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1 
Background

Dispute now resolved

₹

LEARNING SECTIONS

Section 3 Inter State Sale
Section 4 Sale inside the State
Section 5 Export sale or Import Sale
Section 6 Charging Section
Section 7 Registration. Not in CA IPC syllabus
Section 8 Rates of tax
Section 8A Determination of turnover.
Section 9 Collection. 

HISTORICAL BACKGROUND

PRE CONSTITUTION ERA (NEXUS THEORY)
The concept of sale of goods consist of 
1. There is a bargain or contract of sale.
2. The payment or promise of payment of price.
3. The delivery of the goods; and
4. The actual passing of the title.
Each one of them is essential to a transaction of the sale though the sale is not completed unless the purchaser 
becomes the owner of the property. Any one of the ingredients mentioned above may constitute the basis of levy 
of sales tax. One of the ingredients present in any State and made that the basis of levy of inter state sale. One 
sale many taxes.
‘Nexus’ means connection or link. “Nexus theory” was enunciated in the Privy Council’s decision in the case of 
Wallace Bros v. CIT 1948. The underlying concept is that there should be a territorial nexus (business connection)
between the person sought to be charged and the State seeking to tax.

POST CONSTITUTION ERA (CONSUMPTION THEORY)
To overcome the above problem Article 286 was inserted in the Constitution. However, Article 286 instead of 
solving problem it aggravated it.
Article 286(1) provided that a sale or purchase shall be deemed to have taken place in the State in which the 
goods have actually been delivered as a direct result of such sale or purchase for the purpose of consumption in 
that State. (Consumption basis of taxation).
In State of Bombay v. United Motors (India) Ltd. (1953) Supreme Court held that the State in which the goods 
were delivered (consumed) was only competent to levy tax on such inter-State sales. However, this decision 
caused hardship to the dealer who supplied goods in various States as it was practically very difficult for him to 
pay sales tax and get assessed in each of the States in which he was supplying the goods. The dealer had to deal 
with many States at the same time.
Subsequently, SC in case of Bengal Immunity Co. Ltd. v. State of Bihar 1955 reversed the judgment in United 
Motors (India) Ltd. and held that State cannot impose tax on inter-State sales. This judgement is as per Article 
286(2) which prohibited the State from imposing tax on the sale of goods where such sale takes place in the 
course of inter-State trade or commerce subject to the removal of ban by legislation made by Parliament.
The Court further held that since the Parliament had not passed any such law, no State can impose tax on inter-State 
sales. The net result was that while intra-State sales could be taxed under the relevant State law, inter-State sales 
could neither be taxed by the State of despatch nor by the State of delivery until the Parliament provided for it.
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To overcome these problems Constitution of India was amended as follows. Insertion of Entry No 92A, amendment 
in Article 269 and 286.

CONSTITUTIONAL PROVISIONS

List I : Union List List II : State List
(Only CG can make laws on following subjects) (Only SG can make laws on following subjects)

Entry No Subject Entry No Subject
92A Taxes on inter state sales. x x
x x 54 Tax on sale inside the State.

Article 269(1)(g) Government of India shall levy and collect taxes on the sale or purchase of goods other 
than newspapers where such sale or purchase takes place in the course of inter-state trade 
or commerce. However, it also provided for the assignment of such taxes to the States in 
the prescribed manner.

Article 269(3) Parliament is empowered to formulate principles for determining when a sale or purchase 
of goods takes place in the course of inter-state trade or commerce.

Article 286 It provides the restrictions on imposition of taxes on the sale or purchase of goods was 
amended. The amended article stipulates as follows:
No law of a State shall impose, or authorise the imposition of, a tax on the sale or purchase 
of goods where such sale or purchase takes place—
a. outside the State.
b. in the course of the import of the goods into, or export of the goods out of, the 

territory of India.
Parliament may by law formulate principles for determining when a sale or purchase of 
goods takes place in any of the ways namely, sale or purchase of goods outside the State 
or in the course of the import into or export out of territory of India.
Any law of a State shall, while imposing tax on goods declared by Parliament to be of 
special importance in inter-State trade or commerce, be subjected to such restrictions and 
conditions with respect to levy, rates and other incidents of the tax.

Acting on the powers conferred by the above amendments, the Central Government introduced the 

on 21-11-1956 Central Sales Tax Bill, 1956 was introduced in Parliament.
on 21-12-1956 The bill was passed by the Parliament and received the assent of the President.
On 5-1-1957 the entire Act came into force except section 15. S 15 was made effective from 1-10-1958.

WHAT ARE THE OBJECTIVES OF CST ACT

1. Formulate principles for determining when a sale or purchase of goods takes place
Section 3 Section 4 Section 5
in the course of inter state trade 
or commerce

outside a State in the course of import into or export 
from India.

