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Summary  

The Maharashtra Appellate Authority for Advance Ruling (AAAR), in a recent case, has upheld the order of 

Maharashtra Advance Ruling Authority (AAR) that charges collected from the customers/ borrowers in case of 

bouncing/ dishonour of cheques, electronic/ other clearing mandate on ground of insufficiency of funds would 

constitute a supply, and hence attract GST.  Further, refusing to consider the foreign judicial precedents referred 

to by the applicant, the AAAR has observed that such decisions are not binding on them and the entire issue on 

hand has been interpreted on the basis of provisions laid out under the GST laws.   

 

Facts of the case 

 The Applicant1 is a non-banking financial 

company and is engaged in providing various 

interest bearing loans to customers.   

 The loan agreements provide for repayment of 

loan in the form of Equated Monthly 

Instalments (EMI) through cheques/ Electronic 

Clearing System (ECS)/ National Automated 

Clearing House (NACH) or any other electronic 

or clearing mandate.  

 In case of dishonour of cheque/ ECS/ NACH, 

the applicant collects penal/ bounce charges 

which are generally a fixed amount per 

default.  

 The applicant had filed an advance ruling 

application before the Maharashtra AAR in 

relation to whether the bounce charges 

collected from customers should be treated as 

supply liable to GST. 

 The Maharashtra AAR ruled2 that the bounce 

charges collected by the applicant amounts to 

supply of services3 and is therefore liable to 

GST.  

 Aggrieved by the said order, the applicant filed 

an appeal before the AAAR.   

 

 

 

                                            

1 Bajaj Finance Limited 
2 Vide its order dated 6 August 2018 
3 Under Sr. No. 5(e) of Schedule II to the CGST Act, 2017 
wherein agreeing to the obligation to refrain from an act, or 

Applicant’s contentions 

 The impugned order is a non-speaking order 

as the Maharashtra AAR has failed to consider 

the submissions made by the applicant. 

 Bounce charges collected by the applicant is 

not a consideration for any service, as they are 

merely damages for breach of contract by the 

customer. In the absence of any consideration, 

the bounce charges do not amount to supply 

under the GST laws4 and the same shall not be 

subject to GST.  

 The definition of ‘supply’ under GST laws 

provides that certain activities5 shall be 

classified as supply of goods or services. 

However, the said provisions can be made 

applicable only when there is an agreement to 

the obligation to tolerate an act or situation 

and the word ‘obligation’ implies a duty or a 

liability on the person making the obligation 

with a corresponding right to the other person 

to enforce such obligation.  

 However, in the present case, there is no 

obligation upon the applicant to tolerate an 

act of non-payment or delayed payment by 

the borrower.  

 The payment of bounce charges neither 

obligates the applicant not to take any legal 

action against the borrower nor the borrower 

gains any right to sue the applicant for any 

legal action taken by the applicant.  

to tolerate an act or a situation, or to do an act shall be 
treated as supply of services.  
4 Under section 7 of the CGST Act, 2017 
5 Referred in Schedule II to CGST Act read with Sr. No. 5(e) 
of Schedule II 
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 Therefore, the applicant submitted that the 

bounce charges payable by the borrower on 

the breach of its contractual obligation cannot 

be treated as a payment for any obligation on 

the applicant towards the borrower.  

 Internationally also, damages received by way 

of compensation for termination or breach of 

contract are not treated as a supply and 

therefore not subject to GST/ VAT levy. 

 Any treatment given to the main consideration 

for supply, ie interest on loan, shall also be 

applicable to penalty for delayed payment of 

such consideration, ie bounce charges. Hence, 

bounce charges would also be exempt from 

GST as in the case of interest on loans.  

 

Maharashtra AAAR’s observations and 

ruling 

 The Maharashtra AAAR observed that the 

applicant has tolerated the act or situation of 

default by borrower of loan, against an agreed 

fixed amount/ charges and the same is 

adequately covered under the provisions of 

GST laws6.  

 The AAAR opined that it is absolutely clear 

that act of tolerating cheque bounce/ 

dishonour is nothing but supply and ‘bounce 

charges’ is nothing but consideration. 

 Therefore, the AAAR upheld the order of AAR 

and held that the ‘bounce charges’ collected 

from the customers/ borrowers in case of 

dishonour of instruments on ground of 

insufficiency of funds, would attract ‘GST’. 

 Further, the AAAR clarified that ‘bounce 

charges’ are recovered as a separate amount 

at a fixed rate under the head ‘default interest’ 

as stated in the loan agreement. Accordingly, 

it is excluded from the interest meant for the 

purpose of exemption7.  

