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1. M/s. Malabar Gold Private Limited (hereinafter referred to as the
applicant) has multiple branches and is engaged in the retsil and

wholesale of jeweliery, The
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icant transfers gold bars of specified




quannttes to jewel makers for making ornaments and purchases ornaments ‘
from thern where the jewel maker wouid charge making charges apart
from the transaction value of crnaments sold to the applicant. Against the
said purchase, the applicant would net off by way of book adjustment, the
value of gold bars given to them and would ultimately discharge only the
value of making changes. On certain occasions, the sale of a gold bar would
be made by one - GSTIN of the company, whereas the purchase of
ornaments would be made by another GS‘i‘IN on the basis of business
reqmrement but within the same company. Later on, the respective GSTIN
would be making bock adjustments to square off the receivables/payables.
Similar adjustments are done for the purchase of buliion from banks and
other .vendors, jewellery from jewel makers, certain other goods like
stationery, packing material, etc., and auaulmg of many services such as
advertisement services, etc. In essence, dues on inward and outward
supplies are settled by using the recewabies netting method i.e., sales
value minus purchase value, and the balance will be paid or received by the
GSTIN.

2, At the outset, it is clarified that the provisions of the Central Goods
and Services Tax Act, 2017 (hereinafter referred to as CGST Act) and the
Kerala State Goods and Services Tax Act, 2(}17 (hereinafter referred to as
KSGST Act) are the same except tor certain provisions. Accordingly, a
reference made hereinafter to the provisions of the CGST Act, Rules, and
the notifications issued thereunder sha!l include a reference te the
curreéponding provisions of the KSG5T Act, Rules, and the notifications
issued thereunder.

3. The Applicant requested an advance ruling on the following:

3.1 Whether net off of receivables of ane GSTIN by another GSTIN of the
same company, or net-off of receivables with payables of supptier of goods/
service. would amount to payment to the vencdor meet the compliance
requirements of Section16(4) of CGST Act, 2017.




3.2. Whether such adjustments weuld trigger any nature of supply between
the two GETINs.

4. Contentions of the Applicant:

4.1. The applicant submits that they are the flagship company of the
Malabar group. It was established in 1993 in Kozhikode, Kerala, it is a
bureau of Indian Standards certified Indian jewellery group and has a strong
retail network of over 250 outlets spread across 10 countries, 10 wholesale
units besides offices, design centres, and factories, They currently rank
among the Big 5 jewellery retailers globally and have a presence all over India,
the Middle East, and the Far East. Further, they are also vertically integrated,
comprising of bullion desk, design centres, manufacturing, distribution,
retail, and after-sale services. This enables the app]icant's\retaii division to
offer its customers products and services that are unique in addition to
unmatched value and quality. Its operations in India are contreiled and
monitored from the headgquarters located in Kozhikode, Kerala, and its
international operations from the corporate office located in Dubai, UAE.
These cperations are further supported by regional offices in other Indian
states and across the other countries where it {s present. The jewellery
arm caters to a global audience supported by a team consisting of personnel
from 14 nationalities that are proficient in 50 different languages. It
successfully manages multifaceted retail formats with a presence in high
streets, reputed malls, department stores, and travel retail.

4.2. The applicant transfers gold bars of specified guantities to jewel
makers and purchases ornaments from them, wherein the jewel maker would
impose a making charge apart from the transaction value of arnaments sold
to the applicant. Against the said purchase, the applicant would net off the
value of gold bars given to them and would ultimately discharge only the
value of making charges. On certain occasions, the sale of a gold bar would
"be.made by onie branch with .a GST Identification Number (GSTIN), whereas

the purchase. of ornaments would be made by a branch holding another
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GSTIN within the same company. Apart fI'DIIi'l the specified transactions as
given above, there are independent supplies between the different branches
of thle company with different GSTIN, where:iin applicable GST is paid and
crcdiit is being availed on such inter-GSTIN transactions. It is relevant to note
that the supplier raises the invoice in the GSTIN of the concerned branch
who has procured/received the goods/services and ITC is availed iIn
compliance with the provisions of Section 16 of CGST Act, 2017, Only the
paynient either by way of book adjustment / online banking channels is
made by the Head Office / another GSTIN, which is a common business
practice. The applicant further explains. that the above-said book
adjustmients / net-off of receivable / payables are generally made in various
situafions {though not exhaustive) listed below;

4.2.1. MPGL Kerala purchases jtwellé:ry from wvarious vendors. In
cunsildﬂ'ratiun of the above purchase, bullion 15 sold to the vendors. The sale

and purchase may be done by braniches‘holding the same or differént GSTIN.

4.2.2. MPGL purchases diamonds from MBMG Pvt Ltd for its various
hranches holding the same or different GSTIN. Invoices are raised in the

name of concerned branches, but payments are made from the Head Office.

4.2.3. MGPL purchases bullion fiom banks and other vendors for its
'VEI‘iD?..lS; branches with the same or different GSTIN. Invoices are raised in the

name of concerned branches, but payments are made from the Head Office.

