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Preface
It is a matter of great pleasure to present this new edition of the book on Taxation - Indirect

Taxes - I to the F.Y. BAF. Students and Teachers of University of Mumbai. This book is written on
lines of revised syllabus instituted by the University. The book presents the subject matter in a simple
and convincing language. In keeping with the aims of the book, we have attempted to present the text
in a lucid and simple style; the treatment is comprehensive and by and large non-mathematical.
Another notable feature of this volume is that the discussions of the concepts and theories are
invariably followed by exhaustive illustrative problems. To test the understanding of the readers as
also to enable them to have sufficient practice, a large number of exercises have also been given at the
end of the chapters.

The syllabus contains a list of the topics covered in each chapter which will avoid the
controversies regarding the exact scope of the syllabus. The text follows the term wise, chapter topic
pattern as prescribed in the syllabus. We have preferred to give the text of the section and rules as it is
and thereafter added the comments with the intention of explaining the subject to the students in a
simplified language. While making an attempt to explain in a simplified language, any mistake of
interpretation might have crept in.

This book is a unique presentation of subject matter in an orderly manner. This is a
student-friendly book and tutor at home. We hope the teaching faculty and the student community
will find this book of great use.

We are extremely grateful to Mr. Pandey of Himalaya Publishing House Pvt. Ltd. for their
devoted and untiring personal attention accorded by them to this publication.

We owe a great many thanks to a great many people who helped and supported us during the
writing of this book which includes Principal, HOD, Faculties and Students of B.Com. Section.

We gratefully acknowledge and express our sincere thanks to the following people without
whose inspiration, support, constructive suggestions of this book would not have been possible.

 Mr. Jitendra Singh Thakur (Trustee, Thakur College)
 Mrs. Janki Nishikhant Jha
 Mr. Anand Mehta

We welcome suggestions from students and teachers for further improvement of quality of book.

– AUTHORS
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Taxation - Indirect Taxes - I

Modules at a Glance

Sr. No. Modules No. of Lectures

1 Maharashtra Value Added Tax (MVAT) Act, 2002:
Introduction

20

2 Maharashtra Value Added Tax (MVAT) Act, 2002:
Registration Procedure and Rules: Section 16

10

3 Maharashtra Value Added Tax (MVAT) Act, 2002:
Audit Section 22 and 61

20

4 Maharashtra Value Added Tax (MVAT) Act, 2002:
Penalty and Interest

10

Total 60

Sr. No. Modules/Units

1 Maharashtra Value Added Tax (MVAT) Act, 2002:

Introduction
Definitions
Section:
2(4) Businesses; 2(8) Dealers; 2(12) Goods; 2(13) Importer; 2(15) Manufacturer;
2(20) Purchase Price; 2(22) Resale; 2(24) Sales; 2(25) Sales Price; 2(27) Service;
2(33) Turnover of Sales and Rule 3
Incidence of Levy of Tax
Sec. 3 Incidence of Tax
Sec. 4 Tax Payable
Sec. 5 Tax Not Leviable on Certain Goods



Sec. 6 Levy of Sales Tax on Goods specified in the Schedule
Sec. 7 Rate of Tax on Packing Material
Sec. 8 Certain Sale and Purchase not Liable for Tax
Payment of Tax and Recovery
Section 42: Composition of Tax and Notification 1505/CR-105/Taxation-1
Set Off, Refund, etc.
Section 48 and 49 Set Off, Refund etc. along with Rules 52, 53, 54, 55

2 Maharashtra Value Added Tax (MVAT) Act, 2002:
Registration Procedure and Rules: Section 16

3 Maharashtra Value Added Tax (MVAT) Act, 2002:
Audit Section 22 and 61

4 Maharashtra Value Added Tax (MVAT) Act, 2002:
Penalty and Interest
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8
7
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If the topic demands, instead of practical questions, appropriate theory question may be asked.
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responsible learner, mannerism and articulation and exhibit of leadership qualities
in organizing related academic activities. 05 Marks
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MAHARASHTRA VALUE
ADDED TAX (MVAT)

Chapter

1

INTRODUCTION

A value added tax (VAT) is a form of consumption tax. From the perspective of the buyer,
it is a tax on the purchase price. From that of the seller, it is a tax only on the “value added”
to a product, material or service, from an accounting view, by its stage of its manufacture or
distribution. The buyer remits to the government the difference between these two amounts, and
retains the rest for themselves to offset the taxes he had previously paid on the inputs.

VAT is a multi-stage tax, levied only on value that is added at each stage in the cycle of
production of goods and services with the provision of a set-off for the tax paid at earlier stages
in the cycle/chain. The aim is to avoid ‘cascading’, which can have a snowballing effect on the
prices. It is assumed that because of cross-checking in a multi-staged tax; tax evasion would be
checked, hence, resulting in higher revenues to the government.

Maurice Lauré, Joint Director of the French Tax Authority, the Directiore générale des
impôts, was first to introduce VAT on April 10, 1954, although German industrialist Dr. Wilhelm
von Siemens proposed the concept in 1918. Initially directed at large businesses, it was extended
over time to include all business sectors. In France, it is the most important source of state
finance, accounting for nearly 50% of State revenues.

All over the world, VAT is payable on the goods and services as they form a part of
national GDP. More than 130 countries worldwide have introduced VAT over the past 3 decades;
India being amongst the last few to introduce it.

(1) MEANING OF VALUE ADDED TAX (VAT)

Value Added Tax (VAT) is nothing but a general consumption tax that is assessed on the
value added to goods and services. It is the indirect tax on the consumption of the goods, paid
by its original producers upon the change in goods or upon the transfer of the goods to its
ultimate consumers. It is based on the value of the goods, added by the transferor. It is the tax
in relation to the difference of the value added by the transferor and not just a profit.
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It means every seller of goods and service providers charges the tax after availing the input
tax credit. It is the form of collecting sales tax under which tax is collected in each stage on the
value added to the goods. In practice, the dealer charges the tax on the full price of the goods,
sold to the consumer and at every end of the tax period reduces the tax collected on sales and
tax charged to him by the dealers from whom he purchased the goods and deposits such amount
of tax in government treasury.

