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Amanpreet Singh 

ABSTRACT 

Inspite of huge hue and cry against its implementation, India has finally succeeded in 

introducing a smart taxation reform named Goods and Services tax which is going to bring 

into reality the fundamental principle of "One Nation-One tax-One Market". In actual 

practice GST is simply a well-designed value added tax which has inbuilt feature of tax credit 

facility so as to promote ultimately the seamless credit flow and thereby eliminating 

cascading effect which proves to be the major hurdle in the existing indirect tax regime. 

Under GST mechanism, ITC follows supply chain in both intra-state as well as inter-state 

transactions. Apart from some teething problems like enhanced tax compliance burden, 

temporary price hike etc; GST will resolve the problems of old complex tax system having so 

many loopholes. Moreover credit of tax paid in the course of import is also allowable. This 

research paper throws an insight into vital and game changing role played by Input tax 

credit in GST era. Further the paper has analyzed the ITC settlement procedure along with 

the conditions for claiming the same so as to show its worth in making GST a taxpayer-

friendly tax. Finally the study exhibit the detailed impact of ITC on entire supply chain, 

avoiding frauds or revenue leakage for the government, effective deployment of resources in 

the business and considering it as a real win-win-win. 
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1. Introduction  

GST also known as the Goods and Services Tax is defined as the giant indirect tax structure 

designed to support and enhance the economic growth of a country. GST is a comprehensive 

tax levied on manufacturing, sale and consumption of goods and services at a national level. 

GST has subsumed majority of the indirect taxes under an umbrella and will create a smooth 

national market. Tax credit is the backbone of GST and it is of major concern for registered 

persons under GST. In the pre GST regime ITC is only available under Excise and VAT but 

as regards CST is concerned ITC was not allowable. But GST is a system which has ITC as 

its inbuilt feature. Integration of various taxes into a GST system will bring about an effective 

cross-utilization of credits. In the near future GST will help the economy to grow in more 

efficient manner by improving the tax collection as it will disrupt all the tax barriers between 

states and integrate country via "One Nation-One tax-One market".  

1.1. Input Tax Credit As per CGST Act, 2017 'Input Tax Credit' is a credit of tax paid on 

inputs used in the supply of goods or services. ITC is one of the core features of GST which 

will eliminate the major hurdle of Cascading effect in Indirect Tax regime. An ideal taxation 

system always based on the principle that taxes paid should not form a part of the cost of 

production or service, until the goods or services reach the final consumer. For example: Mr. 

Singh makes intra state supply of goods costing Rs. 11,500/- on which GST of 9% is 

applicable.  The goods purchased by him within the state costing Rs. 10,000/- having GST @ 

9% the ITC will be available as follows: 
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Table 1 

Representing Input Tax Credit and Net Tax Liability of Supplier 

Details SGST CGST 

Output tax on 11,500/- @ 9% 1035 1035 

Less: Input tax credit of tax paid on purchase of goods on 10,000 @ 9% (900) (900) 

Net tax payable 135 135 

Under GST regime, ITC follows supply chain not only in intra-state supply but also in inter-

state supply as well. Moreover, credit of tax paid at the time of import of goods and services 

is also creditable. 

Therefore GST law promises seamless flow of credit on goods and services across the entire 

supply chain with certain exceptions viz. supply under composition levy scheme, exempted 

supply of goods and/or services. That's why ITC is considered to be the backbone of the GST 

regime. In fact, these provisions of ITC essentially makes GST a VAT based mechanism 

which has in built feature of credit allowing. 

1.2. Requirements for claiming ITC u/s 16 

I. Registered person having possession of tax invoice or debit note issued by supplier 

registered under Act. 

II. Such person has received the goods or services or both. 

III. The tax has actually been paid to the government either in cash or through usage of 

ITC. 

IV. Such person has furnished the return 

V. In a case of purchase of goods in lots, credit is available upon the receipt of only last 

lot. 

VI. Where depreciation is already claimed on the taxable component of cost of capitals 

goods under the provisions of Income tax Act, 1961 ITC on the same shall not be 

allowed. 

2. Review of Literature 

Kumar (2014) studied Goods & Service Tax as a way forward approach. The study reveals 

that in order to remove the economic distortion of existing indirect tax regime, GST acts as 

an effective tool which promotes impartial tax mechanism irrespective of geographical and 

regional barriers. The study focused on applicability of ITC as an inbuilt feature under GST 

regime which will results in lower cost of doing business, eliminate double taxation and 

thereby lowering the manufacturing costs. The study concluded that movement of goods 

especially Inter-state movement will become hassle free due to seamless flow of credit under 

the new tax regime after its implementation. 