4.2.4, MGPL purchases goods (like packing materials, stationery items,
etc) ii"rn_m vendors for its varipus branches holding the same or different
GSTIN, The vendors raise invoices in the name of concerned branches, but

paymierits are made from the Head Office.

4.2.5. MGPL avails services [advertisements services ete) from vendors

for its various branches holding the same or different GSTIN, The vendors
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raise invoices in the name of concerned branches, but payments are made
from the Head Office.

4.2.6, MGPL purchases old gold from its franchisee showrooms, The
above purchases are settled either in cash or by other modes of settlement
like an issue of gold ornaments of equal value etc. The above settlements may

be done either by the same GSTIN or different GSTIN of the same company.

4.2.7. MGPL Head Office collects franchise fees from its franchisee
showrooms, in case of franchise companies having multiple branches, the
settlermnents are made from the head office of the company though invoices
have been issued to each unit / GSTIN.

4.2.8. MGPL incurs certain expenses which are used for other
branches/franchisees. Some of the expenses are identifiable and can be
charged to a particular branch/entity. Some other expenses are ¢ommon;
which are charged to all branches and entities based on some factors. MGPL
charges the above expenses by issuing GST invoices. In the case of franchise
companies having more than one branch, the settlements are made from the
head office of the company theugh invoices have been issued to each

showroom,

4.2.9, Other situations in which setflement is made by way of book

adjustment,

4.3. Further it is also submitted that to ensure that the appropriate dues
are either settied or paid, the company obtains the statement of account from
the jewel maker / supplier for year-end reconciliation and verifies whether
the book adjustments and payments are reflected / accounted for. These
adjustments/payments are done at the company level and not the GSTIN
level, as these are pure settlement of balances and each GSTIN is not

Tequired under any provisions of GST Law to settle payment ;/ maintain

¢+ separate: aceounts except:for-the requirement that consideration should be




settled, which is factually settled by the Head office / another GSTIN of the

company. -
| ;
4.4. . It is further submitted that, as per Section2{93) of CGST Act, 2017

*Recipient” of the supply of goods or services means:

aj . where a consideration is payable for the supply of goods and/ or service,
the p%:rson who is liable to pay that consideration;

bj where no consideration is payable for the supply of goods, the person to
whan& the goods are delivered or made;avai!c!lble, or to whom possession or
use of the goods is given or made available, and

cj where no consideration 1s payable for the supply of a service, the person

to wﬁnm the service is rendered.

4.5. Further as per Section 2{31) of CGST Act, 2017 'consideration’ in
relatibn to the supply of goods or services or beth include:

) any payment made or to be made, whether in money or otherwise, in
respect of, in response to, or for the in@ur;:emem of, the supply of goods or
servides or both, whether by the recipient or by any other person but shall not
incluc;ie any subsidy given by the Central Governinent or a State Governument,;
hj ' the monetary value of any act or fqrbeari'anﬂe, in respect of, in response
to, oréfar the inducement of, the supply of goods or services or hoth, whether
by the recipient or by any other person but shall not include any subsidy given
by thfz Central Governmernt or a State Government.

4.6. i1t is claimed that as per Section 16 (1) of CGST Act, every registered
taxablle person shall, subject to such conditions and restrictions as may be
prescribed and in the manner specified in section 49 of CGST Act, be entitied
to take credit of input tax charged on any supply of goods or services or bath
to hirfi which are used or intended to be:used in the course or furtherance of
his bisiness and the said amount shall be credited to the electronic credit

ledge'.;r ol such person.




4.7. Further, provise to 16(2] states that where a recipient fails to pay to
the supplier of goods or services or both, other than the supplies on which
tax is payable on a reverse charge basis, the amount towards the value of
supply along with tax payable thereon within a period of ene hundred and
eighty days from the date of issue of invoice by the supplier, an amount equal
to the input tax credit availed by the recipient shall be added to his output
tax. Further Rule 37 {(Reversal of input tax credit in the case of non-payment
of consideration] of CGST Rules; 2017, provides that the value of supplies
made without consideration as specified in Schedule I of the said Act shall
be deemed to have been paid for the purpose of the second proviso to
Section 16(2).

4.8. Further as per Section 25(4) of CGST Act, 2017 distinct person means
“a person who has obtained or is required to obtain more than one
registration, whether in one State or Union territory or more than one State
or Union territory shall, in respect of each such registration, be treated as
distinct persons for the purpose of this Act”, Explanation to Sectionl5 of
CGST Act, 2017 provides, - a) a person shall be deemed to be a 'related party’
if — {i] such persons ate officers or directors of one another's business (v] one
of them directly or indirectly controls the other (vi} they are under the

comiInoi control or management.