2. provide for the
Section 9(1) Section 9(3) Section 9(4)
Levy Collection Distribution
of taxes on sales of goods in the course of inter state trade or commerce

3. Section 14 : Declare certain goods to be of special importance of inter state trade or commerce
4. Section 15 : Specify the restrictions and conditions to which state laws imposing taxes on the sale 

or purchase of such goods of special importance shall be subject.
5. Section 16 to 18 : Provide for collection of tax in the event of liquidation of a company.
6. Section 19 to 26 : Authority to settle disputes in course of inter-state trade or commerce 
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2 
Definitions

If a word is defined in Section 2 its meaning used in entire Act

₹

SECTION 2(aa). BUSINESS
‘Business’ includes 

(i) any trade, commerce or manufacture, or 
any adventure or concern in the nature of 
trade, commerce or manufacture, 
(TCM or AC in TCM) 
and

whether or not such trade, commerce, manufacture, adventure 
or concern is carried on 
- with a motive to make gains or profit and
- whether or not any gains of profit accrues from such trade, 
commerce, manufacture, adventure or concern

(ii) any transaction in connection with or incidental or ancillary to, such trade, commerce, manufacture, 
adventure or concern. (Installation, insurance, transportation, packing etc).

Note 1 : Sale of provisions by a dealer company to its workers from the stores maintained by it is 
incidental to carrying on business.
Note 2: Where the sole object of the trust was to spread the message of the Trust through books. literature etc., 
its main activity did not amount to “business”. The activity of publishing and selling books and literature was 
incidental or ancillary to the main activity of spreading the message of trust and not any business as such. 
Note 3 : A pharmaceutical company selling its old car not subjected to sales tax since selling of car is not incidental 
or ancillary to main business. 

SECTION 2(b). DEALER
A “dealer” means

• any person It says that dealer is a person who 
carries on a business and a further 
condition that he undertakes  
selling activities. Even if is 
undertaking activity of  buying, 
supplying and distribution, he 
is a dealer.

• who carries on (whether regularly or otherwise)
• the business of
• buying, selling, supplying or distribution of goods, directly or 

indirectly, (BSSD)
• for cash, or for deferred payment, or for valuable consideration,

and includes 

(i) a local authority, a body corporate, a company, any co-operative society, club, firm, Hindu Undivided 
Family or other association of persons which carries on such business. (Person)

(ii) a factor, broker, commission agent, del credere agent, or any other mercantile agent, by whatever 
name called, and whether the same description as herein-before mentioned or not, who carries on the 
business of buying, selling, supplying or distribution, goods belonging to any principal whether 
disclosed or not; and

(iii) an auctioneer who carries on the business of selling or auctioning 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 principal.

Explanation : Is Govt. a dealer

Yes Govt. is deemed to be a dealer for the purposes of the CST Act. It is so deemed to be a dealer whether 
or not it buys, sells, supplies or distribute goods in the course of business. It means that even if the 
Govt. does not undertake buying, selling, supplying or distribution of goods, then also it is deemed 
to be a dealer. 
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No However Govt. is not deemed to be a dealer in relation to any sale, supply or distribution of surplus, 
unreceivable or old stores or materials or waste products or obsolete or discarded machinery or parts 
or accessories thereof. Railways or port trusts are department of Govt.

Note 1 :  It is an important definition since the liability for payment lies upon the dealer. Unless the assessee is 
proved to be the dealer, he cannot be assessed under this Act. The burden to show that the assessee is a dealer 
lies on the department and for each AY has to be treated separately.

SECTION 2(d). GOODS

A goods includes but does not include
• all materials • article • commodities; and • 
all kinds of movable property,

• newspapers.• actionable claims. • stock, shares & 
securities.

Note 1 :  Animals, birds, old newspapers, electricity, copyrights, packaged software held to be goods.

SECTION 2(c) & 14. DECLARED GOODS
Following goods are declared goods of special importance in Inter-State Trade or Commerce. 

1. Cereals, that is to say, paddy, rice, wheat, jower or 
milo, bajra, maize, ragi, kodon, kutki and barley.

8. Jute

2. Coal including coke in all its forms, but excluding 
charcoal.

9. Oil seeds ( groundnut, sesamum, cotton seed, 
soyabean, mustard, linseed, castor, coconut, 
sunflower, neem, kusum, etc.,)

3. Cotton in unmanufactured form (Whether ginned 
or unginned, baled, pressed or otherwise) but not 
cotton waste.

10. Pulses i.e. gram, tur, moong, masur, urad, 
moth etc.

4. Cotton fabrics, cotton yarn (not yarn waste). 11. Man Made Fabrics (artificial textile 
materials, polyster, filament yarn, staple 
fibres etc)

5. Crude oil. 12. Sugar and Khandsari sugar
6. Hides and Skins (whether in raw or dressed state). 13. Woven fabrics of wool.
7. Iron and Steel i.e. pig iron, iron scrap, steel ingots, 

billets, steel bars, steel structural, sheets, plates, 
discs, rings, tubes, tools, tin plates, steel wheels, 
wire rods, defectives of above, etc.

14. Aviation Turbine Fuel.

15. LPG for domestic use.

Section 15 - The Central Govt. places certain restrictions and conditions with reference to declared goods. 
1. LST cannot exceed 5%.
2. It is subjected to multiple point sales tax.

