CA FINAL: INDIRECT TAX LAWS
VALUE OF SUPPLY

TRANSACTION VALUE = 15(1)+15(2)-15(3)
3 Conditions

Price actually paid/ Price is the sole Supplier & Recipient are

payable consideration. unrelated.

If above 3 conditions are notsatisfied, then apply rules as per Sec. 15(4).

SEC. 15(5) : Applicable for notified supplies.

SEC 15(1) Thevalue of a supply of goods or services or both shall bethe transaction value,

which is the price actually paid or payable for the said supply of goods or services or both

where the supplier and the recipient of the supply are not related and the price is the sole
consideration for the supply.
VALUE OF SUPPLY INCLUDES [SEC 15(2)]

(a) any taxes, duties, cesses, fees and chargeslevied under anylaw for the time being in force
other than this Act, the SGST, UTGST, GST (Compensation to States Act).

(b) any amount that the supplier is liable to pay in relation to such supply but which has
been incurred by the recipient of the supplyand notincluded in the price actually paid or
payable for the goods or services or both( Selling commission paid by recipient will be
added but Buying commission paid by recipient will not be added)

(c) Incidental expenses, including commission and packing, chargedby the supplier to the
recipient of a supply and any amountcharged foranythingdoneby the supplierinrespect
of the supply of goods or services or both at the time of, or before delivery of goods or
supply ofservices.

(d) Interest or late fee or penalty for delayed payment of any consideration for any supply.

(e) Subsidies directly linked to the price excluding subsidies provided by the Central

Government and State Governments.
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CA FINAL: INDIRECT TAX LAWS

Explanation- For the purposes of this subsection, the amount of subsidy shall be included in

the value of supply of the supplier who receives the subsidy.

SEC 15(8): The value of the supply shall notinclude any discount which is given:

(a) before or at the time of the supply if such discount has been dulyrecorded in the invoice
issued in respect of such supply; and

(b) after the supply has been effected, if—

(i) suchdiscountisestablished in terms of an agreemententeredintoat or before the time
of such supply and specifically linked to relevantinvoices; and
(ii) Input tax credit as is attributable to the discount on the basisof documentissued by the

supplier has been reversed by the recipient of the supply.

SEC 15(4): Where the value of the supply of goods or services or both cannot bedetermined
under sub-section (1), the same shall be determined in such manner as may be prescribed.

SEC 15(5): Notwithstanding anything contained in sub-section (1) or sub- section(4), the
value of such supplies as may be notified by the Governmenton the recommendations of the

Council shall be determined in such manner as may be prescribed.

VALUATION RULES

RULE 27: Value of supply of goods or services where the consideration is not wholly in

money.-

Where the supply of goods or services is for a consideration notwholly in money, the value of

the supply shall,-

(a) be the open market value of such supply;

(b) if the open market value is not available under clause (a), be thesum total of
considerationin money and any such further amountin moneyas is equivalentto the
consideration not in money, if such amountis known atthe time of supply;

(c) if thevalue of supply isnot determinable under clause (a) or clause (b), be the value

CAAKSHANSH GARG Page 95




CA FINAL: INDIRECT TAX LAWS
of supply of goods or services or both of like kind and quality;

(d) if the value is not determinable under clause (a) or clause (b) or clause (c), be the sum
total of consideration in money and suchfurther amountin money that is equivalent to
consideration not in money as determined by the application of rule 30 or rule 31 in
that order.

RULE 28: Value of supply of goods or services or both betweendistinct or related persons,

other than through an agent.-

(a) be the open market value of such supply;

(b) if the open market value is notavailable, be the value of supplyof goods or services of like
kind and quality.

(c) if the value is not determinable under clause (a) or (b), be thevalue as determined by the
application of rule 30 or rule 31, in that order.

Provided that where the goods are intended for further supply as suchby the recipient, the

value shall, at the option of the supplier, be an amount equivalent to ninety percent of the

price charged for the supply of goods of like kind and quality by the recipient to his

customer notbeing arelated person.

Provided furtherthat where the recipientis eligible for fullinput taxcredit, the valuedeclared

in the invoice shall be deemed to be the open market value of the goods or services.

RULE 29: Value of supply of goodsmade orreceived throughan agent

(a) be the open market value of the goods being supplied, or at the option of the supplier,
be 90% of the price charged for thesupply of goods of like kind and quality by the
recipient to his customer not being a related person, where the goods are intended
for further supply by the said recipient.

