
	 
Fails to make payment to the supplier within 180 days from the date of issue of invoice.

Example:  Eligibility of Input Tax credit when recipient fails to make payment to the supplier within 180 days from the date of issue of invoice.
On 01-01-2019 Philips India Limited, located at Bangalore,  a registered supplier of taxable Electronic goods supplied 10 television sets worth Rs. 3,00,000 to Chroma Showroom, a registered person under GST, located at Mumbai – a electronic goods mall. Applicable rate of IGST is 28%. This transaction is not covered under sub-section (3) and (4) of section 5 of the IGST Act i.e. reverse charge provision. And Philips India Limited also issued the invoice on 05-01-2019.  The TVs were sent on 02-01-2019 using the services of GTA from Bangalore to Mumbai. However, they were received by Chroma on 15-01-2019. Chroma Showroom availed the credit of IGST of Rs. 84,000 on 14th February 2019.  Chroma Showroom delayed the payment of this transaction because of liquidity crunch. And paid the consideration of Rs. 3,84,000 (Inclusive of GST of Rs. 84,000)  on 25th August 2019. 

Chorma Filed its GSTR -2 for the month of August on 14th August. 

Is Chroma Showroom eligible to avail Input tax credit on 14th February 2019? Discuss the repercussions of delay of payment by Chroma Showroom.

Would your answer be different if the payment has been made on 15th June 2019?

Answer:  
Rule 37(1) : A registered person, who has availed of input tax credit on any inward supply of goods or services or both, but fails to pay to the supplier thereof the value of such supply along with the tax payable thereon within the time limit of 180 days, shall furnish the details of such supply, the amount of value not paid and the amount of input tax credit availed of proportionate to such amount not paid to the supplier in FORM GSTR-2 for the month immediately following the period of 180 days from the date of the issue of the invoice.
Rule 37(2) : The amount of input tax credit referred to in sub-rule (1) shall be added to the output tax liability of the registered person for the month in which the details are furnished.

Rule 37(3) The registered person shall be liable to pay interest @ 18% for the period starting from the date of availing credit on such supplies till the date when the amount added to the output tax liability, as mentioned in sub-rule (2), is paid.
Here, Chroma Showroom did not make payment to Philips India Limited from 180 days from the date of the issue of the invoice. i.e. issued the invoice on 05-01-2019. +180 days = 4th July 2019. 

Calculation  : January 26 days + February 28 days + March 31 days + April 30 days + May 31 days 
 June 30 days +  July 4 days =  total 180 days expires on 4th July. 

So it has to furnish the information of such supply, in FORM GSTR-2 for the month immediately following the period of 180 days from the date of the issue of the invoice i..e. GSTR -2 for the month of August 2019. 
Hence, input tax credit availed shall be added to the output tax liability for the month in which the details are furnished.

	
	Particulars 
	

	A
	Amount of IGST                                  
	:Rs. 84,000

	B
	Date of availment of credit
	14th February 2019

	C
	Date on which amount of ITC is added to the output tax liability 
	14th August 2019

	D 
	Number of days for which interest has to be paid = C -B
	182  days 

	E
	Interest @18% to be paid on 15th August 2019
84,000 × 18% × 182/365 = 
	Rs. 7539



Recredit on payment :
Chroma Showroom will be able to get the amount of ITC recredited on 25th August 2019 --  the date on which he made the payment of consideration along with GST.

(ii) If Chroma showroom has made the payment within 180 days from the date of the issue of the invoice then there is no need to add the amount to the output tax liability. 








Example: November 2018. 

A   registered   supplier   of   taxable   goods   supplied   goods   valued   at Rs. 2,24,000 (inclusive of CGST Rs 12,000 and SGST Rs.12,000 to Mohan Ltd. under the forward charge on 15-08-2017 for which tax invoice was also issued on the same date. The inputs were received by Mohan Ltd. On 15-08-2017. Mohan Ltd. availed credit of Rs. 24,000 on 18-08-2017. But Mohan Ltd. did not make any payment towards such supply along with tax thereon to the supplier. Is Mohan Ltd. eligible to avail input tax credit on such supply? What are the consequences of such non-payment by Mohan Ltd.?
Discuss Input Tax Credit provisions  if Mohan  Ltd. makes  the payment of  Rs.2,24,000  to the supplier  on 18-03-2018.









General Example section 16: 
Example: From the following information determine the amount of ITC admissible to Wacom an electronic product manufacturer company located in Vishakhapatnam for March 2019.
	No.
	Particulars
	Amount of GST 

	1.
	Electronic Chips purchased without invoice
	37,500

	2.
	Raw material bought from Wyecom Electonics (However, Wyecom Electonics did not pay the tax collected to the government)
	85,000

	3.
	Goods and services used for personal consumption
	52,000

	4.
	Wacom purchased raw material from Decent Limited ( Invoice from the Seller received in March 2019. However, above goods were received in April 2019.
	69,000

	5.
	Goods purchased against valid invoice from Samsung Limited and Samsung Limited has deposited the tax  within prescribed time limit under GST law.  Wacom paid the consideration in May 2019. 
	16,000



Answer :

	No.
	Particulars
	Amount of GST 

	1.
	Electronic Chips purchased without invoice
	--

	2.
	Raw material bought from Wyecom Electonics (However, Wyecom Electonics did not pay the tax collected to the government)
	--

	3.
	Goods and services used for personal consumption
	--

	4.
	Wacom purchased raw material from Decent Limited ( Invoice from the Seller received in March 2019. However, above goods were received in April 2019.
	--

	5.
	Goods purchased against valid invoice from Samsung Limited and Samsung Limited has deposited the tax  within prescribed time limit under GST law.  Wacom paid the consideration in May 2019. 
	16,000




Working Note:
1. Wacom is not  in possession of a tax invoice or debit note issued by a supplier registered under CGST Act, or such other tax paying documents as may be prescribed.  According to
Section 16 (2)  (a) read with Rule 36 Wacom will not be able to take ITC.

2. According to Section 16 (2)  (a) subject to the provisions of section 41,  a registered
person shall not be entitled to the credit of any input tax in respect of any supply of goods or services or both to him unless,–the tax charged in respect of such supply has been actually paid to the Government, either in cash or through utilisation of input tax credit admissible in respect of the said supply.

3. According to Section 16 (1) every registered person shall be entitled to take credit of input tax charged on any supply of goods or services or both to him which are used or intended to be used in the course or furtherance of his business and the said amount shall be credited to the electronic credit ledger of such person. The goods were used for personal consumption so Wacom will not be able to get ITC of GST paid on the said goods.

4. As per section 16 (2) (b)  for being entitled to ITC a registered person should have actually received the goods or services or both.  

This section demotes the scam of bogus billing which were very frequently prevailing before implementation of GST.
However, even after implementation of GST such scams are still happening in the country due to poor implementation and loopholes in the system.
5. ITC will be admissible on such transaction because the seller has deposited the tax into the exchequer of government.  

Rule 37(1) : A registered person, who has availed of input tax credit on any inward supply of goods or services or both, but fails to pay to the supplier thereof the value of such supply along with the tax payable thereon within the time limit of 180 days, then the amount of input tax credit availed shall be added to the output tax liability for the month immediately following the period of 180 days. However, here 180 days has not elapsed to this Rule is not applicable here.
Goods received in Lots or  installments:
Example 2: Ram Limited a registered manufacturer of paper products entered into a contract with the Dashrath Limited -- supplier of raw material used in paper industry, on 01-01-2019. As per the contract Dashrath Limited will supply 5000 kgs of the said of raw material (raw paper) worth Rs. 3 Cr. in upcoming months of February and March in a phase manner i.e. in 4 lots of different quantities. Dashrath Limited issued the invoice for the full amount of 3 Cr. at the time of delivery of first lot which was of 700 kg worth Rs. 42 lacs on 2nd February. Applicable rate of GST on the raw material is 2.5% CGST and 2.5% SGST.
Following is the detailed schedule of deliveries made by Dashrath Limited in a phased manner.
	Lot number
	Date of dispatch of the raw material under the said lot.
	Lot Size in Kgs
	Worth in lacs
	CGST in lacs
	SGST in lacs
	Date of receipt of raw material under the said lot

	1
	2nd February.
	700 kgs. 
	42
	1.05
	1.05
	3rd February.

	2
	15th February
	1300 kgs.
	78
	1.95
	1.95
	17th February.

