
FAQs–GSTonHirePurchase/Hypothecation/FinanceLeaseServiceIndustry

1.WhetherHirePurchaseTransactionsarecoveredunderGST?

 AsperScheduleII,Clause1(b)oftheCentralGoodsandServiceTaxAct(CGST),2017,

anytransferofrightingoodsorofundividedshareingoodswithoutthetransferoftitle,

isasupplyofservice.

 Sinceinhirepurchase,theownershipisnotcompulsorilytransferredtothecustomer

andonlytherighttouseisalonetransferred,itshallbetreatedas“SupplyofServices”.

 Hence,HirePurchaseTransactionsarecoveredunderGST.

2.Areloancum transactionshypothecationsaresubjecttoGST?

 Loantransactionsaretreatedastransactioninmoney.Hence,repaymentofprincipal

portionofloanisneitheragoodnoraservice.HenceitisnotliableforGST

 InterestreceivedonloanshallalsobetreatedasExemptSupply.

3.WhetherFinancialLeaseisalsotaxableunderGST?

 AspertheprovisionsofScheduleIIoftheCGST Act,anytransferofright

ingoodsorofundividedshareingoodswithoutthetransferoftitlethereof,isa

supplyofservicesandhenceitisfullytaxableunderGST.

 Foralease,thereisatransferofrighttousetheassetfrom theLessorto

theLessee.

 Therefore,leasetransactionsshallbetreatedassupplyofservicesforthe

purposeofGST.Further,thereisapparentlynodifferencebetweenfinancial

leaseandoperatingleasesundertheGSTregime.

 Here itis importantto note thatsome cases offinancialleases involve

compulsorytransferoftitle oftheassetattheendofthetenure,suchcases

willbetreatedassupplyofgoods,becauseScheduleIIoftheCGST Actstates

any transferoftitle in goods underan agreementwhichstipulates that

property in goods shallpass at a future date upon payment of full



considerationasagreed,isasupplyofgoods.

4.WhetheraHirepurchasetransactionissupplyofgoodsorsupplyofservices?

 AsperScheduleII,Clause1(b)oftheCentralGoodsandServiceTaxAct(CGST),2017,

anytransferofrightingoodsorofundividedshareingoodswithoutthetransferoftitle,

isasupplyofservice.

 Sinceinhirepurchase,theownershipisnotcompulsorilytransferredtothecustomer

andonlytherighttouseisalonetransferred,itshallbetreatedas“SupplyofServices”.

5.WhetherthresholdlimitofAggregateTurnoverof20Lakhsor10Lakhsasthecasemay
be,is applicable to the Hire Purchase or leasing transactions or Hypothecation
Transactions?

a)Thethresholdlimitof20Lakhsor10lakhsforcompulsoryregistrationis

calculatedasfollows

b)TaxableSupplies(HP&Leaseinstalments)+ExemptedSupplies(Intereston

Loans)+NilRatedSupplies+TaxablesuppliesinthecaseofHypothecation

(Servicecharges,documentchargesorotherchargesexceptinterest)

c)Iftheentityisengagedinonlyexemptedsupplies(Foreg.Interestreceivedon

loans),thenasperSec.23oftheCGSTAct,thereisnoneedtoregister.i.e.if

theentityisreceivingonlyinterestonloan,thenthereisnoneedtoregister.

d)However,theabovelimitshallnotapplyandtheentitymustregisterincertain

situations,especiallyinthefollowingsituations:

(i) IfoneoftheTaxableSupplies(HPandLease)ismadetoanotherstate

(i.e.ifoneoftheHP/leasecustomersisinanotherState)

(ii)Ifentityreceivesservices,forwhichtheservicereceiverisliabletopay



GST.

e)Iftotalof(b)aboveismorethat20lakhs,registrationismust,eveniftaxable

serviceisonlyRs.one(1).

6.AtwhatratesshallGSTbechargedonleasetransactions/hirepurchase/hypothecation?

Theratesshallbeasfollows(Sl.No.15(iii)ofNotificationNo.11/2017–CentralTax
(Rate)dt.28.6.17)

NatureofReceipt SACCode RateofGST

PrincipalreceivedonLoan NA OutsidethescopeofGST

InterestreceivedonLoan 9971 Exempt

FinancialLeasing

9971

SamerateofGSTas

applicableonthesaleof

similarvehicles
HirePurchase

Hypothecation–forothercharges 18%

7.Whatisthemeaningofturnoverforlimitof20Lakhs/10Lakhs/75Lakhswhetheritwould
begrossamountofinstallmentsreceivedornethirechargesreceived?