(2) INTRODUCTION OF MVAT

Maharashtra Value Added Tax has been introduced with effect from 1-4-2005. The original
bill was passed in 2002. Due to political reasons its implementation was postponed. Maharashtra
government made modification in the said Act of 2002 and given its effect from 1.4.2005. Thus,
its name Maharashtra Value Added Tax, 2002 and not 2005. Maharashtra Value Added Tax,
2002 is nothing but VAT, that is, value added tax.

Maharashtra Value Added Tax is a form of sales tax collected by Maharashtra Government
from consumers within the State of Maharashtra. It is collected through business transactions
involving sales of goods within the State. In a chain of distribution, goods moved from manufacturer
to wholesaler, retailer to consumer. In every stage there is value addition tax is collected on
every stage. That is from manufacturer, wholesaler and retailer. It is multi point tax. It is collected
on value addition made by every person. Example —

Example 1: (Rate of tax assumed is 10%)

Purchase price ` 100
Tax paid during purchase ` 10 (input tax)
Selling price ` 150
Tax collected during resale ` 15 (output tax)
Input tax credit (Tax paid during purchase) ` 10
VAT payable (Output tax-input tax) ` 5
Total tax collected by the government
At the time of purchase by the dealer ` 10
At the time of resale by the dealer ` 5
Total Tax: ` (10 +  5) = `  15

Mr. A, a manufacturer sells to Mr. B, a wholesaler, goods for ` 10,000 plus tax B sells to
Mr. C for ` 15,000 plus tax. C to sells to Mr. D for ` 22,000 plus tax. Rate of tax is 10%.

Particulars `

When A sells goods to B 10,000
Add: VAT @ 10% 1,000

11,000

When B sells goods to C 15,000

Add: VAT @ 10% 1,500
16,500
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A pays tax to government on ` 10,000, i.e., 1,000

B collects tax on ` 15,000, i.e., 1,500
Less: Set-off on his purchase of ` 10,000 1,000
B pays tax to government 500
B’s value addition is ` 5,000 (15,000 – 10,000)
Therefore VAT on 5,000 @ 10%, i.e., 500
When C sells goods to D 22,000
Add: VAT @ 10% 2,200

24,200

C collects tax 2,200

Less: Set-off on his purchase of `15,000 @ 10% 1,500
C pays tax to government 700
C pays tax on value added tax ` 7,000
(22,000 – 15,000) @ 10%, i.e., 700

Thus VAT is tax value on addition, in case of B, it is ` 5,000 and in case of C it is on
` 7,000. It is multi point tax. It is collected from Mr. A, Mr. B, and Mr. C.

Example 2

10% Sales Tax 10% VAT

Effect Proceeds Effect Proceeds
on prices to the on prices to the
to final govern- to final government

consumer ment consumer

A mines copper and sells it to a manufacturer B 100 100
Sales tax of 10% 10 10 10 10
Total cost B 110 100
B converts it into a wire with his labour/profit
and sells it to C, a wholesaler at 100% margin 220 200
Sales Tax/VAT 22 22 20 20 – 10 = 10
Total cost to C 242 200
C sells to D, a retailer at a 20% mark up 290 240
Sales Tax/VAT 29 29 24 24 – 20 = 4
Cost to D 319 240
D sells it to the consumer at 100% mark-up 638 480
Sales Tax/VAT 64 64 48 48 – 24 = 24
Cost to consumer 702 528
Total proceeds to government 125 48

The first thing, we observe from the above table is that with equal tax rates of 10%, the
final price to the consumer is 33% or ` 174 (` 702 – ` 528) higher in the cascading (traditional)
sales tax system. A part of this difference is owing to the ` 77 (` 125 – ` 48) higher tax receipts
of the government. The rest of the difference, ` 97, is taken by higher profits of the different
intermediaries, B, C, & D.

The second thing, we can observe is that almost every time the VAT is charged, it is not
an expense to the person who pays it, but just an advance to the government via the suppler.
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This is true for all except the final customer who cannot claim the VAT deduction. Actually, he
is the only one who pays the full amount. The above Table assumes that the different intermediaries
want to keep a fixed percentage markup (perhaps because of capital invested in inventory). As
a result, each time there are fewer profits to the business intermediaries who do not take a
markup on the VAT. This also explains why the VAT is considered a better tax than the sales
tax.

We also observe from the last two lines of the above table that the consumer is benefited
by ` 174 (` 702 – ` 528) in the VAT system whereas the government loses ` 77 (` 125 – ` 48).

Note: In the above illustration, it is observed that in the VAT regime the effect on price to
B is only ` 100. This is because the tax paid on purchase by B is allowed to be set-off/credited
against the tax (output tax) payable by C on sale of the goods. Similarly, intermediaries C and
D too will be allowed input tax credit until the goods reaches the final consumer (who cannot
claim the VAT deduction).

VAT in Maharashtra
Maharashtra Governor S.M. Krishna has issued an ordinance to amend the Maharashtra

Value Aded Tax Act, 2002. The ordinance was necessitated as the State has agreed to shift to
value added tax (Vat) regime from the current sales tax from April 1 as per the decision taken
by the empowered committee of the finance ministers of the States. The ordinance titled the
Maharashtra Value Added Tax (Amendment) Ordinance, 2005. The ordinance copy was laid
down on the table of the State assembly by the minister of state for finance Sunil Deshmukh.

According to the ordinance, the Maharashtra Value Added Tax Bill, 2002 had received the
assent of the President of India and subsequently, it was published as Act in the state gazzette
on March 9 this year.

This Act could have come into force with effect from the April 1, 2003 after its publication
in the State Gazzette.

However, the ordinance reiterated that it was not possible as the empowered committee
of the finance ministers of the States had taken a decision to launch VAT nationwide from
April 1.

“In view of this, it is necessary to amend the commencement clause contained in subsection
(3) of section 1 of the Maharashtra Valued Added Tax Act, 2002 (Mah. IX of 2005) simultaneously
with the publication of the same, so that the said Act can be brought into force on April 1,
2005,” the Ordinance said.

Prior to 1-4-2005, the system for levy of tax in Maharashtra was, in general, single point
tax system. As a consequence to national consensus for introduction of VAT, the earlier Bombay
Sales Tax Act, 1959 is replaced by Maharashtra Value Added Tax Act, 2002. The Act has come
into force with effect from 1-4-2005. Thus, from 1-4-2005, sales tax is being collected under
VAT system in Maharashtra.