	3
	2nd March
	1000 kgs.
	60
	1.5
	1.5
	5th March

	4
	19th March
	2000 kgs. 
	120
	3
	3
	31st March


	Total
	
	5000 kgs
	300
	7.5
	7.5
	


	Ram Limited wants to take the ITC of the above goods proportionately i.e. as when the goods are received in lots and take credits in piecemeal manner. 

As per the first proviso of 16(2) 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. 
Here, Ram Limited has received the goods under the same invoice in different lots so Ram Limited shall be entitled to take credit upon receipt of the last lot or instalment i.e. 31st March.  On the 31st March it shall be eligible to take full credit of Rs. 7.5 lacs  CGST and Rs. 7.5 lacs  SGST. 

 Example :  
Example 2: Ram Limited a registered manufacturer of paper products entered into a contract with the Dashrath Limited -- supplier of raw material used in paper industry, on 01-01-2019. As per the contract Dashrath Limited will supply 5000 kgs of the said of raw material (raw paper) worth Rs. 3 Cr. in upcoming months of February and March in a phase manner i.e. in 4 lots of different quantities. Dashrath Limited issued different invoices for the different amounts as per the quantity delivered in each trip (lot).  
Applicable rate of GST on the raw material is 2.5% CGST and 2.5% SGST.
Following is the detailed schedule of deliveries made and invoices issued by Dashrath Limited in a phased manner.
	Invoice Number
	Date of dispatch of the raw material under the said lot.
	Date of issue of separate invoice for the pro-rata amount
	Lot Size in Kgs
	Worth in lacs
	CGST in lacs
	SGST in lacs
	Date of receipt of raw material under the said lot

	LMP -236
	2nd February.
	2nd February
	700 kgs. 
	42
	1.05
	1.05
	3rd February.

	LMP -569
	15th February
	15th February
	1300 kgs.
	78
	1.95
	1.95
	17th February.

	LYP -001
	2nd March
	2nd March
	1000 kgs.
	60
	1.5
	1.5
	5th March

	LXP - 003

	19th March
	19th March
	2000 kgs. 
	120
	3
	3
	31st March


	Total
	
	
	5000 kgs
	300
	7.5
	7.5
	


	Ram Limited wants to take the ITC of the above goods proportionately i.e. as when the goods are received in lots and take credits in piecemeal manner. 

 Answer:  As per the first proviso of 16(2) 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. 
However, in this case Dashrath Limited has delivered the goods under different invoices of different amount. So, Ram limited will be eligible to take proportionate ITC for each invoice.

Example: Time Limit for availing Credit:
Krishana Limited purchased capital goods worth Rs. 6,00,000 (Exclusive of IGST @ 18% each) from Ram Limited on 28-January-2019. Ram Limited issued the invoice, delivered the goods and received the goods on 01-February-2019. Rashmi Shah, the indirect tax manager of Krishana Limited is a newly appointed CA in the company. She is having doubt regarding the legality of admissibility of input tax credit of the above-mentioned goods so she doesn’t take ITC. She consulted the re-known indirect tax consultant of Mumbai CA Kalp Shah. On 8th April 2019, Mr. Kalp Shah opined that Krishana limited is entitled to avail ITC of the said goods. 

Can company now on 8th April can get the ITC of IGST of Rs. 1,08,000 ? 
The company has filed its annual return on 07th July-2019. 
Answer : 
Section 16(4) : Time Limit to take ITC:
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 
a) 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
b) or furnishing of the relevant annual return, 
whichever is earlier.  
The company can avail ITC till earlier of following 2 dates:
a) 20th October-2019
b) 07th July-2019
So, yes, on 8th April Krishna Limited can get the ITC of IGST of Rs. 1,08,000. 



Example: Credit of capital goods:

Harsha Engineering a registered supplier engaged in the taxable supply of goods purchased the below-mentioned goods during the month of April 2019.  Accountant of Harsha Engineering Mr. Shah has capitalized all the goods as per Ind AS 16– Property, Plant and Equipment. Determine the amount of ITC available to Harsha Engineering. Also give the necessary explanations for different items.  

	No.
	Particulars
	GST amount in Rs.

	1
	Electrical machinery used in the factory
	1,20,000

	2
	Moulds and dies used in the factory
	36,000

	3
	Pollution control equipment used in the factory 
	48,000

	4
	Capital goods purchased on which Harsha Engineering claimed depreciation on the tax component of the cost of capital goods under the provisions of the Income-tax Act, 1961,
	68,000

	5
	Capital goods used as spare parts purchased from supplier. The supplier paid Rs. 25,000 to the GST department under composition but did not charge from Harsha Engineering.
	23,200



Answer:

	No.
	Particulars
	GST amount in Rs.

	1
	Electrical machinery used in the factory
	1,20,000

	2
	Moulds and dies used in the factory
	36,000

	3
	Pollution control equipment used in the factory 
	48,000

	4
	Capital goods purchased on which company claimed depreciation on the tax component of the cost of capital goods under the provisions of the Income-tax Act, 1961,
	--

	5
	Capital goods used as spare parts purchased from supplier. The supplier paid Rs. 25,000 to the GST department under composition but did not charge from Harsha Engineering.
	--

	
	Total input tax credit available
	2,04,000



Example: 

MI a registered supplier engaged in the taxable supply of mobile phones purchased the below-mentioned goods during the month of January 2019. Determine the amount of ITC available to MI. Also give the necessary explanations for different items.  


	No.
	Particulars
	GST amount in Rs.

	1
	Computers used for accounting and records maintenance 
	88,256

	2
	Sweets and soft drinks used in the meeting of dealers
	55, 441

	3
	Accessories used to fulfill the commitment during  warranty period
	18,950

	4
	Goods or services or both received for construction of an immovable property being manufacturing unit building 
	56,223

	5
	Goods or services or both received for construction of an immovable property being plant and machinery to make mobile phones
	61,000

	6
	Accessories  given as free samples
	22,000

	7
	Electronics goods stolen from the factory
	26,000




Answer:  



	No.
	Particulars
	GST amount in Rs.

	1
	Computers used for accounting and records maintenance 
	88,256

	2
	Sweets and soft drinks used in the meeting of dealers
	---

	3
	Accessories used to fulfill the commitment during  warranty period
	18,950

	4
	Goods or services or both received for construction of an immovable property being manufacturing unit building 
	---

	5
	Goods or services or both received for construction of an immovable property being plant and machinery to make mobile phones
	61,000

	6
	Accessories  given as free samples
	---

	7
	Electronics goods stolen from the factory
	----

	
	Total input tax credit available
	1,68,206






Example:

Piyush Pharma Limited a registered supplier engaged in the taxable supply of goods purchased the below-mentioned goods during the month of January 2019. Determine the amount of ITC available to Piyush Pharma Limited. Also give the necessary explanations for different items.  


	No.
	Particulars
	GST amount in Rs.

	1
	Cement and bricks used in construction of an additional floor of corporate building
	1,25,000

	2
	Packing materials used in the factory to pack the medicines
	99,000

	3
	Medicines destroyed due to flood
	86,000

	4
	Cement and bricks used in repairing an immovable property being corporate building. However, such repairing could not be capitalized in books of account because it didn’t fulfil the criteria of Ind AS -16 Property, plant and Equipment. It was debited to P&L account
	56,000

	5
	Cement and bricks used in repairing an immovable property being corporate building. Such repairing cost was capitalized in books of account because it  fulfilled  the criteria of Ind AS -16 Property, plant and Equipment. 
	65,000

	6
	Paper and Toner used in HP printer machine used in the accountant’s office
	870

	7
	Medicines given as free samples to doctors
	15,000

	8
	Goods given as gifts to various doctors to promote the newly launched medicine
	13,500

	9
	Raw materials used in the Research & Development department to invent the medicine of Swine Flu
	1,13,000




Answer:  

	No.
	Particulars
	GST amount in Rs.

	1
	Cement and bricks used in construction of an additional floor of corporate building
	Nil

	2
	Packing materials used in the factory to pack the medicines
	99,000

	3
	Medicines destroyed due to flood
	Nil

	4
	Cement and bricks used in repairing an immovable property being corporate building. However, such repairing could not be capitalized in books of account because it didn’t fulfil the criteria of Ind AS -16 Property, plant and Equipment. It was debited to P&L account.
	56,000

	5
	Cement and bricks used in repairing an immovable property being corporate building. Such repairing cost was capitalized in books of account because it  fulfilled  the criteria of Ind AS -16 Property, plant and Equipment. 
	Nil

	6
	Paper and Toner used in HP printer machine used in the accountant’s office
	870

	7
	Medicines given as free samples to doctors
	Nil

	8
	Goods given as gifts to various doctors to promote the newly launched medicine
	Nil

	9
	Raw materials used in the Research & Development department to invent the medicine of Swine Flu
	1,13,000

	
	Total input tax credit available
	2,68,870




Example:

Rajhans Limited a registered supplier engaged in the taxable supply of goods purchased the below-mentioned goods during the month of August 2019. Determine the amount of ITC available to Rajhans Limited. Also give the necessary explanations for different items.  

