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TDS & TCS on Autopilot: Tax
Withholding in ERPNext for Indian

Businesses

How ERPNext's Tax Withholding Categories deduct the right tax on the
right transactions automatically — and where the India Compliance app
takes over for GST TCS and return filing.
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EXECUTIVE SUMMARY

Every Indian business that pays professionals, contractors, rent or commission has to
withhold tax at source — deduct TDS, deposit it, and account for it correctly. Done by
hand, it is a monthly grind of rate tables, threshold checks, and reconciliations that go
wrong quietly and cost you at assessment time. This paper explains how ERPNext turns
that grind into configuration. Its Tax Withholding Category doctype holds the rates and
thresholds; once a supplier (or customer) is linked to a category, ERPNext works out
whether tax is due on each purchase invoice, payment or advance and deducts the right
amount automatically — respecting both single-transaction and cumulative-across-the-
year thresholds. We ground every claim in the real ERPNext doctype, then draw the line
honestly: core ERPNext runs the withholding engine and its TDS reports, while the
separate India Compliance app adds GST TCS and the statutory-return side of Indian
compliance. The aim is to show what the software genuinely does for you, what still needs
a correct setup, and where an experienced partner earns their keep.

] The manual TDS/TCS burden Indian businesses actually carry

Tax deducted at source is one of those obligations that looks simple on a slide and is anything but in a
busy accounts department. Every time you pay a professional, a contractor, rent, commission or
interest, the law expects you to withhold a slice of tax, deposit it with the government on time, and
report it against the deductee's PAN. Miss a deduction and the expense can be disallowed; deduct late
or wrong and interest and penalties follow.

Done manually, the work is relentless and error-prone. Someone has to remember which vendor
attracts which rate, watch whether a supplier has crossed the threshold that triggers deduction, apply
the right rate to the right base, and keep a running tally across the whole financial year so a cumulative
limit isn't breached unnoticed. Spread that across dozens of vendors and hundreds of invoices and the
truth is that most TDS errors aren't dishonesty — they're arithmetic and memory failing under volume.
The fix isn't more diligence; it's moving the rules out of people's heads and into the system.

e Right rate, right vendor — different payment types carry different withholding treatment, and
someone has to know which applies.

e Threshold watching — deduction often only kicks in past a limit, and that limit can be per-transaction
or cumulative across the year.

e Timing and deposit — withheld tax must be deposited on time and reported against the correct PAN.

e The real risk — at volume, TDS goes wrong through arithmetic and memory, not intent; assessment-
time surprises are the cost.

| TaxWithholding Categories: where the rules live

ERPNext models withholding through a single, purpose-built master: the Tax Withholding Category.
Think of it as a named rule — one per kind of payment you deduct on. Each category carries a table of
rates, and crucially each rate row is dated by fiscal year, so when the law changes a rate you add a
new row for the new period rather than overwriting history. That means an invoice is always taxed at the
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rate that was valid on its posting date, and last year's transactions keep last year's rate.

Alongside the rate, each row holds the thresholds that decide whether tax is even due — a single-
transaction threshold and a cumulative threshold (covered in the next section). The category also
names the ledger account that withheld tax is posted to, per company, so a group running several
companies can share one rulebook while each entity books to its own account. A handful of switches
tune the behaviour: whether tax is computed on the net or the gross total, whether the amount is
rounded off, and options for how thresholds are applied. ERPNext even supports a Lower Deduction
Certificate, so a supplier who holds one has the reduced rate honoured up to the certified limit. The
point is that all the judgement lives in the master, configured once, not re-derived on every invoice.

e One category per payment type — a named, reusable withholding rule.

e Fiscal-year-dated rate rows — new rates are added for new periods; historical transactions keep
their original rate.

e Per-company withholding account — one rulebook, correct ledger posting for each entity in a group.
e Behaviour switches — deduct on net vs gross total, round-off, and threshold-application options.

e Lower Deduction Certificate support — a certified reduced rate is honoured up to its limit.

What a Tax Withholding Category holds

Category name
a named rule for one kind of payment you deduct on (e.g. professional fees, rent, commission).

Rate rows, dated by fiscal year
the withholding rate valid for each period; new rates are added, not overwritten, so history stays
intact.

Single-transaction threshold
the size at which one invoice, on its own, attracts deduction.

Cumulative threshold
the year-to-date limit across all payments to the party; ERPNext keeps the running total.

Withholding account, per company
the ledger the deducted tax posts to, so a group shares one rulebook across entities.

Behaviour switches
deduct on net vs gross total, round-off, threshold-application options, and Lower Deduction
Certificate support.
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E > Accounting > Tax Withholding Category > TDS - 194J - Professional Fees - Company Q Search or type a command (Ctrl + G) 0 Help ~ BS
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Attach File + Category Name

Professional Fees
{7 Reviews

+
a4 Shared With

Tax Withholding Rates

+
Rates

© Tags

Add a tag ..

