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Input Tax Credit Mechanism of GST

Objectives and Importance of this chapter —

Input tax means the central tax (CGST), State tax (SGST), integrated tax (IGST) or Union territory tax
(UTGST) charged on supply of goods or services or both made to a registered person. It also includes
tax paid on reverse charge basis and integrated tax goods and services tax charged on import of
goods. It does not include tax paid under composition levy.

A registered person is entitled to take credit of input tax charged on supply of goods or services or
both to him which are used or intended to be used in the course or furtherance of business, subject
to other conditions and restrictions.

Important definitions —

“input” means any goods other than capital goods used or intended to be used by a supplier in the
course or furtherance of business

“input service” means any service used or intended to be used by a supplier in the course or
furtherance of business;

“capital goods” means goods, the value of which is capitalised in the books of account of the person
claiming the input tax credit and which are used or intended to be used in the course or furtherance
of business

“input tax” in relation to a registered person, means the central tax, State tax, integrated tax or
Union territory tax charged on any supply of goods or services or both made to him and includes—
(a) the integrated goods and services tax charged on import of goods; (b) the tax payable under the
provisions of sub-sections (3) and (4) of section 9; (c) the tax payable under the provisions of sub-
sections (3) and (4) of section 5 of the Integrated Goods and Services Tax Act; (d) the tax payable
under the provisions of sub-sections (3) and (4) of section 9 of the respective State Goods and
Services Tax Act; or (e) the tax payable under the provisions of sub-sections (3) and (4) of section 7
of the Union Territory Goods and Services Tax Act, but does not include the tax paid under the
composition levy

“input tax credit” means the credit of input tax
“output tax” in relation to a taxable person, means the tax chargeable under this Act on taxable

supply of goods or services or both made by him or by his agent but excludes tax payable by him on
reverse charge basis;
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Eligibility and conditions for taking input tax credit
Following four conditions are to be satisfied by the registered taxable person for obtaining ITC:

(a) he is in possession of tax invoice or debit note or such other tax paying documents as may be
prescribed;

(b) he has received the goods or services or both;
(c) the supplier has actually paid the tax charged in respect of the supply to the government; and
(d) he has furnished the return as prescribed

Goods received in lots - Where the goods against an invoice are received in lots or instalments, the
registered person shall be entitled to take credit upon receipt of the last lot or instalment.

Payment to be made to supplier within 180 days - Where a recipient fails to pay to the supplier of
goods or services or both, other than the supplies on which tax is payable on reverse charge basis,
the amount towards the value of supply along with tax payable thereon within a period of one
hundred and eighty days from the date of issue of invoice by the supplier, an amount equal to the
input tax credit availed by the recipient shall be added to his output tax liability, along with interest
thereon, in such manner as may be prescribed. Provided also that the recipient shall be entitled to
avail of the credit of input tax on payment made by him of the amount towards the value of supply
of goods or services or both along with tax payable thereon.

No depreciation to be claimed on ITC component - Where the registered person has claimed
depreciation on the tax component of the cost of capital goods and plant and machinery under the
provisions of the Income-tax Act, 1961, the input tax credit on the said tax component shall not be
allowed.

Delayed credit - A registered person shall not be entitled to take input tax credit in respect of any
invoice or debit note for supply of goods or services or both after the due date of furnishing of the
return under section 39 for the month of September following the end of financial year to which
such invoice or invoice relating to such debit note pertains or furnishing of the relevant annual
return, whichever is earlier.

Apportionment of credit and blocked credits

1. Partly use for non business purposes - Where the goods or services or both are used by the
registered person partly for the purpose of any business and partly for other purposes, the amount
of credit shall be restricted to so much of the input tax as is attributable to the purposes of his
business.

