TAX DEDUCTION AT SOURCE UNDER DVAT

1. Who is liable to deduct tax at source 

Contractee:    Every person, other than an individual and Hindu undivided family, responsible for making any payment to any contractor for discharge of any liability an account of valuable consideration payable for the transfer of property in goods (whether as goods or in some other form) in pursuance of a works contract.

Contractor:    Every contractor, whether an individual or H.U.F.  Or otherwise, responsible for making any payment to any sub-contractor for discharge of any liability an account of valuable consideration payable for the transfer of property in goods (whether as goods or in some other form) in pursuance of a works contract.


With the amendment, the contractors have also been made liable for deduction of tax at source from payments/credits made in the account of sub-contractor and ambiguity in the provisions has been removed.

2. When to deduct tax at source

At the time of credit of such sum to the account of the contractor or at the time of payment thereof in cash or buy any other mode, whichever is earlier.
3. Rate of tax to be deducted at source

Tax shall be deducted at the rate of 2% on the sum paid/payable towards transfer of property in goods.

For provisions of tax deduction at source under new composition scheme for civil works contractors – Refer Chapter B-13 ( composition Schemes)

4. Basic Exemption

Contracts  (including sub-contracts) for a value upto Rs. 20,000/-or such amount as may, by order in writing published in official Gazette, be notified by the Commissioner from time to time. [Inserted vide notification no.  F. 14(29)/LA/2005/333 dated 16.11.2005]

It is a welcome provision. In the absence of any basic exemption, the contractees were facing great difficulty and they had to deduct tax even for petty payments. It is important to note that under the DVAT Act, exemption from deduction of tax is with reference to the value of individual contract.

5. When provisions of T.D.S are not applicable

In accordance with explanation to section 36A(12), nothing contained in this section shall apply to works contract executed in the course of inter-state trade or commerce or outside the state, or in the course of import into or export out of India.

     2. (a)   Circumstance

(I) Where any works contract involves both transfer of property in goods and labour and service and commissioner is satisfied that the deduction of tax on a part of the sum in respect of the works contract is justified; and

(II) Where any works contract involves only labour and service and the commissioner is satisfied that no deduction of tax is justified.

However, it may be noted that if a contract does not involve any material. As stated in heading (ii) above, then it is not works contract at all. It is simply a labour contract which otherwise also cannot be considered as “works contract” and be subjected to tax under the DVAT Act.

If the contractor has opted for the composition scheme under section 16(1), his liability to pay tax shall be 1%, whereas T.D.S. shall be 2%. In such cases, since his TDS will be more than his liability to pay tax, he may apply to the commissioner for lower deduction of tax.

Where the contract awarded to the contractor by the contractee is purely excavation of earth and does not involve transfer of property in goods, it was held that no tax could be deducted at source from the payment to the contractor.

3. Deposit of TDS 

[Section 36A(4) of the DVAT Act read with rule 59(1)]

The amount deducted under this section shall be deposited into the appropriate Government treasury by the person making such deduction before the expiry of 15 days following the month in which such deduction is made in challan in form DVAT 20.

Time of deposit of TDS has been reduced from 28 days to 15 days vide notification no. F.14(29)/LA/ 2005/333  dated  16.11.2005. The amendment has streamlined the procedure to a great extent. Now the deductor is required to deposit tax within 15 days end of the month and issue certificate on that date, so that the contractor can file his return along with copy of TDS certificate within 28 days from end of the month.


4.(i) Persons holding T.A.N. allotted under Delhi Sales Tax on Works Contract 


         Act,1999

Unless intimated otherwise by the commissioner, every person having obtained T.A.N. under the Delhi Sales Tax on Works Contract Act, 1999 shall be deemed to have obtained a T.A.N. under the DVAT Act and shall use the same T.A.N. under the DVAT Act.




   (ii) T.D.S Return


          Every person deducting tax shall be required to file a T.D.S. annual return 

In Form DVAT –48 within a period of 28 days from the end of the year in 


    Which tax has been deducted.

4. Rate of Interest and calculation 

He is liable for simple interest at the rate of 15% per annum on the amount deductible under this section but not so deducted, and if deducted, not so deposited.

Interest shall be calculated from the date on which such amount was deductible to the date on which such amount is actually deposited.