	No.
	Particulars
	GST amount in Rs.

	1
	Raw materials used for captive consumption in a factory
	1,00,000

	2
	Raw materials used in the repairing factory building and the same has been capitalized in the books of accounts as per Ind AS 16 – Property, Plant and Equipment.
	50,000

	3
	Cement, Mortar & Concrete Mixes used for making foundation and structural support to machinery
	92,500

	4
	Inputs and Input services used in the trial runs
	69,900,

	5
	Foods and beverages purchases and used for the employees during office hours.
	00



Answer:



	No.
	Particulars
	GST amount in Rs.

	1
	Raw materials used for captive consumption in a factory
	1,00,000

	2
	Raw materials used in the repairing factory building and the same has been capitalized in the books of accounts as per Ind AS 16 – Property, Plant and Equipment.
	Nil

	3
	Cement, Mortar & Concrete Mixes used for making foundation and structural support to machinery
	92,500

	4
	Inputs and Input services used in the trial runs
	69,900,

	5
	Foods and beverages purchases and used for the employees during office hours.
	Nil


 

Question :
Krishna Motors is a car dealer selling cars of an international car company. It also provides maintenance and repair services of the cars sold by it as also of other cars. It seeks your advice on availability of input tax credit in respect of the following expenses incurred by it during the course of its business operations:

(i) Cars purchased from the manufacturer for making further supply of such cars. Two of such cars are destroyed in accidents while being used for test drive by potential customers.

(ai) Works contract services availed for constructing a car shed in its premises.  (RTP May, 2018)


Answer:
 According to  section 16(1) of the CGST Act, 2017, every registered person can take credit of input tax charged on any supply of goods or services or both to him which are used or intended to be used in the course or furtherance of his business. However, section 17(5) of CGST Act, 2017 specifies certain goods and services on which the input tax credit is not available.

In the light of the foregoing provisions, the availability of input tax credit (ITC) in respect of the various expenses incurred by Krishna Motors is discussed below:

(i) Section 17(5)(a) specifically blocks ITC on motor vehicles and other conveyances. However, the same is allowed when the motor vehicles and other conveyances are used, inter alia, for further supply of such vehicles or conveyances. Thus, ITC on cars purchased from the manufacturer for making further supply of such cars will be allowed.

However, ITC on the cars destroyed in accident will not be allowed as the ITC on goods destroyed for whichever reason is specifically blocked under section 17(5)(h) of CGST Act.

(ii) Section 17(5)(c) specifically blocks ITC on 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. Since, in this case the car shed is not a plant and machinery and the works contract service is not used for further supply of works contract service, ITC thereon will not be allowed.


Question : MTP question:  10 marks :
 Manoharlal Company Ltd. of Bengaluru is a manufacturer and registered supplier of machine. It has provided the following details for the month of November, 2017. 

Details of GST paid on inward supplies during the month:

	Items
	GST paid (Rs.)

	Health insurance of factory employees.
	20,000

	Raw materials for which invoice has been received and GST has also been paid for full amount but only 50% of material has been received, remaining 50% will be received in next month.
	18,000

	Work contractor’s service used for installation of plant and machinery.
	12,000

	Purchase of manufacturing machine directly sent to job worker’s premises under challan.
	50,000

	Purchase of car used by director for the business meetings only.
	25,000

	Outdoor catering service availed for business meetings.
	8,000



Manoharlal Company Ltd. also provides service of hiring of machines along with man power for operation. As per trade practice machines are always hired out along with operators and also operators are supplied only when machines are hired out.
Receipts on outward supply (exclusive of GST) for the month of November, 2017 are as follows:
	Items
	Receipts (Rs.)

	Hiring receipts for machine
	5,25,000

	Service charges for supply of man power operators
	2,35,000












Assume all the transactions are inter State and the rates of IGST to be as under: 
(i) Sale of machine 5% 
(ii)  Service of hiring of machine 12%
(iii) Supply of man power operator service 18%

Compute the amount of input tax credit available and also the net GST payable for the month of November 2017 by giving necessary explanations for treatment of various items. 

Note: Opening balance of input tax credit is Nil.
 ( MTP question : 10 Marks)

Answer:  


1. Computation of net GST payable by Manohar lal Company Ltd.


	Particulars
	GST payable in Rs.

	Gross GST liability [Refer working note (2) below]
	91,200

	Less: Input tax credit [Refer working note (1) below]
	62,000

	Net GST payable
	29,200




Working Notes:

1. Computation of Input Tax Credit (ITC) available with Manohar lal Company Ltd. in the month of November 2017


	Particulars 
	GST Rs. 

	Health insurance of factory employees [Note – 1]
	Nil

	Raw material received in factory [Note – 2]
	Nil

	Work’s contractor’s service used for installation of plant and machinery [Note -3]
	12,000

	Manufacturing machinery directly  sent  to  job  worker’s  premises  under
challan [Note -4]
	50,000

	Purchase of car used by director for business meetings only [Note -5]
	Nil

	Outdoor catering service availed for business meetings [Note -6]
	Nil

	Total ITC available
	62,000







Notes:

1. ITC of health insurance is blocked in the given case since said services are not notified by Government as obligatory for employer to provide to its employees under any law - in terms of section 17(5)(b)(iii) of the CGST Act, 2017.
2. Where the goods against an invoice are received in lots/instalments, ITC is allowed upon receipt of the last lot/instalment vide first proviso to section 16(2) of the CGST Act, 2017. Therefore, Manohar lal Company Ltd. will be entitled to ITC of raw materials on receipt of second instalment in December, 2017.
3. Section 17(5)(c) of CGST Act, 2017 provides that ITC on works contract services is blocked when supplied for construction of immovable property (o ther than plant and machinery) except when the same is used for further supply of works contract service.

Though in this case, the works contract service is not used for supply of works contract service, ITC thereon will be allowed since such services are being used for installation of plant and machinery.
4. ITC on capital goods directly sent to job worker’s premises under challan is allowed in terms of section 19(5) of CGST Act, 2017 read with rule 45(1) of CGST Rules, 2017.
5. Section 17(5)(a) of CGST Act, 2017 provides that ITC on motor vehicles is allowed only when the same are used:
(1) For making taxable supply of- (i) further supply of such vehicles, (ii) transportation of passengers, (iii) imparting training on driving, flying, navigating such vehicles and
(2) For transportation of goods.
Since Manohar lal Company Ltd is a supplier of machine and it does not use the car for transportation of goods, ITC thereon will not be available.
6.	Section 17(5)(b)(i) of CGST Act, 2017 provides that ITC on outdoor catering is blocked except where the same is used for making further supply of outdoor catering or as an element of a taxable composite or mixed supply.
Since Manohar lal Company Ltd is a supplier of machine, ITC thereon will not be available.


Computation of Gross GST liability : 

	Particulars
	Value received
	Rate of GST
	GST applicable

	Hiring receipts for machine
	5,25,000
	12%
	63,000

	Service  charges  for  supply  of manpower operators
	2,35,000
	12%
	28,200

	Gross GST liability 
	
	
	91,200



		
Note:	:Since machine is always hired out along with operators and operators are supplied only when the machines are hired out, it is a case of composite supply, wherein the principal supply is the hiring out of machines [Section 2(30) of the CGST Act, 2017 read with s ection 2(90) of that Act]. Therefore, service of supply of manpower operators will also be taxed at the rate applicable for hiring out of machines (principal supply), which is 12%, in terms of section 8(a) of the CGST Act, 2017.