Thethresholdlimitof20Lakhsiscalculated=

TaxableSupplies(HP&Leaseinstalments)+ExemptSupplies(InterestonLoans)+Nil

rateSupplies.

(TheGrossamountofinstallmentsmustbeconsideredandnotthenethirecharges).

8.IsGSTapplicableonNon-BankingFinancialCompaniesonlyoritisalsoapplicabletoNon-
corporates?

GSTisapplicabletoeverypersonirrespectiveofbeingacorporateornon–corporateifthere



isasupplyofserviceorgoodsandthevalueofsupplyisabovethethresholdlimit.

9.How theGSTiscalculated. WhataretheitemscoveredfortaxabilityofGSTforHire

Purchase/Hypothecation/Financialleasetransactions.

 GSTmustbepaidbasedonthedateofinvoiceasdecidedbytheGSTAct,2017.

 SincetheFinancialLeasingandHirePurchaseisnormallyforalongerperiodoftime,it

couldcomeunderthedefinitionofContinuousSupplyofServicesasdefinedasper

Sec.2(33)oftheCGSTAct:

2(33)“continuoussupplyofservices”meansasupplyofserviceswhichisprovided,or

agreedtobeprovided,continuouslyoronrecurrentbasis,underacontract,foraperiod

exceedingthreemonthswithperiodicpaymentobligationsandincludessupplyofsuch

servicesastheGovernmentmay,subjecttosuchconditions,asitmay,bynotification,

specify

 Further,asperSection31(5)oftheGSTAct,2017,Invoicemustbeissuedincaseof

ContinuousSupplyofServicesasfollows:

Situation Invoicemustbeissued

Iftheduedateofpaymentisascertainable

from thecontract

Onorbeforetheduedateofpayment

If the due date of payment is not

ascertainable

Beforeoratthetimeofreceiptofpayment

Ifthepaymentislinkedtothecompletion

ofevent

Onorbeforethedateofcompletionofthat

event.

Inthecaseofhirepurchase/financiallease–totalamountofinstallments,servicecharges
andallothercharges,initialhire(downpayment)shallbeaddedandGSTwouldbeleviedon
full.

InthecaseofhypothecationGSTwouldbeleviedoneverythingexceptprincipal&interest
onloan.Overduepenaltyistaxablebutoverdueinterestisexempted.

10.WhetheranentitycanobtaincentralizedregistrationunderGSTforsupplyofservices?



Irrespectiveofsupplyofservicesorgoods,anentityshouldapplyforonesingleregistration

withinonestate.Ifthereareplacesofbusinessinmorethanonestate,eachstatebusiness

shallhaveoneseparateregistrationintherespectivestate.

11.WhethersaleofrepossessedgoodsbesubjecttoGST?Ifyes,calculationmethodthereof.

a)Iffinancierishavinginvoiceinthenameofcustomer

b)Iffinancierishavinginvoiceinhisname

c)Iffinancierisnothavinganyinvoice

d)Iftotalvalueofrepossessedstockdoesnotexceed20lakhs

e)Iftotalvalueofrepossessedstockexceed20lakhs

Theabovequestionsareansweredinthefollowingmanner,asawhole:

A.Incaseofloanagreement:

 Itisnormallyapracticethatapowerofattorneyisexecutedtogivepowerstothelender

totakeoverandselltheunderlyingasset,iftheloanisrepaidandsettletheloan.Insuch

case,thereisapossibilitythatthelendercouldbetreatedasanagent.Furtherasper

ScheduleI,itcouldbedeemedassupplyofgoodsonbehalfoftheborrower.

 Further,thereisaspecificRuleNumber32(5)whichprovidesforsaleofanasset,

repossessedfrom adefaultingborrowerwhoisnotregisteredunderGST.

 Hence,SaleofrepossessedassetcouldbeliableforGST,asperthepresentpositionof

law.

B.IncaseofHirePurchase/FinanceLease

 Incaseofsaleofrepossessionofasset,itshallbetreatedassupplyandattractsGST.

