help for tax code. 
When a dealer is using fuel like coal or furnace oil, his tax will be retained to the extent of 3% of the net taxable purchases and balance amount will only be permitted as refund or credit of tax as the case may be on purchases. Therefore one shall specify the details of such purchase.

In purchases where no set-off or input tax credit is claimed, one can use the tax code “R.D.” purchases, provided the goods are purchased from a dealer registered under MVAT Act and he has charged tax in the Invoice or even when the dealer is registered under MVAT Act and he has not charged separate tax in the Invoice or Cash Memo or like instrument.

Similarly tax paid on purchases of furniture and fixture is also allowed as set-off after retention of 3% on the net taxable value of such purchases. In the circumstances such purchases shall be identified accordingly and proper tax code be selected for the same.

Importance and points of verification in each and every type of transaction mentioned above –
Most Important details which needs to be verified in Local Purchases is – 

Importance of mentioning purchases of furnace oil from oil companies via facilitator / payer – what has to be checked?

1. Name of the Supplier

2. Address of the Supplier

3. VAT Tin No. of the Supplier (Always 11 numerical digit connected with “V” at the end in case of VAT TIN No. from Maharashtra and “C” at the end always in case of CST TIN in case of Interstate transaction and for rest of India only “11” numerical digit TIN No.)
4. Your own Name and Address (Address may not be there for short of space, if any)
5. Your own VAT Tin No. mentioned in your Purchase Bill

6. “Tax Invoice”
7. Invoice No. and Date

8. 12-A Certificate

9. Value and rate of tax shown separately in the invoice.

(Please see the check list from excel file provided by us. Every dealer is advised to appoint some one or before the purchase bills are provided to accountant shall be checked by him. In Maharashtra and even in rest of India several registered dealers are doing business of just issuing Hawala / Bogus Tax Invoices without doing any business. Such dealers are raided from time to time by the sales tax authorities and are taken to task. They declare such dealers as suspicious dealers and tax paid on purchases are likely to be rejected for set-off / input credit. Therefore it is advisable that while recording such purchases in the books of accounts such purchases may not be bifurcated as net amount and tax amount separately and tax credit on such purchases be avoided.)

Address of the Supplier plays a vital role. One has to know if any city / district is from within the State of Maharashtra or not. Pin code of any city / district from within the State of Maharashtra will always start with numeric digit “27” and ends with “V”. Any other digit may be from outside the State of Maharashtra. (You are advised to always use latest excel file provided by us, to search “suspect dealers and correct TIN”) It is possible that the supplying dealer / works contractor might have obtained registration under MVAT Act as Non-resident Dealer and in such case, he might have place of business outside the State. Even address of the supplier is required for the purpose of Income Tax Assessment.
Generally, it is practice of the accountants to enter the said purchase invoice under local / oms head based on the type of tax levied in the invoice, i.e. VAT / CST.
Set-off / Input Credit of VAT paid to dealers registered in other State: A supplier may issue his invoice from outside the State of Maharashtra and still collect VAT @ 5 % or 12.5 %, but that amount of VAT which is collected in the invoice shall be deposited in his respective state and not in the state of Maharashtra. Credit of such invoice shall not be available to be adjusted against your own tax liability. Such a purchase has to be entered under the head OMS Purchases and not Local Purchases.

When a supplier does not charge VAT or CST in his invoice and such a dealer is from within the State of Maharashtra at that point of time it becomes very important to determine whether the said purchases is to be treated as Local RD Purchase or it is a Sale in Transit Purchase u/s 6(2) of the CST Act. It is often observed in verification of records that such purchases are recorded as “No form no tax” or “R.D. Purchases” even in case of in transit purchases, when C form is to be issued for such purchases, there are chances that the sales tax department may refuse to issue C form for such purchases. It is advisable for every accountant to study the bill first before they record the transaction in the purchase register. Purchases in transit may please be recorded as (“In transit purchases” or “Purchases u/s 6(2) of CST Act”).
If such a purchase is treated as RD purchase, then obtaining and issuing C Form for such a transaction becomes difficult and you may not even obtain any C Form for such a transaction unless you change the entry in your books of accounts and revise your returns.

HAWALA DEALERS

There is nothing like the word Hawala Dealers in the VAT Act. The word is used in common parlance for those dealers who are issuing Tax Invoices without doing any business and they do not make payment of tax on such transaction. Those are technically accepted to be suspicious dealers in the eyes of Law. Sales Txa Investigation department is chasing such dealers, but for the reasons best known few such Hawala dealers are detected and there registration numbers / TIN is cancelled by the department.

Sales Tax Department do not want to declare several information of such Hawala Dealers with ill intention. Even they are directed by the Commissioner of Sales Tax, Maharashtra not to insist for payment of tax from such Hawala dealers in the state and tax payable by such dealers are to be recovered coercively with interest and penalties from the purchasers that is those who have claimed set-off /input credit of tax paid on such purchases. The department has named such purchasers as beneficiaries. Several cases are pending in appeals before lowere authorities, Maharashtra Sales Tax Tribunals and Mumbai H.C. in such type of cases.

