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PREFACE

We are pleased to present the first edition of the book ‘GST – An Essential of
Goods and Services Tax’ which has been thoroughly revised and updated in the light
of Model GST Law (MGL) dated on 26 November, 2016 and the latest news from GST
Council Meetings.

Introduction of Goods and Services Tax (GST) is perceived as the biggest tax
reform of independent India. GST would subsume many indirect tax laws enacted by the
Union and States. With the dynamic developments around GST, the present
Government is keen to roll out GST from 1st July, 2017. This Edition provides an insight
into the concept of GST covering its theoretical, legal and procedural aspects in
a simplified manner. It serves as a guide to tax payers and prepares them for smooth
transition from present regime. The book extensively discusses the Model GST Law
(MGL) released by the Government of India and this book is an attempt to introduce
GST among the stakeholders with simplicity, certainty, clarity and transparency in
understanding the various aspects of the new legislation in its true perspectives.

This book is written in a manner which would help all the stakeholders of GST and
the authors are confident that this book will be useful as reference book for professionals,
tax consultants, traders, general readers, academicians, research scholars and the
students as a whole for the better understanding of the new system of taxation emerged
in the name and style of GST.

“Various GST Rates with Codes, HSN Codes, SAC Codes, GST Statutory Forms
and Formats of different returns are provided separately in the CD along with this book.”

Authors
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GST – AN INSIGHT TO INDIRECT TAX

Structure:

1.1 Origin

1.2 A Step Towards Indirect Tax

1.3 Issues with Current Indirect Tax Structure

1.4 Constitutional Amendment

1.5 Goods and Services Tax

1.6 GST Governance

1.7 Goods and Service Tax Network (GSTN)

1.8 Systems of GST

1.9 Treatment of Petroleum Products

1.10 GST at a Glance

1.11 Self Assessment Questions

Goods and Services Tax is a broad based and a single comprehensive tax levied on goods and
services consumed in an economy. GST is levied at every stage of the production-distribution chain
with applicable set offs in respect of the tax remitted at previous stages. It is basically a tax on final
consumption. In simple terms, GST may be defined as a tax on goods and services, which is liveable
at each point of supply or provision of service, in which at the time of supply of goods or providing
the services the seller or service provider may claim the input credit of tax which he has paid while
purchasing the goods or procuring the service.

Chapter

1
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1.1 ORIGIN

Goods and Services Tax also known as the Value Added Tax (VAT) or Harmonized Sales Tax
(HST) was first devised by a German economist during the 18th century. He envisioned a sales tax on
goods that did not affect the cost of manufacture or distribution but was collected on the final price
charged to the consumer. The numbers of transactions are immaterial and the tax is at a fixed
percentage of the final price. The tax was finally adopted by France in 1954.

Value added taxation avoids the cascade effect of sales tax by only taxing the value added at each
stage of production. Value added taxation has been gaining favour over traditional sales taxes
worldwide. In principle, value added taxes apply to all commercial activities involving the production
and distribution of goods and the provision of services. VAT is assessed and collected on the value
added to goods in each business transaction. Under this concept the government is paid tax on the
gross margin of each transaction.

1.2 A STEP TOWARDS INDIRECT TAX

In stepping up the tax effort in India, indirect taxes have played an increasingly important role.
Presently, they account for more than 60 per cent of the total tax revenues of the central government.
The term “indirect taxes” generally refers to taxes levied on the basis of production, sale or purchase
of goods such as import and export duties, excises, and sales taxes. Indirect taxes include taxes levied
on services, entertainment taxes, electricity duties, and the tax on passenger fares and freights. They
are called indirect taxes in the belief that they can be passed on to someone else while direct taxes are
supposed to be borne by those on whom they are levied. However, circumstances do arise in which
indirect taxes can fall on those on whom they are imposed and direct taxes can be passed on to the
consumer. Without going into these refinements, the term indirect taxes is conventionally understood
to cover taxes which are expected or intended to be passed on, whether or not they are, in fact, passed
on to someone else.

In general, the Indirect Tax in India is a complex system of interconnecting laws and regulations,
which includes specific laws of different states. For this there are many reliable organizations in India,
which employs efficient Indirect Tax professionals to help their clients. These tax professionals with
their in-depth knowledge and wide-ranging experience offers effective planning methods to their
clients in order to help in their cost minimization. The Indirect Taxation regime encompasses various
types of taxes like Sales Tax, Service Tax, Custom and Excise Duties, VAT and Anti-Dumping Duties,
and the organizations provide services in all these related fields.

In the recent year, the Indian government has undertaken significant reform of indirect taxation
system. This includes the initiation of a region-based and state-level VAT on goods. However, it
should be noted that as taxes still form a barrier to inter-state trading in order to attain a secured
market for the activities related to services and goods more reform is needed.
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1.3 ISSUES WITH CURRENT INDIRECT TAX STRUCTURE

Problems in present indirect tax structure. Taxes Central Excise, Service Tax, VAT etc., is levied
by the Central and State Governments are multistage value added taxes. Before introduction of VAT
in Sales Tax and CENVAT in Central Excise and Service Tax, the tax system is very complex and has
cascading effect. The product or services are taxed on various stages or destinations. The tax levied at
one destination is also be taxed on another destination. In recent past there is much significant
progress in the taxation scenario, which not only improved the tax structure by using new and
improved technologies. Such multiplicity of taxes distorts the tax structure and brings in complexities;
in order to avoid the cascading effect of duties/taxes the government has introduced the scheme of
CENVAT in Central Excise and VAT in states. When CENVAT was introduced in place of Central
excise duty, a set-off is given, i.e., a deduction is made from the overall tax burden for input tax. In the
case of VAT in place of Sales tax system, a set-off is given from tax burden not only for input tax paid
but also for tax paid on previous purchases. With VAT, the problem of “tax on tax” and related burden
of cascading effect is thus removed.

1. Multiplicity of Duties/Taxes

There are multiplicity of taxes on goods and services. Excise duty on manufacture, customs duty
on imports and exports, service tax on services are levied by the Central Government. On the other
hand, VAT, Entry Tax, Purchase Tax, Octroi and duty on liquor are levied by the State governments.
Apart from this, there are various other taxes/levies such as cesses, surcharges, entertainment tax,
luxury tax, stamp duty and road tax. Such multiplicity of taxes distorts the tax structure and brings in
complexities.

2. Lack of Uniformity of Provisions in State Vat Statutes

Present structures of VAT across states lacks uniformity. The differences are there with respect to
definition of goods, capital goods, threshold limits, classification, exemptions, and procedures. This
leads to increased complexities for corporate having operations in multiple states. This gives rise to
leakages and rent seeking (technical term for corruption).

3. Sale of Goods vs. Provision of Services

Another source of complexity under the State VAT is determining whether a particular
transaction constitutes a sale of goods or supply of services. The distinction becomes important as the
sales of goods are governed by the State Vat and the sale of services are governed by Centre
Government.

4. Inability of State to Levy Tax on Services

The States are precluded from taxing services. This arrangement has posed difficulties in taxation
of goods supplied as part of a composite works contract involving a supply of both goods and services,
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and under leasing contracts, which entail a transfer of the right to use goods without any transfer of
their ownership.

5. Distortion of Tax Base with Multitude of Exemptions

The starting base for CENVAT is narrow, and is further eroded by a variety of area-specific
conditional and unconditional exemptions. A few years ago the Government attempted to rationalize
the CENVAT rates by reducing their multiplicity but has not adhered to this policy and has
reintroduced concessions for several sectors/products.

6. Cascading Effect of Taxes

Despite that certain degree of success has been achieved with the introduction of VAT, there are
still certain shortcomings in the structure of VAT both at the Central and at the State level. Tax
cascading occurs under both Central and State taxes. The most significant contributing factor to Tax
cascading is the partial overage of Central and State taxes. Another major contributing factor to tax
cascading is the Central Sales Tax (CST) on Inter-State sales, collected by the origin state and for
which no credit is allowed by any level of government. Tax cascading remains the most serious flaw
of the current system. It increases the cost of production and puts Indian suppliers at a competitive
disadvantage in the international markets. It creates a bias in favour of imports, which do not bear the
hidden burden of taxes on production inputs. It also detracts from a neutral application of tax to
competing products.

7. Complexities in Tax Administration

In spite of the improvements made in the tax design and administration over the past few years,
the systems at both Central and State levels remain complex. Their administration leaves a lot to be
desired. Further, the process for resolution of disputes is slow and expensive. At the same time, the
systems suffer from substantial compliance gaps, except in the highly organized sectors of the
economy. There are several factors contributing to this unsatisfactory state of affairs. For instance,
under the present VAT regime, each State has its own State Vat Act. The procedures, returns, forms,
assessments, date of payment of tax, etc., are different under State Vat Acts. This makes the life much
more complicated for multi-location corporate.

