INPUT TAX CREDIT
CHAPTER V of “The Central / State Goods and Services Tax Act, 2016”.
Based on revised Model GST Law Released on 25.11.2016

Prologue
Our nation is in a transitional phase to a comprehensive tax system “GST” which is simplified single tax regime. GST is introduced aiming to digitize indirect taxation system especially to handle matters relating to Input Tax Credit.GST is a uniform indirect taxation system which is likely to replace 17 indirect taxes. Main objective is to eliminate Cascading-Effect (“Tax on Tax”) to an optimum level. Components of ITC are SGST, CGST & IGST. GST is destination/consumption based taxing method thus the term “supply” of goods/ services plays a vital role in GST. So looking forward usage of the term “sales”/ “purchases” would not prevail in GST .An extract of Input Tax Credit concepts from the revised Model GST Laws is hereby simplified & presented.
Eligibility to Claim Input Tax Credit (ITC)
 (
Only “Registered Taxable Person” gets “Input Tax Credit” credited to his “Electronic Credit
 
Ledger”
)A person when he is supplied with goods or services and he is charged with indirect tax on his payment in the form of IGST, including that of import of goods, CGST & SGST. 

· Registered as per Schedule V of the Act
· This Input Tax includes tax paid by reverse charge mechanism u/s 8(3), but does not include tax paid by way of composition levy u/s9
· ITC is available on Inputs, Capital Goods and Services that are used or intended to be used in the business
Yes! There is a new concept of “Electronic Credit Ledger” which is maintained in the account of the Registered Taxable Person (RTP).
· In case of pipelines & telecommunication tower fixed to earth by foundation or structural support including foundation and structural support
Availability of ITC
Year 1	------------ 1/3rd of ITC
Year 2	------------ 1/3rd of ITC 
Year 3	------------ 1/3rd of ITC 

Note: Thus for Capital goods except the above the utilisation of Input credit is eligible in only one instalment.

Conditions to Claim ITC for Registered Taxable Person (RTP):
a) RTP should possess a tax invoice or debit note issued by a “Registered Supplier”
b) RTP should have received the goods and/or services; 
c) The tax is actually paid by cash or through utilising the ITC in the Electronic ledger account
d) Furnished the return U/S 34
· If Goods or services are received in lots or instalments ITC is available only on receipt of the final lot or instalment.
· “Recipient” should pay “Supplier” of Services within 3 months from the Invoice Date.
· If payment on Value of such Services exceeds 3 months’ time, then ITC amount will become Output Tax liability along with interest for that “Recipient”.
· [bookmark: _GoBack]Received Goods means goods are delivered by the supplier to a recipient or if recipient directs to some other person say to Mr. X receives such delivery, where Mr. X may be an agent of a principal or Principal of the agent, he may direct before or during the movement of goods, either by way of transfer of documents of title to goods or otherwise. 
· ITC in respect of Invoices pertaining to FY 2017-2018 is valid only up to 
Return filed u/s 34 (September 2018)		Whichever
Annual return filed				is earlier
· Where the RTP has claimed depreciation on TAX component as per Income Tax Act on cost of capital goods, ITC shall be denied.
· If RTP has claimed depreciation for income tax purposes on a value explained in the following Scenario 1, he is NOT eligible to Claim ITC available on such capital goods
Depreciation on Capital Goods for Income Tax
Scenario 1:					Scenario 2:
Cost of capital good 		` 5,00,000	Cost of capital good 		` 5,00,000  
ITC on capital good @ 5%	`    25,000	ITC on capital good @ 5%	`    25,000
Asset Value for Income Tax	` 5,25,000	Asset Value in Income Tax	` 5,00,000
Depreciation on @ 10%		`    52,500	Depreciation on @ 10%		`    50,000
ITC NOT ELIGIBLE					ITC ALLOWED
Consumption Based Credit of ITC
CASE – A on consumption basis			CASE – B on consumption basis 

							*Taxable supply includes zero rated supply.
#Exempt supply includes supply taxed on reverse charge basis.