In fact purchasers have no control over tax payable by such Hawala dealers. State Government has all powers to recover tax from any dealers but intentionally they are not taking any recovery action in case of such dealers. The registration number is also provided to such dealers by the Sales Tax Department and the some of the officers of the Sales Tax Department are having mollified interest in operation of Hawala transactions.
In the last 2 yrs, with growing cases of HAWALA coming out to the knowledge of the dealers, it now becomes important to have obtained and maintained delivery Challans / transport evidence to prove that you have actually received the material. 

It has come to our knowledge that many of our clients have to suffer at a later stage because the supplier denies of having supplied the material to evade his own tax liability or the supplier has closed down his business due to any reason and when the officer from the department goes for cross check and confirmation of the ledgers. In such a case, if you have not maintained the delivery Challans along with your purchase invoices, you may have to lose the credit of tax paid in such invoice. If you have no refund in the particular year, when such purchases are investigated, you may be liable to pay Interest from the end of the financial period till the date of actual payment and penal interest @25% on net taxable purchases effected from such dealers.
Also it is noted, mainly in case of contractors, when they get the work done by their sub-contractors or labor contractors where they have to procure the material and obtain the purchase invoice in the name of the Principal Contractor, it is quite possible that the sub-contractor or labor contractor has obtained bill from a HAWALA Dealer and not a genuine dealer where again you are at loss of Input Tax Credit
Sometimes, you may not be purchasing the material directly, but via your agent who may also fail to provide you a proper Tax Invoice and might provide you invoice from a HAWALA Dealer where again you are at loss of Input Tax Credit.

Sometimes, in the want of lowering / decreasing your tax liability, you try to avail the tax levied in your purchase expense invoice which might be your printing & stationery charges, office expense charges, repairing charges, etc. Bills entered under this head are sometimes of cash memorandums, retail invoice, invoice of restaurants, retail outlets, etc. Here, you fail to observe that the credit of bill which you are trying to avail is not a “TAX INVOICE” but a cash memo or retail invoice or a restaurant invoice on which the name of your firm / company, address and your own VAT Tin no is already missing. Under such a circumstances, it is difficult for your VAT Auditor to determine if such a dealer will even file his own Audit Report in Form 704. No set-off / input credit is permitted to be claimed from tax paid on such purchases.
Even if a dealer is not liable to file his VAT Audit Report in Form 704, it is now compulsory for such dealers whose turnover is less than Rs. 60 Lakh in any financial year, to file their details in Annexure J Section 1 and Section 2. CAUTION: even if one verify before booking such transaction, there are all chances that the same dealer may be declared as Hawala Dealer at a later stage.
Never do: (1) Never alter/tamper any invoice and record the said altered/tampered Tax Invoice in your books of accounts./ If any discrepancy is observed in the purchase Invoice, a dealer is advised to prepare Credit Note or Debit note as the case may be and record the same in purchase Return Register. (2) Never record the transaction of purchases on the date other then the date printed or mentioned in the Tax Invoice or even in the purchases effected against declaration under CST Act. In such cases, sales declared to you by your supplier and purchases declared by you from supplier will not tally. Similarly it is possible that purchases effected by you against C form in one tax period or one financial period will not tally with information of Interstate purchases declared by you in your returns filed under MVAT Act and in such circumstances, you may not be able to claim C Form from the department.
DEPARTMWNT VIEW AND ACTION IN CASE OF HAWALA TRANSACTIONS;

Investigation of Hawala Dealers

VAT era has been started from the implementation of MVAT Act, 2002 w.e.f. 01/04/2005. As per the Act, every dealer is liable to pay tax on his sales at every stage and is eligible to get set off of tax paid on his purchases. Barring reductions given in rule 53 and non-admissibility mentioned in rule 54, the dealer gets full set of on his all purchases and expenses which are debited to his P & L A/c. To take undue benefit of provisions of set off and thereby to evade the sales tax, hawala transactions are effected.

What is Hawala

Hawala Dealer is the dealer who is mainly engaged in the activity of issuing only invoices without dispatching the goods. Invoice is issued  by the hawala dealer to a dealer who is actually engaged in the business of sales and purchase of goods. Invoice taking dealer can be called as beneficiary as he is the dealer who has taken the invoice from hawala dealer on which he claims the benefit of input tax credit.

Why hawala is done

There are several reasons due to which the hawala transactions are effected by the dealers. Namely - 


Evasion of sales tax: hawala bills are also incorporated in the purchase to evade sales tax. There are following possibilities where these bills are incorporated.

1) Imports: Goods are imported but not disclosed and tax paid hawala invoices are incorporated to adjust such non-disclosed import.

2) OMS purchase: Goods are purchased from outside the state. These are shown to be purchased from local registered dealers by incorporating hawala invoices.

3) Manufactured goods: If the goods are purchased from manufacturer which are not disclosed by him, the invoices for the same are taken from hawala dealers.


In all the above cases, the dealer is liable to pay full tax without deduction of set-off. However, by incorporating hawala bills, these purchases are shown as tax paid and set-off is availed on the same.


Apart from this, there are certain other reasons due to which hawala transactions are effected.