4.9. Further Schedule T of the CGST Act, Clause Il provides that “supply of
goods or services or both between related persons or between district persens
as specified in Section 25, when made in the course or furtherance of

business shall be treated as supply even if made without consideration”,

4.10. As per Sectien7(1} of CGST Acl, 2017 "supply” includes — a} all forms
of supply of goods and services or both such as sale, transfer, barter,
exchange, license, rental, lease, or disposal made or agreed to be made for a

-consideration by a persen inthe course or furtherance of business; b} import

oo ot ipfigervices for e ‘tonsideration whether or naot in the course or furtherance of

business;-c} the activities specified in Schedule I, made or agreed to be made




without a consideration; and d} the activities to be treated as supply of goods

or supply of services as referred to in SC;hEdlll:_E IL.
| .

4.11. Further as per Section 2 (52); "gouds‘.'i-means every kind of movabie
prupérty other than money and securities but includes actionable ¢laim,
growing crops; grass, and things attached to or forming part of the land
which are agreed to be severed before supply or under a contract of supply;

4.12. Further, as per Section 2 (102) of CGST Act, 2017 "services" means
anytkﬁng. other than:gocds, money, and securities but includes activities
rclatiﬁg to the use of money or its conversion by cash or by any other made,
from jone form, currency or denomination to another form, currency or

denomination for which a separate consideration is charged.

4.13.:As per Section 2 (75) of CGST Act, 2017 "money” means the Indian
legal !tender or any foreign currency, ch_ct{[ue, promissory note, hill of
exchange, letter of credit, draft pay order, t-l':aveller cheque, money order,
pr}stal: or electronic remittance or any other instrument recognized by the
Reserve Bank of India when used as a ¢onsideration to settle an obligation
or exchange with Indian legal tender or another denominationn but shall not

include any currency that is held for its numismatic value;

4.14.In the current.instance, MGPL purchases diamonds from MBMG Pwt.
Ltd, bullion from banks-and other vendors,. jewellery from jewel makers,
certain other goods like stationery, packing fmaterials etc and avails many
SEWiC;ES such as advertisement services etc for its various branches. The
vendoi_rs or service providers issue the invoices to concerned branches /

GSTINs and payment for those invoices is made by the Head Office.

4.15. From the ahove definitions, it is understood that consideration can be
paid by any other person other than the recipient also. In the instant case,
the goods are delivered to and the services are rendered to various branches

of MGPL and the’ sipplier/vendor raises invoices in the GSTIN of the




respective recipient GSTIN, The respective various branches of the MGPL are
recipients of goods or/and services, not the person who actually makes the
payment, as the definition of the term recipient states that a recipient is a
person who is liable to pay consideration, but such consideration could be

settied by another person.

4.16. Under GST law, each GSTIN of the same company would qualily as a
distinct person, and payment by one GSTIN on behalf of anaother GSTIN
would not trigger any supply, as these are mere transactions in money. The
definition of 'geods’ or 'services' excludes transactions in money. Only a
supply of goads or services is taxable as per the provisions of Section” of the
CGST Act, 2017. When a particular transaction is neither goods nor services,
it is not covered under the definition of supply to levy GST. As regards the
requirement to make payment to the supplier of goods/services to comply
with the provisions of Sectionlé of CGST Act, to avail ITC, it is relevant to
analyse whether bock adjustment would qualify as payment. Based on the
general coneept of accounting principles, the books most frequently referred
te are the books of account in which business transactions are recorded.
Books of account are normally considered to be legal documents. Books of
account contain various accounts {say, debtors and creditors]. Such
- "Accounts -mean an-account or register of debt or credit in a book., A 'book
account” means a book containing a statement in detail of the transactions
between parties, including prices, made contemporaneocusly with the
transaction, and entered in & book, Adjustment in finance and accounts
means correcting figures or making allowances for charges, credits, etc. It
involves alteration in debit or credit balances by way of allowances or charges
posted in an account by means of debit or ¢redit notes: It is a process of

adjusting financially the sums due or owed.

4.17. The applicant also submitted before the authority the decision of AAR
» West Bengal in M/s. Senco-Gold Limited (2019 {24) GSTL 688 (App. A.A.R —
'+ +G8T) wherein it is-held that "the applicant can pay the consideration for
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inward supplies by way of setting off-book debt. The GST Act and rules made
thereunder does not restrict the recipient from claiming the input tax credit
when' consideration is paid threugh book adjustment, subject to the
conditions and restrictions as may be prescribed and, in the manner,
specified in Section 16 and 49 of the GST Act.” Further in the case of AAR in
M/s. MRF Lid. (2019 (27} GSTL 578 (App. AAR - G8T)), it was held that "the
payment for the purpose of the second proviso to Section 16 [2) can also be
madc% by bock adjustments and law nowhere restricts the payment to be
made! by cheque or cash mode for the r&quiré;mcnt of the second proviso to
Section 16 (2) of CGST Act, 2017. The contention by the applicant also makes
a valid point that might otherwisé be relevant that the proviso to Section16
(2) does not specify that the entire value of supply has to be paid. The words
'‘amount. towards the value of supply, implies only the amount as agreed
between the supplier and the recipient which need not be the entire value of
supply. As per the mutual agreement, if such value is reduced, even such

reduced payment fulfils the reguirement, 'dmount towards the value of
supply.

