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1 
Introduction

If No Credit : It is a cost

CCR work same as that of VAT. VAT is State Level VAT. This is Central Level VAT. Provisions relating to CCR 
is applicable to manufacturer of J & K. However provisions relating to CCR is not applicable to service provider 
of J & K.

Cotton

RM

Yarn

FP

`  60 `  100

Yarn

RM

Fabric

FP

`  100 `  500

Fabric

RM

Garment

FP

`  500 `  2000

Manufacturer 1 Manufacturer 2 Manufacturer 3
sells sells

Value of Yarn 100
+ ED @ 10% 10
Value 110

Value of fabric 500
+ ED @ 12% 60
Value 560

CCR =  `  0 CCR =  `  10 CCR =  `  50

Output  tax `  60
Less : CCR `  10
Tax `  50

Output  tax `  10
Less : CCR `  0
Tax `  10

Value of fabric 2000
+ ED @ 16% 320
Value 2,320

Output  tax `  320
Less : CCR `  60
Tax `  260

Collect ion by the Govt . from
A 10
B 50
C 260
Total 320

Sells to 
distributor

Distributor = First stage dealer

FSD / SSD FSD / SSD

P1 : CENVAT is a consumption based tax. Elaborate the statement.

Answer : In any manufacturing industry, final product of first manufacturer becomes input of second manufacturer 
who purchases the goods from first manufacturer as his input. Final product of second manufacturer becomes 
input of the third manufacturer. This process goes on till the goods are finally consumed. 

Under CENVAT credit scheme, the duty paid by first manufacturer is available as CENVAT credit to the second 
manufacturer. Similarly, excise duty paid by second manufacturer is available as CENVAT credit to the third 
manufacturer who is buying goods from second manufacturer and using them as inputs in his factory. 

Thus, in effect, Government does get temporary revenue since at each stage, subsequent manufacturer gets 
CENVAT credit. Government gets tax revenue only when goods are finally consumed since after that these are 
not sold and hence no one can get the CENVAT credit. That is the reason why it is rightly said that CENVAT is 
consumption based tax.
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2 
Capital Goods

Cascading creates inflation

RULE 2(a). CAPITAL Goods

Eligible Capital Goods
Conditions to be fulfilled by

Manufacturer service Provider

Part 1 for both manufacturer and service provider 
Rule 2(a)(A)

Part 2 Part 3
Part 4 only for certain service provider.  

Rule 2(a)(B) to (D)

ELIGIbLE CAPITAL Goods foR boTh MAnUfACTURER And sERvICE PRovIdER  
(PART 1)

Capital goods means the following goods, namely : —

(i)  all goods falling under First Schedule to the Central Excise Tariff Act.

Chapter 82 Tools, implements, cutlery, spoons and forks of base metal and parts thereof.
Chapter 84 Nuclear reactors, boilers, machinery and mechanical appliances and its parts

Chapter 85 Electrical machinery and equipment; television image and sound recorders and 
reproducers, and parts and accessories of such articles.

Chapter 90 Optical, photographic, cinematographic, measuring, checking and precision, 
medical or surgical instruments and apparatus; parts and accessories thereof.

Heading 68 04 Natural & artificial abrasive powder or grain, on a base of textile material, of 
paper of paperboard or of other material.

Heading 68 05 Grinding wheel and the like, and parts thereof

(ii) pollution control equipment.

(iii)  components, spares and accessories of the goods specified at (i), (ii) and (viii).

Component It is required to complete a machinery and it is integral to its manufacture 
and functions.

Spare parts It is used to replace worn out / damaged component part.
Accessory It improves efficiency / effectiveness of a machinery without changing basic 

functions or performs secondary / subordinate function.
(iv)  moulds and dies, jigs and fixtures.

(v)  refractories and refractory materials. (It is lining consisting of material with a high melting point. It is 
used in walls of blast furnace).

(vi)  tubes and pipes and fittings thereof; and

(vii)  storage tank. (Whether movable or immovable)

(viii) Motor Vehicles (other than those falling under Tariff Heading 87 02, 87 03, 87 04, 87 11) and their chassis 
but including Dumpers and Tippers. (Inserted by FA 2012).
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Eligible Ineligible (It covers motor vehicles meant for transport of goods 
or persons as well as motor cycles which are not capital goods).

8701 Tractors 8702 Passenger Vehicle (less than or equal to 10 passengers)
8705 Special purpose 

motor vehicle. E.g. 
Cranes and forklifts, 
breakdown lorries, 
crane lorries, fire 
fighting vehicles, 
concrete mixers  
lorries, spraying  
lorries, mobile 
workshops.

8703 Passenger Vehicle (more than 10 passengers)

8716 Trailers / Semi 
Trailers

8704 Goods Vehicle (used for transport of goods). However 
dumpers and tippers are eligible as capital goods.

Dumpers and  
Tippers

8711 Motor Cycles (including moped)

8606 92 Wagon w.e.f  
1-4-2016

(ix) Components, spares and accessories of motor vehicles falling above.

note : Capital goods should be excisable goods. Therefore foundations and supporting structures embedded to 
earth, which are immovable in nature cannot be capital goods. But storage tank even if immovable is eligible for 
credit. Steel plates and strips used in fabrication / manufacture of storage tanks are accessories to capital goods 
are eligible as inputs and hence eligible for credit.

CondITIons To bE fULfILLEd by MAnUfACTURER (PART 2)

If eligible capital goods 
are used inside the factory 
it is eligible capital goods.

Restriction : If capital goods or 
equipment or appliance used in an 
office not treated as capital goods.
w.e.f 1-4-2016 equipment or appliance 
used in office shall be treated as capital 
goods and hence CCR available.

Analysis : Use of capital goods inside 
the factory is sufficient. Capital goods 
even if not used in the manufacturing 
process, CCR is available.

If eligible capital 
goods are used outside 
the factory is eligible 
capital goods subject to 
conditions

Condition : (1) Capital goods are used 
in generation of electricity for captive 
use within the factory. (It means self 
consumption within factory)
(2) Capital goods and inputs used for 
pumping of water. for captive use in 
factory w.e.f 1-4-2016.

Analysis : Electricity may be used 
for manufacturing activity or for 
non manufacturing activity i.e. for 
operating machines or for lighting 
purpose credit is available. However if 
any surplus electricity is sold outside 
then entire credit is not available.

P1 : Comment on the followings.

1. Whether AC, refrigerator, computers and printers are capital goods for manufacturer?

2. Whether steel plates and MS channels used in fabrication of chimney for diesel generating set are capital 
goods?

3. Whether goods used in mines which supply raw material to factory eligible as capital goods?

4. Whether ropeway connecting factory with captive mines eligible for credit?

5. Whether items, namely, alumina balls/ ceramic pebbles which are grinding media used in ball mills in the 
ceramic tile industry should be treated as capital goods or inputs for CENVAT credit purposes?

6. Whether items, namely, bolting cloth/ screens/ silicon cylinders which carry designs and which are fitted on 
the machines used for printing of design over the surface of the tiles, should be considered as capital goods 
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or inputs for CENVAT credit purposes?

solution

1. Yes if such goods are used inside the factory. Eligible for credit even if not used in manufacturing process. 
Only condition is that it should be used inside the factory. [birla Corporation Ltd (sC)]

2. Yes , eligible as capital goods since chimney is integral part of diesel generating set. Chimney is accessories 
to capital goods. Moreover it is used for reducing the effluent gases. [Rajasthan spinning & Weaving Mills 
Ltd  (sC 2010)]

3. Yes, if mines are captive mines. Captive mines constitute one integral unit together with factory. Now if 
capital goods are used in mines it is treated as being used inside the factory. But if mines are not captive 
mines which supplies raw materials to other factories also then capital goods not eligible for credit. [vikram 
Cement (sC 2006)]

4. Ropeway system was used for bringing crushed limestone from mines to factory premises. Its system was 
controlled from inside the factory. It is material handling system. CEO denied the credit on the ground that 
it is not used inside the factory premises. It was held ropeway was actually a extension of the ropeway 
located inside the factory. The ropeway was covered under the definition of precincts as defined in S 2(e).
Hence ropeway was capital goods. Also parts and spares used for ropeway are also capital goods. [birla 
Corporation Ltd (sC 2007)]

5. It is clarified that alumina balls/ ceramic pebbles should be considered as component/ part of the machines 
and should be classified as capital goods for CENVAT credit purposes.

6. It is clarified that these items are essential for operating of the machines. Therefore, being part/ component 
of the machines, they would be considered as capital goods for the CENVAT credit purposes.

CondITIons To bE fULfILLEd by sERvICE PRovIdER (PART 3)

Eligible capital goods should be used  for providing (Dutiable) output service.

In AddITIon To AbovE ELIGIbLE CAPITAL Goods onLy foR sPECIfIEd sERvICE 
PRovIdER (PART 4)

Eligible Motor vehicle Motor vehicle shall be used for
Vehicle for 
transport of 
goods

Motor vehicle designed 
for transportation of goods 
including their chassis 
registered in the name of 
service provider

a. Providing an output service of renting of such  
motor vehicle.

b. Transportation of inputs and capital goods used for 
providing an output service.

c. Providing an output service of courier agency.
Vehicle for 
transport of 
passengers

Motor vehicle designed to carry 
passengers including their 
chassis registered in the name 
of service provider providing 
output service of

a. Transportation of passengers
b. Renting of such motor vehicle.
c. Imparting motor driving skills.

note : Components, spares and accessories of aforesaid motor vehicles shall also be eligible as capital 
goods.

note 1 : A manufacturer purchases a bus for transportation of employees from residence to office and back CCR 
is not available.

note 2 : A coaching class purchases a bus for transportation of students from residence to institutes and back 
CCR is not available.
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TyPEs of dUTIEs WhICh MAy bE LEvIEd on CAPITAL Goods

Type of duties Whether credit available to
Manufacturer service provider

1. Basic Custom Duty No No
2. CVD equal to excise duty Yes Yes
3. Special CVD to counter bal-

ance VAT levied u/s 3(5)
Yes No

4. Basic Excise Duty or  
CENVAT

Yes Yes

5. VAT Yes, allowed by  
respective State Govt.

Yes, allowed by respective State 
Govt. Useful only when SP is 

also a seller of goods.
6. Education cess * Yes Yes
7. SHEC * Yes Yes
8. Central Sales Tax No No
9. Swachh Bharat Cess No No
10. Krishi Kalyan Cess  

w.e.f. 1-6-2016
No Yes

CondITIons foR AvAILInG CEnvAT CREdIT on CAPITAL Goods

1. It should be capital goods as per Rule 2(a).

2. It should be supported by proper invoice as per Rule 9.

3. Capital goods should be. [RULE 4(1)]

a. In case of  
manufacturer

• received in a factory; or
• outside the factory of the manufacturer of final products for generation of 

electricity for captive use within the factory.
b. In case of  

service 
provider

• received in the premises of provider of output service; or
• delivered to such provider of output service, subject to the maintenance of 

documentary evidence of delivery and location of the capital goods.