P1 : Mr. Y of Mumbai purchased declared goods (goods of special importance) from Nagpur by paying sales tax 
at @ 5%. Subsequently, the commodity is sold to a dealer at Chennai. The dealer Y while collecting and remitting 
tax on the Inter-state sale, wants refund of tax paid on sale within State (i.e. purchase from Nagpur). Is he correct?
Solution
If a tax has been levied on sale or purchase of any declared goods inside a State and the same goods are subsequently 
sold in the course of inter-state trade or commerce and is subjected to tax under the CST Act, sales tax paid has 
to be reimbursed to the dealer. However, sales tax paid within the state can be reimbursed only when the CST 
has been paid subsequently and not otherwise. Hence, in this case, Mr. Y can claim refund of tax paid within the 
State after payment of central sales tax in respect of such declared goods.
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SECTION 2(dd). PLACE OF BUSINESS
‘Place of Business’ includes

(i) place of business of agent where dealer carries on business through an agent 
(ii) warehouse, godown or other place where a dealer stores his goods
(iii) place where a dealer keeps his books of account.

This is an ‘inclusive definition’ i.e. other places of business e.g. where dealer has a shop or factory is obviously 
covered. A dealer can have more than one ‘place of business’ in different States, he will have to register in each 
such State.

SECTION 2(a). APPROPRIATE STATE MEANS

(a) in relation to dealer who has one or more places of business in the same State, that State and
(b) in relation to a dealer who has places of business situated in different States, every such State with 

respect to place or places of business situated within its territory. 
Thus, a dealer has to register only with sales tax authorities where he has ‘place of business’.

SECTION 2(g). SALE
Sale with its grammatical variations and cognate expressions, means

• any transfer of property in goods
• by one person to another
• for cash or for deferred payment or for any other valuable consideration,

and includes,

1. A transfer, otherwise than in pursuance of a contract, of any goods for cash, deferred payment or 
other valuable consideration.

This situation covers a sale where there is no contract between two parties and there should be mutual 
consent between them. These are the essential elements of sale of goods. Hence, the compulsory sale 
would not have been otherwise taxable, but for this clause.

Therefore where there is a compulsory transfer under the Government orders, where goods are a 
controlled commodity. In case of controlled commodities, there is no mutual consent between buyer 
and seller. The seller is under an obligation to sell the goods on the order of the controlling authorities 
at the controlled prices.

2. A transfer of goods (whether as goods or in some other form) involved in the execution of works 
contract.

In case of works contract, whole consideration is not liable to tax but only the value of goods transferred 
in execution of works contract is liable.

3. A delivery of goods on hire purchase or any system of payment by installments.

In hire purchase system, ownership is transferred at the time of payment of last installment, but for 
the purpose of this Act it is treated as sale at the time of transfer of possession of the asset.

4. A transfer of the right to use any goods for any purpose for cash, deferred payment or other valuable 
consideration.

In leasing contract, ownership of goods is not transferred but right to use such goods is transferred 
in favour of lessee. Hence, it is deemed as sale.

5. A supply of goods by any unincorporated association or body of persons to a member for cash, deferred 
payment or other valuable consideration.

Sale contract is made between two parties. In other words, no one can make sale to himself. But by 
virtue of above, sale made by an club to its member is deemed as sale.

6. A supply or service of food or any drink for human consumption, for cash, deferred payment or other 
valuable consideration.
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but does not include

• a mortgage or hypothecation or a charge or pledge on goods.

Essential elements of sale are

1. There should be a contract of sale between seller 
and buyer.

2. The transfer should be property in goods.
3. Such transfer should be by one person to another.
4. There should be mutual consent by both the parties.
5. The transfer should be for a consideration.
If all the above conditions are satisfied then a transaction 
is treated as sale.

Note 1 : Sale of goods takes place only when such 
goods are segregated i.e. ascertained and property 
is goods is passed on to the buyers.
Note 2 : Sale of illegal goods also liable for CST.

Note 3 : Free supply or provision of samples not 
subjected to CST as no consideration.

SECTION 2(g). SALES TAX LAW

Sales tax Law General Sales tax Law
It means any law for the time being in force in any State or 
part thereof which provides for the levy of taxes on the sale 
or purchase of goods generally or on any specified goods 
expressly mentioned in that behalf and includes value added 
tax law.

It means any law for the time being in force 
in any State or part thereof which provides for 
the levy of tax on the sale or purchase of goods 
generally and includes value added tax law.

P1 : Question 
1.  A company carrying on business sells tea and snacks to its employees from its factory canteen.
2. A coffee plantation with a view to facilitate new plantation clears the forest growth and sells trees, which 

are cut and sold as firewood.
3. A contractor obtains ballast from quarries belonging to the railways and supplies them to worksites.
Answer
1.  Such transaction will attract tax under the respective General Sales Tax Law of each state. It has been held that 

business also includes transactions incidental to business. Selling tea and snacks to employees is incidental 
to business, even though there mayor may not be any profit motive. Therefore, canteen sales are taxable.

2.  Goods include materials, articles, commodities and other kinds of movable property but exclude actionable 
claims, stocks, shares etc. Since firewood is a movable property, it is goods u/s 2(d) and hence its sale attracts 
tax.  Also, held that sale of felled trees is incidental to coffee plantation business, and hence such sale attracts 
tax. 