4.18. The second proviso to Sectionl6 (2) of ithe CGST Act, 2017 provides
that 'where a recipient fails to pay to the supplier of goods or services or both,
other .than the supplies on.which tax is payai::ic on a reverse charge basis,
the amount towards the walue of supply aldng with tax payable therson
within a period of ohe hundred and eighty da}fs from the date of issue of
invoice by the supplier, an amount equal to tﬁe ITC availed by the recipient
shall be added to his output tax liability, along with interest thercon, in such
manner as may be prescribed. The proviso doesn’t prescribe or restrict the
mode in which the payment rhust be made. Payment through adjustiment of

the books of accounts is a prevalent commen practice,

4,19, Payment is a transfer of an asset to the payee for discharging an
. obligation arising .out of transactions involving goods, services, or other legal

obligations. The most cornmon asset ¢lass used for such payment is money,




11

although other assets unless specifically excluded by law, may be used
provided the payee accepts payment by such assets other than money as
good and sufficient discharge of the obligation. Of course, in the payer’s
books of accounts, such transfer will be reported as a reduction in the bock

value of the asset being transferred.

4.20. The CGST Act, 2017 dees not restrict the availment of ITC, where the
payment to the vendor is made by moede other than cash or cheque or online
banking. Section 4%(1] onily deals with the way suppliers shall make the
payment of tax, interest et¢ to the Government and not to the supplier of
goods or services. Section 492 (2] provides thal ITC as sell-assessed by the
registered person shall be credited 1o his electronic credit ledger. It doesn't
prohibit the applicant from reporting in the return ITC when consideration
is paid to the supplier by way of book adjustment. Consideration defined
under the CGST Act, 2017 also includes payment made in money or
otherwise and the monetary value of any act or forbearance. For example, &
mix of money and monetary value of the goods offered together with it is a

valid consideration.

4.21. Sirnilarly, if the payee owes the payer a debt, and accepts a reduction
in such a debt liability as a valid form of payment, that should ailso be
regarded as-a valid 'consideration' for a supply. In other words, reduction in

book debt [an asset in the paver's books of accounts) is a valid consideration.’

4.22. The applicant also put forth some of the relevant concepts of
Accounting Standards 32, which alsc play a vital role, which is explained
below:

a financial asset and a financial Hability shall be offset, and the net amount
presented in the balance sheet when, and only when, an entity:
a. currenily has a legally enforceable right to set off the recognized

amount; and
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b. iintends either to settle on a net basis of to realize the asset and settle
the lizbility simultaneously, '

4.23. When an entity has the right to receive 61" pay a single net amount and
intends to do so, it has, in effect, only a single financial asset or {inancial
liability. In other circumstances, financial assets and financial ligbilities are
presented separately from each other consistently with their characteristics
as resources or obligations of the entity. A right of set-off is a debtor's legal
right, by contract or otherwise, to settle.or otherwise eliminate all or a portion
of an amount due to a creditor by applying against that amount an amount
due from the creditor, In unusual circurnstances, a debtor may have a legal
right iu apply any amount due from a third party against the amount due to
a crec'@itcrr provided that there is an ggreement between the three parties that
¢clearly establishes the debtor's right of set-off. An entity's intentions with
respcr::t to the settlement of particular assets and liabilities may be influenced
by itsi'nurmal business practices, the requirerﬁents of the financial markets,
and other circumstances that may limit the élbﬂit},r to settle net or to settle
simultaneously. The aforesaid meaning of consideration provides the scope
and ambit for modes of payment. It includes 'any payment made or to be
made; whether in money or otherwise. The term 'otherwise' is very wide, and
it wouldinclude all niodes-of payment i.€., netting off receivable and payabie
in books of accounts, ‘barter,sexchange etc as well. Further, for the purpose
of GET compliance, the terms of the arrangement between the parties ta the
contract gain -importance and if such arrangement allows book adjustment
which!has the effect of reduction of any dues, it would qualify as payment.
Any réteivables-nr payables by difierent GSTINs will be adjusted / settled by
the helad office, as a prudent business practice. This is further substantiated
by thtl practice of verification of the supplier statements to ensure that the
book adjustments/payments are correctly accounted for by the supplier and
the dues are settled by both parties, Therefore, the net-off of receivables of
one {GSTIN by another GSTIN of the same company or net-off of receivables
by the same GSTIN 'Wii';h pavable of supplier of goods/service would amount
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to payment to the vendor and meet the compliance requirements of
Section16{2) of CGST Act, 2017 in all the scenarios listed in the questions.
The GST Act and rules do not restrict the claiming of ITC when consideration

is paid through book adjustment.