QUAnTUM of CREdIT AvAILAbLE [RULE 4(2), (3), (4)]

1. 50% CCR available in 1st financial year of receipt

CCR available is on an amount not exceeding 50% of the duty paid on such capital goods in the same 
financial year of receipt.

Exception : 100% CCR available in 1st year of receipt
a. Where capital goods are removed as such. Rule 3(5) / (5A)
b. Where an assessee is eligible to avail 100% exemption being SSI.
c. Special CVD levied u/s 3(5) of CTA to counter VAT.



          taxbykk.com CS K.K. Agrawal 4.7 CCR 2004

2. a. 50% CCR available in 2nd year subject to possession.
The balance of CENVAT credit may be taken in any financial year subsequent to the financial 
year in which the capital goods were received in the factory of the manufacturer, if the capital 
goods, are in the possession of the manufacturer of final products, in such subsequent years.
Illustration. A manufacturer received machinery on the 16-4-2013 in his factory. CENVAT of  
₹ 2 lakh is paid on this machinery. The manufacturer can take credit upto a maximum of  
₹ 1 lakh in the financial year 2013-14, and the balance in 2014-15 if machinery is in possession.

Entries in the books of accounts 
in the year of receipt

Entries in the books of accounts  
(subsequent year)

Purchases Dr
CCR Receivable (CG) Dr
CCR deferred (CG) Dr
               To Supplier / Cash

CCR Receivable (CG) Dr
       
               To CCR deferred (CG)

b. Exception : Even if following capital goods not in possession CCR is available. (Life of these 
capital goods might be less than a year)
i. Components iv. Moulds and dies and jigs and fixtures.
ii. Spares and accessories v. Grinding wheels and the like and parts thereof.
iii. Refractories and refractory materials.

3. Special Cases
a. CCR available even if the asset is leased : The CENVAT credit in respect of the capital goods 

shall be allowed to a manufacturer, even if the capital goods are acquired by him on lease, hire 
purchase or loan agreement, from a financing company. [Rule 4(3)]

b. CCR not available if depreciation is claimed on CCR : The CENVAT credit in respect of capital 
goods shall not be allowed in respect of that part of the value of capital goods which represents 
the amount of duty on such capital goods, which the manufacturer claims as depreciation under 
section 32 of the Income-tax Act, 1961. [Rule 4(4)]

P1 : Discuss the following.

1. C Ltd receives a machine in his factory. He utilises 50% of the duty paid thereon as CENVAT credit even 
before the erection of machine. Can it be done?

2. Assessee received a consignment of capital goods on invoice dated 10-1-2014. The transporters delivered 
the capital goods on 1-2-2014. In which month credit is available?

3. Assessee purchased a plant for ₹ 1,16,480 cum duty (excise duty rate 16.48%) on 12-12-2012 and received 
the plant into factory on 5-4-2013. How much and when CENVAT is allowed?

4. What if invoice value is inflated to pass on excess cenvat credit. Can department deny excess credit?

5. What if buyer does not pay full amount as shown in invoice or allows discount without reducing the duty 
paid by him ? 

solution

1. As per Rule 4(2) credit upto 50% may be taken on receipt of capital goods in the factory of manufacturer. 
There is no requirement that capital goods should have been installed / erected / put to use. Hence assessee 
can take credit of 50% before erection of machine and can be utilise as per rules.

2. Assessee is eligible of credit in the month of Feb. Both the conditions of invoice and capital goods should 
be received in the factory should be satisfied.

3. 50% of ₹ 16,480 = ₹ 8,240 credit is available in the month of April 2013. ₹ 8,240 credit is available in FY 
2014-15. Credit is available on the basis of invoice and capital goods should be received in the factory.

4. No, department cannot deny the excess credit to buyer since

 a. Department has not challenged the assessment of supplier.
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 b. Supplier has paid the full amount of duty.

 c. Department has collected the excess duty.

 However if department challenges the assessment of supplier then credit can be denied.

 [CCE v Mds switchgear Ltd sC 2008]

5. Cenvat credit is allowed on the basis of invoice and capital goods received in the factory whether the amount 
is paid or not paid. In the given case buyer avails credit of amount of duty paid by supplier as reflected in 
excise invoice. Department has collected duty as mentioned in the invoice. Therefore entire amount of credit 
is available. 

Is REvERsAL of CREdIT PossIbLE?

Jurisprudence : Once the credit is taken validly, a vested right accrues to assessee, such credit validly becomes 
indefeasible. But where credit is reversed it amounts to taking away a vested right. Therefore reversal of CENVAT 
credit can be sought only when

i. Credit has been wrongly taken or utilised; or

ii. Any statutory provision provides for the same. [CbEC v Grasim Industries Ltd sC 2004]

REvERsAL of CREdIT on REMovAL of CAPITAL Goods As sUCh [RULE 3(5) / (5A)]

Removal of capital goods as such means capital goods has not been put to use. The identity of capital goods 
should not have undergone any change. 

1. If capital goods, on which CENVAT credit has been taken, are removed as such then the manufacturer or 
service provider shall pay an amount equal to the credit availed. 

 The aforesaid capital goods shall be removed under the cover of an invoice. Payment shall be made through 
GAR 7 challan as per Rule 8 of CER 2002 either on monthly basis or quarterly basis. This amount can also 
be paid by utilising CCR balance. If not paid then duty shall be recovered under rule 14 as if cenvat credit 
wrongly taken.

 If however capital goods are removed as such in the year of receipt then 100% credit is available in the year 
of receipt instead of 50%. 

 In both the above cases next buyer can take credit.

2. no reversal if capital goods are removed outside the premises of the service provider for providing the output 
service  E.g. Repair and maintenance service are performed at the service receiver site. 

REvERsAL of CREdIT on REMovAL of CAPITAL Goods AfTER UsE [RULE 3(5) / (5A)]

After use means partial use. If capital goods has been used fully as per the life of the capital goods it shall not 
be treated as partial use. Full use is covered in next topic.

1. Where the capital goods, on which CENVAT Credit has been taken, are removed after being used, the 
manufacturer shall pay an amount equal to the 

CENVAT Credit taken on the said capital goods xxx
Reduced by the percentage points calculated by SLM

(a) For computers and computer peripherals

for each quarter in the first year @ 10% Q Yearly : 40%
for each quarter in the second year @ 8% Q  Yearly : 32%
for each quarter in the third year @ 5% Q Yearly : 20%
for each quarter in the fourth and fifth year @1% Q Yearly : 4% x 2 = 8%

(b)  for other capital goods, other than computers and computer peripherals @ 2.5% for 
each quarter of a year or part thereof from the date of taking credit.

    xxx 

Credit to be reversed xxx
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2. Transaction value x Rate of duty : Amount equal to duty leviable on transaction value.

Higher of the above 2 is excise duty payable.

P1 : S Ltd purchases capital goods worth ₹ 11,03,000 inclusive of ED @ 10.3% on 1-4-2013. CCR attributable 
on such capital goods was duly accounted for. You are required to compute the amount of CCR to be reversed 
if the capital goods were removed, after being used on 2-11-2014 for ₹ 5,00,000.

solution

Total CCR availed

1-4-2013 (50% of 1,03,000) 51,500
1-4-2014 (50% of 1,03,000) 51,500

1,03,000

Less : 2.5% x 7 x 1,03,000

2-4-2013 to 31-3-2014 (AMJ JAS OND JFM) 4 quarters
1-4-2014 to 2-11-2014 (AMJ JAS ON)   3 quarters
Total quarters 7 quarters

  (18,025)

Amount payable in terms of Rule 3(5) 84,795
Excise duty = 10.3% x 5,00,000 = 51,500
Amount payable is higher of the above two 84,795

P2 : S Ltd purchased capital goods worth ₹ 18,63,680 inclusive of ED @ 16.48% on 1-7-2012. The machine 
was disposed off on 30-9-2014 for a price of ₹ 10,00,000 in working condition as second hand machine. You 
are required to compute the amount of CCR allowable for FY 2012-13 and 2013-14 and also specify the amount 
payable at the time of disposal of the machinery in the year 2013-14.

solution

Total CCR availed

1-7-2012 (50% of 2,63,680) 1,31,840
1-4-2013 (50% of 2,63,680) 1,31,840

2,63,680

Less : 2.5% x 9 x 2,63,680

2-7-2012 to 31-3-2013 (JAS OND JFM) 3 quarters
1-4-2013 to 31-3-2014 (AMJ JAS OND JFM)   4 quarters
1-4-2014 to 30-9-2014 (AMJ JAS)   2 quarters
Total quarters 9 quarters

  (59,328)

Amount payable in terms of Rule 3(5) 2,04,352

P3 : K Ltd purchased a Pollution Control Equipment for ₹ 15,14,240 which is inclusive excise duty at 16.48%. 
The equipment was purchased on 1-9-2011  and was disposed of as second hand equipment on 10-10-2013 for 
a price of ₹ 10,00,000. The excise duty rate on the date of disposal was 12.36% .

i. You are required to calculate the amount of Cenvat credit allowable for the financial years 2011-12 and 
2012-13.

ii. What is the amount payable towards CENVAT credit already availed at the time of disposal of the equipment 
in the financial year 2013-14?

solution
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Total CCR availed

1-9-2011 (50% of 2,14,240) 1,07,120
1-4-2012 (50% of 2,14,240) 1,07,120

2,14,240

Less : 2.5% x 10 x 2,14,240

2-9-2011 to 31-3-2012 (S OND JFM) 3 quarters
1-4-2012 to 31-3-2013 (AMJ JAS OND JFM)   4 quarters
1-4-2013 to 10-10-2013 (AMJ JAS O)   3 quarters
Total quarters 10 quarters

  (53,560)

Amount payable in terms of Rule 3(5) 1,60,680
Excise duty on transaction value. (12.36% of 10,00,000) 1,12,360

P4 : Capital goods removed in good condition after being put to use for period of 2 years in respect of which 
depreciation was claimed.
solution
Question is silent whether depreciation was claimed on duty element or not. Therefore we are assuming that 
depreciation is not claimed on duty element. Here capital goods are removed after use 

Computer and computer peripherals other capital goods
Reversal is 10% per quarter for 1st year and 8% per 
quarter for 2nd year. Total comes to 40% + 32% = 
72%. 100% - 72% = 28% is duty payable.