1.4 CONSTITUTIONAL AMENDMENT

Currently, the fiscal powers between the Centre and the States are clearly demarcated in the
Constitution with almost no overlap between the respective domains. The Centre has the powers to
levy tax on the manufacture of goods (except alcoholic liquor for human consumption, opium,
narcotics etc.) while the States have the powers to levy tax on the sale of goods. In the case of inter-
State Sales, the Centre has the power to levy a tax (the Central Sales Tax) but, the tax is collected and
retained entirely by the States. As for services, it is the Centre alone that is empowered to levy service
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tax. Introduction of the GST required amendments in the Constitution so as to simultaneously
empower the Centre and the States to levy and collect this tax.

The GST Model proposed will be dual in nature. It will consist of two components: CGST
(Central GST) and SGST (State GST) simultaneously levied by centre and state, respectively, on all
transactions of goods and services, except those exempted by law. Both states and centre would
independently administer and levy tax on the supply of all goods and services. Currently in the indirect
tax structure, the centre is liable to levy tax on manufacture, rendition of services and import of goods.
States are empowered to levy and collect tax on the sale of goods. Centre is authorized to tax services
and goods up to production stage only. Seventh schedule of article 246 of the constitution of India
consists three lists, namely the list I (Union list), list II (state list), and list III (the concurrent list). The
proposed GST model demands that both centre and state should have an authority to levy tax on goods
and services throughout the supply chain. To resolve the present disparity of taxing powers between
the centre and states, a constitutional amendment would be required. Now the things on which Centre
can collect tax can be manufactured goods, services, etc. GST tries to levy a single tax on many types
of transactions such as sale of goods, sale of services, etc. which are currently covered under either the
Union or the State list. To address all these and other issues, a constitution Amendment Bill was
introduced in the Lok Sabha and the bill (122nd Amendment bill) has since been passed by the Lok
Sabha and Rajya Sabha. The Goods and Service Tax Bill or GST Bill, officially known as
“The Constitution (122nd Amendment) Bill, 2014”, would be a Value added Tax (VAT) to be
implemented in India, from April 2017. The Constitution of India has been amended by the
Constitution (one hundred and first amendment) Act, 2016 recently for this purpose. Article 246A of
the Constitution empowers the Centre and the States to levy and collect the GST.

Salient Features of the Constitution (122nd) Amendment Bill, 2014

1. The salient features of the GST Bill as introduced in the Lok Sabha are as follows:

2. Excise Duty, Additional Excise Duties, Excise Duty levied under the Medicinal and Toilet
Preparations (Excise Duties) Act, 1955, Service Tax, Additional Customs Duty commonly
known as Countervailing Duty, Special Additional Duty of Customs, and Central Surcharges
and Cesses so far as they relate to the supply of goods and services;

3. Subsuming of State Value Added Tax/Sales Tax, Entertainment Tax (other than the tax
levied by the local bodies), Central Sales Tax (levied by the Centre and collected by the
States), Octroi and Entry tax, Purchase Tax, Luxury tax, Taxes on lottery, betting and
gambling; and State cess and surcharges in so far as they relate to supply of goods and
services;

4. Dispensing with the concept of ‘declared goods of special importance’ under the
Constitution;

5. Levy of Integrated Goods and Services Tax on inter-State transactions of goods and services;
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6. Levy of an additional tax on supply of goods, not exceeding one per cent. in the course of
inter-State trade or commerce to be collected by the Government of India for a period of two
years, and assigned to the States from where the supply originates.

7. Conferring simultaneous power upon Parliament and the State Legislatures to make laws
governing goods and services tax.

8. Coverage of all goods and services, except alcoholic liquor for human consumption, for the
levy of goods and services tax. In case of petroleum and petroleum products, it has been
provided that these goods shall not be subject to the levy of Goods and Services Tax till a
date notified on the recommendation of the Goods and Services Tax Council.

9. Compensation to the States for loss of revenue arising on account of implementation of the
Goods and Services Tax for a period which may extend to five years.

10. Creation of Goods and Services Tax Council to examine issues relating to goods and
services tax and make recommendations to the Union and the States on parameters like rates,
exemption list and threshold limits. The Council shall function under the Chairmanship of
the Union Finance Minister and will have the Union Minister of State in charge of Revenue
or Finance as member, along with the Minister in-charge of Finance or Taxation or any other
Minister nominated by each State Government. It is further provided that every decision of
the Council shall be taken by a majority of not less than three-fourths of the weighted votes
of the members present and voting in accordance with the following principles.

1.5 GOODS AND SERVICES TAX

India has witnessed substantial reforms in indirect taxes over the past two decades with the
replacement of several tax systems. Introduction of the Value Added Tax (VAT) at the Central and the
State level has been considered to be a major step – an important step forward – in the globe of
indirect tax reforms in India. If the VAT is a major improvement over the pre-existing Central excise
duty at the national level and the sales tax system at the State level, then the Goods and Services Tax
(GST) will indeed be an additional important perfection – the next logical step – towards a widespread
indirect tax reforms in the country

As it’s apparent from the name itself, GST is comprehensive tax which will be levied on both
goods and services. Introduction of GST would be a significant step in the field of indirect tax reforms
in India. By amalgamating a large number of central and state taxes into a single tax and allowing set –
off of prior stage taxes, it would mitigate the ill effects of cascading and pave the way for a common
national market.

Dual GST

India is a federal country where both the Centre and the States have been assigned the powers to
levy and collect taxes through appropriate legislation. Both the levels of Government have distinct
responsibilities to perform according to the division of powers prescribed in the Constitution for which
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they need to raise resources. A dual GST will, therefore, be in keeping with the Constitutional
requirement of fiscal federalism

Salient Features of GST

1. The GST would be applicable on the supply of goods or services as against the present
concept of tax on the manufacture and sale of goods or provision of services. It would be a
destination based consumption tax.

2. It would be a dual GST with the Centre and State simultaneously levying it on a common tax
base. The GST to be levied by the centre on intra-State supply of goods and services would
be called Central GST (CGST) and that to be levied by the states would be called state GST
(SGST).

3. The GST would apply to all goods other than alcoholic liquor for human consumption and
five Petroleum products, viz. petroleum crude, petrol, high diesel, natural gas and aviation
turbine fuel.

4. Tobacco and tobacco products would be subject to GST. In addition, the centre exercise duty
on these products.

5. The GST would replace the following taxes currently levied and collected by the centre:
(a) Central Excise duty
(b) Duties of Exercise (Medicinal and Toilet Preparations)
(c) Additional Duties of Exercise (goods of Special importance)
(d) Additional duties of Excise (Textiles and Textile Products)
(e) Additional Duties of Customs (Commonly known as CVD)
(f) Special additional Duty of Customs (SAD)
(g) Service tax

6. State taxes that would be subsumed under GST are:

(a) State VAT

(b) Central Sales Tax

(c) Luxury Tax

(d) Entry tax in lieu of Octroi

(e) Entertainment Tax (not levied by the local bodies)

(f) Taxes on advertisements

(g) Purchase Tax

(h) Taxes on Lotteries, Betting and Gambling

(i) State Cesses and Surcharges in so far as they relate to supply of goods and services.

7. An Integrated GST (GST) would be levied and collected by the Centre on inter-State supply
of goods and services.
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8. Tax Payers shall be allowed to take credit of taxes paid on inputs (input tax credit) and
utilize the same for payment of output tax. However, no input tax credit on account of CGST
shall be utilized towards payment of SGST and vice versa. The credit of IGST would be
permitted to be utilized for payment of IGST, CGST and SGST in that order..

9. Exports shall be treated as zero-rated supply. No tax is payable on export goods but credit of
input tax related to the supply shall be admissible to exporters.

10. Import of goods and services would be treated as Inter –state supplies and would be subject
to IGST in addition to the applicable customs duties.

11. Currently, the fiscal powers between the centre and the State are clearly demarcated in the
constitution with almost no overlap between the respective domains. The Centre has the
power to levy tax on the manufacture of goods. While the States have the power to levy a tax
but, no tax is collected and retained entirely by the states, it is the Centre alone that is
empowered to levy tax.