 Costofsuch repossessed assetis calculated on the basis oforiginalcostless

depreciation@5%perquarter.Saleproceedslesssuchcalculatedcostwouldbeprofit

andsuchprofitwouldbesubjecttoGST. Itisimmaterialthatfinancierhasrefund

excessamounttohirer.

 Iffinancierisnothavinganyoriginalinvoiceinhisname,hewouldnotgetanyinput



thereon.

 Profitonsaleofrepossessedstock,ascalculatedaboveshallalsobeaddedtoturnover

forthepurposeoflimitof20lakhs.

12.WhetherBanks,NBFC’s,FinancialInstitutionsetc.availinputtaxcredit?

 Banks,NBFC’sandFinancialInstitutionscanavailInputTaxCreditonalltheirexpenses

andassets,to theextentof50% oftheGST paidonsuchexpensesandassets.

(Providedthathisrestrictionof50%shallnotapplytothetaxespaidonsuppliesmade

byoneregisteredpersontoanotherregisteredpersonhavingthesamepermanent

accountnumber.

 However,iftheexpensesandassetsareusedforonlythetaxableservices,then100%

creditcanbeavailed.

 IncaseofFinanciersotherthanBanksandNBFCs,theycanavailtheircreditsinthe

followingmanner:

(a)GSTpaidonExpensesandAssets–Usedformakingfurthertaxablesupplies

–100% creditcanbeavailed.ForEg.VehiclepurchasedbypayingGST.If

suchvehicleisgivenonfinancelease,thenGSTispayableonsuchlease.In

suchcase,100%GSTpaidonpurchasecanbeavailedascredit.

(b)GSTpaidonExpensesandAssets–Usedformakingexemptandtaxable

supplies–ProportionatecreditcanbeavailedbasedontaxableSuppliesto

totalsupplies.ForEg.An Entity dealing with Hire Purchase and Loan

transactions,GSTpaidonexpensescanbeavailedproportionately.

13.TherearethreetypesofHirePurchasetransaction

a)New vehicles,which aresold byvehicledealerdirectlyto customerand hire

purchasetransactionisentered.Forthistypeoftransaction,twotypeofinvoices

areissued(i)soldtofinancierandhirernameismentioned(ii)soldtohirerand



financiernameismentioned.

IftheHirePurchasetransactionisentered,itisadvisabletoensurethefollowing:

 SaleinvoiceisinthenameoftheFinancier,withGSTnumberoftheFinancier.

 HPagreementisenteredbetweentheborrowerandtheFinancier.

 GSTCreditcanbeavailedbytheFinancier

 FinanciershallcollecttheGSTontheinstallmentsreceivedfrom thecustomerand

adjustinput,iftheinvoiceisinthenameoffinancier.

Note:IftheVehicleinvoiceisinthenameofcustomer,availingcreditshallbeanissuefor

thefinancier.

b)Customer‘A’approachesfinancierwithhisvehicleandfinancierentersintoHire

PurchaseTransaction(NormallysuchcustomerisnotregisteredunderGST)

 TheHirePurchaserpurchasestheassetfrom theborrower.ThiscouldattractGSTunder

reversecharge,ifthecustomerisnotregisteredandthecustomerissellinginthe

courseofhisbusiness.Itcouldbehisfixedassetalsoandneednotbeastock.Ifthe

customerisregistered,hehastochargeGSTonsuchsale. Butifitisprivatevehicle

andcustomerisnotusingthesameforhisbusiness,GSTonrevenuechargeshallnot

beapplicable.

 TheFinanciercantakeGSTcreditnextmonthoftheaboveGSTpaidonreversecharge.

 FinanciershallcollecttheGSTontheinstallmentsreceivedfrom thecustomerandpay

thesametothegovernment.

c)Customer‘A’approachesfinancierforpurchaseofvehicle. Otherperson‘B’sales

vehiclestofinancier.Financiergivesthisvehicletocustomer‘A’onhirepurchase.

‘A’and‘B’arenormallynotregisteredunderGST.

Please explain implication ofGST forallthree types oftransactions,in both the

circumstancesifcustomersareregister/non-registeredunderGST

 TheHirePurchaserpurchasestheassetfrom B.ThiscouldattractGSTunderreverse

charge,ifBisnotregisteredandBissellinginthecourseofhisbusiness.Itcouldbehis

fixedassetalsoandneednotbeastock.IfBisregistered,hehastochargeGSTon

suchsale. ButifitisprivatevehicleandBisnotusingthesameforhisbusiness,GST



onrevenuechargeshallnotbeapplicable.

