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ppUTY COMMISSIONER OF SALES TAX (LAW) BOARD OF
2 REVENUE (TAXES), ERNAKULAM oA

‘},— 3 V.
ADVANI OORLIKON (P) LTD. TRIVANDRUM
October 12, 1979
[N. L. UNTWALIA AND R. S. Patuax, 17]

Central Sales Tax Act, 1956, Section 2(j) and 2(h)—Scope of.

The respondent assessee is a privale limited company carrying on business
23 sola selling agents for @ certain brand of Welding Electrodes. Tt charsed the
catalogue price less trade discount from retailers for the goods supplicd. The C
, <atalogue price is the price which the retailer is enlitled to chargs the consumer.
7 The returns fiied under the Central Sales Tax Act, 1956, showed a taxable turp-
over of interstitec sales amounting to Rs. 8,71,624/- for the ossessment year
1971-72. This figure was derived by deducting Rs. 1,06,708/- from the cata-
Jogue price paid as trade discount by the assessee to the retailers. The Sales Tax
Oficer, refused lo allew the deduction and computed the taxable turnover
at Rs. 9,78,332/-. On appeal, the Appellate Assistant Commissioner upheld the D
asessee’s claim that trade discount did not form part of the turs-over and
could not, therefore, atiract sules tax. A sccond appeal wos dismissed by the ‘
Appellate Tribunal. A revision application by the Revenue to the High Court .
was also dismissed.

It was contended (i) that the High Court erred in aflirming that an amount

paid by way of trade discount, could not be included in the taxable turnover E
¥ for the purpose of assessment, (ii) that in effect the assessee entered into two

distinct contracts with the retailer, the first contract related 1o the sale of goods !
al the catalogue price and the second contract stipulated that the retailer could ;
dlually pay the sale price less {rade discount and that since the sale was effected
wiur the first contruct the enlire amount treated as consideration for the sale
wider that conmtract had to be included in the tuxnblF turn-over.

"T} Dismissing the appeat, i ’

HELD : It is true that a deduction on account of cash discount is alone
I 3P€dﬁcully comtemplated from the sale comideration in the defimtion 'Of “sale
¢ Pliee® by section 2(h) und that cash discount cannot be confused  with trads
fllmqr. They are two separale und distinet  ¢oneepls. Cash tiu;cou-nt is G
lomed when (he purchaser makes payment promptly ot within the period of
1t “™itallowed. It is g discount granted in consideration of expeditivus payment.
% A Uade discount iy g deduction from the catalogue price of goods allowed by
y % Cts to retailers engoged in the trade. The allowance enables the rc‘tzulcr
i wll the goods at the catalogue price and yet make » n:usonnble_ margin of
[ rrurn after tiking into account his business eXpensc- The ?ulw::rd invoice sent
=4 2 wiholesyle dealer 1o n retailer shows the catelogue price and against that H
“Uction of the truda discount is shown. The net amount is the sale price,

a " is that pet amount which is eatered io the books of the respective parties

“mount realivable, {933 G-F, 9344-Cl
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Orient Paper Mills Ltd. V. State of Orissa (1975) 35 ST.C. 34 referrgy g

Under the Sales Tax Act, the sale price which enters into the computag;
of the turnover is the consideration! for which the goods arg sold by the -”-“-sc‘s;m
Where trade discount is allowed on the catalogue price, the sale price i ;:
amount determined after deducting the trade discount. It is immateria] thyy t}:-,
definition of “Sale Price” in scction 2(h) of the Act does not expressly pravig
for the deduction of trade discount from the sale price. Having regarg to thg
circumstance that the sale price is arrived at after deducting the trade discount,

" no question arises of deducting from the sale price any sum by way of trage

discount. Nor is there any question here of two successive agreements between
the parties, one providing for sale of the goods at the catalogue price ang the
other providing for an allowance by way of trade discount. Having regatd (o
the nature of trade discount, there is only one sale price between the dealor
and the retailer and that is the price payable by the retailer calculated at the
difference between the catalogue price and the trade discount. There is only
one coniract between the partics, the contract being that the goods will be soid
by the dealer to the retailer at the aforesaid sale price. The sale price which