1. To avail the benefit from bank: Banks allow the cash credit/overdraft facilities or even long term loan to their account holders based on the business carried out by them i. e. the turnover of the dealer. Therefore the dealers who are actually do the business take the bogus bills from hawala dealers and also issue bills to them. These are basically circular transactions effected between two parties. Increased turnover due to circular transactions endow them the higher credit limit, short term or long term. Set off may or may not be claimed on these transactions.

2. To reduce profit margins: Some times hawala bills are taken to show enhanced expenditure which reduces the quantum of profit in the books of accounts of the dealer. Thus, the dealer becomes liable to pay less income tax than his actual liability. In such type of cases also, set off may be claimed by the dealer or some times, set off may not be claimed on such bills.

3. Generation of cash: Hawala bills are also taken by the dealers to generate cash. Again set off may be claimed on these transactions leading to evasion of tax.

4. Achievement of turnover targets: The companies have to have proper growth to be eligible for higher for higher gradation as per the norms set by SEBI or other Govt. organizations. If such targets are not going to be completed, such companies take bills from hawala bills and also issue bills to hawala dealers and thus show increased turnover by effecting circular transactions. Some times achievement of certain level of turnover is also necessary to qualify to apply for tenders/joint ventures or to have collaboration with foreign companies where such condition is necessary. As discussed above, these transactions have impact on sales tax if benefit of input tax credit is availed by the dealer.

After discussing the reasons for hawala transactions, now it comes how to detect such transactions. The modus operandi of hawala transactions is discussed below.

Modus operandi:- 

Hawala dealer issues the bill to beneficiary. In turn, beneficiary issues the cheque for payment against the bill. The cheque is deposited by hawala dealer into his bank. Thereafter hawala dealer deducts his commission whatsoever and balance amount is returned to beneficiary in cash. Some times, inter hawala transactions are also done to give proper coloring to the transactions thus increasing the complexity of transactions to be verified. In such case, bills revolve in a circular manner from hawala to hawala and at certain instance of transactions it comes out of the circular chain to beneficiary. The beneficiary claims the ITC on such bill for which he never received the goods and also the tax is not paid into Govt. Treasury.


Here both the dealers are in fault in the eyes of law. The two-fold action is necessary.

1. Action against Hawala

2. Action against beneficiary claiming ITC.

Hawala Dealer

It is necessary to identify hawala dealer to take action against him. Hawala dealer can be identified by certain parameters. However a keen watch is necessary while applying such parameters.

Identification of hawala dealer:-

Hawala dealers are not engaged in actual sale and purchase of goods. However, to avail the benefit of set off by beneficiary, it is necessary that hawala should get registered. Thus, hawala dealer invariably takes registration. However, there are certain indications by which we may identify that the dealer is a hawala dealer not doing business. They are given briefly as follows.

1)  Registration is taken under VRS.

2) Registration is taken in the name of a person generally having low to medium educational background.

3)  The registration is taken in the name of man of no means for which he is given some small amount say five thousand or like wise. The dealer is from low-income group having no assets, does not have the capacity to raise capital.

4) Registration is taken on the address at POR or at low-income area. Generally at the address of the person of lower income strata. If registration is taken in the business area, table space is taken as address of POB or multiple dealers are registered at the same POB.

5) Registration taken in the name of a person having permanent POR out side the state of Maharashtra.

6)  The turnover in the 1st year itself is shown ranging from few crores to 50-60 crores despite incapability of raising the funds to run that much level of business.

7)  The dealer takes registration to deal in multiple commodities which is generally not done in ordinary course of business.

8)  If the returns position of the hawala is seen, either he comes out to be defaulter or a meager T.O. is disclosed and tax is paid on small margin. Some times hawala dealer disclose full amount of turnover but then nominal GP is shown and tax is paid on nominal GP. It is pertinent to note that purchase shown by hawala dealers are from hawala dealers.

9) If purchase and sales of hawala are seen in case where books of accounts are maintained by him. Purchases from very limited parties and sales to the limited parties is shown.

Combination of two or more of above points is pretty fair indicator of hawala dealer.

Action against hawala

Once the dealer get registration, Advisory visit is paid to the dealer and the dealer is given rating a poor or otherwise.  Some times it happens that the dealer is not traceable at the time of Advisory visit. If dealer is traceable, but because of above mentioned possibilities advisory officer may come to conclusion that he may be hawala dealer. The possibility of cancellation of registration certificate abinitio should explored. 

It is not necessary that hawala every time may be detected at Advisory visit level. Our Audit branches may come across hawala dealer during the course of their work. Also during investigation, it is also possible that the dealer may found as hawala. In such a case, the following line of action may be followed.

1. Visit should be paid to suspected hawala dealer.

2. If it is confirmed in the visit that the dealer is hawala, record his statement u/s 14 of MVAT Act, 2002 by issuing summons about his engagement in the activity of only issuing bills without dispatching the goods. It is necessary to establish it properly that the dealer is hawala. Therefore while taking his deposition u/s 14 of MVAT Act, 2002, the questions may be asked him accordingly, such as his past/present occupation, accommodation type(ownership/rental etc.). All these questions and other such questions may be asked to him so as to establish that it is not possible for such kind of a person to do the business of sale and purchase of goods.

