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FOREWORD

Since its establishment in 1976, Acharya Nagarjuna University has been forging
aheadin the path of progress and dynamism, offering a variety of courses and
research contributions. I am extremely happy that by gaining ‘A’ grade from the
NAAC in the year 2016, Acharya Nagarjuna University is offering educational
opportunities at the UG, PG levels apart from research degrees to students
from over 443 affiliated colleges spread over the two districts of Guntur and
Prakasam.

The University has also started the Centre for Distance Education in
2003-04 with the aim of taking higher education to the door step of all the
sectors of the society. The centre will be a great help to those who cannot join in
colleges, those who cannot afford the exorbitant fees as regular students, and
even to housewives desirous of pursuing higher studies. Acharya Nagarjuna
University has started offering B.A., and B.Com courses at the Degree level and
M.A., M.Com., M.Sc., M.B.A., and L.L.M., courses at the PG level from the
academic year 2003-2004 onwards.

To facilitate easier understanding by students studying through the
distance mode, these self-instruction materials have been prepared by eminent
and experienced teachers. The lessons have been drafted with great care and
expertise in the stipulated time by these teachers. Constructive ideas and
scholarly suggestions are welcome from students and teachers involved
respectively. Such ideas will be incorporated for the greater efficacy of this
distance mode of education. For clarification of doubts and feedback, weekly
classes and contact classes will be arranged at the UG and PG levels
respectively.

It is my aim that students getting higher education through the Centre for
Distance Education should improve their qualification, have better employment
opportunities and in turn be part of country’s progress. It is my fond desire that
in the years to come, the Centre for Distance Education will go from strength to
strength in the form of new courses and by catering to larger number of people.
My congratulations to all the Directors, Academic Coordinators, Editors and
Lesson- writers of the Centre who have helped in these endeavours.

Prof. P. Raja Sekhar
Vice-Chancellor
Acharya Nagarjuna University
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Learning Outcomes:

After successful completion of this course, the students will be able to:
1. Acquire knowledge of Overview of Goods and Services Tax
2. Know the concepts relating to Comprehensive structure of GST Model in India
3. Understand the Taxes & Duties outside the purview of GST
4. Comprehend the Procedures and Records for Input Tax Credits
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LESSON-1
AN OVERVIEW OF GOODS AND
SERVICES TAX

AIMS AND OBJECTIVES
After studying this lesson student should be able to:

» Know the concept of Goods and Services Act (GST)
» Understand the Generation-Skipping Transfer Tax (GSTT)
» Importance of SGST, CGST, IGST and UTGST

STRUCTURE

1.1 Introduction

1.2 Definition &Objectives of GST
1.3 Advantages of the GST

1.4 Critiques of the GST

1.5 GST vs GSTT

1.6 GST in India (Indirect Tax Law)
1.7 Components of GST

1.8 How is input tax credits adjusted? Offset liability in GST
1.9 Tax Laws Before GST

1.10 New Compliances Under GST
1.11 Summary

1.12 Technical Terms

1.13 Self Assessment Questions

1.14 Suggested Readings

1.1. INTRODUCTION

The goods and services tax (GST) is an indirect federal sales tax that is applied to the cost of
certain goods and services. The business adds the GST to the price of the product, and a
customer who buys the product pays the sales price inclusive of the GST. The GST portion is
collected by the business or seller and forwarded to the government. The goods and services
tax (GST) is a type of tax levied on most goods and services sold for domestic consumption
in many countries. It is paid by consumers and remitted to the government by the businesses
selling the goods and services. Some countries have introduced GST exemptions or reduced
GST rates on essential goods and services or have implemented GST credits or rebates to
help offset the impact of GST on lower-income households. The GST is often a single rate
tax applied throughout a country and is preferred by governments because it simplifies the
taxation system and reduces tax avoidance. In dual GST systems, such as those in Canada
and Brazil, the federal GST is applied in addition to a state sales tax. The GST has been
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identified by critics as regressive and can potentially place a relatively higher burden on
lower-income households.

a) Definition of Goods and Services Tax (GST): The goods and services tax (GST) is a
value-added tax (VAT) levied on most goods and services sold for domestic consumption.
The GST is paid by consumers, but it is remitted to the government by the businesses selling
the goods and services.

Critics point out, however, that the GST may disproportionately burden people whose self-
reported income are in the lowest and middle income brackets, making it a regressive
tax.1 These critics argue that GST can therefore exacerbate income inequality and contribute
to social and economic disparities. In order to address these concerns, some countries have
introduced GST exemptions or reduced GST rates on essential goods and services, such as
food and healthcare. Others have implemented GST credits or rebates to help offset the
impact of GST on lower-income households.

Goods and services tax should not be confused with the generation-skipping trust, also
abbreviated GST (and its related taxation, GSTT).

b) Meaning: The goods and services tax (GST) is a tax on goods and services sold
domestically for consumption. The tax is included in the final price and paid by consumers
at point of sale and passed to the government by the seller. The GST is usually taxed as a
single rate across a nation. Governments prefer GST as it simplifies the taxation system and
reduces tax avoidance. Critics of GST say it burdens lower income earners more than higher
income earners.

¢) Understanding the Goods and Services Tax (GST): The goods and services tax (GST)
is an indirect federal sales tax that is applied to the cost of certain goods and services. The
business adds the GST to the price of the product, and a customer who buys the product pays
the sales price inclusive of the GST. The GST portion is collected by the business or seller
and forwarded to the government. It is also referred to as Value-Added Tax (VAT) in some
countries. Most countries with a GST have a single unified GST system, which means that a
single tax rate is applied throughout the country. A country with a unified GST platform
merges central taxes (e.g., sales tax, excise duty tax, and service tax) with state-level taxes
(e.g., entertainment tax, entry tax, transfer tax, sin tax, and luxury tax) and collects them as
one single tax. These countries tax virtually everything at a single rate.

France was the first country to implement the GST in 1954; since then, an estimated 140
countries have adopted this tax system in some form or another.2 Some of the countries with
a GST include Canada, Vietnam, Australia, Singapore, United Kingdom, Spain, Italy,
Nigeria, Brazil, and India.

