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Restrictions on input tax credit under GST 

In the earlier Article we were discussing about the Input credit restrictions under GST, in which we 
saw that, Credit on inputs availed not for Business purpose and the food expenses by the Business 
are restricted. Story does not end there, the list of restriction on Input credits, also has following. 

Final supply exemptions matter 

When final supply is exempt, credit of GST paid on inputs would not be available. Therefore, if 
health services provided by a hospital are exempt, the GST the hospital pays to its vendors (i.e., 
manpower suppliers or pharmaceutical suppliers) would not be credited to the hospital. This 
follows the simple principle that credit is allowed on inputs only if tax is charged on the output. 

However, there are cases when final supply may be exempt but credit is still allowed – exports, for 
example. Such supplies are often called “zero rated supplies”. 

Many sectors are using this rationale to ask for a reduced rate of tax rather than an exemption from 
GST. 

No green light for motor vehicles and other means of transport 

GST Law disallows credit on means of transport: cars, buses, trucks, boats, yachts, aircraft, etc. 
However, if the taxpayer is involved in the buying and selling of such goods or uses these goods for 
training, such as for a driving or flying school, credit would be available. Credit is also available for 
passenger transport agencies. 

Frankly there is a case for providing credit of GST paid on vehicles used for business purpose. 
Countries like Australia and Canada allow it, but the EU does not. The proponents of this restriction 
say there is a thin line differentiating personal use and business use of motor vehicles, as they are 
not fixed in place like an office air conditioner, on which credit would be available. 

However, the office itself is now a concept with fewer physical boundaries: employees are allowed 
to work from home, from a café, or even from their cars (assuming they have a chauffeur, at least 
until we see the days of driverless cars). So what holds true for an office laptop or mobile device (on 
which credit is allowed) could also one day hold true for a car; however, the law will take some 
years to catch up to this proposition. For now, it may be better to accept the reality that credit on 
motor vehicles and other conveyances is not available. 

 

 


