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sub-section (4) of Section 98 of Ccntral (ioods and Scrvice Tax n ct, 201 7
Service Tax Act, 2 0l 7)the Madhya Pradesh Coods &

Shri Rajesh Gupta, proprietor of M/s Mahaveer Prasad Mohanlal is carrying on

the business of whole sale trading of rice and pulses. Henceforth,for brev ty

Shri Ralesh Gupta, proprietor of M/s Mahaveer Prasad Mohanlal shall bc

called as "Applicant". Applicant is havinB the dealcrship of famous rice brand

)r Number
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name of lndia known as "lndia Gate Basmati Rice" since last more than 15

years.

2. 'l hc provisions ot thc CGS'l Act and MPCS'l Act are identical, except fortertain

provisions. 'l'hcrefbre, unlcss a specific mention of the dissimilar provision is

nraclc, a rcfcrcncc to thc CCSl Act would also mean a reference to the same

provisiolr ur)dor tllc Ml']GS l- Act. Further, henceforth, for the purposes of this

Aclvance lluling, a referenco to such a sinrilar provision under the CGST or MP

(;S'l Act would be rDerltioned as being under the GST Act.

I'Hti CASI' AND SUI]MISSION OF THE APPLICANTS IN THEIR

AS UNDI]R -

:.1rhe Applicant is having the dealership of famous rice brandlame of lndia

known as "lndia Gate Basmati Rice" since last more 15 years. That for the

purpose of brevity, the supplier of lndia Gate Basmati Rice to the applicant

shall be called as "Supplier".

3.2As a routine, supplier dispatches the goods along with invoice. The supplier

offers the incentrve for early payment of invoice (bills) by offering a cash

discount if payment is made before the due date or with in the certain days

from the date of invoice rnter alia: -

3.3That the Applicant makes the payment as per his convenience and availability

of funds. Thus, the scheme/incentive of cash discount in case of early

payment from the due date is optional for applicant On the basis of time

taken for payment of invoices by the applicant to the supplier, the supplier

issues the Receipt cum credit note of cash discount without considering GST

on such cash discount.
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3.4The supplier also offered various schemes, one of them termed as target

incentive. The term of target incentive being quoted as under:- 
|

"lf any distributor achieves the yearly target then incentive will be given

on value sold only."

The credit note is issued for this target incentive by the suppller to

applicantwithout considering the GST in the form of commercial credit

note.

3.s Supplier doesn't reverse the its output liabi itV of GST and likewise applicant

doesn't reverse its input tax credit on such commercial credit notes issued by

supplier to applicant without consideration of GST.S

*
3.6 Statement containins the applicant's llt!:Ipretation of law andl'or facts. as

the case mav be, in respect of the aforesaid question(s) (i.e. applicant's view

point and submissions on issuei qn u|b&h the advance rqli|lgis sought).

As per the terms agreed with the supplier, cash discount is a

compensation for making the payment early from the due date of

payment of invoice of supplV issued bV the supplier to the appllcant.

It is not directly related with cost of goods supplied by the supplier to

the applicant, The cash discount allowed to the applicant by the

supplier apparently per take the character of interest.

ln Applicant's case, the supplier is issuing the tax lnvolce on supply of

goods to applicant including GST and applicant is taking the credit of

such lnput Tax charged on the invoices. When the applicant makes

the payment to the supplier, the supplicr issucs a credit note as "cash

discount" by considering the days of payment by which the payment

has been made earlier than the due date of payment wrthout

considering GST. Likewise, when the applicant makes more purchTsc,

they become eligible for target incent ve (discount) on purchases and

(i)
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a credit note is issued by the supplier to the applicant and no

adjustment of the price is made in respect of the goods already sold

nor any adjustment in GST is made incredit notes. The applicant is also

not claiming any reduction in lnput Tax Creditalready claimed by him

as it does not affect the price of the goods sold, This discount

a rra ngement is not part of the Purchase Contracts or the invoices since

it is not known at that point of time whether supply against the

invoices will be considered for the discount and also whether the

applicant will take the benefit of cash discount or not. Similarly, the

rate /quantum of purchase made by applicant is also not known. lt is

a case of offering discount post supply falling under "Cash Discount

not agreed before or at the time of supply". (i

(iii) The applicant's draw kind attention to sub-sec 3 of section L5 of

CentralGoods And Service Act 2017 quoted as under:-

"The value ot' the supply shall not include ony discount which is given-

o. bet'ore or ot the time of the supply if such discount hos been

duly recorded in the invoice issued in respect of such supply; and

b. ofter the supply hos been effected, if-
i. such discount is estoblished in terms of on agreement

entered into ot or before the time of such supply ond

specificolly linked to relevont invoices; ond

ii. input tox credit os is ottributoble to the discount on the.
', l,:

bosis of document issued by the supplier hos been reversed=,',: '-

by the recipient of the supply"

Applicant most humbly draw kind attention to sub-sec 1of Section 34

of Central Goods And Service Act 2017 as under:-

"Where one or more tdx invoices hove been issued for supply of ony

goods or services or both ond the toxoble volue or tox chorged in thot

(iv)
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tax invoice is found to exceed the taxoble volue or tox poyoble in

respect of such supply, orwhere the goods supplied ore returned by

the recipient, or where goods or services or both supplied ore t'ound to
t'

be deficient, the registered person, who has supplied such gloods or

services or both, moy issue to the recipient one or more credit notes

for supplies made in o financiol yeor contoining such porticulors os

moy be prescribed."

Applicant submits that the credit note cannot be issued by the

supplier which does not satisfy the condition of Sec 15(3 ) of CGST Act

2017. A question also arises whether the credit note can be issued

where the conditionof Sec 15(3)(b) of CGST Act is not s{sfied.

ln this case, the quantum of cash discount and incentive were

determined and settled post sale, therefore, no credit note in terms of

Sec 34(1) of CGST Act can be issued. lt means no amount of cash

discount/ target incentive will be reduced from the value of supply

under Sec 15 of CGST Act.

Furthermore, when credit note in terms of Section 34(1) cannot be

issued for cash discount/ target incentive, still credit note can be

issued in other forms. The answer to the said question has remarned

no more res integro in light of Circular No 92/11-/20L9-cSL lte
relevant provision of Circular No 92111l2019-cST is reproduced for

further reference:

" D. Secondo ry Discounts

i. These are the discounts which ore not known at the time al supply

or are offered after the supply is olreody over. For exomple, M/s A

supplies 10000 pockets ofbiscuits to M/s B ot Rs. 10/- per pocket.