1.2. OBJECTIVES OF GST

i. To achieve the ideology of ‘One Nation, One Tax’: GST has replaced multiple indirect
taxes, which were existing under the previous tax regime. The advantage of having one
single tax means every state follows the same rate for a particular product or service. Tax
administration is easier with the Central Government deciding the rates and policies.
Common laws can be introduced, such as e-way bills for goods transport and e-invoicing for
transaction reporting. Tax compliance is also better as taxpayers are not bogged down with
multiple return forms and deadlines. Overall, it’s a unified system of indirect tax
compliance.

ii. To subsume a majority of the indirect taxes in India: India had several erstwhile
indirect taxes such as service tax, Value Added Tax (VAT), Central Excise, etc., which used
to be levied at multiple supply chain stages. Some taxes were governed by the states and
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some by the Centre. There was no unified and centralised tax on both goods and services.
Hence, GST was introduced. Under GST, all the major indirect taxes were subsumed into
one. It has greatly reduced the compliance burden on taxpayers and eased tax administration
for the government.

iii. To eliminate the cascading effect of taxes: One of the primary objectives of GST was
to remove the cascading effect of taxes. Previously, due to different indirect tax laws,
taxpayers could not set off the tax credits of one tax against the other. For example, the
excise duties paid during manufacture could not be set off against the VAT payable during
the sale. This led to a cascading effect of taxes. Under GST, the tax levy is only on the net
value added at each stage of the supply chain. This has helped eliminate the cascading effect
of taxes and contributed to the seamless flow of input tax credits across both goods and
services.

iv. To curb tax evasion: GST laws in India are far more stringent compared to any of the
erstwhile indirect tax laws. Under GST, taxpayers can claim an input tax credit only on
invoices uploaded by their respective suppliers. This way, the chances of claiming input tax
credits on fake invoices are minimal. The introduction of e-invoicing has further reinforced
this objective. Also, due to GST being a nationwide tax and having a centralised surveillance
system, the clampdown on defaulters is quicker and far more efficient. Hence, GST has
curbed tax evasion and minimised tax fraud from taking place to a large extent.

v. To increase the taxpayer base: GST has helped in widening the tax base in India.
Previously, each of the tax laws had a different threshold limit for registration based on
turnover. As GST is a consolidated tax levied on both goods and services both, it has
increased tax-registered businesses. Besides, the stricter laws surrounding input tax credits
have helped bring certain unorganised sectors under the tax net. For example, the
construction industry in India.

vi. Online procedures for ease of doing business: Previously, taxpayers faced a lot of
hardships dealing with different tax authorities under each tax law. Besides, while return
filing was online, most of the assessment and refund procedures took place offline. Now,
GST procedures are carried out almost entirely online. Everything is done with a click of a
button, from registration to return filing to refunds to e-way bill generation. It has
contributed to the overall ease of doing business in India and simplified taxpayer compliance
to a massive extent. The government also plans to introduce a centralised portal soon for all
indirect tax compliance such as e-invoicing, e-way bills and GST return filing.

vii. An improved logistics and distribution system: A single indirect tax system reduces
the need for multiple documentation for the supply of goods. GST minimises transportation
cycle times, improves supply chain and turnaround time, and leads to warehouse
consolidation, among other benefits. With the e-way bill system under GST, the removal of
interstate checkpoints is most beneficial to the sector in improving transit and destination
efficiency. Ultimately, it helps in cutting down the high logistics and warehousing costs.

viii. To promote competitive pricing and increase consumption: Introducing GST has
also led to an increase in consumption and indirect tax revenues. Due to the cascading effect
of taxes under the previous regime, the prices of goods in India were higher than in global
markets. Even between states, the lower VAT rates in certain states led to an imbalance of
purchases in these states. Having uniform GST rates have contributed to overall competitive
pricing across India and on the global front. This has hence increased consumption and led
to higher revenues, which has been another important objective achieved.
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1.3. ADVANTAGES OF GST

GST has mainly removed the cascading effect on the sale of goods and services. Removal of
the cascading effect has impacted the cost of goods. Since the GST regime eliminates the tax
on tax, the cost of goods decreases. Also, GST is mainly technologically driven. All the
activities like registration, return filing, application for refund and response to notice needs
to be done online on the GST portal, which accelerates the processes.

1. Removing the cascading effect of tax

ii. Higher threshold for GST registration

iii. Composition scheme for small businesses

iv. Simpler online facilities for GST compliance
v. Relatively lessor complaiances under GST

vi. Defined treatment for e-commerce activities
vii.Increased efficiency in logistics
viii.Regulating the unorganized sectors

Dual Goods and Services Tax Structures: Only a handful of countries, such as Canada
and Brazil, have a dual GST structure.4 Compared to a unified GST economy where tax is
collected by the federal government and then distributed to the states, in a dual system, the
federal GST is applied in addition to the state sales tax. In Canada, for example, the federal
government levies a 5% tax and some provinces/states also levy a provincial state tax (PST),
which varies from 8% to 10%.56 In this case, a consumer's receipt will clearly have the
GST and PST rate that was applied to their purchase value. More recently, the GST and PST
have been combined in some provinces into a single tax known as the Harmonized Sales
Tax (HST). Prince Edward Island was the first to adopt the HST in 2013, combining its
federal and provincial sales taxes into a single tax.7 Since then, several other provinces have
followed suit, including New Brunswick, Newfoundland and Labrador, Nova Scotia, and
Ontario.

1.4. CRITIQUES OF THE GST

i. A GST is generally considered to be aregressive tax, meaning that it takes a relatively
larger percentage of income from lower-income households compared to higher-income
households.8 This is because GST is levied uniformly on the consumption of goods and
services, rather than on income or wealth.

il. Lower-income households tend to spend a larger proportion of their income on
consumables, such as food and household goods, which are subject to GST. As a result, GST
can disproportionately burden lower-income households.

iii. Because of this. some countries with GST are discussing possible adjustments that might
make the tax more progressive, which takes a larger percentage from higher-income earners.

a) India's Adoption of the GST: India established a dual GST structure in 2017, which was
the biggest reform in the country's tax structure in decades.10 The main objective of
incorporating the GST was to eliminate tax on tax, or double taxation, which cascades from
the manufacturing level to the consumption level.

b) For example, a manufacturer that makes notebooks obtains the raw materials for, say,
Rs. 10, which includes a 10% tax. This means that they pay Rs. 1 in tax for Rs. 9 worth of
materials. In the process of manufacturing the notebook, the manufacturer adds value to the
original materials of Rs. 5, for a total value of Rs. 10 + Rs. 5 = Rs. 15. The 10% tax due on
the finished good will be Rs. 1.50. Under a GST system, the previous tax paid can be
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applied against this additional tax to bring the effective tax rate to Rs. 1.50 — Rs. 1.00 = Rs.
0.50.

In turn, the wholesaler purchases the notebook for Rs. 15 and sells it to the retailer at a Rs.
2.50 markup value for Rs. 17.50. The 10% tax on the gross value of the good will be Rs.
1.75, which the wholesaler can apply against the tax on the original cost price from the
manufacturer (i.e., Rs. 15). The wholesaler's effective tax rate will, thus, be Rs. 1.75 — Rs.
1.50 =Rs. 0.25.

