
Duty Credit Scrips – Long 
Awaited Closure



On the eve of Fifth Anniversary of introduction of GST, the GST Council met for the 47th time and deliberated on 
host of issues reverberations of some of which will be felt for a long time. This meeting will be remembered for 
some bold moves in widening the tax base impacting one and all, as also settling some of the pending issues. 
The recommendations inter alia clarified reversibility of Input Tax Credit (‘ITC’) on supply of duty credit scrips. 
Through this Article, the Authors have attempted to delve into the repercussions of this clarification. 

With an objective to facilitate foreign trade and augment exports from India, the Foreign Trade Policy (‘FTP’) 
provides for several measures. Amongst others, the FTP provides for remission of taxes and duties incurred in 
export of goods and services by issuing duty credit scrips. Under the FTP, such scrips are freely transferable. 
Holder of the scrip is entitled to utilise such scrips towards payment of specified customs duties, albeit after 
satisfying prescribed conditions.

Apropos freely transferable scrips, an obvious question arises qua the exigibility of scrips under GST. There is 
ample jurisprudence under erstwhile VAT regime holding the scrips as ‘goods’. However, under the GST regime, 
though there was no doubt on the characterization of scrips, the issue of taxability and classification loomed 
large. CBIC vide its Circular No. 46/20/2018 dated July 08, 2018 clarified that scrips generated under MEIS and 
other similar schemes were classifiable under Heading 4907 of the First Schedule to the Customs Tariff Act, 1975 
which covered ‘Printed books, newspapers, pictures and other products of the printing industry; manuscripts, 
typescripts and plans’. Further, Entry 122A of Notification No. 02/2017-Central Tax (Rate) dated July 28, 2017 
specifically exempted levy of GST on supply of scrips. While this cleared air on taxability and classification of 
supply of scrips under GST, the exemption created doubt as regards reversibility of credit relatable to the scrips. 

Section 17(2) of the CGST Act, 2017 provides for blocking of credit of goods and services to the extent utilised 
in making exempt supplies. Revenue has been of a consistent view that ITC of goods and services to the extent 
utilised in making exempt supply of duty credit scrips is blocked and therefore supplier is required to make 
appropriate reversal of ITC in terms of Rule 42 / Rule 43 of CGST Rules, 2017. In Authors’ view, since export of 
goods and services is treated as zero-rated and is therefore not an exempt supply, the duty credit scrips obtained 
as a consequence of such exports, shall not be treated as exempt. Consequently, supply of such scrips should 
not attract reversal of ITC. 

The 47th GST Council Meeting finally cleared the clouds by demystifying this issue by way of clarification. The 
clarification has been brought by inserting Clause (d) in Explanation 1 to Rule 43 of the CGST Act. Explanation 
1 to Rule 43 provides for exclusions from the meaning of ‘exempt supply’ for the purpose of reversal of ITC. 
The CBIC vide Notification No. 14/ 2022 – Central Tax dated July 05, 2022  (‘Notification 14’) has notified the 
amendment in Explanation 1 to Rule 43. The effect of the Clause is that no reversal of ITC is required qua the 
supply of scrips. Therefore, for the purpose of computation of reversal of ITC under Rule 42 and 43, value of 
supply of duty credit scrips will not be required to be factored. 

The only question which remains now is whether this amendment would have prospective or retrospective 
application. In Authors’ considered view, since GST Council introduced the Clause (d) to Explanation 1 to Rule 
43 as a clarification, the same shall be construed to have retrospective applicability even to cases where scrips 
were supplied prior to the date of such amendment but no reversal of ITC was undertaken. The only counter to 
retrospectivity is basis Notification 14 which specifically states that save as otherwise provided, amendment shall 
come into force on the date of publication of this Notification, as also is the case with amendment in Rule 43 as 
no specific date of coming into effect has been provided.

However, it is an established principle of interpretation of statutes that the Explanation to a provision is to be 
treated as clarificatory and having retrospective application, although there are certain exceptions to this general 
rule where Explanation introduces a substantive provision. Pertinent to highlight that the instant amendment 
has also been made by amending Explanation 1 to Rule 43. Further, such amendment is clearly in the nature of 
clarifying doubts pertaining to requirement of reversals in case of supply of duty credit scrips and not expansive. 
The primary rule of interpretation being rule of literal construction mandates that the Explanation clause be read 
as it is, i.e., as clarifying a doubt. While there is no single yardstick to determine when an Explanation could be said 
to be merely clarificatory and when it could be said to lay down a new provision, in such dichotomous scenario, 
Courts have repeatedly resorted to looking at the intent of legislature to determine the scope of Explanation 
clause1. In the present context, it would be appropriate to refer to the Press Release of the 47th GST Council

1Government of Andhra Pradesh v. Corporation Bank, (2007) 9 SCC 55.



Meeting, wherein reference to this amendment was couched within the heading “Clarifications in respect of 
certain GST issues”. This leaves no doubt that the instant Explanation is merely clarificatory in nature and 
ought to be read as having retrospective application, as laid down in multitudes of judgments2. Accordingly, all 
cases of demands raised against taxpayers for reversal of credit for supply of duty credit scrips ought to be 
dropped at the first instance. With this, the GST Council has truly put a closure to the issue of supply of duty 
credit scrips under GST.

2G.P. SINGH, PRINCIPLES OF STATUTORY INTERPRETATION (11th Edition – 2015). 
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