Afterwords M/sA re-volues it ot Rs. 9/- per pocket. Subsequently, M/s
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A issues credit noteto M/s B for Rs. 1/- per pocket.

ii. The provisions ot' sub-section (1) of section 34 ol the soid Act

provides os under: "Where one or more tox invoices hdve been issued

for supply ofony goods or services or both ond the toxoble volue or tox

chorged in thottox invoice is found to exceed the toxoble volue or tox

poyoble in respect of such supply, or where the goods supplied ore

returned by the recipient,or where goods or services or both supplied

ore found to be det'icient, thereEstered person, who hos supplied such

goods or services or both, moy issue to the recipient one or more

credit notes t'or supplies mode in o financiol yeor contdining such

porticulors os may be prescribed."

iii. Representdtions hove been received from the taA dnd industry

thot whether credit notes(s) under sub-section (1) of section i4 of the

soid Actcan be issued in such coses even if the conditions loid down in

clouse (b) of sub-section (3) of section 15 of the soid Act ore not

sotisfied. tt is herebyclarified thot finonciol / commerciol credit note(s)

can be issued by the supplier even if the conditions mentioned in

clouse (b) of sub-section (3) of section 15 of the soid Act ore not

sotisfied. ln other words, credit note(s)con be issued os o commerciol

tronsaction between the two controcting porties.

iv. lt is further clorit'ied thot such secondary discounts sholl not be

excluded while determining the volue of supply os such discounts ore

not

known ot the time of supply ond the conditions loid down in clouse (b)

ofsub section (3) of section 15 of the said Act ore not satislied.

v. ln other words, volue of supply sholl not include ony discount by

woy ofissuonce of credit note(s) as exploined obove in pord 2 (D)(iii)

or by ony other medns, except in coses where the provisions

contoined in clouse (b)of sub'section (3) ol section 15 of the soid Act

ore sotisfied.
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vi. There is no impoct on ovoilobility or otherwise al ITC in the honds

of supplier in this case."

t.

(viii) Ihe circular has categorially denied deduction of any discount whlch

does not satisfy the condition contained in clause (b) of sub sec 3 of

Sec 15 of CGST Act. ln this case,since terms are settled post sales

therefore, these credit notes will not be qualified as credit note

issued under Sec 34(1) of the CGST Act. The value of supply will not

be reduced and accordingly GST charged on supply wlll not be

reversed.

(ix) The Applicant again draw kind attention to Circular NQ2/l1l2Ol9

GST which prescribes in it's para D(ili) that where the credit note n

terms of Sec 34(1) ibid are not satisfied, credit note in form of

financial/ commercial credit notes can be issued. lt is pertinent to

mention here that in case of financial/ commercial credit notcs value

of supply will not be reduced under Sec 15(3) ibid and accordingly

GST on said credit notes will not be allowed for reversal/ deductions.

The relevant is reproduced for ready reference:-

"lt is hereby clorified thot finonciol / commerciol credit note(s) con be

issued by the supplier even il the conditions mentioned in clouse (b)

of sub-section (i) ol section 15 ofthe sqld Act are not sottst'ied. ln other

words, credit note(s) con be issued os o commerciol tronsocltan

between the two controcting porties."

Applicant further fortified his view that in para D (vi) of C rcular No

92/LL/2OL9-GSI government has specifically concluded that supplicr

who has issued lhe finonciol / commerciol credit note will not bc

required to reduce his tax liabilityof GST on account of issuance of

finonciol / commerciol credit note. This also log cally concludes that

when supplier is not reversing his liab lity of GST on supplV of Boods

(x)
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to the applicant on account of financial /
then, the applicant will also not be liable

Credit on purchases from supplier on

commcrcial credit note.

commercia I credit note

to reverse his lnput Tax

account of financial /I

(xi) lt is also a logical conclusion that when the government has already

received the GST levied on 100% sale price by the supplier to the

applicant then there is no loss to the exchanger if the applicant also

claims the same as TC without considering the reversal on account of

financial / commercial credit note.

(xil) At this conjunction, applicant most respectfully *w your kind

attention to theadvance ruling pronounced by the Hon'ble Kerala

Authority for Advance Ruling, advance ruling no. KER/50/2019

dated 06.09.2019 in the case of M/s Santosh Oistributors. The

relevant issues and ruling pronounced by the Hon'bleKerala Authority

is as under:'

Query: On the tox liability of the opplicont for the tronsoction

mentioned herein and exploined os obove. The opplicont is poying the

tox due os per the tnvoice volue issued by the dpplicont ond ovoiling the

input credit of GSTshown in the inword invoice received by the opplicont

from the Principol Compony or their stock list.

Argument: The value of supply is governed by the provisions of section

15 of the CGST Act. The deduction of discounts from the volue of

toxoble supply is subject to the conditions prescribed in sub-sec(3) of

Section 15 ibid. ln the cose of the opplicont the supplier of

goods/principol compony is issuinq commerciol credit notes t'or

reimbursement of the scheme discount provided by the opplicant to the

customer os per the instructions of the supplier, Since the commerciol

credit notes issued by the supplier/ principalcompony do not sdtist'y the

o.
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conditions prescribed in Section 15(3) ibdi; the supplier is not eligible to

reduce the origindl tox liobility. As the supplier ol goods is not reductng

the original tdx liobility the opplicont will be elgtble to avoil the crcdft

of the tox paid os per the invoice of the supplier subject to poyment of

the volue of the supply os reduced by the commerciol credit notes plus

the omount of originol tax charged by the supplier. ln other words,

the opplicant will not be required to reverse proportionote input tox

credit.

Ruling: fhe opplicont/distributor is eligible to avail ITC shown in the

inword invoice received by him lrom the supplier of goods/ principol

compdny.

b. Query: Whether the omount shown in the Commerci)Credit note

issued tothe opplicont by the principol compony ottrocts proportionote

reversol of lTC.

Ruling: fhe supplier oI goods/ principol company issuing the

commerciolcredit note is not eligible to reduce his originol tox liobility

and hence the recipient/ applicont will not be lidble to reverse ITC

dttributoble to the commerciol credit notes received by him lrom the

supplier.