Similarly, if the retailer's margin is Rs. 1.50, his effective tax rate will be (10% x Rs. 19) —
Rs. 1.75 = Rs. 0.15. Total tax that cascades from manufacturer to retailer will be Rs. 1 + Rs.
0.50 + Rs. 0.25 + Rs. 0.15 =Rs. 1.90.

¢) India has, since launching the GST on July 1, 2017, implemented the following tax

rates:

i. A 0% tax rate applied to certain foods, books, newspapers, homespun cotton cloth,
and hotel services.

ii. A rate of 0.25% applied to cut and semi-polished stones.

iii. A 5% tax on household necessities such as sugar, spices, tea, and coffee.

iv. A 12% tax on computers and processed food.

v. An 18% tax on hair oil, toothpaste, soap, and industrial intermediaries.

vi. The final bracket, taxing goods at 28%, applies to luxury products, including
refrigerators, ceramic tiles, cigarettes, cars, and motorcycles.

The previous system, with no GST, implies that tax is paid on the value of goods and margin
at every stage of the production process. This would translate to a higher amount of total
taxes paid, which is carried down to the end consumer in the form of higher costs for goods
and services. The implementation of the GST system in India is, therefore, a measure that is
used to reduce inflation in the long run, as prices for goods will be lower.

1.5. GOODS AND SERVICES TAX VS. GENERATION-SKIPPING TRANSFER
TAX (GST VS GSTT)

The goods and services tax (GST) should not be confused with the generation-skipping
transfer tax (GSTT Tax), and they are not at all related to one another. The former is a sort
of VAT tax added to the purchase of goods or serves. Meanwhile, the generation skipping
transfer tax (GST Tax) is a flat 40% federal tax on the transfer of inheritances from one's
estate to a beneficiary who is at least 37'% years younger than the donor. The GST Tax
prevents wealthy individuals from avoiding estate taxes through naming younger
beneficiaries (e.g., grandchildren).

i. What Is the Generation-Skipping Transfer Tax (GSTT)?

The generation-skipping transfer tax is a federal tax on a gift or inheritance that prevents the
donor from avoiding estate taxes by skipping children in favor of grandchildren. With the
generation-skipping transfer tax, grandchildren receive the same amount as if the inheritance
were coming from their parents. Before the generation-skipping transfer tax was introduced
in 1976, wealthy individuals were legally able to gift money and bequeath property to their
grandchildren, without paying federal estate taxes. The legislation effectively closed the
loophole where inheritances could skip a generation to avoid double estate taxation.1

ii. Meaning

The generation-skipping transfer tax (GSTT) is a federal tax that results when there is a
transfer of property by gift or inheritance to a beneficiary (other than a spouse) who is at least
37", years younger than the donor. The GSTT effectively closed the loophole that allowed
wealthy individuals to legally gift money and bequeath property to their grandchildren
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without paying federal estate taxes. The GSTT tax rate is a flat 40%. Most people will never
encounter the GSTT because of the high threshold: the tax only applies when the transferred
amount exceeds $12.06 million per individual for 2022 and $12.92 million for 2023.

iii. Understanding the Generation-Skipping Transfer Tax

The generation-skipping transfer tax (GSTT) is an additional tax on a transfer of property that
skips a generation, known as a generation-skipping transfer (GST) for short. ii. The GSTT
was implemented to prevent families from avoiding the estate tax for one or more generations
by making gifts or bequests directly to grandchildren or great-grandchildren.  iii. The
parent's generation is skipped to avoid an inheritance being subject to estate taxes twice. The
GSTT ensures that grandchildren end up with the same value of assets that they would have
had if the inheritance was transferred to them directly from their parents, rather than their
grandparents. iv. The person giving the gift is referred to as the transferor and the recipient is
known as the skip person. Many people use a grandchild as a skip person, but a skip person
does not have to be a family member. Any individual is eligible to receive a generation-
skipping transfer as long as they are at least 37'% years younger than the transferor. v. The
generation-skipping transfer tax is imposed only if the transfer avoids incurring a gift or
estate tax at each generation level. To make up for the taxes that may be avoided by skipping
one generation, the Internal Revenue Service (IRS) imposes a second layer of tax on gifts and
bequests above the estate and lifetime gift exclusion. It means that the GSTT is only due
when a beneficiary receives amounts in excess of the GST estate tax credit.

iv. Direct vs. Indirect Skips With the GSTT

i. The taxation of a GST depends on whether the transfer is a direct or an indirect skip. A
direct skip is a property transfer that's subject to an estate or gift tax. An example of a direct
skip would be a grandmother gifting property to a grandchild. The transferor or their estate is
responsible for paying the GST tax for direct skips.

il. An indirect skip involves a transfer that has intermediate steps before reaching a skip
person. There are two types of indirect skips: the taxable termination and the taxable
distribution.

A taxable termination involves a skip person and a non-skip person. A non-skip person is the
primary beneficiary who will receive property before it is transferred to the skip person. The
transfer to the skip person occurs upon the death of a non-skip person—typically the child of
the transferor.

iii. As an example of a taxable termination, consider a transferor who establishes an income-
producing trust for his son. Upon the son's death, the remaining property would be passed on
to the transferor's grandchild, at which time those assets would be subject to the GST tax. A
taxable distribution refers to any distribution of income or property, from a trust to a skip
person that is not otherwise subject to estate or gift tax. If a grandmother established a trust
that made payments to her grandson, those payments would be subject to GST taxes, which
the recipient is responsible for paying.

v. How Much Is the Generation-Skipping Transfer Tax?

In the past, the GSTT has been hefty, ranging from 35% to 77%.9 The current rate, which has
been in effect since 2014, is 40%; however, the Tax Cuts and Jobs Act dramatically lessened
the estates that might be affected by it. For 2022, the federal estate, gift, and GSTT
exemption is $12.06 million for each individual ($12.92 million in 2023) and $24.12 million
for married couples ($25.84 million in 2023), more than doubling the pre-TCJA limit of
$5.49 million (for individuals).23

i. Some states also collect generation-skipping transfer taxes, generally the ones that impose
their own estate taxes. Only the value of a person’s estate that is in excess of the applicable
exemption is subject to an estate tax at death or the GSTT, at that flat rate of 40%. So only
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aggregate gifts and bequests to a skip person in excess of $12.06 million in 2022 ($12.92
million in 2023) would be subject to the 40% flat generation-skipping transfer tax.3

il. The GSTT is assessed when the gift or property transfer is made; GSTs can occur before or
after the death of the transferor. While still alive, the transferor can give the gift directly to
the skip person. But upon death, the transferor's will may either stipulate that property is
bequeathed to a skip person, or it may call for the establishment of a trust from which
distributions will be made. Form 709 is used to report both GST taxes and transfers whereby
federal gift taxes are due.

vi. GSTT Strategies

Most beneficiaries will avoid the GST tax because the estates they inherit will be worth less
than the government-provided estate tax credit. The GSTT exemption is very high (as noted
above). However, in cases where the tax could apply, transferors can create dynasty trusts,
which are designed to avoid or minimize estate taxes with each generational transfer. By
parking assets in the trust and making specified distributions to each generation, the corpus of
the trust isn’t subject to estate taxes with the transfer.

vii. What Triggers the Generation-Skipping Transfer Tax?