Importance of VAT in India
India, particularly being a trading community, has always believed in accepting and adopting

loopholes in any system administered by State or Centre. If a well-administered system comes
in, it will not only close options for traders and businessmen to evade paying their taxes, but
also make sure that they’ll be compelled to keep proper records of sales and purchases.
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Under the VAT system, no exemptions are given and a tax will be levied at every stage of
manufacture of a product. At every stage of value-addition, the tax that is levied on the inputs
can be claimed back from tax authorities.

India has a large unorganised market, especially agro-based industries and here a large
number of transactions go unrecorded. The menace of stock transfers adds to the problem of tax
evasion. In India, introduction of VAT will only change the collection methods for sales tax
rather than reform the indirect tax system.

VAT is nothing but sales tax at source. Instead of collecting it after five months or so, the
state governments would collect the same in advance and then allow set-offs to the businessmen.
All tax paid on inputs, subject to rules made, shall be allowed to set-off against the tax on
output. There would be exceptions like CST not allowed to be set-off if sales are made locally
in some other state; octroi not to be set-off against output tax, etc.

The key benefit that is given on the basis of Value Added Tax (VAT):
 Reduces tax evasion.
 Multiple taxes such as turnover tax, surcharge on sales tax, additional surcharge, etc.,

have been put to an end.
 Advocates an internal system of self-assessment for VAT liability.
 Tax structure becomes easier and more visible.
 Enhances tax compliance and results in higher revenue growth.
 Encourages competitiveness.

ADVANTAGES OF VAT

VAT being a broad tax levied at multiple stage is generally perceived as an explicit replacement
of State sales tax for raising additional revenue for the Government. The purpose of a tax system
is to bring in revenues to the Government. Tax revenues can be raised in many ways. However,
the main characteristic of good tax system should be —

1. The tax system should be fair or equitable;
2. It should cause the least possible harm to the economy and to the extent possible; it

should promote growth to the economy.
3. It should be simple, both for its compliance by the payer and for its administration by

the Government.
4. It should be income elastic.

Keeping in view the above objectives. VAT is being implemented in various States in
place of the local sales tax payable by the seller. VAT is also expected to be more effective and
efficient for every person including Government, manufacturers, traders and consumers and hold
the following advantages:

1. Easy to administer and transparent: This system of charging tax is easy to administer
because of its simplicity. It also reduces the cost of compliance by the dealer and is transparent,
as tax is to be charged on every bill and there will be no local statutory forms.

2. Less litigation: There will be no litigation with respect to allow liability of items, as
under VAT no items will be specified in the registration certificate of the dealer. The dealer will
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be allowed to purchase any of the items of his choice in which he intends to deal. He will also
be allowed to purchase any item, he requires as raw material for the purpose of manufacturing
or for packing.

3. Tax credit on purchase of capital goods: The dealer will be allowed to purchase capital
goods for manufacturing after paying sale tax and will be entitled to get set-off sales tax paid
on such purchases from his sales tax liability, which will arise on the sales made by him.

4. Abolition of statutory forms: There are no forms under VAT. Therefore, all problems
related to forms automatically get resolved.

5. Self-assessment: Dealers are not required to appear before the Assessing Authority for
their yearly assessments, as under VAT there is provision for self-assessment. All the cases will
be accepted by the department as correct and only a few will be selected for audit as is being
done by Income Tax Department and Excise Department at present.

6. Deterrent against tax avoidance: It will act as deterrent against tax avoidance. Under
the present system, tax is charged either on first point basis or at last point basis hence, the
incentive to evade tax is high because the dealer saves the whole amount of tax due on such
transaction, whereas under, VAT the incentive to evade tax is low because the dealer saves only
a part of tax, i.e., tax amount which he is liable to pay less the amount of tax he has already paid
on his purchases.

7. No cascading effect: It does not have cascading (tax on tax) effect due to system of
deduction or credit mechanism. Since VAT does away with cascading effect, it avoids distorting
decisions; the need for vertical integration is dictated only by the market forces or invoices
supports effective audit and enforcement strategies.

8. Effective audit and enforcement strategies: The input credit method by generating a
trail of invoices is argued to be system that encourages better compliance since the purchaser
seeks an invoice to get input tax credit. Further, this trail of invoices supports effective audit
and enforcement strategies.

9. Minimum exemptions: The system will be more effective because of minimum exemptions.
10. Removal of anomaly of first point taxation: VAT eliminates the limitation of single

tax either at first point or last point. In the case of last point goods, the temptation to evade tax
is high. Firstly, the quantum of tax at one point is high. Secondly, as the exemption is available
against statutory forms, possibility of misuse of forms cannot be ruled out Similarly, under first
point tax and thereafter increasing the price of the goods at first point to their sister concerns at
lower rates and thereafter, increasing the price of the goods because subsequent sales being
exempt as tax is paid. This anomaly is also being taken care of under VAT, without introducing
cascading effect.

Since the dealer gets a set-off for taxes paid at the earlier stages as these are not treated
as part of costs and this is expected to reduce that component of cost as well as the associated
financing requirement. Further, the problem of enhanced cascading effect via the markup rule
too is also ruled out under the system.

LIMITATIONS OF VAT

India, being a Federal Republic country has State level administration of the local sales tax
which is being replaced by VAT and had been the reason for deferment of its implementation
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time and again. Inherently, there are certain limitations of VAT due to which it is being opposed
by some of the trade associations. Moreover, VAT undoubtedly has many advantages but without
taking note of the limitation of VAT, one is just looking only at one side of the coin. The
limitations of VAT are discussed hereunder.

1. Detailed Records: Like any other system, VAT is also not free from all evils. Though
on records it is said to be the simplest method, however, it is more complicated than a simple
first point tax. Many small dealers maintain only primitive accounts and it is very difficult for
them to keep proper and detailed records required for VAT purposes.

2. Causes Inflation: It is also argued that VAT causes inflation. Its impact will depend on
various factors such as inventory holding period, demand supply position of that particular product,
number of intermediaries, etc. Investment in stock is bound to increase as tax will be paid at the
time of purchase, hence, one will have to carry tax paid stock.