Sherawat and Dhanda (2015) considered GST as a Key Tax Reform and found that a 

simple and user friendly tax mechanism is the dire need of Indian economy to flourish the 

GDP of the nation. It was found further that the main tool to achieve the fundamental 

commitment of GST is ITC mechanism, its rational designing and promoting seamless credit 

flow. It was concluded that after the implementation of GST most of sectors of the economy 

will be boosted which in turns will improvise the nation’s GDP and also controls inflation to 

a certain extent.   

Kour et al. (2016) studied the likely impact of GST after its implementation. It was found 

that implementation of GST is a big breakthrough in Indian taxation system and the full 

availability of tax credit in both inter and intra state supply will brings more transparency, 

curbs black money, lowering prices, enhance productivity and job avenues. All such indicates 

the dynamic role which the GST is going to play in future to make India to the newer heights 

of its development and growth. The study further analyze that GST implementation proves to 

be a financial reform rather than just a taxation reform. It was concluded that only a well 
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planned GST taxation mechanism ensure progress of the economy and lead to resource and 

revenue gain for both Centre and States.  

Nayyar and Singh (2017) studied the impact of GST on Indian Economy after its 

implementation. The study also focused on Game Changer role of GST in improving tax 

collections and breaking all tax barriers between Central and State Governments. Various 

sectors such as IT, FMCG, Online shopping, Telecom, Automobile sector etc have been 

analysed and the impact of GST from July 2017 to Dec, 2017 was compared with existing 

indirect taxes for the period between Jan 2017 and June 2017. It was concluded that its 

implementation proves to be advantageous for the Economy of the nation while boosting up 

the revenue collections of the Government.  

Parkash and Humbad (2017) studied GST, Input tax credit and its set off Mechanism in 

India. It has been found in the study that the inbuilt system of Input tax Credit will definitely 

prevent tax evasion, enhance transparency which ultimately enhances tax collection of the 

government and increase nation's GDP by 1.5-2%. The study concluded that GST is going to 

prove a milestone so far as Indian economy is concerned due to its tax credit concept which is 

workable in a specific and within time frame manner and which in turn benefitted the entire 

supply chain.   

Amutha (2018) considered the economic consequences of Goods and Services tax 

personified newly in Indian Tax structure. The Study focused on impact of new tax regime on 

the entire supply chain. It was concluded that the introduction of GST remove the tax barriers 

on cross border supplies thereby proves beneficial to the final consumer. The study further 

concluded that if govt. do not enhance tax rates then it is of course an ideal tax mechanism. 

3. Research Methodology  

This research paper is prepared using an illustrative research which is based on secondary 

data of journals, research articles, newspapers and magazines. It will provide rigorous 

analysis of research study. This analysis is useful to understand the ITC provisions and its 

related credit apportionment and settlement criteria. The accessible secondary data is 

intensively used for research study. 

3.1. Need of the study: Certain studies have been made even before implementation of 

GST which could realize the importance of such burning and trending topic. But the studies 

conducted till date didn’t make much emphasis on the Input Tax Credit which is simply a 

soul of GST as is seen as a big milestone towards tax liabilities. This study will help us to 

examine the eligibility conditions for claiming ITC as well as the manner of utilization and 

apportionment of the same. 

3.2. Research Objectives:  

a) To study the detailed impact ITC mechanism on entire supply chain under pre and 

post GST regime. 

b) To practically analyze the credit settlement process in both intra-state and inter-state 

supply. 

c) To evaluate the difference between Credit utilization and Credit apportionment. 

4. Data Analysis 

Analysis and Discussion 

4.1. ITC mechanism under pre and post GST regime  

A supply chain is the network of all the individuals, organizations, resources, activities and 

technology involved in the creation and sale of a product, from the delivery of source 

materials from the supplier to the manufacturer, through to its eventual delivery to the end 
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user. The supply chain segment involved with getting the finished product from the 

manufacturer to the consumer is known as the distribution channel. 

 
Illustration 1 

Pre-GST ITC implications on entire Supply chain in Inter-state supply 

Pre GST situation: It can be seen from the above illustration that in the existing system 

firstly Excise Duty and CST becomes part of cost of supply of goods for levy of further tax. 

The CST charged by Trader1 while selling goods in the course of interstate is not allowed as 

input credit to the Trader-2. Hence it creates major problem of interruption in the flow of 

credit. Secondly, it involves increased cost to the final consumer also having the double 

taxation impact thereon. 