The generation-skipping transfer tax is triggered when a person gifts another person an asset
but skips a generation in doing so. For example, when a person gifts a home to their
grandchild and skips their child.

viii. Who Pays the Generation-Skipping Transfer Tax?

The generation-skipping transfer tax is paid by either the grantor or the skipped beneficiary.
The grantor pays the direct generation-skipping tax while an indirect generation-skipping tax
is paid by the skipped beneficiary. The former is the most common scenario.

ix. How Much Can a Parent Gift a Child Tax-Free in 2022?
A parent can gift a child tax-free $16,000 in 2022. In 2023, the amount is $17,000. This is per
parent and per recipient.

x. Who Has to Pay GST?

In general, goods and services tax (GST) is paid by the consumers or buyers of goods or
services. Some products, such as from the agricultural or healthcare sectors, may be exempt
from GST depending on the jurisdiction.

xi. How Is GST Calculated?

The goods and services tax (GST) is computed by simply multiplying the price of a good or
service by the GST tax rate. For instance, if the GST is 5%, a $1.00 candy bar would cost
$1.05.

xii. What Are the Benefits of the GST?

The GST can be beneficial as it simplifies taxation, reducing several different taxes into one
straightforward system. It also is thought to cut down on tax avoidance among businesses
and reduces corruption.

xiii. Are VAT and GST the Same?

Value-added tax (VAT) and goods and services tax (GST) are similar taxes that are levied
on the sale of goods and services. Both VAT and GST are also indirect taxes, which means
that they are collected by businesses and then passed on to the government as part of the
price of the goods or services.
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However, there are some key differences between the two. VAT is primarily used in
European countries and is collected at each stage of the production and distribution process,
while GST is used in countries around the world and is collected only at the final point of
sale to the consumer. VAT is generally applied to a wider range of goods and services than
GST, and the rate of VAT and GST can vary depending on the type of goods or services
being sold and the country in which they are sold.

1.6. GST IN INDIA (INDIRECT TAX LAW)

1. What is GST in India? GST is known as the Goods and Services Tax. It is an indirect tax
which has replaced many indirect taxes in India such as the excise duty, VAT, services tax,
etc. The Goods and Service Tax Act was passed in the Parliament on 29th March 2017 and
came into effect on Ist July 2017. In other words, Goods and Service Tax (GST) is levied on
the supply of goods and services. Goods and Services Tax Law in India is a comprehensive,
multi-stage, destination-based tax that is levied on every value addition. GST is a single
domestic indirect tax law for the entire country. Before the Goods and Services Tax could be
introduced, the structure of indirect tax levy in India was as follows:

Under the GST regime, the tax is levied at every point of sale. In the case of intra-state sales,
Central GST and State GST are charged. All the inter-state sales are chargeable to the
Integrated GST. Now, let us understand the definition of Goods and Service Tax, as
mentioned above, in detail.

Multi-stage: An item goes through multiple change-of-hands along its supply chain: Starting
from manufacture until the final sale to the consumer.

Let us consider the following stages:

Purchase of raw materials- Production or manufacture- Warehousing of finished goods-
Selling to wholesalers- Sale of the product to the retailers- Selling to the end consumers
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The Goods and Services Tax is levied on each of these stages making it a multi-stage tax.

Value Addition: A manufacturer who makes biscuits buys flour, sugar and other material.
The value of the inputs increases when the sugar and flour are mixed and baked into biscuits.
The manufacturer then sells these biscuits to the warehousing agent who packs large
quantities of biscuits in cartons and labels it. This is another addition of value to the biscuits.
After this, the warehousing agent sells it to the retailer.

The retailer packages the biscuits in smaller quantities and invests in the marketing of the
biscuits, thus increasing its value. GST is levied on these value additions, i.e. the monetary
value added at each stage to achieve the final sale to the end customer.

Destination-Based: Consider goods manufactured in Maharashtra and sold to the final
consumer in Karnataka. Since the Goods and Service Tax is levied at the point of
consumption, the entire tax revenue will go to Karnataka and not Maharashtra.
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The Journey of GST in India: The GST journey began in the year 2000 when a committee
was set up to draft law. It took 17 years from then for the Law to evolve. In 2017, the GST
Bill was passed in the Lok Sabha and Rajya Sabha. On 1st July 2017, the GST Law came into
force.

1.7. COMPONENTS OF GST

There are three taxes applicable under this system: CGST, SGST & IGST

1. CGST: It is the tax collected by the Central Government on an intra-state sale (e.g., a
transaction happening within Maharashtra)

il. SGST: It is the tax collected by the state government on an intra-state sale (e.g., a
transaction happening within Maharashtra)

iii. IGST: It is a tax collected by the Central Government for an inter-state sale (e.g.,
Maharashtra to Tamil Nadu)

What is SGST, CGST, IGST and UTGST?
Under the GST law, the central government will collect CGST, SGST or IGST depending
upon whether the transaction is intrastate or interstate.

1.7.1. Introduction to CGST, SGST and IGST: Unlike earlier when there were multiple
taxes such as Central Excise, Service Tax, State VAT, etc., the GST introduces just one tax
with three components- CGST, SGST and IGST. When the supply of goods or services
happens within a state called intra-state transactions, then both the CGST and SGST will be
collected. Whereas if the supply of goods or services happens between the states called inter-
state transactions, then only IGST will be collected. The use of correct GSTIN becomes
important to identify the applicability of taxes. Hence, validate with the help of the GST
search tool before using the GST number in the sales invoice.

