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This Theme Presentation consists of the personal views and interpretation of Author/Presentor.

The views expressed herein are for educational purposes only and do not represent the

Professional Opinion. The Stakeholders/users are advised to verify the Relevant Law and Rules

before applying the understanding as Author/Presentor will not be liable for any loss/damage in

whatsoever manner occur to any beneficiary of this presentation.

DISCLAIMER :
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Composition Levy
Under Chapter III, Section 10 of CGST Act



▪ OPTIONAL FACILITY

▪ Composition levy scheme is a very simple, hassle free compliance scheme for small taxpayers.

▪ It is a voluntary and optional scheme.

▪ Provisions related to composition levy have been provided u/Sec 10 of the CGST Act, 2017 and CGST

Rules, 2017.

▪ A registered taxable person (not being a casual TP or non-resident TP) whose aggregate

turnover in the preceding financial year is within certain specified limits can opt for such

scheme subject to fulfillment of certain conditions.
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▪ Easy compliance as no elaborate accounts and records to be maintained [Sec 35 of CGST Act]

▪ Quarterly payment of tax (statement/tax payment intimation in Form GST CMP-08 to be

submitted by 18th following end of quarter) [Sec 39 of CGST Act read with Rule 62 of CGST

Rules, 2017]

▪ Regular return u/Sec 39 shall be filed on annual basis (GSTR-4 – to be submitted by 30th

April following end of FY)

– further, the form of return is simplified required less details [Sec 39 of CGST Act read with Rule

62 of CGST Rules, 2017]

© GST & Indirect Taxes Committee, ICAI

5Benefits of Composition Scheme 



▪ ITC is not admissible to suppliers [Sec 10(4) of CGST Act]

▪ Such suppliers are required to issue bill of supply (without charging GST therein)

[Sec 31 of CGST Act] and thus,

▪ Recipient also not entitled to ITC on supplies received from composition supplier

[Sec 16 of CGST Act]
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AT A GLANCE
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Important Definitions

Section 2 of CGST Act …

▪ (6) "aggregate turnover" means the aggregate value of all taxable supplies (excluding the value of
inward supplies on which tax is payable by a person on reverse charge basis), exempt supplies,
exports of goods or services or both and inter-State supplies of persons having the same
Permanent Account Number, to be computed on all India basis but excludes central tax, State tax,
Union territory tax, integrated tax and cess;

▪ (47) "exempt supply" means supply of any goods or services or both which attracts nil rate of tax or
which may be wholly exempt from tax under section 11, or under section 6 of the Integrated Goods and
Services Tax Act, and includes non taxable supply;
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Important Definitions

▪ (72) "manufacture" means processing of raw material or inputs in any manner that results in
emergence of a new product having a distinct name, character and use and the term "manufacturer"
shall be construed accordingly;

▪ (78) "non-taxable supply" means a supply of goods or services or both which is not leviable to tax
under this Act or under the Integrated Goods and Services Tax Act;

▪ (108) "taxable supply" means a supply of goods or services or both which is leviable to tax under this
Act;
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Important Definitions

▪ (112) "turnover in State" or "turnover in Union territory" means the aggregate value of all taxable
supplies (excluding the value of inward supplies on which tax is payable by a person on reverse charge
basis) and exempt supplies made within a State or Union territory by a taxable person,
exports of goods or services or both and inter-State supplies of goods or services or both
made from the State or Union territory by the said taxable person but excludes central tax,
State tax, Union territory tax, integrated tax and cess;
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RELEVANT LEGISLATURE

10. Composition levy

(1) Notwithstanding anything to the contrary contained in this Act but subject to the provisions of sub-
sections (3) and (4) of section 9, a registered person, whose aggregate turnover in the preceding
financial year did not exceed 1.5 Crore lakh rupees,

may opt to pay, [in lieu of the tax payable by him under sub-section (1) of section 9, an amount
calculated at such rate] as may be prescribed, but not exceeding, –

(a) half per cent. of the turnover in State or turnover in Union Territory in case of a manufacturer,

(b) two and a half per cent. of the turnover in State or turnover in Union Territory in case of persons
engaged in making supplies referred to in clause (b) of paragraph 6 of Schedule II

(Restaurant/Catering Services), and

(c) half per cent. of the turnover in State or turnover in Union territory in case of other suppliers,
subject to such conditions and restrictions as may be prescribed [Refer Rule 7]:

© GST & Indirect Taxes Committee, ICAI

12



RELEVANT LEGISLATURE

Provided that the Government may, by notification, increase the said limit of fifty lakh rupees to such
higher amount, not exceeding one crore and fifty lakh rupees, as may be recommended by the Council.