3. Refund of Tax: Credit of tax paid on inputs/capital goods are available to be utilized
against tax liability which will be calculated on the sale of final product. VAT credit cannot be
availed if no tax is payable on final product being exempt or taxable at lower rate.

4. Functional Problems: The functional problem of VAT is that input tax credit is allowed
on the basis of the invoices issued by the dealer. In respect of invoices where tax at the earlier
stage is charged and collected, but not remitted to the State by the concerned dealer, the dealer
who has paid the tax and who is entitled to take credit for the tax paid should not be made to
suffer. Provisions to protect the interest of the dealers who have paid the tax should be made.

5. Increase in Investment: Dealer will be making purchases after paying tax, therefore,
investment in stock will go up to the extent of tax paid. Under old system the dealer was making
purchases against statutory forms, hence, was not liable to pay tax on its purchases.

6. No Credit for Tax paid on Interstate Purchases: The biggest problem of introduction
of VAT is the non-availability of credit for tax paid on interstate purchases in initial years. It
will also result in some cascading effect, which goes against the basic spirit of VAT

7. Audit under VAT: Most of the States introduced VAT on 1.4.2005 and they have
incorporated audit provisions in the Legislation itself. Audit under VAT is important for better
and effective implementation of the VAT system.

1.1 DEFINITIONS

(1) Business Sec. 2 (4)
Business includes:
(a) any service;
(b) any trade, commerce or manufacture;
(c) any adventure or concern in the nature of service, trade, commerce or manufacture;

where or not the engagement in such service, trade, commerce, manufacture, adventure or concern
is with a motive to make gain or profit and whether or not any gain or profit accrues from such
service, trade, commerce, manufacture, adventure or concern.
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Explanation: For the purpose of this clause:
1. The activity of raising of man-made forest or rearing of seedlings or plants shall be

deemed to be business;
2. Any transactions of sale or purchase of capital assets pertaining to such service, trade,

commerce, manufacture, adventure or concern shall be deemed to be a transaction comprised
in business;

3. Sale or purchase of any goods, the price of which would be credited or, as the case
may be, debited to the profit and loss account of the business under the double entry
system of accounting shall be deemed to be transactions comprised in business;

4. Any transaction in connection with the commencement or closure of business shall be
deemed to be transaction comprised in business.

The definition includes all business or occupations carried on by a person. These may or
may not be with a view to make profit. A person may produce or purchase goods with the
intention to sell them. Such intention should be clear from the transactions so that this activity
can be called business. It includes production of goods from raw materials, buying and selling
of goods, providing services to others, any transaction in connection with, incidental or ancillary
to the commencement, continuation or closure of such trade, commerce, manufacture, adventure
or concern.

Thus, to regard an activity as business there must be a course of dealings, either actually
continued or contemplated to be continued with a profit motive; there must be some real and
systematic or organized course of activity or conduct with a set purpose of making profit.

The meaning of the term business in taxing states is an occupation or profession which
occupies time, attention and labor of a person normally with the object of making profit. Continuity
is also an essential ingredient. The Supreme Court laid volume, frequency, continuity and regularity
of transaction as tests of the business. But it is also held by the Supremes Court that profit
motive or actual earning of profit is not necessary.

The Purpose of Business
A business should serve — internally, its employees, and externally, its customers. A business

exists for certain purposes. One purpose is to provide meaningful work. Another is to provide
meaningful goods and services. It does not exist to maximize return on capital investment. There
are a variety of things you might include that enable you to achieve those service goals, but you
should not do anything that runs afoul of limits. A broad understanding of the notion of sustainability
might be shorthand for describing limits. As business pursues what it thinks are its godly purposes,
it must do so in a way that does not transgress the “do no harm” standard of sustainability.

The third purpose is partnership. Its a call for business to recognize its place in a system
of institutions that collectively pursue the common good. The common good allows for the
flourishing of the community and the individuals who make up that community.

(2) Dealer Sec. 2 (8)
“Dealer” means any person who for the purpose of or consequential to his engagement in

or, in connection with or incidental to or in course of his business buys or sells goods in the
State whether for commission, remuneration or otherwise and includes:
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(a) A factor, broker, commission agent, del credere agent or any other mercantile agent,
by whatever name called, who for the purpose of or consequential to his engagement
in or in connection with or incidental to or in the course of the business, buys or sells
any goods on behalf of any principal or principals whether disclosed or not;

(b) An auctioneer who sells or auctions goods whether acting as an agent or otherwise or,
who organizes the sale of goods or conducts the auction of goods whether or not he
has the authority to sell the goods belonging to any principal whether disclosed or not
and whether the offer of the intending purchaser is accepted by him or by the principal
or a nominee of the principal;

(c) A non-resident dealer or as the case may be, an agent, residing in the State of a non-
resident dealer, who buys or sells goods in the State for the purpose of or consequential
to his engagement in or in connection with or incidental to or in the course of the
business;

(d) Any society, club or other association of persons which buys goods from, or sells
goods to, its members.

Explanation: For the purpose of this clause, each of the following persons, bodies and
entities who sells any goods whether by auction or otherwise, directly or though an agent for
cash, or for deferred payment, or for any other valuable consideration, shall, notwithstanding
anything contained in clause (4) or any other provision of this Act,

Be deemed to be dealer, namely:
1. Customs department of the Government of India administring the Customs Act, 1962;
2. Departments of Union Government and any department of any State Government;
3. Incorporated or unincorporated societies, clubs or other associations of persons;
4. Insurance and financial corporations, institutions or companies and banks included in

the Second Schedule of the Reserve Bank of India Act, 1934;
5. Local authorities;
6. Maharashtra State Road Transport Corporation constituted under the Road Transport

Corporation Act, 1950;
7. Port Trusts;
8. Public charitable trusts registered under the Bombay Public Trusts Act, 1950;
9. Shipping and construction companies, air transport companies, airlines and advertising

agencies;
10. Any other corporation, company, body or authority owned or constituted by, or subject

to administrative control, of the Central Government, any State Government or any
local authority.

Exception I: An agriculturist who sells exclusively agricultural produce grown on land
cultivated by him personally, shall not be deemed to be dealer within the meaning of this clause.

Exception II: An educational institution carrying on the activity of manufacturing, buying
or selling goods, in the performance of its functions for achieving its objects, shall not be deemed
to be dealer within the meaning of this clause.