It is to be noted that the GST is a destination-based tax, which is received by a State in which
the goods are consumed but not by a state in which such goods are manufactured.
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1.7.2. IGST full form and when IGST is applicable: The full form of IGST is Integrated
Goods and Services Tax. Under GST, IGST is a tax levied on all interstate supplies of goods
and/or services or across two or more states/Union Territories. Further, IGST levy and
collection will be governed by the IGST Act, 2017, as amended from time to time.
IGST will be applicable on any supply of goods and/or services in both cases of import into
India and export from India.
Note: Under IGST,

o Exports would be zero-rated.

e Tax will be shared between the Central and State governments.
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Example for IGST with calculation: Consider that a businessman M/s Rajesh Ltd from
Chandigarh in India had sold goods to Anand Ltd from Dadra & Nagar Haveli & Daman &
Diu in India worth Rs. 1,00,000. The GST rate is 18% referring particularly to the 18% IGST.
In such a case, the dealer has to charge Rs. 18,000 as IGST. This IGST will go to the Centre,
latersplitbetweentheCentreand

Dadra & Nagar Haveli & Daman & Diu (if this is ultimate consuming state).

1.7.3. CGST full form and when CGST is applicable: Many seek an answer for ‘what is
the full form of CGST’. The full form of CGST is Central Goods and Services Tax. Under
GST, CGST is a tax levied on intrastate supplies of both goods and services by the Central
Government and collected by it for its coffers. Accordingly, the levy and collection of CGST
are governed by the provisions of the CGST Act, 2017 as amended from time to time.
Together with CGST, an equal value of SGST will also be levied on the same intrastate
supply but will be governed by the particular state  government.
In other words, if a seller sells a product to a buyer within the same state, say Telangana, then
CGST and SGST will apply.

This implies that both the Central and state governments will agree on combining their levies
with an appropriate proportion for revenue sharing between them.

It is clearly mentioned in Section 8 of the CGST Act that the taxes be levied on all intrastate
supplies of goods and/or services but the rate of tax shall not be exceeding 14%, each.

Note: Any tax liability obtained under CGST can be set off against CGST or IGST input tax
credit only and not any SGST.

1.7.4. SGST Full form and when SGST is applicable: SGST means State Goods and
Services Tax. Under GST, an equivalent amount of SGST is a tax levied on intrastate
supplies of both goods and services by the particular state government where the product sold
is consumed.

Therefore, levy and collection of SGST are governed by the respective state’s SGST Act,
2017 as amended from time to time, for instance, Telangana GST Act. After the introduction
of the SGST, all the state taxes such as the value-added tax, entertainment tax, luxury tax,
entry tax, etc. were merged under SGST.

As explained above, CGST will also be levied on the same intrastate supply but will be
governed by the Central Government.

Note: Any tax liability obtained under SGST can be set off against SGST or IGST input tax
credit only and not CGST.

Example for CGST and SGST with calculation: Let’s suppose M/s Rajesh Ltd is a dealer
in Chattisgarh who sold goods to Vijay Ltd in Chattisgarh worth Rs. 10,000. The GST rate is
18% comprising of a CGST rate of 9% and an SGST rate of 9%.

In such a case, the dealer collects a total of Rs. 1,800 and deposits over the GST portal, out of
which Rs. 900 will be apportioned to the Central Government and Rs. 900 will go to the
Chattisgarh Government.

1.7.5. UTGST full form and when UTGST is applicable:

UTGST stands for the Union Territory Goods and Services Tax. Similar to how SGST is
levied by the state governments on the intra-state supply of goods and services, UTGST is
levied by the handful of Union Territory governments.

It refers to the tax levied on the intra-Union Territory supply of goods and services. It is
governed by the UTGST Act, 2017 as amended from time to time and is levied together with
CGST.
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UTGST is similar to SGST and is levied in Union Territories which do not have their own
legislature. UTGST is applicable to the supplies that take place in the Union Territories of
Jammu & Kashmir, Ladakh, Andaman and Nicobar Islands, Chandigarh, Dadra & Nagar
Haveli and Daman & Diu, and Lakshadweep. Please note that the Union Territories of Delhi
and Puducherry will fall under SGST law as they have their own legislature.

Note:The order of ITC utilisation of UTGST is similar to SGST. ITC of UTGST should first
be set off against UTGST. Any balance remaining may be used to set off any IGST liability.

a. Why there is split into SGST, CGST, and IGST?

India is a federal country where both the Centre and states have been assigned the powers to
levy and collect taxes by our Constitution. Both governments have distinct responsibilities to
perform for which they need to raise tax revenue, in the form of GST.

The Centre and states are simultaneously levying GST. The three-type tax structure is
implemented to help taxpayers take the credit against each other, thus ensuring “One Nation,
One Tax”.

b. What determines if CGST, SGST or IGST is applicable?

To determine whether Central Goods & Services Tax (CGST), State Goods & Services Tax
(SGST) or Integrated Goods & Services Tax (IGST) applies in a taxable transaction, find if
the transaction is intrastate or an interstate supply.

c. Intrastate supply of goods or services is when the location of the supplier and the place
of supply i.e., the location of the buyer are in the same state. In Intrastate transactions, a seller
has to collect both CGST and SGST from the buyer. The CGST gets deposited with the
Central Government and SGST gets deposited with the State Government.

d. Interstate supply of goods or services is when the location of the supplier and the place
of supply are in different states. Also, in cases of export or import of goods or services or
when the supply of goods or services is made to or by an SEZ unit, the transaction is assumed
to be interstate. In an interstate transaction, a seller has to collect IGST from the buyer.

1.8. HOW IS INPUT TAX CREDITS ADJUSTED? OFFSET LIABILITY IN GST

The CGST Rules define the logic of adjusting CGST, SGST and IGST input tax credit with
the tax liabilities of CGST, SGST and IGST. One must follow the rules since accurate ITC
utilisation is crucial to avoid fines later on.

Let us consider that goods worth Rs. 10,000 are sold by manufacturer A from Maharashtra to
Dealer B in Maharashtra.

Dealer B resells them to Trader C in Rajasthan for Rs. 17,500.

Trader C finally sells to end-user D in Rajasthan for Rs. 30,000.

Suppose the applicable tax rates for the goods sold are CGST= 9%, SGST=9%, and
IGST=9+9=18%

Since A is selling this to B in Maharashtra itself, it is an intra-state sale and so, CGST@9%
and SGST@9% will apply.

Dealer B (Maharashtra) is selling to Trader C (Rajasthan). Hence, this is an interstate sale,
with IGST@18%.

Trader C (Rajasthan) is selling to end user D also in Rajasthan. Once again it is an intra-state
sale and hence, CGST@9% and SGST@9% will apply.
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1.8.1. How is SGST, CGST and IGST collected?

