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Disclaimer

This document has tried to provide a general guidance in simplified language on
the topic. It is notified that neither Institute nor the authors or employees will
be responsible for any damage or loss of action to any one, of any kind, in any
manner, therefrom. It is suggested that to avoid any doubt the reader should
cross-check all the facts, law and contents of the material on web with original
Government publication or notifications. The material contained in this document
is general information and is not intended to be advice on any particular matter.
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President’s Message

he composition levy is an alternative method of levy of tax designed for

small taxpayers whose turnover is up to Rs. 75 lakhs (Rs. 50 lakhs in case of
few States). The objective of composition scheme is to bring simplicity and to
reduce the compliance cost for the small taxpayers. Moreover, it is optional and
the eligible person opting to pay tax under this scheme can pay tax at a prescribed
percentage of his turnover every quarter, instead of paying tax at normal rate.

While implementing, the Government had the objective to bring simplicity and to
reduce the compliance cost for the small taxpayers. Moreover, it is optional and
the eligible person opting to pay tax under this scheme can pay tax at a prescribed
percentage of his turnover every quarter, instead of paying tax at normal rate.

I congratulate CMA Rajendra Singh Bhati, Chairman — Indirect Taxation
Committee and Tax Research Department of the Institute for their initiative to
develop this handbook on Composition Scheme and Composite Supply with the
objective to help members and other stakeholders clear all their doubts on the
subject through illustrations, case studies and FAQs.

I appreciate the efforts of the Tax Research Department and acknowledge the
contributions of our resource persons in finalization of this handbook.

My best wishes to the endeavors of the Tax Research Department.

With warn regards,

CMA Ashwin G Dalwadi
President
The Institute of Cost Accountants of India
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Vice President Message

he composition scheme has been implemented with the objective to bring
simplicity and to reduce the compliance cost for the small taxpayers. But
there are lot many complicacies, which needs to be addressed.

Let’s say, a person opting to pay tax under the composition scheme receives in-
puts/input setvices from an unregistered person. Will the composition taxpayer
have to pay GST under reverse charge? If yes, in what manner? The answer is
‘yes’. Tax will have to be paid on such supplies by the composition taxpayer un-
der reverse charge mechanism. The tax can be paid by the 18" day of the month
succeeding the quarter in which such supplies were received. The information
relating to such supplies should be shown by the composition taxpayer in Table 4
of return in Form GSTR-4.

The Tax Research Department of the Institute has come up with this Handbook
on Composition Scheme and Composite Supply wherein the minor issues are
being clarified for a better understanding of the subject.

Congratulations to the Tax Research Department for their efforts. I wish them
success in all their future endeavors.

Best wishes,

CMA Bibhuti Bhusan Nayak
Vice President
The Institute of Cost Accountants of India



IDT Chairman’s Message

Aperson opting for composition levy has to have compliances from I'TC reversal point
of view. In this case the registered person opting to pay tax under composition scheme
is required to pay an amount equal to the input tax credit in respect of inputs held in stock
and inputs contained in semi-finished or finished goods held in stock on the day immedi-
ately preceding the date of exercise of option. The I'TC on inputs shall be calculated
proportionately on the basis of corresponding invoices on which credit had been availed
by the registered taxable person on such inputs.

In respect of capital goods held in stock on the day immediately preceding the date of
exercise of option, the input tax credit involved in the remaining useful life in months shall
be computed on pro-rata basis, taking the useful life as 5 years. Assume capital goods have
been in use for 4 years, 6 months and 15 days. The useful remaining life in months

will be 5 months ignoring the part of the month. If I'TC on such capital goods is taken as
C, I'TC attributable to the remaining useful life will be C multiplied by 5/60. This would be
the amount payable on capital goods.

The ITC amount shall be determined separately for integrated tax, central tax and state
tax/Union territory tax. The payment can be made by debiting electronic credit ledger, if
there is sufficient balance in the said ledger, or by debiting electronic cash ledger. The bal-
ance, if any in the electronic credit ledger would lapse.

Such persons also have to furnish the statement in FORM GST ITC-03 which is a decla-
ration for intimation of ITC reversal/payment of tax on inputs held in stock, inputs con-
tained in semi-finished and finished goods held in stock and capital goods under Section
18(4) of the CGST Act, 2017 within a period of sixty days from the commencement of
the relevant financial year.

The Tax Research Department of the Institute has published this handbook on Compo-
sition Scheme and Composite supply to address the basic understandings on this subject.
My best wishes to the Tax Research Department for their dedication and sincere efforts.
Best Wishes.

CMA Rajendra Singh Bhati
Chairman — Indirect Taxation Committee
The Institute of Cost Accountants of India



COMPOSITION SCHEME AND
COMPOSITE SUPPLY

he power to levy tax is drawn from the Constitution of India. With the
101™ Constitutional Amendment GST came into force in India on 1% July
2017. With the introduction of GST taxes like Central Excise, Service Tax,
State, VAT, and certain State specific taxes were subsumed into GST. The basis
for the charge of tax in any taxing statute is the taxable event i.e. the occurrence

of the event which triggers the levy of tax.

A taxable event is any transaction or occurrence of a particular thing that results in
a tax consequence. Before levying any tax, taxable event needs to be ascertained.
It is the foundation stone of any taxation system. It determines the point at which
tax would be levied.

Under the earlier indirect tax regime, the framework of the taxable event in
various statutes was prone to the ambiguity of interpretations of laws resulting in
litigation for decades. The controversies were largely related to issues like whether
a particular process amounted to manufacture or not, whether the sale was pre-
determined sale, whether a particular transaction was a sale of goods or the
rendering of services etc. The GST laws resolved all these issues by laying down
one comprehensive taxable event i.e. “Supply” - Supply of goods or services
or both. Various taxable events such as manufacture, sale, rendering of service,
purchase, entry into a territory of State, etc., have been done away with in favor

of just one event i.e. “Supply”.

GST Law, by levying tax on the ‘supply’ of goods or services or both, departs
from the historically understood concepts of ‘taxable event’ under the State
VAT Laws, Excise Laws, and Service Tax Law i.e. sale, manufacture, and service,
respectively. In the GST regime, the entire value of the supply of goods and /ot
services is taxed in an integrated manner, unlike the earlier indirect taxes, which
were charged independently either on the manufacture or sale of goods or on the

provisions of services.
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SUPPLY [SECTION 7 OF THE CGST ACT]
As per Section 7 (1), supply includes

a.  all forms of supply of goods or services or both such as sale, transfer, barter, exchange,
licence, rental, lease or disposal made or agreed to be made for a consideration by a person

in the course or furtherance of business

b.  importation of services, for a consideration whether or not in the course or furtherance of

business, and

C.  importation of services, for a consideration whether or not in the course or furtherance of
business, and

Section 7 (1.A) - where certain activities or transactions, constitute a supply in accordance
with the provisions of sub-section (1), they shall be treated either as supply of goods or
supply of services as referredto in Schedule I1 of the act.

Section 7 (2)- Notwithstanding anything contained in sub-section (1),
a.  activities or transactions specified in Schedule 111;

b. suchactivities ortransactions undertaken by the CentralGovernment, a State Government
or any local anthorityin which they are engaged as public authorities, as maybe notified
by the Government on the recommendationsof the Council shall be treated neither as a

supply of goods nor a supply of services.

Section 7 (3) - Subject to sub-sections (1), (1.A4) & (2), the Government may, on the
recommendations of the Council, specify, by notification, thetransactions that are to be
treated as

a. asupply of goods and not as a supply of services; or
b, asupply of services and not as a supply of goods.