No. Fiscal Year Tax Withholding Rate Single Transaction Threshold Cumulative Transaction Threshold
1 2021-2022 10 ¥ 30,000.00 ¥ 30,000.00 & Edit
Add Row

20-Qo0 FOLLOW

You edited this
just now

Account Details

You created this Accounts

6 days ago
No. Company Account

1 Unico Plastics Inc. TDS-UP # Edit

A Tax Withholding Category in ERPNext — a dated rate row with single and cumulative thresholds, and the withholding account
set per company.

Single vs cumulative thresholds — the part people get wrong
by hand

The subtlety that trips up manual TDS is that a withholding limit can work in two different ways at once,
and ERPNext models both explicitly on each rate row. A single-transaction threshold asks: is this one
invoice large enough, on its own, to attract deduction? A cumulative threshold asks a harder question:
has everything I've paid this vendor so far this year crossed the annual limit? The second is the one
spreadsheets miss, because it requires remembering every prior invoice to the same party.

ERPNext keeps that running total for you. Because withholding entries are tracked against the party,
the system knows what a supplier has accumulated across the year, so the invoice that finally tips them
over the cumulative line is the one where deduction correctly begins — even if no single bill was ever
large enough on its own. The category gives you control over how these interact: you can lean on one
threshold or the other, and there's an option to withhold tax only on the amount that exceeds the
threshold rather than on the whole sum. None of this needs a human to notice the tipping point — the
rule is evaluated on every transaction, which is exactly where manual processes fail.

e Single-transaction threshold — is this one invoice, by itself, large enough to deduct on?
e Cumulative threshold — has the year-to-date total to this party crossed the annual limit?

o ERPNext keeps the running party total, so the invoice that crosses the cumulative line triggers
deduction automatically.

e Options to apply one threshold or the other, and to tax only the excess over the threshold — the
case hand-calculations usually botch.
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| Automatic deduction on invoices and payments

Configuration only pays off if it fires by itself, and this is where the model comes together. Once a
supplier is linked to a Tax Withholding Category, the withholding option is switched on for their purchase
invoices; ERPNext evaluates the applicable rate and thresholds and, when tax is due, adds the withheld
amount into the invoice's taxes automatically — reducing the net payable and posting to the withholding
account. The deduction is a by-product of booking the bill, not a second manual step.

It also handles the timing India actually requires. TDS is often triggered at payment, including on
advances, so ERPNext can apply withholding on a Payment Entry too — deducting on an advance and
reconciling it when the invoice arrives, rather than double-counting. And because ERPNext isn't only
about money you pay out, the same engine runs in the other direction: a Tax Withholding Category can
be attached to a customer so tax is collected at source on what they're billed, with the amount
computed on the sales side the same way. One consistent mechanism — categories, rates, thresholds
— covers deduction on the buy side and collection on the sell side.

e Purchase invoices — withholding is computed from the category and added to the invoice taxes
automatically when due.

e Payments and advances — deduction can be applied at payment time and reconciled against the
later invoice, avoiding double-counting.

e The sell side too — a category on a customer drives tax collected at source on sales, using the
same rate-and-threshold logic.

e No parallel process — the deduction falls out of booking the transaction, not a separate manual
calculation.

E > Accounting > Purchase Invoice > ACC-PINV-2021-00008 Q Search or type a command (Ctrl + G) at Help ~ BS
Kirkland and Watkins . orn Create : Get [tems From 3 < e -
Total (USD)
$90,000.00
Tax Category Shipping Rule
Purchase Taxes and Charges Template
US ST 6.25% - UP
Purchase Taxes and Charges
No. Type Account Head Rate Amount Total
1 On Net Total ST 6.25% - UP 6.250 $5,625.00 $ 95,625.00 # Edit

2 Actual Tax Withheld - Payabl... [+] $9,000.00 $ 86,625.00 # Edit I

Add Row

On a purchase invoice, ERPNext adds the withheld tax into the taxes table automatically and reduces the net payable.
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| TDSreports, and where the India Compliance app adds GST
TCS

Here is the line every Indian finance team needs drawn clearly. Core ERPNext runs the withholding
engine and gives you visibility on top of it: reports such as the TDS Computation Summary and a tax-
withholding details view let you see, per party and per period, what was deducted and what the
withholding position looks like — the raw material for depositing and reconciling. The Lower Deduction
Certificate and party-wise tracking are part of this core, India-aware layer.