10 INDIRECT TAXES

Exception III: A transporter holding permit for transport vehicles (including cranes) granted
under the Motor Vehicles Act, 1988, which are used or adopted to be used for hire or reward
shall not be deemed to be dealer within the meaning of this clause in respect of sale or purchase
of such transport vehicles or parts, components or accessories thereof.

(5) Goods Sec. 2 (12)
“Goods” means every kind of moveable property not being newspapers, actionable claims,

money, stocks, shares, securities or lottery tickets and includes livestocks, growing crops, grass
and trees and plants including the produce thereof including property in such goods attached to
or forming part of the land which are agreed to be served before sale or under the contract of
sale.

Summary: Goods, means (1) movable property (i.e., any property other than immovable
property), (2) including livestocks (cows, chickens, etc., held as stock-in-trade or assets),
(3) growing crops, grass, trees, plants and their produce (4) things attached to the land which
are agreed to be cut (5) excluding newspaper, actionable claim (debt), money, stocks, shares,
securities, or lottery tickets.

Comments: (a) Immovable property such as land, building are not “goods”, (b) Sale of
newspaper is not sale of goods; but sale of newspaper (sold as “raddi”) is “sale of goods”,
(c) “Stocks” means security issued by a company.

Goods will not include newspapers, or actionable claim or money or stocks, shares or
securities. Moveable property includes livestock and thereat livestock such as goats and sheeps
fall within definition of goods. Lottery tickets are to the extent that they comprise entitlement to
participate in the ‘draw’ goods properly so called. Likewise import licenses are also treated as
goods. (Import includes Eximscripts)

(6) Sales Sec. 2 (24)
“Sales” means a sale of goods made within the State for cash or deferred payment or other

valuable consideration but does not include mortgage, hypothecation, charge or pledge; and the
words “sell”, “buy” and “purchase”, with all their grammatical variations and cognate expressions,
shall be constructed accordingly;

Explanation: For the purpose of this clause —
(a) a sale within the State includes a sale determined to be inside the State in accordance

with the principles formulated in section 4 of Central Sales Tax Act, 1956;
(b) 1. the transfer of property in any goods, otherwise than in pursuance of a contract, for

cash, deferred payment or other valuable consideration;
2. the transfer of property in goods (whether as goods or in some other form) involved

in the execution of a works contract;
3. a delivery of goods on hire-purchase or any system of payment by installments;
4. the transfer of the right to use any goods or any goods or any purpose (whether or

not for a specified period) for cash, deferred payment or other valuable consideration;
5. the supply of goods by any association or body of persons incorporated or not, to

a member thereof or other valuable consideration;
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6. the supply, by way of or as part of any service or in any other manner whatsoever,
of goods being food or any other article for human consumption or any drink (whether
or not intoxicating), where such supply or service is made or given for cash, deferred
payment or other valuable consideration.

According to the explanation to the definition of sale following transactions are also treated
as sale

(a) disposal of unclaimed, confiscated, unserviceable goods including scrap, wastage, surplus
or obsolete stock.

(b) hire purchase and instalment sale transactions
(c) supply of food, drinks and other articles of human consumption for services rendered.
(d) the transfer otherwise than in pursuance of contract of property in any goods for cash,

deferred payment or other valuable consideration.
(e) the supply of goods by any unincorporated association or body of persons to a member

thereof for cash, deferred payment or other valuable consideration.
(f) exchange of goods which is called barter is not considered as sales as defined in this

act.
(g) transfer of goods to own branch or depot or godown or agent is not considered as

sales.

(7) Sale Price Sec. 2 (25)
“Sale Price” means the amount of valuable consideration paid or payable to a dealer for

any sale made including any sum charged for anything done by the seller in respect of the goods
at the time of or before delivery thereof, other than the cost of insurance for transit or of installation,
when such cost is separately charged.

Explanation I: The amount of duties levied or leviable on goods under the Central Excise
Act, 1944 or the Customs Act, 1962 or the Bombay Prohibition Act, 1949, shall be deemed to
be part of the sale price of such goods, whether such duties are paid or payable by or on behalf
of the seller or the purchaser or any other person.

Explanation II: Sale price shall not include tax paid or payable to a seller in respect of
such sale.

Explanation III: Sale price shall include the amount received by the seller by way of
deposit, whether refundable or not, which has been received whether by way of a separate agreement
or not, in connection with or incidental or ancillary to, the said sale of goods.

Explanation IV: The amount of valuable consideration paid or payable of a dealer for the
sale of drugs specified in Entry 29 in Schedule C shall be the maximum retail price printed on
the package containing the drug.

(3) Importer Sec. 2 (13)
“Importer” means a dealer who brings any goods into State or to whom any goods are

dispatched from any place outside the State.



12 INDIRECT TAXES

(10) Service Sec. 2 (27)

“Service” means any service as may be notified by the State Government, from time to
time, in the Official Gazette.

Explanation:

Service means any services which are mentioned by the state Government. For example,
after-sales-service, telecommunication etc.

(4) Manufacture Sec. 2 (15)
“Manufacture”, with all its grammatical variations and connote expressions includes producing,

making, extracting, altering, ornamenting, finishing or otherwise processing, treating or adapting
any goods.

Summary: “Business” includes “manufacture”, which in turn, means producing, making,
extracting, altering, ornamenting, finishing or otherwise processing, treating, or adapting any
goods.

Normal Meaning: The definition of manufacturing is inclusive, and hence, covers manufacturing
as understood generally or as defined by Courts. Manufacturing is defined by the Shorter Oxford
Dictionary as the action or process of making articles or material by hand or machinery.

Judicial Meaning: Various Courts have defined manufacturing as bringing into existence
a new substance. Manufacture implies a change, but every change is not manufacture. Manufacture
leads to such a decisive change in the original (raw) material that a new and different (finished)
marketable article emerges having a distinctive name, character or use.

Manufacture vis-à-vis Processing: Every manufacture involves a process; but each and
every process carried on in regard to the goods is not a manufacture. The process must be such
that the resultant goods are commercially different from the original goods. If, even after processing,
the resultant goods retain the qualities and characteristics of the original goods, there is said to
be no manufacture.