(xiii) The applicant would now further draw your kind attention to the

- third proviso of Section 16(2) of the CGSI Act which states that:

"Provided further thot where o recipient foils to poy to the supplier ol

goods or services or both, other thqn the supplies on which tqx E

paydble on reverse chorge bosis, the omount towords the volue of

supply olong with tox poyoble thereon within o period of one hundred

and eighty doys lrom the date of issue of invoice by the supplier, on

omount equol to the input tox credit ovailed by the recipient sholl be

odded to his output tox liqbility, olong with interest thereon, insuch

monner as may be prescribed."
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(xiv) ln the present context a question may arise whether the amount of

the commercal credit note on account of cash discount/ 
ttarget

incentive provided by the supplier to the applicant will be considered

as failure on behalf of applicant for payment of invoices to the extent

of amount of commercial credit note. Therefore, applicant will be

required to reverse the ITC to the extent of credit note of supply

received by applicant from the supplier.

(xv) ln our considered view, amount of the credit note on account of

credit note/ incentive will be treated as payment/ discharge of dues

of the original invoice. ln this regard we would liklto discuss as

under:-

{xv)(1) rhe term'failed to pay'or'payment'has not been defined

under the GST Law. ln the present context, we can link the word failed

to pay aspaymcnt of consideration. As per Section 2(31) of the CGSI

Act 2017,the term "consideration" in relation to the supply of goods or

servicesor both includes:-

(o) any poyment made or to be mode, whether in money or otherwise,

in respect of, in response to, or for the inducement of, the supply of

goodsor services or both, whether by the recipient or by ony other

person but sholl not include ony subsidy given by the Central

Government or o Stote Government

(b) the monetory volue of ony oct or t'orbedrdnce, in respect of, in.,.

respanse to, or t'or the inducement of, the supply of goods or

services or both, whether by the recipient or by any other person

but shdll not include ony subsidy given by the Centrol Government

or o Stote Government

PUa
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Provided thot o deposit given in respect of the supply of goods or

services or both shdll not be considered as pqyment mode for such

supply unless the supplier opplies such deposit os considerotion for the

soid supply.

The above definition of'consideration' provides the scope and ambit

for modes of payment to the supplier. The definition is so wide that

almost noform of payment is excluded. Thus, payment means transfer

of any asset to the payee for discharging any obligat on arising out of

transactions involving goods, service or other le8al obllgations.

Although mostcommonly used asset for such payment is money, other

assets may also beused provided the payee accepts payment by such,c
assets other than money as goods and sufficient disc"6arge o[ the

obligation. ln the payer's books of accounts, such transfer will bc

reported as a reduction in the book value ofthe asset being transferred.

(xv).2. The view of the applicant that amount of the credit note issued

on account of cash discount/ target incentives issued by the supplier to

applicant will be treated as payment/ discharge of or ginal bill, s further

fortified by the answer to the question as replled by GST & lndirect Tax

Committee of lnstitute of Chartered Accountant of lndia December

2020

edition, book name Practical FAQ's under GST. For ready reference

thequestion and answer are as under : QUOTE STARTS:

"Q248. ls it necessary for the recipient to reverse the ITC on

discount,which is received by him after the supply has been effected?

Ans. The answer will depend on two conditlons:

(a) Whether or not the discount meets the conditions of section
1s(3)

(b) (i) of the CGST Act, that is, discount is established as per the

agreement entered into at or before the time of supply and



(b) Credit note issued by the supplier is with GST in terms of
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specifically linked to relevant invoices.

section 34 0f the CGST Act.

Accordingly, answer is given below considering
t

two possible

scenarios

(A) and (B ):

(A) Discount is as per the agreement entered into at or before

the time of supply and specifically linked to relevant invoices,

but being passed on after supply has been effected: ln this

situation, the supplier may issue credit note for the discount

amount plus the corresponding tax thereon as the transaction

fulfils the conditions of section 15(3) (b) (i) ofdhe CGST Act.

Assuming that the credit note is issued with GST within the time

line provided under section 34 \2) of the CGST Act, the supplier

can exclude the discount from value of supply and also reduce his

tax labi ity. n order to complete the process and enable the

supplier to make adjustment in value of supply as well as tax

liability, it is necessary for the recipient to reverse ITC ondiscount,

as required under section 15 (3) (b) (ii) of the CGST Act. Withsuch

reversal, the tax paid and TC availed against the same will matchat

invoice leve between the supplier and recipient. Where the

supplier decides not to issue a credit note under section 34 of the

CGST Act or is unable to issue the same due to non-satisfaction of

any condition under section 34 of the CGST Act, then there would

not be any reduction in output tax liability involved for the

supplier. Suppliermay issue an accounting / commercial / financial

credit note witho ut

impact of 6ST. Further, the recipient would not be liable to

reverse thc ITC for the reasons provided in Point B below.

(B) Discount not known or agreed at or before the time of supply

ry
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is given by the supplier post sale due to certain business

exigencies which were not considered earlier or where discount

cannot be specifically linked to respective lnvoices: 
t.

ln such a situation, the supplier can issue credit note for thc

discount amount, generally referred to as financial or commercial

credit note, but since the requircments of section 15 (3) (b) of

CGST Act are not met, the supplier cannot reduce the discount

from the value of supplyand accordingly he cannot reduce his

corresponding tax liability on discount amount. Thus, what he

passes on to the recipient is the crediton the entire value of su pply

before discount. This position is as notedand clarified at point D

"secondary Discounts" of CIR 92. Here, the recifbnt pays to

supplier basic amount plus tax as initially nvoiced as reduced bV

the secondary discount provided at a later stage. The onlV

provision which links the eligibility of ITC with the paymcnt of

consideration to the supplier is proviso to section 16(2) of the

CGST Act read with Rule 37 of the CGST Rules. Failure to pay to

the supplierwithin 180 davs from the date of issue of invoce

entails reversal of ITC taken earlier as per the said provisions.

