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Abstract: This paper is the second in a two-part series focused on the Input Service Distribution (ISD) mechanism under the Central Goods 

and Services Tax (CGST) Act, 2017, which governs the allocation of Input Tax Credit (ITC) on common services across multiple business 

units. With ISD provisions becoming mandatory from April 1, 2025, as per Notification No. 16/2024 – Central Tax, businesses are required 

to implement robust systems to ensure accurate and compliant ITC distribution. Building upon the technical foundation established in the 

first paper, this second part delves into the functional implementation and operational execution of ISD processes within SAP systems. It 

provides a detailed overview of functional configuration steps, including Official Document Number (ODN) setup, transaction processing, 

and the issuance of ISD invoices as prescribed under Rule 54(1) of the CGST Rules, 2017. The paper offers practical guidance supported by 

real-world case studies and examples, illustrating the proportional distribution of ITC based on turnover and tax jurisdiction. It highlights 

how SAP enables organizations to execute compliant, transparent, and efficient ISD operations across multiple branches, ensuring end-to-

end control and audit readiness. 
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1. Introduction 
 

In Part 1 of this paper series, we examined the conceptual 

structure and legal framework of the Input Service Distributor 

(ISD) mechanism under India’s CGST Act, 2017. The ISD 

serves as a centralized unit responsible for distributing Input 

Tax Credit (ITC) arising from common services to multiple 

business units under the same PAN, in a proportionate manner 

based on turnover. The mechanism is designed to promote tax 

compliance, transparency, and fair credit utilization across 

organizations. With the Government of India mandating ISD 

adoption effective April 1, 2025, businesses operating multiple 

branches are now required to implement an ISD-compliant 

system to ensure accurate and auditable ITC allocation. 

 

This second part builds on the technical and statutory insights 

discussed earlier by focusing on the practical implementation 

of ISD within SAP. It outlines the functional configuration 

steps including ODN configuration. Furthermore, it 

demonstrates how the ISD functionality is tested, executed, and 

validated in SAP using real-world transactions, ensuring 

compliance with Rule 54(1) of the CGST Rules. The paper 

aims to guide SAP practitioners and tax professionals through 

the operational aspects of ISD readiness in enterprise systems. 

 

2. Exploring SAP Solutions 
 

The SAP customer has a standard solution to manage ISD 

under SAP’s India Localization support pack. The 

 
 

implementation of ISD in SAP is typically divided into two 

main phases: Technical Implementation and Functional 

Implementation. 

• Technical Implementation includes Prerequisites and 

Applying the required SAP OSS notes to enable the 

functionality in SAP. It also includes Activation of services 

for ISD in SAP.  

• Functional Implementation is split into two key steps: 

Functional Configuration, and Official Document Number 

(ODN) configuration. 

 

Finaly, process to execute the functionality in SAP to distribute 

and post ITC from ISD office to its branches. 

 

The technical implementation, including service activation, are 

discussed in the first paper titled “Optimizing Input Tax Credit 

Distribution through ISD Mechanism – Part 1: Conceptual 

Overview and SAP System Integration.” 

 

This second and concluding paper covers the functional 

implementation in detail, including ODN configuration, 

operational execution, and a sample test case for better 

understanding. 

 

3. Functional Implementation 
 

This is the next step in implementing the ISD solution in SAP. 

It includes activation, functional configuration, and ODN 

configuration to enable the ISD functionality in SAP.    
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1) Functional Configuration 

Below are the functional configuration steps to enable ISD for 

India.   

 

a) Creation of ISD business place:  

In SAP, all branches of a company are set up as business places. 

Since ISD is a separate office within the company, it must also 

be created as a business place. Here are the steps to create a 

business place: 

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → General 

Settings → Define Business Places. 

 

SAP Field Value Usage 

Business Place IN01 
A unique 4-digit code to 

identify the branch. 

Description Free Field 
A meaningful description for 

the branch. 

Tax Number 3 
ISD GSTN 

Number 

The ISD Registration 

Number 

 

 
 

b) Creation of a ISD plant 

Each business place is linked to a plant, though it is not 

necessary to create a separate plant for each business place. A 

business place can be assigned to multiple plants, but a plant 

can only be assigned to one business place. It is recommended 

to create a separate plant for each business place in SAP to 

avoid confusion when determining the business place for plants 

in sales and purchase orders. A plant can be created in SAP by 

following the below IMG Path:   

 

IMG Path: SPRO → IMG → Enterprise Structure → 

Definition → Logistics – General → Define, copy, delete, 

check plant. 