What core ERPNext does not, on its own, fully cover is the statutory-filing edge and GST TCS. GST
TCS — the tax an e-commerce operator collects on supplies made through its platform — is a different
regime from the income-tax withholding above, and the deeper Indian statutory reporting and return
preparation are provided by the separate, free India Compliance app, which extends ERPNext for
Indian GST. Be clear-eyed about the split: describe core ERPNext as the withholding engine plus its
TDS reports, and the India Compliance app as the layer that adds GST TCS handling and the statutory-
return side. They are designed to work together, but they are two distinct things — and knowing which
does what saves a lot of misdirected configuration.

e Core ERPNext — the withholding engine, TDS Computation Summary and tax-withholding details
reports, LDC and party-wise tracking.

e India Compliance app (separate, free) — GST TCS for e-commerce operators and deeper Indian
statutory reporting/return prep.

e Two regimes — income-tax TDS/TCS (core) is distinct from GST TCS (India Compliance); don't
conflate them.

e They interlock — the operational deductions in core feed the compliance and filing view; set both up
to match.

[ What it takes to run this well — and when to get help

The engine is genuinely capable, but capability isn't a clean quarter. Withholding done well in ERPNext
rests on a few unglamorous disciplines. The categories have to be built correctly — the right rate rows,
dated by period, with the right thresholds and the correct behaviour switches — because every
downstream deduction inherits whatever the master says. Suppliers and customers have to be linked to
the right category, and their PANs captured, or the automation deducts against the wrong rule or
reports against the wrong party. And the two layers have to be installed and configured to match: the
withholding engine in core ERPNext, the India Compliance app set up so GST TCS and the return view
pull from the same transactions your team is already booking.

That's where an experienced partner earns their fee — at the seams, where your specific mix of
payment types, thresholds, group companies or e-commerce TCS needs the categories and the India
Compliance setup configured to reflect the law and your business. As an official ERPNext partner
working with Indian businesses, we set up the Tax Withholding Categories and the India Compliance
layer together, mapped to how you actually transact — so the deductions, the reports and the return
data all come from one honest set of records. Getting that right once, at implementation, is far cheaper
than unwinding a year of mis-deducted TDS or a mismatch discovered at filing time.

Acube Innovations - Official ERPNext Partner - acubeinnovations.com - +91 62358 66111 6



Correct categories — accurate, period-dated rate rows, the right thresholds, and the intended net/
gross and excess-only switches.

Clean party setup — suppliers and customers linked to the right category, with PANs captured for
correct reporting.

Both layers aligned — core ERPNext for the withholding engine and TDS reports, India Compliance
for GST TCS and returns.

Where a partner pays back — configuring the seams (multiple payment types, group companies, e-
commerce TCS) once, correctly.

KEY TAKEAWAYS

ERPNext moves TDS/TCS rules out of people's heads and into the Tax Withholding
Category master — rates, thresholds and the posting account, configured once.

Rate rows are dated by fiscal year, so each transaction is taxed at the rate valid on its
posting date and historical deductions stay correct.

date limit tracked per party — which is exactly what manual processes miss.

Deduction is automatic: linked to a supplier it fires on purchase invoices and payments
(including advances); linked to a customer it collects tax on sales.

a It handles both threshold types — a single-transaction limit and a cumulative year-to-

Core ERPNext runs the withholding engine and its TDS reports; the separate, free
India Compliance app adds GST TCS and the statutory-return side.

FAQ

Does ERPNext calculate TDS automatically?

Yes. You define the rules once in a Tax Withholding Category — the rate (dated by fiscal year) and the
thresholds — then link it to a supplier. From then on ERPNext evaluates each purchase invoice and
payment, and when tax is due it adds the withheld amount into the invoice taxes automatically, posting
to the withholding account and reducing the net payable. The deduction is a by-product of booking the
transaction, not a separate manual step.

How does ERPNext handle single vs cumulative TDS thresholds?

Each rate row in a Tax Withholding Category carries both a single-transaction threshold and a
cumulative threshold. The single threshold asks whether one invoice, on its own, is large enough to
deduct on; the cumulative threshold asks whether the year-to-date total to that party has crossed the
annual limit. ERPNext keeps the running party total, so the invoice that finally crosses the cumulative
line triggers deduction automatically — even if no single bill was ever large enough by itself.

Does ERPNext handle GST TCS as well as income-tax TDS?

Core ERPNext runs the income-tax withholding engine — TDS on what you pay, and tax collected at
source on customers, via Tax Withholding Categories — along with reports like the TDS Computation
Summary. GST TCS, which an e-commerce operator collects on platform supplies, is a different regime;
that and the deeper Indian statutory-return side are handled by the separate, free India Compliance
app, which extends ERPNext for Indian GST. They're designed to work together, but they are two



distinct things.

Can ERPNext apply TDS on advance payments, not just invoices?

Yes. Because TDS is often triggered at payment in India, ERPNext can apply withholding on a Payment
Entry, including on advances, and reconcile it against the invoice when it arrives so the deduction isn't
double-counted. Combined with invoice-time deduction and Lower Deduction Certificate support, that
covers the common timing cases without a parallel manual calculation.

Talk to a real ERPNext expert.

Call or WhatsApp +91 62358 66111 - info@acube.co - acubeinnovations.com




