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Abstract
This paper examines the structural and operational challenges in the Input Tax Credit (ITC)
mechanism under India's Goods and Services Tax (GST) framework. Through analysis of
judicial precedents, statutory provisions, and practical implementation issues, this research
identifies key bottlenecks in the ITC system and proposes comprehensive solutions for reform.
The study particularly focuses on the disconnect between substantive rights and procedural
requirements, technical glitches in the GSTN portal, and jurisdictional challenges affecting

seamless credit flow.

1. Introduction
The introduction of Goods and Services Tax (GST) in Indiaon July 1, 2017, marked a paradigm
shift in the country's indirect tax regime. While GST aimed to create a unified national market
by subsuming multiple indirect taxes, the Input Tax Credit (ITC) mechanism—its
cornerstone—continues to face significant challenges. This paper critically examines these

challenges and proposes solutions based on empirical evidence and legal analysis.

2. Legislative Framework of Input Tax Credit
2.1 Statutory Provisions
The right to ITC is primarily governed by Section 16 of the Central Goods and Services Tax
Act, 2017 (CGST Act). The provision stipulates four essential conditions:
e Receipt of goods/services

o Possession of tax invoice or debit note
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o Payment of tax to government by supplier
o Filing of returns under Section 39

2.2 Procedural Requirements

The procedural aspects are governed by:
e Section 37 (Outward supply details)
e Section 38 (Communication of ITC)
o Section 39 (Returns)

e Section 41 (Claim of ITC and provisional acceptance)

3. Critical Analysis of Major Challenges
3.1 Substantive Right vs. Procedural Requirements
The Supreme Court in Eicher Motors Ltd. v. Union of India (1999) 2 SCC 361 recognized ITC
as a vested right. However, procedural requirements often override this substantive right. The
Delhi High Court in Bharti Airtel Limited v. Union of India 2021 SCC OnLine Del 4091
highlighted this dichotomy, emphasizing that technical glitches should not defeat substantive
rights.

3.2 Technology-Related Issues

3.2.1 GSTN Portal Limitations

The GSTN portal's technical constraints have led to numerous challenges:
e Time-outs during peak filing periods
e Auto-population errors in GSTR-2B
e Mismatches between GSTR-1 and GSTR-3B

3.2.2 Judicial Response
In Blue Bird Pure Pvt. Ltd. v. Union of India (2019) 68 GSTR 340 (Delhi), the court directed
manual intervention where technical glitches prevented ITC claim within the prescribed

timeline.
3.3 Supplier Non-Compliance Impact

The condition linking ITC availability to supplier's tax payment has created significant

challenges:
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e Arise India Limited v. Commissioner of Trade & Taxes, Delhi (2018) 53 GSTN 65
(Delhi)

e On Quest Merchandising India Pvt. Ltd. v. Government of NCT of Delhi (2018) 54
GSTN 337 (Delhi)

4. Jurisdictional Challenges
4.1 Inter-State Transactions
Complex jurisdictional issues arise in:
o Place of supply determination
o Cross-jurisdictional verifications

o Interstate credit transfer

4.2 Constitutional Implications
The Supreme Court in Union of India v. Mohit Minerals Pvt. Ltd. (2019) 2 SCC 599
emphasized the need for harmonious interpretation of GST provisions with constitutional

principles.

5. Impact Analysis
5.1 Economic Impact
« Working capital blockage
o Compliance costs
o Business efficiency

o Market competitiveness

5.2 Sectoral Analysis
Different sectors face unique challenges:
« Export sector: Refund delays
« Construction sector: Restricted credit

e E-commerce: Marketplace complexities
6. International Best Practices

6.1 European Union Model
The EU VAT system provides valuable insights:
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e Reverse charge mechanism
o Real-time reporting
o Standardized documentation

6.2 Australian GST System

Australia’s GST framework offers lessons in:
« Simplified compliance
e Electronic invoicing

e Risk-based verification

7. Proposed Solutions
7.1 Legislative Reforms
7.1.1 Short-term Measures
e Amendments to Section 16(2) removing supplier compliance linkage
« Extended timelines for ITC claims

« Simplified documentation requirements

7.1.2 Long-term Reforms
o Proper Implementation of invoice matching system
« Real-time verification mechanism

e Automated refund processing

7.2 Technical Solutions
e Enhanced GSTN portal capacity
e API-based real-time verification
o Blockchain integration for transparency

7.3 Administrative Reforms
e Specialized ITC grievance redressal mechanism
o Risk-based audit approach

o Standardized operating procedures
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8. Conclusion

The ITC mechanism under GST requires significant reforms to achieve its intended objectives.

While recent judicial interventions have provided temporary relief, sustainable solutions

require a combination of legislative, technical, and administrative measures. This paper's

recommendations provide a roadmap for comprehensive reform of the ITC system.
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