GOVERNMENT OF NATIONAL CAPITAL TERRITORY OF DELHI
DEPARTMENT OF TRADE & TAXES
VYAPAR BHAWAN, LP. ESTATE, NEW DELHI-110002
(POLICY BRANCH)

No. F.3(S7SVGST/Policy/2024/2 o4y -C3 Dated: 04/ 1o /2024

Circular No. 25/2024- GST of State Tax
(Ref. Circular No. 231/25/2024 GST of Central Tax)

Sub:-Clarification on availability of input tax credit in respect of
demo vehicles- reg.

Central Board of Indirect Taxes and Customs (CBIC) has issued the above referred
circular. For the uniformity, it has been decided that the said circular issued by the CBIC is
being made applicable, mutatis mutandis, in implementation of the DGST Act, 2017. Copy
of the referred CBIC circular is attached herewith.

This Circular is clarificatory in nature. Difficulty if any, in the implementation of this
Circular may be brought to the notice of the office of the Commissioner of State Tax, Delhi.

A
(CHANCHAL YADA
COMMISSIONER (STATE TAX)

No. F.3(575)/GST/Policy/2024/ 2o\ Y~ §™3 Dated: oY/ o /2024
Copy to:-

1. All Spl./Addl./Joint Commissioners, Department of Trade & Taxes, GNCT of Delhi,
Vyapar Bhawan, |.P. Estate, New Delhi-02.
Special Commissioner,(PR), Department of Trade & Taxes, GNCT of Delhi, Vyapar
Bhawan, 1.P. Estate, New Delhi-02 for publicity of the contents of this circular.
4. Sr. System Analyst, IT for uploading the circular on website of the Department.
4. The President/General Secretary, Sales Tax Bar Association (Regd.), Vyapar
Bhawan, 1.P. Estate, New Delhi-02
5. All Assistant Commissioner/GSTOs Department of Trade & Taxes, GNCT of Dethi,
Vyapar Bhawan, |.P. Estate, New Delhi-02 through Zonal Commissioners.
6. PS to the Commissioner, Department of Trade & Taxes, GNCT of Delhi, Vyapar
Bhawan |.P. Estate, New Delhi-02.

7. Guard File. - l

(RITA KAUSHIK)
ASSISTANT COMMISSIONER (POLICY)
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Circular No. 231/25/2024-GST

F. No. CBIC-20001/6/2024-GST
Government of India

Ministry of Finance
Department of Revenue
Central Board of Indirect Taxes and Customs
GST Policy Wing

La t ]

New Delhi, dated the 10™ September, 2024
To,
The Principal Chief Commissioners/ Chief Commissioners/ Principal Commissioners/

Commissioners of Central Tax (All)
The Principal Directors General/ Directors General (All)

Madam/Sir,

The deme vehicles are the vehicles which the authorised dealers for sale of motor
vehicles are required to maintain at their sales outlet as per dealership norms and are used for
providing trial run and for demonstrating features of the vehicle to the potential buyers. These
vehicles are purchased by the authorised dealers from the vehicle manufacturers against tax
invoices and are typically reflected as capital assets in books of account of the authorized
dealers. As per dealership norms, these vehicles may be required to be held by the authorized
dealers as demo vehicle for certain mandatory period and may, thereafter, be sold by the
dealer at a written down value and applicable tax is payable at that point of time.

2 Reference has been received to issue clarification regarding availability of input tax
credit in respect of demo vehicles on the following issues:

i. Availability of input tax credit on demo vehicles, which are motor vehicles
for transportation of passengers having approved seating capacity of not
more (han 13 persons (including the driver), in terms of clause(a) of
section 17(5) of Central Goods & Services Tax Act, 2017 (hereinafter

. referred Lo as the "CGST Aet™), .

ii. Availability of input tax credit on demeo vehicles in cases where such
vehicles are capitalized in the books of account by the authorized dealers.