 TheFinanciercantakeGSTcreditnextmonthoftheaboveGSTpaidonreversecharge.

 FinanciershallcollecttheGSTontheinstallmentsreceivedfrom thecustomerandpay

thesametothegovernment.

14.Forinstallmentsreceivedafter1stJuly2017forHirePurchasetransactionsenteredbefore

1stJuly2017,whatwouldbeimplicationofGST?

 InstallmentsdueaftertheGST law comeinto effectshallbeliableto GST. But

installmentsduebefore30.06.2017butreceiveafter01.07.2017,noGSTispayable.

Evenifinstallmentsarenotcollectedbutdueafter01.07.2017,GSTispayable.

 However,sincethegoodsunderlyingthetransactionisconsideredasstock/asset,it

couldbetreatedasstockason30th June2017andtheED/VATpaidatthetimeof

originalpurchase,couldbeavailedascredit(Sec.140(3)oftheCGSTAct)subjectto

timelimit.Suchcreditcanbeavailedonlyifinvoiceisinthenameofhirepurchase

financier.

15.WhetherregistrationunderGSTisrequiredif

Thethresholdlimitof20Lakhsiscalculated=

TaxableSupplies(HP&Leaseinstallments)+ExemptedSupplies(InterestonLoans)+Nil

RatedSupplies

a)HirePurchaseinstallmentsreceived

Rs.25Lakhs

Aggregateturnovergreaterthan20lakhs,the

amountreceivedinexcessofRs.20Lakhsis

liabletoGST.

b)Net hire charges received Rs.22

Lakhs

Aggregateturnovergreaterthan20lakhs,the

amountreceivedinexcessofRs.20Lakhsis

liabletoGST.

c) Net hire charges received Rs.18

Lakhsandcommercialrentreceived

Rs.5Lakhs

Aggregateturnovergreaterthan20lakhs,the

amountreceivedinexcessofRs.20Lakhsis

liable to GST. Interestreceived is to be

consideredandnotnethirecharges.

d)Interest on hypothecation Rs.19 Aggregate turnovergreaterthan 20 lakhs.



Lakhs

CommercialrentreceivedRs.3Lakhs

Hence,registrationisregisteredCommercial

RentissubjecttoGST at18%,butinterest

receivedisanexemptsupply.

16.Whether composition scheme of turnover of Rs.75 Lakhs is applicable for Hire

purchase/Hypothecation/Financialleasetransactions.Ifyeswhatistherateoftaxandwhat

istheproceduretobefollowed?

AsperSection10oftheCGSTAct,2017–CompositionSchemeisnotapplicabletoany

person engaged in supply ofservices.Since FinancialLease orHire Purchase or

hypothecationistreatedassupplyofservices,compositionschemeshallnotbeapplicable.

17.ForpersonregisteredunderGST,whataretheprocedurestocomply?

Thefollowingproceduresaretobecomplied:

a)GSTmustbechargedonthetaxablesupplies.

b)GSTInvoicemustbeissuedalongwithCGST+SGST(ifthecustomeraddressis

withinthesamestae)orIGST(ifthecustomeraddressisoutsidethestate).

c)GSTReturnsistobefiledforeverymonthwithintheduedates–GSTR1(Details

ofoutwardSupplies)within10thfrom theendofeverymonth,GSTR2(Detailsof

InwardSupplies–Allexpensesandpurchasesofassets)within15th from the

endofeverymonth,GSTR3(ConsolidatedReturns)within20thfrom theendof

everymonth.

d)GSTInputTaxCreditscanbeavailedonalleligiblepurchasesandexpenses.

e)GSTLiabilitymustbepaidonorbefore20thofthenextmonth

f) ComplywithallotherprovisionsofCGST,IGSTandSGSTacts.

18.Ifonehasstoppedhirepurchasebutreceivestheinstallmentsafter01.07.2017forhire

purchasetransactionsexecutedbefore30.06.2017andsuchinstallmentamountismorethan

20lakhs,whetherregistrationrequiredandhehastopayGST.