* enters into the computation of the assessee’s.turnover for the purpose of assess-

ment under the Sales Tax Act, is obtained after deducting the trade discount
from the catalogue price. The trade discount allowed by the assessce cannot be
included in the turnover. [934 C-E, F, 935]

1
Orient Paper Mills Ltd. v, State of Orissa (1975) 35 STC 84, Ambica Milly
Lid. v. The State of Gujarat and another (1964) 15 STC 367, affirmed.

India Pistons Ltd, v. State of Tamil Nadu (1974) 33 STC 472, distinguish-
ed.

CrviL ApPELLATE JURISDICTION : Civil Appeal No. 1897 of 1976.

Appeal by Special Leave from the Judgment and Order dated
24-10-1975 of the Kerala Hizh Court in T.R.C. No. 86/74.

Dr. V. A. Seyid Muhammed and K. R. Nambiar for the Appcllant.

Dr. Y. 8. Chitale and Mrs. Sunanda Bhandare for the Respondent.

The Judgment of the Court was delivered by

PATHAK, J: This appeal by special lcave raiscs the questior
whether for the: purposc of computing the turnover asscssed to salfs
tax under the Central Sales Tax Act, 1956 the sale price of goods IS
determined by including the amount paid by way of trade discount.

The assessee is a private limited company carrying on business s
sole selling agent for a certain brand of welding electrodes. For the
goods supplied to retailers, it charged them the catalogue price 1%
trade discount, The catalogue price js the price which the retailer s
entitled to charpe the consumer, For the assessment y:ar 1971-72, the
returns filed wnder the Central Sales Tax Act, 1956 showed a taxsble
turnover of <inter-State sales amounting to Rs. 8,71,624. This figur
was derived by deducting from the catalogue price the amount ©
Rs. 1,06,708 paid as trade discount by the assessee to retailess.
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Sales Tax Officer refused to allow the deduction and computed the
taxable turnover at Rs. 9,78,332. The Sales Tax Officer was of the
view ‘that the amount paid by way of trade discount could not be
excluded from the catalogue price. The assessee appealed, and the
Appellate Assistant Commissioner upheld its claim that trade dis-
count did not form part of the turnover, and it could not therefore
attract sales tax. A second appeal filed by the Revenue was dismissed
by the Appellate Tribunal. The Revenue applied in revision to thé
High Court of Kerala and the revision application has been dismissed.

The Revenue appeals.

It is contended before us by the Revenue that the High Court has
erred in affirming that an amount paid by way of trade discount cannot
be included in the taxable turnover for the purpose of assessment. It is
pointed out that the definition of “sale price” in section 2(h) of the
Central Sales Tax Act permits the deduction of sums allowed as cash
discoun{ only and makes no reference to sums allowed by way of
trade discount. It is contended that in effect the assessee enters into
two distinct contracts with the retailer, the first contract relates to' the
sale of goods at the catalogue price and the second contract stipulates
that notwithstanding the tiability of the refailer under the first contract
to pay the entire sale price, he may actually pay the sale price less
trade discount. On that submission, it is sought to be urged that since
the sale is effected under the first contract, the entirc amount treated
as consideration for the sale under that contract has to be included in
the taxable turnover.