GST - A Subsumed Tax System

GST would replace most indirect taxes currently in place such as:

Central Taxes State Taxes
Central Excise Duty [including additional excise duties, excise duty
under the Medicinal and Toilet Preparations (Excise Duties) Act,
1955]

Value-added tax

Octroi and Entry tax
Purchase tax

Service tax Luxury tax
Additional Customs Duty (CVD) Taxes on lottery, betting and gambling
Special Additional Duty of Customs (SAD) State cesses and surcharges
Central Sales Tax (levied by the Centre and collected by the
States)

Entertainment tax (other than the tax
levied by the local bodies)

Central surcharges and cesses (relating to supply of goods and
services)

Central Sales tax (levied by the Centre
and collected by states)

Significance of GST

1. Introduction of GST would result in abolition of multiple types of taxes on goods and
services.

2. Reduces effective rates of tax to one or two floor rates.
3. Reduces compliance cost and increases voluntary compliance.

4. Removes cascading effect of taxation and removes distortion in the economy.

5. Enhances manufacturing and distribution efficiency, reduces cost of production of goods and
services, increases demand and production of goods and services.
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6. As it is neutral to business processes, business models, organization structure, geographic
location and product substitutes, it will promote economic efficiency and sustainable long-
term economic growth.

7. Will give competitive edge in international market for goods and services produced in India,
leading to increased exports.

8. Reduces litigation, harassment and corruption.

9. Will result in widening tax base and increased revenue to the Centre and State.

10. Reduces administrative cost for the Government.

Difference between Present Tax Structure and GST Structure

The present Tax structure under VAT and GST structure is explained with the help of a table
given below:

Issues Present Regime GST Regime
Broad scheme There are separate laws for

separate levy. For e.g. Central
Excise Act, 1944, respective
State VAT laws.

There will be only one such law because GST
shall subsume the central & state indirect taxes as
specified above.

Tax rates There are separate rates. For e.g.
current Excise rate is 12.50%,
current VAT ranging from 1% to
14.5% and current Service Tax
rate is 15%.

There will be one CGST rate and a uniform rate
of SGST across all states for local supplies and
integrated GST (IGST) for all interstate supplies

Point of levy At all point of manufacture/sale
points.

At all supply points.

Collection of tax Origin–based, i.e., the State
where the sale take place.

Destination–based, i.e., the State where the
delivery of goods take place.

Cascading effect This Problem arises because
credit of CST and many other
taxes not allowed.

This situation will not arise as CST concept is
being eliminated with introduction of IGST and
the credit mechanism.

Tax burden Under present scenario, tax
burden on tax payer is high.

Under this, tax burden is expected to reduce since
all taxes are integrated which make it possible
the burden to be split equitably between
manufacturing and services.

Cost Burden on
Consumers

Due to presence of cascading
effect, certain taxes become part
of cost.

As GST mechanism removes such effect by
providing credit all levels of supply, cost burden
is reduced.

Taxing Power of
the Government

At present, there is no such
power to both Centre and State
on same subject tax matter.

Both Centre and State are vested with the power
to make law on GST by virtue of proposed
Article 246A of the Constitution.

Compliance Tax compliance is complex
because of multiplicity of laws
and their provisions to be
followed.

Tax compliance would be easier as only one law
subsuming other taxes need to be followed.
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Transparent Tax
Administration

Presently, tax is levied at two
stages in broad manner i.e. 1.
When product moves out of
factory. 2. At retail outlet.

GST is to be levied from raw material supply to
final destination of consumption with a provision
for Input tax credit at all stages of supply. This
brings more transparency and corruption free tax
administration.

1.6 GST GOVERNANCE

For successful adoption of GST framework in India, establishment of GST institutions is very
important. Given federal structure of India, the character of the institutions should be neutral and both
Centre and State government should have equal space (opportunities) in these institutions to propagate
the spirit of cooperative federalism. Accordingly, for ensuring the hassle –free tax governance, an
independent Company is incorporates in the name of GST Network company (GSTN). This company
is incorporated on 28/03/2013 as Section 25, non-Government, Private Limited company with:

1. 49% shareholding with Government (24.5% central government and 24.5% with all states
put together)

2. 51% shareholding with private financial institutions where no one can have more than 11%
(HDFC, LIC Housing, ICICI Bank, etc.

GST Council

The GST Bill proposed Article 279A in the Constitutional amendment constitute a Council to be
called the Goods and Services Tax Council(GSTC) which will be the highest body to examine and
make recommendations on issues related to GST to Central as well as State Governments. A GST
Council would be constituted comprising the Union Finance Minister (who will be the Chairman of
the Council), the Minister of State (Revenue) and the State Finance/Taxation Ministers to make
recommendations to the Union and the States on:

1. The taxes, cesses and surcharges levied by the Centre, the States and the local bodies which
may be subsumed under GST;

2. The goods and services that may be subjected to or exempted from the GST;

3. The date on which the GST shall be levied on petroleum crude, high speed diesel, motor
sprit (commonly known as petrol), natural gas and aviation turbine fuel;

4. Model GST laws, principles of levy, apportionment of IGST and the principles that govern
the place of supply;

5. The threshold limit of turnover below which the goods and services may be exempted from
GST;

6. The rates including floor rates with bands of GST;

7. Any special rate or rates for a specified period to raise additional resources during any
natural calamity or disaster;
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8. Special provision with respect to the NorthEast States, J&K, Himachal Pradesh and
Uttarakhand; and

9. Any other matter relating to the GST, as the Council may decide.

Destination Principle

The GST structure would follow the destination principle. Accordingly, imports would be subject
to GST, while exports would be zero-rated. In the case of inter-state transactions within India, State
tax would apply in the state of destination as opposed to that of origin.

1.7 GOODS AND SERVICE TAX NETWORK (GSTN)

Modern tax administration is very much dependent on Information Technology (IT)
infrastructure where achievements of coveted objectives of the proposed GST system are very much
dependent on establishing an IT system and to integrate the IT systems already prevailing across State
and Central Governments. For reason of simplicity for the taxpayer and ease of administration, it
becomes necessary to develop a centralized system with common database for Central and State
Government. The government have come up with an organization called Goods and Services Tax
Network (GSTN), the Goods and Services Tax Network (GSTN) is formed as a Section 25 (not for
profit), non-Government private limited company with the sole object of providing IT infrastructure
and services to the Central and State Governments, tax payers and other stakeholders for
implementation of the Goods and Services Tax. This network ensure smooth implementation of the IT
platform with a common PAN – based taxpayer ID, a common return and a common challan. For the
purpose of simplicity for taxpayer, uniformity of tax administration, it is also proposed to have
automation and digitization of all documents.

The functions of the GSTN would, inter alia, include:

1. Facilitating registration;

2. Forwarding the returns to Central and State authorities;

3. Computation and settlement of IGST;

4. Matching of tax payment details with banking network;

5. Providing various MIS reports to the Central and the State Governments based on the tax
payer return information;

6. Providing analysis of tax payers’ profile;

7. Running the matching engine for matching, reversal and reclaim of input tax credit.

Floor Rates of GST with Band

GST rates will be uniform across the country. However, to give fiscal autonomy to the States and
the Centre, there will a provision of a tax band over and above the rate of the floor rates of CGST,
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SGST and IGST. Initially, the rates of CGST, SGST and IGST are expected to be closely aligned to
the Revenue Neutral Rates (RNR) of the Centre and the States.

GST Compensation

Due to a shift from origin based to destination based indirect tax structure, some States might
face drop in revenue in the initial years. To help the States in this transition phase, the Centre has
committed to compensate all their losses for a period of 5 years. Accordingly, clause 19 has been
inserted in the Constitution (122nd) Amendment Bill, 2014 to provide for compensation to States by
law, on the recommendation of the Goods and Services Tax Council, for loss of revenue arising on
account of implementation of the goods and services tax for a period of five years.

Global Scenario and GST

More than 150 countries have introduced GST/National VAT in some form. It has been a part of
the tax system in Europe for the past 50 years and is the preferred form of the indirect tax in the Asia-
Pacific region. There are different models of GST currently in force, each with its own peculiarities.
While country such as Singapore virtually taxes everything at a single rate, some countries have more
than one rate (a zero rate, certain exemptions and higher and lower rates). In some countries it is
recoverable only on goods used in the production process and specified service. The standard GST
rates in most of the countries ranges between 15-20% which is shown in the Table: 3.1. In
Scandinavian countries (north Europe) where social security coverage is higher, it ranges between 22-
25 percent.

GST Tax Rates

There will be five types of rates that will collect under this kind. They are as follows:

1. Standard tax rates: Most of the taxes come under this category.

2. Limited tax rates: Tax is been collected for the medical & other major basic goods in this
category.

3. Special tax rates: Special tax is been collected on the goods & items like tobacco, Liquor,
jewellery, etc; under this category.