· Banks /FIs including NBFCs, engaged in supplying services by way of accepting deposits, extending loans or advances shall either
i.) Follow CASE – B (above) or
ii.) Avail 50% of eligible ITC every month,
Eligible ITC: Aggregate ITC on inputs, capital goods and input services in a month
Note: The option once exercised is same throughout that F.Y
INELIGIBLE ITC:
ITC shall not be available on the following
1. Tax has been paid under section 9; (Composition Levy)
2. Used for Personal Consumption; 
3. Goods lost/ stolen/ destroyed/written off/ disposed of by way of gift or free samples;
4. Any tax paid u/s 67, 89 or 90.
5. Works contract services when supplied for construction of immovable property(except P&M), where it is an input service for further supply of works contract service; 
6. Motor vehicles and other conveyances except the following categories

7. ITC ineligible on Supply of Goods and Services as following

“Note1”: ITC is eligible when these inward supply of good/ service are used for making an outward taxable supply of the same category of goods or services.
“Note 2”: ITC is eligible where 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 
8. Goods or services received by a taxable person for construction of an immovable property on his own account, other than plant and machinery, even when used in course or furtherance of business;
		Construction			Plant & Machinery
		

 (
# 
T
o
 the exten
t of capitalization, relating to such
 immovable property.
) (
*Telecommunication Tower
 i.e., F
ixed to earth by foundation or structural support that are used for making outward supply and includes such foundation and structural supports
)			



Special Scenarios:
Scenario 1:
· If a person becomes liable to register and he applies then he is granted such registration
· Hypothetically he is liable to pay tax w.e.f. 1stJuly 2017
· He shall take credit for ITC on the inputs held as stock, inputs contained in semi finished/FG in stock held on 30th June 2017
Scenario 2:
· If a person applies Registration u/s 23(3)
· Hypothetically date of grant of registration w.e.f. 1st July 2017
· He shall take credit for ITC on the inputs held as stock, inputs contained in semi finished/FG in stock held on 30th June 2017
Scenario 3:
· If a person ceases to pay u/s 9 he will become liable to pay as per provisions u/s 8.
· Hypothetically liable to pay w.e.f. 1st July 2017
· He shall take credit for ITC on the inputs held as stock, inputs contained in semi finished/FG in stock, even on capital goods (which shall be reduced by percentage points) held on 30th June 2017.
Scenario 4:
· If  a person dealing in exempted goods becomes taxable goods
· Hypothetically such goods become taxable w.e.f. 1st July 2017
· He shall take credit for ITC on the inputs held as stock, inputs contained in semi finished/FG in stock (relatable to such exempt supply), even on capital goods (used for such exempt supply)(which shall be reduced by such percentage points) held on 30th June 2017
Criteria:
· In the above 4 scenarios Tax invoices shall not be older than 1 year. Else ITC not allowed.
Scenario 5:
· If there is unutilised ITC during the course of sale, merger, demerger, amalgamation, lease or transfer of the business with the specific provision for transfer of liabilities, RTP shall transfer the same to the books of account of the concerned party.
Scenario 6:
· Hypothetically if a RTP opts to pay tax u/s. 9 (composition scheme) w.e.f. 1st July 2017
· All the goods/services supplied by him become exempt u/s 11.
· In this situation, he should first nullify his electronic credit or cash ledger by paying an amount equivalent to the credit of  ITC on the inputs held as stock, inputs contained in semi finished/FG in stock, even on capital goods (which shall be reduced by such percentage points) held on 30th June 2017
· If after payment of such amount, any balance of ITC in his electronic credit ledger shall lapse.
Scenario 7:
· If capital goods or plant and machinery is disposed after utilising ITC in the first place, RTP shall pay an amount as below
·  ITC on Capital Goods(reduced by the percentage points)
						 	    Whichever is higher
· The tax on the transaction value 			
Note: But if refractory bricks, moulds & dies, jigs & fixtures are supplied as scrap, then tax shall be paid only on the transaction value.
ITC on inputs sent for job work:
·  (
Principal U
/
S
 55
) (
Principal’s                 “Place of Business”
)Principal referred u/s 55 shall take ITC on Inputs/Capital Goods sent to job worker provided within time limits the job worker supplies back to Principal’s Place of business else it is deemed as Supply of Input/ Capital goods in the hands of Principal.							[image: C:\Program Files (x86)\Microsoft Office\MEDIA\CAGCAT10\j0285360.wmf]
 (
I
nputs/
Capital Goods
)Directly                 [image: C:\Program Files (x86)\Microsoft Office\MEDIA\CAGCAT10\j0240695.wmf]      								 	{JOB WORKER}
TIME LIMITS:
 (
1 Year
)
 (
3 Years
) (
I
nputs
) (
Capital Goods
)[image: C:\Program Files (x86)\Microsoft Office\MEDIA\CAGCAT10\j0240695.wmf]						    [image: C:\Program Files (x86)\Microsoft Office\MEDIA\CAGCAT10\j0285360.wmf]
{JOB WORKER}						“Place of Business”
· The Time Limits of 1 year or 3 year shall not be applied in case of moulds, dies, jigs and fixture, or tools sent out to job worker for job work.
DEEMED SUPPLY on JOB WORK:

Input Service Distributor ISD:
Definition U/S 2(54): ISD means an office of the supplier of goods and / or services which receives tax invoices issued u/s 28 towards receipt of input services and issues a prescribed document for the purposes of distributing the credit of CGST (SGST in State Acts) and / or IGST paid on the said services to a supplier of taxable goods and / or services having same PAN as that of the office referred to above
Distribution of ITC by ISD (U/S 21):
On issuing documents containing the amount of ITC, ISD shall,
· Distribute credit of CGST as CGST or IGST or IGST as IGST or CGST where the ISD and Recipient of credit are located in different states				- CGST Act.
· Distribute credit of SGST as SGST or IGST where the ISD and Recipient of credit are located indifferent states. 						- SGST Act.
· Distribute credit of CGST & IGST as CGST where the ISD and Recipient of credit are located in same state.							- CGST Act.
· Distribute credit of SGST & IGST as SGST where the ISD and Recipient of credit are located in same state.							- SGST Act.
Conditions to Distribute ITC by ISD:
1. Only on prescribed document containing the details as prescribed.
2. The amount of the credit distributed shall not exceed the amount of credit available for distribution.
3. The credit of tax paid on input services attributable to a recipient of credit shall be distributed only to that recipient.
4. The credit of tax paid on input services attributable to more than one recipient/ all recipients of credit shall be distributed only amongst such recipient(s) to whom the input service is attributable and such distribution shall be pro rata on the basis of the turnover in a state of such recipient, during the *relevant period, to the aggregate of the turnover of all such recipients to whom such input service is attributable/ all recipients respectively.
5. Recipient should be operational in that period.

*Relevant period explained as below
 (
F.Y.2018-19
) (
F.Y.2017-18
)Recipient of Credit having Turnover during F.Y.2017-18
		Credit Distributed Year		Relevant Period			
 (
F.Y.2017-18
) (
F.Y.2018-19
)
											Recipient of 
No Turnover			  Credit Distributed Year		Credit not
 (
II Quarter F.Y.2018-19
) (
October 2018
)											having T.O
											during 
Credit Distributed Month		Relevant Period			F.Y.2017-18
Recovery &Manner of recovery of credit distributed in excess:
· Where ITC wrongly claimed, the same shall be recovered from the registered taxable person in accordance with the provisions of this Act. 
· If Input service distributor had not followed provisions u/s 21(Distribution of ITC by ISD) and distributes excess credit to one or more recipients of credit, the same shall be recovered from that recipient along with interest and the provisions of demand or recovery u/s 66 or 67 respectively will apply.
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Used in following 
Taxable supplies


for transportation of goods


further supply of such vehicles or conveyances 


transportation of passengers


imparting training on driving, flying, navigating such vehicles or conveyances

































*Food and Beverages
*Outdoor Catering
*Beauty Treatment 
*Health Services 
*Cosmetic &
*Plastic Surgery
"Note 1"


*Membership of
 i)  A Club
ii) Health &
iii)Fitness Centre


*Rent-A-Cab 
*Life Insurance 
*Health Insurance
"Note 2"


*Travel Benefits  extended to employees on  vacation such as leave or home travel concession. 








#Construction


Re-construction


Renovation 


Additions


 Alterations


Repairs









Includes


Apparatus, 


Excludes


Land, 


Equipment, 


Machinery, 


Pipelines, 


Telecommunication Tower*


Building 


or any other civil structures.






Inputs, Capital Goods


Directly


Date for deemed supply: 
Job Worker receives Inputs/ Capital Goods


Principal's              "Place of Business"


Date for deemed supply:
 Inputs/ Capital Goods sent out from Place of Business
















Partly 
Business Purposes


Partly 
Other Purposes


Eligible ITC 
attributable to BUSINESS purposes
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