In a synopsis, the meaning and scope of supply as per terms of section 7 can

be understood in terms of the following:
1. Supply is an inclusive definition

2. Supply should be of goods or services. Supply of anything other than

goods or services like money, securities, etc. does not attract GST.
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3. Supply should be made for consideration
4. Supply should be made or agreed to be made.
5. Supply should be made in the course or furtherance of business.

However, there are a few exceptions to points 3 & 5 (i.c. the requirement of supply
being made for consideration and in the course or furtherance of business) in the
GST law. Few exceptions have been carved out where a transaction is deemed to
be a supply even without consideration (contained in Schedule I). Similarly, the
condition of supply to be made in the course or furtherance of business has been
relaxed in case of import of services (Import of services for a consideration,
whether or not in the course or furtherance of business, is treated as supply).

Further, there are also cases where a transaction is kept out of the scope of
supply despite the existence of the above parameters, i.e. there is a list of activities
which are treated neither as supply of goods nor as supply of services. In other
words, they are outside the scope of GST, and such transactions are given in
Schedule III of the CGST Act 2017.

GST law has classified certain activities/transactions either as a supply of goods ot
as a supply of services. The Government is also empowered to notify transactions
that are to be treated as a supply of goods and not as a supply of services or as a

supply of services and not as a supply of goods.
Types of Supply under GST

GST is payable on individual goods or services or both at the notified rates. The
application of rates poses no problem if the supply is of individual goods or
services which is clearly identifiable and such goods or services are subject to a

particular rate of tax.

However, in certain cases, supplies are not such simple and clearly identifiable
supplies. Some of the supplies are a combination of goods or combination
of services or combination of goods and services both and ecach individual
component of such supplies may attract a different rate of tax.

In such a case, the rate of tax to be levied on such supplies may be a challenge.
It is for this reason that the GST Law identifies composite supplies and mixed
supplies and provides certainty in respect of tax treatment under GST for such
supplies.
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There are 2 types of supply Mixed Supply and Composite Supply.
Statutory Provision (Section 8) - Tax liability on composite and mixed supplies

The tax liability on a composite or a mixed supply shall be determined in the following manner,
nanely: -

a. acomposite supply comprising two or more supplies, one of which is a principal supply,
shall be treated as a supply of such principal supply; and

b, a mixed supply comprising two or more supplies shall be treated as a supply of that
particular supply that attracts the highest rate of tax.

Explanation:

Composite Supply: means a supply made by a taxable person to a recipient and
o Comprises two or more taxable supplies of goods or services or both,

o ot any combination thereof

o  Are naturally bundled and supplied in conjunction with each other in the
ordinary course of business.

o one of which is a principal supply [Section 2(90)]

This means that in a composite supply, goods or services or both are bundled
owing to natural necessities. The elements in a composite supply are dependent

on the ‘principal supply’.

In respect of composite supplies, the need to determine the supply as a composite
supply will arise to determine the appropriate classification. It will be necessary to
determine whether a particular supply is naturally bundled in the ordinary course

of business and what constitutes principal supply in such composite supplies

Principal Supply - Section 2(90) - means the supply of goods or services
which constitutes the predominant element of a composite supply and to

which any other supply forming part of that composite supply is ancillary.

If various elements of a bundled service are naturally bundled in the ordinary
course of business, it shall be treated as the provision of a single service that gives

such bundle its essential charactet.
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Illustration — 1:

Where goods are packed and transported with insurance, the supply of goods,
packing materials, transport, and insurance is a composite supply, and supply of

goods is a principal supply.
Illustration — 2:

A hotel provides a 4-D/3-N package with the facility of breakfast. This is a natural
bundling of services in the ordinary course of business. The service of hotel
accommodation gives the bundle the essential character and would, therefore, be

treated as a service of providing hotel accommodation.
Illustration — 3:

When a consumer buys a television set and gets a mandatory warranty and a
maintenance contract with the TV, this supply is a composite supply. In this case,
the supply of TV is the principal supply, and warranty & maintenance services

are ancillary
How to determine the tax liability on composite supplies?

A composite supply comprising of two or more supplies, one of which is a
principal supply, shall be treated as a supply of such principal supply. Accordingly,
the entire value of composite supply [i.e. main supply + ancillary supply(ies)| shall
be classified under the category of main supply and shall be taxed at the GST rate
applicable to the main supply.

Mixed Supply
Mixed Supply means -

* two or more individual supplies of goods or services, or any combination

thereof, made in conjunction with each other by a taxable person
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e for a single price where such supply does not constitute a composite

supply

* The individual supplies are independent of each other and are not

naturallybundled

How to determine if a particular supply is a mixed supply? In order to
identify if a particular supply is a mixed supply, the first requisite is to rule out
that the supply is a composite supply. A supply can be a mixed supply only if
not a composite one. As a corollary, it can be said that if the transaction consists
of supplies not naturally bundled in the ordinary course of business, then it
would be a mixed supply. Once the possibility of the transaction as a composite
supply is ruled out, and a single consideration is charged for the entire supply
of different components, it would be a mixed supply, classified in terms of the

supply of the goods or services attracting the highest rate of tax.
How to determine the tax liability on mixed supplies?

A mixed supply comprising two or more supplies shall be treated as a supply of
that particular supply that attracts the highest rate of tax.

Example

Mondal Enterprise supplies 10,000 kits (at Rs. 70 each) amounting to Rs.7,00,000
to New Collection General Store. New Collection is supplying a pre-configured
kit consists of 1 face wash, 1 face tissue packet, and 1 nail paint. It is a mixed
supply and is treated as a supply of that particular supply that attracts the highest
tax rate. Assuming that the rate of tax applicable on face wash is 18%, on face
tissue packet is 28%, and on nail paint is 12%, in the given case, the highest tax
rate [i.e., face tissue packet] @ 28% will be charged on the entire value of Rs
7,00,000.
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Registration under GST

In any tax system, registration is the most fundamental requirement for the
identification of taxpayers for ensuring tax compliance in the economy. Without
registration, a person can neither collect tax from his customers nor claim any
Input Tax Credit of tax paid by him. The registration in GST is PAN-based
and State specific. The taxpayer has to register in each of such State or Union

Territory from where he affects supply.

If a person has a unit in (Special Economic Zone) SEZ and also a unit in a
domestic tariff Area (i.e. outside the SEZ) in the same State, then he has to take
separate registration i.e. one for his SEZ unit and another for the business vertical

of him.

If a supplier also wants to distribute credit on common input services to his
same-PAN entities, then he will take separate registration as an” input service
distributor” in addition to his registration as a ‘supplier’. Unlike the service tax
regime, the GST law does not have the facility of centralized registration for units

located across multiple States.

Now registration turnover limits have been prescribed by the law. Moreover, there
the registration is optional on the part of the supplier if the aggregate turnover is
below the prescribed limit by the GST law.
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The Composition Scheme as the Act

Section Composition levy
10
Sub- Particulars
section

(1)

Notwithstanding anything to the contrary contained in this Act but subject
to the provisions of sub-section (3) and (4) of section 9, a registered
person, whose aggregate  turnover in  the preceding financial year did not
exceed Rs.1.5 crores, may opt to pay, in lien of the tax payable by him
under sub-section (1) of section 9, an amount of tax calcnlated at such rate
as may be prescribed, but not exceeding,—

(a) | one percent of the turnover in State or turnover in Union
Territory in case of a mannfacturer

(b) | two and a half percent. of the turnover in State or turnover in
Union  territory in case of persons engaged in making supplies
referred to in clause (b) of  paragraph G of Schedule 11, and

(c) | half percent of the turnover in State or turnover in Union

territory in case of other suppliers

Subject to such conditions and restrictions as may be prescribed.