 

 

 

 

 

SAP Field Value Usage 

Plant IN01 
A unique 4-digit identification 

code for the plant. 

Name 1 Free Field The main name of the plant. 

Name 2 Free Field Additional Name for the Plant 

Language EN Language key (e.g., English). 

Address 
Address drop-

down 
The address of the plant. 

Factory 

Calendar 

2 Digit Factory 

Calendar 

The factory calendar assigned 

to the plant. 

 

 
 

c) Assign ISD Business place to ISD Plant 

Assign the newly created plant to the ISD business place by 

following the below IMG path.  

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → General 

Settings → Assign Business Places to Plants. 

 
SAP Field Value Usage 

Plant ISD Plant code 
A unique 4 digits identification 

code for the ISD plant. 

Business 

Place 

ISD Business 

Place code 

A unique 4 digits identification 

code for the ISD business place 

 

 
 

d) Creation of ISD Document Type 

It is recommended to create a separate document type in SAP 

to distribute Input Tax Credit (ITC) from the ISD branch to 

other branches of the organization. The new document type can 

be created using the following IMG path: 

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Document → 

Basic Settings → Document Types→ Define Document 

Types for Entry View. 

 

Standard SAP delivers the document type ‘JS’ for ISD. You 

can either use the standard document type or copy it into a 

custom Z document type, as shown below. 
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SAP Field Value Usage 

Document Type 2-digit code 
A unique 2-digit identification 

of the document type. 

Description Free Field A meaningful description 

Number Range 
2-digit number 

range code 
A unique 2-Digit number range 

Account Type 
Select account 

type allowed 

Select as per the screenshots 

below. 

Control Data 
Select any special 

control indicator 

Select as per the screenshots 

below. 

 

 
 

e) Assign ISD Document type to ISD transfer postings 

Assign the ISD document type to the ISD process using the 

IMG path below. This setting ensures that the ISD document 

type is linked to ITC transfer postings from the ISD branch. 

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Specify 

Document Types. 

 
SAP Field Value Usage 

Co. Code 
4-digit India 

Company Code 

A 4-digit code for the India 

Company Code. 

Process type 
Select ISD from 

the dropdown 
Choose the ISD process type. 

Doc type 
2-digit code for 

document type 

A unique 2-digit code for the 

ISD document type. 

 

 
 

f) Map ISD Business Places to Receiving Business Places 

(J_1IG_ISD_MAP_V) 

This is an important configuration to assign the ISD branch to 

the receiving branch. By default, the ISD credit will be 

distributed to all branches listed here, as long as the turnover 

ratio is set for the receiving branches in the next configuration.  

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Goods and 

Services Tax → Input Service Distributor → Map ISD 

Business Places to Receiving Business Places. 

 
SAP Field Value Usage 

Co. Code 
4-digit India 

Company Code 

4 digits code for India Co. 

Code. 

ISD BUPLA 
4-digit code for ISD 

Branch 

A 4-digit code for the ISD 

business place (selected from 

dropdown). 

Receiving 

BUPLA 

4-digit code for 

Receiving Branch 

A 4-digit code for the 

receiving business place 

(selected from dropdown). 

 

 
 

g) Maintain Turnover for Receiving Business Places 

(J_1IG_ISD_TO_V) 

This is a recurring activity where the turnover of each branch 

needs to be updated annually. The ISD will distribute the ITC 

based on the proportionate turnover ratio. 

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Goods and 

Services Tax → Input Service Distributor → Maintain 

Turnover for Receiving Business Places. 

 
SAP Field Value Usage 

Receiving  

BUPLA 

4-digit code for 

receiving branch 

A 4-digit code for the 

receiving business place  

Year Year The last year. 

Turnover 
Turnover of the 

year 

Used to distribute ITC in 

proportion to the turnover. 

Currency INR 
3-digit country code for INR 

(Indian Rupee). 
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h) Create ISD GL accounts for CGST, SGST, and IGST. 

 

It is recommended to create a separate set of Tax GL accounts 

for ISD. The total amount posted in these GL accounts should 

be transferred to the receiving branches every month.  

 

IMG Path: SAP East Access → SAP Menu → Accounting 

→ Financial Accounting → General Ledger → Master 

Records → G/L Accounts → Individual Processing → FS00 

- Centrally 

 

 
 

i) Create a new ISD tax code activating all three GST tax 

conditions e.g. three conditions - JIS, JIC, JII 

A new tax code needs to be created for ISD to distribute the 

ITC. This tax code will have all three GST tax conditions—

CGST, SGST, and IGST—activated. If UTGST applies, please 

activate UTGST as well. The tax rate for all activated tax 

conditions will be set to 0. 

