INPUT TAX CREDIT
CHAPTER V of “The Central Goods and Services Tax Act, 2017”
Prologue:
Finally the long awaited Single Indirect Tax Regime GST Law received the assent of the President on the 12th day of April, 2017. GST Law extends to whole of India except the State of Jammu and Kashmir. It supercedes about 17 indirect tax laws which eliminate the Cascading-Effect (“Tax on Tax”). GST is destination/consumption based taxing method thus the term “supply” of goods/ services plays a vital role in GST. GST is similar to existing VAT system i.e., Tax on Value Addition. Input Tax Credit is the backbone of the GST regime
Input Tax Credit:
Input tax credit means the credit available in the Electronic Ledger (E-Cash Ledger or E-Credit Ledger) of a Registered Person in the form of 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 another Registered Person. It includes tax paid on reverse charge basis and IGST charged on Import of Goods but does not include tax paid under composition levy.

Section 49 (5) specifies manner of utilizing the input tax credit as follows:
i) IGST shall first be utilized towards payment of IGST, then remaining towards payment of CGST and SGST / UTGST
ii) CGST shall first be utilized towards payment of CGST, then remaining towards payment of IGST
iii) SGST shall first be utilized towards payment of SGST, then remaining towards payment of IGST
iv) UTGST shall first be utilized towards payment of UTGST, then remaining towards payment of IGST
v) The CGST SHALL NOT be utilized towards payment of SGST or UTGST
vi) The SGST or UTGST SHALL NOT be utilized towards payment of CGST
vii) The remaining balance either in E- Cash Ledger or E-Credit Ledger after payment of Tax, Interest, Penalty, Fee or any other amount payable may be refunded in accordance with provisions of section 54
Eligibility and Conditions to Claim ITC:
1. To avail input tax credit in respect of any supply of goods or services or both the Registered Person should possess a tax invoice or debit note raised by registered supplier or any other document as listed below
· An Invoice issued U/S 31
· An Invoice prepared in respect of Reverse Charge basis U/S 9(3) and U/S 9(4) 
· A Debit Note issued U/S 34
· Bill of Entry or similar documents under Customs Act,1962
· An ISD Invoice or ISD Credit Note or Any other document issued by Input Service Distributor U/R 7(1) for distribution of credit referred U/R 4(1)(g)
2. The document should contain all the prescribed particulars and the details are to be furnished in FORM GSTR-2.
3. ITC is not available on any tax paid in pursuance of order demanded on account of fraud, willful misstatement or suppression of facts
4. Registered Person should have received the goods or service. If received in lots or installments Registered Person is entitled to take input credit only upon receipt of last lot or installment. Registered person is deemed to have received the goods if supplier delivers to an agent, by way of transfer of document of title, before or during the movement of goods as directed by him.
5. Tax should actually be paid either in cash or through utilization of input credit
6. Other than supplies on which tax is payable on reverse charge basis, the recipient should pay the amount towards the value of supply of goods or services or both along with tax payable within 180 days from the date invoice issued by the supplier. If not the ITC availed shall become output tax liability of that recipient along with interest. Such output tax liability is eligible to be taken as credit by that recipient
7. If Depreciation is claimed on the tax component of cost of capital goods and plant and machinery for Income Tax purposes then ITC is not allowed on such tax component
8. Return should be furnished under section 39 in FORM GSTR 2
9. ITC in respect of invoice or debit note pertaining to F.Y.2017-18 is entitled for claiming only up to
· Return filed U/S 39 for September 2018	 (or)	Whichever 
· Annual Return filed				 is earlier
Apportionment of credit:
CASE A - ITC based on usage in business
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.
CASE B - ITC based on use of Inputs
Where the goods or services or both are used by the registered person partly for effecting taxable supplies and partly for effecting exempt supplies, the amount of credit shall be restricted to so much of the input tax as is attributable to the said taxable supplies.

CASE A							CASE B
 (
*Taxable supply includes zero rated supply
#Exempt supply includes supply taxed on reverse charge basis, transaction in securities, sale of land & sale of building
)


CASE C -Banking & Finance

· 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.) Furnish details in FORM GSTR – 2 and avail 50% of admissible ITC every month
Note: The option once exercised is same throughout that F.Y
Blocked Credits / Ineligible ITC:
ITC shall not be available on the following
1. Motor vehicles and other conveyances except the following categories

2. Credit of Input tax is blocked on Supply of Goods or Services or Both as following

“Note1”:ITC is eligible when these inward supplies of goods or services or both are used for making an outward taxable supply of the same category of goods or services or both or used as an element of a taxable composite or mixed supply 

“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
3. Works contract services when supplied for construction of immovable property(other than Plant & Machinery), except where it is an input service for further supply of works contract service; 
4. 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

 (
*That are used for making outward supply of goods or services or both and includes such foundation and structural support
) (
# T
o the exten
t of capitalization, relating to such
 immovable property.
)			


5. Goods or Services or Both on which tax has been paid under section 10 (Composition Levy)
6. Goods or Services or Both received by a non-resident taxable person except on goods imported by him
7. Goods or Services or Both used for personal consumption
8. Goods lost/ stolen/ destroyed/written off or disposed of by way of gift or free samples
9. Any tax paid U/S 74, 129 or 130.
Availability of credit in special circumstances:
Circumstance 1 - Newly Registered Person