However, non-payment due tothe reduction in the value of supply

should not be equated with [ailureto pay. Only then one can 5tate

that reversal of ITC would not be attracted if credit note is

received without GST by any recipient of supply. This provision has

been discussed below:

1. Failure to pay should ideally arise in a situation wherc there is

a requirement to pay in the first place. On issuance of an

accounting/ financial/ commercial credit note by the supplier,

there is an acknowledgement by the supplier himself that there rs

no further requirement of payment. Where no payment is

required, there cannotbe a failure to pav.
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2. Further, the payment required is towards the value. Through

the credit note, the value which is required to be paid itself

decreases. There is no further obligation of payment and the
I

recipient stands

discharged once he makes the payment net of the credit note. No

reversal of ITC should be made in such a situation.

3. 'Failure to pay' is due to inaction by the recipient where they

are unable to perform the positive activity of having made the

payment within the specified time limit. However, when the credit

note is received which dispenses with the requirement of having

to make further payment, no further action is required by the

' recipient to the extent of the value of credit note. fhen no action

is required, there cannot be any inaction on the part of the

recipient. The recipient should not be penalized when there is no

failure or inaction. Therefore, there should not be any reversal of

ITC,

4. Payment is also considered to have been made through book

entry.There ls no requirement of having a monetary consideration

in each and every case. When the supplier's obligations are

completed through a book entry, that itself can be considered as

equivalent to payment. Where there are no pending obligations,

there cannot be a failure to pay on the part of the recipient.

5. The mechanism of payment can be through netting of the

payablesand rcceivables. What is required to be paid is to be set

off partly against receivables in the form of credit note from the'

point of view ofthe recipient. After this set off happens and the

balance payment is made, both the parties are relieved of their

obligations. Thereby the payment is already considered to have

been made. As a result, failure to pay cannot arise in such a

s it uat io n.
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6. Raising of the credit note is a unilateral action by the supplier.

It is the prerogative of the supplier whether to raise a credit note

within the GST law or a financial credit note without GST. Where

due to no fault of the recipient, he has no option but to simply

accept the creditnote raised by the supplicr, there should not be

any penalty leviable on such recipient. Thereby, no reversal of ITC

should be made by the recipient.

7. Financial credit notes are subject to mutual dealings between

the supplier and the recipient. There should not be any losses to

any of the parties due to such dealings in 82B transactions.

However, in this

pure business transaction, there can be a loss to G recipient if

the fullamount paid as tax is not allowed as credit.

8.Allowance of credit on the undiscounted value without any

reversal of ITC due to financial credit note is a revenue neutral

exercise. This isbecause when the original supply had occurred,

the complete ITC was availed by the recipient. At thc timc of

reduction of the original value,if there is no reversal of output tax

liability, ITC should not be reversedeather. ln this situation, no loss

is caused either to the Government or the taxable person.

However, where the ITC is to be reversed by the recipicnt, it

results in a loss proportionate to the valuc of credit note as the

output tax liability had already been paid in full by the supp ier. n

simple business decision of giving credit note without GST due to

any reason should not cause any loss to any person in the credit

cha in.

9. Reference may be made to Circular No.122/03/2010 dated

30.04.2010 issued under the erstwhile law in the context of CCR

2004in respect of services and also Circular No.87111.51 2008 -CX.

dated 17.11.2008 regarding reversal of CENVAT Cred t, in case of
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subsequent trade discount or reduction / short payment of value,

t is clearly provided that payment through debit in books of

accounts should alsobe construed as payment. Further, it goes on

to explain that where thcsettled payment by the recipient is less

than the amount shown in theoriginal invoice, the invoice would

stand amended to that extent. lt finally says that the credit would

be equivalent to the amount paid astax. Though issued under

earlier Acts, the circulars have persuasive value and they support

the view that taxes paid and not subsequently reduced would be

fully available to the recipient as credit.

10. circular No.105/2412019 - GST dated 28.06.2079, at para 5

provides:- C

"the dealcr will not be required to reverse ITC attributable to the

tax already paid on such post -sale discount received by him

through issuance of financial /commercial credit notes by the

supplier of goods

as long as the dealer pays the value of supply as

reduced after adiusting the amount of post- sale discount plus

the

amount of originaltax charged by the supplier".

Though this Circular has been withdrawn by the Board ab-initio

v de Circular No.7!2131-/2019 - GST dated 03.10.2019, in view of

representations received expressing apprehensions on the

implication (of other) clarifications given therein relating to

treatment of secondary or post sale discounts, the aforesaid

clarification adequately amplifies/ clarifies thinking on the part of

Board that reversal of creditis not required in such cases.

From the above, it can fairly be said that where credit note is

received without GST, it is not necessary for the recipient to

reverse lTCattributable to the value of discount."
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{xvi) The applicant further draws your kind attention to the ruling of hon'ble

AARWest Bengal in Re: M/s Senco Gold Ltd [2019(5]TMl 7011 whichl

ruled out as

:

"The Applicont cdn poy the considerotion t'or inword supplies by woy ol

setting off book debt. The GST Act ond rules mode there under does not

restrict the recipient from cloiminq the input tox credit when

considerotion is poid through book odjustment, subject to the conditions

ond restrictions os moy be prescribed ond, in the monner, specilied in

Sections 16 and 49 of the

GST Act."

(xvii) From the above case it is cleared that applicant is not barred from

claiming input tax credit when consideration is paid through book

adjustment. Therefore, when a commercial credit note is issued by the

supplier to the applicant and his account ls adjusted in the books, it will

suffice as'payment' made by the recipient and no TC rcvcrsal is required

to be done by the recipient.

(xvili) Assessee further draw your kind attention to the advance ruling

advanced bythe Hon'ble Authority of Advance Ruling Karnataka in the

case of M/s Kwality Mobikers Pvt Ltd. Advance ruling no KAR ADRG

76/2018 dated 24.09.2OL9. This ruling covers the issues raised by the

applicant in this application of advance ruling. The query raiscd and ruling

advanced by the authority as under:

RULiNG

The volume discount received ain

purchases in the form of credit notc

wrthout,lnV adjustmcnt of GSI i: not

t

QUERY

Whether volume discoun

received on purchases i

liable for GST? lf yes,
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under which HSN/SAC?

Whether volume discount

received on retai (on sale)

is liable for GST? lf yes,

under wh ich HSN/SAC?

Whether com pany has to

issue taxable invoice to
this effect?