(b) where the value of a supply is not determinable under clause (a),the same shall be

determined by the application of rule 30 or rule 31in that order.

CAAKSHANSH GARG Page 96




For eg: A principal supplies groundnuts to his agent and the agent is supplying groundnuts of

like kind and quality in subsequent supplies at a price of five thousand rupees per quintal on
the day of the supply.Another independent supplier is supplying groundnuts of like kind and
quality to the said agentat the price of four thousand five hundred and fifty rupees per quintal.
The value of the supply made by the principal shall be four thousand five hundred and fifty
rupees per quintal or where he exercises the option, the value shall be 90 per cent. of five

thousand rupeesi.e., four thousand five hundred rupees per quintal.

RULE 30: Value of supply of goods or services or both based on cost

If the value of a supply of goods and/or services cannot be worked outby the foregoing
methods, its value will be 110% of the cost of production/ manufacture/acquisition of such

goods or cost of provisionof such services.

RULE 31: Residual method for determination of value of supply of goods or services or

both [BestJudgement Method]

The supplier of goods needs to sequentially follow rules 27 to 30 before valuing goods as per
this residual rule 31. Service providers, however, have the option of valuing services as per
rule 30 or rule 3 1after sequentially following rules 27 to 29.

The residual method consists of determination of value by usingreasonable means consistent

with the principles and general provisions of section 15 and these Rules.

RULE 31 A& - Value of supply in case of lottery, betting, gambling and horse racing

Supply of lottery by the Organising State Higher of the two amounts to be
Organising State means the State Government deemed as the value 100/128 of the
which conducts the lottery either in its own | face value of ticket OR 100/128 of the
territory or sells its tickets in the territory of any ' price as notified inthe Official Gazette

other State. by the organising State.
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Supply of actionable claim in the formof chance | 100% of the face value of the bet or
to win in betting, gambling or horse racingina | the amountpaid into the totalisator.

race club.

(1) MONEY CHANGING
Special provision relating to determination of value of service of purchase or sale of foreign
currency including money changing.

METHOD-1

CASE 1: Transaction where one of the currencies exchanged is Indian rupees.

The value of supply is the difference between buying rate or selling rate of currency and RBI
reference rate for that currency at the time of exchangemultiplied by total units of foreign
currency.

However, if RBl reference rate for a currency is notavailable then value ofsupply is 1% of the

gross amount of Indian Rupees provided/ received by the person changing the money.

CASE 2: Transaction where neither of the currencies exchanged is Indian rupees

The value of supply is 1% of the lesser of the two amounts the person changing the money

would have received by converting (at RBI referencerate) any of the two currencies in Indian

Rupees.
METHOD-2
Currency exchanged Value of supply
UptoRs 1,00,000 1% of the gross amount ofcurrency exchanged

OR
Rs 250, whichever is higher
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Exceeding Rs 1,00,000 and Rs 1,000 + 0.50% of the (gross amount of currency

upto Rs 10,00,000 exchanged 1,00,000)

Exceeding Rs 10,00,000 Rs 5,500 + 0.1% of the (gross amount of currency
exchanged 10,00,000)
OR

Rs 60,000, whichever is lower

(2) AIR TRAVEL AGENT

Domestic bookings of passagefor travel by air 5% of basic fare

International bookings of passage for travel by air 10% of basic fare

(3) LIFE INSURANCE BUSINESS

Policy with dual benefits of ¢ Taxable value = Gross premium charged less amount

risk coverage and allocated for investments/savings if such allocation is
investment intimated to the policy holder at thetime of collection of
premium.

Single premium annuity e Taxable value = 10% of the single premium charged from

policy the policy holder whereallocation for investments/savings
is notintimated tothe policy holder

Other cases * Taxable value = 25% of premium charged from the policy
holder in thelst year and 12.5% of premium charged for

subsequentyears.

Policy with ONLY riskcover ¢ Taxable value = Entire premiumcharged from the policy

holder
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Where a taxable supply is provided by a person dealing in buying andselling of second hand

goodsi.e.,used goods as such or after such minor processingwhich doesnotchange thenature

of the goods

¢ where no input tax credit has been availed on the purchase of such goods, the value of
supply shall be the difference betweenthe selling price and the purchase price and where

the value of such supply is negative, it shall be ignored.