Amount Received as Tax by
Sy Sa!e Maharashtra Rajasthan Central
Price
I 10,000 10.000%9%=900 | 10,000%9%%= 900
AtoB
IT 17500 |  ——1 e 17.500%IGST | 3,150
m18%
() CGST credit 200
BtoC () SGST credit 900
Net | 1,350
juns 30000 - 30,000*5GST 2,700 30.000*CGST | 2.700
[@9% @9%%
CtoD (-) IGST credit 450 (-) IGST credit | 2.700
o balance o
(3150-2700)
Net 2.250 Net 0
Total 9200 2.250 2.250
Receipt
v i (-)S00 (+)¥450 (+)450
Adustment Going to Centre Coming from Centre
Final 0 2,700 2,700

Any IGST credit will first be applied to set off in this order:

o First set off against IGST liability.

e Then either set off with CGST or SGST liability, at your preference.
GST is a consumption-based tax the state where the goods were consumed (Rajasthan) will
receive GST. By that logic, Maharashtra (where goods were sold) should not get any taxes.
State Rajasthan and Central Government should have got (30,000%9%) = 2,700 each.
Thus, Maharashtra (exporting state) will have to transfer credit of SGST of Rs. 900 (used in
payment of IGST) to the Centre.
In turn, Central Government will transfer to the state Rajasthan (importing state) Rs. 450
IGST.

The above example shows the need for 3 taxes: SGST, CGST, and IGST. All 3 together will
serve the two purposes of GST :

e One Nation, One Tax — so all taxes on all purchases are available as credits.

e Dual tax system — both the Centre and states have their revenue.
GST is a completely new tax with new concepts like the place of supply and new tax
structures. This creates confusion among taxpayers who may end up paying the wrong type
of GST.
In most cases, the tax structure under the new regime will be as follows:

Transaction | New Old Regime Revenue Distribution
Regime

Sale within | CGST | VAT + Central | Revenue will be shared equally between

the State + SGST | Excise/Service | the Centre and the State

tax
Sale to | IGST Central  Sales | There will only be one type of tax
another Tax + | (central) in case of inter-state sales. The
State Excise/Service | Centre will then share the IGST revenue

Tax based on the destination of goods.
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Hlustration:
e Let us assume that a dealer in Gujarat had sold the goods to a dealer in Punjab worth Rs.
50,000. The tax rate is 18% comprising of only IGST.
In such a case, the dealer has to charge IGST of Rs.9,000. This revenue will go to Central
Government.
e The same dealer sells goods to a consumer in Gujarat worth Rs. 50,000. The GST rate
on goods is 12%. This rate comprises CGST at 6% and SGST at 6%.
The dealer has to collect Rs.6, 000 as Goods and Service Tax, Rs.3, 000 will go to the Central
Government and Rs.3,000 will go to the Gujarat government since the sale is within the state.

1.9. TAX LAWS BEFORE GST

In the earlier indirect tax regime, there were many indirect taxes levied by both the state and
the centre. States mainly collected taxes in the form of Value Added Tax (VAT). Every state
had a different set of rules and regulations. Inter-state sale of goods was taxed by the centre.
CST (Central State Tax) was applicable in case of inter-state sale of goods. The indirect taxes
such as the entertainment tax, octroi and local tax were levied together by state and centre.
These led to a lot of overlapping of taxes levied by both the state and the centre. For example,
when goods were manufactured and sold, excise duty was charged by the centre. Over and
above the excise duty, VAT was also charged by the state. It led to a tax on tax effect, also
known as the cascading effect of taxes.

1.9.1. The following is the list of indirect taxes in the pre-GST regime:

1. Central Excise Duty, ii. Duties of Excise, iii. Additional Duties of Excise, iv. Additional
Duties of Customs, v. Special Additional Duty of Customs, vi. Cess, vii. State VAT, viii.
Central Sales Tax, ix. Purchase Tax, x. Luxury Tax, xi. Entertainment Tax, xii. Entry Tax,
xiii. Taxes on advertisements, xiv. Taxes on lotteries, betting, and gambling

CGST, SGST, and IGST have replaced all the above taxes.: However, certain taxes such as
the GST levied for the inter-state purchase at a concessional rate of 2% by the issue and
utilisation of ‘Form C’ is still prevalent. It applies to certain non-GST goods such as:
i. Petroleum crude ii. High-speed diesel iii. Motor spirit (commonly known as petrol)
iv. Natural gas v. Aviation turbine fuel and vi. Alcoholic liquor for human consumption.

It applies to the following transactions only: i.Resale, ii.Use in manufacturing or processing,
iii. Use in certain sectors such as the telecommunication network, mining, the generation or
distribution of electricity or any other power sector.

How Has GST Helped in Price Reduction? During the pre-GST regime, every purchaser,
including the final consumer paid tax on tax. This condition of tax on tax is known as the
cascading effect of taxes.

GST has removed the cascading effect.
Tax is calculated only on the value-addition at each stage of the transfer of ownership.
Understand what the cascading effect is and how GST helps by watching this simple video:

The indirect tax system under GST will integrate the country with a uniform tax rate. It will
improve the collection of taxes as well as boost the development of the Indian economy by
removing the indirect tax barriers between states.

Illustration: Based on the above example of the biscuit manufacturer, let’s take some actual
figures to see what happens to the cost of goods and the taxes, by comparing the earlier GST
regimes.
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Tax calculations in earlier regime:

Action Cost (Rs) Tax rate at  Invoice Total (Rs)
10% (Rs)
Manufacturer 1,000 100 1,100
Warehouse adds a label and repacks at 1,400 140 1,540
Rs.300
Retailer advertises at Rs. 500 2,040 204 2,244
Total 1,800 444 2,244

The tax liability was passed on at every stage of the transaction, and the final liability comes
to a rest with the customer. This condition is known as the cascading effect of taxes, and the
value of the item keeps increasing every time this happens.

Tax calculations in current regime

Action Cost (Rs) Taxrate Tax liability to Invoice Total
at 10% be deposited (Rs)
(Rs) (Rs)

Manufacturer 1,000 100 100 1,100
Warehouse adds label and 1,300 130 30 1,430
repacks at Rs. 300

Retailer advertises at Rs. 1,800 180 50 1,980
500

Total 1,800 180 1,980

In the case of Goods and Services Tax, there is a way to claim the credit for tax paid in
acquiring input. The individual who has already paid a tax can claim credit for this tax when
he submits his GST returns. In the end, every time an individual is able to claims the input tax
credit, the sale price is reduced and the cost price for the buyer is reduced because of lower
tax liability. The final value of the biscuits is therefore reduced from Rs.2, 244 to Rs.1, 980,
thus reducing the tax burden on the final customer.

