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 Trade discounts are permissible 
deductions from total turnover and 
cannot be disallowed as original 
tax invoice issued did not indicate 
discount 

February 12, 2018 

In brief 

The tax authorities have always disputed the claim of post-sale trade discounts (cash or quantity 
discounts) claimed by the taxpayers on the ground that the said discounts were not linked to any sale 
invoices. Hence, claim of deduction towards such discounts from the sales turnover were disallowed. 
In a landmark decision1, the Supreme Court (SC) held that all trade discounts are allowed as 
permissible deductions and the taxpayer would be entitled to a deduction of the trade discount so 
long as the taxpayer was able to establish from its accounts that the discount related specifically to 
sales with reference to which it was allowed. 

 

In detail 

Facts 

 The taxpayer, a 
manufacturer of home 
appliances, offered quantity 
discount to its distributor 
on the basis of sales 
generated during the 
previous quarters. The 
discount was claimed as 
deduction while computing 
the taxable turnover of 
subsequent quarters. 

 The value added tax (VAT) 
authorities in Karnataka 
disallowed the deductions 
on the ground that the 
discount pertained to the 
previous quarters and was 
not ‘in respect of the 
sales relating to such 

                                                             
1 2018–TIOL–47–SC–VAT–LB. 
2 Southern Motors v. State of Karnataka [(2017) 3 SCC 467] 

discount’ as stipulated in 
Rule 3(2) of the Karnataka 
VAT Rules. 

 The Karnataka High Court 
(HC) dismissed the appeal 
filed by the taxpayer 
resulting in this appeal 
before the three judge 
bench of the SC. 

Supreme Court’s decision  

SC’s larger bench relied on its 
previous decision of a division 
bench in the case of Southern 
Motors2 to hold as follows: 

 The liability to pay tax arose 
on the “taxable turnover” 
and under the provisions of 
Karnataka VAT Law, the 
“taxable turnover” was 
computed after making 

permissible deductions – 
which, in turn, included all 
amounts allowed as 
discounts. The discounts 
would be in accordance 
with the regular trade 
practice or the contract or 
agreement entered into in 
that regard. 

 The phrase “in respect of 
the sales relating to such 
discount” contained in the 
proviso to Rule 3(2)(c) of 
the Karnataka VAT Rules 
could not be construed to 
mean that the discount 
would be inadmissible as a 
deduction unless the tax 
invoice pertaining to the 
goods originally issued 
showed the discount. 
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 So long as the taxpayer was 
able to establish from his 
accounts that the discount 
related specifically to the sales 
with reference to which it was 
allowed, the same was to be 
allowed as ‘permissible 
deductions’ to arrive at the 
taxable turnover. 

In the Southern Motors2 case, it 
was observed that it was a matter 
of common experience that trade 
discounts might be strategically 
not disclosable at the time of 
original sale and the actual 
quantification of discount, 
depending on the nature of trade 
and contract, may be deferred till 
the happening of a contemplated 
event. The proviso to Rule 3(2)(c) 
of the Rules was therefore read 
down by the court to be in 
consonance with the true 
intendment of legislature. 

In view of the above, the SC set 
aside the decision of the 
Karnataka HC. 

The takeaways 

 The principle enunciated by 

the SC  is that all trade 
discounts are allowable as 
permissible deductions and 
that it suffices if the taxpayer 
demonstrates that the 
discounts specifically relates to 
the sales with reference to 
which it is allowed even if it is 
not shown in the original sales 
invoices. The discount need 
not be shown in the invoice in 
respect of the sales relating to 
such discount (as specifically 
required in the Karnataka VAT 
law). 

 In the Goods and Service Tax 
(GST) law it is provided that 
value of supply shall not 
include any discount which is 
given before, or at the time of 
supply if such discount has 
been ‘duly recorded in the 
invoice issued in respect of 
such supply’. In respect of 
discount given after the supply 
has been effected (post sale 
discount), such discount is 
allowed subject to terms of 
agreement, linking to relevant 
invoices and reversal of credit 
by the recipient. 

 The SC ruling deals with post 
sale discounts wherein the 
condition of mentioning the 
discount in the invoice of 
original sale was read down as 
impossible. In GST law, there 
is no such condition, except 
linking of the discount to the 
original sale invoices. 
However, in the interest of 
trade and industry, it would be 
a welcome move if the 
Government considers 
amending the GST law to 
enable claim of post-sale trade 
discounts based on credit 
notes, without insisting on 
linking those discounts with 
original sales invoices. 

Let’s talk 

For a deeper discussion of how 
this issue might affect your 
business, please contact your 
local PwC advisor 
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