Question : November 2018 : New Course : 7 Marks

PQR Limited., a registered supplier of Bengaluru (Karnataka) is a manufacturer of goods. The company provides the following information pertaining to GST paid on input supplies during the month of April 2018: 

	Rs.
	Particulars
	Amount

	1.
	Life Insurance premium paid by the company on the life of factory employees as per the policy of the company.
	1,50,000

	2.
	Raw materials purchased for which invoice is missing but delivery challan is available.
	38,000

	3.
	Raw materials purchased which are used for zero rated outward supply
	50,000

	4.
	Works contractor's service used for repair of  factory building which is debited in the profit and loss account of company.
	30,000

	5.
	Company purchased  the  capital  goods  for 4,00,000   and   Claimed  depreciation  of Rs.44,800  (@   10 %)  on  the  full  amount of Rs. 4,48,000 under Income Tax Act, 1961.
	48,000






Other Information :-
1. In the month of September, 2017, PQR Company Ltd. Availed input tax credit of Rs. 2,40,000 on purchase of raw material which  was directly sent to job  worker's  premises under a challan on 25-09-2017. The said raw material has not been received back from the Job worker up to 30-04-2018.


2. All the above input supplies except (iii) above have been used in the manufacture of taxable goods.


Compute the amount of net Input Tax Credit available for the month of April, 2018  with necessary explanations for your conclusion for each item.  You may  assume that  all the  other conditions necessary for availing the eligible input tax credits have been fulfilled






Example:

 From the following information determine the amount of ITC admissible to Rajendra machinery a heavy machine manufacturer company located in Kanpur for June 2019.
	No.
	Particulars
	Amount of GST 

	1.
	Electrical Transformers and regulators used in the manufacturing process  of  machine
	2 Cr

	2.
	Truck called TATA Prima used for transportation of goods in the factory
	5 Cr.

	3.
	Iron and other metals used in the manufacturing of Truck
	33 Cr.

	4.
	Sweets and chocolates distributed to employees on Diwali and their respective birthday
	1 Cr.

	5.
	Pipelines  Laid outside the factory premises
	12 Cr.

	6.
	Rent-a-cab service to employees (the Government notifies this service as obligatory for an employer to provide to its employees under any law for the time being in force)
	1 cr.



Answer:  
	No.
	Particulars
	Amount of GST 

	1.
	Electrical Transformers and regulators used in the manufacturing process of machines
	2 Cr

	2.
	Truck called TATA Prima used for transportation of goods in the factory
	5 Cr.

	3.
	Iron and other metals used in the manufacturing of Truck
	33 Cr.

	4.
	Sweets and chocolates distributed to employees on Diwali and their respective birthday
	Nil

	5.
	Pipelines  Laid outside the factory premises
	Nil

	6.
	Rent-a-cab service to employees (the Government notifies this service as obligatory for an employer to provide to its employees under any law for the time being in force)
	1 cr.

	
	Total ITC available 
	41 Cr





Example:

 From the following information determine the amount of ITC admissible to TATA Motors a car & truck manufacturer company located in Jamshedpur for April 2019.
	No.
	Particulars
	Amount of GST 

	1.
	Chartered Accountant’s Services
	2,26,000

	2.
	Life insurance taken on the lives of employees (There is no government obligation to so.)
	3,00,000

	3.
	Routine free maintenance services provided to end buyers. For this purpose TATA motors has appointed a third party outsourcing service provider
	6,00,000

	4.
	Repairing of building which is not capitalized in the books of accounts rather they were debited to P&L Account
	8,00,000

	5.
	travel benefits extended to employees on vacation such as leave or home travel concession;

	9,12,000

	6.
	Rent-a-cab service to employees 
	1,25,000



Answer:  
	No.
	Particulars
	Amount of GST 

	1.
	Chartered Accountant’s Services
	2,26,000

	2.
	Life insurance taken on the lives of employees (There is no government obligation to so.)
	Nil

	3.
	Routine free maintenance services provided to end buyers. For this purpose TATA motors has appointed a third party outsourcing service provider
	6,00,000

	4.
	Repairing of building which is not capitalized in the books of accounts rather it was debited to P&L Account
	8,00,000

	5.
	Travel benefits extended to employees on vacation such as leave or home travel concession;

	Nil

	6.
	Rent-a-cab service to employees 
	Nil

	
	Total input tax credit Available
	16,26,000







Example:  




Example:

 From the following information determine the amount of ITC admissible to a manufacturer for the Month of January 2019.
	No.
	Particulars
	Amount of GST 

	1.
	Sales and promotion services, This services is rendered by a third party marketing agency.
	15,00,000

	2.
	Membership of local Gym taken for employees so that employees can be healthier and fitter.
	1,26,000

	3.
	Rent a cab service after 9 p.m. to employees doing night shift or late shift
	33,000

	4.
	R&D Services taken from Research company
	77,000

	5.
	Quality control services taken from Quality monitoring agency

	1,22,000

	6.
	Works contract services of a contractor for construction of  factory building. The amount is capitalized in books of account. 
	10 ,000

	7.
	Works contract services of a contractor for construction of  factory building. The amount is  not capitalized in books of account. This amount was debited to P&L account.
	23,000

	8.
	Works contract services of a contractor for construction of  plant and machinery. The amount is capitalized in books of account. 
	16,000

	9.
	Works contract services of a contractor for construction of  plant and machinery . The amount is not capitalized in books of account. This amount was debited to P&L account.
	27,000

	10.
	Works contract services of a contractor for construction of  plant and machinery being pipelines laid outside the factory premises. . The amount is capitalized in books of account. 
	29,000

	11.
	Works contract services of a contractor for construction of  plant and machinery being pipelines laid outside the factory premises. . The amount is not capitalized in books of account. This amount was debited to P&L account.
	32,000



Answer:  


	No.
	Particulars
	Amount of GST 

	1.
	Sales and promotion services, This services is rendered by a third party marketing agency.
	15,00,000

	2.
	Membership of local Gym taken for employees so that employees can be healthier and fitter.
	NIL

	3.
	Rent a cab service after 9 p.m. to employees doing night shift or late shift
	Nil

	4.
	R&D Services taken from Research company
	77,000

	5.
	Quality control services taken from Quality monitoring agency

	1,22,000

	6.
	Works contract services of a contractor for construction of  factory building. The amount is capitalized in books of account. 
	Nil

	7.
	Works contract services of a contractor for construction of  factory building. The amount is  not capitalized in books of account. This amount was debited to P&L account.
	23,000

	8.
	Works contract services of a contractor for construction of  plant and machinery. The amount is capitalized in books of account. 
	16,000

	9.
	Works contract services of a contractor for construction of  plant and machinery . The amount is not capitalized in books of account. This amount was debited to P&L account.
	27,000

	10.
	Works contract services of a contractor for construction of  plant and machinery being pipelines laid outside the factory premises. . The amount is capitalized in books of account. 
	Nil

	11.
	Works contract services of a contractor for construction of  plant and machinery being pipelines laid outside the factory premises. . The amount is not capitalized in books of account. This amount was debited to P&L account.
	32,000


















Apportionment of credit and blocked credits : Section 17:

Section 17(1)  : Goods or services or both are used partly for the purpose of any business and partly for other purposes: Pro-rata (proportionate ) credit is admissible: 

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.


Section 17(2) : Goods or services or both are used partly for effecting taxable supplies and partly for effecting exempt supplies: ITC  restricted to so much amount attributable to taxable 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.



Note: As per section 16(2) of IGST Act credit of input tax may be availed for making zero-rated supplies, notwithstanding that such supply may be an exempt supply. 
Zero-rated supply : Section 16(1) of IGST Act
Zero-rated supply means any of the following supplies of goods or services  or both, namely:––
(a) export of goods or services or both; or
(b) supply of goods or services or both to a Special Economic Zone (SEZ) developer or a Special Economic Zone unit 

Therefore, we can derive that the ITC is available on goods or services  or both which are used or intended to be used for export or supply to SEZ developer or SEX unit.


Section 17(3): Inclusions in exempt supply under section 17(2) and valuation thereof :   
The value of exempt supply under sub-section (2) shall be such as may be prescribed, and shall include -- 
· supplies on which the recipient is liable to pay tax on reverse charge basis, 
· transactions in securities, 
· sale of land and, subject to clause (b) of paragraph 5 of Schedule II, sale of building.

Clause (b) of paragraph 5 of Schedule II: The following shall be treated as “supply of service
Construction of a complex, building, civil structure or a part thereof, including a complex or building intended for sale to a buyer, wholly or partly, except where the entire consideration has been received after issuance of completion certificate, where required, by the competent authority or before its first occupation, whichever is earlier.

Value of Supplies (Sales) made on Reverse Charge Basis is included in the value of exempt supplies. 
Only for the limited purpose of restricting ITC to the supplier supplying goods on under Reverse charge, Value of Supplies (Sales) made on Reverse Charge Basis by him is included in the value of exempt supplies. And such value is not included in the value of taxable supplies. So automatically as a result of mathematical calculation, the pro-rata admissible credit will come less. 