(xix) ln light of the above facts of case, legal proposition and various rulings

issued by the Authorities of Advance Ruling, applicant is of considered view

that:- 
C

a. ITC should not be reversed by the applicant on account of credit note

issued by the supplier to the applicant on account of cash discount/

target incentives without adjustment of GST.

b. The commercial credit note received by the applicant from the supplier

without adjustment of GST on account of cash discount/ target

incentives should not be treated as separate supply and accordingly no

GST is leviableas output supply.

4. QUESTION RAISI'D BEFORE THE AUTHORITY -

The applicant is soliciting an advance ruling on the following issues/

ambiguities with regard to the applicability of GST provisions: -

whether the applicant can avail the lnput Tax Credit of the full GST char[ed

oninvoice of the supply or a proportionate reversal of the same is required

in caseof post purchase: -

a. Cash discount for early payment of supply invoices(bills) given by the

supplier of goods to the applicant without adjustment of GST.

b. lncent ve/schemes provided through credit note without adjustment of

lia ble for GST.

The volume discount received on retail

(on sale) in the form of credit note

without any ad.iustment of GST ii,not
liable for GST.

Since the amount received in the form of

credit note is actually a discount and not

a supply by the applicant to the

authorized supplier, the applicant need

nct issue tax invoice for this transaction.tl I
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GSTby the supplier to the applicant.

Whether GST is leviable on cash discount offered by supptller to

applicant through credit note without adjustment of GST for makjng the

early payment from the date stipulated for payment of such supply as

output supply? lf yes, then what is the applicable HSN and rate of GST?

Whether GST is leviable on incentive/schemes provided through credit

note without adjustment of GST by the supplier to the applicant (dealer)

as output supply? lf yes, then what is the applicable HSN and rate of

GST?

5. DEPARTMENT'S VIEW POIN'I'-

The Additional Comm issioner(Tech) CGST & Central Excise, labalpur has

submitted the comments on the questlon raised by the applicant in their

application vide F.No.G EXCO M/TECH/csf /47 4 dated 22.10.2021 which is

prod uced as under :-

"(A) Section 15 of the CGST Act, 2017 defines the Value of Taxable
supplies/services made/received under the Act. As per Section 15,
'' (1) fhe value of a supply of goods ot services ar both shall be the transaction vatue which ts

lhe price actually paid or payable lor the said suppty ol goads or services or both where lhe

suppliel and the recipient of the supply are not related and the pnce B the sole constdetutian lor

supply.

value of supply shall include

taxes, duties, cesses, lees and chatges lewed undq any law lot the hme bang tn /o,.ca

than this Act, the State Goods and Setuices Tax Act. lhe LJnion Territory Goads and

Seyice, Tax Act and the Goods and Seruices Tax (Compensatian to States) Act I charge(l

separately by the supplier:

(b) any amount that the supplier is liable to pay in relahan to such suppty but whtch has bccn

incurred by the recipient of the supply and nol inctuded in the ptice actually pald ot payabte far

(ii)

(iii)

t

ry



(b) Where goods supplied are returned by recipient'

F.L Where goods or services or both supplled are found to be deficient Also' there is n"::1':Y
outp;t tax liability of supplier' if incidence of tax and interest on such supply has been

\."0 * " 
any other person From condition (a) above' it can be construed that if anJ

unt s based on pr or agreement between supplier and receiver then supplier can lssue

re.lit note altribLrtable to specific lnvoices issued in respect of supply made'

ry
l n^^ r,,.lin.l in consonance Wlth Sec.15(3)(b) of the CGST Acr2o17, it iS clear that in

such a scenario ihe related ITC attr butable to srrch discounl 
't " 

b: t:Y:"1,b1,:i"::::":l
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lhe goods or setvrces ar both

(c) incldental expenses' includng cofilmission and packing' charged by the suppler to the

'r*ip,iu,^ 
of 

" 
*ppty ,n(1 any amounl charged for anything done by the supplier in rcspect of the

suppty of goods ot sevices or bon at'lhe time of or before delivety of goods or supply of

servrces; I
't)l 

,n,"*", o, ,r,u t"" or penalty fot detaved paymenl of any consideration for any supply: and

le) substdies diectly linked to the pnce excluding subsidies ptovided by the Cental Govenment

and Slale Governmenls

t..rpir"i.r -fa tne purpases ol this sub'section' the amount of subsidy shall be included in

thc vahte of supply of the supplier who receives the subsidy'

ti inn ,"tu" ii ti" 
"uppty 

shatt not inctude any discount which is given-
'f-!) rcior" o, ut mu ime ol the suppty if such discaunt has been duly recorded in the invoice

tssued in respect of such supply and

(b) after lhe supply has been effecled if

(t) such discounl E cslablished ]n terms of an agreement entercd into at or beforc the time of

s,ucn supply and specthcally tlnked to relevanl tnvoices; and

(ii) inpul tax credit as is attributabte lo the discount on the basis of document issued by the

'"upp,li", 
hu" b".n ,urersed by lhe recipienl of the supply' -- '" "

Therefore ,or cases where supply has already been effected' such discount given shall

be rn terms of prior ag,""."nt *n'"n 'lJ"l"n*"4 "to'o"t*""n "upplier 
and re0ver at or before

Iu"",,"g.rori, of gJods and rs specifically linked lo relevant invoices Also' the ITC (as is due

on accoL]nt of sL]ch discount glven, basis the document issued by lhe supplieo has to be

rcversed bY lhe receiver

(B) Such discount should be document based for it to be not included in Value of supply

whether belore or after supply takes place For instances where discount is given before supply

rs elfected sLlch drscollnt ls to be mentloned n the lnvoices itself The discount should be clearly

;nd specrfically atlnbutable to rnvoices issued in respect of supplies effected'

(C) Furthermore n cases nvolvlng Post supply discounts the proportionate ITC should also

be reversed by the receiver wrth the r;levant GST adiustment taking place at the end of supplier

in lerms of Section 34 CGST Act, 2017

(D) ln the instanl case, as per Section 34 of the CGST Act'20'17' ii is observed that a supplier

can issue a Credit Note under following conditions:-

(a) Where taxable value charged ln ta-xable invoice/s is found to exceed the taxable value or tax

payable in respect of such supply' or

:H;"":";;t;;;;n"g"6i,,oi'u.n"n'to be made at the supprier end lt also becomes

n"i """, 
i" 

^"i" 
that Js per Seclion 34(2) of CGST Act'2017 slrch credit note issued are to be

;;i;;; a; tie supptier. ln the return for the month in which credit Note issued within the time

irri"o,"."io"o ir,"iutn. trr, for adiustment of csr liability arising out of such discount,

rssuance ol credit note is required by supplier'
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(F) Thus, statute itself rs amply clear rn such cases. ll can be gathered from above
discussion that:-
a. When supply has been made or at the time of supply a drscount is given bass prior

agreement between supplier and recipient then I
(i) Supplier issues a credit Note to this effect declaring same in terms of Section 34 of the CGST

Act, 2017 in their returns in manner as prescr bed, adlusting the GST liability n the course

(ii) The recipient is on the other hand required to reversc thc ITC attr butable to sLJch discolrnt on

the basis of Credit Note issued.