3.  Only for transactions which falls within the meaning of Sale u/s 2(g), sales tax is attracted. A title to the 
goods should also be there for such incidence.  In the given case, the contractor has no title to the goods and 
hence he cannot transfer the property in the goods. His work is in the nature of a labour contract involving 
transport of goods. Consequentially there is no sale u/s 2(g) and hence incidence of sales tax does not arise. 
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3 
Inter State Sale

Let us import within country but from outside the State

₹

SECTION 3. WHEN IS A SALE OR PURCHASE OF GOODS TAKES PLACE IN THE COURSE 
OF INTER-STATE TRADE OR COMMERCE
A sale or purchase of goods shall be deemed to take place in the course of inter-state trade or commerce if the 
sale or purchase  

a occasions the movement of goods from one State to another; or
b is effected by a transfer of documents of title to the goods during their movement from one State to 

another. 

Explanation 1. Where goods are delivered to a carrier or other bailee for transmission, the movement of the goods 
shall, for the purposes of clause (b), be deemed to commence at the time of such delivery and terminate at the 
time when delivery is taken from such carrier or bailee.

Explanation 2. Where the movement of goods commences and terminates in the same State it shall not be deemed 
to be a movement of goods from one State to another by reason merely of the fact that in the course of such 
movement the goods pass through the territory of any other State.

Analysis Section 3(a)
• Sale should occasion movement of goods. This implies that movement of goods should be by reason of sale. 

This will happen where the contract of sale (order) provides for the movement of goods. The contract may 
be express or implied; and 

• Movement of goods implies their physical movement from one State to another State.
• It  is immaterial in which State the ownership of the goods passes.
• Mode of transport of goods is also immaterial.

Analysis Section 3(b)
As per section 2(4) of Sales of Goods Act 1930 Document of title to goods includes 

A bill of lading Vessel
Dock warrant Goods lying in Port
Warehouse keeper’s certificate Goods lying in warehouse
Wharfingers’ certificate Goods lying in wharf
Railway receipt Railways
Multimodal transport document Goods being transported by more than 1 transport
Lorry receipt / Bilty / Challan Goods being transported by Truck
Airway bill Airways

Warrant or order for the delivery of goods and any other document used in the ordinary course of business as 
proof of the possession or control of goods, or authorising or purporting to authorise, either by endorsement or 
by delivery, the possessor of the document to transfer or receive goods thereby represented.
Conditions u/s 3(b)
1. There should be a movement of goods from one State to another. If the goods move within the same State, 

there is no inter state Sale even if the other conditions are satisfied.
2. The sale or purchase of goods should be effected by a transfer of documents of title to the goods.
3. The transfer of such documents should be during the movement of goods from one state to another.
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P1 : Questions with guideline answers
State giving reasons whether the following transactions are in the nature of inter - State or intra - state sale.
1.  D of Delhi comes to Hyderabad and purchases certain chemicals and transported them in his own name to 

Delhi. Is the sale chargeable to Central Sales Tax ?
2  A manufacturer in Maharashtra appointed dealers outside the State for selling his goods. The price charged 

is for delivery at the factory. The manufacturer is not responsible for the deliveries. The delivery of goods 
is taken by the dealers at the factory and goods are moved by the dealers for resale outside the State.

3.  A manufacturer appoints selling agents outside the State who are entitled to receive commission for the sales 
and expenses. As per the orders placed by these selling agents, goods are supplied by the manufacturer to 
them in different states.

4.  A Company with office at Calcutta obtained an order from a party in Bihar to supply certain goods. The 
company placed order on a Kanpur supplier who dispatched the goods to Bihar. The bill were raised by 
Kanpur party on Calcutta company. Bills on Bihar party were raised by Calcutta company and transfer of 
documents was made in favour of party for taking delivery.

5.  Mr. A of Mumbai comes to Surat (Gujarat) and purchases goods from various traders. He gets all the goods 
packed and brings them with him to Mumbai.

6.  A businessman of Delhi sends his representative to Kanpur (U.P). The representative collects orders from 
different traders in Kanpur and sends a copy of each order to his principal in Delhi. The principal despatches 
the goods to Kanpur, as per the orders sent by his representative and then sends the ‘Bilties’ of such goods 
to his representative who distributes the ‘Bilties’ to the respective buyers in Kanpur.

Solution
1. Under section 3(a) the sale shall be considered as inter state sale only if the movement starts in one state and 

ends in another state. In the given case, Mr. D had taken the possession of goods in Hyderabad itself. It is 
an intra state sale and not interstate sale chargeable under the CST Act.

2. The sale will be an intra - state sale since the transaction is completed in Maharashtra and the goods are 
subsequently transported outside the State.

3. In this case, the sales are inter - State sales since the movement of the goods from within the State to outside 
takes place in pursuance of the orders placed by the dealers outside that State.

4. In this case also, since the movement of goods from Kanpur (Uttar Pradesh) to Bihar takes place in pursu-
ance of an order, the sale will be an inter - State sale.

5. In this case the movement of the goods from Surat to Mumbai is not a direct result of the contract of sale. 
Therefore, the sale is an intra - state sale.

6. Yes it is an inter state sale.
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4 
Sale inside the State

Self contained econony inside the State

₹

SECTION 4(1). WHEN IS A SALE / PURCHASE, SAID TO HAVE TAKEN PLACE OUTSIDE A 
STATE
Subject to the provisions contained in section 3, when a sale or purchase of goods is determined in accordance 
with section 4(2) to take place inside a State, such sale or purchase shall be deemed to have taken place outside 
all other States.