 
Illustration 2 

Post-GST ITC implications on entire Supply chain in Inter-state supply 

Post GST situation: The above example clarifies that with the introduction of GST, the tax 

barriers on cross-border sales will be removed. The tax disincentive of cross-border sales 

(supply under GST) due to the presence of CST will be eliminated. When the Trader-2 makes 

inter-state supply then IGST (combination of CGST & SGST) will be applicable and flow of 

credit also takes place in a seamless manner which was absent in the existing system thereby 

eliminating double taxation in the supply chain. Hence benefitted to the final consumer. 

Therefore, cost saving to consumer will be Rs.19.32 and %age of cost saving will be 

approx. 11%. 

Credit Settlement Process or Manner of Utilization of ITC 

The ITC can be used for payment of taxes i.e. CGST, SGST, IGST, UTGST but subject to 

certain conditions and as per prescribed order given as under: 
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Table 2 

Prescribed manner of utilization of ITC 

S.No. Nature of ITC Order of utilization Nature of output tax paid 

1 CGST 

Ist 

IInd 

Used for CGST 

Used for IGST 

 Not used for SGST 

2 SGST 

Ist 

IInd 

Used for SGST 

Used for IGST 

 Not Used for CGST 

3 IGST 

Ist 

IInd 

IIIrd 

Used for IGST 

Used for CGST 

Used for SGST/UGST 

4 UTGST 
Ist 

IInd 

Used for UTGST 

Used for IGST 

Case 1: Credit Utilization in Intra-State Supply 

 
Illustration 3 

Credit settlement under GST (Intra State Supply) 

Explanation: Under intra state supply when supplier A makes supply of goods to supplier B, 

he charged CGST @ 9% and SGST @ 9%, and suppose his back end GST liability is NIL 

(Assuming that he purchases exempted input goods at the back end). Therefore, nothing is 

claimed as tax credit as he pays nothing while purchasing of Input goods. 

The supplier B makes supply to the supplier C and charged CGST@ 9% and SGST @9% 

from C and here Supplier B can claim the tax paid while purchasing from A as tax credit. 

Therefore the net tax liability of Supplier B after claiming ITC of CGST and SGST is paid in 

cash. 

Important thing to note is that output CGST is set off against CGST credit and output SGST 

is set off against SGST credit. 

Statement of Revenue earned by Central and State Government 

Transaction Revenue to Central Govt. Revenue to State Govt. 

Supply of Goods/Services by A to B 900 900 

Supply of Goods/Services by B to C 180 180 

Total 1080 1080 

Illustration 3.1 

Revenue to the Centre and State Governments under GST (Intra State Supply) 

As regards revenue to Governments are concerned the accounts of both Centre as well as 

State government is credited with Rs.900 when supply is made by Supplier A to Supplier B 
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and with Rs.180 when supply is made by Supplier B to Supplier C after adjusting ITC of 

Input CGST & SGST as shown above. 

Case 2:  Credit Utilization in both Intra-State and Inter-State Supply 

 

 
Net Tax Liability of Supplier B 

 

Net Tax Liability of Supplier C 

 CGST SGST IGST  CGST SGST IGST 

Output 

Liability 
- - 2160 

Output 

Liability 
1296 1296 - 

ITC 

(CGST) 
- - 900 ITC (1296) (864) - 

ITC 

(SGST) 
- - 900 Cash - 432 - 

Cash - - 360  

Illustration 4 

Credit settlement under GST (Inter-State Supply) 

Explanation: In case of both  Intra state and Inter-state supply when supplier A makes 

supply of goods to supplier B, he charged CGST@9% and SGST @ 9% and his back end 

GST liability is assumed to be NIL (Because of  purchase of exempted Input goods at the 

back end). So, nothing is claimed as tax credit as he pays nothing while purchasing of Input 

goods. 

But further Supplier B makes Inter-state supply and can claim the Input tax paid by him while 

purchasing from A as tax credit. Therefore the net tax liability of Supplier B after claiming 

ITC of IGST is paid in cash. 

Important thing to note is that output IGST is set off first against input CGST credit of Rs.900 

and then against input SGST credit of Rs.900 and balance amount which is not set off i.e. 

Rs.360 is paid in cash. 

Next in the supply chain Supplier C makes intra state supply to another supplier and the ITC 

of IGST of Rs.2160 can be firstly used for payment of CGST liability of Rs.1296 in full and 

then for paying output SGST of Rs.1296 upto the extent of Rs.864 only and balance SGST 

which is not set off i.e. Rs.432 is paid in cash. 
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Statement of Revenue earned by Central and State Government 

Transaction Revenue to 

Central Govt. 