Provided further that a person who opts to pay tax under clause (a) or clause (b) or clause (c) may
supply services (other than those referred to in clause (b) of paragraph 6 of Schedule II), of

value not exceeding ten per cent. of turnover in a State or Union territory in the preceding
financial year

or five lakh rupees, whichever is higher.

“Explanation.– For the purposes of second proviso, the value of exempt supply of services provided by
way of extending deposits, loans or advances in so far as the consideration is represented by way of
interest or discount [I/D]

shall not be taken into account for determining the value of turnover in a State or Union
territory.”
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RELEVANT LEGISLATURE

10. Composition levy

(2) The registered person shall be eligible to opt under sub-section (1), if: —

(a) save as provided in sub-section (1), he is not engaged in the supply of services;

(b) he is not engaged in making any supply of goods or services which are not leviable to tax under this Act;

(c) he is not engaged in making any inter-State outward supplies of goods or services;

(d) he is not engaged in making any supply of goods or services through an electronic commerce operator
who is required to collect tax at source under section 52;

(e) he is not a manufacturer of such goods as may be notified by the Government on the recommendations of
the Council; and

(f) he is neither a casual taxable person nor a non-resident taxable person

Provided that where more than one registered persons are having the same Permanent Account Number
(issued under the Income-tax Act, 1961), the registered person shall not be eligible to opt for the scheme
under sub-section (1) unless all such registered persons opt to pay tax under that sub-section.
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Notification issued for Sec 10(1) 
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Notification issued for Sec 10(1) 
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Notification issued for Sec 10(1) 
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RELEVANT LEGISLATURE

10. Composition levy

(2A) Notwithstanding anything to the contrary contained in this Act,

but subject to the provisions of sub-sections (3) and (4) of section 9, a registered person,

not eligible to opt to pay tax under sub-section (1) and sub-section (2),

whose aggregate turnover in the preceding financial year did not exceed fifty lakh rupees,

may opt to pay, in lieu of the tax payable by him under sub-section (1) of section 9,

an amount of tax calculated at such rate as may be prescribed,

but not exceeding three per cent. of the turnover in State or turnover in Union territory,

…….contd..
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RELEVANT LEGISLATURE

if he is not ––

(a) engaged in making any supply of goods or services which are not leviable to tax under this Act;

(b) engaged in making any inter-State outward supplies of goods or services;

(c) engaged in making any supply of goods or services through an electronic commerce operator who
is required to collect tax at source under section 52;

(d) a manufacturer of such goods or supplier of such services as may be notified by the Government on
the recommendations of the Council; and

(e) a casual taxable person or a non-resident taxable person

Provided that where more than one registered person are having the same Permanent Account
Number issued under the Income-tax Act, 1961, the registered person shall not be eligible to opt
for the scheme under this sub-section unless all such registered persons opt to pay tax under this
sub-section.”;
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RELEVANT LEGISLATURE

10. Composition levy

(3) The option availed of by a registered person under sub-section (1) or sub-section (2A), as the case may
be shall lapse with effect from the day on which his aggregate turnover during a financial year
exceeds the limit specified under sub-section (1) or sub-section (2A), as the case may be.

(4) A taxable person to whom the provisions of sub-section (1) or sub-section (2A), as the case may be
apply shall not collect any tax from the recipient on supplies made by him nor shall he be entitled
to any credit of input tax.

(5) If the proper officer has reasons to believe that a taxable person has paid tax under sub-section (1) or
sub-section (2A), as the case may be not being eligible, such person shall, in addition to any tax that
may be payable by him under any other provisions of this Act, be liable to a penalty and the provisions
of section 73 or section 74 shall, mutatis mutandis, apply for determination of tax and penalty.
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RELEVANT LEGISLATURE

Explanation 1.––

For the purposes of computing aggregate turnover of a person for determining his eligibility to
pay tax under this section, the expression “aggregate turnover” shall include the value of supplies
made by such person from the 1st day of April of a financial year up to the date when he becomes liable for
registration under this Act, but shall not include the value of exempt supply of services provided by way of
extending deposits, loans or advances in so far as the consideration is represented by way of interest or
discount.

Explanation 2.––

For the purposes of determining the tax payable by a person under this section, the expression
“turnover in State or turnover in Union territory” shall not include the value of following supplies, namely:––

(i) supplies from the first day of April of a financial year up to the date when such person becomes liable
for registration under this Act; and

(ii) (ii) exempt supply of services provided by way of extending deposits, loans or advances in so far as the
consideration is represented by way of interest or discount.
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Example for Explanation 1 and 2
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CASE STUDY

Mr. ABC (a trader of goods) registered in Delhi has opted for composition scheme in FY 21-
22. His TO in the state during FY is ₹ 80 Lakh. He has made supplies issuing bill of supply
without charging GST to its customers.

