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Section 18 of CGST Act

18(1) 18(2 18(4) 18(5)

Transfer of ITC in various scenarios

a.Mandatory Reg.- Inputs on 
DoL
b.Voluntary Reg-Inputs on DoR
c.10-9 - I/CG
Proviso- Reduce CG ITC by 5%
d. 11-9- I/CG
Proviso- reduce ITC of CG by 5%

Restriction on opening ITC 
Reversal of ITC on shisting 
to 10 or 11 from 9

No Opening ITC after one 
year of invoice

18(3) 18(6)

Right to prescribe Transfer of ITC to 
transferee of business

Transfer of CG or P&M 

Transfer of business- ITC 
can be transferred- Form 
ITC 02A

The ITC on I/CG shall be 
reversed 
Proviso-  Rest of the ITC 
shall lapse

Transfer of CG or P&M- 
Higher of the following will 
be payable-
ITC taken (reduce 5% for each 
or part of quarter of use)
Or 
Tax on transaction value
Proviso- Moulds, dies, jigs 
and fixtures are out from 
18(6)
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18. (1) Subject to such conditions and restrictions as may be prescribed— 

(a) a person who has applied for registration under this Act within thirty days from the date on which he becomes liable to registration and 
has been granted such registration shall be entitled to take credit of input tax in respect of inputs held in stock and inputs contained in 
semi-finished or finished goods held in stock on the day immediately preceding the date from which he becomes liable to pay tax under the  
of credit in special circumstances. 

(b) a person who takes registration under sub-section (3) of section 25 shall be entitled to take credit of input tax in respect of inputs held in 
stock and inputs contained in semi-finished or finished goods held in stock on the day immediately preceding the date of grant of 
registration; 

(c) where any registered person ceases to pay tax under section 10, he shall be entitled to take credit of input tax in respect of inputs held in 
stock, inputs contained in semi-finished or finished goods held in stock and on capital goods on the day immediately preceding the date from 
which he becomes liable to pay tax under section-9

Section - 18
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Provided that the credit on capital goods shall be reduced by such percentage points as may be prescribed; 
(d) where an exempt supply of goods or services or both by a registered person becomes a taxable supply, such person shall be 
entitled to take credit of input tax in respect of inputs held in stock and inputs contained in semi-finished or finished goods held in 
stock relatable to such exempt supply and on capital goods exclusively used for such exempt supply on the day immediately 
preceding the date from which such supply becomes taxable: 

Provided that the credit on capital goods shall be reduced by such percentage points as may be prescribed. 
(2) A registered person shall not be entitled to take input tax credit under sub-section (1) in respect of any supply of goods or 
services or both to him after the expiry of one year from the date of issue of tax invoice relating to such supply. 

(3) Where there is a change in the constitution of a registered person on account of sale, merger, demerger, amalgamation, lease 
or transfer of the business with the specific provisions for transfer of liabilities, the said registered person shall be allowed to 
transfer the input tax credit which remains unutilised in his electronic credit ledger to such sold, merged, demerged, amalgamated, 
leased or transferred business in such manner as may be prescribed. 
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(4) Where any registered person who has availed of input tax credit opts to pay tax under section 10 or, where the goods or services or 
both supplied by him become wholly exempt, he shall pay an amount, by way of debit in the electronic credit ledger or electronic cash 
ledger, equivalent to the credit of input tax in respect of inputs held in stock and inputs contained in semi-finished or finished goods 
held in stock and on capital goods, reduced by such percentage points as may be prescribed, on the day immediately preceding the date 
of exercising of such option or, as the case may be, the date of such exemption: 

Provided that after payment of such amount, the balance of input tax credit, if any, lying in his electronic credit ledger shall lapse. 
(5) The amount of credit under sub-section (1) and the amount payable under sub-section (4) shall be calculated in such manner as may 
be prescribed. 
(6) In case of supply of capital goods or plant and machinery, on which input tax credit has been taken, the registered person shall pay 
an amount equal to the input tax credit taken on the said capital goods or plant and machinery reduced by such percentage points as may 
be prescribed or the tax on the transaction value of such capital goods or plant and machinery determined under section 15, whichever 
is higher: 

Provided that where refractory bricks, moulds and dies, jigs and fixtures are supplied as scrap, the taxable person may pay tax on the 
transaction value of such goods determined under section 15. 



Illustration 25:
Sigma limited is located in Tiruchirapalli. They made the following supplies in the month of April 2020.
Sale of Packing machine, used for packing of chips. The packing machine is 9 month old. It was purchased for Rs. 
2,00,000 with ITC of Rs. 36000. Now it is sold for Rs. 98000.
Sale of offices located in outer areas. It was capitalised in the Office building in books of accounts.
Sale of Chips: 700 cartoons * 100 packets of chips in each costing Rs. 50 each. 
What will be the tax liability this month for the company?
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 Manner of claiming credit in special circumstances.-
(1) The input tax credit claimed in accordance with the provisions of sub-section (1) of section 18 on the inputs held in stock or inputs 
contained in semi-finished or finished goods held in stock, or the credit claimed on capital goods in accordance with the provisions of clauses 
(c) and (d) of the said sub-section, shall be subject to the following conditions, namely,- 
(a) the input tax credit on capital goods, in terms of clauses (c) and (d) of subsection (1) of section 18, shall be claimed after reducing the tax 
paid on such capital goods by five percentage points per quarter of a year or part thereof from the date of the invoice or such other 
documents on which the capital goods were received by the taxable person.
[(b) the registered person shall within a period of thirty days from the date of becoming eligible to avail the input tax credit under 
sub-section (1) of section 18, or within such further period as may be extended by the Commissioner by a notification in this behalf, shall 
make a declaration, electronically, on the common portal in FORM GST ITC-01 to the effect that he is eligible to avail the input tax credit as 
aforesaid:
Provided that any extension of the time limit notified by the Commissioner of State tax or the Commissioner of Union territory tax shall be 
deemed to be notified by the Commissioner.

Rule 40
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 (c) the declaration under clause (b) shall clearly specify the details relating to the inputs held in stock or inputs contained in semi-finished or 
finished goods held in stock, or as the case may be, capital goods– 

(i) on the day immediately preceding the date from which he becomes liable to pay tax under the provisions of the Act, in the case of a claim 
under clause (a) of sub-section (1) of section 18;

 (ii) on the day immediately preceding the date of the grant of registration, in the case of a claim under clause (b) of sub-section (1) of 
section 18; 

(iii) on the day immediately preceding the date from which he becomes liable to pay tax under section 9, in the case of a claim under clause 
(c) of sub-section (1) of section 18; 

(iv) on the day immediately preceding the date from which the supplies made by the registered person becomes taxable, in the case of a 
claim under clause (d) of sub-section (1) of section 18;

Rule 40
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(d) the details furnished in the declaration under clause (b) shall be duly certified by a practicing chartered accountant or a cost accountant if 
the aggregate value of the claim on account of central tax, State tax, Union territory tax and integrated tax exceeds two lakh rupees;

(e) the input tax credit claimed in accordance with the provisions of clauses (c) and (d) of sub-section (1) of section 18 shall be verified with 
the corresponding details furnished by the corresponding supplier in FORM GSTR-1 or as the case may be, in FORM GSTR- 4, on the common 
portal.

(2) The amount of credit in the case of supply of capital goods or plant and machinery, for the purposes of sub-section (6) of section 18, shall 
be calculated by reducing the input tax on the said goods at the rate of five percentage points for every quarter or part thereof from the date of 
the issue of the invoice for such goods. 

Rule 40


