
  

 

 

Goods & Services Tax 
Educational Series 

PD & PP : GST: 14/2017          June 16, 2017 

Input Tax Credit 

Input tax credit is a provision of reducing the tax already paid on inputs, to avoid the cascading effect if 
taxes. This can be understood with the help of the following diagram: 

 

Input Tax Credit (ITC) is considered as a cornerstone of GST. In the current tax regime, there is a non-
availability of credit at various points of supply chain, which leads to a cascading effect of tax and 
increases the cost of goods and services. This flaw has been removed under GST and a seamless flow of 
credit throughout the value chain will be provided thus reducing the cascading effect of tax. 

Under GST, Input tax, means the 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 a registered person and 
includes taxes paid on input goods, input services or both. To avail the benefit of ITC, it is required that 
the person availing such benefit is registered under GST. An unregistered person is not eligible to take 
the benefit of ITC.  

Section 16 of the CGST Act, 2017, states the condition and eligibility to obtain ITC. Following four 
conditions are required to be fulfilled by a registered taxable person: 

 he should be in possession of tax invoice or debit note or such other tax paying documents as 
may be prescribed;  

 he should have received the goods or services or both;  
 the supplier should have actually paid the tax charged in respect of the supply to the 

government; and  
 he should have furnished the return under section 39. 

(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) 

Availability of ITC to recipient has been made dependent on payment of tax by supplier, other than 
supplies where tax is payable on reverse charge basis. Thus, even if the receiver has paid the amount of 
tax to the supplier and the goods and/or services so procured are eligible for ITC, no credit would be 
available, till the time tax so collected by the supplier is deposited to the Government. Also, if a 
recipient fails to pay the amount of supply along with tax payable thereon within a period of 180 days 
from the date of issue of invoice by the supplier, an amount equal to the input tax credit availed by the 
recipient shall be added to his output tax liability, along with interest thereon. 
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Issue 14 

Total input tax paid= Rs. (50 + 20 

+ 80); Output tax = Rs. 300; 

Tax to be paid by manufacturer  

 Rs.300 – Rs.150 = Rs.150 

 (Input tax credit availed = Rs.150) 