4. Redemption rates: This kind of tax is applicable to the backward areas & there is
redemption of taxes for goods under this system & where GST & credit facility is not
applicable. All these kinds of procedures will be banned if GST exists.

5. Zero rate: Though tax is not applicable to the goods that are imported there is the facility of
refund under this system

Background of Goods and Services Tax (GST) in India

The Kelkar Task Force on implementation of the Fiscal Responsibility and Budget Management
(FRBM) Act, 2003 had pointed out that although the indirect tax policy in India has been steadily
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progressing in the direction of VAT principle since 1986, the existing system of taxation of goods and
services still suffers from many problems. The tax base is fragmented between the Centre and the
States. Services, which make up half of the GDP, are not taxed appropriately. In many situations, the
existing tax structure has cascading effects. These problems lead to low tax-GDP ratio, besides
causing various distortions in the economy. In this context, the Kelkar Task Force had suggested a
comprehensive Goods and Services Tax (GST) based on VAT principle.

Value-added Tax (VAT) is a modern and progressive system of sales tax. It brings in the system
of self-assessment giving rise to transparency and mutual trust. It is charged and collected by dealers
on the price paid by the customer. The empowered committee released a White Paper on VAT on
17th January 2005. This was the uniform basis the States agreed to adopt to avoid competition
between States. VAT replaced sales tax on 4th January 2005. The Empowered Committee, constituted
by Government of India, provided the basic framework for uniform VAT laws in the states but the
States have a liberty to set their own valuations for the VAT levied in their own territory.

The effort to introduce the new tax regime was reflected, for the first time, in 2006-2007 Union
Budget Speech. The then Finance Minister Mr. P. Chidambaram remarked that there is a large
consensus that the country must move towards a national level GST that must be shared between the
center and the states. He proposed 1st April 2010 as the date for introducing GST. The present rates
for service tax and CENVAT, that is most proximate to the global GST rate, and the continuous steps
towards phasing out of Central Sales Tax (CST), clearly hints at the endeavor on the part of
Government of India. Subsequently the Empowered Committee of State Finance Ministers agreed to
work with the Central Government to prepare a roadmap for introducing a national level GST with
effect from 1st April 2010. In May 2007 Empowered Committee (EC) of State Finance Ministers in
consultation with the Central Government, constituted a Joint Working Group (JWG), to recommend
the GST model. The mandate of the Working Group was as follows:

1. GST should be so designed that it should be revenue neutral to the Centre and the States.

2. Interests of the Special Category, North-Eastern States and Union Territories are to be
especially kept in mind.

3. The Group will examine different models and ensure that the power of levy, collection and
appropriation of revenue must be vested with the Centre and the States by examining the
pros and cons.

4. The various models would have to ensure that double taxation is avoided.

5. The suggested models should take into account the problems faced during Inter-State
transactions and possible revenue loss.

6. Focus on treatment of zero-rated goods and services and Non-VAT items.

7. The interests of the Centre, States, Trade, Industry, Agriculture and Services to be
adequately represented.

Within 7 months of its constitution that is in November 2007, JWG presented its report on the
GST to the Empowered Committee. The Committee has accepted the report on GST submitted by the
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Joint Working Group. The Committee has sent its recommendations to the Government of India in the
form of ‘A Model and Roadmap for Goods and Services Tax in India’ dated April 30, 2008, which
includes outline of the GST design proposed. The views of Empowered Committee are being
examined in the Ministry of Finance for a suitable response to the Committee so that further working
out details is facilitated.

Some of the recommendations given by the Joint Working Group with regard to Goods and
Services Tax are as follows:

1. GST should have two components, a Central tax and a single uniform state tax across the
country.

2. A tax over and above GST may be levied by the states on tobacco, petroleum and liquor.

The GST may not have a dual VAT structure but a quadruple tax structure. It may have four
components, namely:

1. A central tax on goods extending up to the retail level;

2. A central service tax;

3. A state-VAT on goods, and

4. A state-VAT on services.

Given the four-fold structure, there may be at least four-rate categories- one for each of the
components given above. In this system the taxpayer may be required to calculate tax liability
separately for the different rates of tax:

1. The JWG report suggested that states must tax intra-state services while inter-state services
must remain with the Centre.

2. Petroleum products, including crude, high-speed diesel and petrol, may remain outside the
ambit of GST.

3. The report had also mooted elimination of the area-based and sectoral excise duty
exemptions that are being given by the Centre.

Central cess like education and oil cess may be kept outside the dual GST structure to be
introduced from April 2010. Besides central cess, the EC of State Finance Ministers has also
recommended to keep purchase tax and octroi, which are collected at state and local levels, outside the
GST framework.

The working group had suggested including cess and surcharges, which are levied for specific
purposes on taxes at central and state levels, and had suggested to meet the specific requirement
through budgetary allocation:

1. The report has also recommended keeping stamp duty, which is a good source of revenue for
states, out of the purview of the GST. Stamp duty is levied on transfer of assets like houses
and land.
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2. It has also suggested keeping levies like the toll tax, environment tax and road tax outside
the GST ambit, as these are user charges.

3. The draft report has recommended that if the levies are in the nature of user chargers and
royalty for use of minerals, and then they must be kept out of the purview of the proposed
tax.

All these developments in the Indian tax Scenario, is quite evident of the governments incessant
effort towards the successful introduction and implementation of the GST regime.

The First Discussion Paper on Goods and Services Tax in India by the Empowered Committee of
State Finance Ministers was released on November 10, 2009.

Chronology Events Related to GST

2000 Initiating discussions on GST, Vajpayee government appoints an Empowered
Committee headed by the then finance minister of West Bengal Asim Gupta.

2004 Vijay Kelkar, then advisor to the Finance Ministry, recommends GST to replace
the existing tax regime.

Feb 28, 2006 GST appears in the Budget speech for the first time. Finance Minister
Chidambaram sets an ambitious task of implementing GST by April 1, 2010.

Feb 28, 2007 Chidambaram said in his Budget speech that the Empowered Committee of
finance ministers will prepare a road map for GST.

April 30, 2008 The Empowered Committee submits a report titled 'A Model and Roadmap
Goods and Services Tax (GST) in India' to the government.

Nov 10, 2009 Empowered Committee submits a discussion paper in the public domain on GST
welcoming debate.

Feb 2010 Government launches project for computerization of commercial taxes. Finance
Minister Pranab Mukherjee defers GST to April 1, 2011.

March 22, 2011 Constitution Amendment Bill (115th) to GST introduced in the Lok Sabha.
Nov 2012 Finance minister and state ministers decide to resolve all issues by Dec 31, 2012.
Feb 2013 Declaring government’s resolve to introduce GST, the finance minister makes

provisions for compensation to states in the Budget.
Aug, 2013 The standing committee submits report to Parliament suggesting improvements.

But the bill lapsed as the 15th Lok Sabha was dissolved.
Dec 18, 2014 Cabinet approval for the Constitution Amendment Bill (122nd) to GST
Dec 19, 2014 The Amendment Bill (122nd) in the Lok Sabha.
May 6, 2015 The Amendment Bill (122nd) passed by the Lok Sabha.
May 12, 2015 The Amendment Bill presented in the Rajya Sabha.
May14, 2015 The Bill forwarded to joint committee of Rajya Sabha and Lok Sabha.
July 22, 2015 The Select Committee of the Rajya Sabha submitted its report on the proposed

GST bill.
August 3, 2016 The proposed bill was passed by the Rajya Sabha.
August 8, 2016 Amended bill was passed by the Lok Sabha.
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August 12, 2016 Assam became the first state to ratify the bill, when the Assam Legislative
Assembly unanimously approved it.

August 16, 2016 Bihar became the second state to ratify the 122nd Constitutional Amendment bill
2014 on 16 August 2016.

August 17, 2016 Jharkhand became the third state to ratify the 122nd Constitutional Amendment
bill 2014.

August 22, 2016 Chhattisgarh became the fourth state to ratify the 122nd Constitutional
Amendment bill 2014 on 22 August 2016.

August 22, 2016 Himachal Pradesh became the fifth state to ratify the 122nd Constitutional
Amendment bill 2014 on 22 August 2016.

August 23, 2016 Gujarat became the sixth state to ratify the 122nd Constitutional Amendment bill
2014 on 23 August 2016.

August 24, 2016 Delhi became the First Union Territory to ratify the 122nd Constitutional
Amendment bill 2014.

August 24, 2016 Madhya Pradesh became the Seventh State to ratify the 122nd Constitutional
Amendment bill 2014.

