ITC UNDER GUJARAT VAT

VII. INPUT TAX CREDIT (ITC) Sec. 11
1. General

Input Tax Credit is at the core of the scheme of taxation under GVAT Act. Input tax credit is

Available on the inputs of a dealer in full immediately on receipt of tax invoice. The ITC is

available of VAT & Additional Tax paid on purchases, purchase tax & additional tax u/s. 9 and Entry Tax.
In case of manufacturers, it is the tax paid on purchase of raw material for manufacturing

taxable goods. The term raw material includes processing materials, consumable stores and

packing material but does not include fuels for the purpose of generation of electricity.

2. CONDITIONS FOR ITC

For getting ITC, the prime condition is that the goods purchased should be intended for sale within the state or, outside state or, in the course of Inter State trade or commerce or, in the course of export or, for sale to EOU or, to a Unit located in SEZ or, for Branch Transfer or, for sale on consignment basis or, for use as raw material for manufacturing taxable goods or for packing of such manufactured finished goods.

3. ITC ON CAPITAL GOODS

ITC on Capital Goods is also available. Capital Goods mean plant and machinery purchased after 1-4-2006 and which are not second hand.

Further, it should not be used for manufacture of Tax free Goods (Other than zero rated sales) or

for Electrical Power Generation including Captive Use. Further, the capital good on which ITC has-been claimed should be used for a continuous period of 5 years, or else proportionate reduction in ITC is required to be made. Besides, ITC is not admissible on capital goods used in the execution of works contract.

4. ITC ON FUEL AND BRANCH/CONSIGNMENT TRANSFER TRANSACTIONS

ITC of fuel used in motor vehicles or in generation of electrical energy is not admissible, ITC of

other Fuel, if used in manufacture, is available after deduction of 4% of tax paid on purchase of

such fuel. Similarly, ITC on goods dispatched by way of branch consignment transfer outside the

Gujarat State or of raw materials used in the manufacture of goods which are dispatched by way of branch/consignment transfer outside the Gujarat State is eligible after deducting 4% or applicable lower rate of tax on taxable turnover of their purchases within the State.

5. ITC OF PURCHASE TAX AND ENTRY TAX

ITC of Purchase Tax u/ss. 9(1), 9(5), & additional tax u/s 9(6) is available in the month of liability

shown. ITC of Purchase Tax u/s. 9(2) is available in the tax period in which actual payment of tax is made. Similarly ITC of Tax paid under the Gujarat Tax on Entry of Specified Goods into the Local Areas Act, 2001 is available in the month of liability shown.

6. ZERO RATED SALES

The concept of zero rated sales has been introduced w.e.f. 01/04/2008, for allowing ITC on the

purchases of goods which are sold to the Developer or Co-Developer of SEZ or to a Unit carrying on business in the Processing or Demarcated area of SEZ. This benefit is not admissible on sale by dealers opting for lump sum/ composite tax & for Schedule III goods i.e. Motor spirit goods & also to crude oil, lignite & vehicles of any type & its equipments, accessories or spare parts as per Notification Dt. 1-4-2008. As per Rule 42(2)(2A), the tax invoice in such case shall have to be

issued in triplicate. Original invoice is to be given to buyer. Duplicate, duly endorsed by customs

authorities is to be returned to the seller. Triplicate is to be retained by the seller. Local sellers shall have to dispatch goods with form 402, duly pre authenticated by his jurisdictional officer.

7. REVERSAL OF ITC

ITC is required to be reversed (fully or partly) when ITC availed goods are used for non-specified

purposes. ITC is also required to be adjusted for Debit Note or Credit Note for any change in

consideration if tax is separately shown or for purchase return.

8. ITC REVERSAL @ 2% FOR INTER STATE SALES

Input Tax Credit (ITC) will have to be reversed w.e.f. 1st July, 2010 @ 2% of taxable turnover of

purchases within the state, of goods, other than Schedule-II (13) goods (bullion etc.), for which tax credit is admissible, if the goods are either sold/ resold in the course of interstate trade and

commerce or are used as input in the manufacture of goods, which are sold in the course of

interstate trade and commerce. W.e.f. 01-10-2010, no such reversal will have to be made for

following goods of schedule II.

a) Entry 13 — Bullion, etc.

b) Entry 24 — Cotton & Cotton waste

c) Entry 48(i) — viz Isabgul, Jira, Variali, Methi, Suva, Ajma, Asalia, Shalingda seeds,

Khas Khas, Dhana, Dhanani Dal & Paper.

d) Entry 54 — Oildseeds, Peanuts, other taxable seeds &

e) Entry 76 — Timru Leaves or Beedi Leaves

9. ITC NOT ADMISSIBLE

ITC is not admissible, inter alia, & in addition to items mentioned above, on the following purchases

• Vehicles - Its equipments, accessories and spares (except for vehicle dealers).

• Naphtha, Natural & associated gas and LSHS, if used for manufacturing fertilizers.

• For goods or property, not connected with business.

• For unsold stock at the time of closure of business.

• For Petrol, Diesel, crude oil & lignite unless for resale

• For purchases from dealer who has opted for lump sum payment u/s. 14/14A/14B/14C/14D.

• For Inter-State/import, URD/ exempt purchases

• For Goods used in manufacture of exempt goods

• For Goods which are given for right to use only

• If tax invoice is not available or tax is not charged separately

• For goods disposed of otherwise than by way of sale resale or manufacture.

• For purchases during unregistered period except for stock on date of Registration subject to

conditions mentioned under the Head "Compulsory Registration".

10. ITC – HOW TO USE

Unlike excise law, ITC of all taxes (VAT, Purchase Tax, Addl. Tax, Entry Tax) is adjustable inter se

without any sub groups or without any restriction on inter head set off.

ITC is to be deducted from VAT payable and the net amount of VAT is required to be paid.

If ITC is greater than VAT payable, it can be adjusted against CST liability, and balance is to be

carried forward in next tax period.

Unadjusted ITC other than of capital goods shall be refunded within 2 years from the end of the

year in which it became admissible. ITC for export of goods shall be refunded within 3 months from end of the month in which goods are exported.

