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                                                           Chapter 07-C
Conditions for allowing Cenvat Credit - Input Services 
Statutory Provisions:
Rule 4(7) of the Cenvat Credit Rules, 2004

Conditions for allowing CENVAT credit.-
 (7) The CENVAT credit in respect of input service shall be allowed, on or after the day which payment is made of the value of input service and the service tax paid or payable as is indicated in invoice, bill or, as the case may be, challan referred to in rule 9.

__________________________________________________________________________

Conditions in respect of Input Services - Rule 4(7)
·  As per rule 4(7) Cenvat Credit in respect of input services may be taken or after the day on which payment is maid of the valued of input service and the service tax paid or payable. 

1  Can credit be taken immediately on receipt of invoice / bill or challan against service tax shown therein?
No, Cenvat Credit against service tax on input services can not be taken on receipt of invoice / bill or challans. Unlike in case of inputs where credit is allowed immediately on receipt of such inputs in the factory, in case of input services credit is allowed only when the payment for such input services alongwith service tax has been paid by the recipient of services to the provider of such services.

This condition is obvious, because the provider of services is liable to pay service tax only when he realizes the value of such services.

Therefore, for availing Cenvat Credit on input services date of payment of value of invoice / bill or challans is relevant.

2  Can credit be taken on the basis of advance paid before receipt of Services?
Yes, Cenvat Credit is allowed on the basis of advance paid before receipt of input services. As per rule 4A of the Service Tax Rules, 1994, the service provider has to invoice within 14 days from the date of receipt of such advances. Therefore, the recipient of such services shall be entitled to avail the credit on the basis of such invoice / bill or challans.

3  What is duration in which credit should be taken? Is there any limitation?
The legislature has used the words "on or after the day on which payment is made" in the rule 4(7) of CC Rules, 2004, that means the recipient of such services can take Cenvat Credit at time after making payment.

In case of "inputs" the honorable in number of cases has linked the word 'immediate' with the section 11B of the Central Excise Act 19944, i.e. limitation of period for refund application.

Therefore, in the opinion of the editor / author Credit in the light of present terms used in rule 4(7), credit can be taken even after lapse of one year from the relevant date, i.e. from the date of payment. However, the editor / author also believes that this availing Cenvat Credit beyond one year from the relevant date is prone to litigation and final verdict is to be given by the honorable tribunal or higher court only.

4  What will happen where services have been received in the previous year but payment has been made in the current year?
The entitlement of Cenvat Credit on input services pertains to date of payment of Amount of input service and the date of invoice or date of actual receipt of services are not relevant for this purpose.

Therefore, even if the invoice / bill or challans belongs to previous year / years, Cenvat Credit shall be available in the year in which the payment is made and there is no limitation has been prescribed.

5  Can credit be taken when only part payment is made?
It may happen that recipient of input services does not pay full amount. Instead he pays only part amount in lieu of full amount or in installments due to various reasons. In all these circumstances, Cenvat Credit shall be available on the part payment. 

However, in such situation it must be taken care of that such part payment can be taken as amount inclusive of service tax and either reverse calculation shall be made to avail the credit or proportionate amount should be calculated for availing the Cenvat Credit.

Where the payment is made in installments, Cenvat Credit on the first installment may not be a problem but subsequent installment may create some problem as Cenvat Credit Rules does not prescribe any procedure in this regard and no clarification is available on this aspect. It may result into a peculiar situation.

But, in the opinion of the author, the receiver of input services is entitled to avail the credit on the subsequent installment made and he should make proper endorsement on all the relevant documents for future reference and evidence.

6  Can credit be taken if service tax is not shown separately on the invoice?

No, where Cenvat credit has not been shown on the invoice / bill or challans separately, no credit can be availed even if such document indicate that values shown therein is inclusive of service tax.

For the purpose of Cenvat Credit, the amount of service tax must be separately shown on the relevant document.