2. Partly use of goods for effecting taxable supplies and exempt supplies - Where the goods or
services or both are used by the registered person partly for effecting taxable supplies including
zero-rated supplies under this Act or under the Integrated Goods and Services Tax Act and partly for
effecting exempt supplies under the said Acts, the amount of credit shall be restricted to so much of
the input tax as is attributable to the said taxable supplies including zero-rated supplies.
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3. Special provision for banks - A banking company or a financial institution including a non-banking
financial company, engaged in supplying services by way of accepting deposits, extending loans or
advances shall have the option to either comply with the provisions as per point no (2) above, or
avail of, every month, an amount equal to fifty per cent. of the eligible input tax credit on inputs,
capital goods and input services in that month and the rest shall lapse.

Non availability of Input Tax Credit —
Input tax credit shall not be available in respect of the following, namely: —

(a) motor vehicles and other conveyances except when they are used—
(i) for making the following taxable supplies, namely:—
(A) further supply of such vehicles or conveyances ; or
(B) transportation of passengers; or
(C) imparting training on driving, flying, navigating such vehicles or conveyances;

(i) for transportation of goods;

(b) the following supply of goods or services or both—
(i) food and beverages, outdoor catering, beauty treatment, health services, cosmetic and
plastic surgery except where an inward supply of goods or services or both of a particular
category is used by a registered person for making an outward taxable supply of the same
category of goods or services or both or as an element of a taxable composite or mixed

supply;
(ii) membership of a club, health and fitness centre;

(iii) rent-a-cab, life insurance and health insurance except where—
(A) the Government notifies the services which are obligatory for an employer to
provide to its employees under any law for the time being in force; or
(B) such inward supply of goods or services or both of a particular category is used
by a registered person for making an outward taxable supply of the same category
of goods or services or both or as part of a taxable composite or mixed supply; and

(iv) travel benefits extended to employees on vacation such as leave or home travel
concession;

(c) works contract services when supplied for construction of an immovable property (other than
plant and machinery) except where it is an input service for further supply of works contract service;

(d) goods or services or both received by a taxable person for construction of an immovable
property (other than plant or machinery) on his own account including when such goods or services
or both are used in the course or furtherance of business.

(e) goods or services or both on which tax has been paid under composition levy;

(f) goods or services or both received by a non-resident taxable person except on goods imported by
him;
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(g) goods or services or both used for personal consumption;

(h) goods lost, stolen, destroyed, written off or disposed of by way of gift or free samples; and
(i) any tax paid in accordance with the provisions of sections 74, 129 and 130.

Availability of credit in special circumstances

First time registration applicant - a person who has applied for registration under this Act within
thirty days from the date on which he becomes liable to registration and has been granted such
registration shall be entitled to take credit of input tax in respect of inputs held in stock and inputs
contained in semi-finished or finished goods held in stock on the day immediately preceding the
date from which he becomes liable to pay tax

Person taking voluntary registration - a person who takes voluntary registration (without crossing
aggregate turnover limit) shall be entitled to take credit of input tax in respect of inputs held in stock
and inputs contained in semi-finished or finished goods held in stock on the day immediately
preceding the date of grant of registration

Person covered by composition levy, who later ceases to get such benefit (i.e. turnover crosses
Rs 100 Lacs) - where any registered person ceases to pay tax under composition levy, 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 as per regular scheme.

But the credit on capital goods shall be reduced by such percentage points as may be prescribed.

Reference Rule 40(a) of ITC rule - after reducing the tax paid on such capital goods by five percentage
points per quarter of a year or part thereof from the date of invoice or such other documents on
which the capital goods were received by the taxable person.

Where an exempt supply of goods or services or both by a registered person becomes a taxable
supply = In such case, such person shall be entitled to take credit of input tax in respect of inputs
held in stock and inputs contained in semi-finished or finished goods held in stock relatable to such
exempt supply and on capital goods exclusively used for such exempt supply on the day immediately
preceding the date from which such supply becomes taxable.

But the credit on capital goods shall be reduced by such percentage points as may be prescribed.

Reference Rule 40(a) of ITC rule - after reducing the tax paid on such capital goods by five percentage
points per quarter of a year or part thereof from the date of invoice or such other documents on
which the capital goods were received by the taxable person.