Reversal is 2.5% per quarter every year. For 2 
years it comes to 20%. 100% - 20% = 80% is 
duty payable.

REMovAL of CAPITAL Goods As WAsTE And sCRAP [RULE 3(5) / (5A)]

If capital goods are cleared as waste and scrap then manufacturer shall pay an amount equal to the duty leviable 
on transaction value. This is w.e.f 27-9-2013. This provision is also applicable if capital goods are cleared after 
full use of the life of the asset.

PAyMEnT of dUTy on WRITE off of CAPITAL Goods [RULE 3(5b)]

1. If the value of any, capital goods before being put to use,

2. on which CENVAT credit has been taken 

3. is written off fully or where any provision to write off fully has been made in the books of account,

4. then the manufacturer shall pay an amount equivalent to the CENVAT credit taken in respect of the said 
capital goods. This amount is not reversed but the duty is paid in cash. 

5. But if the said capital goods is subsequently used in the manufacture of final products, the manufacturer, 
shall be entitled to take the credit of the amount equivalent to the CENVAT credit paid earlier.

note 1 : Capital goods should be written off before being put to use. Inputs can be written off after being put to 
use. It means WIP can be written off from the books of accounts.

note 2 : If duty is not paid then it shall be recovered in the manner provided under rule 14. 

dUTy on fInAL Goods REMITTEd U/R 21. [RULE 3(5C)]

There is no effect, directly or indirectly on credit availed on capital goods on remission of duty on final goods.

AvAILAbILITy of CREdIT If CAPITAL Goods ARE UsEd ExCLUsIvELy foR 
MAnUfACTURE of ExEMPTEd Goods / PRovIdInG ExEMPTEd sERvICEs [RULE 6]

No cenvat credit shall be allowed on capital goods which are used exclusively in the manufacture of exempted 
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goods or in providing exempted services, other than the final products on which SSI exemption is availed of.

P1 : What if capital goods are used in manufacture of intermediate product, which is exempt from duty, but the 
final product is dutiable?

solution

If capital goods are used in manufacture of exempted intermediate product (say parts of tractor) which in turn 
is used in manufacture of final product (Tractor) liable to duty then credit of duty on capital goods is allowed as 
they are used directly or indirectly in relation to manufacture of dutiable final product.

It was held in Escorts Ltd sC 2004 the purpose of this rule is to streamline process of payment of duty and to 
prevent cascading effect if duty is levied both on the inputs and final goods. Here final goods is tractor which if 
dutiable therefore bar of Rule 6 do not apply.

note : Similar logic applies in case of inputs and input service.

WhAT If ExEMPTEd Goods / ExEMPTEd sERvICEs CEAsEs To bE ExEMPTEd

1. Exempted goods becoming dutiable.

2. Non Excisable goods becoming excisable.

3. Exempted services becoming taxable service.

Availability of credit on capital goods is decided at the time of receipt of capital goods in the factory. If, at the 
time of receipt, the assessee is engaged in exclusive manufacture of exempted goods, credit of capital goods 
cannot be allowed as per Rule 6. Therefore credit of capital goods already received by assessee cannot be allowed 
when goods/ services cease to be exempted. CCR cannot be restored.

WhAT If dUTIAbLE Goods / TAxAbLE sERvICEs CEAsEs To bE dUTIAbLE / ExEMPTEd 
[RULE 11]

1. Dutiable goods becoming exempted goods.

2. Excisable goods becoming non excisable.

3. Taxable services becoming exempted service.

There shall be neither reversal of credit nor lapse of credit on capital goods. Provisions of Rule 11 do not apply 
to credit on capital goods.

In bRIEf

Capital Goods Inputs Input service
1. Removed as such. 

Rule 3(5)
Reversal Proportionate  

reversal
No reversal

2. Partial Use.  
Rule 3(5)

Partial Reversal Not possible, it  
becomes WIP

No reversal

3. Waste.  
Rule 3(5A)

Pay duty on  
transaction value

Pay ED on  
waste on TV

No need to  
pay any duty

4. Write off.  
Rule 3(5B)

Pay duty in cash/adjust 
with CCR

Pay duty in cash/adjust 
with CCR

No reversal

5. Duty on final goods 
remitted. Rule 3(5C)

No reversal Reversal No reversal

6. Exempted goods.  
Rule 6

CCR not available CCR not available CCR not available

7. Exempted goods --> 
Dutiable

CCR not restored Inputs lying in  
factory CCR restored 

Rule 3(2)

CCR not restored
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3 
Inputs

Cascading creates inflation

RULE 2(k) : InPUTs

Eligible Inputs Ineligible Inputs Conditions to be fulfilled by

Part 1 Part 2
Manufacturer service Provider

Part 3 Part 4

RULE 2(k) : InPUTs

Part 1 : Inputs means Part 3 : Conditions
(i) All goods used inside the factory; or

and should have 

some relationship with the 

manufacture of the

final product. 

(However there are certain 
specific exclusion which are 

never treated as inputs);

(ii) Any goods including accessories, cleared along with the final product, 
the value of which is included in the value of the final product. These 
goods even if it has no relationship with the manufacture of final 
product shall be treated as eligible inputs. (E.g. Bought out charger 
cleared along with mobile phones).
Any goods used for providing free warranty for final products. This 
is to avoid double taxation. Free warranty means warranty provided 
by the manufacturer, the value of which is included in the price of the 
final product and is not charged separately from the customer.

(iii) all goods used for generation of electricity or steam for captive use.
All inputs used for pumping water for captive use w.e.f. 1-4-2016

(iv) All capital goods having value up to ₹ 10,000 per piece are being 
included in the definition of inputs. (w.e.f 1-4-2016 from Nov 2016 
exam onwards)

(to be discussed later)

This would allow an assessee 
to take whole credit on such 
capital goods in the same year 
in which they are received.

Part 4 : Inputs means and conditions for service provider

(iv) all goods used for providing any output service. (Dutiable)

Part 2 : Inputs excludes

(A) light diesel oil (LDO), high speed diesel oil (HSD) or 
motor spirit, commonly known as petrol.

Other fuel may be treated as inputs.

(B) any goods used for
(a) construction of a building or a civil structure 

or a part thereof; or
Building etc not treated as capital goods also 
bricks, cements, steels used in construction of 
immovable property also not treated as input.(b) laying of foundation or making of structures for 

support of capital goods.
except for the provision of service portion in the 
execution of a works contract or construction service 
as listed under section 66E(b) of the Act. 

However service provider of works contract 
or construction service can claim credit on 
building materials used.
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(C) capital goods except when used as parts or components 
in the manufacture of a final product.

Capital goods not treated as inputs. But 
capital goods used as parts or components in 
the manufacture of final product then treated 
as input. If used as part or component of any 
machinery then capital goods.

(D) motor vehicles. Motor vehicles can be in certain cases be 
treated as capital goods but never as inputs.

(E) any goods, such as food items, goods used in a guest 
house, residential colony, club or a recreation facility 
and clinical establishment, when such goods are used 
primarily for personal use or consumption of any 
employee. and

It  means items relating to foods shall be 
excluded. E.g. Masala etc.

(F) any goods which have no relationship whatsoever 
with the manufacture of a final product.

But if such inputs have any relation ship 
whether direct or indirect with manufacture 
is sufficient to regard goods as input. (Note 1)

note 1 : Any goods used in or in relation to the manufacture of final products whether directly or indirectly and 
whether contained in the final product or not shall be input. E.g. goods such as furniture and stationery used in 
an office within the factory are goods used in the factory and are used in relation to the manufacture and hence 
eligible as inputs.

note 2 : Inputs used in trial runs during the production or commissioning of plant are eligible for CENVAT credit 
as they are considered to have been used in the factory by the manufacturer of final product. 

RULE 2(h). MEAnInG of fInAL PRodUCT

Final product means excisable goods manufactured 
or produced 

1. Goods should be excisable goods.
2. Goods should be manufactured or produced.
3. Goods should be manufactured from input.
4. Goods should be manufactured from input service

• from input, or
• input service.

P1 : Decide whether in following cases goods are capital goods or inputs and also whether eligible or ineligible 
for credit?

1. Fabric and sewing machines used for manufacturer of shirt
2. Steel, fuel and moulds used in manufacturer of Car
3. An assessee set up a captive power plant outside the factory for generation of electricity. 
4. Goods used in testing or quality control of final product.
5. Goods used for trial run.
6. All forms of packing material.
7. Goods used for painting, repair or maintenance of capital goods which are used in manufacture.
8. Paint and building material used on floor of factory for making production dust free and fire retardant.
9. Goods lost during manufacturing process by way of waste / refuse / scrap.
10. Explosives used in mines
11. Goods used in generation of electricity to be supplied to residential complexes situated inside the factory.
12 Inputs are pilfered from store room
13. Goods lost in transit before it reached factory.
14. Burning and machining loss of inputs in the course of manufacture.
15. Is CCR available on Cement, Angles, Channels, Centrally Twisted Deform bar or Thermo Mechanically 

Treated Bar and other items used for construction of factory shed, building or laying of foundation or 
making of structures for support of capital goods.
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16. Inputs were sent to production centre. On its way the inputs were completely damaged due to improper 
handling. Inputs have become unfit for use. Whether credit available?

17. Assessee was purchasing chlorine gas in cylinders, but, after use, a small part of it was left in cylinders 
(unavoidable) and returned to supplier. Duty was paid on full quantity of chlorine gas purchased. Does 
quantity left and returned in cylinders qualify as input?

solution

1. Fabric, Button, Threads, Chalk, Packing materials are eligible as inputs.
Sewing machines, scale, scissors, tapes eligible as capital goods

2. Steel, car paint, tyre, seat covers, plastic, ammonia for treatment of effluents eligible as inputs
Moulds, dies eligible as capital goods.
Foods or beverages consumed by employees not eligible as inputs.
Cement, steel used for laying plant foundation neither eligible as capital goods nor inputs.

3. LDO, ,HSD, Petrol neither eligible as input nor as capital goods. 
Furnace oil, raw naptha, LSHS eligible as input since used for generation of electricity.
Machinery items falling under chapter 82 eligible as capital goods.
Machinery items falling under chapter 92 eligible as inputs.

4. Eligible as input since testing is a part of manufacture and testing has some relationship with the 
manufacture of final product. Testing is a part of manufacturing process. It is only after testing that 
product become marketable. [flex Engineering Ltd sC 2012]

5. Eligible as input since trial run is a part of manufacturing process and trial run has some relationship 
with the manufacture of final product.

6. Eligible as input since packing material is a part of final product and it has some relationship with the 
manufacture of final product.