3. If the books of accounts are maintained by hawala dealer, his beneficiaries can be identified from his books of accounts.

4. If hawala dealer has not maintained the books of accounts it is necessary to obtain the details of bank accounts operated by him and the detailed analysis of the bank statement to identify the beneficiaries.

5. Once it is established that the dealer is hawala, his registration certificate needs to be cancelled.

6. It should be informed to other branches that the dealer is hawala and no input tax credit is allowable to the dealer who is showing purchase from this dealer such as Business Audit, Refund & Refund Audit, and LTU etc.

7. Hawala dealer should be prosecuted.

Identification of beneficiary:-

Once it is established that the dealer is hawala, the next course of action is to find the beneficiaries of hawala. As discussed above beneficiaries can be identified from the books of accounts of the dealer. In case no books of accounts are maintained, bank analysis of hawala dealer is necessary to identify beneficiaries.

Action against Beneficiary Dealer:-

Once the beneficiary dealer is identified from the books of accounts of hawala dealer or by bank analysis, the dealer may be visited or called for in the office for verification by issuing summons/form 603 depending upon the tax involved.

1. It should be brought to the notice of the dealer that he is not eligible to get input tax credit on the purchases of which no tax is paid into Govt. treasury at earlier stage as per section 48(5) of MVAT ACT, 2002 by issuing letter to him. Request the dealer to submit his say on or before given date about the purchases shown from hawala dealers.

2. To get dealer to admit the liability and pay the tax and interest accordingly by filing revised returns.

3. If dealer does not accept the liability, action u/s. 35 of MVAT ACT, 2002 of provisional attachment of banks and debtors should be initiated.

4. Even after the action u/s. 35 is taken, dealer does not accept the tax liability, assessment of the dealer should be initiated and completed by disallowing his set off thereby raising legal demand.

5. After passing the assessment order and service of demand notice, attachment of bank and debtors can be done by issuing notice in form 318.

6. Beneficiaries not admitting the tax liability may be prosecuted.

Reasons for emerging of Hawalas on large scale :-

There are some reasons due to which hawala is generated on large scale. One of them is easy registration process helps hawala to get registered and to effect hawala transactions subsequently. Voluntary registration scheme though brought keeping in mind small dealers who want to grow their business. Unfortunately, it becomes helpful to hawala dealers. The reasons are as follows –

1) The process of VRS is very easy.

2) No verification of place of business while granting registration.

3) The amount of Rs. 30,000/- taken at the time of VRS is a small amount for hawala dealers considering the quantum of hawala transaction effected by them after getting registration. 

4) There is no provision of renewal of registration in the Act.

5) No review of newly registered dealer under VRS is taken. However, advisory visit branch pay visit to the dealer visit is paid with prior intimation and also it paid after long period of granting registration.

Possible Remedies to curb hawala:-

Considering all the above facts it is necessary to give a thought to make registration process stringent. So that there may be some check on hawala dealers from taking registration. 

The following steps may be taken while granting registration –

1) There should be inspection visit by the departmental authority (may be STI) before granting registration to the place of business.

2) Considering the nature of business all the place of business of the dealer should be visited and verified by the departmental authority.

3) There should be a provision for renewal of RC every year up to 3 years to have check over newly voluntarily registered dealers.

4) After the Advisory visit is it is noticed that the dealer is not doing any legitimate business of sale / purchase of goods the RC of the dealer should be cancelled. Here it is necessary to give a thought to cancel the RC of hawala dealer abinitio on the basis of the findings of Advisory visit. However, care should be taken that no genuine dealer should be suffered due to this process. Therefore, proper procedure may be laid down at Advisory visit level itself. So that hawala may be curbed at its initial stage only.

5) Further, once it is clear that the dealer is hawala not doing business of sale and purchase of goods, his returns may be cancelled and declared null and void. The amount paid by the dealer by way of Challans by hawala dealers may be forfeited. This is necessary so that the tax may be recovered from beneficiaries. Provisions of section 48(5) of MVAT Act 2002 will then squarely apply.

6) Generally, more than one bank accounts are operated by hawala dealer. But the same are not informed to the department. Only one or two banks are informed to the department at the time of registration. Many a time it happens that very few transactions effected through the bank account which are informed to the department. Major transactions are done through the bank accounts which are not informed. Therefore, it is necessary to have a proper communication with RBI as well as all banks. There should be mechanism of getting the information of newly opened bank account by the dealer registered under MVAT Act 2002.TIN No./PAN No. may be the linked with the account number of the dealer. It is necessary that bank should know the details of all registered dealers as well as the dealers getting newly registered. This information should be sent to banks periodically and bank should send the information of newly opened bank accounts of registered dealers. The exchange of information of registration numbers and account numbers of the dealers between the department and banks should be periodical. A thought may be given to develop this exchange of information on line.

7) To identify hawala dealers there are certain parameters which are discussed above. A system may be generated on MAHAVIKAS to sort out such dealers fulfilling more than one parameter at a time. It will help to identify the hawala dealers and to take further action.

8) In the Sales Tax point of view, hawala bills are incorporated for 3 reasons.
a) To show OMS Purchase as RD.

b) To show import as RD.

c) If the goods are purchased from manufacturer which are not disclosed by him, the bills for the same are taken from hawala dealers.