Tests: Whether there is manufacture or not depends upon the facts of each case. There is
no standard test to determine, conclusively, whether a particulars activity or process amounts to
‘manufacture’ or not. However, the following tests can be applied, as laid down by various
Courts:

(a) There should be some process on the goods.
(b) Such process may be carried out by the dealer or any third person hired by the dealer.
(c) Such process must bring about changes in the substance of the original goods.
(d) The changes must result in the emergence of a commodity new and different article.

(8) Purchase Price Sec. 2 (20)
“Purchase Price” means the amount of valuable consideration paid or payable by a person

for any purchase made including any sum charged for anything done by the seller in respect of
the goods at the time of or before delivery thereof, other than the cost of insurance for transit
or of installation, when such cost is separately charged;
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Explanation I: The amount of duties levied or leviable on the goods under the Central
Excise Act, 1944 or the Customs Act, 1962 or the Bombay Prohibition Act, 1949 shall be deemed
to be part of the purchase price of such goods, whether such duties are paid or payable by or on
behalf of the seller or the purchaser or any other person.

Explanation II: Purchase price shall not include tax paid or payable by a person in respect
of such purchase.

Explanation III: Purchase price shall include the amount paid by the purchaser by way of
deposit whether refundable or not which has been paid whether by way of a separate agreement
or not, in connection with or incidental or ancillary to, the said purchase of goods.

(9) Resale Sec. 2 (22)
“Resale” means a sale of purchased goods:
1. in the same form in which they were purchased, or
2. without doing anything to them which amounts to, or results in, a manufacture, and the

word “resale” shall be constructed accordingly.

Explanation:
 According to definition “Resale” means,
 sale of those goods which was purchased earlier.
 it should be in the same form in which they were purchased.

However, sale of purchase goods shall not be deemed to be a resale if the seller holds a
trademark or a patent in respect of the goods sold.

Examples:

Manufacturer (person A) sold goods to wholesaler (person B) and wholesaler (person B)
sold goods to retailer (person C) and retailer (person C) sold goods to customer (person D).

(11) Turnover of Sales Sec. 2 (33)
“Turnover of Sales” means the aggregate of the amount of sale price received and receivable

by a dealer in respect of any sale of goods made during a given period after deducting the
amount of—

(a) sale price, if any, refunded by the seller, to a purchaser, in respect of any goods purchased
and returned by the purchaser within the prescribed period; and

(b) deposit, if any, refunded in the prescribed period, by the seller to a purchaser in respect
of any goods sold by the dealer.

Explanation I: In respect of goods delivered on hire-purchase or any system of payment
by installment or in respect of the transfer of the right to use any goods for any purpose (whether
or not for a specified period) the amount of sale price received or receivable during a given
period shall mean the amounts received or as the case may be, due and payable during the said
period;

Explanation II: [deleted]
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Explanation III: Where the registration certificate is cancelled, the amounts of sale price
in respect of sales made before the date of the cancellation order, received or receivable after
such date, shall be included in the turnover of sales during a given period.

Explanation:

Sales are consisting of taxable goods and tax free goods. Turnover of sales means the total
amount of sale price receivable and received by a dealer for any sale of goods made during the
specific period which excludes,

 Refunded sale price (if any) by the seller to a purchaser in respect of any goods purchased
and returned by the buyer or purchaser within the prescribed period and,

 Refunded deposits (if any) in given period by the seller to a buyer or purchaser for any
goods sold by the dealer.

Registration [Sec. 16, R8]
Every dealer, who becomes liable to pay tax under the provisions of MVAT, shall apply

electronically for registration to the prescribed authority, in Form 101, within 30 days from the
date of such liability.

Turnover limits for the purpose of Liability/Registration [Sec. 3(4)]

Category of Total turnover Turnover of taxable
dealer of sales goods purchased or sold

Importer ` 1,00,000 ` 10,000
Others ` 10,00,000 ` 10,000

It may be noted that while the total turnover of ` 1,00,000/- and ` 10,00,000/- is in respect
of Turnover of Sales (which includes all sales whether Tax Free or taxable), the turnover limit
of ` 10,000/- is in respect of taxable goods whether purchased or sold.

Both the conditions have to be satisfied for the purposes of liability/registration under this
category [Sec. 3(4)]

Documents Required for the Purpose of Registration
The Commissioner of Sales Tax, Maharashtra, has issued a circular dated 4th May, 2005,

whereby a dealer is required to submit following documents along with the application for registration
in Form 101:

Documents to be submitted along with the application for registration:
(Note: Copies of documents must be self-attested and are subject to verification from the original)

A. IN CASE OF FRESH REGISTRATION

(1) Proof of constitution of business (as appropriate):

(i) In case of proprietor firm: No proof required.
(ii) In case of partnership firm: Copy of partnership deed.

(Registered or unregistered)
(iii) In case of company: Copy of Memorandum of Association and Articles of Association.
(iv) In case of other constitution: Copy of relevant documents.
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(2) Proof of permanent residential address* (please provide at least 2 documents out of
the following documents):

(i) Copy of passport.
(ii) Copy of driving licence.

(iii) Copy of election photo identity card.
(iv) Copy of property card or latest receipt of property tax of Municipal Corporation/Council/

Gram Panchayat as the case may be.
(v) Copy of latest paid electricity bill in the name of the applicant.
(3) Proof of place of business
(i) In case of owner: Proof of ownership of premises; viz., copy of property card or ownership

deed or agreement with the builder or any other relevant documents.
(ii) In case of tenant/subtenant: Proof of tenancy/subtenancy like copy of tenancy agreement

or rent receipt or leave and licence or consent letter, etc.
(iii) Copy of electricity bill
(4) Two latest passport size photographs of the applicant**
(5) Copy of Income Tax PAN Card (in case of proprietary business: PAN of proprietor;

in case of partnership business: PAN of partnership firm and of all partners; and in case of
registered company: PAN of the company; in case of HUF: PAN of HUF and Karta etc.).

(6) Challan in original showing payment of registration fee. (As per new procedure, the
amount of fees is payable through a bank draft to be deposited with the registering authority
along with the application. The bank draft shall be prepared, for applicant in Mumbai, in the
name of "Bank of Maharashtra A/c MVAT", and in case of other places in the name of "State
Bank of India A/c MVAT).

(B) REGISTRATION IN CASE OF CHANGE IN CONSTITUTION OF THE DEALER

1. Proof of change in constitution (e.g., if proprietary dealer converted to partnership firm
then copy of partnership deed, etc.).

