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Tax Deducted at Source (TDS) and Tax Collected at Source (TCS) Journal Entries:  

The accounting treatment of Tax Deducted at Source (TDS) and Tax Collected at Source (TCS) is critical 

for businesses to maintain compliance with tax laws and ensure accurate financial reporting. TDS 

involves deducting tax at the time of payment (e.g., salaries, rent), while TCS requires collecting tax 

during the sale of goods or services (e.g., scrap, luxury cars). This guide explains the journal entries for 

TDS and TCS, including practical examples and compliance steps.   

Part 1: TDS Journal Entries   

TDS journal entries reflect the deduction of tax from payments and its subsequent remittance to the 

government. Below are common scenarios and their accounting treatment:   

1. TDS on Salary Payments (Section 192)   

Scenario: A company pays ₹1,00,000 as salary to an employee and deducts ₹15,000 as TDS.   

| Account               | Debit (₹) | Credit (₹) |   

|----------------------     -|---------------      |----------------|   

| Salary Expense             | 1,00,000      |                |   

| To TDS Payable (Employee) |              | 15,000         |   

| To Bank Account       |                    | 85,000         |   

 

Explanation:   

- Salary Expense: Full salary amount is debited as an expense.   

- TDS Payable: Liability created for the tax deducted.   

- Bank Account: Net salary paid after TDS deduction.   

 

Deposit of TDS to Government:   

| Account              | Debit (₹) | Credit (₹) |   

|----------------------    -|---------------|----------------|   

| TDS Payable (Employee)   | 15,000        |                |   

| To Bank Account       |                    | 15,000         |   

 2. TDS on Contractor Payments (Section 194C)   

Scenario: A firm pays ₹50,000 to a contractor and deducts 2% TDS (₹1,000).   
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| Account             | Debit (₹) | Credit (₹) |   

|----------------------   -|---------------|----------------|   

| Contractor Expense       | 50,000        |                |   

| To TDS Payable (Contractor)    |              | 1,000          |   

| To Bank Account       |                   | 49,000         |   

Deposit of TDS to Government:   

| Account          | Debit (₹) | Credit (₹) |   

|-----------------------|---------------|----------------|   

| TDS Payable (Contractor)| 1,000        |                |   

| To Bank Account       |               | 1,000          |   

3. TDS on Rent Payments (Section 194I)   

Scenario: A company pays ₹3,00,000 as rent for office space and deducts 10% TDS (₹30,000).   

| Account          | Debit (₹) | Credit (₹) |   

|-----------------------|---------------|----------------|   

| Rent Expense          | 3,00,000      |                |   

| To TDS Payable (Landlord) |             | 30,000         |   

| To Bank Account       |               | 2,70,000       |   

Deposit of TDS to Government:   

| Account          | Debit (₹) | Credit (₹) |   

|-----------------------|---------------|----------------|   

| TDS Payable (Landlord)| 30,000        |                |   

| To Bank Account       |               | 30,000         |   

Part 2: TCS Journal Entries   

TCS journal entries record the tax collected from buyers and its remittance to the government.   

1. TCS on Sale of Scrap (Section 206C(1))   

Scenario: A business sells scrap worth ₹2,50,000 and collects 1% TCS (₹2,500).   

| Account          | Debit (₹) | Credit (₹) |   

|-----------------------|---------------|----------------|   

| Bank Account          | 2,52,500      |                |   



PRACTICAL ACCOUNTS AND TAXATION 

 Mobile: 9885304535 

| To Sales Account      |               | 2,50,000       |   

| To TCS Payable        |               | 2,500          |   

Explanation:   

- Bank Account: Total amount received (sales + TCS).   

- Sales Account: Revenue recognized from scrap sale.   

- TCS Payable: Liability for the tax collected.   