In all the above 3 cases mentioned above, dealer is liable for full tax on sale without set-off. In all the above cases, the dealer is liable to pay full tax without deduction of set-off. However, by incorporating hawala bills, these purchases are shown as RD and the tax is paid by deducting set off on the same. It is necessary to have proper co-ordination with custom department to know the quantum of import by the dealer. Further, if TINXSYS data is properly updated the details of OMS purchase will be available on the systems. It is necessary to have proper co-ordination with excise department to know the quantum of manufacturing by the dealer. Of course, it is necessary to have a proper co-ordination all the department like income tax, custom, octroi, banks, excise etc.

Possibility to locate hawala from MAHAVIKAS
As discussed earlier, if there is combination of two or more points is there in case of any dealer, it is pretty fair indicator of hawala dealer. If it is possible to give proper search parameters in MAHAVIKAS system, it will be definitely helpful to locate hawala and take further action.


At the time of registration, the following parameters may be present.

1) POR is shown as registered address of POB.

2) POB is shown in low-income area.

3) Registration is taken under VRS.

4) The registration is taken for multiple commodities.

5) Registration is taken in the name of a person having permanent POR out side Maharashtra.

6) Either POB or POR or both are on rental basis.


If it is possible to sort the dealer data base presently available on the basis of the above parameters, there are chances to locate hawala from the system itself.


After six months or one year, following parameter can be added.

1) The turnover in the 1st year itself is shown ranging from few crores to 50-60 crores and tax is paid on small margin.

If the dealer database is sorted on the basis of return filing position for the first year, hawala may be located from the system itself.

These are only indicator to identify probable hawala dealers. Few genuine dealers may have such parameters. Hence, further inquiry by way of discreet visit to the dealer, analysis of returns filed by the dealer is necessary so as identify probable hawala dealer. 

After identification of hawala, dealer action needs to be taken as proposed earlier i.e. visit to hawala and subsequent visits to beneficiaries.
WHAT DEALER SHALL DO

Hence, for a dealer to claim set-off or having claimed the set-off in his returns, to retain the same from losing it under the prevailing circumstances, it is very important that – 
1. It has to be a TAX INVOICE and not cash memo, retail invoice, restaurant invoice, etc.

2. You have to ensure that the dealer who sold you the material only he must issue you tax invoice of his own Firm / Co.

3. If you receive a Tax Invoice from any other dealer, kindly ensure that he is not a HAWALA Dealer.
4. On the said Tax Invoice, kindly ensure that the word TAX INVOICE is printed.

5. Dealer’s name is properly printed

6. His address is present

7. His VAT Tin No is present

8. 12-A Certificate is present. (Statutory declaration under MVAT Act,)
9. VAT is collected separately

10. Rate of Tax is mentioned

11. Proper description of the goods is mentioned and not simply any Item Code. 

It is also important that accounting of your purchase invoice is in the chronological order of its date. Karnataka High Court has already dis-allowed set-off of bills not entered in the chronological order for a multi-national company. 
For instance – Bill dated 25-04-2008 was entered in on 15-07-2008. ITC for such a bill was disallowed since it was not disclosed in the return filed for the month of April-2008 and when the said bill was disclosed in the month of Jul-2008 again it was disallowed on the grounds that the said bill was meant for April-2008 and not Jul-2008.

Also, when you book any purchase which is from outside the state against C Form and if C Form is to be issued to the said dealer, the said bill has to be accounted for in the month and date on which it has been prepared. One cannot take a stand that the dealer had sent the bill to us after a period of 6 months and hence it couldn’t be booked in April, but has been booked in September. Such a purchase, if it is booked in September instead of April, while filing the return, the said purchase shall be disclosed in September and not in April and when application of C Form shall be made, the said purchase shall be shown in the month of April. 

Such a mismatch in disclosing the purchases incorrectly shall lead not only to rejection of your applications for statutory forms but also time, energy and value consideration for re-writing the books of accounts in the chronological order of the date.

When purchases are booked with inventory, it is usually noticed that it is booked as per the items mentioned in the invoices but general parlance meaning of the item is not used.

For Eg – a dealer may purchase screw drivers, bolts, nuts, pins, etc and may record the same but may not use the common parlance meaning such as “Hardware”

Please use correct description of goods purchased against declarations: A dealer may purchase ingots or billets and may record the same, but may not use the common parlance word “Steel or Non-ferrous metal” [NONE WILL BE ABLE TO PROVIDE DESCRIPTION OF GOODS PURCHASED OR SOLD]
A dealer may purchase washer, handles, rings, etc which may form part of any machinery. The dealer may record with the above names, but not the common parlance word “Machinery Spares” or “Machinery CPA” or simply “CPA of specific Item” i.e. Components, Parts & Accessories. 

Take care to get the description of goods to be purchased in the course of Interstate trade while and even after obtaining Registration under VAT & CST Act: In your registration records, your commodities to be purchased against C Form is recorded with the Common Parlance Words as mentioned above, but not in microscopic meaning of any particular item.

