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ACT:
Central Sales/ Tax Act. 1956 Section  2(j) and 2(11)-
Scope of.
HEADNOTE:
The respondent assesseeis a private |imted conpany

carrying on business as sole selling agents for a certain
brand of Welding El ectrodes. It charged the catal ogue price
| ess trade discount from retailers forthe goods supplied.
The catalogue priceis the price which the retailer is
entitled to charge the consuner. The returns field under the
Central Sales Tax Act, 1956, showed a taxable turnover of
inter-state sales ampbunting to Rs. 8,71,624/-  for the
assessment year 1971-72. This figure was ~derived by
deducting Rs. 1,06,708/- from the catalogue price paid as
trade discount by the assessee to the- retailers. The Sales
Tax officer, refused to allow the deduction-and conputed the
taxabl e turnover at Rs. 9,78,332/-. On appeal, the Appellate
Assi stant Conmi ssioner upheld the assessee’s claim that
trade discount did not formpart of the turn-over and could
not, therefore, attract sales tax. A second appeal was
di smssed by the Appellate Tribunal. A revision application
by the Revenue to the Hi gh Court was al so di smssed.

It was contended (i) that the Hgh Court erred in
affirmng that an anbunt paid by way of trade discount,
could not be included in the taxable turnover - for the
purpose of assessnent, (ii) that in effect the assessee
entered into two distinct contracts with the retailer, the
first contract related to the sale of goods at the catal ogue
price and the second contract stipulated that the retailer
could actually pay the sale price |less trade discount and
that since the sale was effected under the first contract
the entire anount treated as consideration for the sale
under that contract had to be included in the taxable turn-
over.

Di sm ssing the appeal
N

HELD: It is true that a deduction on account of cash
di scount is alone specifically contenplated from the sale
consideration in the definition of "Sale price" by section
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2(h) and that cash discount cannot be confused with trade
di scount. They are two separate and distinct concepts. Cash
di scount is all owed when the purchaser nmkes paynment
promptly or within the period of credit allowed. It is a
di scount granted in consideration of expeditious payment. A
trade discount is a deduction from the catal ogue 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 nake a reasonable nmargin of
profit after taking into account his business expense. The
outward invoice sent by a wholesale dealer to a retailer
shows the catal ogue price and against that a deduction of
the trade discount is shown. The net anpbunt is the sale
price, and it is that net. amount which is entered in the
book’s of the respective parties as the amount realisable.
[933 G H, 934A-C]

932

Oient Paper MIls Ltd. v. State of Oissa (1975) 35
S.T.C. 34 referred to.

Under the Sales Tax Act. the sale price which enters
into the —conputation of the turnover is the consideration
for which the goods are sold by the assessee Were trade
di scount if allowed on the catal ogue price, the sale price
is the anpbunt determ ned after deducting the trade discount.
It is immterial that  the definition of "Sale Price" in
section 2(h) of the Act does not expressly provide for the
deduction of trade discount fromthe -sale- price. Having
regard to the circunstance that the sale priceis arrived at
after deducting the trade discount, no question arises of
deducting from the sale price any sum by way of trade
di scount. Nor is there —any question here of two successive
agreenments between the parties, one providing for sale of
the goods at the catal ogue price and the other providing for
an all owance by way of trade discount. Having regard to the
nature of trade discount, there is only one sale \price
between the dealer and the retailer and that is the price
payabl e by the retailer calculated at the difference between
the catalogue price and the trade Discount. There is only
one contract between the parties, the contract bei ng that
the goods will be sold by the dealer to the retailer at the
aforesaid sale price. The sale price which enters into the
conputation of the assessee’'s turnover for —the purpose of
assessnent under the Sales Tax Act, is obtained after
deducting the trade discount fromthe catal ogue price. The
trade discount allowed by the assessee cannot be-included in
the turnover. [934 CE, F, 935]

Oient Paper MIls Ltd. v. State of Oiissa (1975) 35
STC 84, Anmbica MIls Ltd. v. The State of  CGujarat. and
anot her (1964) 15 STC 367, affirnmed.

India Pistons Ltd. v. State of Tam | Nadu (1974) 33 STC
472, distingui shed.

JUDGVENT:

ClVIL APPELLATE JURI SDICTION: Civil Appeal No. 1897 of
1976 .

Appeal by Special Leave fromthe Judgnent and order
dated 24-10-1975 of the Kerala Hgh Court in T.RC  No.
86/ 74.

Dr. V. A Seyid Mhamed and K R Nanbiar for the

Appel | ant .

Dr. Y. S Chitale and Ms. Sunanda Bhandare for the

Respondent .

The Judgrment of the Court was delivered by
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PATHAK, J: This appeal by special |eave raises the
guesti on whether for the purpose of computing the turnover
assessed to sales tax under the Central Sales Tax Act. 1956
the sale price of goods is determined by including the
amount paid by way of trade di scount.