SECTION 4(2). WHEN IS A SALE / PURCHASE, SAID TO HAVE TAKEN PLACE INSIDE A STATE
A sale or purchase of goods shall be deemed to take place inside a State, if the goods are within the State:-

(a) In the case of specific or ascertained goods At the time the contract of sale is made.
(b) In the case of unascertained or  

future goods

At the time of their appropriation to the contract of sale 
by the seller or by the buyer, whether assent of the other 
party is prior or subsequent to such appropriation.

Specific Goods /  
Ascertained goods

As per S 2(14) of Sales of goods Act, 1930 specific goods means goods identified 
and agreed upon at the time a contract of sale is made. Thus, these are the goods 
which are in existence and which are identified by both the parties at the time 
of contract of sale.

Future goods /  
Unascertained goods

As per S 2(6) of Sales of goods Act, 1930 future goods means goods to be 
manufactured or produced or acquired by the seller after the making of the 
contract of sale. 
It can also be said that goods which are either not identified or if identified not 
agreed upon is called unascertained goods.

Explanation. Where there is a single contract of sale or purchase of goods situated at more places than one, the 
provisions of this sub-section shall apply as if there were separate contracts in respect of the goods at each of 
such places.

IMPLICATION OF SECTION 4 IS SUBJECT TO THE PROVISIONS OF SECTION 3
It implies that the provisions of section 4 would apply only when sales of goods is not an ‘inter-State sale’ under 
section 3. In case of intra-State sales, sales tax shall be levied by the State inside which such sales is deemed to 
have taken places.

UNASCERTAINED GOODS.

1. Goods to be manufactured, processed or grown by seller.
2. Generic goods such as when the seller does not have sufficient goods of the description to be apportioned to 

the contract and
3. Unidentified goods, part of a specific while, such as 100 tons out of 1000 tons held in stock.
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5 
Export and Import Sale

Real dollar comes from export

₹

SECTION 5(1). WHEN IS SALE OR PURCHASE OF GOODS IS DEEMED TO TAKE PLACE IN 
THE COURSE OF EXPORT
A sale or purchase of goods is deemed to be in course of export of the goods out of the territory of India, only 
if

• the sale or purchase either occasions such export; or
• is effected by a transfer of documents of title to goods after the goods have crossed the customs  

frontiers of India. (after let export order)

Note 1 : Section 5(5). Notwithstanding anything contained in section 5(1), if any designated Indian carrier 
purchases Aviation Turbine Fuel for the purposes of its international flight, such purchase shall be deemed to 
take place in the course of the export of goods out of the territory of India.

Explanation. For the purpose of section 5(5), if any designated Indian carrier, means any carrier, which the Central 
Government may, by notification in the Official Gazette, specify in this behalf.

Note 2 : Purchase of ATF by foreign carriers is treated as sale inside State subjected to VAT. However it is 
specifically made exempted under Foreign Aircraft (Exemption from taxes and duties on fuel and lubricants) 
Act, 2002.

Note 3 : Sale of spares and stores to ships / airlines is sale inside the State. Sale of eatables to aircraft is local 
sale. Sale within territorial waters is a local sale. But sale beyond 200 nm is export sale.

SECTION 5(2). WHEN IS SALE OR PURCHASE OF GOODS IS DEEMED TO TAKE PLACE IN 
THE COURSE OF IMPORT

A sale or purchase of goods is deemed to be in course of import of the goods into the territory of India, only if

• the sale or purchase either occasions such import; or
• is effected by a transfer of documents of title to goods before the goods have crossed the customs  

frontiers of India. (before clearance order)

Crossing the customs frontiers of India : It means crossing the limits of the area of a customs station in which 
imported goods/export goods are ordinarily kept before clearance by customs authorities. Customs station means 
any customs port in case of a vessel, customs airport in case of an aircraft or land customs station in case of a 
vehicle.

Analysis export / import sale
1. Occasion’s means to be immediate cause of sale and export should constitute part of an integrated activity. 

Unless such sale occasions export, it is not a sale in course of export.
2. It is possible to have sale by transfer of documents after goods crosses the Customs frontier of India i.e. 

goods are cleared by Customs authorities and are handed over to ship master (shipper) for loading in ship. 
Normally, such sales are very few in exports.

3. Export out of or import into the territory of India does not commence or terminates until the goods crosses 
the custom frontier of India.

4. Import of goods starts at a point, when the goods cross the custom barrier of the foreign country and ends at 
a point when the goods cross the custom barrier of India.

5. Sale to a foreign tourist in India is not export sale.

6. Export sale made by unregistered dealer is also treated as export sale.

7. Destination of goods should be foreign territory even though actual reaching of goods to a foreign country 
is not necessary.
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SECTION 5(3). PENULTIMATE SALE 

a. Notwithstanding anything contained in section 5(1), the last sale or purchase of any goods preceding the sale 
or purchase occasioning the export of those goods out of the territory of India shall also be deemed to be in 
the course of such export, if such last sale or purchase took place after, and was for the purpose of complying 
with, the agreement or order for or in relation to such export.

b. The above provisions shall not apply to any sale or purchase of goods unless the dealer selling the goods 
furnishes to the prescribed authority in the prescribed manner a declaration duly filled and signed by the 
exporter to whom the goods are sold in Form H obtained from the prescribed authority.