1.10. NEW COMPLIANCES UNDER GST

Apart from online filing of the GST returns, the GST regime has introduced several new
systems along with it.

i. E-Way Bills: GST introduced a centralized system of waybills by the introduction of “E-
way bills”. This system was launched on 1st April 2018 for inter-state movement of goods
and on 15th April 2018 for intra-state movement of goods in a staggered manner.

Under the e-way bill system, manufacturers, traders and transporters can generate e-way bills
for the goods transported from the place of its origin to its destination on a common portal
with ease. Tax authorities are also benefited as this system has reduced time at check -posts
and helps reduce tax evasion.
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ii. E-Invoicing: The e-invoicing system was made applicable from Ist October 2020 for
businesses with an annual aggregate turnover of more than Rs.500 crore in any preceding
financial years (from 2017-18). Further, from 1st January 2021, this system was extended to
those with an annual aggregate turnover of more than Rs.100 crore.

These businesses must obtain a unique invoice reference number for every business-to-
business invoice by uploading on the GSTN’s invoice registration portal. The portal verifies
the correctness and genuineness of the invoice. Thereafter, it authorises using the digital
signature along with a QR code.

e-Invoicing allows interoperability of invoices and helps reduce data entry errors. It is
designed to pass the invoice information directly from the IRP to the GST portal and the e-
way bill portal. It will, therefore, eliminate the requirement for manual data entry while filing
GSTR-1 and helps in the generation of e-way bills too.

1.11. SUMMARY

After studying this lesson student should be able to Know the concept of Goods and Services
Act (GST) like Definition &Objectives of GST Advantages & Critiques of GST. Understand
the Generation-Skipping Transfer Tax (GSTT), Further, it is focused on , GST vs GSTT,
Components of GST such as: CGST, SGST IGST and UTGST. Hence it is revealed about
GST in India as well as Tax Laws before GST.

1.12. TECHNICAL TERMS

GST: GST (Goods and Services Tax) is one indirect tax for the whole nation. It is the
resultant tax after subsuming major Central and State indirect taxes. GST is a destination
based tax levied on the consumption of goods and services across the nation, thus
rendering the country one unified common market.

GSTT: The generation-skipping transfer tax (GSTT) is a federal tax that results when there is
a transfer...The GSTT effectively closed the loophole that allowed wealthy
individuals to legally gift money and bequeath property to their grandchildren
without paying federal estate taxes.

SGST: SGST is one of the tax components of GST in India. SGST Act expands to State
Goods and Service Tax. It is one of the three categories under Goods and Service Tax
(CGST, IGST and SGST) with a concept of one tax one nation. SGST falls under
State Goods and Service Tax Act 2017. A simple understanding could be that, when
SGST is being introduced, the present state taxes of State Sales Tax, VAT, Luxury
Tax, Entertainment tax (unless it is levied by the local bodies), Taxes on lottery,
betting and gambling, Entry tax not in lieu of Octroi, State Cesses and Surcharges

in so far as they relate to supply of goods and services etc. are subsumed into one
tax in GST called State GST.

CGST: The Central Goods and Services Tax Act, 2017 Act No. 12 of 2017[12th April, 2017.]
An Act to make a provision for levy and collection of tax on intra-State supply of goods or
services or both by the Central Government and for matters connected ...IGST: IGST stands
for Integrated Goods and Services Tax. IGST is one of the three components of Goods and
Services Tax. IGS tax is levied when there is an inter-state transfer of goods and services.



Centre for Distance Education 1.16 Acharya Nagarjuna University|

1.13. SELF-ASSESSMENT QUESTIONS

. Discuss the importance of GST in India.

. Explain about different components of GST.

. What are the defects of GST in India?

. Define GST and explain the objectives of GST.
. What are the advantages and critiques of GST?
. “E-way bills”& e-Invoicing.

. GST vs GSTT
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1.14. SUGGESTED READINGS

1. Goods and Services Tax in India- Notifications on different dates

2. GST Bill 2012

3. The Central Goods and Services Tax Act, 2017, No.12 of 2017, Published by
Authority, Ministry of Law and Justice, New Delhi, 12 April, 2017

4. Background Material on Model GST Law, Sahitya Bhavan Publications, Hospital
Road, Agra-383 003

Dr. Krishna Banana



LESSON-2
AN OLD TAX SYSTEM & ITS DRAWBACKS

AIMS AND OBJECTIVES

After studying this lesson student should be able to:
» Know the concept of Old Tax System
» Understand the different types of Taxes in India
» Importance of GST in India

STRUCTURE

2.1. Introduction

2.2. Types of Taxes

2.3. Direct Taxes and Indirect Taxes in India
2.4. Different Types of Indirect Taxes in India
2.5. Features of Indirect Taxes

2.6. Benefits of Indirect tax

2.7. Disadvantages of Indirect Tax

2.8. Direct Tax Vs Indirect Tax

2. 9. Who is Eligible to Pay Indirect Tax?
2.10. GST as Indirect Tax

2.11. Advantages of GST in India

2.12. Disadvantages of GST in India

2.13. A Detailed Breakdown of the Procedure for Filing the Tax
2.14. Summary

2.15. Technical Terms

2.16. Self Assessment Questions

2.17. Suggested Readings

2.1. INTRODUCTION

a) Background of Taxation System in India: The taxation system in India traces its roots to
ancient texts like Manusmriti and Arthashastra. As prescribed by these texts, artisans,
farmers, and traders hundreds of years ago would pay taxes in the form of silver, gold and
agricultural produces. Taking clues from these texts and with some added tweaks, the basis
for the modern tax system in India was laid by the British when Sir James Wilson introduced
income tax in 1860. At the time of independence, the newly-formed Indian Government
cemented the system to catalyze the economic progress of the country and also to eradicate
income and wealth disparity.
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b) Meaning of Tax: Tax is a compulsory payment to be made by every resident of India. It
is a charge or burden laid upon persons or the property for the support of a Government.
Government decided the rates and the items on which tax will be charged, like income tax,
GST, etc Tax can be defined in very simple words as the government’s revenue or source of
income. The money collected under the taxation system is put into use for the country’s
development through several projects and schemes. > The Indian Constitution authorizes the
Central and the State Governments to levy taxes. > The Parliament passes laws to approve
taxes collected by the Central Government. In the case of the State Governments, the State
Legislature holds this power. > By the State Government: Also, the local governing and civic
bodies too have the right to levy certain taxes.

2.2. TYPES OF TAXES

There are four ways to classify different types of taxes in India: 1. Taxes Levied by the
Central Government and State Governments 2. On the Basis of Relationship between Tax
Base and Tax Rates 3. On the Basis of Method of Assessment 4. On the Basis of Incidence
and Impact of Taxes.