We have considered the matter carefu]ly and in our judgment the
appeal must fail,

At the outset, ic is appropriate that we set forth the two relevant
definitions contained in the Central Sales Tax Act. Section 2(j)
defines “furnover” to mean “the aggregate of the sale prices received
and recejvable by him (the dealer) in respect of sales of any goods
in the course of inter-State trade or commerce .......... ?. And
section 2(h) of the Act defines the expression “sale price” to mean
“the amount payable to a dealer as consideration for the sale of any
goods, less any sum allowed as cash discount according to the prac-
‘tice normally prevailing in the trade .......... ”, It is true that a
deduction on account of cash discount is alone specifically contemp-

lated from the sale consideration in the definition of “sale price” by

section 2(h}, and there is no doubt that cash discount cannot be con-
fused with trade discount. The two concepts are wholly distinct and

- separate, Cash discount is allowed when the purchaser makes payment
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promptly or within the period of credit allowed. 1t is a discount granted
in consideration of expeditious payment. A trade discount is a deduc-
tion from the catalogue price of goods allowed by wholesalers to
retailers engaged in the trade. The allowance enables the retailer to
sell the goods at the catalogue price and yet make a reasonable margin
of profit after taking into account his business expense. The cutward
invoice sent by a wholesale dealer to a retailer shows the catalogue
price and against that a deduction of the trade discount is shown.
The net amount is the sale price, and it is that net amount which is
entered in the books of the respective parties as the amount realisable.
Orient Paper Mills Ltd. v. State of QOrissa.(")

Under the Central Sales Tax Act, the sale price which enters intor
the computation of the turnover is the consideration for which the
goods are sold by the assessee. In a case where frade discount is
allowed on the catalogue price, the sale price is the amount determined
after deducting the trade discount. The trade discount does not enter
into the composition of the sale price, buf exists apart from and out-
side it and prior to it. It is immaterial that the definition of “sale price™
in section 2(h) of the Act does not expressly provide for the deduc-
tion of trade discount from the sale price. Indeed, having regard to the
circumstance that the sale price is arrived at after deducting the trade
discount, no question arises of deducting from the sale price any sum
by way of trade discount.

Nor is there any question here of two successive agreements

between the parties, one providing for sale of the goods at the
catalogue price and the other providing for an allowance by way of
trade discount. Having regard to the nature of a trade discount, there
is only one sale price betwebn the dealer and the retailer, and that is
the price payable by the retailer calculated as the difference between
the catalogue price and the trade discount. There is only one contract
between the parties, the contract being that the goods will be sold by
the dealer to the retailer at the aforesaid sale price.

We have been referred to Ambica Mills Ltd. & Ors. v. The State
of Gujarat & Anr.(*) Where the Gujarat High Court rejected the
claim of the manufacturer to a deduction of the remission allowed
from the sale price to the purchaser on account of a general fall in
prices when delivery of the goods was effected. In our opinion, the
case supports the view we are taking. The sale price remained the
stipulated price in the contract between the parties. The fail in prices

'

(1) (1975) 35 S.T.C. 84,
(2) (1964) 15 8.T.C. 367
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occurred after the contract of sale had been finalised, and with a view
to rclieving ths purchaser to some extent of the loss which could have
been occasioncd thereby, the manufacturer sought to bear part of the
loss by granting a rebate or remission to the purchaser. The Revenue
relies on India Pistons Limited v. State of Tamil Nadu.(*) In that case,
the bonus of which deduction was sought by the asscssec from the
turnover was paid under a bonus discount scheme, not to all customers
but only to distributors whose net purchases from the assessee
exceeded the target figure agreed to between the parties. The amount
of rebate allowed was credited to the customer’s account and treated
as a reserve from which the distributors could make future pur-
chases. The rebate of bonus discount was not allowed as a deduc-
tion by the Mzdras High Court and, in our opinion, rightly so. It was
in the natere of an incentive bonus paid to distributors whose net pur-
chases exceeded the target figure. It did not, and could not, affect the
sale valge of the goods sold by the assessee. The sale price remained
undisturbed in the contract between the parties.

In our judgment, the sale price which enters into the computation
of the assessee’s turnover for the purpose of assessment under the
Central Sales Tax Act is obtained after deducting the trade discount
from the catalcgue price. The trade discount allowed by the assessee
caonnot be included in the turnover.

___ In the result, the appeal fails and is dismissed with costs.

NKA - ' ' Appeal dismissed.

(1) [19741 33 5.7.C. 472
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