Analysis penultimate sale also deemed export sale
Reasoning
Export is a specialised business and many small units are unable to export directly. Export is often effected 
through specialised agencies like Export Houses etc. Such indirect exports also need exemption from taxes to 
make the products competitive. Hence, such penultimate sale, i.e. sale preceding the sale occasioning export is 
also deemed to be in the course of export under section 5(3). 
Conditions
(a) for purpose of complying with agreement or order in relation to export and 
(b) such sale is made after the agreement or order in relation to export and 
(c) same goods which are sold in penultimate sale should be exported. In other words, the final exports should 

be in possession of export order from foreign buyer and should take delivery of goods from the supplier 
making penultimate sale solely for execution of such export order and export the same goods.
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6 
Charging Section

Levy is a quasi contract

₹

SECTION 6(1), (1A). CHARGING SECTION (LIABILITY TO TAX ON INTER-STATE SALES)
Every dealer shall be liable to pay tax under this Act on all sales of goods other than electrical energy effected 
by him in the course of inter-State trade or commerce during any year.
However a dealer shall not be liable to pay tax on any sale of goods if sale is u/s 5(3) is a sale in the course of 
export of those goods out of the territory of India.
Note 1 : Electrical energy is goods. It can be stored and transferred from one place to another. However charging 
section has excluded CST on electrical energy.
Note 2 : A dealer shall not be liable to pay CST if that sale had taken place inside that State. S 6(1A)
Note 3 : A dealer shall not be liable to pay CST on any penultimate sale of goods. Provision to S 6(1)

SECTION 6(2). NO CST ON SUBSEQUENT SALE

Concept : Central Sales Tax Act 1956 envisages single point of taxation i.e. tax at the first point of sales. Subsequent 
sales during the movement of the goods from one state to another have been exempted under section 6(2) of CST 
Act. This provision has been introduced to avoid cascading effect tax in case of multiple sale.

Provision : Any sale effected during the movement of goods from one State to another by a transfer of documents 
of title is known as subsequent sale. Such subsequent sale is exempted from CST when the following conditions 
are satisfied.

1.  First sales is inter state sale.

2. Subsequent sale is to registered dealer.

3. The goods should be of description referred to in section 8(3) of CST Act.

4. Certificates required: Dealer selling the goods has to issue a certificate in Form E 1 to the purchasing dealer 
if its first sale and E2 form if subsequent sales. Subsequent purchaser has to issue certificate in C form to his 
seller. Such certificates are to be produced before assessing authorities within prescribed time. The certificates 
in C, E1 and E2 forms are to be issued on quarterly basis.

Form to be issued by buyer Form to be issued by seller
Original inter state sale. Form C Form E I
Next inter state sale by transfer of 
documents of title to goods.

Form C Form E II

Subsequent sale u/s 6(2). Form C Form E II
Second subsequent sale during same transit. Form C Form E II

Note : There is inter exchange of documents between buyer and seller. Buyer is issuing Form C to seller and seller 
is issuing Form E I / II to buyer. Both these buying and selling dealer shall produce these forms to appropriate 
State as an evidence to claim exemption.

SECTION 6(3). NO CST ON SALE TO FOREIGN MISSION

No CST shall be payable by any dealer in respect of sale of any goods made by such dealer, in the course of 
inter-State trade or commerce, to any official, personnel, consular or diplomatic agent of :—

(i) any foreign diplomatic mission or consulate in India; or
(ii) the United Nations or any other similar international body,
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entitled to privileges under any convention or agreement to which India is a party or under any law for the time 
being in force, if such official, personnel, consular or diplomatic agent, has purchased such goods for himself or 
for the purposes of such mission, consulate, United Nations or other body.

SECTION 6A. NO CST ON STOCK TRANSFER

(1) Where any dealer claims that he is not liable to pay CST, in respect of any goods, on the ground that the 
movement of such goods from one State to another was not occasioned by reason of of sale, the burden of 
prove shall be on that dealer. For this purpose he may furnish to the assessing authority, within the prescribed 
time a declaration in Form F obtained from department, duly filled and signed by the principal officer 
along with the evidence of despatch of such goods. If the dealer fails to furnish such declaration, then, the 
movement of such goodbns shall be deemed to have been occasioned as a result of sale.

(2) If the assessing authority can make an inquiry to satisfy himself about the genuineness of transaction.

Note : If there is a case of stock transfer then ITC shall be reversed.
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7 
Rates of Tax

Cascading of tax

₹

SECTION 8. RATES OF TAX

Conditions satisfied Rates of tax
1. Sale is by registered dealer to another registered dealer.

2% of the turnover of the dealer or 
local sales tax whichever is lower.2. Sale is of eligible goods.

3. Purchasing dealer furnished Form C to selling dealer.
If any of the above 3 conditions not satisfied then rates of tax
1. Sale by registered dealer to unregistered dealer or to Govt. 2% of the turnover of the dealer or 

local sales tax whichever is higher. 
Provided where LST is less than 2% 

then CST = LST.

2. Sale is of ineligible goods
3. Purchasing dealer do not furnished Form C to selling 

dealer

Section 8(3). What are eligible goods
The goods as specified in the certificate of registration of the registered purchasing dealer, are eligible goods.