(iii) When Supply is yet to be made or at the trme of supply, then, such discount is reqLJ red to be

mentioned on the invoice itself, for it to not to be consrde.ed as part of kansaclron value {or

determination of Value of supply.

(G) ln the TNMR Order No.5/MR/2019 daled 22.01.2019. where Advance ruling was soughl
on "Whether the Applicant can avail lhe lnput Tax Crcdil ot the fU GST charyed an lhe supply of
invoice or a proportionale reversal of the same is required in case of posl purchase dtscoutll
given by the supplid ol lhe goods ot services. .

a. the authority has re-iterated the existence of a pior agreement bet0en supplier and

recipient for the discount to be allowed and corresponding drscounled value as the Value of

Supply. lf such an agreement is not establshed then the valuc of slrpply is the Undrscountcd

value mentioned in lnvoice in cases of Post sale discounl.

b. The relevant observation of the TNAAR in the matter is reproduoed for reference:

"Proviso to Section 16 states that where a recipienl lails to pay to the suppli of goods or
seruices or both, the amount lowards the value of supply along with lax payable thereon wilh[t
a period of one hundred and eighly days from the date of issue ol invoice by the supplieL an
amount equal to the input tax credit availed by the rccipienl shall be added lo his oulpul lax
liability, along with interest thereon, and the recipient sha be enlitled lo avail of the credit of
input tax on payment made by him of the amounl lowatds lhe value of supply ol goods ar
services or both along with tax payable thercon. ln the instant case, lhe value of suppU !q_!!e
full undiscounted value indicated in the lax invoice and the rcdptent /Applicant ollyJIetgs
oavment to the extent of invoice value less the difcoqD! thrown up by the C2FO softwarc As
per prcviso to Section 16, the rccipient is entitled to ava the crcdllol inpqLlCt _o!Jl!e pAy1gn.!
made bv him alone and it anv amount is not paid as p9[ lhA lAllte afS!pp!L?!4_!!9 !99]p!9n!

to his ouLput tax liability. Therclore, n
the instant case, the Applicant can avail lnput Tax Credit allly tp !h9 aIE!Lg[]le llvatce value

899_lle_9899!0!e as pet C2FO software lf he has availed t1pllt !A\ g!e!i!9Jt lLaJall amounl,
differcnce amount lo the discounl, to avoid addino lo bis outDul

The CBIC, New Delhi has issued Circular No.92/11/201g-GST daled 07.03.2019

ing "Clarification on various doubts relaled to treatment of sales promotion schernes under

. This office has no further additions to make than those already made in the said circular in

respecl of various ncentives extended to recipients by sLrpphers and their treatrnent under the

CGST Act,2017.

lf a Credit Note issued does not salisfy the cond tions of provrso lo Sectron T 5 CGS I Act
2017, the discounts therein also nol allowed for excluson from Value ot supply. Accord ngly, the
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value of supply ls the undrscounted rnvoice value with the resultani treatment of ITC already

a /a led oy .. crp enl as dtscusred sJo'd
(l) Ihe CBC, New Delh has ssued Circular No. 105/241201g-GST dated 28.06.20'19

regard ng Clanficaton on various doubts relaled lo lreatmenl of secondary or posl-sales

discounls undcr GST . Thc C rcular makes clear the GST implications upon secon ary or

post sale discounts Relevantporton s reproduced as underi_

'Far the putpose of vatue of suppty, post sales discounts are govemed by the provisions of

clause (b) of sub-section (3) of section 15 of the CGST Act lt is ctucial to examine lhe true

nature of discaunt given by the manufacturet or wholesaler, etc- (hereinafter referred to as
'the supplier of goods") la the dealer tl wautd be importanl Io examine whether the addilional

discaunl is bv the et of ooods in lieu of ion for any addit

ofamol@nal campaqn to be undenaken bv the dealet
(iii) lt is ctarified that L!!e p99l:9?!e discount is oiven b

wi!tjo!L?!y--!u4!9! glljgat!9ll er ?91!gL1ega!!el A!1LL!9319 ' then the post sales

discaunt given by the said suppher wilt be related to the original supply ol goods and il would

09! p9-JraJ!49! tLthe -vQUg al !!p.otv. in the hands o
fulfu!9llp! pf9!J9!909 9L,llb:section (3) of section 15 of the CGST Act. However' if the

qdliliola! 4899!!LgiUen by tlg .sulp!9LQf ooods lo the dealer

rys!!u-Dg.-t!9: o@l9l,lo qo saqP- qaw
cjqp4!g|.p!!jb!!l9n 98 . then qLch transact@n would

additpnal discount wtll be lhe cansidention for un ino such

bA i0 Jel?qgt lg jyryLy- a[ pelytcA bi !9tbL-!o-Jne f! . The dealeL beina

sllpplLeJ -ol l9!,u!a s, y!!l! OQ Egqllei-l9 fhalg9 applicable GST on

a4ditianal dtscounl a11,1 !l9 stlppliet of aoods, beino rc
ct4!Li!1pq! t?/ 9!9!!t-tl9[9]t14lef referred to as the "lTC") of the GST so charqed bv the

dealcr
(iv) lt is fufther clarlied that if lhe additional discount is given by the supplier of goods lo the

deater to offer a special reduced price by lhe dealer to the custofi$ to augment the sales

volurne. then such addlbnal d$count woutd rcpresent the considetation flowing ftum the

supplier of goods to the dealer for thc suppty made by dealer to the customer- This additional

d5counl as conside?lion. payable by any person (supplier of goods in this case) would be

ltabb to be added to the canslderation payable by the customer, for the puryose of aniving

vatue of suppty. tn the hands of lhe deater. under sectlon 15 ol the CGST Ac[ The customer'

