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No reversal of ITC on cash discount/incentive scheme
determined post-sale — Madhya Pradesh AAR
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Summary

The authority has held that the applicant can avail full input tax credit (ITC) of the Goods and
Services Tax (GST) charged on invoice and no reversal of ITC is required in respect of
commercial credit issued on cash discount. Such secondary or post-sales discount is
provided without adjustment of GST, as it is determined and settled post-sale. The Authority
for Advance Ruling (AAR) also viewed that the amount in the form of a credit note is a
discount and not a supply by the applicant, hence no GST is leviable by the supplier.

Facts of the case

The applicant! is a dealer of rice and
receives goods from the supplier of India
Gate Basmati Rice.

The supplier offers an incentive in the
form of cash discount for early payment
of the invoice for which it receives
receipt cum Credit Note (CN) of cash
discount without GST.

The applicant submits that as per the
circular? where conditions® for issuance
of CN are not satisfied, then CN in the
form of financial/commercial credit notes
can be issued.

In the present case, the applicant has
submitted that discount arrangement is
not part of the purchase contract or
invoices.

The applicant has sought advance ruling
regarding the availment of ITC of GST
paid on invoices of the supply or
reversal of ITC in case of post-purchase
cash discount.

Further, the applicant has raised
guestions on applicability of GST on
cash discounts and incentive schemes
provided through the credit note without
adjustment of GST by the supplier.

1 Shri Rajesh Gupta, proprietor of M/s Mahaveer
Prasad Mohanlal
2 Circular No 92/11/2019-GST

Madhya Pradesh AAR observations
and ruling*:

Secondary discounts not excluded
from value of supply: As per the
provisions® of the act, post-supply
discounts established in a prior
agreement or before the supply, shall be
included in the value of taxable supply.
The AAR also relied on the circular?
stating that secondary discounts not
known at the time of supply shall be
excluded while determining value of
supply.

Not required to reverse ITC: The AAR
was of the view that as the discount is
not in terms of a prior agreement, the
supplier is not eligible to reduce output
tax liability. Hence, proportionate
reversal of ITC is not required.

No GST leviable on cash discount: The
amount received by the applicant is in the
form of an incentive provided by the
supplier as post-sale and does not affect
the sale price of the goods already sold.
Hence, there is no liability to charge GST
on the discount received by supplier.

3 Section 15(3)(b) read with Section 34(1) of CGST
Act
4 Case Number 07/2021 and Order Number 01/2022

5 Section 15(3)(b) of CGST Act
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Our comments

The post-supply discounts have always been a matter of contention between authorities and
taxpayers under the erstwhile regime. The above ruling is a welcoming ruling issued in line
with the GST provision. It clearly highlighted that ITC reversal is not required if the discount is
not offered at or before the time of supply.

Such view is subject to the conditions that the GST paid for the said goods/service is not
reversed or reimbursed/re-credited by the supplier to the applicant in any manner.
However, each case needs to be independently evaluated depending upon availability of a
prior agreement and terms of supply.
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