4.24. Further, the arrangement of settlement of dues by another GSTIN
would not trigger any nature of supply between the two GSTINs, as these are
mere transactions in money and there is no underlying supply between the

GSTIN on account of such book adjustment or payment.
5. PERSONAL HEARING:

The applicant was granted an opportunity for a personal hearing on
20/07/2022 via virtual mode. Sri Ajith Kumar., U, Finance Controller,
Authorized Representative of the applicant attended the personal hearing.

The representative reiterated the contentions made in the application.
6. REMARKS OF JURISDICTIONAL OFFICER:

The application was forwarded to the jurisdictional officer as per
provisions of Section 98(1) of the CGET Act. The jurisdictional officer has not
submitted any remarks and hence it is presumed that the jurisdictional
officer has no specific comments to offer. It is also construed that no

proceedings are pending on the issue against the applicant.
7. Discussions and Findings;

7.1. The matter was examined in detail. The application is admissible under
Section 97 of the CGST Act. The issue raised before the authority is “Whether
net off of receivables of ene GSTIN by another GSTIN of the same company,
or net-off of receivables with payables of supplier of goods/service would

amount to payment to the vendor meeting the compliance requirements of

" the second provise to sub-section (2) of Section 16 of the CGST Act, 2017
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and whether such book adjustments of amount payable by one GSTIN by
a_m::-tll:er GSTIN would amount to supply between the two GSTINs™.

7.2, ,The relevant provisions of Section 16 of ithe CGST Act that provides for
the eligibility and conditions for taking Input Tax Credit reads as follows: -

(1} Every registered person shall, suhbject to such conditions and restrictions as
may be prescribed and, in the manner, specified in section 489, be entitled to
take credit of input tax charged on any supply of goods or services or both to
him ufihffch are used orintenided to be used in the course or furtherance of his
business and the said amount shall be credited to the electronic. credit ledger

of such person.

2) thu.lithsmnding anything contained in this section, no registered person
shall be entitled to the credit of any input tax in respect of any supply of goods

or services or both to him uridess, —

{a) he is in possession of a tax invoice or debit note issued by a supplier
registered under this Act, or such other tax paying documents as may be
prescribed;

(aa) the details of the invoice or debit note referred to in clause {a} has been
furnished by the supplier in the statement of oulward supplies and such
details Have been communicated te the recipient of such invoice or debit nole

in the manner specified under section 37;
{b) he hds received the goods or services or both.

| :
Explanation. — For the purposes of this clause, it shall be deemed that the

registéred person has received the goods or, as the case may be, services—

fil where the goods are delivered by the supplier to a recipient or any other
person.on the direction of such registered person, whether acting as an agent
or otherwise, before or during movement of goods, either by way of transfer of

documents of title to goods or otherwvise;
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{ii] where the services are provided by the supplier to any person on the

direction of and on account of such registered person.

{ba) the details of input tax credit in respect of the said supply communicated
to such registered person under section 38 has not been restricted;

fc) subject to the provisions of section 41, the tax charged in respect of such
supply has been actually paid io the Government, either in cash or through
utilisation of input tax credit admissible in respect of the said supply; and

{d} he has furnished the return under section 3%:

PROVIDED that where the goods against an invoice are received in lois or
instalments, the registered person shall be entitled to take credit upon receipt
of the last lot or instalment:

PROVIDED FURTHER that where a recipient fails to pay to the supplier of
goods or services or both, other than the supplies on which tax is payabie on
reverse charge basis, the amount towards the value of supply along with tax
payable thereon within a period of one hundred and eighty days from the date
of issue of thueite by the supplier, an amount equal to the input tax credit
availed by the recipient shall be added to his output tax Hability, along with

interest thereon, in such manner as may be prescribed:

PROVIDED ALSO that the recipient shalil be entitled to avail of the credit of
input tax on payment made by hin of the amount towards the value of supply

of goods or services or both along with tax payable thereon.

7.3. The second proviso to subsection (2) of Section 16 specifies that the
recipient shall be entitied to avail of the credit of input tax on payment made
by himn of the amount towards the value of supply of goods or services with
tax payable thereon. The provision clearly limits the entitlement of the
recipient to input tax credit only to transactions where he has paid the
;. 'wonsideration -for-the supply received, along with the tax payable thereon.

- .Buch input tax may be provisionally credited to the recipient's electranic
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credit Jedger, but the same will be reversed in: terms of the second proviso to
section 16(2} by an eguivalent amount being added to his cutput tax liability
unless he makes the payment within one huridred and eighty days from the
date of issue of the invoice. 1t is, therefore, clear that no input tax credit is
admiésible unless the recipient pays the supplier the consideration for the
supply received.

7.4. The term ‘consideration’, as defined under clause (31) of section 2 of
the CGST Act reads as follows;

“Consideration” in relation to the supply of goods or services or both

includes, —

fa} an;y payment made or to be made, whether in money or otherwise, in
respect of, in responise to, or for the inducement of, the supply of goods or
samic%?s or both, whether by the recipient or by any other person but shall not

include any subsidy given by the Central Government or a State Govermment;

{b) the monetary value of any act or forbearance, in respect of, in response to,
or for the inducement of, the supply of goods or services or both, whether by
the recipient or by any other person but shall not include any subsidy given by
the Cenitral Government or a State Government!