Provided further that a person who opts to pay tax under clanse (a) or clanse
(b) or clause (c) may supply services (other than those referred to in clause (b)
of paragraph 6 of Schedule 11), of value not exceeding ten percent. of turnover
in a State or Union territory in the preceding financial year or five lakh rupees,
whichever is higher.

Explanation - For the purposes of  second proviso, the value of exempt
supply of services provided by way of extending deposits, loans or advances
in so far as the consideration is represented by way of interest or discount
shall not be taken into account for determining the value of turnover in a State
or Union territory.

)

The registered person shall be eligible to opt under sub-section (1), if—

(a) | save as provided in sub-section (1), he is not engaged inthe
supply of services

(b) | he is not engaged in making any supply of goods or services which
are not leviable to tax under this Act

8
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(c) | he is not engaged in making any inter-State outward suppliesof
goods or services

(d) | he is not engaged in making any supply of goods ot services through an
electronic commerce operator who is required to collect tax at source under
section 52; and

(¢) | he is not a manufacturer of such goods as may be notified by the
Government on the recommendations of the Council

() | he is neither a casnal taxable person nor a non-residenttaxable

person.

Provided that where more than one registered persons are having the same
Permanent Account Number (issued under the Income-tax Act, 1961), the
registered person shall not be eligible to opt for the scheme under sub-section
(1) unless all such registered persons opt to pay tax under that sub-section.

(24)

Notwithstanding anything fo the contrary contained in this Act, but subject to
the provisions of sub-sections (3) and (4) of section 9, a registered person, not
eligible to opt to pay tax under sub-section (1) and sub-section (2), whose aggregate
turnover in the preceding financial year did not exceed 1.5 crore rupees, may opt to
pay, in lien of the tax payableby him under sub-section (1) of section 9, an amount
of tax calenlated atsuch rate as may be prescribed, but not exceeding three per

cent. of the turnover in State or turnover in Union territory, if he is not—

(a) | engaged in making any supply of goods or services which are not
leviable to tax under this Act;

(b) | engaged in making any inter-State outward supplies of goods or

servicesy

(c) | engaged inmaking any supply of goods or services through an electronic
commerce operator who is required 1o collecttax at source under
section 52;

(d) | a manufacturer of such goods or supplier of such services as may be

notified by the Government on the recommendationsof the Councily and

(¢) | a casual taxable person or a non-resident taxable person.
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Provided that where more than one registered person are having the same
Permanent Account Number issued under the Income-tax Act, 1961, the
registered person shall not be eligible to opt for the scheme under this sub-

section unless all such registered persons opt to pay tax under this sub-section.

3) The option availed of by a registered person under sub-section (1) or sub-section
(2A), as the case may be, shall lapse with effect from theday on which bis
aggregate turnover during a financial year exceeds the limit specified under
sub-section (1) or sub-section (2A), as the case may be.

“) A taxable person to whom the provisions of sub-section (1) or, as the case may
be, sub-section (2A) apply shall not collect any tax from the recipient on
supplies made by him nor shall he be entitled to any credit of input tax.

) If the proper officer has reasons to believe that a taxable person has paid tax
under  sub-section (1) or sub-section (2A), as the case may be despite not

being eligible, such person shall, in addition to any tax that may be payable
by him under any other provisions of this Act, be liable to a penalty and
the provisions of section 73 or section 74 shall, mutatis mutandis, apply for
determination of tax and penalty.

Explanation 1 — For the purposes of computing aggregate turnover of a
person for determining bis eligibility to pay tax under this section, the expression
“aggregate turnover” shall include the value of supplies made by such person from
the 1st day of April of a financial year upto the date when he becomes liable for
registration under this Act, but shall not include the value of exempt supply of
services provided by way of extending deposits, loans or advances in so far as the

consideration is represented by way of interest or disconnt.

Explanation 2 — For the purposes of determining the tax payable bya
person under this section, the expression “turnover in State or turnover in Union
territory” shall not include the value of following supplies, namely: —

(i)  supplies from the first day of April of a financial year up to the date when

such person becomes liable for registration under this Act; and

(i) exempt supply of services provided by way of extending deposits, loans or
adpances in so far as the consideration is represented by way of interest
or disconnt.
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Analysis of the Composition Scheme

The composition levy is an alternative method of levy of tax designed for
small taxpayers whose turnover is up to a prescribed limit. The objective of the
composition scheme is to bring simplicity and to reduce the compliance cost for
small taxpayers. Under this scheme, suppliers of goods have the option to pay
tax at the concessional rate. Small taxpayers with an aggregate turnover in the
preceding financial year up to Rs.1.5 crore are eligible to pay tax at lower rates in

the current financial year.

Suppliers opting for composition levy need not worry about the classification of
their goods or services ot both, the rate of GST applicable on their goods and/
or services, etc. They are not required to raise any tax invoice but have to issue a

Bill of Supply wherein no tax will be charged from the recipient.

Primarily, the composition scheme was available to the supplier of goods and
restaurant services, but composition suppliers are permitted to supply services

up to a specified marginal value in the year opting for the composition scheme.

An eligible person opting to pay tax under the composition scheme shall, instead
of paying tax on every invoice at the specified rate, pay tax at the prescribed
percentage of his turnover every quarter. At the end of a quarter, he would pay
the tax, without availing the benefit of input tax credit. Return is to be filed

annually by a composition supplier.

Composition Scheme (under
section 10

Composition scheme provided under Composition scheme provided under
sections 10(1) & 10(2). section 10(2A).

Here in referred to as Composition Here in referred to as Composition scheme

for services

scheme for goods
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Turnover limit for opting composition scheme.
e The taxpayer shall be registered under the Composition Act;

e A taxpayer whose turnover is less than Rs. 1.5 crore and Rs 50 lakh in case of
service.

A registered person opting for composition scheme for goods should have
an aggregate turnover up to Rs. 1.5 crore [Rs. 75 lakh in 8 specified Special
Category States] in the precedinginancial year and he can avail the benefit
of said scheme in the current financial year till the time his aggregate
turnover in the current financial year does not exceed Rs. 1.5 crore/ Rs.
75 lakh. Similatly, a registered person opting for composition scheme for
services should have an aggregate turnover upto Rs 50 lakh in the
preceding financial year alhe can avail the benefit of said scheme in the
current financial year till the time his aggregate turnover in the current
Financial Year does not exceed Rs. 50 lakhs.

e 8 specified states are Arunachal Pradesh, Mizoram, Sikkim, Tripura,
Nagaland, Uttarakhand, Manipur, and Meghalaya.

Aggregate turnover under composition levy

The definition of aggregate turnover as contained in section 2(6) of the CGST
Act is summarized as follows.

The aggregate turnover is the sum of the value of all outward supplies falling in
the following categories

e  Taxable supplies

e Exempt supplies

e Exports of goods or services or both
e Inter-State supplies It excludes:

e The value of inward supplies on which tax is payable by a person on a reverse
charge basis

e Taxes including cess paid under GST law.

12 TAX RESEARCH DEPARTMENT m THE INSTITUTE OF COST ACCOUNTANTS OF INDIA
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Itis computed on all India basis for a person having the same Permanent Account
Number (PAN). Further, to compute aggregate turnover of a registered person
for determining his eligibility to pay tax under this section, aggregate turnover
includes the value of supplies from 1st April of a financial year up to the date of
his becoming liable for registration and excludes the value of exempt supply of
services provided by way of extending deposits, loans or advances in so far as the
consideration is represented by way of interest or discount. The value of exports
and inter-State supplies are relevant only while determining the aggregate turnover
of the preceding financial year. These values are not relevant for determining
the aggregate turnover of the current FY in which the composition supplier has
opted for a composition levy as he is not permitted to make inter-State supplies
and exports in the said financial year.