Deposit of TCS to Government:   

| Account             | Debit (₹) | Credit (₹) |   

|----------------------  -|---------------|----------------|   

| TCS Payable             | 2,500         |                |   

| To Bank Account         |               | 2,500          |   

2. TCS on Luxury Car Sales (Section 206C(1F))   

Scenario: A car dealer sells a vehicle for ₹15,00,000 (excluding GST) and collects 1% TCS (₹15,000).   

| Account            | Debit (₹) | Credit (₹) |   

|-----------------------  |---------------|----------------|   

| Bank Account            | 15,15,000     |                |   

| To Sales Account         |               | 15,00,000      |   

| To TCS Payable        |                     | 15,000         |   

 

Deposit of TCS to Government:   

| Account          | Debit (₹) | Credit (₹) |   

|-----------------------|---------------|----------------|   

| TCS Payable           | 15,000        |                |   

| To Bank Account       |               | 15,000         |   

3. TCS on E-Commerce Sales (Section 206C(1H))   

Scenario: An e-commerce platform facilitates sales of ₹6,00,000 and collects 1% TCS (₹6,000).   

| Account          | Debit (₹) | Credit (₹) |   

|-----------------------|---------------|----------------|   

| Bank Account          | 6,06,000      |                |   
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| To Sales Account      |               | 6,00,000       |   

| To TCS Payable        |               | 6,000          |   

Deposit of TCS to Government:   

| Account          | Debit (₹) | Credit (₹) |   

|-----------------------|---------------|----------------|   

| TCS Payable           | 6,000         |                |   

| To Bank Account       |               | 6,000          |   

Part 3: Key Considerations   

 1. TDS vs. TCS Accounting   

| Aspect          | TDS                                  | TCS                                  |   

|----------------------|------------------------------------------|------------------------------------------|   

| Journal Entry    | Deducted from payment (expense).         | Collected over sale (revenue).           |   

| Liability Account| TDS Payable (deductor’s liability).      | TCS Payable (collector’s liability).     |   

| Impact on Books  | Reduces cash outflow (net payment).      | Increases cash inflow (gross receipt).   |   

 2. Compliance Steps   

- TDS:   

  - Deduct tax during payment.   

  - Deposit by the 7th of the next month.   

  - File quarterly returns (Form 24Q/26Q).   

  - Issue Form 16/16A to deductees.   

- TCS:   

  - Collect tax during sale.   

  - Deposit by the 7th of the next month.   

  - File quarterly returns (Form 27EQ).   

  - Issue Form 27D to buyers.   

3. Penalties for Non-Compliance   

- Late Deposit: 1.5% monthly interest on overdue tax.   

- Incorrect Entries: Mismatched TDS/TCS amounts lead to notices from the Income Tax Department.   

 Part 4: Advanced Scenarios   
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1. TDS on Foreign Remittances (Section 195)   

Scenario: A company remits ₹10,00,000 to a foreign vendor and deducts 10% TDS (₹1,00,000).   

| Account             | Debit (₹) | Credit (₹) |   

|-----------------------   |---------------|----------------|   

| Foreign Vendor Payment  | 10,00,000     |                |   

| To TDS Payable        |                   | 1,00,000       |   

| To Bank Account       |                   | 9,00,000       |   

2. TCS on Overseas Tour Packages (Section 206C(1G))   

Scenario: A travel agency sells a ₹8,00,000 tour package and collects 5% TCS (₹40,000).   

| Account            | Debit (₹) | Credit (₹) |   

|-----------------------|--------------- |----------------|   

| Bank Account            | 8,40,000      |                |   

| To Sales Account      |                  | 8,00,000       |   

| To TCS Payable           |               | 40,000         |   

Conclusion   

Accurate TDS and TCS journal entries are essential for compliance, financial transparency, and avoiding 

penalties. For TDS, focus on deducting tax from payments (e.g., salaries, rent) and recording it as a 

liability. For TCS, collect tax during sales (e.g., scrap, luxury cars) and reflect it as a payable. Timely 

deposit and proper documentation (Form 16, 27D) ensure smooth audits and tax credits for 

deductees/collectees. By mastering these entries, businesses can maintain robust accounting practices 

and adhere to India’s tax regulations.   