- PROVIDED that a deposit given in respect of the supply of goods or services or
- both shall not be congidered- as paymernt made for such supply unless the
supplier applies such deposit as consideration for the said supply.

|

7.5. @chcurdingly, from the above definition it is revealed that the term
consitieration includes, in relation to the supply of goods or services, any
paym-ént', made or to be made, whether in money or otherwise, and also the
monetary value of any act or forbearance. Thus, definition of ‘consideration’
is an inclusive definition which covers in its ambit any form of payment.
Therefore, if the payee owes the payer a debt, and accepts a reduction in,
such a debt liability as:a valid form of payment, that should also be regarded
as & valid 'consideration’ for a supply.
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7.6. The relevant provisions of Section 12 and 13 of the CGST Act, 2017
which governs the time of supply of goods and time of supply of services is

reproduced below;

SECTION 12 - Time of supply of goods. — (i} The liability to pay tax on
goods shall arise at the time of supply, as determined in accordance with the

provisions of this section.

(2) The time of supply of goods shall be the earlier of the following dates,

noamely:

fa} the date of issue of invoice by the supplier or the last date on which he is
required, under section 31, to issue the invoice with respect to the supply; or

(b) the date on which the supplier receives the payment with respect to the
suppliy:

Provided that where the supplier of taxable goods recefves an amount up to
one thousand rupees in excess of the amount indicated in the tax invoice, the
time of supply to the extent of such excess amount shall, at the option of the
said supplier, be the date of issue of invoice in respect of such excess amount,
Explanation 1. — For the purposes of clauses fa) and (b}, “supply” shall be
deemed to have been made to the extent it is covered by the invoice or, as the
case may be, the payment.

EBxpionation 2. — For the purpases of clause (b}, “the date on which the supplier
receives the payment” shall be the date on which the payment is entered in
his books of account or the date on which the payment is credited to his bank

account, whichever is earlier.

{3) In case of supplies in respect of which tax is paid or Hable to be paid on
reverse charge basis, the time of supply shall be the earliest. of the following

dates, namely: —

fa) the date of the receipt of goods; or
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{b) the date of payment as entered in the books of account of the recipient or
the date on which the payment is debited in his bank account, whichever is

earlier; or

fe} the date immediately following thirty days from the datfe of issue of invoice
or any other document, by whatever name called, ih leu thereof by the

supplier:

SECTION 13 - Time of supply of services— (1) The liability to pay tax on
services: shall arise at the time of supply; os determined in accordance with

the provisions of this section.

{2} The time of supply of services shall be the earliest of the following dates,
nﬂ,m.ely — _

fa) the date of issue of invoice by the suppher, if the invoice is issued within
the pgnnd prescribed under section 31 or the date of receipt of payment,
whichever is earlier; or

{h] the date of pravision of service, if the invoice is notissued within the period
prescribed under section 31 or the date of receipt of payment, whichever is
earlier; or

fc) the date on which the recipient shows the receipt of services in his books
of account, in a case where the provisions of clause {a} or clause {b) do not
apply:

Provided that where the supplier of taxable service receives an amount up to
one thousand rupees in excess of the amount indicated in the tax invoice, the
fime {:I-fsupply to the extent of such excess amount shall, at the option. of the
said 3uppher, be the date of issue of invoice re!anng to such excess amotihit,

Expfanﬂnon. — For the purposes of clauses fa} -and (b} —

i) the supply shall be deemed to have been made to the extent it is covered
by the invoice or, as the case may be, the payment;
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fii} “the date of receipt of payment” shall be ;he date on which the payment is
entered in the books of account of the supplier or the date on which the
payment is credited to his bank account, whichever is earfier.

{3} In case of supplies in respect of which tax is paid or liable to be paid on
reverse charge busis, the time of supply shall be the earlier of the following
dates, namely: —

{a}) the date of payment as entered in the books of account of the recipient or
the date on which the payment is debited in his bank account, whichever is
earlier; or

(b} the date immediately following sixty days from the date of issue of invoice
or any other document, by whatever name called, in liew thereof by the
supplier:

Prouvided that where it is not possible to determine the time of supply under
clause fa) or clause (b}, the ime of supply shall be the date of entry in the books
of account of the recipient of supply.

7.7. On a plain reading of the above referred provisions namely;
Explanation 2 to sub-section (2] and clause (b) of sub-section {3} of Section
12 and Explanation (ii) to sub-section {2} and clause {a) of sub-section (3} of
Section 13 it is evident that the entry in the books of accounts of the supplier

/ recipient is recognised as a mode of payment under GST law.