7. Eligible as input since painting, repair is a part of manufacture and it has has some relationship with 
the manufacture of final product. More examples. Materials used for maintaining factory building 
eligible as input.

8. Eligible as input since painting, etc is a part of manufacture and it has has some relationship with the 
manufacture of final product. Abrasive powder or refratory materials eligible as capital goods.

9. Eligible as input since generation of waste is a part of manufacture and it has some relationship with 
the manufacture of final product.

10. It is held captive mines supplying goods only to the assessee’s factory are treated as extension of factory. 
Therefore explosive are treated as being used inside the factory and it has some relationship with the 
manufacture of final product. It is eligible as input.

11. It was held  that supply of electricity to the residential complexes situated within the factory premises 
is not related to manufacture of final products. Hence the same is not eligible as input. [Indo Rama 
synthetics India Ltd. (sC 2008)]

12 Inputs should be used inside the factory and should have some relationship with the manufacture of the 
final product. In this case inputs are pilfered therefore never used. Not eligible as credit. 

13. Inputs should be used inside the factory and should have some relationship with the manufacture of 
the final product. In this case inputs are lost before it reaches the factory therefore destruction during 
transit is never used inside the factory therefore not eligible.

14. Condition is inputs are used inside the factory and should have some relationship with the manufacture 
of final product to qualify as input. In this case inputs are used inside the factory and has relationship 
with the manufacture of final product. It is eligible as input and qualify for credit.

15. These inputs are specifically excluded from the definition of inputs. Therefore not eligible as inputs.
16. Yes, since inputs had been for production hence it is regarded as used in the factory and have some 

relationship with the manufacture of final product therefore eligible for credit.
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17. Yes, since it was impossible to use total quantity of chlorine gas and some quantity left was unavoidable, 
hence quantity left out was treated as being used inside the factory for manufacture of final product. 
[Andhra Paper Mill Ltd (AP 2011)]

sIMILARILTy And dIffEREnCE

Capital Goods Inputs
Immovable goods No CCR No CCR
Motor Vehicle CCR available in some cases No CCR
Guest house, residential 
accommodation

Any capital goods used inside Guest house, 
residential accommodation no CCR

No CCR

Office inside the factory CCR available CCR available
Electricity CCR available CCR available
Relationship Need not be established It should be established

CAn Any CAPITAL Goods bE TREATEd As InPUTs

Yes if value of any capital goods having value up to ₹ 10,000 per piece are then such capital goods shall 
be treated as inputs and 100% credit can be availed in first year itself.

TyPEs of dUTIEs WhICh MAy bE LEvIEd on InPUTs [RULE 3(1)]

Type of duties Whether credit available to
Manufacturer service provider

1. Basic Custom Duty No No
2. CVD equal to excise duty Yes Yes
3. Special CVD to counter balance 

VAT levied u/s 3(5)
Yes No

4. Basic Excise Duty or  
CENVAT

Yes Yes

5. VAT Yes, allowed by  
respective State Govt.

Yes, allowed by respective State 
Govt. Useful only when SP is 

also a seller of goods.
6. Education cess * Yes Yes
7. SHEC * Yes Yes
8. Central Sales Tax No No
9. Swachh Bharat Cess No No
10. Krishi Kalyan Cess  

w.e.f. 1-6-2016
No Yes

11. National Calamity contingent duty 
NCCD leviable u/s 136 of FA 
2001 on cigarettes, mobile phones, 
pan masala etc.

Yes Yes

12. Additional duty of excise leviable 
u/s 85 of FA 2005. ADE(P) (Pan 
Masala)

Yes Yes

13. Clean Environment Cess (CEC) is 
levied on coal, lignite and peat.

No No

14 Infrastructure cess No No

Presently following duties not levied

1. SED. Special excise duty leviable under CEA, 1994 as per Schedule II of CETA.
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2. ADE (TTA). Additional duty of excise leviable u/s 3 of Additional Duties of Excise (Textile and Textile 
Articles) Act 1978.

3. ADE (GSI). Additional duty of excise leviable u/s 3 of Additional Duties of Excise (Goods of Special 
Importance) Act 1957.

P1 : M/s X Ltd imported some inputs and paid basic custom duty ₹ 5,00,000, surcharge on custom duty ₹ 50,000 
and CVD ₹ 1,00,000 [₹ 90,000 u/s 3(1) of Customs Tariff Act 1975 and ₹ 10,000 u/s 3(5) of Customs Tariff Act, 
1975]. Calculate the amount that he can claim as Cenvat credit. Would it make any difference, if the assessee is 
not a manufacturer, but a service provider.

solution

Type of duties Whether credit available to
Manufacturer service provider

1. Basic Custom Duty and surcharge on it credit not available. Nil Nil
2. CVD equal to excise duty u/s 3(1). Credit available ₹ 90,000 ₹ 90,000
3. Special CVD to counter balance VAT levied u/s 3(5) ₹ 10,000 Nil
4. Total ₹ 1,00,000 ₹ 90,000

CondITIons foR AvAILInG CEnvAT CREdIT on InPUTs

1. It should be inputs as per Rule 2(k).

2. It should be supported by proper invoice as per Rule 9.

3. Inputs should be. [RULE 4(1)]

a. In case of  
manufacturer

• received in a factory; or

b. In case of  
service 
provider

• received in the premises of provider of output service; or
• delivered to such provider of output service, subject to the maintenance of 

documentary evidence of delivery and location of the inputs. (Received 
anywhere used anywhere)

note 1 : If inputs are lost in transit only proportionate CCR is available.

QUAnTUM of CREdIT AvAILAbLE [RULE 4(1)]

1. 100% CCR is available immediately on receipt of inputs
The word immediately means assessee is eligible to book credit as soon as input is received . It does 
not mean credit cannot be book later if not booked immediately.

However the manufacturer or the provider of output service shall not take CENVAT credit after 1 year 
of the date of issue of any of the documents specified in rule 9(1). [w.e.f 1-3-2015]

Entries in the books of accounts Entries in CEnvAT register [RG 23A]
Purchases Dr
CCR Receivable (Input) Dr
               To Supplier / Cash

Part 1 : Quantity detail
Part 2 : Amount detail

P1 : Discuss the following.

1. Can unregistered dealer book Cenvat credit?

2. Is credit available if inputs are purchased on credit?

solution

1. Yes. If department proves subsequently that his process amounts to manufacture. Department demands excise 
duty. Duty shall be paid after booking and adjusting the credit element of duty.
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2.  Yes. Payment in cash is not a pre condition of booking a credit.

Assignment

P1 :  XYZ Co. is engaged in the manufacture of water pipes. From the following details compute the available 
CENVAT credit. Duty  paid on purchases as detailed below:

Particulars ₹
Raw steel 22,000
Water pipe making machine 18,000
Spare parts for the above machine 7,500
Grease and oil 2,800
Office equipment 20,000
Light Diesel Oil 12,000

XYZ Co. is not eligible for SSI exemption. Provide explanation for treatment of various items.

Answer

Particulars ₹
Raw Steel 22,000 Treated as inputs and used inside the factory and is having 

relationship with the manufacturing of final product. 100% 
credit is available.

Water pipe making machine 
(50% of 18,000) 

9,000 Water pipe making machine and spare parts, being capital 
goods, only 50% of CENVAT credit is available.

Spare parts of the above machine 
(50% of 7,500) 

3,750 Water pipe making machine and spare parts, being capital 
goods, only 50% of CENVAT credit is available.

Grease and Oil 2,800 Treated as inputs and used inside the factory and is having 
relationship with the manufacturing of final product. 100% 
credit is available.

Office equipment 10,000 w.e.f 1-4-2016 included in the definition of capital goods
Light Diesel Oil Nil Specifically excluded from the definition of inputs
CEnvAT credit admissible 47,550

P2 :  Hero is engaged in the manufacture of motor cars. Compute CENVAT credit available. 

Particulars ₹
Raw steel 5,00,000
Batteries 2,00,000
Cutting oil 70,000
Electric lamps for lighting in manufacturing area 80,000

XYZ Co. is not eligible for SSI exemption. Provide explanation for treatment of various items.

Ans : 5,00,000 + 2,00,000 + 70,000 + 40,000 = 8,10,000. 

P3 :  Compute CENVAT credit available. 

Particulars ₹
Pollution control equipment 25,000
Spare parts of pollution control equipment 5,000
Equipment used in the office 12,000
Storage tank 10,000
Paints used for painting machinery used 6,000
Packing material 4,000
Lubricating oils 8,000
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High Speed Diesel Oil 7,000

Ans : 12,500 + 2,500 + 6,000 + 5,000 + 6,000 + 4,000 + 8,000 + Nil = 44,000.

P4 :  Compute CENVAT credit available.

Particulars ₹
Raw materials 52,000
Manufacturing machine 1,00,000
Light diesel oil 40,000
Greases 10,000
Office equipment 20,000
Paints 5,000

Ans : 52,000 + 50,000 + Nil + 10,000 + Nil + 5,000 = 1,17,000

P5 :  Compute CENVAT credit available. 

Particulars ₹
Raw materials 52,000
Capital goods used for generation of electricity for captive use within 
the factory

1,00,000

Motor Spirit 40,000
Inputs used for construction of building 1,00,000
Dairy and bakery product consumed by employee 5,000
Motor vehicle falling under Tariff Heading 8704 4,50,000

Ans : 52,000 + 50,000 + Nil + Nil + Nil + Nil = 1,02,000

REvERsAL of CREdIT on REMovAL of InPUTs As sUCh [RULE 3(5) / (5A)]

1. If input, on which CENVAT credit has been taken, are removed as such then the manufacturer or service 
provider shall pay an amount equal to the credit availed. (CCR can be utilised for reversal)

 note 1 : Also no reversal if any inputs are removed outside factory for providing free warranty for final 
products.

 The aforesaid input shall be removed under the cover of an invoice. Payment shall be made through  
GAR 7 challan as per Rule 8 of CER 2002 either on monthly basis or quarterly basis. This duty can also be 
adjusted with available credit balance. If not paid then duty shall be recovered under rule 14 as if cenvat 
credit wrongly taken. In the above case next buyer can take credit.

2. no reversal if inputs are removed outside the premises of the service provider for providing the output 
service  E.g. Repair and maintenance service are performed at the site. 

P1 : Discuss the following.

1. An input becomes a waste and is sold as scrap.

2. Is there a credit reversal if a manufacturer sells the input as such on which Cenvat has already been availed 
of?

3. An assessee had procured some inputs in May 2013 for ₹ 20 Lakhs. Duty paid on the input was ₹ 2,06,000 
@ 10.3%. He was unable to use the inputs in view of change in market conditions. He sold the inputs in 
March 2014 for ₹ 16,00,000. How much duty or amount is payable while clearing the inputs.

solution

1. If waste or scrap arises from manufacturing process then no reversal. However if wastes or scrap arises in 
godown or before issuance of materials for manufacturing process then CCR should be reversed since it has 
no relationship with the manufacture of final product.
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2. Yes, the credit amount shall be reversed proportionately.

