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FEMA & INTERNATIONAL TAX 
FEMA – Regulations on Export of goods and services: 
 
Export realization through Online Payment Gateway Service Providers (OPGSPs) 
 
With ever increasing use of e-commerce platform and online financial transactions 
across globe, it has become quite easy and is a regular norm to use online payment 
gateways for purchase of goods and services through the use of Online Payment 
Gateway service providers. Reserve Bank has therefore come out with regulations 
governing these payments. 
 
AD Category I banks have been allowed to offer services for realization of export related 
remittances by entering into standing arrangements with OPGSPs subject to the 
conditions as mentioned below: 
 
 AD Category I Banks offering such facility shall carry out a Due Diligence of the 

OPGSPs. 
 

 This facility shall only be available for export of goods and services of the value not 
exceeding US$ 10,000 

 
 AD bank shall open a NOSTRO collection account for receipt of the export related 

payments through such arrangement; 
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FEMA & INTERNATIONAL TAX(cont.) 
 

 Exporters availing such facility shall open a NOTIONAL account with OPGSPs. All 

the receipts in this notional account through such arrangement shall be 

automatically swept and pooled into the NOSTRO collection account opened by the 

AD bank. From the NOSTRO collection account, the funds shall immediately, and in 

no case later than SEVEN days from the date of credit be transferred to Exporters 

account with the bank; 

 

 Permissible debits in NOSTRO collection account are: 

 

o Credit to exporters account; 

o Fee/commission to the OPGSPs as per predetermined rates/frequency/ 

arrangement; 

o Where exporter has failed in discharging his obligation under the sale contract, 

charge back to the importer. 

 

 It is advisable that separate NOSTRO collection accounts shall be kept by the bank 

for each of the OPGSPs. Otherwise, the bank should be able to delineate the 

transactions for each OPGSPs. 

 

 The banks shall satisfy themselves as to the bona-fides of the transactions. 

 

 Resolution of all the payment related complaints shall remain sole responsibility of 

concerned OPGSPs 

 

 The banks shall make regular reporting as regards each such arrangements and 

NOSTRO account transactions to the RBI. 
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FEMA & INTERNATIONAL TAX(cont.) 
 

 
 
 
 

Compiled by: Malay Damania, Partner 
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GOODS AND SERVICE TAX (GST) 

Input Service Distributor – GST Laws 
 
Concept of Input Service Distributor (ISD): 

 

“Input Service Distributor (ISD) is an office of the supplier of goods or services or both 

which receives tax invoices issued under section 31 towards the receipt of input 

services and issues a prescribed document for the purposes of distributing the credit of 

Central tax, State tax, Integrated tax or Union territory tax paid on the said services, to a 

supplier of taxable goods or services or both having the same permanent Account 

Number as that of the said office”. Section 2 (61) of the CGST Act, 2017 

                    

ISD is a facility given under GST laws to the dealers who have multistate presence and 

who have centralized procurement of services which are utilized by its establishments 

(having same PAN as that of head office) located in various states. Facility of ISD is 

available only in respect of services and not in respect of goods.  

 
 
 



Page 6 of 9 
 

GOODS & SERVICE TAX (GST)(cont.) 
 

Example:  

A Ltd. has HO in Mumbai and branches / establishments in Ahmedabad, Delhi & Kolkata 

(all having same PAN). HO receivers Invoice for inward supply of service (wherein GST 

is charged). Such service is utilized by all or any of the above branches. Since invoice is 

raised to HO, Input Tax Credit (ITC) per se cannot be claimed by branches utilizing the 

said services. Mechanism of ISD (under GST laws) allows HO to distribute credit of ITC 

among the branches (which utilize the said services) by following prescribed method. 

 

Provisions & manner of distributing credit through ISD mechanism  

 

1. ISD shall obtain separate registration as ISD. Such registration is different 

from normal registration u/s. 22. 

 

2. Credit can be distributed only of eligible amount considering provisions of                      

block – credit u/s.17(5) and through a document (i.e. Invoice) in terms of                    

Rule 54. 

 

3. Credit of service attributable to a particular recipient shall be distributed 

only to that recipient (in above example, if service was provided only to 

Ahmedabad branch & invoice raised to HO, HO shall distribute credit only to 

Ahmedabad branch). 

 

4. Credit of tax paid on input service attributable to more than one recipient of 

credit or to all recipient of credit, shall be distributed among such recipient’s 

pro rata on the basis of turnover in a state / union territory of such recipient 

during the “relevant period”, to the aggregate of the turnover of all such 

recipients and which are operational in the current year, during the said 

“relevant period.” 
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GOODS & SERVICE TAX (GST)(cont.) 
 

The term “relevant period” is defined very peculiarly: 
 

Case What is “relevant period” 

I. If all recipients of credit have 
turnover in their states in the 
financial year preceding the year 
during which credit is to be 
distributed  

The said preceding financial year 

II. If some or all recipients do not 
have any turnover in their states 
in the financial year preceding 
the year during which credit is to 
be distributed  

The last quarter for which details 
of such turnover of all the 
recipients are available, previous 
to the month during which credit 
is to be distributed.  

  
5. Turnover shall also include turnover of goods not taxable under the Act.  

 
6. Credit qualifying for distribution is to be calculated using following formula 

given in Rule 39(1) (d):  
 

C1= (t1 / T) x C  
 
Where, 
 
C = amount of credit to be distributed. 
 
t1 = turnover of recipient R1 during relevant period. 
 
T = the aggregate of the turnover, during the relevant period, of all recipients 
to whom the input service is attributable  
 
C1 = the input tax credit that is required to be distributed to recipient R1 
(whether registered or not). 
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GOODS & SERVICE TAX (GST)(cont.) 
 

The above formula should be applied for every type of tax viz., Central tax, State 
tax, Union Territory tax & Integrated tax and should be distributed as under: 
 

Credit 
available 
with ISD 

Recipient unit is located in 
same state as that of ISD 

Recipient unit is located in 
different State than that of ISD 

Central Tax  CGST IGST 

State Tax SGST IGST 

UT tax UTGST IGST 

Integrated                                                                                                                   IGST IGST 

 
From accounting perspective, an ISD may be required to maintain account of               
CGST + SGST credit Statewise. 
 
It may be noted that Rule 39 mandates distribution of credit to all the recipients to 
whom credit is attributable, although such units may not be registered under the 
Act.  
 
At the same time, recipient to whom credit is attributable should be registered 
under the Act, to be eligible to claim credit so distributed to it. 

 
7. Invoice by ISD:  

ISD shall issue Invoice for distributing credit clearly indicating that Invoice is 
issued only for distributing credit. 

 
8. Debit notes / Credit notes: 

On receiving debit notes / credit notes, ISD shall accordingly issue                   
debit notes / credit notes to the original recipients.  

 
 

9. Filing of return by ISD: 
ISD is required to file monthly return in form GSTR – 6, within 13 days of 
following month.  
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GOODS & SERVICE TAX (GST)(cont.) 
 

 
Conclusion: 
 
ISD, a mechanism to distribute credit among various recipients, is cumbersome 
e.g. to distribute credit in the same month, filing return in 13 days, complicated 
computation etc. Hence wherever possible, it is advisable to raise invoice directly 
on the concerned unit receiving service.    
 

 
 

 
Compiled by: Rajeev Varaiya, Partner 

 

 

 

 
 