I registered woLtld be ehgible la claim ITC of the tax charyed by the dealer only to the extenl

of the tax patd by lhc satd cuslomer lo lhe deater in view of second prcviso to sub'section (2)

of seclian 16 af the CGSI Acl.
(v) There may be cases where posl-sales discount granted by the supplier of goods is not

pemilted to be excluded f@m lhe value ol supply in the hands of the said suppliet not being

in accordance wlh the provisions contained in sub-section (3) of section 15 of CGST Aci lt
aheady been ctaified vide Circular No. 92/11/2A1q-GST dated 7th March, 2019 that the

of goods can is!;ue financial / cofimercial credit notes in such cases but he wi not

eligible to @duce his original lax liability Doubts have been raised as to whether the

'ealer will be eligible ta take ITC of the original amount of tax paid by the suppliet of goods or

onty to the exlent of tax payabte on vatue nel ol amount fot which such linancial / commercial

crcdit notes have been received by hifi. lt is clatified that the dealer will not be required to

rcvese ITC atttibutable to the tax aheady paid on such post'sale discount received by him

thtough issuance of financial / commercial credit notes by the suppliet of goods in view ol the

ptovistons contained in seconcl provBo to sub-rule (1) of rule 37 of the CGST Rules read with

second prcvEo lo sub-seclpn (2) ol section 16 of the CGST Act as long as the dealer pays

lhe value of the supply as rcduced after adjusting the amount of post-sale discounl in lerms

*
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of financial / commercial credit notes rcceived by hm lrom lhe supplier of goods plLts the
amount of otiginal tax charged by lhe supplier. . ...

ln the instant case, per-se poinl 3 of Circular No 105i24/201g-csT daled 28 06.2019. //
the postsale discount is aiven bv the 1-tlppljgt 9l_SSaq9 la tLp l9AleJ- Whp l qly l!!!!h9!
obliaation or action rcauircd at the .d9alefS 90!, then the post sales discount EvenPt thc
said supplier will be related to the original supply of goods and it would nat be included. ill the
value of supplv. in the hands of suppler of ooods, subiec! lo loe-Mtllment ol orowgials ot
sub-section (i) of section 15 of the CGST AcL the appl cant recetves cash discount olfered
by supplier to applicant through credit note w thout adjustment of GST for making the early
payment from the date stipulated lor payment of such supply as outpul supply then S nce
there involves no further obligation or action at dealers end, the post sales cash discount
would not be included in the value of supply subiect OlDe ftllfillqQnl 9l proytsjglg A[,t|b-
section 13)ofsection 15 ofthe CGSTAg|.
(J) As per applicanl submission al pornl.4 Annextre-? 'The supplict also oflered vaious
schemes, one ol them lermed as targel tncenltve The lerm of target tncentive beng quoted
as under:-
"lf any disttibutot achieves the yeady targel then incentlvc will be gtvcn on vatue sotd anty-
The credit note is issued for thts target ncenlive by thc supplicr 1o applicant wthaut
consideing the GST in the form of commercial credit nate
3. ln terms of above submission, it can be inferred that applrcant isOcevrng target
incentve from their supplier for achieving thc Yearly larget. ln this scenano. rl s also
pertinent to note thai the credit note in above cond tion are bc ng rssued after sale has laken
place. ln the circumstances this olfice is of the view lhal the plea of the applicant firay be

accepted subject to fulfillment oI condilions prescrlbed ln Seclion 15(3) of rhe CGST Acl.
2017 and instructions issued by CBIC on this lssue "

6. RICORD OF PERSONAL H!:ARING -

As requested by the party the personal hcanng',vas hcld throrrgh

applicant in the P.H. has reitcratcd his stand as subr)Ilt((l l)y

appeal.

!,irtu.r l rnodc. 'l hL.

thcrn Ii)r lilinil ol

DISCUSSIONS AND FINDINGS _

We have carefully considered the submissions made by the app icant n7.1

U)-lhe application, the pleadings on behalf of the Applicant made during the coursc'v
' of personal hearing and the Department's view provided by the lurisdictional

ffi

officer.
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7.2 The main issue is to decide whether the Applicant can avail the lnput Tax

Credit of the full GST charged on invoices of the supply or a proportionate

reversa of the same is required in caseof post purchase Cash discount for early

payment and incentive/schemes provided through credit note without

adjustment of GST by the supplier to the applicant . Further the applicant raised

the question whether the GST is levlable on the cash discount and

incentive/schemes provided through credit note without ad.justment of GST by

supplier. For clarify the questions raised by the Applicant, we discuss the issue

one by onc in foregoing paras.

7.3 On this issue whether the discount included in the value of supply or not,

we go through the provision of sub sec 3 of section 15 of Central Goods ard

Servicc Act 2017 which reproduced below :- O

"The volue of the supply sholl not include any discount which is given*

o. before or ot the time of the supply if such discount hds been

duly recorded rn the invoice issued in respect of such supply; ond

b. ofter the supply hos been effected, if-
i. such discount is estoblished in terms of on agreement

entered into ot or before the time of such supply ond

specificolly linked to relevont invoices; ond

ii. input tox credit os is ottributoble to the discount on the

bosis of document issued by the supplier has been reversed

by the recipient of the supply".

fs 
per the Section 15(3)(b) of CGST Act, for the cases where supply has

lready been effected and discount given after supply shall be in term of

prior agreement before effecting supply of goods and specifically linked to

rc evant invoices, then such dlscount shall not include in the value of supply

and ITC has to reversed by the receiver. There are two condition to satisfy

the Section 15(3)(b) of CGST Act, firstly discount given after supply of goods

shall be in term of prior agreement and secondly it should be linked to the
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relevant invoices.

7.4 We observe that in this case, the appllcant submitted that the cash dilscount

and lncentive/sch eme provided by the supplier was through credit note post

purchase without reversing the GST payable. He further submitted that this

discount arrangement is not part of the Purchase Contracts or the invotces sincc it ls

not known at that point of time of supply, whether supply against the invoices will

be considered for the discount or not. Simiiarly, the rate /quantum of purchase

made by applicant is also not known.