3. Credit of ₹ 2,06,000 is payable. Ignore actual sale price and rate of duty at the time of removal of inputs 
from the factory.

P2 : P Ltd purchased plastic granules valued at ₹ 1,16,000 (inclusive of central excise ₹ 16,000) for manufacture 
of plastic moulded chairs. It availed Cenvat credit of excise duty of ₹ 16,000 on the said inputs. It subsequently 
cleared the said inputs as such from the factory in the following manner -

a. Sales to Sansar Ltd (Purchase price ₹ 20,000) ₹ 40,000
b. Sales to Krishna Trading Co. (Purchase price ₹ 10,000) ₹ 10,000
c. Clearance to P Ltd’s own factory at Kanpur (Purchase price ₹ 70,000) Free of cost

P Ltd has sought your advise on the excise duty payable by it on the above clearances.
solution
As per Rule 3(5), where the inputs are removed as such amount payable is Cenvat credit availed on such input 
Subsequent sale price is not relevant. In this case whole of input is being removed, hence the whole sum of credit 
of ₹ 16,000 shall be reversed.. Separate invoices shall be raised for each sale which shall indicate the amount 
payable on each removal. Detail as shown below.

a. Sales to Sansar Ltd (20% of  ₹ 16,000) ₹ 3,200
b. Sales to Krishna Trading Co. (10% of ₹ 16,000) ₹ 1,600
c. Clearance to P Ltd’s own factory at Kanpur (70% of ₹ 16,000) ₹ 11,200

Total amount paid under rule 3(5) ₹ 16,000

PAyMEnT of dUTy on WRITE off of InPUTs [RULE 3(5b)]

1. If the value of any, input before or after being put to use,

2. on which CENVAT credit has been taken 

3. is written off fully or where any provision to write off fully has been made in the books of account,

4. then the manufacturer shall pay an amount equivalent to the CENVAT credit taken in respect of the said 
input. The payment can be made either through CCR balance or through banking channel.

5. But if the said inputs is subsequently used in the manufacture of final products, the manufacturer, shall be 
entitled to take the credit of the amount equivalent to the CENVAT credit paid earlier.

note 1 : Capital goods should be written off before being put to use. Inputs can be written off after being put to 
use. It means WIP can be written off from the books of accounts.

note 2 : If duty is not paid then it shall be recovered in the manner provided under rule 14.

dUTy on fInAL Goods REMITTEd U/R 21. [RULE 3(5C)]

Where on any goods manufactured or produced by an assessee, the payment of duty is ordered to be remitted 
under rule 21 of the Central Excise Rules, 2002, the CENVAT credit taken on the inputs used in the manufacture 
or production of said goods shall be reversed. (Proportionate reversal)

note 1 : No reversal required in case of credit taken on capital goods / input service on remission of duty on 
final product.

note 2 : Remission is possible if final product has been lost or destroyed by natural causes or by unavoidable 
accident. Remission is also possible if manufacturer claims that final product is unfit for consumption or for 
marketing. Remission is not automatic. Application for remission should be sent to CEO u/r 21 of Central Excise 
Rules 2002.

AvAILAbILITy of CREdIT If InPUTs ARE UsEd ExCLUsIvELy foR MAnUfACTURE of 
ExEMPTEd Goods / PRovIdInG ExEMPTEd sERvICEs [RULE 6]

No cenvat credit shall be allowed on such quantity of inputs used in or in relation to the manufacture of exempted 
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goods or for provision of exempted services.

WhAT If ExEMPTEd Goods / ExEMPTEd sERvICEs CEAsEs To bE ExEMPTEd  
[RULE 3(2)]
1. Exempted goods becoming dutiable.
2. Non Excisable goods becoming excisable.
3. Exempted services becoming taxable service.

Availability of credit on inputs is decided at the time of receipt of inputs in the factory. If, at the time of receipt, 
the assessee is engaged in exclusive manufacture of exempted goods, credit of inputs cannot be allowed as per 
Rule 6. However a specific rule 3(2) has been made for allowability of credit on inputs.

The manufacturer of final products shall be allowed to take cenvat credit on inputs on

• Inputs lying in stock

• Inputs lying in process.

• Inputs contained in the final products lying in the stock.

on the date on which any goods manufactured ceases to be exempted goods or non excisable goods.

note 1 : However CCR cannot be restored on capital goods.

WhAT If dUTIAbLE Goods / TAxAbLE sERvICEs CEAsEs To bE dUTIAbLE / TAxAbLE 
sERvICE [RULE 11]

1. Dutiable goods becoming exempted goods.
 • Opts for SSI exemption
 • Opts for 100% exemption from duty under a notification
 • Whose final product is 100% exempted. (Compulsory exemption u/s 5A(1) of CEA)

2. Taxable services becoming exempted service.

 • Opts for 100% exemption from service tax leviable.

for manufacturer

Pay an amount balance credit to lapse
The manufacturer of final product shall be required to 
pay an amount equivalent to the cenvat credit, allowed 
to him in respect of
• Inputs lying in stock
• Inputs lying in process.
• Inputs contained in the final products lying in the 
stock.
on the date when such option is exercised.

After deducting said amount from balance lying 
in his credit, the balance still remaining -
• shall lapse
• shall not be allowed to be utilised
for payment of duty on any excisable goods, 
whether cleared for home consumption
for payment of service tax on any output ser-
vice, whether provided in India or exported.

for service provider

Pay an amount balance credit to lapse
Service provider shall be required to pay an amount 
equivalent to the cenvat credit, allowed to him in 
respect of

• Inputs received for providing the said service; and

• is lying in stock or is contained in the taxable service 
pending to be provided.

on the date when such option is exercised.

Same provision as written above.
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note : No effect on credit on capital goods and credit on input service. It shall neither be reversed nor any 
payment is required to be made.

P1 : The goods manufactured by G Ltd have been exempted from excise duty with effect from 1-3-2013. Earlier 
these goods were liable to duty @ 14.42%. Its inputs were liable to excise duty @ 20.6%. Following information 
is supplied on 1-3-2013 :
i. The inputs costing ₹ 1,44,720 (inclusive of duty) are lying in stock.
ii. The inputs costing ₹ 77,184 (inclusive of duty) are in process.
iii. The finished goods valuing ₹ 4,82,400 are in stock, input cost (inclusive of duty) is 50% of value.
iv. The balance in CENVAT receivable account is ₹ 1,79,104.
The department has asked G Ltd to reverse the credit taken on inputs referred above. However, G Ltd contends  
that credit once validly taken is indefeasible and not required to be reversed. Decide, What would be your answer 
if the balance in the CENVAT credit receivable account as on 1-3-2013 is ₹ 29,104?

solution

It was held in CbEC v Grasim Industries Ltd sC 2004 once the credit is taken validly, a vested right accrues 
to assessee, such credit validly becomes indefeasible. But where credit is reversed it amounts to taking away a 
vested right. Therefore reversal of CENVAT credit can be sought only when credit has been wrongly taken or 
utilised or any statutory provision provides for the same. Therefore Central Govt exercising his power u/s 37 of 
the CEA has provided in Rule 11 of Cenvat Rules 2004 for reversal of duty on inputs.

In this particular case we are assuming G Ltd case falls u/s 5A where exemption is compulsory. Therefore reversal 
of duty is also compulsory.

Computation of duty

s no Particulars duty
1. Inputs lying in stock 24,720
2. Inputs lying in process 13,184
3. Inputs contained in finished goods 41,200

Total 79,104

Computation of amount payable

Particulars duty duty
CENVAT receivable 1,79,104 29,104
Less : Amount to be paid     79,104    79,104
Balance to lapse / (Balance to be paid) 1,00,000 (50,000)
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4 
Input Service

Cascading creates inflation

RULE 2(l) : InPUT sERvICE

Eligible Input service Ineligible Input service Conditions to be fulfilled by

Part 1 & Part 2 Part 3
Manufacturer service Provider

Part 1 Part 1

PART 1 : InPUT sERvICE MEAns

(i) Any (dutiable input) service used for providing an output service. (Dutiable service).
(ii) Any (dutiable input) service used by a manufacturer, whether directly or indirectly, in or in relation 

to the manufacture of final products and
Any service used by a manufacturer, for clearance of final products upto the place of removal.

note 1 : Place of removal is defined in S 4(3)(c) of the CEA 1944. Place of removal is factory gate or depot. But 
in Ambuja Cements, Punjab and haryana high Court held that where ownership of goods and the rights 
in the goods remained with the seller of the goods till the delivery of the goods in acceptable condition to the 
purchaser at his door step, seller bore the risk of loss of damage during transit and freight charges were an integral 
part of the price of the goods then in such case credit is available upto such place of sale.
Rule 2(qa). Place of removal means

• A factory or any other place or premises of production or manufacture of the excisable goods;
• A warehouse or any other place or premises wherein the excisable goods have been permitted to be 

deposited without payment of duty;
• A depot, premises of a consignment agent or any other place or premises from where the excisable 

goods are to be sold after their clearances from the factory,
note 2 : Services may be received  inside the factory or outside the factory. [Rule 3(1)]

PART 2 : InPUT sERvICE InCLUdEs sERvICEs UsEd In RELATIon To

1. Modernisation, renovation or repairs of a factory or an office relating to such factory or premises, 
2. Advertisement.
3. Sales promotion (Brand ambassadors, Commission agent), market research, storage upto the 

place of removal, (warehouse rent).
4. Procurement of inputs, 
5. Accounting, auditing, financing, (ST is levied only if it is outsourced, audit by CA / CS / CMA).
6. Recruitment and quality control, (Testing services)
7. Coaching and training, (call center and other companies regularly employs expert for coaching 

and training of employees)
8. Computer networking, 
9. Credit rating, (in case of issue of bonds / debentures)
10. Share registry, 
11. Security,
12. Business exhibition,
13. Legal services,
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14. Inward transportation of inputs or capital goods and Clearing and forwarding agent
15. Outward transportation upto the place of removal.

PART 3 : InPUT sERvICE ExCLUdEs foLLoWInG sERvICEs
(A) Input service excludes following services

• Service portion in execution 
of works contract; and

in so 
far as 
they 
are 
used 
for

a.
Construction or execution of works 
contract of a building or a civil 
structure or a part thereof.

except for 
provision 
of one 
or more 
specified 
services.