August 26, 2016 Nagaland became the eight state to ratify the 122nd Constitutional Amendment
Bill, 2014.

August 29, 2016 Haryana became the ninth state to ratify the 122nd Constitutional Amendment
Bill, 2014.
and
Maharashtra became the tenth state to ratify the 122nd Constitutional
Amendment Bill, 2014.

August 30, 2016 Mizoram became the eleventh state to ratify the 122nd Constitutional
Amendment Bill, 2014.

August 30, 2016 Sikkim became the twelfth state to ratify the 122nd Constitutional Amendment
Bill, 2014.

August 30, 2016 Telangana became the thirteenth state to ratify the 122nd Constitutional
Amendment Bill, 2014.

August 31, 2016 Goa became the fourteenth state to ratify the 122nd Constitutional Amendment
Bill, 2014.

September 1, 2016 Odisha became the fifteenth state to ratify the 122nd Constitutional Amendment
Bill, 2014.

September 2, 2016 Rajasthan became the sixteenth state to ratify the 122nd Constitutional
Amendment Bill, 2014.

September 2, 2016 Puducherry became the seventeenth state to ratify the 122nd Constitutional
Amendment Bill, 2014.

September 8, 2016 Honorable President has also accord his assent to the Bill on September 8,
2016. The Bill post enactment shall be called Constitution (101st Amendment)
Act, 2016.

September 8, 2016 Arunachal Pradesh became the eighteenth state to ratify the 122nd Constitutional
Amendment Bill, 2014.

September 8, 2016 Andhra Pradesh became the nineteenth state to ratify the 122nd Constitutional
Amendment Bill, 2014.
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September 9, 2016 Meghalaya became the twentieth state to ratify the 122nd Constitutional
Amendment Bill, 2014.

September 12, 2016 Center has notified September 12, 2016 as the date on which Section 12 of the
Constitutional 101st Amendment Act shall come into force. Accordingly, GST
Council can now be formed by the Center which shall constitute comprising the
Union Finance Minister as Chairman, MOS–Revenue/Finance and State Finance
Ministers as its Members.

September 12, 2016 Punjab became the twenty first state to ratify the 122nd Constitutional
Amendment Bill, 2014.

September 15, 2016 Hon’ble President has constituted the Goods and Services Tax Council (“GST
Council”) consisting of the following members, namely: The Union Finance
Minister as the Chairperson The Union Minister of State in charge of Revenue or
Finance as Member The Minister in charge of Finance

September 16, 2016 All Sections of GST Amendment Act Enforced
September 22, 2016 First Meeting Of GST Council Held
September 26, 2016 Tripura became the twenty second state to ratify the 122nd Constitutional

Amendment Bill, 2014.
September 30, 2016 Second Meeting Of GST Council Held.
October 19, 2016 Third Meeting Of GST Council Held.
November 3, 2016 Fourth Meeting Of GST Council Held
November 8, 2016 GSTN made the www.gst.gov.in portal live for migration of existing assessees.

The migration will take place in a staggered manner. The new portal is expected
to be simple and will enable easy filing of returns and tax payments through
credit/debit cards and other modes. A new provisional identification number will
be generated for assessees who move to GST

December 3, 2016 Fifth Meeting Of GST Council Held
December 11, 2016 Sixth Meeting Of GST Council Held
December 23, 2016 Seventh Meeting Of GST Council Held - Draft CGST and SGST Law were

cleared along with compensation law.
January 4, 2017 Eighth Meeting Of GST Council Held - Issue of dual control remained

unresolved. Some states have raised a new issue of split in tax rate in ratio of
60:40 between states and centre instead of equally dividing GST between centre
and states.

January 16, 2017 Ninth Meeting Of GST Council Held - There was a broad consensus for GST to
be rolled out from 1st July 2017, instead of 1st April 2017. The issue of dual
control was broadly resolved. States will have powers to assess and administer
90 per cent of the tax payers under 1.5 crores annual turnover while the
remaining 10% would be controlled by the Centre. Tax payers with turnover
more than 1.5 crores will be controlled and administered in 50:50 ratio both by
State and Centre. States can levy GST within 12 nautical miles.

February 18, 2017 Tenth Meeting Of GST Council Held - Council here managed to approve only
one draft law pertaining to compensation to states, even as three crucial draft
laws — Central GST (CGST), Integrated GST (IGST) and State GST (SGST) —
got caught in a tussle between the states and the Centre.

March 4, 2017 Eleventh Meeting Of GST Council Held. Council here gave approval to the two
key draft laws of Central GST (CGST) and Integrated GST (IGST). Final
approval to these laws
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Impact of GST on General Business

Sourcing  Inter-state procurement could prove viable
 May open opportunities to consolidate suppliers/vendors
 Additional duty/CVD and Special Additional duty components of customs duty

to be replaced

Distribution  Changes in tax system could warrant changes in both procurement and
distribution arrangements.

 Current arrangements for distribution of finished goods may no longer be
optimal with the removal of the concept of excise duty on manufacturing.

 Current network structure and product flows may need review and possible
alteration.

Pricing and
profitability

 Tax savings resulting from the GST structure would require re-pricing of
products.

 Margins or price mark-ups would also need to be re-examined.

Cash flow  Removal of the concept of excise duty on manufacturing could result in
improvement in cash flow and inventory costs as GST would now be paid at the
time of sale/supply rather than at the time or removal of goods from the factory.

System changes
and transaction
management

 Potential changes to accounting and IT systems in areas of master data, supply
chain transactions, system design.

 Existing open transactions and balances as on the cut-off date need to be
migrated out to ensure smooth transition to GST.

 Changes to supply chain reports (e.g., purchase register, sales register, services
register), other tax reports and forms (e.g., invoices, purchase orders) need
review.

 Appropriate measures such as training of employees, compliance under GST,
customer education, and tracking of inventory credit are needed to ensure
smooth transition to the GST regime.

Uniform Rates of GST Across States?

Part of the vision of the government in bringing GST is that it will transform India into one
integrated market and greatly enhance the ease of doing business. To this end, uniform rates of GST
across states are considered desirable, as a measure of simplification. However the states are
understandably reluctant to surrender their discretion to tax; as a compromise it is understood that the
GST Council will give them a range within which they can raise or lower the rates.

There is a school of thought that is opposed to uniform rates on the ground that such a provision
will be eventually detrimental to business. The states use rates of tax and exemptions from tax as an
incentive to attract business. In this sense there is competition among the states, and business benefits.
In case of uniformity, the tax rates are a fait
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1.8 SYSTEMS OF GST

Systems of GST

Invoice System Payment System Hybrid System

(a) Invoice System

The input credit can be availed on the basis of invoice when such an invoice is received.
Similarly, the output tax needs to be discharged after the invoice is raised. The facts with respect to
payments made for procurements and payments received on supplies are immaterial. This is similar to
the existing provisions of VAT in India.

(b) Payment System

Under the payment system of the GST, the input credit on supplies procured can be availed on
the basis of payment. Even the output tax needs to be discharged after the payment is received for the
supplies made to the customers. The facts with respect to invoices received for procurements and
invoices raised for supplies made to customers have no significance. This system is similar to the
existing provisions of Service Tax as per the provisions of the Finance Act, 1994.

(c) Hybrid System

This system is the blend of invoice system and payment system. The input credit can be availed
on the basis of invoice when such an invoice is received. However, the output tax needs to be
discharged after the payment is received for the supplies made to the customers. This system is the
most beneficial one from the aspect of the assessee as the credit can be taken immediately on receipt
of an invoice but the tax needs to be discharged only after the payment for the supplies received.

GST: The Current Challenges

1. GST is meant to simplify the Indian indirect tax regime by replacing a host of taxes by a
single unified tax, thereby subsuming central excise, service tax, VAT, entry tax, etc.
However, there is a plethora of challenges before the government for its successful
implementation. Some of these are highlighted below:

2. The GST Constitutional Amendment Bill was passed by the Lok Sabha in May 2015.
However, the government faced tremendous political set-backs and failed to get it passed in
the Rajya Sabha during the monsoon and the winter sessions last year.

3. Once this is achieved, another Herculean task would be to get the GST Bill passed by the
respective state governments in state assemblies. The government would also be required to
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put the GST bill in the public domain and give sufficient time to all stakeholders to
comprehend and give their views on the bill.

4. A large part of the success of GST depends on two prominent factors – ‘RNR’ and
‘threshold limit’ for GST. RNR, i.e., the Revenue Neutral Rate, is the rate at which there will
be no revenue loss to the government after implementation of GST. Needless to mention,
RNR will impact India Inc. adversely, if it is unduly higher than the present tax structure.
Based on the study conducted by National Institute of Public Finance and Policy (NIPFP),
RNR was decided at 27 percent. However, recently the Economic Advisor Panel
recommended an RNR of 15 percent to 15.5 percent, i.e., a lower tax rate of 12 percent and a
standard tax rate of 17 percent to 19 percent.

