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Introduction

Relay Race where an athlete of a team starts the race and at the checkpoint transfers the reel to another
athlete of a team who crosses the finish line. The same concept can be observed under GST between the
relationship of Principal and Agent where the goods are received by an agent on behalf of the principal for
further supply to the customer. This article aims to understand when the principal-agent relationship exists
under GST including other aspects such as levy of tax, registration and joint liability of principal and agent.

ORIGIN OF THE TERM AGENT UNDER GST

Under GST entire jurisprudence of the agent is borrowed from the Indian Contract Act as clarified by the
department. Accordingly, “agent” is a person employed to do any act for another, or to represent another in
dealings with a third person”. As delineated, an agent can be appointed for performing any act on behalf of
the principal which may or may not have the potential for representation on behalf of the principal.

Though the GST law states, “agent” means a person, including a factor, broker, commission agent, arhatia, del
credere agent, an auctioneer or any other mercantile agent, by whatever name called, who carries on the
business of supply or receipt of goods or services or both on behalf of another.

RELATIONSHIP BETWEEN AN AGENT AND PRINCIPAL

On reading the definition of agent and principal it can be concluded that the agent-principal relationship can
be used in terms of both goods and services, where the agent carries on the business of supply or receipt of
goods or services or both on behalf of a principal, and vis-a-vis, a principal is a person on whose behalf an
agent carries such activities.

The law uses the term "principal’ in the context of two relationships i.e., principal and job worker, and principal
and agent. Therefore, one must understand the meaning of the term 'principal' wherever the term finds a
mention, as a reference to the principal-agent relationship.
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WHEN PRINCIPAL AND AGENT CONSTITUTE A SUPPLY

The GST law concluded that the supply of goods or services or both agreed to be made for consideration is
liable for tax. Though, now the question arises what if the supply of goods or services are made without any
consideration. The question is valid in the sense that the definition of agent defined here appears to
illustrate the principle of agency, where an agency is a relationship that can be formed valid even without
consideration and the agent can work purely on a commission basis. Thereby, the gap of consideration is
filled by para 3 of Schedule 1 of the CGST Act, 2017 which extended the scope of supply without
consideration, and accordingly,

Supply of goods—

(a) by a principal to his agent where the agent undertakes to supply such goods on behalf of the
principal; or

(b) by an agent to his principal where the agent undertakes to receive such goods on behalf of the
principal,

From this, it can be deduced that the crucial component for materializing the term “agent” under the GST
Law is analogous to the representative character which enables him to carry out activities on behalf of the
principal. Therefore, now it's time to emphasize, how to determine the character 'representative’. Since in
the common trade practice, variegated factors influence this, thereby bringing out the hindrance the
government clarified, where the invoice for further supply is being issued by the agent in his name then the
agent would fall within the fold of the said entry.

Moreover, it is worth noticing that the supply of services is outside the scope of this entry and thereby
the same shall be made for consideration for making a supply.

STATUTORY REQUIREMENT FOR REGISTRATION BY AN AGENT

A person who makes a taxable supply of goods or services or both on behalf of other taxable
persons whether as an agent or otherwise shall compulsorily be required to obtain registration
irrespective of the limit of the aggregate turnover threshold. The term “agent” here refers to who
supplies goods or services on behalf of the principal under his invoice to the customers as defined
under Para 3 of Schedule | of the CGST Act. Thereby, the said clause does not cover all types of an
agent like who act as intermediary or sales commission agent or security brokers who not
authorized to issue an invoice on his name under its ambit.
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PRINCIPAL AND AGENT TO HAVE JOINT LIABILITY

The GST law states about the joint liability of agent and principal, accordingly; “Where an agent supplies or
receives any taxable goods on behalf of his principal, such agent and his principal shall, jointly and severally,
be liable to pay the tax payable on such goods under this Act.”

By the virtue of the above provision, the liability of the principal who encourages the supplies through an
agent or receives supplies through an agent, does not conclude as soon as he pays tax on the supply made
by him to the agent; instead, the liability in the hands of the principal continues till the time tax is duly
discharged by an agent on the said supply. Thereby the principal needs to keep informed himself on the
compliance followed by an agent apart from the compliance requirements to be followed by him, which
added more burden on the principal.
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CONCLUSION

The principal-agent relationship under GST is not limited to the representative character of an agent for
levy tax but also depends on whether the invoice is issued by the agent under his name to the recipient on
behalf of the principal or not, irrespective of the facts of involvement of consideration, while the supply of
services can only be concluded to a supply when there is a quid-pro-quo. Further, the requirement of
compulsory registration attracts when the agent undertakes to supply the goods or services on behalf of the
principal. Moreover, the compliance for the principal is not just limited to the supply made to an agent, but
it ends when there is a duly discharge of tax liability on the part of the agent as well.
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