Turnover in State or turnover in Union territory under composition levy

As per section 2(112), turnover in State/ turnover in Union tertitory means the
aggregate value of all taxable supplies (excluding the value of inward supplies on
which tax is payable by a person on a reverse charge basis) and exempt supplies
made within a State or Union territory by a taxable person, exports of goods or
services or both and inter-State supplies of goods or services or both made from
the State or Union territory by the said taxable person but excludes central tax,

State tax, Union territory tax, integrated tax, and cess.

Further, to determine the tax payable by a person under this section, the
expression turnover in State or turnover in Union territory shall not include the

value of following supplies, namely:

(i) supplies from 1st April of a Financial Year up to the date when such person
becomes liable for registration under this Act; and

(i) exempt supply of services provided by way of extending deposits, loans or
advances in so far as the consideration is represented by way of interest or

discount.
Who is not Eligible for Composition Under GST?

A registered person who is not eligible forcomposition scheme for goods
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a.  Supplier engaged in making any supply of goods which are not leviable to tax
b. Supplier engaged in making any inter-State outward supplies of goods

c.  Person supplying any goods orservices through an electroniccommerce

operator who is required to collect tax at source under section 52
d. Manufacturer of ice cream, pan masala, tobacco, and aerated waters

e. Supplier who is either a casual taxable person or a non-resident taxable
petson

f.  Supplier of services, save as provided in section 10(1).

A registered person who is not eligible forcomposition scheme for services

®

Supplier engaged in making any supply of services that are not leviable to tax
b.  Supplier engaged in making any inter-State outward supplies of services

c.  Person supplying any goods or services through an electronic commerce

operator who is required to collect tax at source under section 52

d.  Manufacturer of notified goods [ice cream, pan-masala, tobacco, and aerated

waters| or supplier of notified services

e. Supplier who is either a casual taxable person or a non-resident taxable

person.

Interest income to be excluded for determining the value of turnover in a
State or Union territory under the second proviso to section 10(1)

Generally, businesses tend to save and invest money in the form of deposits,
loans, or advances. However, this way they get engaged in the supply of service
by way of extending deposits, loans, or advances — a service other than restaurant
service. And where the income from such services causes the value of services
supplied to exceed the value referred in the second proviso to section 10(1)30
[10% of the turnover in the preceding FY in a State/Union tertitory ot Rs. 5
lakh, whichever is higher], said the business would have become ineligible for
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the composition scheme for goods and one has to opt out of the composition

scheme. This can cause a lot of hardship to small businesses.

Given the above, an explanation is inserted to clarify that for the purposes of the
second proviso to section 10(1), the value of supply of exempt services by way of
extending deposits, loans or advances in so far as the consideration is represented
by way of interest or discount, shall not be taken into account for determining the

value of turnover in a State or Union territory.

A registered person opting for the composition scheme may supply services
[other than restaurant services| of value not exceeding 10% of the turnover in
the preceding financial yeat in a State/Union tertitory or Rs. 5 lakh, whichever
is higher. Thus, while computing the value of services [other than restaurant
services] as referred to in this proviso, interest on loans/deposits/advances will

not be taken into account.

Benefits of the Composition Scheme

e The composite scheme has fewer compliances for the taxpayer.
e It reduces tax liability for the composite taxpayer.

e The composite taxpayer has to maintain fewer details in his books of

accounts.

e The composite taxpayer has to file fewer returns under GST as compared to

the normal taxpayer.
Conditions and restrictions for composition levy

A person opting for the composition levy has to comply with the following

conditions

e he was not engaged in the manufacture of goods as notified under section
10(2)(e), during the preceding FY. The following goods have been hereby
notified vide Notification No. 14/2019 CT dated 07.03.2019
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Tariff item, subheading, Description
chapter heading
2105 00 00 Ice cream and other edible ice, whether or not
containing cocoa
2106 90 20 Pan masala
24 All goods, i.e. Tobacco and manufactured
tobacco substitutes
2202 1010 Aerated Waters

he shall pay tax under section 9(3)/9(4)31 (reverse charge) on inward supply
of goods or services or both.

he is neither a casual taxable person nor a non-resident taxable person

he shall mention the words “composition taxable person, not eligible to
collect tax on supplies” at the top of the bill of supply issued by him; and

he shall mention the words “composition taxable person” on every notice or
signboard displayed at a prominent place at his principal place of business
and at every additional place or places of business.

Further, where the goods held in stock by him are liable to be taxed under reverse
charge, the tax thereon has been paid under reverse charge.

Intimation of opting for composition levy

1.

Intimation by the person applying for registration: Any person who is not
registered and applies for registration may give the option to pay tax under
the composition levy in Part B of the registration form, Form GST REG-
01. The same shall be considered as an intimation to pay tax under the
composition levy. Such intimation shall be considered only after the granting
of registration to the applicant. The option to pay tax under the composition
levy shall be effective from the date from which registration is effective.

Intimation by a registered person: A registered person who opts to pay tax
under the composition levy scheme shall electronically file an intimation
in the prescribed form on the GST Common Portal [www.gst.gov.in]. The
intimation shall be filed before the commencement of the FY for which said
option is exercised.
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Any intimation in respect of any place of business in a State/UT shall be deemed
to be an intimation in respect of all other places of business registered on the
same PAN. The option to pay tax under the composition levy shall be effective
from the beginning of the FY.

Validity of composition levy [Rule 6]:

(1) Option valid - Till satisfaction of Conditions [Rule 6(1)]: The option
exercised by a registered person to pay tax under Section 10 shall remain valid so long as

be satisfies all the conditions mentioned in the said Section and under these rules.

(2) Mandatory cessation of Composition levy on Violation of Conditions
[Rule 6(2)]: The composite taxable person shall be liable to pay tax under the
normal scheme from the day he ceases to satisfy any of the conditions
mentioned in Section 10 or the provisions of this Chapter:

He shall issue a tax invoice for every taxable supply made thereafter, and he shall also file
an intimation for withdrawal from the scheme in FORM GST CMP-04 within 7
days of the occurrence of such event.

(3) Application for Withdrawal from Scheme [Rule 6(3)]: The registered
person who intends to withdraw from the composition scheme shall, before the date of
such withdrawal, file an application in FORM GST CMP-04, duly signed or verified
throngh EV'C, electronically on the common portal.

(4) SCN for cessation of option on Violation of Conditions [Rule 6(4)]:
Where the proper officer has reasons to believe that the registered person was not eligible to
pay tax under Section 10 or has contravened the provisions of the Act or Rules, be
may issue a notice 7o such person in FORM GST CMP-05 7o show canse within
15 days of the receipt of such notice as to why the option to pay tax u/s 10 should not be
dented.

(5) Reply to SCN [Rule 6(5)]: The registered person shall reply to the show-cause notice
zssued under Rute 6(4) in FORM GST CMP-06.

Final order within 30 days of Receipt of Reply: The proper officer shall issue an
order in FORM GST CMP-07 within a period of 30 days of the receipt of such
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reply, either accepting the reply or denying the option to pay tax under Section 10 from the
date of the gption or from the date of the event concerning such contravention, as the case

may be.

(6) Details of stock to be furnished on opting out of such Scheme [Rule
6(6)]: Every person who has furnished an intimation under Rule 6(2) or filed an
application for withdrawal under Rule 6(3) or a person in respect of whont an order
of withdrawal of option has been passed in FORM GST CMP-07 under Rule
6(5), may dectronically furnish az the common portal, either directly or through a
Facilitation Centre notified by the Commissioner, a statement in FORM GST ITC-
01 containing details of the stock of inputs and inputs contained in semi-finished
or finished goods held in stock by him on the date on which the option is withdrawn or
denied, within a period of 30 days from the date from which the option is withdrawn or
[from the date of the order passed in FORM GST CMP-07, as the case may be.