Note: Supplier {seller} under reverse charge basis is not required to pay any tax to the government because the liability to pay the tax is shifted to buyer {recipient} of goods or services or both. The buyer only pays the amount of sale transaction to the seller. And buyer himself pays/deposits the amount of GST to the exchequer of government. 
 For example, Ram Sells goods worth Rs.100 to Lakshaman and rate of GST applicable is 18%. These goods are taxed on reverse charge basis. Here, Lakshaman will pay only Rs. 100 to Ram and he will himself directly deposit Rs. 18 to the government.  In such case, only for the limited purpose of restricting ITC, the supply (sale) of Rs. 100 made by Ram will be included in the value of exempt supply of Ram.

We should note that Rs. 1oo sale is made by Ram. So it is included in the value of exempt supply of Ram and not Lakshaman i.e. recipient or buyer. This is obvious because there is no sale made by Lakshaman. Sale is made by Ram.
When we are talking about value of exempt supply (sale) how can we add amount of purchase in it?

[bookmark: _Hlk532497335]Exempt supply – Exclusions (Explanation) Amended w.e.f. 23-01-2018: 
For the purposes of  rule 42 and rule 43 it is hereby clarified that the aggregate value of exempt supplies shall exclude:-

(a) the value of supply of services specified in the notification of the Government of India in the Ministry of Finance, Department of Revenue No. 42/2017- i.e. Supply of services having place of supply in Nepal, or Bhutan, against payment in Indian Rupees. 

(b) the value of services by way of accepting deposits, extending loans or advances in so far as the consideration is represented by way of interest or discount, except in case of 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; and

(c) the value of supply of services by way of transportation of goods by a vessel from the customs station of clearance in India to a place outside India.

Section 17(6) :  
The Government may prescribe the manner in which the credit referred to in sub-sections (1) and (2) of section 17 may be attributed.

Question : Explain the manner of determination of ITC and reversal thereof. 
Answer: 

The manner of determination of ITC in cases where input/input services are used for taxable as well as exempt supplies and reversal thereof. Rule 42. 


Rule 42 (1) :  
The input tax credit (ITC)  in respect of 
· inputs or
· input services
 
which attract the provisions of  section 17(1) or 17(2)   --

(a) being –
partly used for the purposes of business and  
partly for other purposes, 

(b) being –
· or partly used for effecting taxable supplies including zero rated supplies and 
· partly for effecting exempt supplies, 

shall be attributed to the purposes of business or for effecting taxable supplies in the following manner, namely,-


[bookmark: _Hlk532479279]Step 1 – Calculate the amount of common credit :

	
	The total input tax involved on inputs and input services in a tax period, be denoted as ‘T’
	T

	Less
	input tax attributable to inputs and input services intended to be used exclusively for the purposes other than business, be denoted as T1
	(T1)

	Less
	input tax attributable to inputs and input services intended to be used exclusively for effecting exempt supplies, be denoted as T2
	(T2)

	Less
	input tax attributable to in respect of inputs and input services on which credit is not available u/s 17(5) be denoted as T3   i.e. . Blocked credits u/s 17(5) 
	(T3)

	
	ITC credited to the electronic credit ledger, be denoted as C1
	C1

	Less
	ITC attributable to inputs and input services intended to be used exclusively for effecting supplies other than exempted (taxable) but including zero rated supplies, be denoted as T4
	(T4)

	
	Common  ITC available for apportionment  be denoted as ‘C2’
	‘C2’




	· T1’, ‘T2’, ‘T3’ and ‘T4’ shall be determined and declared by the registered person at the invoice level in FORM GSTR- 2.

· Where the amount of input tax relating to inputs or input services used partly for the purposes other than business and partly for effecting exempt supplies has been identified and segregated at the invoice level by the registered person, the same shall be included in ‘T1’ and ‘T2’ respectively, and the remaining amount of credit on such inputs or input services shall be included in ‘T4’.

· The portion identified as pertaining to taxable supplies in C2 will be allowed as ITC.



















Step 2 : Compute credit attributable to exempt supplies (ineligible credit) by apportionment of common credit:
Apportion C2 into credit attributable to exempt supplies D1 as under

                                                 

D1= 

                                      	 
Where
E  = Aggregate value of exempt supplies during the tax period  i.e. E
F = Total turnover in the State during the tax period i.e. F
C2= Common  ITC available for apportionment  
D1 = The amount of input tax credit attributable towards exempt supplies, be denoted as D1



Notes:
1. Turnover details not available, take last year’s details : If the registered person does not have any turnover during the   said tax period, or the above information is not available, the values for the last tax period may be used.
Where the registered person does not have any turnover during the said tax period or the aforesaid information is not available, the value of ‘E/F’ shall be calculated by taking values of ‘E’ and ‘F’ of the last tax period for which the details of such turnover are available, previous to the month during which the said value of ‘E/F’ is to be calculated;

2. [bookmark: _Hlk532497372]Inclusion in exempt supply: RCM outward supply, transactions in securities, sale of land and sale of building
Exempt supplies include supplies charged to tax under reverse charge, transactions in securities, sale of land and sale of building when entire consideration is received after completion certificate issued by the  competent authority.
3. Exclusion in exempt supplies: the central excise duty, State excise duty and VAT.
Aggregate value of exempt supplies and total turnover excludes the central excise duty, State excise duty and VAT.
4. Valuation of land and building and security: 
The value of exempt supply in respect of land and building is the value adopted for paying stamp duty and for security is 1% of the sale value of  such security.


Presently,
(i) central excise duty is leviable on manufacture/production of tobacco, petroleum crude, diesel, petrol, ATF and natural gas
(ii)  State excise duty is leviable on manufacture/production of alcoholic liquor, opium, Indian hemp and narcotics, and 
(iii)  VAT is leviable on intra-State sale of petroleum crude, diesel, petrol, ATF, natural gas and alcoholic liquor. 


Petroleum crude, diesel, petrol, ATF, natural gas are presently not taxable under GST and alcoholic liquor is outside the ambit of GST. 
Thus, supply of both these products (petrol/ petroleum products and alcoholic liquor) being non-taxable under GST, will be exempt supplies u/s 2(47). 
And Taxes/duties leviable thereon will be excluded from the value thereof for the purpose of apportionment of credit.

· Credit attributable to Other than business purposes :
The amount of input tax credit attributable to other than business purposes (non-business purposes) if common inputs are used partly for business and partly for non-business purposes.
                                      D2 = 5% of C2



Step 3:  Compute eligible credits
The remaining common credit shall be eligible input tax credit attributable for the purposes of business and for effecting taxable  supplies (other than exempt supplies) including zero rated supplies. 
This common credit is denoted by  C3
Compute C3 attributable to business purposes and taxable supplies including zero rated supplies as under:
                                                                          C3=  C2 – (D1 + D2)


Note:  Compute C3 separately for ITC of CGST, SGST/ UTGST and IGST.

Step 4: Restrict ineligible credits:
The total amount of D1  + D2  shall be added to the output tax liability of registered person.


Rule 42 (2) :  Final calculation of amount of  Input tax credit:

The input tax credit ∑ (D1 + D2)  determined under sub-rule (1) of rule 42 shall be calculated finally for the financial year before the due date for furnishing of the return for the month of September following the end of the financial year to which such credit relates, in the manner specified in the said sub-rule.
Compute ∑ (D1 + D2) for the whole financial year, by taking exempted turnover and aggregate turnover for the whole financial year, before the due date for filing the return for September in the following financial year.




 and,
(a) [bookmark: _Hlk532449504]Where the aggregate of the amounts calculated finally in respect of ‘D1’ and ‘D2’ exceeds the aggregate of the amounts determined under sub-rule (1) in respect of ‘D1’ and ‘D2’, such excess shall be added to the output tax liability of the registered person in the month not later than the month of September following the end of the financial year to which such credit relates and the said person shall be liable to pay interest on the said excess amount at the rate specified in sub-section (1) of section 50   (18% p.a.) for the period starting from the first day of April of the succeeding financial year till the date of payment.

In other words, 
If ∑ (D1 + D2) > the amount already added to output tax liability every month, the differential amount has to be added to the output tax liability of any month till September in the following financial year and interest @ rate 18% should be paid on such differential amount from 1st April of succeeding year till the date of payment

In a nutshell, if total of D1 + D2 calculated finally at year end is more than total of D1 + D2 calculated every month, then add the difference to the output tax liability and pay interest @ 18% p.a. on difference amount. 
	Difference = D1 + D2 calculated finally at year end  --  total of D1 + D2 calculated every month.
Pay interest @ 18 % p.a. on the difference from the first day of April of the succeeding financial year till the date of payment.