3. In order 1o ensure uniformity in the implementation of the provisions of law across the

field formations, the Board, in exercise of its powers conferred ' w““ ﬂ)& the
CGST Act, hereby clanfies the above issues uhclow
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4.1 Clause (2) of Section 17(5) of CGST Act provides that input tax credit shall not be
available in respect of motor vehicles for transportation of persons having approved seating
capacity of not more than 13 persons(including the driver), except when they are used for
making following taxable supplies, namely:

A farther supply of such motor vehicles; or

B. transportation of passengers; or
C. imparting training on driving such motor vehicles.

42  The intention of law, as it appears from the use of expression ‘when they are used
for making the following taxable supplies’ in clause (a) of section 17(5) of CGST Act, is to
exclude certain cases (based on the nature of outward taxable supplies being made using the
said motor vehicle) from the restriction on availment of input tax credit in respect of the
specified motor vehicles i.e. motor vehicles for transportation of persons having approved
seating capacity of not more than thirteen persons (including the driver). The taxable
supplics, permitted for the purpose of being excluded from the blockage of input tax credit as
per provisions of clause (a) of section 17(5) of CGST Act, being further supply of such motor
vehicles. transportation of passengers and imparting training on driving such motor vehicles.

43  As demo vehicles are used by authorized dealers to provide trial run and to
demonstrate features of the vehicle to potential buyers, it is quite apparent that demo vehicles
cannot be said to be used by the authorized dealer for providing taxable supply of
transportation of passengers or imparting training on driving such motor vehicles. Therefore,
demo vehicles are not covered in the exclusions specified ifi subsclauses (B) and (C) of clause
(a) of secion 17(5) of CGST Act. Accordingly, it is t0 be seen whether or not the Demo
vehicles in question can be said to be used for making “further supply of such motor
vehicles™, as specified in the sub-clause (A) of the clause (a) of section 17(5) of CGST Act.

44  Regarding the provision for blockage of input tax credit in respect of motor vehicles
for wansportation of persons having approved seating capacity of not more than thirteen
persons (including the driver), the usage of the words “such motor vehicles” instead of
“said motor vehicle”, in sub-clause (A) of the clause (a) of section 17(S) of CGST Act,
implies that the intention of the lawmakers was not only to exclude from the blockage of
mput tax credit, the motor vehicle which is itself further supplied, but also to exclude from
the blockage of input tax credit, the motor vehicle which is being used for the purpose of
further supply of similar type of motor vehicles. As demo vehicles are used by authorized
dealers o provide trial run and o demonstrate features of the vehicle to potential buyers, it
helps the potential buyers 1 make a decision (o purchase a particular kind of motor vehicle.
Therefore, as damo vehucles promote sale of similar type of motor vehicles, they can be
considered 10 be used by the dealer for making ‘further supply of such motor vehicles'.
Accordingly, input tax credit in respect of deme vehicles is not blocked under clause (a)
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of section 178) of CGST Act, we it ik eveladed from such blackage in ferms of sub-clause
(A) of the epid clwwee.

4% Mmuhmrmwhwmmmmhmmnfmm
approved seating capncity of not more than thirteen persons (inchading the driver) are ased by
an authorized desler for purposcs other than for making frther supply of such motor
vehicles sm for traneportation of it aaff emplovees’ management etc In mch cases, the
same cannel be said 1o be used for making ‘further supply of such motor vehicles” and
therefore, input tax credit in respect of sach motor vehicles would not be excluded from
lockage in terms of eub-clanse (A) of clause (a) of section 17(5) of CGST Act.