Provided thatthe purchasevalue of goodsrepossessed from a defaultingborrower, whoisnot
registered, for the purpose of recoveryofa loan or debt shall be deemed to be the purchase
price of such goods by the defaulting borrower reduced by five percentage points for every
quarter or part thereof, between the date of purchase and the date of disposal by the person
making such repossession.
The value of a token, or a voucher, or a coupon, or a stamp (other than postage stamp) which
is redeemable against a supply of goods or services or both shall be equal to the money
value of the goods or services or both redeemable against such token, voucher, coupon,
or stamp.
The expenditure or costs incurred by a supplier as a pure agent of therecipient of supply shall
be excluded from the value of supply, if all thefollowing conditions are satisfied, namely,-
(i) thesupplieractsasa pureagentoftherecipient of the supply,when he makesthe payment
to the third party on authorisation by such recipient;
(ii) the payment made by the pure agent on behalf of the recipient ofsupply has been
separately indicated in the invoice issued by the pureagent to the recipient of service; and
(iii) the supplies procured by the pure agent from the third party as apure agent of the

recipient of supply are in addition to the services hesupplies on his own account.
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Explanation- For the purposes of this rule, the expression “pure agent” means aperson who

(a) enters into a contractual agreement with the recipient of supply to act as his pure agent
to incur expenditure or costs in the course of supply of goods orservices or both;
(b) neither intends to hold nor holds any title to the goods or services or bothso procured or
supplied as pure agent of the recipient of supply;
(c) doesnotuse for his own interest such goods or services so procured; and
(d) receives only the actual amountincurred to procure such goods or services in addition to
the amountreceived for supply he provides on his own account.
Subject to fulfilment of certain conditions, the expenditure and costsincurred by the
supplier as a pure agent of the recipient of supply ofservice, has to be excluded from
the value of supply.
Services provided by an airport operator to passengers against consideration in the form of
user developmentfee (USF) and passenger developmentfee (PSF) are liable to GST5. PSF and
UDF are collected by the airlines as an agent and is not a consideration for any service
provided by the airlines. Thus, airline is notresponsible for payment of GST on UDF or PSF
provided the airline satisfies theconditions prescribed for a pure agent under rule 33 of the
CGST Rules. It is thelicensee, thatis the airportoperator which is liable to pay GST on UDFand
PSF.The airline acting as pure agent of the passenger should separately indicate actual
amountof PSF and UDF and GST payable on such PSF and UDF by theairportlicensee, in the
invoice issued by airlines to its passengers. The airline shall not take ITC of GST payable or
paid on PSF and UDF. Theairline would only recover the actual PSF and UDFand GST payable
on such PSF and UDF by the airline operator. The amount recovered will be excluded from
the value of supplies made by the airline to its passengers.
In other words, the airline shall not be liable to pay GST on the PSF and UDF (for airport
services provided by airportlicensee), provided the airline satisfiesthe conditions prescribed

fora pure agent under rule 33 of the CGST Rules.
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The registered passengers, who are the ultimate recipient of the airport services, may take

ITC of GST paid on PSF and UDF on the basis of pureagent’s invoice issued by the airline to
them.
CLARIFICATION REGARDING APPLICABILITY OF GST ON ADDITIONAL/PENAL

Issue:
1. Whether GST is applicable on additional /penalinterest onthe overdueloani.e. whether

it would be exempt from GST or such penal interest would be treated as consideration
for liquidated damages.[ amounting to a separate taxable supply of service under GST]

2. Whether Levy of additional /penal interest could be regarded as consideration received
for agreeing to the obligation to refrain from an act, or to tolerate an act or a situation,
or to do an act as per Entry 5(e) of Schedule Il

Facts:
1. Supplierof goods allows recipient to make paymenttowardsvalue of supplyin periodic

equal installment i.e. EMI. In case of any delay, the recipient is required to pay pre-
agreed penal interest/charges.

2. The recipient avails loan facility and pays for the value of supply of goods. Repayment
ofloan is undertaken by way of EMI along with interest. In case of delay in repaying the
loan EMI, the recipient is required to pay penal interest/charges.

Legal Provision

1. Sec 15(2)(d): Thevalueofsupply shallinclude “interestor late fee or penalty for delayed
payment of any consideration for any supply”.

2. Services by way of extending deposits, loans or advances in so far as the consideration

is represented by way of interest or discount (other than interestinvolved in credit card
service) [N/N.12/2017-CT(R) dated 28.06.2017]
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