(b) where the aggregate of the amounts determined under sub-rule (1) of rule 42 in respect of ‘D1’ and ‘D2’ exceeds the aggregate of the amounts calculated finally in respect of ‘D1’ and ‘D2’, such excess amount shall be claimed as credit by the registered person in his return for a month not later than the month of September following the end of the financial year to which such credit relates.

If the amount added to output tax liability every month > ∑ (D1 + D2), the additional amount paid has to be claimed back as credit in the return of the month not later than September in the next financial year.

In a nutshell, if total of D1 + D2 calculated every month is more than total of D1 + D2 calculated finally at year end, then add the difference shall be claimed as input tax credit. 
	Difference = total of D1 + D2 calculated every month -- D1 + D2 calculated finally at year end.  
Question :  
Making an assumption that Hawai slippers are exempted, take a case of Eezee Footwear, manufacturer of two varieties of Hawai slippers and five varieties of other sandals and shoes. Dyes are used in the manufacture of all footwear. However, bright pink is used only for one of the Hawai varieties, and black is used only for the sandals and shoes. Blue and yellow are used for all the varieties. Brown is used for non-business purposes.
In inward supplies during the  month  
Input tax on brown dye: Rs.  20,000 (This is T1) 
Input tax on bright pink dye: Rs. 80,000. (This is T2)
Input tax on black dye: Rs. 30,000. (This is  T4) 
Input tax on blue dye: Rs. 2,00,000
Input tax on yellow dye: Rs.30,000
Total input tax: Rs. 3,60,000 (This is T)

Turnover of Hawai slippers : Rs. 3 crores (This is ‘E’)
Turnover of all varieties of taxable shoes and sandals: Rs. 2 crore 
Total turnover of all footwear during the month: Rs.  5 crores (This is ‘F’)

Answer:

Step 1:
Total input tax reduced by (T1 + T2 + T4, i.e., by Rs. 1,30,000) is Rs. 2,30,000.
Amount of common credit (C2) is Rs. 2,30,000. This has  to be apportioned as given below in Step 2.



Step 2 : Compute credit attributable to exempt supplies (ineligible credit) by apportionment of common credit:
D1= 

                                      	 
Where
E  = Aggregate value of exempt supplies during the tax period  i.e. E
F = Total turnover in the State during the tax period i.e. F
C2= Common  ITC available for apportionment  
D1 = The amount of input tax credit attributable towards exempt supplies, be denoted as D1





D1=   = 1,38,000

Compute credit attributable to non-business purposes D2 as under:
D2 = 5% of C2
D2 = 5% of 2,30,000
D2 = 11,500

Step 3:  Compute eligible credits
C3=  C2 – (D1 + D2)
C3=  2,30,000 – (1,38,000 + 11,500)
C3=  2,30,000 – 1,49,500
C3=  80,500

Step 4: Restrict ineligible credits:
The total amount of D1  + D2 i.e. 1,49,500  shall be added to the output tax liability of registered person.

[bookmark: _Hlk532515865]Example: Apportionment of credit on input and input services :

Mohan limited sells taxable as well as exempted  goods and services. Turnover of Mohan limited during the month of January 2019 is as given below.

	Particulars
	Amount Rs.

	Value of taxable supply of goods and services
	78,00,000

	Value of exempted supply of goods and services
	13,00,000

	Value of Zero rated supply of goods and services
	9,00,000

	Value of supply made for non-business purposes
	10,00,000

	Total 
	1,10,00,000



Details of ITC for the month of January 2019 is as below:

	Particulars
	CGST
	SGST
	IGST

	Total Input tax credit available 
	2,16,000
	2,16,000
	72,000

	The above ITC includes the following 
	

	1. ITC on goods and services exclusively used for supplying exempt goods and services
	30,000
	30,000
	6,000

	2.  ITC on goods and services exclusively used for supplying taxable goods and services (including zero rated supply)
	90,000
	90,000
	18,000

	3. ITC on goods and services which are not eligible for ITC u/s 17(5)
	16,000
	16,000
	9,000

	4. ITC on goods and services which are exclusively used for supplying goods and services for personal use
	8000
	8000
	3,000


 What amount of ITC will be eligible ITC for Mohan Limited for the month of January 2019 under rule 42 of CGST rules and also calculate  the amount to be added to the output tax liability. 
Answer: Computation of eligible ITC for Mohan Limited for the month of January 2019:
	Particulars
	CGST
	SGST
	IGST

	Total Input tax credit in January 2019 – T
	2,16,000
	2,16,000
	72,000

	Less:  ITC on goods and services intended to be used exclusively for the purposes other than business, be denoted T1
	(8000)
	(8000)
	(3,000)

	Less:  ITC on goods and services intended to be used exclusively for effecting exempt supplies, be denoted as T2
	(30,000)
	(30,000)
	(6,000)

	Less: ITC on goods and services on which credit is not available u/s 17(5) be denoted as T3   i.e. . Blocked credits u/s 17(5) 
	(16,000)
	(16,000)
	(9,000)

	Step 1 : ITC credited to the electronic credit ledger, be denoted as C1
	1,62,000
	1,62,000
	54,000

	Less: ITC attributable to inputs and input services intended to be used exclusively for effecting taxable supplies including zero rated supplies, be denoted as T4
	(90,000)
	(90,000)
	(18,000)

	Common  ITC available for apportionment  be denoted as ‘C2’  (C2 = C1 -T4)
	72,000
	72,000
	36,000

	Step 2: Total inadmissible common credit as per Rule 42(1) i.e. total of D1 + D2 (Working note_
	(12,109)
	(12,109)
	(6054)

	Step 3: Net eligible common credit  
C3=  C2 – (D1 + D2)
	59,891
	59,891
	29,946

	Total Credit eligible (T4 + C3)
	1,49,891
	1,49,891
	47,946

	Step 4: Restrict ineligible credits
	
	
	

	The total amount of D1  + D2 shall be added to the output tax liability
	12,109
	12,109
	6054





Step 2 : Compute credit attributable to exempt supplies (ineligible credit) by apportionment of common credit:




Where
E  = Aggregate value of exempt supplies during the tax period  i.e. E
F = Total turnover in the State during the tax period i.e. F
C2= Common  ITC available for apportionment  
D1 = The amount of input tax credit attributable towards exempt supplies, be denoted as D1

	Particulars
	CGST
	SGST
	IGST

	Aggregate value of exempt supplies during the tax period i.e. E

	13,00,000
	13,00,000
	13,00,000

	Total turnover in the State during the tax period i.e. F

	1,10,00,000
	1,10,00,000
	1,10,00,000

	D1= The amount of input tax credit attributable towards exempt supplies, be denoted as D1 = [E÷F] × C2
	8509
	8509
	4254

	D2=  credit attributable to non-business purposes D2 as under: 
D2 = 5% of C2
	3600 
(5% of 72000)
	3600 
(5% of 72000)
	1800
(5% of 36,000)

	D1  + D2 =Total admissible common credit as per Rule 42(1). The total amount of D1  + D2 shall be added to the output tax liability 
	12,109
	12,109
	6054





Example : Calculate the value of exempt supply for the purpose of section 17 read with rule 42 :
	1
	Supply of  goods or services or both which attracts nil rate of tax

	30 lacs

	2
	Supply of  goods or services or both which  are wholly exempt from tax by way of a notification under section 11 of the CGST Act, or under section 6 of the IGST Act
	25 lacs

	3
	Supply of Non-taxable goods i.e. Alcoholic liquor for human consumption
	12 lacs

	4
	The central excise duty, State excise duty and VAT on sale of 
 Alcoholic liquor for human consumption.
	2 lacs

	5
	Sale of land and sale of building when entire consideration is received after completion certificate issued by the competent authority 
-Valuation under Stamp duty : 2 cr. Valuation as per Ind As --  3 Cr.

	2 Cr.

	6
	Sale transactions in securities 
	50 lacs

	7
	Outward Supplies charged to tax under reverse charge
	15 lacs

	8
	Supply of services having place of supply in Nepal, or Bhutan, against payment in Indian Rupees. 

	23 lacs

	9
	The value of services by way of accepting deposits, extending loans or advances in so far as the consideration is represented by way of interest or discount.
	5 lacs

	10 
	the value of supply of services by way of transportation of goods by a vessel from the customs station of clearance in India to a place outside India.