· When a person becomes liable to register he should apply for registration within thirty days from the date he becomes liable to register
· Consider he is liable to pay tax w.e.f. 1st August 2017 but he is granted such registration on 15th August 2017
· He is entitled to take credit of input tax in respect of inputs held in stock and inputs contained in semi-finished or finished goods held on 31st July 2017
Circumstance 2 - Voluntary Registration

· When a person applies registration U/S 25(3) (Voluntary Registration)
· Let’s assume he applies on 5th June 2017 and obtained registration on 22nd June 2017 
· He is 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 21st June 2017
Circumstance 3 - Crosses the Compounding Threshold

· Hypothetically, a Registered Person who was paying tax U/S 10(Composition Scheme) becomes liable to pay tax under regular scheme w.e.f. 31st 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 5% points per quarter of a year or part thereof) held on 30th July 2017.
Circumstance 4 - Exempted Goods became Taxable

· If  a person dealing in exempted goods or services or both becomes taxable supply
· [bookmark: _GoBack]Hypothetically, such goods become taxable w.e.f. 1stApril 2018
· 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 5%  points per quarter of a year or part thereof) held on 31st March 2018
Manner and conditions for claiming credit in above circumstances
· Within 30 days from the date of becoming eligible to avail of ITC on above 4 circumstances
· The registered person shall make declaration in FORM GST ITC – 01and furnish details
· If the aggregate claim exceeds Rs.2 lakhs, then a Certificate from a chartered accountant should be obtained
· Tax invoice date must not be older than one year to claim ITC
· ITC of 3rd and 4th circumstances shall be verified with the corresponding details furnished by the corresponding supplier inFORM GSTR-1 orFORM GSTR-4 respectively

Circumstance 5 - Change in Constitution

· If there is UNUTILIZED ITC during the course of sale, merger, demerger, amalgamation, lease or transfer of the business with a specific provision for transfer of liabilities
· Registered Person shall furnish the details in FORM GST ITC – 02 along with a Certificate from a Chartered Accountant to transfer the SAME into the Electronic Credit Ledger of the concerned party due to change in the constitution.
Circumstance 6 – Regular to Composition Scheme or Taxable to Exempt

· Situation 1: When a Registered Person who was taxable under regular scheme opts to pay tax U/S.10 (composition scheme) w.e.f. 1st July 2017
· Situation 2: When the taxable goods/services under regular scheme supplied by a Registered Person become wholly exempt w.e.f. 1st July 2017
· In both situations, 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 5% points per quarter of a year or part thereof) held on 30th June 2017
· If after payment of such amount, any balance of ITC in his electronic credit ledger shall lapse.
Circumstance 7 - Sale of Capital Goods

· If capital goods or plant and machinery is disposed after utilizing ITC in the first place, Registered Person shall pay an amount equivalent to
·  Input Tax Credit taken on Capital Goods
(Reduced by 5% points every quarter or part thereof)
	or						    Whichever is higher
· The tax on the transaction value 	of such Capital Goods		
Note: But if refractory bricks, moulds & dies, jigs & fixtures are supplied as scrap, then tax may be paid on the transaction value as per Section 15
To summarize, the credit of input tax can be taken as and when the person applies for the registration but the entitlement of credit of inputs would be from the day liability to tax arises.
ITC on JOB Work:
·  (
Principal U/S 143
)Principal referred u/s 143 shall take ITC on Inputs/Capital Goods sent to job worker either Directly or through Principal’s Place of Business 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.				



 (
Principal’s                 “Place of Business”
)				[image: C:\Program Files (x86)\Microsoft Office\MEDIA\CAGCAT10\j0285360.wmf]		
 (
Inputs/Capital Goods
)Directly            	[image: C:\Program Files (x86)\Microsoft Office\MEDIA\CAGCAT10\j0240695.wmf]		
			{JOB WORKER}


Time Limits:

· Time limits on inputs sent for job work is that Job worker has to send back the inputs received by him within 1 year to the Principal’s place of business. Likewise capital goods should be sent back within 3 years
 (
1 Year
)
 (
3 Years
) (
Inputs
) (
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”
Note: 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.
Date of Deemed Supply:

· When Inputs / capital goods sent directly to job worker date of deemed supply is the date when job worker receives such inputs and capital goods
· If they are sent from principal's place of business then the date of deemed supply is when inputs/capital goods are sent out from principal's place of business



Conditions to Claim ITC on JOB work:
(1) The inputs, semi-finished goods or capital goods shall be sent to the job worker under the cover of a challan issued by the principal
(2) The challan issued by the principal to the job worker shall contain the details specified in rule Invoice.10
(3) The details of challans in respect of goods dispatched to a job worker or received from a job worker shall be included in FORM GSTR-1
(4) Where the inputs or capital goods are not returned to the principal within the time limits, the challan issued shall be deemed to be an invoice.
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Partly 
Taxable Supply*


Partly 
Exempt Supply#


ITC Available
only attributable to TAXABLE Supply









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 1"
"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 fixed to earth by foundation and structural support*


Building 


or any other civil structures.


Telecom Tower


Pipelines laid outside the factory premises






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


ITC  Available
only attributable to BUSINESS purposes
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