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Calculation → Define Tax Codes for 

Sales and Purchases. 

 

 

 
 

j) Configure ISD Invoice Posting Settings 

(J_1IG_ISD_POST_V) 

In the next customization, please maintain the ISD GL accounts 

created in step h for ISD tax posting, as shown in the screenshot 

below, using the IMG path provided: 

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Goods and 

Services Tax → Input Service Distributor → Configure ISD 

Invoice Posting Settings. 

 

 
 

k) Maintain default tax code 

In the next customization, please maintain the ISD tax code 

created in step I above in the default tax code settings, as shown 

in the screenshot below, using the IMG path provided:  

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Goods and 

Services Tax → Input Service Distributor → Configure ISD 

Invoice Posting Settings. 
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2) Official document number (ODN) Configuration: 

Below are steps for ODN configuration for the ISD branch.   

 

a) Maintain Document Classes  

The first step is to create a 3-digit document class to set up 

ODN for the ISD branch.  

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Goods and 

Services Tax → Cross-Application Document Numbering 

→ Maintain Document Classes. 

 
SAP Field Value Usage 

Document 

Class 
3-Digit code 

This code will use for further 

ODN configuration. 

Text Free field 
A meaningful description of 

the document class 

 

 
 

b) Assign Document Types to Document Classes 

The next step is to maintain default document type for the 

document class using the below IMG path.  

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Goods and 

Services Tax → Cross-Application Document Numbering 

→ Assign Document Types to Document Classes. 

 

SAP Field Value Usage 

Document type 
2-digit ISD 

document type 

The ISD document type created 

in step d of functional 

configuration. 

Document Class 
3-digit ISD 

document class 

ISD document class created in 

step a above. 

Force Number Tick Check box to force ODN. 

Official Number Select C 
Setting to generate the Official 

Document number 

 

 
 

c) Maintain Number Groups 

The following setting is used to create a 6-digit ISD number 

group. Later, this number group will be used to maintain the 

number range for ISD: 

 
IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Goods and 

Services Tax → Cross-Application Document Numbering 

→ Maintain Number Groups. 

 
SAP Field Value Usage 

Number 

Group 

6-digit ISD 

Number Group 

The number range will be maintained 

using the number group. 

TEXT Free Field 
A meaningful description of number 

group 

 

 
 

d) Maintain Number Ranges 

The next step is to maintain the ODN number range for the ISD 

branch. Please make sure to select the object as J_1IG_ODN 

and the number group as GISD01. Follow the steps shown in 

the screenshots below:  
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IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Goods and 

Services Tax → Cross-Application Document Numbering 

→ Maintain Number Ranges. 

 
SAP Field Value Usage 

Object 
J_1IG_ODN 

Default SAP value for India 

localization. 

Number Group 6-digit ISD 

Number Group 

The ISD number group 

created in step c above. 

Number code 2-digit number 

code 

The number range grouping 

code. 

Year Fiscal Year The number range year. 

From and To 

Number 
Number Range 

The actual ODN number 

range. 

 

 
 

 

 
 

e) Assign Number Ranges to Business Places (Table 

J_1IG_OFNUM) 

The final step in setting up ODN for ISD is to activate and 

assign the ODN number range to the ISD business place using 

the IMG path below: 

 
IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Goods and 

Services Tax → Cross-Application Document Numbering 

→ Assign Number Ranges to Business Places. 

 
SAP Field Value Usage 

Co. Code 
4-digit India 

Company Code 

A 4-digit code for the India 

Company Code. 

ISD BUPLA 
4-digit code for 

ISD Branch 

A 4-digit code for the ISD 

business place (selected from 

the dropdown). 

Document Class 
3-digit ISD 

document class 

The 3-digit ISD document 

class created in step a above. 

Date Range 
From and To 

validity date 

The validity date for ODN 

customization. 

Prefix 
2-digit prefix to 

ODN 

A 2-digit prefix that will be 

added to the ODN. 

Number Group 
6-digit ISD ODN 

number group 

The 6-digit ISD ODN number 

group created in step c above. 

Number code 
2-digit number 

code 

The 2-digit ISD ODN number 

code created in step d above. 

 

 
 

f) The fiscal year check for the distribution for the ISD 

formula (April to March) for India will be considered by 

the below configuration 

India follows a fiscal year from April to March. The turnover 

and ODN number range customization are maintained by the 

calendar year. The customization below links the calendar 

fiscal year with India’s fiscal year. Please assign India’s fiscal 

year variant as shown in the screenshot below, using the IMG 

path provided: 

 

IMG Path: SPRO → IMG → Financial Accounting → 

Financial Accounting Global Settings → Tax on 

Sales/Purchases → Basic Settings → India → Goods and 

Services Tax → Cross-Application Document Numbering 

→ Maintain Fiscal Year Variant for ODN. 