• 
Construction services 
including services listed in S 
66E(b) of the FA 1994

b. Laying of foundation or making of 
structures for support of capital goods.

note : Works contract services and construction services used for providing works contract services or construction 
services shall be eligible as input service.

(B) Input service excludes following services

services provided by way of renting of a motor vehicle in so far as they relate to a motor vehicle which is 
not a capital goods. 
note 1 : Service tax paid on renting of motor vehicle CCR is not available to any service provider or manufacturer. 
However if motor vehicle is rented as capital goods (Dumpers and tippers) then CCR is available. 

(BA) Input service excludes following services

• General Insurance 
Business

in so far as they relate to 
a motor vehicle which is 
not a capital goods

except 
when 
used  
by

a.
a manufacturer of a motor vehicle 
in respect of a motor vehicle 
manufactured by such person.• Servicing

• Repair and 
maintenance b.

an insurance company in respect of 
a motor vehicle insured or re insured 
by such person.

Analysis

Input service relating 
to 

Manufacturer of 
Motor Car

service provider  
Insurance Company

other Manufacturers / other 
service provider

Inputs Capital 
Goods

• General Insurance Available Available Not Available Available
• Servicing Available Available Not Available Available
• Repair and 
Maintenance Available Available Not Available Available

• Renting of motor 
vehicle Not Available Not Available Not Available Available

Illustration 1

Buys cement (100 + 10 = 110) No CCR on ED paid --> Manufacturer  
of ToysConstruction services (100 + 10 = 110) No CCR on service tax paid -->

Illustration 2

Gets his Car serviced (100 + 10 = 110) No CCR on ST paid --> Manufacturer  
of 

Toys
Buys passenger vehicle (100 + 10 = 110) No CCR on ED paid -->
Takes a motor car on rent (100 + 10 = 110) No CCR on ST paid -->
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(C). Input service excludes services such as those provided in relation to (All types of employees benefits)

• Outdoor 
catering • Life insurance • Cosmetic and plastic surgery  when such services 

are used primarily

for personal use or 
consumption of any 
employee

• Beauty 
treatment • Membership of 

a club • Health insurance and`

• Health 
services • Health and 

fitness centre •
Travel benefits extended to 
employees on vacation such as 
Leave or Home Travel Concession

note 1 : Interpretation of “such as”. The above list of services is only illustrative. The principle is that cenvat credit 
is not allowed when any goods and services are used primarily for personal use or consumption of employees. 
However if other services are used for providing output service or used in or in relation to manufacture of final 
product then credit is available.

RULE 2(p). MEAnInG of oUTPUT sERvICE

Output service means any service provided by a 
provider of service located in the taxable territory 
but shall not include a service,-

If a service provider is located in J & K or outside 
India provides any services, such service shall not 
be output service

• Specified in S 66D of the FA 1994. Negative service
• Where the whole of service tax is liable to be 

paid by the recipient of service.

P1 : How to determine whether input services are eligible for credit or not?
Ans : First check the exclusion, then inclusion and lastly meaning part.

P2 : Decide whether in following cases input services are whether eligible or ineligible for credit?

1. Commission agent services for sale of goods
2. Landscaping / Maintenance of factory garden.
3. Transportation of employees.
4. Transport of final product including by way of courier.
5. Outdoor catering service arranged for employees.
6. Mobile phone services.
7. Checking, inspection, testing and certification of plant and machinery, gauges, vernier calipers, 

measuring weight, scales and measuring temperature, thermo hygrometers for measuring humidity.
8. Advertisements / market research of product.

solution

1. Yes, Input service credit is allowed to both manufacturer and service provider. For manufacturer it 
allows credit on all services used for clearance of final products upto the place of removal. Infact 
activity of sale promotion is specifically included. Therefore credit is available on the services of sale 
of dutiable goods on commission basis.

2. Yes, Landscaping / Maintenance of factory garden falls under modernisation, renovation or repairs 
of a factory or an office relating to such factory or premises. It is the social responsibility / statutory 
obligation of assessee to keep factory eco friendly. Hence, it is an input service and eligible for CCR.  
[Millipore India P Ltd (Kar 2011)]

3. Yes, transportation services provided by assessee employer to his staff to pick them up from their 
residence to factory and vice versa is an input service.  Primarily means only / specifically.

4. Services used in or in relation to clearance of final product upto place of removal are covered in first 
part. Further, outward transportation upto the place of removal is covered in inclusive part. However 
transportation beyond the place of removal is not covered. [India Japan Lighting Pvt Ltd sC 2013]
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5. Specifically excluded as primarily meant for personal use or consumption of employee. Similarly 
health insurance taken on employees specifically excluded. However accident insurance is not 
specifically excluded therefore credit is available. Where lunch is provided to auditor then CCR is 
available.

6. Credit is available if phone service is used for providing output service or used in or in relation to 
manufacture of final product. However if phone services are not used in providing output service then 
credit is not available.

7. Yes it is eligible since not falling in exclusion, not inclusion but it falls in meaning part. Such 
instruments are used in or in relation to manufacture of final product.

8. Credit is available. It is not in exclusion part. But in falls in inclusion part. Advertisement / market 
research formed part of value of product, hence it was eligible for credit as input service.

TyPEs of dUTIEs WhICh MAy bE LEvIEd on InPUT sERvICE

Type of duties Whether credit available to
Manufacturer service provider

1. Service Tax Yes Yes
2. Education cess * Yes Yes
3. SHEC * Yes Yes
4. Central Sales Tax No No
5. Swachh Bharat Cess No No
6. Krishi Kalyan Cess  

w.e.f. 1-6-2016
No Yes

7. Basic Custom Duty; CVD equal to excise duty; Special 
CVD to counter balance VAT levied u/s 3(5); Basic Excise 
Duty or  CENVAT; VAT cannot be levied therefore no 
question of CENVAT credit; CST

NA

CondITIons QUAnTUM of AvAILInG CEnvAT CREdIT on InPUT sERvICE

1. It should be input service as per Rule 2(l).

2. It should be supported by proper invoice as per Rule 9.

3. Input service should be. [RULE 4(7)]

a. In case of  
manufacturer
and service 
provider same 
condition

• 100% Cenvat credit is allowed on or after the date invoice / bill / challan under 
rule 9 is received.

• However if the payment of both input service and service tax is not made 
within 3 months of the date of invoice / bill / challan, the manufacturer or 
service provider shall pay an amount equal to such Cenvat credit availed.

• But if payment is made after 3 months assessee is entitled to take credit subject 
to other provisions of the rules.

However the manufacturer or the provider of output service shall not take 
CENVAT credit after 1 year of the date of issue of any of the documents specified 
in rule 9(1). [w.e.f. 1-3-2015]
Services rendered 10-11-2015 Payment should be made within 

3 months from the date of invoice 
i.e. by 10-2-2016.

Invoice date 11-11-2015
Invoice received by SR 12-11-2015

b. In case of full 
reverse charge

Invoice is received and where service tax is paid on full reverse charge basis 
the Cenvat credit in respect of such input service shall be allowed on or after 
the day on which payment is made of service tax only. [w.e.f. 11-7-2014]
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c. In case of 
partial reverse 
charge

Invoice is received and CENVAT credit in respect of such input service shall 
be allowed on or after the day on which payment is made of both the value of 
input service and the service tax only. [w.e.f. 1-4-2014]
In respect of service tax charged on service receiver CCR is available at 
the time of payment of service tax.

P1 : Discuss the following. CENVAT credit of duties of excise on inputs can be availed on the basis of an invoice, 
while credit of service tax paid on input services can be availed only upon payment of the full invoice value 
including service tax.

solution : As per rule 4(1), cenvat credit on input can be availed on receipt of input inside the factory and receipt 
of invoice whether its value and duty thereon has been paid or not. Whereas as per Rule 4(7), credit on input 
service is available on receipt of invoice. Also payment of both value of input service and duty should be made 
within 3 months from the date of invoice otherwise credit availed shall be reversed. But upon payment it credit 
can be re availed. 

REvERsAL of CREdIT on InPUT sERvICE on REMovAL of InPUTs And CAPITAL 
Goods As sUCh
There is no effect, directly or indirectly on credit availed on input service on removal of input and capital goods 
as such.

PAyMEnT of dUTy on WRITE off of InPUTs oR CAPITAL Goods
There is no effect, directly or indirectly on credit availed on input service on write off of inputs and capital goods 
as such.

dUTy on fInAL Goods REMITTEd U/R 21. [RULE 3(5C)]
There is no effect, directly or indirectly on credit availed on input service on remission of duty on final goods.

AvAILAbILITy of CREdIT If InPUT sERvICEs ARE UsEd ExCLUsIvELy foR 
MAnUfACTURE of ExEMPTEd Goods / PRovIdInG ExEMPTEd sERvICEs [RULE 6]
No cenvat credit shall be allowed on input service used in or in relation to the manufacture of exempted goods 
and their clearance upto the place of removal or for provision of exempted services.

WhAT If ExEMPTEd Goods / ExEMPTEd sERvICEs CEAsEs To bE ExEMPTEd  
[RULE 3(2)]
There is no effect, directly or indirectly on credit availed on input service if exempted goods / exempted services 
ceases to be exempted. CCR cannot be restored.

WhAT If dUTIAbLE Goods / TAxAbLE sERvICEs CEAsEs To bE dUTIAbLE / TAxAbLE 
sERvICE [RULE 11]
There is no effect, directly or indirectly on credit availed on input service if dutiable goods / taxable services 
ceases to be dutiable / taxable.
Question

(i) High Speed Diesel Oil Invoice dated 20.04.2015 26,240
(ii) Input ‘A’ Invoice dated 23.09.2013 1,56,000
(iii) Input ‘B’ Invoice dated 10.04.2015 1,35,000
(iv) Machinery falling under Chapter 82 Invoice dated 12.09.2014 3,54,670
(v) Cement and iron rods used in making a structure for 

support of the machinery at point (iv) above
Invoice dated 15.12.2014 1,88,290

(vi) Input ‘C’ Invoice missing 89,460
(vii) Input service ‘X’ Invoice dated 12.11.2014 45,340
(viii) Input service ‘Y’ Invoice dated 20.09.2013 68,240
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(ix) GTA service for bringing raw materials to the factory 
[Payment has not been made to GTA but service tax 
has been paid under reverse charge] 

Invoice dated 14.04.2015  
Value of service –3,00,000

25,200

(x) Service in execution of works contract. [Payment 
of both service charge and service tax has been paid 
under reverse charge]

Invoice dated 10.04.2015  
Value of service – 1,50,000

12,600

You are required to determine the total CENVAT credit that can be availed by AB Pvt. Ltd. during the month of 
April, 2015.
solution

Computation of CEnvAT credit that can be availed during the month of April, 2015

High Speed Diesel Oil (Not an input therefore no CCR) -
Input ‘A’ (Cannot cannot take CCR of inputs after 1 year of the date of issue of invoice) -
Input ‘B’ 1,35,000
Machinery falling under Chapter 82 [50% of ₹ 3,54,670] (Not an SSI) 1,77,335
Cement and iron rods (Goods used for making of structures for support of capital goods 
(machinery in this case) are excluded from the definition of inputs u/r 2(k)

-

Input ‘C’ (CCR cannot be availed without a valid invoice) -
Input service ‘X’ 45,340
Input service ‘Y’ (Cannot cannot take CCR of inputs after 1 year of the date of issue of 
invoice)

-

GTA service (GTA service used for bringing the raw materials to the factory is an input service 
in terms of rule 2(l) of CCR. As per Notification No. 30/2012 ST dated 20.06.2012, service tax 
on GTA service is payable under full reverse charge. Therefore, entire ̀  25,200 would have been 
deposited by AB Pvt. Ltd. with the Government)

25,200

Service in execution of works contract [₹ 12,600 x 50%]
Bill issued by Service provider [1,50,000 + 6,300 = 1,56,300]. This ₹ 1,56,300 should be paid  
within 3 months from the date of issue of invoice.
Service Receiver : To avail CCR ₹ 6,300 should be paid since it is not paid CCR not available..