2. Copy of latest return-cum-challan.
3. Pay order for payment of fees.
4. PAN of new firm.
5. Proof of permanent residential address.

(C) REGISTRATION IN CASE OF TRANSFER OF BUSINESS

1. All documents From 1 to 6 given in ‘A’.
2. Copy of transfer deed.
3. Copy of latest return-cum-challan of the original dealer.

* In case of partnership firm, proof of residence has to be provided for all the partners, in case of body
corporate, proof of residence of applicant.

** In case of partnership firm, photographs of only applicant partner need to be submitted. In case of corporate
bodies, the details of place of residence and PAN, etc., shall be required to be furnished only for the
signatory to the application.
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Further, in case of Voluntary Registration, it is necessary that the applicant dealer is having
a current bank account and such dealer has to be introduced either by a registered dealer or by
an advocate, chartered accountant or sales tax practitioner. (The fees payable for voluntary registration
is ` 5,000/- while for others it is ` 500/- only).

In addition to payment of fees, as mentioned above, a dealer seeking Voluntary Registration,
on or after 16th August 2007, has to be make an advance payment of ` 25,000/-. This advance
may be adjusted by the dealer against tax, interest or penalty, if any, payable during the year of
registration or in the immediate succeeding year. Any amount remaining unadjusted after the
end of the 2nd year shall be refunded

[For the time being, the amount of fees as well as the amount of advance payment has to
be made by way of bank draft to be deposited with the registering authority along with the
application for registration]

Fees Payable for Various Purposes (Rule 73)

Sr. Description of Memorandum or No. Amount of fee Application

1. (A) Application for voluntary registration under Section 16 ` Five thousand
(B) Application for registration other than voluntary ` Five hundred

registration under section 16

2. Application for a duplicate copy of registration certificate ` Twenty five
3. Application for certified copy of any extract from the list ` Twentyfive

of registered dealers — Section 16(7)

4. Application for stay order against recovery of dues — Section 26(6) Rupees Twentyfive

5. Application for tax clearance certificate — Section 32(8)(a) ` Ten

6. Application for advance ruling — Section 55 ` Five hundred

7. Application for determination of disputed question — Section 56 ` One hundred

8. Memorandum of appeals — Section 26 ` One hundred
(a) where the quantum of relief sought is less than One-tenth of a

rupees one lakh per cent of the
(b) where the quantum of relief sought is rupees amount in dispute

one lakh or more  subject to a
(c) in case of an appeal not covered by (a) and (b) above maximum of rupees one

thousand ` One hundred

9. Application for true copies of the document ` Five per page (urgent copy
` Ten per page)

10. Applications in respect of provisional attachment ` One hundred
under Section 35(5)

11. Application for restoration of appeal ` Ten

12. Authority letter in favour of a person who is a relative ` Five
or person regularly employed — Section 82
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13. Authority letter in favour of Legal Practitioner, Chartered ` Two
Accountant, Cost Accountant or, as the case may be,
Sales Tax Practitioner — Section 82

14. Application for being enrolled as a Sales Tax Practitioner ` Five

Note:  The amount of fees indicated in column (3) of the Table against entries 12, 13 and 14 may be paid
by affixing court fee stamp of such value on the respective application form.

 All others fees payable under this rule shall be paid in the manner in which tax is to be paid under
Rule 45, i.e., payment into the bank through Challan No. 210.

Production of Certificate of Registration, Etc.
1. The Commissioner may, by notice in writing, require a registered dealer to produce

before him, his certificate of registration for the purpose of carrying out any amendment
therein under the Act.

2. Every such dealer shall, within ten days from the date of serving on him of a notice as
aforesaid, produce the certificate of registration, to the Commissioner.

Grant of Certificate of Registration
(1) Where a dealer applying for registration is a firm, Hindu undivided family, body corporate

or association of individuals or a department of a Government, the certificate of registration shall
be issued in the name of such firm, family, body corporate, association or the department of the
Government, as the case may be.

(2) Where a certificate of registration is issued on an application made therefor, then if it
was made within the period specified in clause (a) of sub-rule (1) of rule 6, it shall take effect
from the appointed day;

if it was made within the period specified in clause (b) of sub-rule (1) of Rule 6, it shall
take effect from the time on which the dealer’s turnover first exceeded the relevant limit specified
in subsection (4) of section 3;

if it was made within the period specified in clause (c) of sub-rule (1) of rule 6, it shall
take effect from the day, the dealer becomes liable to pay tax under the Central Sales Tax Act,
1956;

if it was made on account of incurring liability under subsection (8) of section 3, it shall
take effect from the date of succession if it is made within thirty days of the incurring of such
liability; and

if it is made any time after the change of address of business to a different local area, it
shall take effect from the date of the said change of address;

if it is made under subsection (9) of Section (3), it shall take effect from the date of application if
the conditions laid down in the rules and section 16 are fulfilled and

if such application was made after the expiry of the aforesaid period, it shall take effect
from the date on which the application was made.

(3) Where the dealer has two or more places of business within the jurisdiction of the
registering authority, the registering authority shall issue to the dealer one copy of
the certificate of registration for each additional place of business (not being merely a warehouse)
specified in the application for registration.
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Additional Copies of  Certificate  of Registration
1. When a registered dealer opens a new place of business in addition to the place or

places which were in existence at the time of his registration, the authority issuing
a certificate of registration, shall issue an additional copy of the certificate of registration,
to the dealer applying for the same.

2. A registered dealer may obtain from the registering authority a duplicate copy of
a certificate of registration or of an additional copy  thereof,  issued  to him, but which  is
lost, destroyed or defaced.

1.2 INCIDENCE AND LEVY OF TAX

As per VAT there are two types of dealers and their conditions for Registration as dealer
and liable to pay VAT under MVAT Act is as follows:

(i) Importers; (ii) Others.

 Importers Others

1. Turnovers of Total sales should be ` 1,00,000 1. Turnover of Total sales should be ` 50,000
2. Taxable purchases or Taxable sales 2. Taxable purchase or Taxable sales

should be at least ` 10,000 should be at least ` 10,000

Note:
 Taxable purchase means in respect of only local purchase.
 Taxable sales means in respect of local sales, interstate sales or exports.
 The same principle applies to the total turnover limit of 10,00,000 or 1,00,000.