Change in constitution - Where there is a change in the constitution of a registered person on
account of sale, merger, demerger, amalgamation, lease or transfer of the business with the specific
provisions for transfer of liabilities, the said registered person shall be allowed to transfer the input
tax credit which remains unutilised in his electronic credit ledger to such sold, merged, demerged,
amalgamated, leased or transferred business in such manner as may be prescribed.
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The transferor shall also submit a copy of a certificate issued by a practicing chartered account or
cost accountant certifying that the sale, merger, de-merger, amalgamation, lease or transfer of
business has been done with a specific provision for transfer of liabilities.

The transferee shall, on the Common Portal, accept the details so furnished by the transferor and,
upon such acceptance, the un-utilized credit specified in FORM GST ITC-02 shall be credited to his
electronic credit ledger.

The inputs and capital goods so transferred shall be duly accounted for by the transferee in his books
of account.

Supply of Capital Goods - In case of supply of capital goods or plant and machinery, on which input
tax credit has been taken, the registered person shall pay an amount equal to the input tax credit
taken on the said capital goods or plant and machinery reduced by such percentage points as may
be prescribed or the tax on the transaction value of such capital goods or plant and machinery,
whichever is higher.

Taking input tax credit in respect of inputs and capital goods sent for job work

1. the principal shall be entitled to take credit of input tax on inputs and capital goods even if the
inputs and capital goods are directly sent to a job worker for job work without being first brought to
his place of business.

2. Where the inputs sent for job work are not received back by the principal after completion of job
work or otherwise or are not supplied from the place of business of the job worker within one year
of being sent out, it shall be deemed that such inputs had been supplied by the principal to the job
worker on the day when the said inputs were sent out.

3. Where the capital goods sent for job work are not received back by the principal within a period of
three years of being sent out, it shall be deemed that such capital goods had been supplied by the
principal to the job worker on the day when the said capital goods were sent out.

Manner of distribution of credit by Input Service Distributor

The Input Service Distributor shall distribute the credit of central tax as central tax or integrated tax
and integrated tax as integrated tax or central tax, by way of issue of a document containing the
amount of input tax credit.

The Input Service Distributor may distribute the credit subject to the following conditions, namely:—

(a) the credit can be distributed to the recipients of credit against a document containing such
details as may be prescribed;

(b) the amount of the credit distributed shall not exceed the amount of credit available for
distribution;

(c) the credit of tax paid on input services attributable to a recipient of credit shall be distributed
only to that recipient;
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(d) the credit of tax paid on input services attributable to more than one recipient of credit shall be
distributed amongst such recipients to whom the input service is attributable and such distribution
shall be pro rata on the basis of the turnover in a State or turnover in a Union territory of such
recipient, during the relevant period, to the aggregate of the turnover of all such recipients to whom
such input service is attributable and which are operational in the current year, during the said
relevant period;

(e) the credit of tax paid on input services attributable to all recipients of credit shall be distributed
amongst such recipients and such distribution shall be pro rata on the basis of the turnover in a State
or turnover in a Union territory of such recipient, during the relevant period, to the aggregate of the
turnover of all recipients and which are operational in the current year, during the said relevant
period.

Important forms -

SrNo | Name of the form Particulars

01 FORM GST ITC-01 | Declaration of input tax credit while taking registration

02 FORM GST ITC-02 Form for furnishing the details of sale, merger, de-merger,
amalgamation, lease or transfer of business

03 FORM GST ITC-03 Form for reversal of credit under special circumstances

Important FAQ’s

Can a person take input tax credit without payment of consideration for the supply along with tax
to the supplier?

Ans. Yes, the recipient can take ITC. But he is required to pay the consideration along with tax within
180 days from the date of issue of invoice. This condition is not applicable where tax is payable on
reverse charge basis.