7.5 Further as per of Circular No 92/11/2019-cSL lt is further clorified thot

secondory discounts which is not known at the time ol supply sholl not be excluded

while determining the volue of supply as such discounts ore not knfun ot the tiffte

of supply ond the conditions laid down in clause (b) ot'sub-section (3) ol section L5

of the soid Act ore not sotisfied. ln other words, volue ol supply shall not include

ony discount by way of issuonce ol credit note(s) cxcept it1 coses where the

provisions contdined in clouse (b)of sub section (3) of section 15 ol the said Act are

sotisfied. There is no impoct on ovdilobility or otherwise of ITC in the honds of

supplier in this case.

7.6 We observe that in the similar matter in case of M/s Kwality Mobikers P Ltd

(2019(30)GSTL 668(AAR-GST) AAR Karnataka, in case of MRF limited \2A19121)

GSIL 578(App.AAR-GST) Appellate authority of advance Ru ing Tamilnadu, in case

of M/s Santosh Distributors (2020(32)GSrL 105(AAR 6ST Kcr), the authoriry have

the ruling in favour of Applicant.

We observe that the value of taxable supply is governed by the provisions of

Section 15 of the CGST/sGST Act. The deduction of discounts from the value of

tp axa,le supply is subject to the conditions prescribed in sub-section (3) of Section

15 ibid. ln the case of the applicant, the supplier of goods is issuing Commercial

Credit Notes for cash discount for early payment and quantity discount after post

supply without adjustment of GST. As per the submission of the Applicant we
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observc that the Commercial Credit Notes issued by the supplier/Principal

Company does not satjsfy the conditions prescribed in sub-section {3) of Section

15 of the CGSr/SGST Acti the supplier is not eligible to reduce the original tax

liability. As the supplier of the goods is not reducing the original tax liabilily, the

applicant will be eligible to avail the credit of the tax paid as per the invoice of the

supplier subject to payment of the value of supply as reduced by the commercial

credit notes plus the amount of original tax charged by the supplier. ln other

words, the applicant will not be required to reverse proportionate input tax credit.

7.8 Further, we observe that the Applicant when purchase more than his target

is eligible for the incentive which is provided by the supplier in theJorm of a creditt
notc without affecting the sale price of the goods purchased and GST paid on the

invoices. Hence, the amount received by the Applicant is in the form of an

incentive provided by the supplier and does not affect the sale price of the goods

already sold and hence there is no liability to charge GST on the same. Further, as

pcr the condition of Section 15(3)(b) of CGST Act, the value of supply not included

the discount in terms of agreement entered into at or before the supply The

agreement must be wrltten or oral. ln this case, the Applicant has not submitted

any agreement with supplier but in their submission submitted that the said

discount is not as per prior agreement and on the basis of submission of applicant

that the said discount is not in terms of prior agreement, we find that no

tionate reversal of ITC is required on the said discount as they are not as

e prior agreement.

7.9 Further Additional commissioner,.Jabalpur has submitted their reply on the

applicant submission and asserted that as per ('ircular No 92l11/2019-GST , the

tliscolrnt can only bc uvarlcd il all thc corrditions mcntion in the Section l5(3) ofthe

,\cl lrc mct. l'urthcr. thcy havc also givcn detailed provisions of Circular

\o 105 2l'201t) - CS l dated 21t.06.2019 in thcir submission. CBIC vide Circular

\o. lll I I '1019 CIS'f- u'irhclrarvn. ab-initio. Circular No. 105/2412019-GST dated

+



28.06.2019. As detailed above. rhe

condition of Section l5(3) of thc Act

of discount is not availablc to thcnr.

note under Section 14 of the Act and
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supplier and applicanl havc not tirltillcd lhc

thcrclbrc. thc bcncilt o1'rcduccd pricc by way

Thcrclirrc. sLrpplicr has not issrrcd (iS-l crcdit

hur n\)l lr)ucl-(l llt.,,ttrlTttt trrr lIthtltll I

8.0 As perGST Act the applicant has b nradc scll'asscssrrcut ol'1hc supplics nradc

by them and also propcr ITC availcd thcrclbrc it js rrrrndatorv on thc p 11 ol'rhc

applicant to ensure that the supplicr. by giving thc cliscount througlr conrrrr.r'ciul

credit note, has not reduced their outpul tax liabilily post salc i.c. at thc tirr)c ol'

filing annual retum. If the supplier rcduccd thcil output tax liability thau tlrr:

applicant is mandatory requircd to rcvcrsc thc proponionatc ITC.

8.1 Further in respect of other questions, the Applicant is nohfroviding any

service to the supplier and is only receiving the incentive/discount. lndlrcctly, it

has an effect on the sale price of the goods purchased by the Applicant from the

supplier and is actually in the form of discount. We finds that no GST is leviable on

the said discounts received from the supplier.

9 Ruling

9.1 On the basis of above discussion, in respect of Question - 1, the applicant can

avail the lnput Tax Credit of the full GST charged on the invo ce of the supply and

no proportionate reversal of ITC is required in respect of commercral credit note
issued by supplier for Cash discount for early payment of supply invoices(bi1ls)

a n d lncentive/schemes provided without adjustmcnt of GST, if the said discount

is not covered under Section 15(3)(b) of CGST Act, 2017 and thc said discounrs rs nor rn

s of prior agreement. This is subject to the conditions that the GST paid for the
ds/service is not reversed or reimbursed / re-credited by the supplier to the

cant in any manner.

9rlln respect of Question -2&3, Since the amount received in the form of credit
note is actually a discount and not a supply by the applicant to the supplier, no

GST is leviable on receiver on cash discount/incentive/schemes offered by the
supplier to applicant through credit note against supply without adjustment of
GST,



9.3 The ruling is valid subject to
unLess dec ared void under Section

28

the provisions under section

104 (1) of the GST Act.

103 (2) until and

,4'
(Virendr

t
(Manoj Kumar Choubey)

(Member)
a Kumar Jain)

(Member)
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1. App licant
2. I he Principal Chicf Commissioner, CCST & Central Excise, Bhopal Zone,

tthopal
3. 'l he Commissioner(SGS'l') lndore
4. 'l'he Cornmissioner, CCS I & Central Excise, Indore
5. 'l he Concerned Officer
6. 'l he Jurisdictional Of,icer - State/Central
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