He shall be entitled to avail of input tax credit in respect of the stock of inputs and inputs
contained in semi-finished or finished goods held in stock by hin and on capital goods held
by bim on the date of withdrawal.

(7) Withdrawal applies to all units [Rule 6(7)]: Any intimation or application for
withdrawal under Rule 6(2) or (3) or denial of the option to pay tax under Section 10
in accordance with Rule 6(5) in respect of any place of business in any State or Union
territory, shall be deemed to be an intimation in respect of all other places of business
registered on the same Permanent Account Nuniber.

Penalty provisions in case of irregular availment of the composition
scheme: If a taxable person has paid tax under the composition scheme though
he was not eligible for the scheme, the person would be liable to penalty and
the provisions of Section 73 or 74 of the CGST Act shall be applicable for
the determination of tax and penalty. All registered persons having the same
Permanent Account Number (PAN) have to opt for the composition scheme. If
one such registered person opts for normal scheme, others become ineligible for

the composition scheme

Example: A dealer ‘Gupta & Brothers’ has two offices in Delhi and is eligible
for composition levy for goods. If ‘Gupta & Brothers’ opts for the composition
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scheme for goods, both the offices would pay taxes under the composition scheme
and abide by all the conditions as may be prescribed for the said composition

scheme.
The composition scheme supplier cannot collect tax

A taxable person opting for the composition scheme shall not collect tax from the
recipient on supplies made by him. It implies that a composition scheme supplier

cannot issue a tax invoice.
Disqualification and Penalty

If tax authorities believe that a business is wrongfully enrolled or not eligible, they
may disqualify the business from the composition scheme or demand a penalty
equal to the tax amount owed. In case of late filing of GSTR-4, the business
ownet will be fined Rs. 100 per day to a maximum amount of Rs. 5,000/-. Also,
not furnishing returns for 3 consecutive tax periods may result in the cancellation
of registration by the tax authorities.

Rates under the Composition scheme

Composition Scheme Eligible Persons IGST | CGST | Total
For Goods Manufacturer 0.5% | 0.5% 1%
Restaurant Service not [ 2.5% | 2.5% 5%
serving alcohol
Other 0.5% | 0.5% 1%
For Service Other Suppliers 3% 3% 6%

Composition Scheme Form and Returns

GST return is a document that contains all the details of sales, purchases, tax
collected on sales (output tax), and tax paid on purchases (input tax). Once we
file GST returns, we will need to pay the resulting tax liability (money that we
owe to the government). Composition Scheme Rules under GST provides for the

submission of different forms, which are as follows
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Forms Purpose Due Dates

Form GST | To opt into the scheme by provisional | Prior to the appointed

CMP-01 GST registration holder(from the | date or within 30 days
VAT regime) of the said date

Form GST | Intimation of willingness to opt | Before the

CMP-02 into the scheme for GST-registered | commencement of the
normal taxpayers Financial Year

Form GST [ Details of stock and inward supplies | Within 90 days of the

CMP-03 from registered and unregistered | exercise of the option
persons

Form GST | Intimation of withdrawal from the | Within 7 days of the

CMP-04 scheme occurrence of the event

Form GST [ Show cause notice on contravention | On any contravention

CMP-05 of Rules or Act by a proper officer

Form GST | Reply to show cause notice Within 15 days

CMP-06

Form GST | Issue of Otder Within 30 days

CMP-07

Form GST | To deposit payments every quarter 18" of the month

CMP -08 succeeding the quarter

Form GST [ Registration under the Composition | Prior to the appointed

REG-01 scheme date

Form GST [ Details of inputs in stocks, semi- [ 30 days of withdrawing

ITC-01 finished, and finished goods option

Form GST | Intimation of ITC available Within 60 days of

ITC-03 commencement of the

financial year
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Case Study

Mr Abdul is in the business of construction and promotion of residential
apartments in and around Kolkata and one such project being developed by
him is named “EDEN CITY MAHESTALLA”. In the said township project,
there are number of completed towers as well as under construction towers
for which prospective buyers approach Mr Abdul for booking of apartments
therein. The prospective customers are given an option to opt for car parking
space along with the apartment being booked by the customers and accordingly
the customers who opt for availing the car parking facility, are charged a certain
sum towards right to use of car parking space and the same forms part of the
total consideration charged by Mr. Abdul towards sale of the apartment by him.
Mr Abdul states that in the present scenario, he is treating the services of right
to use of car parking space as a composite supply of services along with the sale
of under construction apartment service and hence is discharging GST on the
said amounts received towards car parking space at the rate of 6% CGST and
6% WBGST on such amounts received as per Notification No. 11/2017- Central
Tax (Rate) dated 28.06.2017 as amended from time to time. Mr. Abdul further
states that when the said units are sold after receipt of the completion certificate
from the competent authority along with the right to use of car parking space,
he doesn’t charge any GST on the same as is treated as NON-GST supply under
the provisions of the Schedule IIT of the CGST/WBGST Act, 2017. Mt Abdul
contends that in the given case, he is giving right to use of the car parking area
to the customers who opts for the same and it is not available to any person who
doesn’t owns a property within the complex of Mr. Abdul. Therefore, the right
to use of car parking is naturally bundled with the apartment sale. Thus, having
regard to the definition of composite supply, Mr. Abdul states that in its case also,
the right to use of car parking space is to be treated as a composite supply of sale
of apartment and the rate of GST applicable on such sale of apartment shall be
applicable on the consideration charged by him from the customers for such right
to use of car parking space. He further contends that if the apartment is sold after
receipt of the completion certificate by the competent authority, then in such

case also, the transaction, being a composite supply of apartment sale shall be

THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT 21



HAND BOOK ON COMPOSITION SCHEME AND COMPOSITE SUPPLY

treated as a NON-GST supply under Schedule IIT and no GST shall be applicable
on the entire consideration of the apartment as received by him including that
of right to use of car parking space. Mr Abdul further sited the decision in
the case of M/s. Bengal Peetless Housing Development Company Ltd [AAR]
2019-TIOL-137-AAR-GST wherein it was held as- “Construction service is the
dominant element in the bundle of services provided - buyers of the service of
constructing dwelling units in such upscale residential complexes expect, apart
from the preferential location of the dwelling unit, the right to usecar parking
space and enjoyment of common areas and facilities like landscaped gardens,
gym, conference hall, club with swimming pool etc. and which are usually bought
as a bundle while booking the flat - it is, therefore, reasonable to conclude that
such services are naturally bundled and offered in conjunction with one another
in the ordinary course of business and the other services are ancillary to the
supply of construction service, which is the essential supply — Mr Abdul
is, therefore, providing a composite supply, constructionbeing the principal
supply - entire value of composite service is to be treated, for the purpose of
taxation, as supply of construction service. Further, in case the apartment is sold
after receipt of the completion certificate issued by the competent authority,
since the transaction would be a sale of building and covered under Schedule
IIT of the CGST/WBGST Act, 2017, no GST would be payable on the
consideration charged either for the apartment value or for the right to use of car

parking space as collected by the applicant from its customets.
The questions raised were as follows

(a) Whether the amounts charged by Mr. Abdul for right to use of cat/two
wheeler vehicle parking space along with the sale of under constructed
apartments to its prospective buyers is to be treated as a composite supply
of construction of residential apartment services or the same is a distinct
supply under section 7 of the CGST/WBGST Act, 2017?

(b) If the same is not to be treated as a composite supply, then what is the rate
of tax applicable on such charges collected by Mr Abdul from its prospective

customers?
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(c) If such apartments are sold after receipt of completion certificate from the
competent authority, then whether the amounts collected for right to use of
car parking space will also be treated as a NON GST supply under Sch III of
the CGST/WBGST Act, 2017 and no GST shall be payable on the amounts

charged towards such right to use car parking space?