6,300

Total CEnvAT credit that can be availed during the month of April, 2015 3,89,175
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ACCoUnTInG EnTRy foR CLAIMInG CREdIT

noRMAL ChARGE

Invoice received and payment is  
made within 3 months

Invoice received but payment is made 
after 3 months

Service expenses A/c Dr 20 L
CCR (IS) Suspense A/c Dr 2 L

To Service Provider Cr 22 L

Service Provider A/c Dr 22 L
To Bank Cr 22 L

CCR Suspense A/c Dr 2 L
To Amt payable Cr 2 L

Amt payable A/c Dr 2 L
To CCR / PLA Cr 2 L

Suppose payment of ₹ 22 L is made after 3 months

CCR (IS) A/c Dr 2 L
CCR Suspense A/c Cr 2 L

100% REvERsE ChARGE

Invoice received Invoice received and payment made

Service expenses A/c Dr 20 L
To Service Provider Cr 20 L

CCR (IS) Suspense A/c Dr 2 L
To Service Tax payable 
(Suspense)

Cr 2 L

To Service Tax pay-
able (Suspense)

Dr 2 L

To Bank Cr 2 L

CCR (IS) A/c Dr 2 L
To CCR Suspense (IS) Cr 2 L

PARTIAL ChARGE (50%)

Invoice received and / or payment is made or not made within 3 months

Service expenses A/c Dr 20 L
CCR (IS) Suspense A/c Dr 1 L

To Service Provider Cr 21 L

CCR (IS) Suspense A/c Dr 1 L
To Service Tax payable 
(Suspense)

Cr 1 L

Service Provider A/c Dr 21 L
To Bank Cr 21 L

CCR (IS) A/c Dr 1 L
To CCR (IS) Suspense Cr 1 L

Service tax should be paid therefore CCR of 
₹ 1 L can be availed.

To Service Tax Payable 
(Suspense)

Dr 1 L

To Bank Cr 1 L
Service tax is paid CCR can be claimed

CCR (IS) A/c Dr 1 L
To CCR (IS) Suspense Cr 1 L

Total ₹ 2 lakh CCR is availed  
on the basis of payment.
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5 
Utilisation of Credit

No Cascading

GEnERAL RULE of UTILIsATIon [RULE 3(4)]

The Cenvat credit can be utilised for payment of 

1. Any duty of excise on any final product; or

2. Service tax on any output service.

3. An amount equal to CENVAT credit taken

 • on inputs if such inputs are removed as such or after being partially processed.

 • on capital goods if such capital goods are removed as such.

4. an amount under rule 16(2) of CER. (This amount is in respect of payment of duty on clearance of final 
product returned to factory for repair etc).

note 1 : Assessee cannot utilise credit for payment of interest / penalty / fine. Such payments are required to be 
paid in cash only.

dUTy To bE PAId oUT of bALAnCE sTAndInG on ThE LAsT dATE of MonTh / 
QUARTER [PRovIso To RULE 3(4)]

While paying duty of excise or service tax, the CENVAT credit shall be utilised -

•  Only to the extent such credit is available on the last day of month / quarter.

•  for payment of duty or tax relating to that month or quarter.

Example : For payment of duty for the month of June, the credit standing upto 30th June can be utilised.

note : Where CEO determines the ED / ST then demand can be paid out of CENVAT credit lying upto the date 
of payment.

P1 : Whether service tax credit availed on input services during the period 1st July to 4th July can be utilised 
for the payment of service tax on the output services provided for in month / quarter ended June, which is due 
for payment on 5th July.
Ans : As per provision to Rule 3(4), credit availed upto 30th June can be used for payment of service tax on 
services provided during month / quarter ending 30th June. 

P2 : Star Ltd defaulted in payment of central excise duty of ₹ 1,00,000 in the month of April 2012. The company 
wants to pay this amount of duty in July 2012 out of the Cenvat Credit taken in the month of June and July 2012. 
Advise Star Ltd  in this regard.
Ans : Star Ltd cannot utilise the credit taken in the month of June and July 2012 for payment of duty of the month 
of April 2012. Only credit outstanding at the end of April 2012 can be utilised.

CREdIT CAnnoT bE UsEd by RECIPIEnT of sERvICE foR PAyInG sERvICE TAx on 
REvERsE ChARGE bAsIs  [ExPLAnATIon To RULE 3(4)]

CENVAT credit cannot be used for payment of service tax in respect of services where the person liable to pay 
tax is the service recipient since service received by recipient is not output service provided by him. Service tax 
paid on reverse charge basis can be claimed as input service credit.
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MATChInG of dUTy foR PAyMEnT of dUTy [RULE 3(4) And 3(7)(b)]

Credit Manner of payment
1. NCCD is levied on pan masala, 

mobile phones and cigarettes. 
Element of NCCD is also present 
in additional duty levied u/s 3 of 
Customs Tariff Act.

Input credit of NCCD can be used for payment of output NCCD 
levied on final product / inputs removed as such / after being 
partially processed. Other credit cannot be used for payment of 
output NCCD levied on mobile phones. Therefore NCCD on 
mobile phones can be paid through credit of NCCD or through 
cash.
Input Pan Masala NCCD Output Pan Masala NCCD
Input Cigarettes NCCD Input Cigarettes NCCD
Input Mobile Phones NCCD Input Mobile Phones NCCD
Other Input Credit

2. ADE (P) levied on pan masala Input credit of ADE (P) can be used for payment of output 
ADE (P) levied on final product / inputs removed as such / 
after being partially processed. Other credit cannot be used for 
payment of output ADE (P)  Therefore ADE (P) can be paid 
through credit of ADE (P) or through cash.

3. Special CVD levied u/s 3(5) of 
Customs Tariff Act

Credit of Special CVD cannot be utilised for payment of 
service tax on any output service.

4. Clean Environment Cess. The credit of CEC is not available. Therefore CEC cannot 
be used for payment of CEC. Also no credit can be used for 
payment of CEC. Only option left is to pay CEC in cash.

5. Swachh Bharat Cess CCR cannot be used for payment of this cess.
6. Krishi Kalyan Cess Only KKC can be used for payment of KKC.
7. Infrastructure Cess CCR cannot be used for payment of this cess.

P1 : M/s T Ltd have cleared their manufactured final products during April 2016 and the duty payable is ₹ 2,40,000 
plus education cess and SHEC as applicable. Given below are the details of excise duty / service tax paid by 
them during the month at the time of purchase of goods / procurement of input services :

1. On inputs (RM) [Out of ₹ 1,00,000 invoice for excise duty of ₹ 20,000 paid was 
received by the assessee on 4-5-2016]

1,00,000

2. On input service 20,000
3. On welding electrodes for repairs and maintenance of capital goods. 5,000
4. Fuel (excluding HSD / Petrol) 6,000
5. Storage Tank 8,000
6. Tubes and Pipes (used in the factory) 14,000
7. Air Conditioner for the office of the factory manager 12,000

note : All the above payments are exclusive of education cess and SHEC.

Find the total duty payable by the assessee for the month of April 2016 after taking into account the Cenvat 
credit available.

solution
Credit available in the month of April

bEd
Raw Material (Credit of ₹ 20,000 available in the month of May) Input 80,000
Input Service Input Service 20,000
Welding electrodes Input 5,000
Fuel (excluding HSD / Petrol) Input 6,000
Storage Tank (Specifically included in capital goods) Capital Goods 4,000
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Tubes and Pipes used in the factory.  
(Specifically included in capital goods)

Capital Goods 7,000

Air Conditioner (not eligible as equipment used in office) NA -
Total credit available in the month of April 1,22,000

Computation of duty payable and adjusted

Particulars bEd
Duty payable 2,40,000
Less : Credit adjustable (1,22,000)
Balance payable in cash 1,18,000

P2 : A SSI is required to pay the following Central Excise Duties by January 5 for clearances effected from its 
factory in respect of final products manufactured during the month of December 2016.

1. Basic Excise Duty 36,000
2. Special Excise Duty 18,000
3. National Calamity Contingent Duty (NCCD) 1,000

Balance available as credit at the beginning of the month i.e. December, 2016 were as follows :
BED : ₹ 24,000. NCCD ₹ 2,000.
No inputs were received during the month. However, certain inputs were received on January 1, 2017 on which 
total duty paid by the suppliers of inputs was as follows.
BED : ₹ 16,000. 
Excise duty paid on capital goods received during the month was follows.
BED : ₹ 20,000. 
For the month of December, 2016 you are required to determine :
(i) The credit available for utilisation.
(ii) The permissible extent to which such credit available may be utilised against payment of BED and NCCD; 

and
(iii) The BED payable through account current. (PLA)

solution
Credit available

Particulars bEd + sEd nCCd
Opening balance 24,000 2,000
Credit available on capital goods being SSI 20,000 -
Total 44,000 2,000

Computation of duty payable and adjusted

Particulars bEd + sEd nCCd
Duty payable 36,000 + 18,000 = 54,000 1,000
Less : Credit adjustable (44,000) (1,000)
Balance payable in cash 10,000 Nil
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6 
Goods sent  

for Job Work

Burden not passed : Burden on manufacturer

MEAnInG of Job WoRK [RULE 2(n)]

It means processing or working upon of raw material or semi finished goods supplied to the job worker, so as to 
complete a part or whole of the process resulting in the manufacture or finishing of an article or any operation 
which is essential for aforesaid process.