5. Further, the threshold limit of turnover for dealers under GST is another bone of contention
between the government and the Empowered Committee, aiming to broaden the tax base
under GST.

6. Another factor that will impact the success of GST is the robust IT backbone connecting all
state governments, trade and industry, banks and other stakeholders on a real-time basis. The
government has already incorporated an SPV viz. – Goods and Services Tax Network
(GSTN), which has to develop a GST portal – front-end system for trade and industry and
back-end system for all government agencies. GSTN will ensure technology support for
registration, return filing, tax payment, IGST settlement, MIS and other dashboards on GST
portal to all the stakeholders

7. GST is quite different from the existing indirect taxation system in the country. For effective
implementation of GST, tax administration staff – both at central and state levels – would
require to be trained properly in terms of concept, legislation and procedure. The tax
administration staff would also need to change their mindset, approach and attitude towards
the tax payers. And for this, they would have to ‘learn, unlearn, and relearn’ the GST not
only in letter but in spirit too.

8. As per the Constitutional Amendment Bill placed in the Lok Sabha, it was proposed that
states would be allowed to levy an additional 1 percent non-VAT tax on inter-state supply of
goods for the initial two years, in order to compensate the states for loss of revenue while
moving to GST. This was supported by a few states, while a few others criticized the same.
However, recently the Empowered Committee recommended abolition of the additional tax.
There is no clarity on the same yet.

9. The taxing events of ‘manufacture under central excise’, ‘sale under VAT’ and ‘provision of
service under service tax’ will converge into one taxing event of ‘supply’ under GST, ie
GST will be levied on the event of supply of goods or services. The ‘Place of Supply Rules’
will thus form an important factor to determine the place of provision of goods or services.

These are some of the major challenges before the government and the industry, ahead of the
actual implementation of GST.
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GST Present Scenario vs. Future

Currently the centre alone can tax ‘services’. When service tax was introduced in 1994, this was
an item not mentioned anywhere in Lists 1, 2 or 3 of the Seventh Schedule and was therefore covered
under the residual entry number 97 in List I (union list). An item 92C has subsequently been inserted
in List I, but not been operationalized.

Currently, different stages in the progression of goods in the supply chain are levied to different
taxes, and there is no input tax relief for most of these, so that the price of goods gets correspondingly
inflated. The taxes on goods include excise duty, VAT/CST, purchase tax (if applicable), entry tax (in
various forms and names), and state cesses and surcharges. While a manufacturer’s invoice does
reflect both excise duty and VAT/CST even now, this is only because both are indirect taxes and are
collected from the customer. However they are sequentially collected, excise duty on manufacture and
then VAT/CST on sale, and are charged on different values (as elaborated elsewhere in this paper). It
can also be seen that VAT/CST is not charged on transfer of goods that is not a sale, like stock transfer;
and excise duty is not charged on sale transactions but is charged only on manufacture. Because
manufacture, sale and service are at present taxed differently, there is much ambiguity and litigation
over legal concepts of what constitutes:

1. Manufacture

2. Sale

3. Service [as distinct from deemed sale under Article 366(29A) of the Constitution]

In Future (during GST Regime)

In GST it is proposed to delete entry 92C (“tax on services”) from List I so that the states as well
as the centre can tax services. Also, both centre and states are to be explicitly empowered to levy
goods and services tax, which is defined as a tax on the supply of goods or services or both. Thus the
Constitution, upon amendment, will support levy of tax on services as well as goods by the states as
well as the centre.

GST will replace a multiplicity of taxes on goods, like excise duty on indigenous manufacture
and on imports, VAT, CST, purchase tax, entry tax, and various cesses and surcharges. It will also
replace entertainment tax (other than by local bodies), luxury tax, taxes on advertisements and taxes
on lottery, racing and gambling. Furthermore, GST will be available as input tax credit.

The single tax on ‘supply’ will render redundant the decades-old debates on what constitutes
manufacture, what constitutes sale, and how to tax composite transactions of service and sale.
A greater degree of clarity regarding taxability, and a corresponding reduction in uncertainty will
result.
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GST: Chargeable by States and Centre on the same Taxable Value

The levy of GST will be simultaneously made on the same transaction by the states and centre.
Consequently, the taxable value will be the same for the purpose of both state & central GST. This is
different from the present scenario in the following ways:

At Present

Even today, a manufacturer’s commercial invoice reflects both central excise duty and state VAT
on the same goods. This is because both are indirect taxes and are collected from the customer.
Conceptually, however, at present the centre taxes ‘manufacture’, and thereafter the state taxes ‘sale’
of the goods. The result is that the central excise duty is imposed first on the goods, and the state tax
comes after that, on a value that is price plus central excise duty. If the goods are priced at ` 100, and
excise duty is 10% and VAT is 14%, the present scenario is that the invoice will read as follows:

Goods ` 100.00
C. Excise duty @ 10% ` 10.00
Sub-total ` 110.00
VAT @ 14% ` 15.40

In Future (during GST Regime)

When the same transaction of ‘supply’ is being taxed by both centre and states, the taxes are
levied simultaneously on the same value. The rate of GST in the above transaction will be 18%, split
as 9% central GST and 9% state GST. The transaction will then be taxed as follows:

Goods ` 100.00
C.GST @ 9% ` 9.00
S.GST @ 9% ` 9.00

As presently practised in the Sales Tax/VAT System, the GST is also collected at every
applicable taxable event by the Registered Tax Dealers from the consumers. As narrated on the above
Table, GST is collected as CGST as Govt of India share and SGST as State share but remitted to
the respective State Exchequer in one single Chelan along with the filing of Return as prescribed in
the GST Act .

GST will Provide Input Tax Relief in Inter-state Transactions

The major gain from GST will be extension of input tax relief to inter-state sale of goods.

At Present

At present, there is a pan-India input tax relief mechanism for only the central taxes on goods and
services, in the form of Cenvat credit. As for the state taxes, each state charges VAT on sale of goods
within the state and provides input VAT credits for taxes paid within the state. Inter-state sales are
subject to CST, levied by the centre but collected by the states. No credits are available for such inter-
state transactions. The obvious reason for the absence of tax credits in inter-state sales is loss of
revenue that would ensue by allowing tax paid to another state to be reduced from tax payable.
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In Future (during GST Regime)

The breakthrough achieved by the GST model is the central clearing house to mediate inter-state
credits, with central compensation built into the system. CST will be replaced by integrated GST
(IGST), which the originating state will charge on the sale. IGST can be taken as a credit in the
destination state. Its use will be to pay IGST, CGST or SGST, in that order of preference. The
transaction will be electronically routed through the central clearing house, which will also track the
use of IGST to pay SGST and will compensate the state to that extent. In other words, the loss caused
to the destination state by tax paid in another state being adjusted against tax payable to the destination
state will be made up by the centre. The rationale for this is to encourage growth of the market, which
in turn is expected to spur production and increase revenue. This system of input tax credit in inter-
state sales is a major salutary feature of the proposed GST model.

Differential Treatment for Alcohol, Tobacco and Petroleum Products

1. Alcoholic liquor for human consumption has been excluded from the purview of GST. The
definition of goods and services tax in the proposed clause (12A) to be inserted in Article
366 of the Constitution is “tax on the supply of goods or services or both (except tax on the
supply of alcoholic liquor for human consumption).” The manufacture and sale of the
product will continue to be taxed by states.

2. Tobacco and tobacco products will be subject to central excise duty in addition to GST.
While not excluded from GST, it is retained in entry 84 of List I (union list) also.

3. Petroleum products are excluded from GST for the present, and will continue to be taxed in
the present mode – central excise duty on manufacture and VAT/CST on sale. However, the
proposed Constitutional amendment requires the GST Council to fix the date by which these
products will be brought into the purview of GST. This is in clause (5) of the proposed
Article 279A.

Origin Versus Destination Principle

A GST can be implemented under either the origin or the destination principle. Under the former,
the GST is imposed on the value added of all taxable products that are produced domestically; under
the latter, the GST is imposed on the value added of all taxable products that are consumed
domestically. Obviously, the two principles are identical in a closed economy. In an open economy,
the difference between them lies solely in their treatment of imports and exports: exports are taxed but
imports are not under the origin principle, while just the converse holds under the destination principle.
It is important to note that the distinction between the two principles is based on the location of
production and consumption. In view of our recommendation for a consumption type GST and the
need for increased international competitiveness, we recommend that:

1. The GST should be structured on the destination principle. As a result, the tax base will shift
from production to consumption whereby imports will be liable to tax and exports will be
relieved of the burden of goods and service tax. Consequently, revenues will accrue to the
State in which the consumption takes place or is deemed to take place.