Revenue to Govt. 

of State 1 

Revenue to Govt. 

of State 2 

Supply of Goods/Service by A to B 900 900 - 

Supply of Goods/Service by B to C 360 - - 

Transfer by State 1 to Centre 900 (900) - 

Supply of goods/services by C to D - - 432 

Transfer by Centre to State 2 (964) - 864 

Total 1296 - 1296 

Illustration 4.1 

Revenue to the Centre and State Govt. under GST (Both Intra & Inter-State Supply) 

 

Explanation: As regards revenue to Governments are concerned the accounts of both Centre 

as well as State govt. is credited with Rs.900 when supply is made by Supplier A to Supplier 

B and the account of Centre govt. is again credited with Rs.360 when Supplier B deposit his 

net tax liability to Centre govt. after claiming ITC of tax paid at the back end. 

Further Amount of Rs.900 was reduced from accounts of State 1 and added to Centre Govt.'s 

Account. The reason behind such adjustment is that, in state-1: 

(a) When Intra state Supply made by Supplier A………………………… to Supplier B, 

then Centre gets Rs.900 as CGST and State gets Rs.900 as SGST 

(b) When Inter-state Supply made by Supplier B……………………………to Supplier C, 

then Centre gets Rs.2160 as IGST. 

Here, the Centre govt. position is that CGST of Rs.900 is fully set off against IGST of 

Rs.2160. But due to setting of State govt. tax credit of Rs.900, Centre govt's tax (IGST) gets 

reduced by Rs.900. In other words Centre gets Rs.900 less into its pocket and moreover 

Centre govt. also allowed the full credit of IGST to the supplier of State 2.  

In State-2 Supplier C deposits Rs.432 to State govt’s account after claiming the credit of 

IGST paid at the back end. But here again Rs.864 goes in less amount into the pocket of 

State-2. So adjustment is required by deducting Rs.864 from Centre govt's account and 

credited the same into State-2 account. 

In nutshell,  

(i) when there is supply of goods from Business to Business, then only Credit 

Settlement can be done rather than apportionment. 

(ii) When there is supply of goods from Business to Consumer, then therewill be 

Credit Apportionment not credit settlement. 

(iii) When there is supply of goods from Business to Business and further the recipient 

of supply makes exempted supply, then also there will be Credit Settlement but 

not credit apportionment. 

Reason: When the credit freely moves (i.e. ITC is allowed to the next in the supply chain) 

their is credit settlement and when the credit does not move to the next in the supply chain, 

then their is credit apportionment 
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Illustration 5 

Credit Apportionment V/s. Credit Settlement 

5. Findings 

i. Hassle free availability of ITC makes state border crossing simplified. 

ii. Tax credit in both intra and inter-state supply eliminates cascading effects and ensures 

free flow of credit which results in lowering the manufacturing costs hence goods and 

services becomes cheaper.  In short, entire supply chain is going to be benefitted. 

iii. As the tax base is expected to be widened so the revenue collections of Governments 

(both Centre and States) will be increased. 

iv.  Inter-state movement of goods will be smooth due to seamless flow of credit which 

in turn curtails the problems of corruption and tax evasion. 

v. Working of credit settlement, cross utilization of credit and apportionment is user-

friendly. 

6. Conclusion 

The GST regime is especially structured to eliminate the old complex tax mechanism having 

full of problems viz. double taxation, multiple taxes, interruption in the credit flow through 

cross-border states. The realistic taxation system ensures the overall development of 

economy. The implementation of GST as a coherent tax system proves to be a simple, user -

friendly and transparent system benefitting the supply chain, consumers, and the entire 

sectors responsible for the economy. The inbuilt system of Input tax Credit will definitely 

curb tax evasion, promotes transparency which ultimately enhances tax collection of the 

government and flourishes nation's GDP by 1.5-2%. Its execution will also results in lower 

cost of doing business that will make the domestic products more competitive in local and 

international market. Also a big relief to producers and consumers will be witnessed sooner 

as a result of wide and comprehensive coverage of input tax credit set off. 

In nutshell, the game changer thing in GST for complete ruling out the cascading effect is 

Input tax mechanism which is considered to be a backbone of GST regime. 
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The universal statistical package called ‘statistical package for social sciences’ (SPSS-11.0) 

was used for data analysis and data was organized/reorganized using MS Excel and 

SmartSuite. 
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