AspertheprovisionsofGST,asuppliershallberegisteredwhentheaggregateturnover

exceedsRs.20lakhsinaFinancialYear.Sointhiscase,theaggregateturnoverexceeds



Rs.20lakhsandthesupplieristoregisterunderGST.Ifinthenextyearifhisturnover

comes below Rs.20 lakhs,he can de-register.Forthe calculation of20 lakhs,even

installmentscollectedduringApriltoJune2017wouldalltobeincluded.

19.WhataretheexpenseforwhichfinancierhastopayGSTonreversechargemechanism.

Fewexamplesare

- Seizingcharges - Fieldverification - Purchaseofcar

- Godownrent - Auditfees - Purchase of other fixed

assets

- Insurance - Telephoneexpense - Salary

- Collectionexp. - RTOagentcharges - AdvocateFees

Whatistheprocedureforclaimingthisreversecharge.

Normally,theSupplierofgoodsandservicesisliabletopayGST.However,incertaincases,

thereceiverofgoods/servicesisliabletopayGST.SuchsituationiscalledasReverser

ChargeMechanism.

ForthepurposeofGST,thefollowingservicesaretaxedunderReverseChargeMechanism

–

a.Servicesobtainedfrom outsideIndia(ImportofServices)

b.GoodsTransportAgency

c.AdvocateServices(iftherecipient’saggregateturnoverinthePFYexceedsRs.20

Lakhs)

d.ServicesbyGovernmentorlocalauthority

e.PartTimeDirector

f. InsuranceAgent

g.RecoveryAgent

h.Oceanfreightfrom aplaceoutsideIndiatoCustomsStationinIndia

i. CopyrightServices



Apartfrom theabove,thereisaspecificprovisionwhichstatesthatifaregistered

person purchases /receives goods /services from unregistered person,(whose

aggregatesuppliesfrom unregisteredpersonperdayexceedsRs.5000),thensuch

registeredpersonmustpayGSTonsuchpurchase/servicevalue.

Inthegivenquestion,advocateisspecificallylistedunderRCM and_____ofRs.5000is

notapplicable. Apartfrom theabove,ifotherexpensesarepaidtounregistered

vendors,GSTmustbepaidsubjecttotheexemptionofRs.5000perday.

20.Iffinancierisnotregistered,butheentersintohirepurchase/hypothecation/lease

transactionwithcustomerregisteredwithGST,whatistheGSTimplication?

Ifthefinancierisnotregistered,thecustomerhastopayGST underReverseCharge

Mechanism onthehireinterestpaidbysuchcustomer.

21.If GST is not payable on hypothecation,why one should not have only

hypothecationandavoidhirepurchase?

Ifyouhaveotherexpenses(apartfrom interestexpenses)andtherewillbeahugeGST

creditfrom suchexpenses,thenhirepurchasecouldbeabetteroption.Otherwise,giving

loanagainstsecurityseemstobeabetteroptionthanHirePurchase.

Apartfrom this,onemayhavetoenterintohirepurchasetoavoidprovisionofmoneylends

actandusuriousinterestact.Interestrateundersuchactsaresuchlowthattransactions,if

executedaccordingtotheseactsarenotatallviable.

22.Howhirepurchasefinancierisabletoavailinputtaxcreditifheregister&receives

ataxinvoice?

(a)HPFinanciercanavailInputTaxCreditonalltheexpensesandassets(including

theassetpurchasedforgivingonHP).

(b)HemustobtaintheinvoiceintheentitynamewithhisGSTNumber.

(c)TheSupplier(whoissuedthebill)mustdeclarethesameinhisGSTReturns

(d)GSTmustbepaidbytheSuppliertotheGovernment.

Note:IftheSupplierdoesnotdeclaretheGSTinhisreturns(within2months)or



doesnotpaytheGSTtotheGovernmentwithin2months,thenthecreditavailed

bytherecipientwillbedisallowed.

23.Howshouldhirepurchasefinancierissueinvoice

a)Whetherforwholeamounti.e.fullinvoicevalueofvehicles,lifetaxandGST.

b)Ora separate invoice needs to be issued forevery EMIcharging GST

proportionately.