	9 lacs




Answer:  

Value of exempt supply for the purpose of section 17 read with rule 42 :
	1
	Supply of  goods or services or both which attracts nil rate of tax

	30 lacs

	2
	Supply of  goods or services or both which  are wholly exempt from tax by way of a notification under section 11 of the CGST Act, or under section 6 of the IGST Act
	25 lacs

	3
	Supply of Non-taxable goods i.e. Alcoholic liquor for human consumption
	12 lacs

	4
	The central excise duty, State excise duty and VAT on sale of 
 Alcoholic liquor for human consumption
	Nil

	5
	Sale of land and sale of building when entire consideration is received after completion certificate issued by the competent authority 
-Valuation under Stamp duty : 2 cr. Valuation as per Ind As --  3 Cr.

	200 lacs.

	6
	Sale transactions in securities (1% of 50 lacs)
	0.5 lac

	7
	Outward Supplies charged to tax under reverse charge
	15 lacs

	8
	Supply of services having place of supply in Nepal, or Bhutan, against payment in Indian Rupees. 

	NIl

	9
	The value of services by way of accepting deposits, extending loans or advances in so far as the consideration is represented by way of interest or discount.
	Nil

	10 
	The value of supply of services by way of transportation of goods by a vessel from the customs station of clearance in India to a place outside India.

	Nil

	
	Value of exempt supply for the purpose of section 17 read with rule 42
	267.5 lacs




Example:  


Example: Apportionment of credit on input and input services :

Mohan limited sells taxable as well as exempted  goods and services. Turnover of Mohan limited during the month of June 2019 is as given below. The information relating to the exempted goods supplied by it during the month of June 2019 is not available. 

	Particulars
	Amount Rs.

	Value of taxable supply of goods and services
	84,00,000

	Value of Zero rated supply of goods and services
	7,00,000

	Value of supply made for non-business purpose (other than business use)
	3,00,000

	Total 
	94,00,000



Details of ITC for the month of June 2019 is as below:

	Particulars
	CGST
	SGST
	IGST

	Total Input tax credit available 
	5,12,000
	5,12,000
	2,28,000

	The above ITC includes the following 
	

	1. ITC on goods and services exclusively used for supplying exempt goods and services
	63,000
	63,000
	37,000

	2.  ITC on goods and services exclusively used for supplying taxable goods and services (including zero rated supply)
	2,00,000
	2,00,000
	19,000

	3. ITC on goods and services which are not eligible for ITC u/s 17(5) i.e. Block credits
	23,000
	23,000
	14,000

	4. ITC on goods and services which are exclusively used for supplying goods and services for personal use
	14,500
	14,500
	16900


 
During the month of May 2019 the details of supply is as given below:
	1
	Supply of taxable goods and service
	61,00,000

	2
	Supply of zero rated goods and services
	6,00,000

	3
	Supply of goods made for other than business use
	1,00,000

	4
	Supply of  goods or services or both which attracts nil rate of tax

	8,00,000

	5
	Supply of  goods or services or both which  are wholly exempt from tax by way of a notification under section 11 of the CGST Act, or under section 6 of the IGST Act
	16,00,000

	6
	Supply of Non-taxable goods i.e. Alcoholic liquor for human consumption
	3,00,000

	7
	The central excise duty, State excise duty and VAT on sale of 
 Alcoholic liquor for human consumption
	36,000

	8
	Sale of land and sale of building when entire consideration is received after completion certificate issued by the competent authority 
-Valuation under Stamp duty : 12lacs. Valuation as per Ind AS – 16 lacs
	12,00,000

	9
	Sale transactions in securities 
	70,000,00

	10
	Outward Supplies charged to tax under reverse charge
	16,00,000

	
	
	



What amount of ITC will be eligible ITC for Mohan Limited for the month of June 2019 under rule 42 of CGST rules and also calculate  the amount to be added to the output tax liability. 

Answer:  
Working Note: Value of taxable and exempt supply:  
Value of  taxable  supply: 
	1
	Supply of taxable goods and service
	61,00,000

	2
	Supply of zero rated goods and services
	6,00,000

	3
	Supply of goods made for other than business use
	1,00,000

	
	Total Value of  taxable  supply
	68,00,000



 Value of exempt supply: 
	1
	Supply of  goods or services or both which attracts nil rate of tax

	8,00,000

	2
	Supply of  goods or services or both which  are wholly exempt from tax by way of a notification under section 11 of the CGST Act, or under section 6 of the IGST Act
	16,00,000

	3
	Supply of Non-taxable goods i.e. Alcoholic liquor for human consumption
	3,00,000

	4
	The central excise duty, State excise duty and VAT on sale of 
 Alcoholic liquor for human consumption
	Nil

	5
	Sale of land and sale of building when entire consideration is received after completion certificate issued by the competent authority 
-Valuation under Stamp duty : 12lacs. Valuation as per Ind AS – 16 lacs
	12,00,000

	6
	Sale transactions in securities  (1% of 70,000,00)
	70,000

	7
	Outward Supplies charged to tax under reverse charge
	16,00,000

	
	Total Value of exempt supply:
	55,70,000



	Value of total supply :  68,00,000 +   55,70,000 = 1,23,70,000



Answer:
	Particulars
	CGST
	SGST
	IGST

	Total Input tax credit in January 2019 – T
	5,12,000
	5,12,000
	2,28,000

	Less:  ITC on goods and services intended to be used exclusively for the purposes other than business, be denoted T1
	(14,500)
	(14,500)
	(16900)

	Less:  ITC on goods and services intended to be used exclusively for effecting exempt supplies, be denoted as T2
	(63,000)
	(63,000)
	(37,000)

	Less: ITC on goods and services on which credit is not available u/s 17(5) be denoted as T3   i.e. . Blocked credits u/s 17(5) 
	(23,000)
	(23,000)
	(14,000)

	Step 1 : ITC credited to the electronic credit ledger, be denoted as C1
	4,11,500
	4,11,500
	1,60,100

	Less: ITC attributable to inputs and input services intended to be used exclusively for effecting taxable supplies including zero rated supplies, be denoted as T4
	(2,00,000)
	(2,00,000)
	(19,000)

	Common  ITC available for apportionment  be denoted as ‘C2’  (C2 = C1 -T4)
	2,11,500
	2,11,500
	141,100

	Step 2: Total inadmissible common credit as per Rule 42(1) i.e. total of D1 + D2 (Working note_
	(1,05,809)
	(1,05,809)
	(70,725)

	Step 3: Net eligible common credit  
C3=  C2 – (D1 + D2)
	1,05,691
	1,05,691
	70,375

	Total Credit eligible (T4 + C3)
	3,05,691
	3,05,691
	89,375

	Step 4: Restrict ineligible credits
	
	
	

	The total amount of D1  + D2 shall be added to the output tax liability
	1,05,809
	1,05,809
	70,725




	Particulars
	CGST
	SGST
	IGST

	Aggregate value of exempt supplies during the tax period i.e. E

	55,70,000
	55,70,000
	55,70,000

	Total turnover in the State during the tax period i.e. F

	1,23,70,000
	1,23,70,000
	1,23,70,000

	D1= The amount of input tax credit attributable towards exempt supplies, be denoted as D1 = [E÷F] × C2
	95,234
	95,234
	63,670

	D2=  credit attributable to non-business purposes D2 as under: 
D2 = 5% of C2
	10,575
(5% of 2,11,500)
	10,575
(5% of 2,11,500)
	7055
(5% of 1,41,100)

	D1  + D2 =Total admissible common credit as per Rule 42(1). The total amount of D1  + D2 shall be added to the output tax liability 
	1,05,809
	1,05,809
	70,725





Question  : Explain the manner of determination of input tax credit in respect of capital goods and reversal thereof in certain cases: Rule 43.  
[bookmark: _Hlk532572347]Rule 43: 

The input tax credit in respect of capital goods, being partly used for the purposes of business and partly for other purposes, or partly used for effecting taxable supplies including zero rated supplies and partly for effecting exempt supplies, shall be attributed to the purposes of business or for effecting taxable supplies in the following manner, namely,

Step 1 - Determine common credit ‘Tc’ on capital goods as under:
a) Capital goods used/ intended to be used exclusively for non-business purposes or for effecting exempt supplies – ITC not allowed & shall not be credited in electronic credit ledger: 

The amount of input tax in respect of capital goods used or intended to be used exclusively for non-business purposes or used or intended to be used exclusively for effecting exempt supplies shall be indicated in FORM GSTR-2 and shall not be credited to his electronic credit ledger;

b ) Capital goods used/ intended to be used exclusively for making taxable supplies including zero rated supplies  – ITC allowed & shall be credited in electronic credit ledger: 

The amount of input tax in respect of capital goods used or intended to be used exclusively for effecting supplies other than exempted supplies (i.e.  taxable supplies) but including zero-rated supplies shall be indicated in FORM GSTR-2 and shall be credited to the electronic credit ledger;

c ) Common capital goods {other than a) and b) above} : – ITC shall be credited in electronic credit ledger.  i.e., the capital goods which are used commonly for making taxable as well as exempt supplies & business & non- business purposes : Useful life 5 years.