(a) goods of the class/classes intended
(i) for resale by him, or
(ii) for use by him in manufacture or processing of goods for sale, or
(iii) for use in the telecommunications network, or
(iv) for use in mining, or
(v) for use in the generation or distribution of electricity or any other form of power.

(b) containers or other materials intended for being used for the packing of goods for sale.
Further, containers or other materials used for the packing of any goods referred to in clause (a) or (b) above 
are also so eligible [Section 8(3)].

SECTION 2(j). TURNOVER 
It means aggregate of sale prices received and receivable by him in respect of sale of any goods in the course of 
inter state trade or commerce made during prescribed period and determined accordance with the provisions of 
this Act and the rules made thereunder. Turnover is defined u/s 8A.

SECTION 8A. DETERMINATION OF TURNOVER  (TAXABLE TURNOVER)
In determining the turnover of a dealer for the purpose of this Act, the following deductions shall be made from 
the aggregate of the sale prices, namely :—

(a)

Central Sales Tax by applying this formula
Aggregate of sale price 
---------------------------- x Rates of Tax 
100 + Rates of Tax

Note 1 : However where CST is already deducted no further deduction is allowed.
Note 2 : Where the turnover of a dealer is taxable at different rates, the aforesaid formula shall be 
applied separately in respect of each part of the turnover liable to a different rate of tax.

(b)

The sale price of all goods returned to the dealer by the purchasers of such goods, within a period 
of 6 months from the date of delivery of the goods.
Provided that satisfactory evidence of such return of goods and of refund or adjustment in accounts 
of the sale price thereof is produced before the authority competent to assess or re-assess the tax 
payable by the dealer under this Act.
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FORMULA

Aggregate of sale price (inclusive of CST) = Turnover 2,10,000
Less : CST Aggregate of sale price 

---------------------------- x Rates of Tax 
100 + Rates of Tax

(4,000)

Less : Goods returned within 6 months from the date of delivery (6,000)
Taxable Turnover. (Base Sale Price) 2,00,000

SECTION 2(h). SALE PRICE

means the amount payable to a dealer as consideration for the sale of any goods, (Consideration for 
sale of goods do not include Govt, Subsidy)

Less any sum allowed as cash discount according to the practice normally prevailing in the trade.
but 
inclusive

of any sum charged for anything done by the dealer in respect of the goods at the time of or 
before the delivery thereof. E.g. Packing charges, insurance, weightment charges, design 
charges incurred by the selling dealer.

Do not 
include

Cost of freight or delivery or the cost of installation in cases where such cost is separately 
charged.

Note : However in the case of a transfer of property in goods (whether as goods or in some other form) involved 
in the execution of a works contract, the sale price of such goods shall be determined in the prescribed manner 
by making such deduction from the total consideration for the works contract as may be prescribed and such 
price shall be deemed to be the sale price for the purposes of this clause.
As per Court judgments following are also inclusion and exclusion.

Inclusion Exclusion
1. Excise duty (whether included in sale price or 

separately charged).
7. Trade Discount. It is known before the sale 

is made.
2. Cost of packing material & packing charges. 8. Govt. subsidy where a product is controlled 

& has to be sold at controlled price.3. Insurance charges if the seller has insured the goods.
4. Dharmada charges is integral part of sale price of goods. 9. Free cost material supplied by the 

customer will be not be added to the sale 
price.

5. Weighment dues are included in sale price since it is 
incidental to sale of goods.

6. Bonus discount / incentive bonus for attracting sales 
targets. It is known after the sale is made.

10 Goods rejected by buyer due to defects 
at any time shall not form part of sale 
price

ABOUT DISCOUNTS
1. The discount is to be an integral part of transaction of sale itself. 
2. The invoice should at least reflect that the discount is allowed or will be allowed. 
3. A discount which is in the nature of compensation for any loss suffered by the purchaser in the previous 

purchase is not a trade discount. 
4. Trade discount should be known and understood at or before the time of removal of the goods. 
5. Discount allowed long after the invoice is raised and/or removal of goods which is in the nature of bonus or 

incentive is not a trade discount. 
6. The object of allowing trade discount is to enable the retailers to earn profit by selling the goods at the 

catalogue price.
7. Trade discount need not be always allowed at the time of sale and may be allowed on a later date at the end 

of the month or quarter if computation of discount was not possible at the time of making the invoice.
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SECTION 9A. COLLECTION OF TAX TO BE ONLY BY REGISTERED DEALERS
No person who is not a registered dealer shall collect in respect of any sale by him of goods in the course of 
inter-State trade or commerce any amount by way of tax under this Act, and no registered dealer shall make any 
such collection except in accordance with this Act and the rules made thereunder.

SECTION 9B. CST PAYABLE TO BE ROUNDED OFF
The amount of central sales tax, interest, penalty, fine or any other sum payable, and the amount of refund due, 
under the provisions of this Act shall be rounded off to the nearest rupee. However, this provision does not apply 
to CST collected by a dealer. It implies that when a dealer collects CST from the buyer, he may charge it in the 
invoice without rounding off, but when the same is credited to the Government, amount needs to be rounded off 
to the nearest rupee.