2. International exports should be zero rated.
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3. International imports should be subject to both CGST and SGST at the time of importation
irrespective of whether or not the imported goods are produced domestically.

4. SGST on B2B imports should be collected by the same agency which collects the CGST and
should be remitted to the state in which the place of destination of the imports is located
regardless of where the goods enter the country. However, the place of destination may be
defined to mean the address of the importer on the import invoice; and

5. SGST on B2C imports should be collected by the same agency which collects the CGST and
should be remitted to the state in which the place of residence of the person importing the
goods is located regardless of where the goods

1.9 TREATMENT OF PETROLEUM PRODUCTS

One of the classes of products whose consumption needs to be checked to restrict negative
externalities is petroleum products. The entire range of petroleum products is subject to multiple
taxation at both the Central and State level. As a result, the incidence of tax on products essentially
used as intermediate inputs cannot be estimated and leads to a cascading effect on downstream
products. Consequently, it is necessary to rationalize the tax treatment of petroleum products.

The petroleum products can essentially be classified into two categories: (i) industrial inputs or
fuels such as crude oil; (ii) transportation fuels comprising of HSD, MS and ATF; and (iii) household
fuels comprising of kerosene and Liquefied Petroleum Gas (LPG). While industrial fuels are
intermediate inputs, transportation fuels and kerosene (collectively referred to as “emission fuels”) are
used both as intermediate inputs and in final consumption. The emission fuels generate negative
externalities, whose consumption needs to be checked. Therefore, generally, such emission fuels are
subject to an excise against which no input tax credit is allowed in respect of inputs (including capital
goods) used in the manufacture of such fuels. However, in large number of cases, such emission fuels
are also used as intermediates. As a result, the cascading effect of embedded input taxes is significant.

Treatment of Tobacco Goods and Alcohol

Like emission fuels, all tobacco goods and alcohol are also SIN-goods. Therefore, on the same
analogy, we recommend a dual levy of GST and excise on the entire range of these goods. As a
general rule, no input credit will be allowed to any person in respect of GST on these goods since they
are predominantly used in final consumption. However, this general rule should be relaxed in the case
of a dealer trading in these goods on the consideration that the consumption is essentially intermediate
in nature. Further, no input tax credit in respect of excise would be allowed to any person. Both the
Central and the State Governments may determine the appropriate revenue neutral rate of excise in the
case of these products. However, we would like to point out that excessively high rates of tax on
tobacco and alcohol may encourage evasion and become a source for financing of undesirable
activities.
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Treatment of Financial Services

The financial sector constitutes a significant component of the gross domestic product and also
private final consumption. Further, in developing countries, taxation of consumption of financial
services is viewed as progressive because such services as banking, brokerage, property and casualty
insurance and foreign exchange transactions are connected closely with those having higher income
and wealth. The progressive revenue objective thus dictates as wide an application of VAT to financial
services as possible. It also encourage countries to consider compensatory taxes where an exemption
must be provided and even additional ad hoc taxes for revenue purposes. Therefore, given the
progressive nature of taxation of financial services and the distortionary impact of compensatory and
ad hoc taxes, we recommend that the consumption of financial services should be comprehensively
taxed under the GST framework.

Treatment of Immovable Properties

The case for including the real estate sector in the tax base for the GST rests on a number of
competing reasons. Firstly, the construction and exploitation of real estate comprises one of the larger
sources of gross domestic product. Therefore, any exclusion of the real estate sector would lead to
significant reduction in the tax base. This would lead to an increase in the GST rate for other sectors
thereby distorting economic efficiency and incentive for compliance.

Secondly, expenditure on housing also constitutes a significantly large proportion of total
personal consumption expenditure. Therefore, the exemption of the housing sector from the GST base
would distort the consumption pattern. Further, it would also undermine vertical equity in as much as
consumption of housing services is relatively high in the case of the rich.

Thirdly, real estate is subject to multiple taxation at both levels of Government. At the Central
Government level, there has been an attempt to introduce service tax on housing services and allow
credit for inputs used for the supply of such services. However, at the State level input tax credit is not
available for all taxes, thereby leading to significant cascading effect. Further, there is no incentive to
the purchaser to obtain an invoice. Consequently, the audit trail of such transactions is lost and
producers of inputs are also encouraged to suppress such transactions. The cumulative effect is to
incentivize transactions in black money.

At the State level, the taxes on the real estate sector include ‘sales tax’ on works contract, state
level VAT on various inputs used in the construction of real estate, stamp duty and registration fee.
Registration and stamp duties exhibit the same distortionary cumulative and cascading effects as
excises. The problem is further compounded by the fact that in most states, the statutory rates of stamp
duty on immovable property transaction are high. Therefore, the effective rate on value addition is
exorbitant, thereby encouraging under-reporting of transactional value and evasion of stamp duty.
Since stamp duties are directly or indirectly related to other taxes, any stamp duty evasion triggers a
similar adverse response to compliance with other taxes. As with other transaction taxes, it generates a
bias in favour of not selling, and inhibits the development of a liquid secondary market. In the context
of a distortionary tax regime governing the real estate industry in India, there is a strong tendency for
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this industry to remain outside the organized sector and consequently the regulatory framework.
Therefore, it serves as a breeding ground for tax evasion and criminal activities.

Fourthly, rationalization of the tax regime governing the real estate industry could yield
numerous benefits: improve tax compliance in the property tax which is critical for the revenue base of
local government, a reduced role for black money, and a reduced role for the criminal element in the
real estate sector and significantly lowering of costs by mass housing.

Place of Supply Rules

The value added tax system is based on tax collection in a staged process, with successive
taxpayers entitled to deduct input tax on purchases and account for output tax on sales. Each business
in the supply chain takes part in the process of controlling and collecting the tax, remitting the
proportion of tax corresponding to the margin realized on transactions, or the difference between the
VAT paid out to suppliers and the VAT charged to customers.

In practice, most countries with value added taxes impose the tax at all stages and normally allow
immediate deduction of taxes on purchases by all but the final consumer. These features give value
added taxes their main economic advantage, that of neutrality. The full right to deduction of input tax
through the supply chain, with the exception of the final consumer, ensures the neutrality of the tax,
whatever the nature of the product, the structure of the distribution chain and the technical means used
for its delivery (stores, physical delivery, Internet).

Treatment of Small Scale Industries

At present small scale industries are entitled to exemption from payment of CENVAT in respect
of their turnover upto 1.5 crores. However, there is no such threshold exemption in respect of state
level VAT. The main reason for exemption from payment of CENVAT is to liberate them from the
onerous compliance burden under the CENVAT regime particularly in the context that, in general, the
small scale industries are managed by one or two entrepreneurs with the support of a handful of semi-
skilled office staff.

In the context of the GST, we have recommended the reporting of payment and transaction
information of both CGST and SGST through the combined Form No. GST-I. Therefore, in any case
the small scale industry has to comply with the reporting of payment and transaction information of
SGST. No additional burden is cast upon the small scale industry for compliance with the CGST.
Hence, the case for continuing with the existing exemption upto 1.5 crores of turnover is extremely
weak. Accordingly, we recommend that this exemption should not be continued under the GST
framework.

Further, the small scale industries are generally wary of dealing with multiple tax administrations.
Therefore, in order to inspire confidence of the small scale industry in the new GST framework, we
also recommend that the scrutiny/audit of the small scale industry should be conducted only by the
state tax administration. However, the State tax administration may seek the assistance of the central
tax administration or any other state tax administration if the operations of the small scale industry
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transcend the state boundaries. Since the CGST and the SGST are proposed to be levied on an
identical GST tax base, the outcome of any investigation impacting SGST will also have a
corresponding impact on CGST. Therefore, enforcement by the State tax administration would be
adequate to even deal with CGST evasion.

Treatment of Special Economic Zones

Since the GST is designed to ensure that all producers and distributors are treated as complete
pass- through and exports are zero-rated, there is no case for allowing any form of incentive to the
developers of, or units in, the Special Economic Zones. We recommend accordingly.

1.10 GST AT A GLANCE

What is Goods and Services Tax

 Goods and Services Tax (GST) will be on ‘supply’ of goods or services or both, in India
except Jammu and Kashmir. Are up to 200 nautical miles inside sea is ‘India’ for purpose of
GST.