46  Further, there may be cases where the authorized dealer merely acts as am agept or
service provider 1o the vehicle manufacturer for providing marketing service, mcluding
providing facility of vehicle test drive to the potential customers of the vehicle on behalf of
the manufacturer and is not directly mvolved in purchase and sale of the vehicles. In such
cases, the sale invoice for the vehicle is directly issued by the vehicle manufacturer to the
customer For providing facility of vehicle test drive to the potential customers of the velicle,
the dealer purchases demo vehicle from the vehicle manufacturer. The dealer may sell the
sand demo vehicle 1o a customer afier a specified time or kilometres as per agreement with the
vehicle manufacturer on payment of applicable GST. In such a case, the authorized dealer s
mercly providing marketing and/or facilitation services to the vehicle manufacturer and s not
making the supply of motor vehicles on his own account. Therefore, the said demo vehicle
cannot be smd 10 be used by the dealer for making further supply of such motor vehicles.
Accordingly. in such cases, input tax credit in respect of such demo vehicle would not be
excluded from blockage in terms of sub-clause (A) of clause (a) of section 17(35) of CGST
Act and thercfore, mput tax credit on the same would not be available to the said dealer.

S Avallability of input tax credit on demo vehicles in cases where such vebicles are
capitalized in the books of account by the suthorized dealers.

£ As per provisions of section 16(1) of CGST Act, ewery registered taxpayer s eniitled
1o take input tax evedit charged on any supply of goods and services made o him, where such
goods or services are used i the course or furtherance of business of such person, subject to
such condiions and restncuions as may be prescnbed and n the manner which s specified.

€2 Further “goods” has becn defined i section 2(52) of CGST Astas,

“poods"™ means every kind of movable property other than mongy and securities
et includes actionable laum, growing crops, grass and things altached o or
Jormiing part of the land which are agreed w be severed bgfore supply or under a
cantract of suppl)

€3 A seetion M%) of CUST Act defines "sapunl goods” o5
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“capital gonds means goods. the valwe of which is capitalized in the books of
account of the pereon claiming the inpet tax credit and which are aved or
intended 1o be weed in the comrse or furtherance of business

sS4 As mentioned in paras shove. as the demo vehicles are used by the authorized dealers
to promote further sale of motor vehicles of the similar type and therefore, such vehicles
appeat to be wsed in the course or furtherance of business of the authorized dealers. Where
such vehicles are capitalized m the books of accounts by the authorized dealer. the said
vehiele hnsmmdeﬁnitmof“qinlm“mmlﬂwofCGSTmAsnr
provision of section 16(1) of CGST Act, subject to such conditions and restrictions as may be
ne.!chnrec'qwemdmiseutitkdtotakeitwttnxcudiﬁnrespeclofhxchpdm
the inward supply of any goods, which as per definition of “goods™ under section 2(52) of
OGST Act. includes even capital goods. Further, section 2(19) of CGST Act also recoenizes
that capital poods are used or intended to be used in the course or furtherance of business.
Au-i-gl_\'.w“yd’_nmaﬂule-vdchhntmtym‘
m«“mhmmum«mmm*
to other provisions of the Act.

5.8 However, it 1 to be mentioned that in case of capitalization of demo vehicles,
availability of input tax credit would be subject to provisions of section 16(3) of CGST Act.
mmumu@mmlmcw«mmum
Wd&cmﬂdcﬁdgooﬁnﬂphﬂmdmdﬁnymduthemm
1961, the mput tax credit on the said tax component shall not be allowed. It is further
mcﬁmndthnmaxdumvehkle,whichhmpihlimiisnbuemlysoldbyd:
authonzed dealer, the authorized dealer shall have to pay an amount or tax as per provisions

of secthon Iﬂl&)dma\umﬂﬁﬁuh“(ﬂdﬂlceﬂdﬁoﬁﬁmh
Rules, 2017

o haquhﬂuﬁﬂﬂeMpﬂdcumybthMﬂnmd
thas Carcular

1. l)aﬂimiy.d'-y.mmclmplemunimoflhisCmmmybcbmughblhm
of the Board. Hindi version would follow.

(Sanjay Mangal)
Principal Commissioner (GST)
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