InTRodUCTIon

Rule 4(5) facilitates the movement of goods from the manufacturer to the job worker without raising invoice 
(though a challan shall be raised) and also CCR is not effected if the goods returned to the factory within 180 days.

AvAILMEnT of CREdIT by PRInCIPAL MAnUfACTURER on RECEIPT of InPUT / InPUT 
sERvICE RECEIvEd by Job WoRKER [RULE 3(1)

The CENVAT credit shall be allowed to principal manufacturer on duty paid on input / input service used in 
manufacture of intermediate products, by a job worker availing exemption under EN 214/86 and received by the 
manufacturer for use in or in relation to the manufacture of final product.

scheme of En 214 / 86
1. Input may be directly received at job worker’s premises.
2. Job worker will use such input in manufacture of intermediate products.
3. Job worker will clear such intermediate products to principal manufacturer without payment of duty under 

claim of exemption.
4. Such intermediate product must be used by principal manufacture for manufacture of final products liable to 

excise duty.  (However if principal manufacturer manufactures exempted or nil rate final products, the job 
worker will not be eligible for exemption and will have to pay duty).

5. then the principal manufacturer can take credit of input / input service used by job worker on receipt of 
intermediate product in his factory subject to documentary evidence.

InPUTs / CAPITAL Goods RECEIvEd by MAnUfACTURER And ThEn REMovEd UndER 
ChALLAn foR Job WoRK [RULE 4(5)(a)]
1. The CENVAT credit shall be allowed 
2. even if any inputs or capital goods as such or after being partially processed 
3. are sent to a job worker for 
4. further processing, testing, repair, re-conditioning, or 
5. for the manufacture of intermediate goods necessary for the manufacture of final products or 
6. any other purpose, and 
7. it is established from the records, challans or memos or any other document produced by the manufacturer 

taking the CENVAT credit that the goods are received back in the factory within 180 days of their being sent 
to a job worker.

8. However if the inputs are not received back within 180 days and capital goods are not received back within 
2 years, (w.e.f 1-3-2015)

9. the manufacturer shall pay an amount equivalent to the CENVAT credit attributable to the inputs or capital 
goods by debiting the CENVAT credit or otherwise, 

10. but the manufacturer can take the CENVAT credit again when the inputs or capital goods are received back 
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in his factory.

note : Further, the credit will be allowed even if any inputs or capital goods are directly sent to a job worker 
without their being first brought to the premises of the manufacturer/ output service provider and in such a case, 
the period of 180 days or 2 years, as the case may be, will be counted from the date of receipt of such goods by 
the job worker.

RULE 4(5)(b) : JIGs, MoULds, dIEs REMovEd UndER ChALLAn foR Job WoRK
1. The CENVAT credit shall also be allowed in respect of 
2. jigs, fixtures, moulds and dies sent by a manufacturer of final products to,
3. another manufacturer 
4. for the production of goods; or
5. a job worker for the production of goods on his behalf according to his specifications.
note 1 : Even if requirement of 180 days is not fulfilled CCR is allowed.
note 2 : These goods can be sent directly to such other manufacturer or job-worker without bringing the same 
to his premises

RULE 4(6). dIRECT CLEARAnCE of fInAL Goods fRoM ThE fACToRy of Job WoRKER
1. The DC / AC of Central Excise, having jurisdiction over the factory of the manufacturer of the final products 

who has sent the input or partially processed inputs outside his factory to a job-worker may, 
2. by an order, 
3. which shall be valid for a 3 financial year, [w.e.f 1-4-2016 3 financial years]
4. in respect of removal of such input or partially processed input.
note 1 : The permission of direct clearance is subject to conditions in the interest of revenue including the manner 
in which duty, if leviable, is to be paid, allow final products to be cleared from the premises of the job-worker.
note 2 : Valuation is done as per Rule 10A of Valuation Rules 2000.

CEnvAT CREdIT ALLoWEd on InPUTs And CAPITAL Goods RECEIvEd dIRECTLy In 
ThE PREMIsEs of ThE Job WoRKER [RULEs 4(1) And 4(2)(A)]

Earlier W.e.f. 1-3-2015
Inputs / CG --> M -->JW

then only CCR was  
available

Inputs / CG --> M -->JW
Direct transfer : CCR is available

Rule 4(1) and rule 4(2)(a) have been amended to allow CENVAT credit in re-
spect of inputs and capital goods immediately on receipt of the same in the 
premises of job worker where the same are sent directly to the job worker on the 
direction of the manufacturer or the provider of output service.

Assignment
P1 : Inputs cleared as such to a job worker on 1-10-2016 was not returned in 180 days, assessable value being  
₹ 20,000, Excise duty @ 16%, 50% of the inputs were received on 1-4-2015. In this situation, no Cenvat will be 
allowed in the year ending on 31-3-2017. Discuss the validity of this statement.

Ans : This statement is correct on the light of following facts. Inputs were send on 1-10-2016. It should be 
returned within 180 days from the date of sending i.e. by 30-3-2017. Therefore credit of inputs shall be reversed. 
However this credit can be re taken on 1-4-2017 the date inputs are received back.

P2 : Following transactions took place in October, 2015.
1. The manufacturer received inputs with invoice evidencing payment of duty of ₹ 42,800 on 2nd. The invoice 

was marked original for buyer”.
2. 400 pieces of final products were dispatched under Invoice on 6th. Assessable value was ₹ 80 per piece and 

excise duty rate was 12%.
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3. 1,000 pieces of input T were sent outside for job work on 10th. When the inputs were received, credit of 
duty of ₹ 15,000 was taken on those inputs.

4. Some inputs were purchased from a manufacturer in Chennai in March 2015. These were directly dispatched 
from factory of the supplier to factory of job worker. Duty paid on the inputs is ₹ 40,000. Out of those inputs, 
45% of inputs were received after carrying out the job work, on 18th.

5. An imported consignment of raw material was received on 19th. Materials were not imported directly, but 
was purchased from importer. The invoice of importer showed that custom duty paid was ₹ 26,000, special 
duty of ₹ 3,000. Additional customs duty paid was ₹ 13,200 and anti dumping duty paid was ₹ 5,400. The 
importer is registered with Central Excise Authorities.

6. Goods worth ₹ 2,00,000 were dispatched on 24th, rate of duty was 12%.
There was no opening balance in PLA or Cenvat Credit account at the beginning of the month. Calculate the 
amount of excise duty payable. Ignore EC and SHEC.

Answer

Availment of CEnvAT credit

1. Inputs and invoice received on 2nd. Credit is available 42,800
2. Inputs I sent for job work outside the factory. No credit reversal till 180 days. -
3. W.e.f 1-3-2015 credit is available even if inputs are sent directly to the premises of job 

worker..
40,000

4. On 19th goods were imported. Credit is available only on Special duty ₹ 3,000 and Ad-
ditional custom duty ₹ 13,200. Credit is not available on BCD and Anti Dumping Duty.

16,200

Total CEnvAT credit available 99,000

Computation of Excise duty Payable

1. Clearances on 6th. 400 x 80 = ₹ 32,000.  12% of ₹ 32,000 3,840
2. Clearances on 24th. ₹ 2,00,000. 12% of 2,00,000 24,000
Total Excise duty 27,840

Adjustment of Cenvat credit

Excise duty 27,840
Less : Cenvat credit adjusted 27,840
CENVAT credit carried forward 71,160

P3 : X, a manufacturer purchased 500 kgs of inputs on 1-10-2015. Total assessable value of inputs was ₹ 10,000 
and excise duty of 10.3% was paid on the input. On the day of receipt itself, inputs were sent to the job worker. 
Job worker sent back 50% of the inputs on 1-4-2015 and balance 50% on 31-5-2015. X received back the pro-
cessed inputs on the same day. Calculate the CENVAT credit required to be reversed or that can be availed on 
relevant dates and net availment and reversal in the financial years 2015-16 and 2016-17.

Answer

CENVAT credit that can be taken on 1-10-2015 (₹ 10,000×10.30%) Therefore, goods should 
have been returned within 180 days i.e., by 30-3-2015.

1,030

CENVAT credit that should be reversed on 31-3-2015 i.e., immediately after the expiry of 180 days 
from the date of sending goods to job worker

1,030

CENVAT credit availed and reversed in financial year 2015-16 1,030
CENVAT credit that can be taken on 1-4-2015 (50% of ₹ 1,030) 515
CENVAT credit that can be taken on 31-5-2015 (50% of ₹ 1,030) 515
CENVAT credit availed in financial year 2016-17 1,030
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7 
Exempted Goods or 
Exempted Services

Burden not passed : Burden on manufacturer

RULE 2(d). ExEMPTEd Goods

means excisable goods which are exempt from whole of 
duty of excise leviable thereon. (Also called non 
dutiable goods).

General Rule : Goods partially 
exempted or chargeable to duty at 
concessional rate are not exempted 
goods.
Exception
Goods covered under NN 1 / 2011 
is chargeable at concessional rate of 
2%. Similarly goods covered NN 12 
/ 2012 are chargeable at concessional 
rates. Still they shall be treated as 
exempted goods.

Includes goods which are chargeable to NIL rate of duty. 
also  
includes

goods in respect of which the benefit of exemption 
is availed -
- under NN 1 / 2011. Section 5A compulsory 

exemption. 

RULE 2(e). ExEMPTEd sERvICEs

means
a

• taxable service which is exempt from the whole of the service tax leviable thereon; or
• service, on which no service tax is leviable u/s 66B of Finance Act; or

Analysis
Following services are also treated as exempted services.
1. Services covered under negative list.
2. Services not provided within taxable territory. (Provided in J & K or provided outside 
India)
3. Services which are outside the definition of service.

• taxable service whose part of value is exempted on the condition that no credit of inputs 
and input services used for providing such taxable services shall be taken.
Analysis
In case of abatements where services are partly exempted. It shall be deemed as exempted 
services to the extent of say 40%. Provided such exemption provides non availment of 
taking of credit on inputs and input services. But if abatement is not conditional then it 
will be exempted service.

but shall 
not 
include a 
service 

which is exported in terms of Rule 6A of the Service Tax Rules, 1994.
Analysis
If services provided outside India are exported as per Rule 6A, shall not be treated as exempted 
service and therefore credit will be available. Assessee can claim refund.
Service by way of transportation of goods by a vessel from customs station of clearance in India 
to a place outside India is being excluded from the definition of “exempted service”. This would 
allow domestic shipping lines to take credit on inputs and input services used in providing the 
said services. w.e.f. 1-4-2016