PRACTICAL QUESTIONS WITH SOLUTIONS
1. Total inter state sales ₹ 3,00,000 @ 2% inclusive of tax. Form C not received. Local sales tax 5%.
2. Total inter state sales ₹ 5,00,000 @ 2% inclusive of tax. Form C not received for sales of ₹ 50,000 inclusive 

of sale tax. Local sales tax 6%.
3. Total inter state sales ₹ 5,00,000 @ 2% inclusive of tax. Form C not received for sales of ₹ 50,000 exclusive 

of sale tax. Local sales tax 6%.

4. Total inter state sales ₹ 4,00,000 @ 2% inclusive of tax. Excise duty of ₹ 20,000 not included. Form C 
received. Local sales tax 5%.

Solutions

1.

Sales price 3,00,000
Less : CST 3,00,000

---------- x 2%
102%    (5,882)

Taxable Turnover 2,94,118
+ CST (5% of 2,94,118 )     14,706
Sale Price 3,08,824

2.

Sale Price 4,50,000 Sale Price 50,000
Less : CST 4,50,000

---------- x 2%
102%   (8,824)

Less : CST 50,000
---------- x 2%
102%   (980)

Taxable turnover 4,41,176 Taxable turnover 49,020
+ CST @ 2% of 4,41,176      8,824 + CST @ 6% of 49,020   2,941
Sale Price 4,50,000 Sale Price 51,961

3.

Sale Price 4,50,000 Sale Price 51,000
Less : CST 4,50,000

---------- x 2%
102%   (8,824)

Less : CST 51,000
---------- x 2%
102%   (1,000)

Taxable turnover 4,41,176 Taxable turnover 50,000
+ CST @ 2% of 4,41,176      8,824 + CST @ 6% of 50,000   3,000
Sale Price 4,50,000 Sale Price 53,000
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4.

Sales price 4,00,000
Less : CST 4,00,000

---------- x 2%
102%    (7,843)

Taxable Turnover 3,92,157
+ Excise Duty 20,000
Taxable Turnover 4,12,157
+ CST (2% of 4,02,157)     8,043
Sale Price 4,10,200

P2 : Mr. Y of Mumbai purchased declared goods (goods of special importance) from Nagpur by paying sales tax 
at @ 5%. Subsequently, the commodity is sold to a dealer at Chennai. The dealer Y while collecting and remitting 
tax on the Inter-state sale, wants refund of tax paid on sale within State (i.e. purchase from Nagpur). Is he correct?
Answer : If a tax has been levied on sale or purchase of any declared goods inside a State and the same goods 
are subsequently sold in the course of inter-state trade or commerce and is subjected to tax under the CST Act, 
sales tax paid has to be reimbursed to the dealer. However, sales tax paid within the state can be reimbursed only 
when the CST has been paid subsequently and not otherwise. Hence, in this case, Mr. Y can claim refund of tax 
paid within the State after payment of central sales tax in respect of such declared goods.
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8 
Exemption from CST

Pay tax on dead assets

₹

EXEMPTION TO SEZ
SEZ are designated areas in countries that possess special economic regulations that are different from other areas 
in the same country. It is set up for export purposes. Such zone is treated as if it is a foreign country within India. 
Units in SEZ can import raw materials and capital goods without payment of customs duty and also procure them 
without payment of excise duty. All the products of a SEZ unit should be exported and if their final product is 
sold in India, excise duty equal to normal customs duty on such goods is required to be paid. 
In CST goods sold to a SEZ unit or SEZ developer then no CST is payable by such unit or developer subject to 
fulfillment of certain conditions. 

SECTION 8(6), (7) & (8). EXEMPTION FROM CST TO SALE TO A UNIT / DEVELOPER IN SEZ
No CST shall be payable by any dealer in respect of sale of any goods made by such dealer, in the course of 
inter-State trade or commerce.

a. to a unit located in SEZ and is registered for the purpose of setting up, operation, maintenance, manufacture, 
trading, production, processing, assembling, repairing, reconditioning, re engineering, packaging or for use 
as packing material or packing accessories or 

b. for development, operation and maintenance of special economic zone by the developer of the special 
economic zone, if such registered dealer has been authorised to establish such unit or to develop, operate and 
maintain such special economic zone by the authority specified by the Central Government in this behalf. 

Note  1 : The goods shall be the goods of such class or classes of goods as specified in the certificate of 
registration of the registered dealer.
Note 2 : The above provisions shall apply if dealer selling such goods furnishes to the prescribed authority 
a declaration in the prescribed manner on the Form I obtained from the authority specified by the Central 
Government, duly filled in and signed by the registered dealer to whom such goods are sold.

VARIOUS STATUTORY FORMS

FORM A Registration Application.
FORM B Registration certificate.
FORM C Declaration by registered dealer buying dealer. 
FORM E-1 Movement of goods by a first dealer from one State to another State. Selling dealer.
FORM E-2 Movement of goods by subsequent dealer from one State to another State. Dealing dealer.
FORM F Stock transfer. Declaration by Principal at the time of sending goods to agent or branch. 
FORM G Indemnity bond at the time when forms are lost.
FORM H Export certificate. Mandatory. Penultimate sale
FORM I Issued by SEZ unit. Mandatory.

Forms are issued quarterly. Forms can be obtained from sales tax authorities. The forms cannot be printed by 
dealer. Only registered dealer are entitled to obtain form.