The assessee is a private limted conmpany carrying on
business as sole selling agent for a certain brand of
wel di ng el ectrodes. For the goods supplied to retailers, it
charged them the catalogue price less trade discount. The
catal ogue price is the price which the retailer is entitled
to charge the consuner. For the assessment year 1971-72, the
returns filed under the Central Sales Tax Act, 1956 showed a
taxabl e turnover of inter-State sales anmpbunting to Rs.
8,71,624. This figure was derived by deducting from the
cat al ogue price the amount of Rs. 1,06,708 paid as trade
di scount by the assessee to retailers. The
933
Sales Tax Oficer refused to allow the deduction and
conput ed the taxable turnover at Rs. 9,78,332. The Sal es Tax
Oficer was of the view that the anmpunt paid by way of trade
di scount could not be excluded fromthe catal ogue price. The
assessee appeal ed, and the Appellate Assistant Conm ssi oner
upheld its claimthat trade discount did not formpart of
the turnover, and it could not therefore attract sales tax.
A second appeal filed by the Revenue was dism ssed by the
Appel l ate Tribunal. /The Revenue applied in revision to the
Hi gh Court of Kerala and the revision-application has been
di sm ssed. The Revenue appeals.

It is contended before us by the Revenue that the Hi gh
Court has erred in affirmng that an anobunt paid by way of
trade di scount cannot be included in the taxable turnover
for the purpose of assessnent. It is pointed out that the
definition of "sale price" in section 2(h) of the Centra
Sal es Tax Act permits the deduction of suns all owed as cash
di scount only and nakes no reference to suns allowed by way
of trade discount. It is contended that in effect the
assessee enters into two distinct contracts wth the
retailer, the first contract relates to the sale of goods at
the catal ogue price and the second contract stipul ates that
notwi thstanding the liability of the retailer under the
first contract to pay the entire sale price, he may actually
pay the sale price |less trade discount. On that subm ssion
it is sought to be urged that since the sale is effected
under the first contract, the entire anount treated  as
consi deration for the sale wunder that contract has to be
included in the taxable turnover.

We have considered the matter carefully and in our
j udgrment the appeal nust fail

At the outset, it is appropriate that we set forth the
two relevant definitions contained in the Central Sal es Tax
Act. Section 2(j) defines "turnover" to nean "the aggregate
of the sale prices received and receivable by him (the
dealer) in respect of sales of any goods in the course of
inter-State trade Of COMEBICe ............o.... "._ -And
section 2(h) of the Act defines the expression "sale price"
to nean "the ampunt payable to a deal er as consideration for
the sal e of any goods, |ess any sum all owed as cash di scount
according to the practice normally prevailing in the trade
........... ". It is true that a deduction on account of
cash discount is alone specifically contenplated fromthe
sal e consideration in the definition of "sale price" by
section 2(h), and there is no doubt that cash discount
cannot be confused with trade discount. The two concepts are
whol Iy distinct and separate. Cash discount is allowed when
the purchaser nmakes paymnent
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promptly or within the period of credit allowed. It is a
di scount granted in consideration of expeditious paynent. A
trade discount is a deduction from the catal ogue 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 nake a reasonable nmargi n of
profit after taking into account his business expense. The
outward invoice sent by a wholesale dealer to a retailer
shows the catal ogue 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.
Oient Paper MIls Ltd. v. State of Oissa.

Under the Central Sales Tax Act, the sale price which
enters into the computation of the turnover is the
consi deration for ~which'the goods are sold by the assessee.
In a case where trade discount is allowed on the catal ogue
price, the sale price is the anpbunt determned after
deducting the trade discount. The trade discount does not
enter into the conmposition of the 'sale price, but exists
apart from and outside it and prior toit. It is immteria
that the definition of "sale price" in section 2(h) of the
Act does not expressly -provide for the deduction of trade
di scount from the/sale price. Indeed, having regard to the
circunstance 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
di scount .

Nor is there any question here of ~“tw successive
agreenments between the parties, one providing for sale of
the goods at the catal ogue price and the other providing for
an all owance by way of trade discount. Having regard to the
nature of a trade discount, there is only one sale price
between the dealer and the retailer, and that is the price
payabl e 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
af oresai d sal e price.

We have been referred to Ambica MIlls Ltd. & Os. v.
The State of Gujarat & Anr. \Where the CGujarat H gh Court
rejected the claimof the nmanufacturer to a deduction of the
remssion allowed fromthe 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
935
occurred after the contract of sale had been finalised, and
with a viewto relieving the purchaser to sonme extent of the
l oss which could have been occasi oned thereby, the
manuf acturer sought to bear part of the loss by granting a
rebate or renission to the purchaser. The Revenue relies on
India Pistons Limted v. State of Tami| Nadu. In that case,
the bonus of which deduction was sought by the assessee from
the turnover was paid under a bonus di scount schene, not to
all custoners but only to distributors whose net purchases
fromthe assessee exceeded the target figure agreed to
between the parties. The amount of rebate allowed was
credited to the custoner’s account and treated as a reserve
fromwhich the distributors could nake future purchases. The
rebate of bonus discount was not allowed as a deduction by
the Madras High Court and, in our opinion, rightly so. It
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was in the nature of an incentive bonus paid to distributors
whose net purchases exceeded the target figure. It did not,
and could not, affect the sale value 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
conputation of the assessee’s turnover for the purpose of
assessnent under the Central Sales Tax Act is obtained after
deducting the trade discount fromthe catal ogue price. The
trade di scount allowed by the assessee cannot be included in
the turnover.

In the result, the appeal fails and is dismssed with
costs.

N K A Appeal dism ssed.
936