7.8. Therefore, on a combined reading of the above referred provisions and
the definition of consideration in Section 2 (31) of the CGST Act, 2017 it is
evident that the settlement of the mutual debts through book adjustment by
netting off of receivables of one GSTIN by another GSTIN of the same
company, or net-off of receivables with payabies of supplier of goods/service
is a valid mode of payment of consideration for the receipt of goods and / or
services and it satisfies the reguirement of the second provise to sub-section
{2) of Section 16 of the CGST Act, 2017.

vl The next-question:tobe answered is whether such book adjustments

-of amount:payable by one GSTIN by another GSTIN would amount to supply
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betwéen the two GSTINs? The applicant has enumerated nine different
circurins‘tances [stated to be not exhaustive] in which the settiement is made
by way of netting off or book adjustments in respect of goods and / or services
supplied /received by different GSTIN’s either by the same GSTIN or by other
GSTINs. Therefore, the different scenario in which such payment is made as
explained by the applicant has to be considered and analysed in detail for
answering the questions, The circumstance / scenario listed as the 8% jtem
[Para 4.2.9 above] namely; “Other situations in which settlement is made by
way af book adjustment’; is a very vague one which can be subjected to
multple interpretations and hence no ruling can be issued on the goods and
services tax Iability or eligibility of input tax credit related te such
transactions in the absence of complete information regarding the nature of
the transactions that are perceived to be covered under the category by the
a‘ppliciant. Therefore, we proceed to-analyse and decide the taxability only in
respeét of the transactions that are specifically enumerated in the eight
differént circumstances / scenario |Para 4.2.1 to 4.2.8 above} as listed by the

applicant in their application,

8.1. The provisions regarding the meaning and scope of supply are
contained in Section 7-of the CGST Act, 2017; which reads as follows;

{1) For the purposes of this Act, the expression - "suppiy” includes-
fa) all forms of supply of goods or services or both such as sale, transfer, barter,
e.xﬂhm;'lge, licence, rental, lease or disposal made or agreed to be made for a
consideration by o person in the couirse or furtherance of business,
faaj the activities or transactions, by a person, other than an individual, to its
memb%érs’ or constituents or vice-versa, for cﬂ.s:;h., deferred payment or other

valuable consideration.

Explanation. -For the purposes of this clause, #t is hereby clarified that,
notunthstanding amything contained in any other law for the time being in force

or any judgment, decree or order of any Court, tribunal or authority, the person
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and the supply of activities or transactions inter se shall be deemed to take
place from one such person to another;

{b} import of seruvices for a consideration whether or rniot in the course or
Jfurtherance of business;

{c] the activities specified in Schedule I, made or agreed to be made without
consideratiorn;

{1A) where certain activities or transactions constitute a supply in accordance
with the provisions of sub-section (1), they shall be treated either as suppiy of
goods or supply of services as referred to in Schedule IT.

{2} Notwithstanding anything conlained in sub-section (1),-

fa) activities or transactions specified in Schedule IIT: or

(b} such activities or transactions undertaken by the Central Government, a
State Government or any local authority in which they are engaged as public
authorities, as may be notified by the Government on the recommendations of
the Council,

shall be treated neither as a supply of goods nor a supply of services.

{3) Subject to the provisions of sub-sections {1}, (1A) and {2), the Government
may, on the recommendafions of the Council, specify, by notification, the
transactions that are to be treated as -

{a) a supply of goods and not as a supply of services; or

{b) a supply of services and not as a supply of goods:

8.2. Further Paragraphs 1 and 2 of Schedule I of the CGST Act, 2017 are

reproguced below:

ACTIVITIES TQ BE TREATED AS SUPPLY EVEN IF MADE WITHOUT
CONSIDERATION.

1. Permanent transfer or disposal of business assets where input tax credit

has been availed on such assets.
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2. Supply of goods or sertices or both betiveen related persons or betieen
distinct persons as S:pemﬁed in section 25, when made in the course or

Sfurtherance of business.

B.3. 'In cases of scenarios covered under Paras 4.2.1 to 4.2.5 and 4.2.7 to
4.2.8 above where there is only arrangement of settlement of dues / payment
of consideration for the goods and / or services received by one GSTIN by
another GSTIN or payment of consideration by the Head Office in respect of
goods and/or services received by different branches having different
GSTIN’s the transaction involved is mere transaction in money and there is
no separate supply of goods or services other than the supplies already
received by the respective GSTIN’s. Therefore, such transactions do not come
within the meaning and scope of supply as defined in Section 7 of the CGST
Act, 2017 and accordingly no liability for payment of GST arises on account

of such transactions,

8.4. EHDWEVEI‘, the cases covered undet the 6th scenario |Para 4.2.68] are

different. The activity is described as follows;

"MGPIE. purchases old gold from its franchisee showrooms. The above
purchases are settled eitherin cash or by othéer modes of settlement like an
issue ﬂl)f gold ernaments of equal value ete. The dbove settlements may be done
either by the same GSTIN or different GSTIN of the same company.”