For which Items one can apply for and obtain Declarations under CST Act: When making an application for statutory forms, a dealer has to mention the description of goods purchased against the declaration under CST Act and when the dealer files the application with the common word such as “handle” instead of “hardware” his application is bound to be rejected on the grounds that his registration records does not contain any commodity known as “handles”
MOST IMPORTANT DUTY OF ANY DEALER REGISTERED UNDER VAT & CST ACTS
Important decision regarding the growth of the business depends vastly on the decisions taken by the proprietor / partner or a director of any entity. 

It is the functions of the entrepreneur to decide from whom the purchases have to be made. 

The entrepreneur must ensure and verify that the supplier is a genuine dealer and not any HAWAL DEALER. 

If the entrepreneur is purchasing from any agent, one must check if the agent gives bill from a reliable dealer and not any Hawala dealer. Before making any payment towards such bill one must verify from the list of HAWALA DEALERS issued by the department from time to time. If the bill received is from a HAWALA DEALER, kindly make sure to deduct the amount of tax from the payment and inform the concerned person from the purchase department to book such purchases under RD Purchases NOT ELIGIBLE for set-off. 
If you have genuinely procured a bill from a HAWALA DEALER for reducing your GP, in such cases also you must inform the concerned person from the ACCOUNTS department to book such purchases under RD Purchases.

This will ensure that you do not avail set-off from such bills and provide any chance for the enforcement officers from the department to raise any queries regarding the same and also restrict them to send any information to the income tax department to scrutinize your records. 

Every tax payer under MVAT and CST act is advised to maintain Venders (ie. Suppliers) Registration and even customer registration and retain registration records in soft copy as well as hard copy in his Sales Tax / Income Tax related files. One may put certain conditions with vendors that (1) The Vendor must ensure that purchaser’s TIN is provided in every sales Invoice (2) Irrespective of turnover of the Vendor he has to provide certified true copy acknowledgment of e-filing of VAT Audit report with certified printed copy of Annexure J Section 1 with Highlighted TIN Number of purchaser. (3) It is advisable, if possible to obtain tax clearance certificate every year from your supplier if he agrees for the same.
Always chase your customers and agents in other States for declarations under CST Act. You are advised to remind fortnightly bases every such purchaser after end of 1st reminder and subsequent reminder. This will keep your customers in tense and will try to get declarations and issue the same to you in reasonable time. Always retain records of such communication with proof of dispatch of such information to them

You are also advised to make application for Declarations under CST Act for every quarter after filing your returns for the period under consideration. When you are liable to and are filing six monthly returns for every six month you make application for forms within reasonable time. While making application for C Forms, please ensure that you have declared purchases against declarations exactly as per the application. There may be problem in obtaining Forms when you are effecting Purchase Return of Interstate Purchases. Please take care.

If you are using SAP or other accounting S.W. and you are unable to get proper reports using the said S.W., please make the date entries in Excel sheet for Sales and Sales Return, Purchases of all kind and Purchase Return for the same with details of commodity sold and purchased by you.
Tax Deduction u/s 31 OF MVAT ACT, 2002

Every dealer whether registered or not, if award contracts to a contractor for an amount exceeding Rs.5,00,000 in a financial period has to deduct VAT at the rate of 2% if the contractor is registered under MVAT Act, 2002 and 4% if the contractor is not registered under MVAT Act, 2002 from the amount paid or payable whichever is earlier and deposit the same into credit of State Government within 21 days from the end of the month in which such deductions are made. The tax so deducted shall be paid electronically and while deciding Form ID, one shall select Form 405.

Every dealer who has so deducted Vat from the payments made or payable to the contractor and deposited the VAT amount in credit of government shall issue a Certificate in Form 402 to the contractor within a reasonable time and obtain copy of acknowledgment thereof from the contractor. The contractor shall be eligible to claim credit of Tax Deducted by presenting form 402 in support of his claim.


Every dealer who has so deducted and deposited VAT amount in credit of Government shall file return of TDS in form 405 before officer appointed for the purpose in Maharashtra within 90 days from the end of financial period during which the tax was so deducted and deposited in credit of Government.

Every dealer who is liable to and has deducted tax from the payments made to contractors shall maintain an register of the TDS Certificates issued in Form 404 for each financial period and provide the same for verification to the VAT Authority when demanded.

Deduction of professional tax from salaries and wages paid to the employees & payment of professional tax of employers / partners / proprietor / directors: 


Every employer, who makes payment of salaries or wages of an amount exceeding Rs.5,000 per month shall deduct amount of professional tax on salaries and wages rate prescribed under Maharashtra Tax on profession, trade and calling Act and deposit the said amount of tax advisably on monthly bases in form “MTR 6” or a dealer is allowed to make e-payment of professional tax and file the returns electronically of professional tax on the periodicity based on his total tax liability per year for preceding financial period.

Taxes on employers, proprietor, partners, directors etc. are restricted to maximum amount of Rs.2,500 payable on or before 30th June every year without fail


Detail of different type of deposits made and proof of payment thereof with proof of filing of the returns under professional tax act are often required to be produced before Assessing Officer, Business Auditor, VAT Auditor, Refund Auditor, Investigation officer whenever asked for. Policy of assessment under professional tax act is changing from time to time. One might require to provide several years details of tax deducted or not, salary and wages paid, tax deducted and deposited and copies of the returns filed and acknowledgment thereof is asked to be provided for verification at any time.