Illustration 1: The details of purchases and sales of Mr.Bharat during the financial year
are given below:

Purchases

Particulars Within State From Outside Total Sales
of Maharashtra State of Maharashtra

` ` ` `

Taxable Goods 2,000 4,000 6,000 7,200
Tax free Goods 50,000 70,000 1,20,000 1,44,000

Total 52000 74,000 1,26,000 1,51,200

Ascertain: Whether he is liable for payment of Sales Tax?

Solution:

Mr. Bharat

Condition For Importer Remark

1. Turnover of Total sales should exceed ` 1,00,000 Satisfied

2. Taxable purchase or Taxable sale should be ` 10,000 Not Satisfied
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W.N
(1) Total sales = ` 1,51,200

(> ` 1,00,000)
(2) Taxable Purchase = ` 2,000

(< 10,000)
 OR

Taxable sales = ` 7,200
(< ` 10,000)

Conclusion
Mr. Bharat as an importer satisfies condition no.1 but does not satisfies condition No. 2

Hence He is not liable is pay sales tax under Maharashtra value added tax (MVAT).
Illustration 2: The details of purchases and sales of Mr. Ashok during the financial year

are given as follows:

Purchases

Within State Imports Total Sales

` ` ` `

Taxable Goods 44,000 4,000 48,000 60,000

Tax free Goods 36,000 5,000 41,000 50,000

Total 80,000 9,000 89,000 1,10,000

Ascertain: Whether he is liable for payment off Sales Tax?

Solution:

Mr. Ashok

Condition For importer Remark

(1) Turnover of Total sales should exceed ` 1,00,000 Satisfied
(2) Taxable purchase or Taxable sale should be atleast ` 10,000 Satisfied

W.N.
(1) Total sales = ` 1,10,000

(> ` 1,00,000)
(2) Taxable Purchases = ` 44,000

(= > ` 10,000)
 OR

Taxable sales = ` 60,000
(= > ` 10,000)
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Conclusion
Mr. Ashok as an importer satisfies condition No. 1 & No. 2. Hence, he is liable pay sales

tax under Maharashtra value added tax (MVAT)
Illustration 3: The details of sales and purchases of Mr. Mahesh who is a “Trader”, during

the financial Year are as follows:

Particulars Purchases Sales
` `

Taxable Goods 4,000 6,000
Tax Free Goods 1,96,000 2,45,000

Total 2,00,000 2,51,000

Ascertain: Whether he is liable for Payment of Sales-Tax?
Solution: Mr. Mahesh

Condition For Others Remark

(1) Turnover of Total sales should exceed ` 10,00,000 Not Satisfied

(2) Taxable purchase or Taxable sale should be at least ` 10,000 Not Satisfied

W.N.
(1) Total Sales = ` 2,51,000

(< ` 10,00,000)
(2) Taxable purchase = ` 4,000

 (< ` 10,000)
 OR

Taxable sale = ` 6,000
(< ` 10,000)

Conclusion
Mr. Mahesh as other dealer does not satisfy both the conditions. Hence, he is not liable to

pay sales tax under MVAT.
Illustration 4: The details of sales and purchases of Mr. Omprakash who is a “Trader”,

during the financial year are as follows:

Particulars Purchases Sales
` `

Taxable Goods 60,000 7,58,000
Tax free Goods 2,00,000 1,98,000

Total 2,60,000 9,56,000

Ascertain: Whether he is liable for payment of Sales Tax?
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Solution:

Mr. Om Prakash

Condition For others Remarks

(1) Turnover of Total sales should exceed ` 10,00,000 Satisfied
(2) Taxable purchase or Taxable sale should be atleast ` 10,000 Satisfied

W.N.
(1) Total sales = ` 5,56,000

(> ` 10,00,000)

(2) Taxable purchase = ` 60,000
(> ` 10,000)

 OR

Tax sales = ` 3,58,000
(> ` 10,000)

Conclusion
Mr. Om Prakash as other dealer satisfies both the condition. Hence, he is liable pay sales

tax under MVAT.
Illustration 5: The details of purchases, sales and value of goods manufactured by Mr.

Gaurav during the financial year are given below:

Particulars Purchases Sales Value of goods
Manufactured

` ` `

Taxable Goods 3,000 4,000 4,000
Tax free Goods 1,07,000 1,28,000 16,000

Total 1,10,00 1,32,000 20,000

Ascertain: Whether he is liable for payment of sales tax?

Solution:
Mr. Gaurav

Condition For others Remarks

(1) Turnover of Total sales should exceed ` 10,00,000 Not Satisfied
(2) Taxable purchase or Taxable sale should be atleast ` 10,000 Not satisfied

W.N.
(1) Total sales = ` 1,32,000

(< ` 10,00,000)
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(2) Taxable purchase = ` 3,000
(< ` 10,000)

 OR

Taxable sale = ` 4,000
(< ` 10,000)

Conclusion
Mr. Gaurav do not satisfy both the condition so he is not liable to pay tax under MVAT.
Illustration 6: From the following information furnished to you by Mr. Shekhar regarding

his purchase and sale transactions, find out from which month he will be liable to pay tax as per
the provisions of Maharashtra Value Added Tax Act, 2002, Give reason for your answer.

Details of Purchases  Details of Sales

Inside Maharashtra Import
State

Month Tax free Taxable Tax free Taxable Tax free Taxable
Goods Goods Goods Goods Goods

` ` ` ` ` `

April, 2013 22,000 3,000 2,000 1,000 50,000  4,000
May, 2013 30,000 2,000 8,000 — 60,000 2,000
June, 2013 60,000 3,000 14,000 800 8,000 —
July, 2013 1,12,000 800 2,000 1,000 80,000 2,000

Solution:

Mr. Shekhar

Condition For Importer Remarks

(1) Turnover of Total sales should exceed ` 1,00,000 Satisfied (May)
(2) Taxable purchase or Taxable sale should at last be ` 10,000 Not Satisfied

(1) W.N.: Total sales.

Period Total sales Cumulative Total Sale

April (50 + 4) 54,000 54,000
May (60 + 2) 62,000 1,16,000
June 8,000 1,24,000
July (80 + 2) 82,000 2,06,000
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