(a) What is the applicable composition tax rate?

(b) What should be the amount of tax payable by him?
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ANALYSIS
Mr. ABC, being GST registered supplier of goods, has opted for composition scheme
u/Sec 10.
He must be availing composition scheme as provided u/Sec 10(1) read with Sec 10(2).

The applicable composition tax rate shall be as provided in 1% of TO of the taxable
supplies in the State (as provided in Rule 7 of CGST Rules, 2017)

His tax liability for current FY 21-22 shall be ₹ 80,000 (1% of ₹ 80,00,000).

Note:

* C/Tax liability shall not be [80,00,000 * 1/101] – if so computed, then it will amount to treating TO as inclusive of 

GST which will be incorrect as Sec 10(5) prohibits composition supplier from charging GST to the recipient.



Let’s Summarise
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Brief Summary
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Let’s Summarise

© GST & Indirect Taxes Committee, ICAI

26



Let’s Summarise
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Relevant Rules for 
Composition Scheme

Rule 3 to Rule 7
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▪ Intimation for Composition Levy:
• File intimation electronically in Form GST CMP-01 prior to appointed day or within 30 days after the

said day or further period as may be extended by the Commissioner;

• If intimation filed after the appointed day then no tax to be collected and issue bill of supply;

• Any person applying for registration, if he opts to pay tax under Composition in the Form GST REG-
01 then it shall be considered as an intimation;

• Composition Supplier shall intimate in Form GST CMP-02 prior to commencement of financial year
and also furnish Form GST ITC-3 giving details of ITC within 60 days from the commencement of
relevant financial year;

• Composition Supplier shall furnish in GST CMP-03, details of:
o Stock
o Inward supply of goods received from unregistered person
held as on the preceding day from which he opts for composition, within 60 days from the date from
which option is exercised or such further period as may be extended by the Commissioner;

• Any intimations as above for any place of business in any State or Union Territory shall be deemed to
be intimation of all other place of business registered on the same PAN.

Composition Levy – Rule 3 of CGST Rules
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Conditions and Restrictions for Composition 

Levy – Rule 5 of CGST Rules
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Summary of Rule 6
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RECENT 
NOTIFICATIONS

ISSUED
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LATEST UPDATES 

▪ 5th July 2022

(a) The due date of GSTR-4 for FY 2021-22 is further extended by a late fee waiver up to  

28th July 2022 vide Notification 12/2022 dated 5th July 2022.

(b) The due date of CMP-08 for April-June 2022 is extended up to 31st July 2022 vide

Notification 12/2022 dated 5th July 2022.
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What if a Supplier Switches from 

Composition to Normal Scheme [Sec18(1)(c)]
or 

Normal Scheme to Composition Scheme [Sec 18(4)] 
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Extract of Section 18

18. Availability of credit in special circumstances.—

(1) Subject to such conditions and restrictions as may be prescribed—

(c) where any registered person ceases to pay tax under section 10, he shall be entitled to take credit of

input tax in respect of inputs held in stock, inputs contained in semi-finished or finished goods held in

stock and on capital goods on the day immediately preceding the date from which he becomes liable

to pay tax under section 9:

Provided that the credit on capital goods shall be reduced by such percentage points as may be

prescribed;
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Extract of Section 18

18. Availability of credit in special circumstances.—

(4) Where any registered person who has availed of input tax credit opts to pay tax under

section 10 or, where the goods or services or both supplied by him become wholly exempt,

he shall pay an amount, by way of debit in the electronic credit ledger or electronic cash ledger,

equivalent to the credit of input tax in respect of inputs held in stock and inputs contained in semi-

finished or finished goods held in stock and on capital goods, reduced by such percentage points as may

be prescribed, on the day immediately preceding the date of exercising of such option or, as the case

may be, the date of such exemption:

Provided that after payment of such amount, the balance of input tax credit, if any, lying in his electronic

credit ledger shall lapse.
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Analysis of Switching the Scheme

©
 G

S
T

 &
 I

n
d

ir
ec

t 
T

a
x
es

 C
o

m
m

it
te

e,
 I

C
A

I

42



DISTINGUISH BETWEEN
NORMAL SUPPLIER 

AND 
COMPOSITION SUPPLIER
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Open for Queries !
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