Maharashtra Tax on Entry of Goods into Local Areas Acts, 2002

Purchase of Air conditioners and tiles from Maharashtra attracts liability of Entry Tax in Maharashtra. On effecting 1st such transaction the dealer has to make an application for registration under Maharashtra Tax on Entry of Goods into Local Areas Act, 2002 file return and make payment of tax on or before 21st days in the month following the month in which such transaction is effected. This is for general information only, in case anyone of you has effected any such transaction, you have do needful.
You must do every month: Please go through the specially designed excel file provided by us to prepare details related to VAT and CST Act. Please go on updating data entry of sales, increase in sales by debit notes, sales return, Purchases and Purchase Return summary on monthly bases whether your liability to file returns is Monthly, Quarterly or Six Monthly. Also enter details of tax paid by you under MVAT Act for tax on sales, for Tax deducted at source, CST payment if any with date of payment, Details of TDS Certificates received under MVAT act, 2002, details of Tax Deducted by you u/s 31 of MVAT act and deposited said amount under MVAT Act in prescribed form with specific form Identification in MTR – 6, Details of Sales against declarations with details of Forms received in Annexure G to I, on daily bases. Remaining part of the excel file that is Annexure J section 1 to section 6 is annual details to be provided to the sales tax department electronically either in Form e-704 or in several forms notified within 90 days from the end of the financial period when a dealer’s accounts are not liable for VAT Audit u/s 62 of Maharashtra Value Added Tax Act, 2002. (Please do not attempt to make changes in the excel file provided by us.)
High cost of preparation of information to be provided to the sales tax department in different electronic and manual forms: (1) It has been observed that none of the accounting software applications are capable of providing sufficient information required to be provided to the sales tax authorities, to it’s users due to limitations and constant amendments and requirement of information demanded by the sales tax authorities. (2) It is also observed that since the accountants are occupies in routing accounting work, which restrains them from preparation of required information within reasonable time since it is to be done at the cost of other important men hour in accounts department. (3) Preparation of such information is required to be updated on daily bases and for that required manpower is not employed by the employers / dealers due to increased cost of operation of accounts department. (4) In the daily changing era, more and more information will be required by the sales tax department from the dealers. The same is to be provided in different forms designed by the sales tax department. Surprisingly if you will see to the requirements of information in different forms, you will realize that there is duplication of information wanted in different forms. The sales tax authority either due to lack of knowledge or for the reasons best know are not interested to come out with easy solutions to such problems, though they are often requested to do so. The examples of duplication if information in different format si as under;
(1) VAT Audit “Form e-704”. In this form details of summarized details of purchases specifying net taxable amount & tax paid on the same (irrespective of rate of tax, whether input credit is claimed on the same or not) are asked to be provided in “Annexure J section 2” . Now it has been made mandatory for every dealer to provide such information in specially prepared electronic form which is part of Form 704, whether turnover of such dealers is liable for VAT Audit or not. And the same detail is asked to be provided, Invoice wise in “Annexure A” in form 501 when an application for refund is filed by any dealer.
(2) In VAT Audit report in Form e-704 details of declarations under CST Act, not received is to be provided in “Annexure I” and the same information is to be provided by every dealer who claims refund of tax. Such information is to be provided in “Annexure C” in Form 501. 

(3) In form e-704 details of declarations under CST Act, received is to be provided in “Annexure G” and the same information is to be provided by every dealer who claims refund of tax. Such information is to be provided in “Annexure D” in Form 501. The information in for e-704 is based on serial No. of the declaration and detail is to be provided on gross bill value covered in the said form. On the other hand information to be provided in form 501 is based on the Invoice No. date, net taxable amount and CST in the Invoices covered in one Form received by the dealer.
(4) Only tax professional are aware of such duplication but the dealers and their accountants may not know about this fact. It is possible that such dealers will get frustrated when same information is asked from time to time in different forms.

More examples of duplication of information: 

(1) When a dealer has applied for registration under VAT and CST Act, he is asked to provide original PAN card for verification and Xerox of the same to be kept of registration records and the same is done. Yet in every Audit report in form e-704 every dealer has to provide information of PAN Number. VAT Audit report is annual report and is it ever possible that PAN Number will change every year. Yet this small fact is ignored by the sales tax department.

(2) Information regarding Professional Tax Enrollment and registration under professional Tax Act, Central Excise Act, Service Tax Act, etc. is to be provided in every VAT Audit report, which are constant. IEC Code is to be provided in every VAT Audit report, which will never change.

(3) Details of Bank account can be reduced to minim. If there is no change in bank details which is earlier provided, the details may not be provided. But no this detail is to be provided every year in VAT Audit report.
Frequently changing requirement of Sales Tax Department and frequently changing forms (same form modified again and again to remove certain defects):
Every electronic form though same numbered and same version, modifications / amendments are carried out from time to time. In the circumstances each time one has to use fresh download forms to provide same type of information, whether is VAT return, VAT Audit form, Application for refund, CST Return or any other information. 