 For supplies within the State or Union Territory – (a) Central GST (CGST) will be payable
to Central Government and (b) State GST (SGST) will be payable to State Government (as
applicable).

 For inter-state supplies (supply from one State or Union Territory to another State or Union
Territory), Integrated GST (IGST) will be payable to Central Government.

 In addition, GST Compensation Cess of about 15% to 200% will be payable on pan masala,
tobacco products, coal, aerated waters and motor cars.

 Distinction between goods and services will be mostly eliminated. This will eliminate
problem of dual taxation presently faced by construction industry, works contract, good
related services like restaurant and outdoor catering, leasing and hire services and software
services.

 GST is based on Vat concept of allowing input tax credit of tax paid on inputs, input services
and capital goods, for payment of output tax. This will avoid cascading effect of taxes.

 GST is consumption based tax i.e. tax is payable in the State where goods or services or both
are finally consumed.

 The expected rates of GST – (CGST + SGST) – Nil, 5%, 12%, 18% and 28%. These rates
will apply to IGST also.

 Though tax is payable to both Central Government and State Government, control will be
exercised either by State Government Authorities or Central Government Authorities. This
will avoid dual control.
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Distinction between Goods and Services

Hire purchase of goods and financial lease is ‘goods’:
 Supply of goods in club is taxable
 Hire or operating lease of goods is ‘service’
 Renting, leasing of immovable property is ‘service’
 Works contract of immovable property (mainly construction and erection and

commissioning related) is ‘service’
 Supply of food by way of or as part of service is ‘service’
 Development of software is ‘service’. However, software in physical form should still be

‘goods’.
 Lottery, betting and gambling is taxable as ‘goods’
 Job work is ‘service’.

Supply which is Neither Goods Nor Service and hence out of GST

 Money is neither goods nor service. Hence, ‘supply of money’ i.e. interest, loan, investments,
dividend, profit distribution among partners is not subject to GST.

 Securities is neither goods nor service. Hence, ‘supply of securities’ i.e. supply of shares,
debentures, bonds, units of mutual fund, derivatives is not subject to GST.

 Sale of land or duly and fully constructed building (after possession) is neither goods nor
service. Hence, GST is not payable.

 Service by employee to employer is not subject to GST.
 Actionable claims like assignment of unsecured loans, securitisation not subject to GST.
 Services of Court or Tribunal are neither supply of goods not supply of services.
 Services of MP, MLA, members of State Legislature and local bodies is not supply of

service (true indeed).
 Services of funeral, burial, cremation or mortuary and transportation of deceased (at least

mercy after death).

Who is Liable to Pay GST

 Person whose supplies of goods or services or both are more than ` 20 lakhs per annum is
required to pay GST. In case of North Eastern States, Jammu and Kashmir, Himachal
Pradesh and Uttarakhand, this limit is ` 10 lakhs.

 He is required to register with GST Authorities. He has to apply electronically and submit
his PAN details, address proof, details of constitution etc.

 Persons whose turnover is less than ` 50 lakhs per annum can opt to pay tax under
composition scheme. The rates are – 2% for manufacturers, 1%for traders and 5% for
restaurants.
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 However, the condition for composition scheme is that all their purchases should be from
registered persons. This is very difficult for small businessmen. If they purchase from
unregistered persons, they will be liable to pay GST on these purchases.

 E-commerce companies will be required to pay 1% as Tax Collection at Source. In some
cases (like taxi services), they will be liable to pay entire tax.

 In case of supplies to Government or Local Authority or Government Agencies, provision of
TDS (Tax Deduction at Source) been made, if contract exceeds ` 2.50 lakhs.

Concession to Small Taxable Persons

 Small taxable persons having turnover up to ` 20 lakhs are exempt from GST (limit ` 10
lakhs for North Eastern States, Himachal Pradesh and Uttarakhand and Jammu and Kashmir)

 Small taxable person supplying goods up to ` 50 lakhs per annum are eligible for simplified
scheme (composition scheme)

 Composition scheme is available to small taxable person if all their purchases are from
registered persons within the State. Otherwise, they have to pay GST on purchases. This
condition is practically impossible to be complied with.

 The taxable person opting for composition scheme will have to pay a fixes percentage of
gross turnover as tax.

 In case of payment of tax under composition scheme, the taxable person should issue ‘Bill of
Supply’ instead of Tax Invoice with details specified in rule 4.

 They have to pay CGST as follows – (a) 1% of turnover in State or Union territory in case of
a manufacturer (b) 2.5% of turnover in State or Union territory in case of persons engaged in
making supplies referred to in para 6(b) of Schedule II of CGST Act (restaurant service)
(c) 0.5% of turnover in State or Union Territory in case of other suppliers [i.e. traders].

 There will be equal SGST/UTGST. Thus, total tax payable will be double the aforesaid rates.

 The scheme is optional. The option lapses on the day his aggregate turnover exceeds the
specified limit – section 10 (3) of CGST Act.

 The option has to be exercised every year by filing e-declaration before financial year. It is
not automatic.

 He has to submit details of stock with him as on 1 – 7 – 2017.

 If the scheme is misused, the option can be withdrawn by ‘proper officer’.

 All registered taxable persons having same PAN number should opt for the composition
scheme.

 Taxable persons whose all supplies of goods and services are within the State only will be
eligible for the simplified scheme.
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 Taxable persons who opt for composition scheme will not be allowed t charge GST in their
invoice. They cannot show GST in their invoice. The are not entitled to any input tax credit.
[section 10)4) of CGST Act]

Rate of Tax Under GST

Sl. No. Local/Intra – State Sale Inter – State Sales

1 GST @5% IGST

CGST Act – 2 ½%
5%

SGST Act – 2 ½%

2 GST @12%

12%CGST Act – 6%

SGST Act – 6%

3 GST @ 18%

18%CGST Act – 9%

SGST Act – 9%

4 GST @ 28%

28%CGST Act – 14%

SGST Act – 14%

IMPORTS

CGST – NILL 5/12/18/28 +

SGST – NILL Compensation cess

Concessional Rates for Small Dealers (Composition Scheme)

Sl. No Local/Intra – State Sale Inter – State Sales

1 Traders (1%)

CGST - ½%
Not permissible

SGST – ½%

2 Industries (2%)

CGST - 1%
Not permissible

SGST – 1%

3 Restaurant/Catering (5%)

CGST - 2 ½%
Not permissible

SGST – 2 ½%
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GST Input - Output Account

Expenditure Amount GST Input Income Amount GST Output

Opening Stock xxx Sales xxx xx

Purchases xxx xx Closing stock xxx

Direct Expenses

Freight xxx xx

Packing & forwarding xxx xx

Insurance xxx xx

Others xxx xx

Gross Profit xxx

Total xxx Total xxx

Profit and Loss Account

Indirect Expenditure Amount GST Indirect Income Amount GST

Salaries and wages xx NA Commission xx xx

Advertisement Exp. xx xx Discount xx NA

Marketing Exp. xx xx

Sales Delivery Exp. xx xx

Commission xx xx

Job works charges xx xx

Electricity charges xx NA

Telephone charges xx xx

Audit expenses xx xx

Petrol & Diesel xx NA

Oil & Lubricants xx xx

Bank Interest xx NA

Bank Charges xx xx
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1.11 SELF ASSESSMENT QUESTIONS

1. Define the term GST
2. Explain the Origin of GST
3. Explain the relationship between GST and other indirect taxes
4. Explain the major issues in Indian Indirect Taxes
5. What is the constitutional amendment pertaining to GST
6. Explain Salient features of the Constitution (122nd) Amendment Bill, 2014
7. Write a note on Dual GST
8. What are the salient features of GST?
9. Comment on “GST as a Subsumed Tax System”.

10. What is the significance of GST?
11. Difference between Present Tax Structure and GST Structure
12. Write a note on
13. GST Governance
14. GST Council
15. GST Network
16. GST System
17. What is GST Compensation?
18. What you meant by Floor rates of GST with band?
19. What is the impact of GST in global Scenario?
20. Explain the GST Tax rates?
21. Explain the background of GST in India?
22. Explain the Chronology of events related to GST?
23. Explain the impact of GST on Central Business?
24. What is the peculiarity of imposing uniform GST rates across India?
25. Briefly explain the System of GST.
26. What all are the challenges of GST?
27. Comment on “GST: chargeable by States and Centre on the same taxable value”.
28. Explain the differential treatment for alcohol, tobacco and petroleum products.
29. Describe Place of supply rules.
30. Describe the treatment of SSI under GST?
31. Describe the treatment of SEZ under GST?
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