 

 
 

4. Test/Execution of the Functionality 
 

The next step is to test the ISD setup and functionality to ensure 

everything is working as expected. 

 

1) Post Common Service Invoices in the ISD business 

Place: 

Any invoice for common service expenses must be issued by 

the vendor to the ISD business place under the ISD GST 

number. The invoice should then be posted to the ISD branch 

with the relevant taxes using the FI or FI-MM functionality in 

SAP.  

 

2) Intra-state ISD Invoice 

Invoices for intra-state ISD will be posted with CGST and 

SGST or UTGST, as shown below. 
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3) Inter-state ISD Invoice 

Invoices for inter-state ISD will be posted with IGST, as shown 

below.  

 

 
 

4) distribution of ITC by ISD 

Execute transaction code J1IG_ISDN to distribute ITC from 

the ISD to other branches. The credit can be distributed to all 

receiving branches if the expenses are common to all, or it can 

be distributed to the branches that benefited from the services. 

Please note that, in either case, the distribution will be 

proportional to the turnover ratio of the receiving branches. 

 

5) ITC distribution to all branches 

By default, the ITC from the ISD document is distributed to all 

receiving business places based on turnover. The distributed 

ITC can be viewed by executing transaction code J1IG_ISDN 

with the parameters below: 

• Company Code, Fiscal Year, and ISD business place are 

mandatory fields. 

• Enter either the document number (Invoice number for 

MIRO transaction) or the posting date. 

• Select 'Display Invoice Distribution,' as shown below. 

 
 

The credit will be distributed to all business places based on the 

turnover maintained in the setting J_1IG_ISD_TO_V. 

 

 
 

6) ITC distribution to some branches 

However, if the ITC distribution should not be made to all 

business places and is limited to a few, 'Recreate Account 

Distribution' can be used to distribute the credit, as illustrated 

below: 

• Company Code, Fiscal Year, and ISD business place are 

mandatory fields. 

• Enter all receiving business places. 

• Enter either the document number (Accounting document 

number for MIRO transaction) or the posting date. 

• Select 'Recreate Account Distribution,' as shown below. 

 
 

The credit will be distributed only to the specified receiving 

business places, based on last year's turnover. Please save the 

distribution to record it for posting. 
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7) Posting of ITC by ISD: 

After verifying the credit distribution for all ISD invoices, the 

final step is to post the credit from the ISD business place to 

the receiving business place by executing the same transaction 

code J1IG_ISDN. 

• Company Code, Fiscal Year, and ISD business place are 

mandatory fields. 

• Enter either the document number (Invoice number for 

MIRO transaction) or the posting date. 

• Enter the credit distribution posting date as the 'Tax 

Reporting Date.' 

• Select 'Post Invoice Distribution,' as shown below. 

• Choose 'Invoice Credit Distribution' or 'Credit Memo 

Distribution' depending on the type of distribution. 

 

 
 

The system will display the final posting. If everything looks 

correct, please proceed with executing the transaction to post 

it. 

 

 
 

The system will generate the posting, creating one accounting 

document for each combination of sending and receiving 

business places. 

 
 

Below is a sample accounting document for the transfer of 

input credit from the ISD business place IN01 to the receiving 

business place IN02. 

 

 
 

5. Conclusion 
 

The Input Service Distributor (ISD) framework is a pivotal 

compliance mechanism under India's GST regime, especially 

for businesses operating across multiple locations. With ISD 

becoming mandatory from April 1, 2025, organizations must 

move beyond conceptual understanding and prioritize system-

level readiness. This paper demonstrated how SAP’s India 

localization functionalities can be leveraged for a robust, end-

to-end ISD implementation. From configuration of business 

places, document types, and GL accounts to executing ITC 

distribution via transaction codes like J1IG_ISDN, SAP 

provides a compliant and scalable solution. 

 

Functional alignment within SAP ensures that ITC is allocated 

proportionally and accurately, supporting traceability and 

auditability. Additionally, real-time reporting and seamless 

integration across modules reduce manual errors and 

compliance risks. As the GST framework continues to evolve, 
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it is crucial for businesses to adapt their ERP systems 

proactively. A well-implemented ISD mechanism in SAP not 

only meets statutory obligations but also enhances tax 

governance, financial accuracy, and operational transparency 

across the enterprise. 
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