
Nexus Between Input Tax and Output Tax – 

Evolving Controversy Under GST

“GST Advance Rulings – Much Ado About Nothing”



Input Tax Credit (‘ITC’) is an important pillar of any Indirect Taxes like Goods and Services Tax (‘GST’) to cut 
the burden of tax cost on ultimate buyer of goods or services. GST was familiarized asserting it to be a Good 
and Simple Tax as purpose of bringing it was to allow seamless flow of ITC. Establishing nexus or connection 
between ITC and output tax at supply level is not envisaged under the GST which makes it different from 
erstwhile Indirect Tax regime as ITC scheme is based for business as a whole not confined to any particular 
manufactured product or outward service. 

Section 16(1) of the Central Goods and Services Tax Act, 2017 (‘CGST Act’) entitles a registered person to 
avail ITC on goods or services if such goods or services are used or intended to be used in the course or 
furtherance of business and such amount shall be credited to Electronic Credit Ledger (‘ECL’). This section 
imposes only one condition i.e. procured goods or services should be used in business to avail ITC on the 
same. Once a registered person is entitled to avail ITC on goods or services, then such amount shall be 
credited to ECL as a part of a common pool under Section 49(2) of the CGST Act. 

Section 49(4) of the CGST Act allows utilization of ITC lying in ECL against any payment towards output 
tax. Further, output tax has been defined under Section 2(82) of the CGST Act to mean tax payable on any 
taxable supply of any goods or services. Therefore, the intention of GST law can be seen permitting 
utilization of ITC against output tax on any taxable supply of any goods or any services.

Section 35 of the CGST Act mandates registered person to keep accounts and records including details 
of availment and utilization of ITC. However, it does not mandate a registered person to maintain separate 
accounts for separate businesses provided all businesses are registered under the same GSTIN. Further, a 
prescribed format of ECL i.e. GST PMT-02 nowhere categorize the details of availment and utilization of ITC 
business-wise. The Government also omitted the mandatorily requirement of taking separate registration 
for different business verticals in the same State which indicates the Government’s stand that there is no 
requirement to keep separate accounts and records for different businesses. Thus, it can very well be 
concluded that GST law permits cross utilization of ITC of one business with output tax of another business as 
there is no separate record to be maintained for separate business. In other words, there is no nexus required 
for utilizing eligible ITC against any output tax. 

At this juncture, we wish to refer to an advance ruling in the case of Aristo Bullion, 2021-VIL-199-AAR (GUJ) 
wherein the Applicant was procuring gold and silver on payment of GST of which he was availing ITC. The 
Applicant was utilizing such ITC against the payment of output tax to be paid on supply of castor seeds. In this 
case, an Authority for Advance Ruling (‘AAR’) held that Section 16(1) allows ITC on inputs used or intended 
to be used in the course of manufacture of final product. Accordingly, AAR held that ITC availed on gold and 
silver can be used only for payment of output tax on supply of manufactured product incorporating such gold 
or silver, not against output tax on supply of any other business.

In view of Author, the above-said ruling is totally incorrect. The AAR entirely misinterpreted Section 16(1) 
which deals only with availment of ITC, not with utilization of ITC. The phrase ‘in the course or furtherance 
of business’ has to be interpreted in a way that goods or services should be used in business to avail ITC 
on such goods or services. But the AAR interpreted that ITC availed on goods or services can be utilized only 
against output tax of business involving supply of such goods or services. 

It appears that the above ruling triggers the pre-GST battle of denying ITC based availability of nexus between 
input and output product, which was never expected to be an issue with new GST law regime. 

Like GST law, the erstwhile Rule 3(1) of the Cenvat Credit Rules, 2004 (‘Credit Rules’) permits the availment 
of CENVAT credit of various duties and Rule 3(4) of the Credit Rules permits the utilization of such CENVAT 
credit against any duty of excise on any final product or any service tax on any output service. 

On the same issue, there are plethora of Tribunal judgements which held that cross utilization of CENVAT 
credit can be used for payment of Excise duty or Service Tax. In the case of Sumita Tex Spin Pvt. Ltd., v. 
CCE, 2015 (39) STR 502 (Tri. – Ahmedabad), the Tribunal held that once CENVAT credit (either on good or



services) is legally availed, then it becomes part of common pool which can be used for payment of Excise 
duty as well as Service tax. Similarly, in the case of CCE v. V. Thangavel & Sons Pvt. Ltd., 2015 (37) STR 
144 (Tri. – Chennai), the Tribunal held that CENVAT credit availed on inputs can be used for payment of 
Service tax liable to paid on service of Business Auxiliary Service as Rule 3(4) of the Credit Rules allows cross 
utilization of common CENVAT credit. In the case of CCE v. Lakshmi Technology & Engineering Indus 
Limited, 2011 (23) STR 265 (Tri. – Chennai), the Tribunal held that the Credit Rules permits utilization of 
CENVAT credit including credit of Excise duty or Service tax or Customs duties for payment of Service tax and 
also held that there is no restriction placed to the effect that credit accounts should be separately maintained 
for manufacture of excisable goods and for providing output services. 

In view of author, under GST law, once registered person avails eligible ITC of any business, such ITC 
becomes part of common pool under ECL that can be used for payment of output tax of any other business 
irrespective of nexus of ITC with output tax. Further, format of ECL (GST PMT-02) does not categorize the 
ITC business-wise which indicates the intention of GST law allowing cross utilization of ITC of one business 
against the output tax of another business. 

To conclude, the AAR in case of Aristo Bullion should be kept in box and buried under the land. As this is a 
first of its kind ruling in GST, the department is likely to use it for its own benefit. The Government is urged to 
look into this matter and should come out with clarification so that unwarranted litigation is avoided.
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