The amount of input tax in respect of capital goods not covered under clauses (a) and (b), denoted as ‘A’  (i.e., the capital goods which are used/intended to be used commonly for making taxable as well as exempt supplies & business & non- business purposes), shall be credited to the electronic credit ledger and the useful life of such goods shall be taken as 5 years from the date of the invoice for such goods:

Change from exclusive use for non-business purpose/exempt supplies to common use: Where capital goods which were initially covered under (a) above get subsequently covered under clause (c), compute ‘A’ by reducing ITC @ 5% per quarter or part thereof. Such reduced amount will be credited to Electronic credit ledger.

Explanation: An item of capital goods declared under clause (a) on its receipt shall not attract the provisions of section 18(4) if it is subsequently covered under this clause.


d ) Common credit of capital goods: The aggregate of the amounts of ‘A’ credited to the electronic credit ledger under clause (c), to be denoted as ‘Tc’, shall be the common credit in respect of capital goods for a tax period.

Change from exclusive use for taxable including zero rated supplies to common use: Where capital goods which were initially covered under (b) above get subsequently covered under clause (c), compute ‘A’ by reducing ITC @ 5% per quarter or part thereof and add such value to Tc.



Step 2: Determine common credit during the useful life of capital goods for a tax period:
The amount of input tax credit attributable to a tax period on common capital goods during their useful life, be denoted as ‘Tm’ and calculated as:- 
Tm= Tc÷60

Step 3: Determine common credit at the beginning of a tax period for all capital goods whose useful life remains during the tax period as under:
The amount of input tax credit, at the beginning of a tax period, on all common capital goods whose useful life remains during the tax period, be denoted as ‘Tr’ and shall be the aggregate of ‘Tm’ for all such capital goods.
Tr = Tm for such capital goods

Step 4: Apportion common credit attributable to exempt supplies as under:
The amount of input tax credit attributable to a tax period on common capital goods during their useful life, be denoted as ‘Tm’ and calculated as:-

Te= (E÷ F) x Tr


where,
‘E’ is the aggregate value of exempt supplies, made, during the tax period, and 
‘F’ is the total turnover of the registered person during the tax period
‘Te’   is the amount of common credit attributable towards exempted supplies, 





Note: If turnover details not available, values of last tax period can be used:
Where the registered person does not have any turnover during the said tax period or the aforesaid information is not available, the value of ‘E/F’ shall be calculated by taking values of ‘E’ and ‘F’ of the last tax period for which the details of such turnover are available, previous to the month during which the said value of ‘E/F’ is to be calculated;

In other words, if the registered person does not have any turnover during the said tax period, or the above information is not available, the values for the last tax period may be used.

Note: Duties and taxes like central excise duty, State excise duty and VAT not to be included:  Aggregate value of exempt supplies and the total turnover shall exclude the amount of any duty or tax levied under entry 84 of List I of the Seventh Schedule to the Constitution and entry 51 and 54 of List II of the said Schedule.

Step 5: Restrict the ineligible credit : The amount Te along with the applicable interest shall, during every tax period of the useful life of the concerned capital goods, be added to the output tax liability of the person making such claim of credit.

Separate calculation for CGST /SGST- UTGST / IGST: Rule 43(2): The amount Te shall be computed separately for central tax, State tax, Union territory tax and integrated tax.





Exempt supply – Exclusions (Explanation) Amended w.e.f. 23-01-2018: 
For the purposes of  rule 42 and rule 43 it is hereby clarified that the aggregate value of exempt supplies shall exclude:-

(a) the value of supply of services specified in the notification of the Government of India in the Ministry of Finance, Department of Revenue No. 42/2017- i.e. Supply of services having place of supply in Nepal, or Bhutan, against payment in Indian Rupees. 

(b) the value of services by way of accepting deposits, extending loans or advances in so far as the consideration is represented by way of interest or discount, except in case of 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; and

(c) the value of supply of services by way of transportation of goods by a vessel from the customs station of clearance in India to a place outside India.









Example: Apportionment of credit on capital goods :

Rohan limited sells taxable as well as exempted  goods and services. Turnover of Rohan limited during the month of February 2019 is as given below.
	Particulars
	Amount Rs.

	Value of taxable supply of goods and services
	58,00,000

	Value of exempted supply of goods and services
	19,00,000

	Value of Zero rated supply of goods and services
	3,50,000

	Value of supply made for non-business purposes
	80,000

	Total 
	81,30,000



Details of ITC for the month of February 2019 is as below:
	Particulars
	
CGST

	
SGST

	
Total

	The above ITC includes the following 
	
	
	

	1. ITC on capital goods exclusively used for supplying exempt goods and services
	36,000
	36,000
	72,000

	a2.  ITC on capital goods exclusively used for supplying taxable goods and services (including zero rated supply)
	90,000
	90,000
	18,0000

	3. ITC on capital goods which are exclusively used for supplying goods and services for non-business use. 
	1,20,000
	1,20,000
	2,40,000



Capital goods used for both taxable as well as exempt supplies and business and non-business  purposes:
	Capital Goods
	Value of inward supplies (exclusive of CGST & SGST) Rs.
	CGST @6%

Rs.
	SGST @ 6%

Rs.
	Date of inward supplies

	X
	8,00,000
	48,000
	48,000
	15-09-2018

	Y
	9,60,000
	57,600
	57,600
	23-12-2019

	Z
	4,80,000
	28,800
	28,800
	15-02-2019

	
	Total
	1,34,400
	1,34,400
	



Determine the credit on capital goods attributable for tax period of February 2019. 
	
	Particulars
	CGST
	SGST

	
	Total Credit on capital goods
	
	

	1
	Step 1 :ITC on capital goods exclusively used for supplying exempted goods 
(This amount is indicated in FORM GSTR-2 and shall not be credited to his electronic credit ledger.)
	36,000
	36,000

	2
	ITC on capital goods exclusively used for supplying non-business purposes
(This amount is indicated in FORM GSTR-2 and shall not be credited to his electronic credit ledger.) 
	1,20,000
	1,20,000

	3
	ITC on capital goods exclusively used for supplying taxable supplies including zero rated supplies
(This amount is indicated in FORM GSTR-2 and shall be credited to his electronic credit ledger.)
	90,000
	90,000

	
	
	
	

	4
	ITC on capital goods  used for both taxable as well as exempt supplies and business and non-business  purposes (Common Credit) 

	1,34,400
	1,34,400

	5
	Step 2: Amount of input tax attributable to the month of February 2019 on common capital goods during their residual life   Tm= Tc÷60



	2240
	2240

	6
	Step 3 : Amount of ITC on capital goods whose residual life remains in beginning of tax period  i.e. February 2019 i.e. Tr
Tr = Tm for such capital goods
	2240
	2240

	7
	Step 4:  Te= (E÷ F) x Tr
   Working Note: 1 

	546
	546

	8
	Total credit on capital goods attributable for tax period of February 2019 is (90,000 + 2240 – 546)
	91,694
	91,694




Working Note 1: 




Te =   545.53 = 546 


Working Note: 
Calculation of ITC on capital goods whose residual life remains during the tax period 
: Tr= Tm÷60
[bookmark: _GoBack]
	Capital Goods
	Value of inward supplies (exclusive of CGST & SGST) Rs.
	CGST @6%

Rs.
	SGST @ 6%

Rs.
	ITC attributable for 1 month 
(Tr =Aggregate of Tm)


	
	
	
	
	CGST @6%
(Tm = Tc/60)
	SGST@6%
(Tm =Tc/60)

	X
	8,00,000
	48,000
	48,000
	800
	800

	Y
	9,60,000
	57,600
	57,600
	960
	960

	Z
	4,80,000
	28,800
	28,800
	480
	480

	
	Total
	1,34,400
	1,34,400
	2240
	2240
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