Date:-----------------
To,
The Assistant Commissioner,
GST Department,
[Location]
Respected sir,
Ref: Show Cause Notice No. ---------------------- dated -------------------
Subject: Clarification on Commercial Discounts Provided by Supplier and Their GST Implications
We refer to the Show Cause Notice referenced above, which states that the commercial discount provided by our supplier after achieving a particular target is classified as "other support service" and is liable for GST on a forward charge basis. We would like to respectfully submit our response to clarify our position on this matter.
Nature of Commercial Discounts
Commercial discounts are generally price reductions offered by suppliers to purchasers for various reasons, such as early payment, bulk purchases, or long-term business relationships. These discounts are a common commercial practice and are factored into the pricing structure agreed upon by both parties.
Legal Provisions and Interpretation
Section 15 of the CGST Act, 2017
As per Section 15 of the Central Goods and Services Tax (CGST) Act, 2017, the value of supply is the transaction value, which is the price actually paid or payable for the supply of goods or services. Sub-section (3) of Section 15 states:
"(a) before or at the time of supply if such discount has been duly recorded in the invoice issued in respect of such supply; and
(b) after the supply has been effected, if such discount is established in terms of an agreement entered into at or before the time of such supply and specifically linked to relevant invoices."
Since discount provided by our supplier does not meet the criteria specified in Section 15(3) as it is post sale discount but in no reason it can be treated as a services provided by purchaser to seller and taxable under forward charge basis. No services are supplied by the purchaser, therefore, question of payment of tax does not arise.
Case Law: MRF Ltd. vs. Commissioner of Trade & Taxes (2018)
In the case of MRF Ltd. vs. Commissioner of Trade & Taxes [2018] (DELHI), the Hon`ble High Court of Delhi ruled that discounts given after the supply, which are based on target achievements, are legitimate and do not constitute additional services. The court emphasized that such discounts are a part of the pricing strategy and not a separate consideration for services rendered.
Clarification on Support Services
The assertion that the discount is an "additional service rendered by the purchaser to the supplier" misinterprets the nature of commercial discounts. These discounts are adjustments to the consideration for goods or services supplied and do not involve any service provided by us to the supplier.
Circular No. 92/11/2019-GST dated 7th March 2019
This circular clarifies the treatment of discounts under GST and reiterates that post-sale discounts, which are established before or at the time of supply and are linked to specific transactions, are to be deducted from the transaction value.
In this circular in Part D(iii) it is mentioned that:- Representations have been received from the trade and industry that whether Credit notes(s) under sub-section (1) of section 34 of the said Act can be issued in such cases even if the conditions laid down in clause (b) of sub-section (3) of Section 15 of the said Act are not satisfied. It is hereby clarified that financial / commercial Credit note(s) can be issued by the supplier even if the conditions mentioned in clause (b) of sub-section (3) of Section 15 of the said Act are not satisfied. In other words, Credit note(s) can be issued as a commercial transaction between the two contracting parties.
Conclusion
In light of the above provisions and judicial pronouncements, we respectfully submit that the commercial discount provided by our supplier should not be classified as an "other support service" and should not attract GST on a forward charge basis. The discount is a legitimate price adjustment based on pre-agreed terms and target achievements.
We request you to kindly withdraw the Show Cause Notice and confirm that no GST liability arises on these discounts under the forward charge mechanism.
We remain committed to full compliance with GST regulations and are available for any further discussions or clarifications that may be required.
Thank you for your understanding and cooperation.
Yours sincerely,
[Your Company Name]
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