PREPARE YOURSELF FOR ASSESSMENT / REFUND AUDIT / BUSINESS AUDIT OR INVESTIGATION PROCEEDINGS

Please find attached herewith a soft copy of the Index of documents and statements to be submitted to any of the above authority, when you appear before them with your tax professional / advisor / chartered accountant. Also always use to appear before any authority with your Tax Consultant and always maintain a proceeding sheet showing date on which appeared, name and designation of the officer and if possible, please write down hhis Telephone No. in your proceeding sheet. In case your Tax Consultant is absent on the said date, take suitable adjournment from the officer requesting him to the reason to be submitted.

Always make note of further requirements asked for to be provided in the proceedings sheet and after preparing the same and signing the same, handover to the authority with covering letter or sign the proceeding sheet showing that you have submitted the required information. Always remain in constant touch with your tax consultant for the progress of the proceedings and even you can appear before the officer in usual course nd ask him about progress in the case from time to time.

Easy Solutions to the same:

Finally some innovative software is under development for use by every dealers in India, which will provide basic information in excel file which will help the tax payer in preparation of VAT related, Excise related, Service Tax related, CST Related, Sales Register, Sales Return register, Purchase Register, Purchase return register etc, reports for one or more states.

Only difficulty will be that every dealer will have to now make data entries twice, once in his regular Accounting S.W. and once again in the specially designed S.W. to obtain almost all required information under different VAT Act.

In case you arte interested to purchase the said S.W., please register your name, address, Name of Contact person, his designation, Land line and mobile No. and e-mail address to remain in touch with you. This will help you in preparation of defect less information required under various provisions of Law. You may register your requirements through e-mail to Bharat M. Shah on bmshah2012@gmail.com
VAT Audit u/s 61 of MVAT Act:

It is understood that many dealers are first waiting for Income Tax Audit to be completed and then only they ask the VAT Auditors to carry out VAT Audit. As per latest decision of the sales tax department, now VAT Audit report can be uploaded and filed without Income Tax or Companies Act Audit reports which were earlier essential to be filed with VAT Audit report. As such hard copies of VAT Audit reports are not available to the assessing officer / Business Auditor / Issue based Auditors / Investigation officers / Refund Auditors etc. hence now it is decided to leave it to the officers to claim the same from the Tax Payers when required. In the circumstances we advise every dealer, whether their accounts are liable for VAT Audit or not to go on continually preparing information of specially provided Excel File to each of the participants of this training. 

Bar from distribution of Excel files provided to you:

Some of the Excel files provided to you are not for free distribution. It is our intellectual property and none can use the same without our consent. In the circumstances, every one of you is requested not to distribute the said Excel filed to anyone else without obtaining our prior consent. 

Latest amendment while preparing this information for you.
Please find hereunder the information of latest amendment in the MVAT Rules effective for 2011-12;
Latest amendment affecting your liability to comply with provisions of Maharashtra Value Added Tax Act, 2002

------------------------------------------------------------------------------------------------------------ 

The Maharashtra State (through the Commissioner of Sales Tax,
Maharashtra State) has issued a Notification amending the provisions
of Rules 17 and 18 of the Maharashtra Value Added Tax Rules, 2005
.
As per the amendment, the dealers who are not liable to file form 704
(That means the dealers, who are not liable to get their books of
accounts audited under section 61 of the MVAT Act, 2002) will now be
required to file annexure C, D, G, H, I, J1 and J2 along with the
last return of that year. This will be applicable from the last return
of the financial year 2011-12, i.e. returns for the period ended on
31st March, 2012 will be filed on or before 30th June, 2012 {The date
of filing the last returns (not the payment of tax) has been extended
to 90 days} along with aforesaid annexure.
1. The due dates of payment are as per old provisions, i.e. on 21st
April, 2012 or 30th April, 2012 as the case may be. But due date for filing of VAT Return has been extended to 90 days from end of financial period. The dealers will be required to file following information electronically while filing his last return for financial period 2011-12.

2. Annexure C: Information with regards to details of TDS certificates
recd. by the dealer.
3. Annexure D: Information with regards to details of TDS certificates issued by the dealer.
4. Annexure G: Information with regards to details of various
certificates or declarations under CST Act, 1956 recd. by the dealer.
5. Annexure H: Information about the details of declarations in form H, which are not recd. in respect of local sales.

6. Annexure I: Information with regards to details of various
certificates or declarations under CST Act, 1956 recd. by the dealer.

7. Annexure J1: Information about the (customer-wise) sales effected by the dealer furnishing the said annexure.

8. Annexure J2: Information about the (Supplier-wise) purchases effected by the dealer furnishing the said annexure.



The copy of the said Notification as well the Trade Circular (3T of
2012 dated. 27/02/2012 issued by the Commissioner of Sales Tax,
Maharashtra State are attached herewith for your kind reference.

List of hard copies of important notification with this paper book:

1. Due date chart for making payment of Professional Tax and due date for filing of the returns for the same.
2. Copy of Notification dated 4th Feb. 2012 wherein above referred amendments is carried out by sales tax department.

3. Copy of Trade Circular issued by the sales tax department for above referred notification.
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