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Clarification on availability of input tax credit in respect of demo vehicles

The demo 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.

1. Availability of input tax credit on demo vehicles, which are motor vehicles for
transportation of passengers having approved seating capacity of not more than 13
persons (including the driver), in terms of section 17(5)(a) of CGST Act

Scenario when credit is available on Demo Vehicles: Demo vehicles are not covered in the
exclusions specified in sub-clauses (B) and (C) of clause (a) of section 17(5) of CGST Act. The
usage of the words “such motor vehicles” instead of “said motor vehicle”, in sub-clause (A)
of the clause (a) of section 17(5) of CGST Act, implies that the intention of the lawmakers
was not only to exclude from the blockage of input 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. Since
Demo vehicles promote sale of similar type of motor vehicles, they can be considered to be
used by the dealer for making ‘further supply of such motor vehicles’. Accordingly, input tax
credit in respect of demo vehicles is not blocked under clause (a) of section 17(5) of CGST
Act, as it is excluded from such blockage in terms of sub-clause (A) of the said clause.

Scenarios when credit is blocked on Demo Vehicles:

1) When motor vehicles for transportation of persons having approved seating capacity of not
more than thirteen persons (including the driver) are used by an authorized dealer for
purposes other than for making further supply of such motor vehicles, say for
transportation of its staff employees/ management etc., - Such motor vehicles cannot be said
to be used for making ‘further supply of such motor vehicles’ and therefore, input tax credit
in respect of such motor vehicles would not be excluded from blockage in terms of sub-



clause (A) of clause (a) of section 17(5) of CGST Act.

2) When the authorized dealer merely acts as an agent or service provider to the vehicle
manufacturer for providing marketing service, including providing facility of vehicle test
drive to the potential customers of the vehicle on behalf of the manufacturer and is not
directly involved in purchase and sale of the vehicles - In such a case, the authorized dealer
is merely providing marketing and/or facilitation services to the vehicle manufacturer and is
not making the supply of motor vehicles on his own account. Therefore, the said demo
vehicle cannot be said to 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(5) of
CGST Act and therefore, input tax credit on the same would not be available to the said
dealer.

2. Availability of input tax credit on demo vehicles where such vehicles are capitalized in
the books of account by the authorized dealers.

Where Demo vehicles are capitalized in the books of accounts by the authorized dealer, the said
vehicle falls in the definition of “capital goods” under section 2(19) of CGST Act. As per
provision of section 16(1) of CGST Act, subject to such conditions and restrictions as may be
prescribed, a recipient of goods is entitled to take input tax credit in respect of tax charged on
the inward supply of any goods, which as per definition of “goods” under section 2(52) of
CGST Act, includes even capital goods. Further, section 2(19) of CGST Act also recognizes
that capital goods are used or intended to be used in the course or furtherance of business.
Accordingly, availability of input tax credit on demo vehicles is not affected by way of
capitalization of such vehicles in the books of account of the authorized dealers, subject to
other provisions of the Act.

In case of capitalization of demo vehicles, availability of input tax credit would be subject to
provisions of section 16(3) of CGST Act, which provides that where the registered person has
claimed depreciation on the tax component of the cost of capital goods and plant and machinery
under the Income-tax Act, 1961, the input tax credit on the said tax component shall not be
allowed. Further, in case demo vehicle, which is capitalized, is subsequently sold by the
authorized dealer, the authorized dealer shall have to pay an amount or tax as per provisions of
section 18(6) of CGST Act read with rule 44(6) of the CGST Rules, 2017.
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