8.5. In the above scénario wheré the franchisee supplies ¢ld gold to the
applicant and a distinct person supplies new gold ornaments of equal value
as consideration to the franchisee of the applicant on behalf of the applicant
and the applicant reimburses the consideration to the distinct person by
book adjustment; there are in effect two supplies. The first supply is the
supply of ¢ld gold by the franchisee io thie applicant and the second supply
is the supply ol new .gold ornaments of equal value made by the distinct

person to the franchisee on the direction of the applicant.
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8.6. In the above scenario it is pertinent to refer to the provisions of Section
10 of the IGST Act, 2017 that prescribes the place of supply of goods other
than the supply of goods. imported into or exported from India and also the
provisions of Section 7 of the IGST Act, 2017 that defines inter-state supply.
As per Clause (b) of subsection {1} of section 10 ibid; where the goods are
delivered by the supplier to a recipient or any other person on the direction of
a third person, whether acting as an agent or otherwise, before or during
movement of goods, either by way of transfer of documents of title to the goods
or otherwise, it shall be deemed that the said third person has received the
goods and the place of supply of such goods shall be the principal place of

business of such person”,
8.7. Bection 7 of the IGST Act, 2017, defines inter-state supply as follows;

“Subject to the provisions of Section 10, supply of goods, where the location of
the supplier and the place of supply are in-

fa) two different States;
{12} two different Union territories; or

(¢} a State and a Union territory,
shall be treated as a supply of goods in the course of inter-State trade or

cothmerce”.
8.8. BSection 8 of the IGST Act, 2017; defines intra-state supply as follows;

(1) Subject to the provisions of section 10, supply of gaods where the location
of the supplier and the place of supply of goods are in the same State or same
Unicn territory shall be treated as intra-State supply:

Provided that the following supply of goods shall not be treated as intra-State
suppiy namely: -




{i} supply of goods to or by a Special Economic Zone developer or a Special
Emmjmfc Zone unit;

fii) goods imported into the territory of India till they cross the customs frontiers
of India; or

{iti} supplies made to a tourist referred to'ini section 15.

{(2) Subject to the provisions of section 12, supply of services where the location
of the. supplier and the place of supply of services are in the same State or
same Union territory shall be treated as intra-State supply:

Provided that the intra-State supply of services shall not include supply of
services t6 or by a Special Economic Zone developer or a Special Economic Zone

vit.
Explanation 1.-For the purposes of this Act, where a person has,-
fi} an establishment in. Indio and any other establishment outside India;

{it) an establishment in a State or Union territory and any other establishment

outside that State or Union territory; or

(iii} an' establishment in .a State or Union territory and any other
establishment registéred within that State or Union territory, then such
establishments shall be treated as establishments of distinet persons.

Explanation 2. - A person carrying on a business through a branch or an
agency ora representational office in any territory shall be treated as having

an establishment in that territory.

8.9. In view of the provisions as discussed above, in cases where the
franchisee supplies old gold to the applicant and a distinct person supplies
new gold ornaments of equal value as consideration to the franchisee of the

applicant-on behalf ofthe applicant, thereis a supply of gold ornaments from
SR LY A

the distimct.per

Yt >

to the applicant, and further, another distinct supply of
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such ornaments from the applicant to the franchisee; attracting goods and
services tax in terms of Section 7 of the CGST Act read with Section 10 of the
IGST Act in respect of each such supply, and the nature of tax applicable has
to be determined in accordance with the provisions of Section 7 and 8 of the
IGST Act, 2017.

RULING
In view of the observations stated above, the following rulings are issued:

Question 1. Whether net off of receivables of one GSTIN by another GSTIN
of the same company or net-off of receivables with payables of supplier of
goods/service would amount to payment to the vendor meeting the
compliance requirements of Section16(4) of CGST Act, 2017,

Ruling: Yes, The Applicant can pay the consideration for inward supplies by
way of net off of receivables of one GSTIN by another GSTIN of the same
company, or net-off of receivables with payables of supplier of goods/service,
The input tax credit is adrnissible when consideration is paid through book
adjusiment as detailed above, subject to the other conditions and restrictions
prescribed in Sections 16, 17 and 18 of the CGST Act, 2017 and the rules

made there under.

Question 2. Whether such adjustments would trigger any nature of supply
between the two GSTINs.

Ruling: The arrangement of settlement of dues / payment of
consideration for the goods and / or services received by one GSTIN by
another GSTIN or payment of consideration by the Head Office in respect of
goods and / or services received by different branches having different
GSTIN's as detailed do not come within the meaning and scope of supply as
defined in Section 7 of the CGST Act, 2017. However, the transactions of the
nature as detailed in the 6% scenaric mentioned in Para 4.2.6 above and

discussed in Para 8.4 above would constitute separate supplies as defined in
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Sectiony 7 of the CG8T Act, 2017 and each such supply would be liable to

G8T as applicable for the reasons as digcussed in Paras 8.5 to 8.9 above,

SiL. Sre athy ' Abrafiam Renn 5
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