What would happen of the ITC taken by the registered person if he has not paid the consideration
along with tax within 180 days from the date of issue of invoice?

Ans. The amount of ITC would be added to output tax liability of the person. He would also be
required to pay interest. However, he can take ITC again on payment of consideration and tax.

Who will get the ITC where goods have been delivered to a person other than taxable person (‘bill
to’- ‘ship to ’scenarios)?

Ans. It would be deemed that the registered person has received the goods when the goods have
been delivered to a third party on the direction of such taxable person. So ITC will be available to the
person on whose order the goods are delivered to third person.

What is the time limit for taking ITC and reasons therefor?
Ans. A registered person cannot take ITC in respect of any invoice or debit note for supply of goods

or services after the due date for furnishing the return under section 39 for the month of September
following the end of financial year to which such invoice/invoice relating to debit note pertains or
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furnishing of the relevant annual return, whichever is earlier. So, the upper time limit for taking ITC
is 20th October of the next FY or the date of filing of annual return whichever is earlier.

The underlying reasoning for this restriction is that no change in return is permitted after September
of next FY. If annual return is filed before the month of September, then no change can be made
after filing of annual return.

Sometimes goods are destroyed or lost due to various reasons? Can a person take ITC to the
extent of such goods?

Ans. No, a person cannot take ITC with respect to goods lost, stolen, destroyed or written off. In
addition, ITC with respect of goods given as gifts or free samples are also not allowed.

What is the ITC entitlement of a newly registered person?

Ans. A person applying for registration can take input tax credit of inputs held in stock and inputs
contained in semifinished or finished goods held in stock on the day immediately preceding the date
of grant of registration. If the person was liable to take registration and he has applied for
registration within thirty days from the date on which he became liable to registration, then input
tax credit of inputs held in stock and inputs contained in semifinished or finished goods held in stock
on the day immediately preceding the date on which he became liable to pay tax can be taken.

A person becomes liable to pay tax on 1st August, 2017and has obtained registration on 15th
August, 2017. Such person is eligible for input tax credit on inputs held in stock as on:

(a) 1st August, 2017

(b) 31st July, 2017

(c) 15th August, 2017

(d) He cannot take credit for the past period

Ans. 31st July, 2017.

What would be input tax eligibility in cases where there is a change in the constitution of a
registered person?

Ans. The registered person shall be allowed to transfer the input tax credit that remains unutilized
in its electronic credit ledger to the new entity, provided that there is a specific provision for transfer
of liabilities.

Which of the following is included for computation of taxable supplies for the purpose of availing
credit?

(a) Zero-rated supplies

(b) Exempt supplies

(c) Both

Ans. Zero rated supplies.
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Mr. B applies for voluntary registration on 5th June, 2017 and obtained registration on 22nd June,
2017. Mr. B is eligible for input tax credit on inputs in stock as on..............

Ans. Mr. B is eligible for input tax credit on inputs held in stock and inputs contained in semi-
finished or finished goods held in stock as on 21st June, 2017. Mr. B cannot take input tax credit in
respect of capital goods.

What happens where the details of inward supplies furnished by the recipient do not match with
the outward supply details furnished by the supplier in his valid return?

Ans. In case of mismatch, the communication would be made to the both parties. If the mismatch is
not rectified, then the amount will be added to the output liability of recipient in the return for the
month succeeding the month in which discrepancy is communicated.

Is input tax credit allowed only after matching?

Ans. No, input tax credit is allowed provisionally for two months. The supply details are matched by
the system and discrepancies are communicated to concerned supplier and recipient. In case
mismatch continues, the ITC taken would be reversed automatically.

What will be the tax impact when capital goods on which ITC has been taken are supplied by
taxable person?

Ans. In case of supply of capital goods or plant and machinery on which input tax credit has been
taken, the registered person shall pay an amount equal to the input tax credit taken on the said
capital goods or plant and machinery reduced by the percentage points as may be specified in this
behalf or the tax on the transaction value of such capital goods, whichever is higher.