 The AAAR also refused to consider the 

overseas rulings referred to by the applicant 

stating that the rulings pronounced in 

overseas jurisdictions are not binding on the 

AAAR, and the entire issue has been 

interpreted on the basis of provisions laid out 

under the GST laws.  

 

                                            

6 Under Sr. No. 5(e) of Schedule II to the CGST Act, 2017 7 under Sr. No. 27 of Notification No. 12/2017 C.T. (Rate) 

dated June 28, 2017 

Our comments 

The tax implications on penal charges levied by 

financial institutions in case of defaults by the 

borrowers has been a grey area and a matter of 

dispute. Pursuant to various representations from the 

trade and industry, the Central Board of Indirect 

Taxes (CBIC) has, vide Circular No. 102/21/2019-GST 

dated 28 June 2019, made an attempt to provide 

required clarity on the tax implications in case of 

penal charges/ additional interest. The CBIC has 

distinguished penal interest and other charges and 

clarified that such charges shall be leviable to GST. 



 

Grant Thornton Tax Alert 

 

Contact us 

To know more, please visit www.grantthornton.in or contact any of our offices as 

mentioned below: 

NEW DELHI 
National Office 
Outer Circle 
L 41 Connaught 
Circus,New Delhi 
110001 
T +91 11 4278 7070 

NEW DELHI 
6th floor,Worldmark 
2, Aerocity,New 
Delhi – 110037 
T +91 11 4952 7400 

AHMEDABAD 
7th Floor, Heritage 
Chambers, Nr. Azad 
Society, Nehru Nagar, 
Ahmedabad - 380015 

BENGALURU 
5th Floor, 65/2, Block 
A, BagmaneTridib, 
Bagmane Tech Park, 
C V Raman Nagar, 
Bengaluru – 560093 
T+91 80 4243 0700 

CHANDIGARH 
B-406A, 4th Floor, 
L&T Elante office 
Industrial area, 
Phase-I, 
Chandigarh 
160002 
T +91 172 4338 000 

CHENNAI 
7th Floor, Prestige 
Polygon 
471, Anna Salai, 
Teynampet 
Chennai - 600 018 
T +91 44 4294 0000 

DEHRADUN 
Suite 2211, Michigan 
Avenue,Doon 
Express Business 
Park, Saharanpur 
Road, Dehradun – 
248002T +91 135 
264 6500 

GURGAON 
21st Floor DLF 
SquareJacarandaMarg,DLF 
Phase II,Gurgaon 122002 
T +91 124 462 8000 

HYDERABAD 
7th Floor, Block III 
White 
HouseKundanBagh, 
Begumpet 
Hyderabad 500016 
T +91 40 6630 8200 

KOCHI 
7th Floor, Modayil 
Centre Point, 
Warriam road 
junction, M.G. 
Road, Kochi 
682016 
T +91 484 406 
4541 

KOLKATA 
10C Hungerford 
Street5th Floor, 
Kolkata 700017 
T +91 33 4050 8000 

MUMBAI 
16th Floor, Tower 
IIIndiabulls Finance 
Centre SB Marg, 
Elphinstone (W)  
Mumbai 400013 
T +91 22 6626 2600 

MUMBAI 
9th Floor, Classic 
Pentagon, NrBisleri, 
Western Express Highway, 
Andheri (E)Mumbai 
400099 
T +91 22 6176 7800 

NOIDA 
Plot No. 19A,  
7th Floor Sector – 16A, 
Noida 201301 
T +91 120 4855 901 

PUNE 
3rd Floor, Unit No 
309 to 312, West 
Wing, 
NyatiUnitreeNagar 
Road, Yerwada 
Pune- 411006 
T +91 20 6744 
8800 

For more information or for any queries, write to us at contact@in.gt.com 

 Follow us @GrantThorntonIN 

 

 

 

 

 © 2019 Grant Thornton India LLP. All rights reserved. 

“Grant Thornton in India” means Grant Thornton India LLP, a member firm within Grant Thornton International Ltd, and those legal entities which 
are its related parties as defined by the Companies Act, 2013. 

Grant Thornton India LLP is registered with limited liability with identity number AAA-7677 and has its registered office at L-41 Connaught Circus, 
New Delhi, 110001.  

References to Grant Thornton are to Grant Thornton International Ltd (Grant Thornton International) or its member firms. Grant Thornton 
International and the member firms are not a worldwide partnership. Services are delivered independently by the member firms. 

 

mailto:contact@in.gt.com