(d) Whether the taxability would change if such charges for right to use of car
parking space is collected after the sale of the apartment has been done i.e.
the customer had not opted for the car parking space at the time of purchase
of the under constructed unit, but had sought for the same after the unit was

handed over to the customer after receipt of the completion certificate?
Analysis —

Looking over the fact of the case and the scheme of taxation related to the supply
involved, Mr Adbul is developing a residential housing project and supplying
construction services to the recipients for the possession of dwelling units. In
addition to the construction services, he provides services towards right to use of
car parking space to the prospective buyers who opt for the same. This facility of
car parking, however, is not supplied to any person who doesn’t own a property
within the said residential project. Mr. Abdul has made this application seeking
advance ruling in respect of four questions. However, we find that the most
question involved in the instant case is to determine the taxability of services
provided by the applicant for right to use of car parking space and for that
purpose to determine whether such supply constitutes a composite supply with
construction services as the principal supply. Construction services under
Heading 9954 specified at items (i), (ia), (ib), (ic) and (id) against serial number 3
of Notification 11/2017-Central Tax (Rate) dated 28.06.2017, as amended vide
Notification No. 03/2019-Central Tax (Rate) dated 29.03.2019, attract tax @ 1.5%
and @ 7.5%, as the case may be w.e.f. 01.04.2019. Furthet, construction setvices
under Heading 9954 specified at items (i.e.,) and (if) against the aforesaid
serial number attract tax @ 12% and @ 18% respectively. However, in all the

above-referred cases of supply of services, valuation is to be made according to
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provisions of paragraph 2 of the Notification 11/2017-Central Tax (Rate) dated
28.06.2017, as amended, which provides that the value of transfer of land or
undivided share of land which is deemed to be the one-third of the total amount
charged for such supply has to be deducted from the total amount charged for
such supply. In other words, in all such cases, tax shall be levied on two-third
of the total amount charged for such supply. In the instant case, Mr Abdul
enters into agreement with prospective buyers for saleof residential apartment.
Such agreement can be made prior to issuance of completion certificate or post-
issuance of the same. We find that the price of the apartment and consideration
for right to use of open parking space have been separately mentioned in the
allotment letters. The payment schedules for the aforesaid services have also
been specified in a separate manner. However, Mt Abdul has chatged tax @ 18%
on 2/3" of the apartment value as well as 2/3™ of basic parking value thereby
allowing abatement to the extent of 1/3™ of the consideration being deemed
value of land. On the other hand, Mr Abdul issues bill of supply where the
sale of apartment and right to use of parking space are made post issuance of
completion certificate and the applicant has not charged any tax under the GST
Act on such supply. Mr Abdul has contended that the right to use of car parking
space is an ancillary supply to the principal supply of construction services for
apartment and therefore tax under the GST Act on supply of services towards
right to use of car parking space would be levied at the same rate as applicable to
the construction services of apartment. Mr Abdul, in support of his contention,
has placed his reliance on the ruling pronounced by the West Bengal Authority for
Advance Ruling (WBAAR, for short) in the case of M/s. Bengal Peetless Housing
Development Company Ltd [AAR] 2019-TTOL-137-AAR-GST wherein it is held
that the entire value of composite supply which inter alia includes services for
right to use of car parking space, is to be treated for the purpose of taxation,
as supply of construction setvice, taxable under sl. No. 3(i) t/w patagraph 2 of
notification 11/2017-Central Tax (Rate). Mr Abdul draws attention to the press
release of the 47th GST Council meeting wherein clarification has been brought

for GST applicability on preferential location charges in case of lease of plot.
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Accordingly, as per recommendation of the GST Council, it is clarified that location charges
or preferential location charges (PLC) paid upfront in addition to the lease preminm for long
term lease of land constitute part of upfront amount charged forlong term lease of land
and are eligible for the same tax: treatment, and thus eligible for exemption under SI. No. 41 of
notification no. 12/2017- Central Tax (Rate) dated 28.06.2017.”

It appears that the clarification as above has been given in respect of location
charges or preferential location charges (PLC) collected in addition to the lease
premium for long term lease of land. However, here the issue is related to
construction of residential project and right to use of car parking space which is

different from the subject matter, as clarified in the circular.
Question:

Whether the amounts charged by the applicant for right to use of car/two
wheeler vehicle parking space along with the sale of under constructed
apartments to its prospective buyers is to be treated as a composite supply
of construction of residential apartmentservices or the same is a distinct
supply under section 7 of the CGST/WBGST Act, 2017?

Answer:

Supply of services for right to use of car parking space is a separate supply
and not to be construed as a composite supply of construction of residential

apartment services.
Question:

If the same is not to be treated as a composite supply, then the rate of tax
applicable on such charges collected by the applicant from its prospective

customers?
Answer:

In the instant case, supply of services for right to use of car parking space would
be taxable @ 18%.
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Question:

If such apartments are sold after receipt of completion certificate from the
competent authority, then whether the amounts collected for right to use
of car parking space will also be treated as a NON GST supply under Sch
III of the CGST/WBGST Act, 2017 and no GST shall be payable on the

amounts charged towards such right to use car parking space?
Answer:

In such scenario, tax is payable on supply of services for right to use of car

parking space.
Question:

Whether the taxability would change if such charges for right to use of car
parking space is collected after the sale of the apartment has been done
i.e. the customer had not opted for the car parking space at the time of
purchase of the under constructed unit, buthad sought for the same after
the unit was handed over to the customer after receipt of the completion

certificate?
Answer:

In such scenario, tax is payable on supply of services for right to use of car

parking space.

Case “Eden Real Estates Private Limited vs WEST BENGAL AUTHORITY
FOR ADVANCE RULINGGOODS AND SERVICES TAX
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Practical Illustrations

1. PQ Ltd. has two registered places of business in the State of Madhya
Pradesh. Its aggregate turnover during the previous financial year
was Rs.62lakhs. It wishes to opt for a composition levy under sub-
section (1) and (2) of section 10 for one of the places of business
in the current year and wants to continue with registration under the
regular scheme and pay taxes at the normal rate for the other place
of business. Can PQ Ltd. do so? Explain with reason.

Answer:

As per the relevant provision, where more than one registered persons are
having the same PAN issued under the Income-tax Act, 1961, the registered
person shall not be eligible to opt for the composition scheme under section
10(1) unless all such registered persons opt to pay tax under said composition
scheme. In the given case, since MN Ltd. has two places of business (they
are not separate entities under the Income-tax Act, 1961), they would be
registered under the same PAN. Therefore, MN Ltd. cannot opt a for
composition levy for only one of the places of business and pay tax under
the r regular scheme for another place of business. For availing the option
to pay tax under the composite scheme it has to register both the places of
business having the same PAN.

2. Tintin Industries, registered in Himachal Pradesh, is engaged in
making inter-State supplies of readymade garments. The aggregate
turnover of Tintin Industries in the preceding financial year is Rs. 70
lakh. It has opted for composition levy under sub-section (1) and (2) of
section 10 in the current financial year and paid tax for the April — June
quarter of the current year under the composition levy. The proper
officer has leva ied penalty for wrongly availing the scheme on Tintin
Industries in addition to the tax payable by it. Examine the validity
of the action taken by the proper officer.
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Answer:

As per section 10(1), a registered person, whose aggregate turnover in the
preceding financial year did not exceed Rs. 1.5 crore in a State/UT [Rs. 75
lakh in the case of Special Category States except for Assam, Himachal
Pradesh, and Jammu and Kashmir], may opt for the composition scheme.
However, he shall not be eligible to opt for the composition scheme if, he
is engaged in making any inter-State outward supplies of goods or services.
In the given case, since Tintin Industries is engaged in making inter-State
supplies of readymade garments, it is not eligible to opt for the composition
scheme in the current year irrespective of its turnover not exceeding the
threshold limit of Rs. 75 lakh in the preceding FY. Further, if the proper
officer has reasons to believe that a taxable person has paid tax under the
composition scheme despite not being eligible, such person shall, in addition
to any tax payable, be liable to a penalty and the provisions of section 73
or section 74 shall, mutatis mutandis, apply for determination of tax and
penalty. Thus, the action taken by the proper officer of levying the penalty

for wrongly availing the composition scheme is valid in law.