InvoicemustberaisedfortheinstalmentsdueasandwhentheEMIisdue.

c)Ifvehiclesarenon-transportvehicle

d)Ifvehicleistransportferryingpassenger&goods

TheGSTmustbethesametherateapplicablefortherelevantassetandthe

invoiceshouldbeissuedforEMIwithin30daysfrom theduedates. Invoice

shouldbeuniquenumberwithalphanumericandshallnotexceed16digits.The

invoiceneedstoberaisedforamountmorethatRs.200.IfpaymentofEMIisnot

revisedwithin60days.GSTneednottobepaidanditcanbereversedassale

return.

24.Ifafinancierreceivesinvoicefrom vehicledealerwithGSTbutfinancierentersinto

hypothecation,whatisthestatusofrefundofGST?

Sincetheoutwardsupply(interestonloan)isanexemptsupply,ITCcannotbeavailedofthe

GSTpaidonthepurchaseofvehicle.

25.AgreementsexecutedinChennaibuthirerandhireassetsisinKerala,whether

registrationrequiredinKerala,whetherinsuchcaselimitofRs.20lakhs&Rs.75lakhs

isapplicable.WhetherSGST/IGSTispayable?

NoseparateregistrationisrequiredinKerala,thesupplycanbefrom TamilNadutoKerala

andIGSTispayableinsuchcases.Insuchcase,youcannotoptfortheexemptionlimitof

Rs.20LakhsandyoucannotoptforRs.75Lakhs,henceregistrationisrequiredevenforall

transactionbelow20lakhsalso.

26.Ifonlyinterestfrom hypothecation exceeds 20 lakhs,whetherregistration is

required.



Sinceinterestisexemptfrom GST,ifyouarereceivingonlyinterestincomeandthereisno

othertaxablesupply,thenthereisnoneedtoregister.

27.WhetheranyTDS/TCSprovisionisapplicabletothisindustry.

NoTDS/TCSprovisionisapplicabletothisindustry.

28.WhatisthemeaningofseparateverticalinGST

“Businessvertical”meansadistinguishablecomponentofanenterprisethatisengagedin

thesupplyofindividualgoodsorservicesoragroupofrelatedgoodsorserviceswhichis

subjecttorisksandreturnsthataredifferentfrom thoseoftheotherbusinessverticals

Explanation.––Forthe purposes ofthis clause,factors thatshould be considered in

determiningwhethergoodsorservicesarerelatedinclude

(a)thenatureofthegoodsorservices;

(b)thenatureoftheproductionprocesses;

(c)thetypeorclassofcustomersforthegoodsorservices;

(d)themethodsusedtodistributethegoodsorsupplyofservices;and

(e)thenatureofregulatoryenvironmentincludingbanking,insurance,orpublicutilities;

ThiseffectivelymeansHypothecationisonebusinessverticalandHirePurchaseisanother

businessvertical.Ifneeded,youcanoptfor2differentregistrationsforeachofthisvertical.

Thismaybeusefulifonewantstoclaimshigherinputtaxcredits.

29.OnepersonenterintofranchiseeofanotherNBFC forsourcing& collection–

whetherfranchiseeneedstoberegister&payGST–ifyes

SuchsourcingandcollectionschargesshallbeliabletoGST.

i) Inwhichstate–ifheishavingofficesinvariousstates

GSTregistrationmustbetakeninthestatesfrom wheretheyaremakingthe

taxablesupplies.i.e.alltheirbranchesneedtoberegistered.

ii) InthestateinwhichagreementwithNBFCisexecuted

Referabove

Butifsuch arrangementis revenue sharing agreement,this GST maynotbe

applicable.



30.Iffinanciersellspersonalcarregisteredinthenameinwhichheisdoinghire

purchase/hypothecationbusiness-GSTimplicationonsuchtransactions.

IfthecarisshownasassetinthebooksofHirePurchaser,thenGSTwouldgetattractedat

thetimeofsaleofcar.However,thisisthelegalissueasondate.Weexpectfewchanges

tobedoneinthecomingmonths.

31.IfonehasgotregistrationunderVAT/servicetaxandfeelsthathewouldnot

exceedRs.20lakhs,hecanoptforcancelationofregistration.

Disclaimer:

Membersarerequestedtoseekprofessionaladviceandactaccordingly,Federationof

IndianHirePurchaseAssociationsisnotresponsibleforanyactiontakenbasedon

thesefrequentlyaskedquestions.