Mr. X opened a retail shop - ‘Sunlight House’ in Janta Market, Jaipur,
Rajasthan on 01* April, 2022 on the same date he obtained the registration
on the same date. He opted to pay tax under Section 10 of the CGST Act,
2017 in the said financial year The aggregate turnover of the retail shop
for the quarter ending 30" June 2022 was Rs. 40 lakh. Further, for the
half year ending 30" September 2022, the turnover reached Rs.85 lakh.
‘Sunlight House’ recorded a rapid growth and the turnover reached
Rs.150 lakh by the end of December 2022 and Rs.165 lakh by the end
of January 2023. Determine the total tax liability of Sunlight House.
Mr. X has duly complied with the provisions of GST laws. The normal
rate of tax in respect of goods sold in the shop is 12%.
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Answer:

Section 10(1) of the CGST Act, 2017 provides that a registered person,
whose aggregate turnover in the preceding financial year did not exceed Rs.
1.5 crore in the State of Rajasthan, will be eligible to opt for payment of
tax under the composition scheme. According to Section 10(3), the benefit
of the composition scheme can be availed up to the aggregate turnover of
Rs.1.5 crore in the current financial year. The option availed of by a registered
person under Section 10(1) shall lapse with effect from the day on which his
aggregate turnover during a financial year exceeds the limit of Rs. 1.5 crore.

For the purposes of determining the tax payable by a person under this
section, the expression “turnover in State or turnover in Union territory”

shall not include the value of following supplies, namely: —

(i) supplies from the first day of April of a financial year upto the date

when such person becomes liable for registration under this Act; and

(i) exempt supply of services provided by way of extending deposits, loans
or advances in so far as the consideration is represented by way of

interest or discount.

Thus, Sunlight House is eligible to pay tax under this section upto the
turnover of Rs.150 lakh. The total tax payable by it is as under: -

Tax
Period Tax rate Turnover (Rs.) | liability
(Rs.)
15 Quarter Since turnover did not 40 lakh Nil

exceed Rs. 40 lakh, it was
not required to obtain
registration. Hence, no
tax was required to be

paid
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2" Quarter | Effective rate is 1% 45 lakh 45,000
(CGST+ SGST/UTGST)]
under Section 10(1)

For 3% Effective rate is 1% 65 lakh 65,000
Quarter (CGST+ SGST/UTGST)]

[(85-40) lakh]

) [(150-85) lakh]
under Section 10(1) up to
Rs. 150 lakh
For the The normal rate of tax i.e. 15 lakh 1,80,000

o) .
month of 12% will be applicable (165 -150) lakh]
January
2023

Total tax 2,90,000

liability

Narayan traders are engaged in the trading of goods within the state
of Maharashtra. In the preceding financial year, it has a turnover of
Rs. 140 lakh from the trading of goods. Further, it has also earned a
bank interest of Rs.20 lakh from the fixed deposits. Narayan traders
wishes to opt for the composition scheme in the current year. You are
required to advise Narayan traders on the same. Would your answer be
different if Narayan traders is also engaged in supply of farm labour
and the turnover from the said activity is Rs.14 lakh?

Answer:

The eligibility of Narayan Trader under the composition scheme is discussed
as under-

» Eligibility under the Composition scheme: As per Section 10(1)
of the CGST Act, 2017, a registered person, engaged in the trading
of goods and supplier of services whose aggregate turnover in the
preceding financial year did not exceed Rs. 1.5 crore, may opt to pay,
in lieu of the tax payable by him, an amount calculated at the specified

rates.
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According to the GST Act, “Aggregate turnover” shall include the
value of supplies made by such person from the 1 day of April of a
financial year upto the date when he becomes liable for registration under
this Act, but shall not include the value of exempt supply of services
provided by way of extending deposits, loans or advances in so far as
the consideration is represented by way of interest or discount. Thus,
in computing his aggregate turnover to determine his eligibility for the
composition scheme, the value of supply of any exempt services by way
of extending deposits, loans, or advances in so far as the consideration is

represented by way of interest or discount, shall not be taken into account.

» Narayan traders are eligible for composition scheme: In the given
case, the services provided by Narayan traders apart from trading of
goods, viz. services by way of extending deposits where the consideration
is represented by way of interest shall not be taken into account for
computation of aggregate turnover for determination of eligibility of
composition scheme. Since the aggregate turnover of Narayan traders
does not exceed Rs. 1.5 crores in the preceding financial year, it shall be

eligible to opt for the composition scheme.

» Narayan traders is not eligible for the composition scheme:
However, if Narayan traders is also engaged in the supply of farm
labour, it will not be eligible for the composition levy since the only value
of the supply of exempt services by way of extending deposits, loans, or
advances in so far as the consideration is represented by way of interest
or discount, shall not be taken into account. Other exempt services shall
be taken into account. Since its aggregate turnover is Rs.1.54 crores in
the preceding financial year it will not be eligible to opt for composition

scheme.

5. A Ltd. is a manufacturing concern in West Bengal. In Financial Year
2021-22 total value of supplies including inward supplies taxed under
reverse charge basis is Rs. 1,53,60,000. (exclusive of taxes). The break-

up of supplies are as follows —
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Particulars Amount
(Rs)
(1) Intra-State Supplies made under forward charge 75,00,000

(2) Intra-State Supplies of goods which are chargeable to |  43,00,000
GST at Nil rate
(3) Intra-State Supplies which are wholly exempt under Sec- 32,00,000
tion 11 of CGST Act, 2017
(4) Value of exempt supply of services being interest earned 1,00,000
on fixed deposits with the bank

(5) Value of inward supplies on which tax is payable under 2,60,000
RCM

Briefly explain whether A Ltd. is eligible to opt for the Composition
scheme in Financial Year 2022-23.

Answer:

A registered person, whose aggregate turnover in the preceding financial
year did not exceed Rs. 1,50,00,000, may opt for payment of tax under the

Composition scheme.

As per Section 2(6) of the CGST Act, 2017, “Aggregate turnover” means
the aggregate value of -

> all taxable supplies (excluding the value of inward supplies on which tax
is payable by a person on a reverse charge basis),

»  exempt supplies,
» exports of goods ot services ot both, and
> inter-State supplies

of persons having the same Permanent Account Number, to be computed

on all India basis, but excludes -

> Central tax,
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State tax,
Union territory tax,

Integrated tax, and

YV V V V

Cess.

Accordingly, for the purposes of computing aggregate turnover of a person

for determining his eligibility to pay tax under this section, the expression

“aggregate turnover” shall not include the value of exempt supply of services

provided by way of extending deposits, loans or advances in so far as the

consideration is represented by way of interest or discount.
Thus, aggregate turnover shall be computed as under —

Computation of Aggregate Turnover (amount in Rs.):

(1) Supplies made under forward charge 75,00,000

(2) Supplies made which are chargeable to GST at Nil rate 43,00,000
(covered under exempt supply)

(3) Supplies that are wholly exempt under Section 11 of 32,00,000
the CGST Act, 2017

(4) Value of exempt supply of services being interest Nil
earned on fixed deposits with the bank

(5) Value of inward supplies on which tax payable under Nil
RCM (specifically excluded)

Total 1,50,00,000

Since Aggregate turnover does not exceed Rs. 1,50,00,000 during the

Financial Year 2021-22, So, A Ltd. is entitled for Composition Scheme for

Financial Year 2022-23.

THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT 33



HAND BOOK ON COMPOSITION SCHEME AND COMPOSITE SUPPLY

6. AXT Ltd. a manufacturing concern of Uttar Pradesh having an
aggregate turnover of Rs. 120 lakhs in the financial year 2021-22 has
opted for composition scheme and furnishes you with the following
information for Financial Year 2022-23. It requires you to determine
its composition tax liability and total tax liability. The break-up of

supplies are as follows —

Particulars Amount
(Rs)

(1) Intra State Supplies of Goods X chargeable @ 5% GST | 30,00,000
(2) Intra State Supplies of goods which are chargeable to GST | 18,00,000

at Nil rate
(3) Intra-state supply of services chargeable with 5% GST 6,00,000
(4) Interest earned on fixed deposits with banks 8,00,000

(5) Intra-state supplies which are wholly exempt under Sec- | 2,40,000
tion 11 of CGST Act, 2017
(6) Value of inward supplies on which tax payable under RCM |  5,00,000
(GST Rate 5%)
(7) Intra State Supplies of Goods Y chargeable @ 18% GST | 30,00,000

Also, determine composition tax liability if AXT Ltd. is a trader instead

of a manufacturetr.

34 TAX RESEARCH DEPARTMENT m THE INSTITUTE OF COST ACCOUNTANTS OF INDIA



HAND BOOK ON COMPOSITION SCHEME AND COMPOSITE SUPPLY

Answer:
The composition tax liability of A Ltd. shall be as under —
(1) Computation of Aggregate Turnover and composite tax:

(Amount in Rs.)

Particulars Manufacturer | Trader
(1) Intra State Supplies of Goods X 30,00,000 | 30,00,000
chargeable @ 5% GST
(2) Intra State Supplies of goods which 18,00,000 -

are chargeable to GST at Nil rate

(3) Intra-state supply of services 6,00,000 | 6,00,000
chargeable with 5% GST

(4) Interest earned on fixed deposits - -
with banks [WN-2]

(5) Intra-state supplies which are wholly 2,40,000 ——
exempt under Section 11 of CGST
Act, 2017

(6) Value of inward supplies on which 5,00,000

tax payable under RCM (GST Rate
5%, (not to be included)

(7) Intra State Supplies of Goods'Y 30,00,000 Nil
chargeable @ 18% GST

Aggregate turnover 86,40,000 | 66,00,000

Rate of composite tax 1% 1%

Total Composite tax (A) 86,400 66,000
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(2) Tax payable under reverse charge basis (amount in Rs):
Value of inward supplies on which tax is payable | 5,00,000 | 5,00,000
under RCM
Rate of GST 5% 5%
Tax payable under RCM (B) 25,000 | 25,000
Total Tax liability [A + B] 1,11,400 | 91,000
Working Note:

(1)

(2)

Section 10(1) provide that a composition supplier may supply services of
value not exceeding 10% of the turnover in the preceding financial year
in a State or Union Territory or Rs.5 lakhs whichever is higher. Thus, A
Ltd. can supply services to the extent of 10% of Rs.120 lakhs i.e. Rs. 12
lakhs.

According to the explanation to Section 10(1), the value of exempt
supply of services provided by way of extending deposits, loans or
advances in so far as the consideration is represented by way of interest
or discount shall not be taken into account for determining the value of

turnover in a State or Union territory.

Since the value of services provided excluding interest earned on
deposits is Rs.6,00,000 which is within the limit of Rs. 12 lakhs, hence A
Ltd. is eligible for the composition scheme.

According to Explanation 2 to Section 10, for the purposes of determining
the tax payable by a person under this section, the expression “turnover
in State or turnover in Union territory” shall not include the value of
exempt supply of services provided by way of extending deposits, loans
or advances in so far as the consideration is represented by way of

interest or discount.
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FAQ

1. When will a person opting for composition levy pay tax?

A person opting for a composition levy will have to pay tax every quarter
before the 18th of the month succeeding the quarter during which the

supplies were made.

2. How will the aggregate turnover be computed for the purpose of
composition?

Aggregate turnover will be computed on the basis of turnover on an all India
basis and will include the value of all taxable supplies, exempt supplies, and
exports made by all persons with the same PAN, but would exclude inward
supplies under reverse charge as well as central, State/Union Tertitory and

Integrated taxes and cess.

3. Can a person who has opted to pay tax under the composition scheme
avail Input Tax Credit on his inward supplies?

No. A taxable person opting to pay tax under the composition scheme is out
of the credit chain. He cannot take credit for his input supplies. When he
switches over from the composition scheme to the normal scheme, eligible

credit on the date of transition would be allowed.

4. Can a registered person, who purchases goods from a taxable person
paying tax under the composition scheme, avail credit of tax paid on
purchases made from the composition dealer?

No, as the composition dealer cannot collect tax paid by him on outward
supplies from his customers, the registered person making purchases from a

taxable person paying tax under the composition scheme cannot avail credit

5. Is Uniform application of the composition scheme for a person having
the same pan number compulsory?

Yes, it is compulsory. It can be understood as “A dealer ‘Gupta & Brothers’
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10.

11.

has two offices in Delhi and is eligible for composition levy for goods. If
‘Gupta & Brothers’ opts for the composition scheme for goods, both the
offices would pay taxes under the composition scheme and abide by all the

conditions as may be prescribed for the said composition scheme”.
Whether the composition scheme is optional or compulsory?
Yes, it is optional, and voluntary in nature.

Can a Composition Dealer issue a Tax Invoice?

No. Since a Composition Dealer is not allowed to avail input tax credit, such
a dealer cannot issue a tax invoice as well. A buyer from composition dealer

will not be able to claim input tax on such goods.

Which returns are required to be filed by a taxable person registered
under Composite Scheme?

The taxable person is required to furnish only one return i.e. GSTR-4 on a
quarterly basis and an annual return in FORM GSTR-9A. Quarterly return
needs to be furnished by the 18th of the month succeeding the quarter. For
example, return in respect of supplies made from January 2023 to March
2023, is required to be filed by 18th April 2023.

Can a Composition Dealer collect composition tax separately?

No, a Composition Dealer is not allowed to collect composition tax from the

buyer.
When will a person opting for composition levy pay tax?

A person opting for composition levy will have to pay tax on a quarterly
basis before the 18th of the month succeeding the quarter during which the

supplies were made.

Can a person making an application for fresh registration under GST
opt for the composition levy at the time of making an application for
registration?
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Yes. Such persons can give the option to pay tax under the composition
scheme in Part B of FORM GST REG-01. This will be considered as an

intimation to pay tax under the composition scheme.
12. What is the validity of the composition levy?

The option to pay tax under composition levy would remain valid so long as
conditions mentioned in section 10 of the CGST Act, 2017 and Rule 3 to 5
of the CGST Rules, 2017 remain satisfied

13. Can a person paying tax under composition levy, withdraw voluntarily
from the scheme? If so, how?

The registered person who intends to withdraw from the composition
scheme can file a duly signed or verified application in FORM GST CMP-
04. Every person who has filed an application for withdrawal from the
composition scheme may electronically furnish, a statement in FORM GST
ITC-01 containing details of the stock of inputs and inputs contained in semi-
finished or finished goods held in stock by him on the date of withdrawal,
within a period of thirty days of withdrawal. But a person can switch from
composition to regular only at the beginning of the FY and not during the

year.
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