2.2. a. Taxes Levied by the Central Government and State Governments

By the Central Government: These include Income taxes, GST, Customs duties, Corporation
taxes, Excise duties, Estate duty and more

By the State Government: These include State GST, Excise on Liquor, VAT (value Added
Tax) on Petrol & Diesel, Tax on Agricultural Income, land revenues, tolls and more.

By the Local Civic Bodies: Municipal corporations and other local governing bodies collect
taxes like property taxes, Water Taxes, etc.

2.2. b. On the Basis of Relationship between Tax Base and Tax Rates: On this basis the
Taxes are classified into Four types, such as;

Proportional Tax: A proportional tax, also referred to as a flat tax, impacts low-, middle-,
and high-income earners relatively equally. They all pay the same tax rate, regardless of
income. Taxes which very in direct proportion to the change in Tax Bases. The Tax base
could be income, Value of Goods and Value of Wealth or Property. Example: Wealth Tax
and Sales Tax. > Progressive Taxes: A progressive tax has more of a financial impact on
higher-income individuals and businesses than on low-income earners. That means A
progressive tax imposes a greater percentage of taxation on higher income levels, operating
on the theory that high-income earners can afford to pay more. Example: Income Tax . On
the Basis of Relationship between Tax Base and Tax Rates.

Regressive Taxes: Low-income individuals pay a higher amount of their incomes in taxes
compared to high-income earners under a regressive tax system because the government
assesses tax as a percentage of the value of the asset that a taxpayer purchases or owns. This
type of tax has no correlation with an individual’s earnings or income level. Example: Taxes
on Goods & Services, Such as GST, Excise Duty, etc.

Digressive Taxes: A tax is called Digressive when the rate of progression in taxation does not
increase in the same proportion as the income increases. In this case, the rate of tax increases
up to certain limit, after that a uniform rate is charged and become constant.

2.2. ¢. On the Basis of Method of Assessment: On this basis, taxes are classified into two
types, Such as; > Specific Duty: Taxes levied according to some unit of a product is called as
Specific Duty. For example, Excise Duty on cigarettes are levied on the basis of length of the
cigarettes. > Ad-Valorem Tax: Taxes levied on the basis of value of the goods is called as
Ad-Valorem Duty. It is generally expressed in percentage form.
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2.2. d. On the Basis of Incidence and Impact of Taxes: Before discussion on the types of
taxes in this basis, you have to understand the meaning of two important terms, i.e.
‘Incidence’ and ‘Impact’ of Tax are as follows; Incidence of Tax: Incidence of Tax means the
first burden of tax. Incidence of tax falls on a person on whom the tax levied for the first
time. Incidence of tax can be shifted to another person. Impact of Tax: Impact of tax means
the ultimate/final burden of tax. Impact of tax falls on the person who ultimately bears the
burden of tax, i.e. the Consumer. On the basis of incidence and impact of tax, a tax can be
either, ‘Direct Tax’ or ‘Indirect Tax’ On the Basis of Incidence and Impact of Taxes

Direct Taxes: The individuals directly pay these taxes to the respective governments. In this
case the both Incidence and Impact will fall in a single person, i.e. an assesse. The most
notable examples include Income tax, Capital gains tax, Corporate tax, Wealth Tax and
Securities transaction tax.

Indirect Taxes: These taxes are not directly paid to the governments but are collected by the
intermediaries who sell or arrange products and services. In this case, the Incidence and
impact of taxes will fall on two different persons. GST (Goods and Service Tax), Service tax,
sales tax, octroi, customs duty, value-added tax, and excise duty, customs duty, are some of
the top examples

2.3. DIRECT TAXES AND INDIRECT TAXES IN INDIA

Tax is a mandatory fee imposed upon individuals or corporations by the Central and the State
Government to help build the economy of a country by meeting various public expenses.
Taxes are broadly divided into two categories- Direct and Indirect taxes. The taxes collected
by the Indian Government can be categorized into Direct and Indirect Taxes. Direct Taxes are
broadly the taxes which are levied on the Income, revenue or profits earned by an individual
or firm, for instance, Income tax, Surcharge, and Gift Tax. These are implemented and
governed by the Central Board of Direct Taxes (CBDT). Indirect tax is a type of tax that is
passed on to another individual or entity. Indirect taxes are generally levied on a
manufacturer or supplier who then passes that tax to the final consumer. Examples of indirect
taxes include sales tax, entertainment tax, excise duty, etc. These are levied on the sellers of
goods or the providers of service, where it is passed on to the end consumer in the form of
service tax, excise duty, entertainment tax, custom duty etc. One of the common examples of
an indirect tax is the excise tax imposed on alcohol.

2.3. a. Direct Taxes In India:

It is a tax levied directly on a taxpayer who pays it to the Government and cannot pass it on to
someone else. Some of the important direct taxes imposed in India are mentioned below:

i. Income Tax- It is imposed on an individual who falls under the different tax brackets based
on their earnings or revenue and they have to file an income tax return every year after which
they will either need to pay the tax or be eligible for a tax refund.

ii. Corporate tax- Companies incorporated or having operations in India have to pay tax to
the government. They need to pay tax on the profits earned from the business. Unlike, income
tax slab rates of individuals, the companies have to pay tax at flat rates prescribed by the
government.

iii. Securities Transaction Tax (STT)- STT is a tax levied while dealing with securities
listed on a recognised stock exchange. It is an amount that is levied over and above the trade
value, and hence, it increases the transaction value.

iv. Estate and Wealth taxes are now abolished.

Advantages of Direct Taxes: Direct taxes do have a certain advantage for a country’s social
and economic growth. To name a feW,
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I. It curbs inflation: The Government often increases the tax rate when there is a monetary
inflation which in turn reduces the demand for goods and services and as a result of
descending demand, the inflation is bound to condense.

ii. Social and economic balance: Based on every individual’s earnings and overall economic
situation, the Government has well-defined tax slabs and exemptions in place so that the
income inequalities can be balanced out.

Disadvantage of Direct Taxes Direct taxes come with a handful of disadvantages. But, the
very time-consuming procedures of filing tax returns is a taxing task itself.

2.3. b. Indirect Tax in India

Indirect tax is defined as the tax imposed by the government on a taxpayer for goods and
services rendered. Unlike direct taxes, indirect tax is not levied on the income, revenue or
profit of the taxpayer and can be passed on from one individual to another. Custom Duty is to
be paid by an importer or exporter for the goods imported or exported out of India. Excise
Duty is levied on goods which are manufactured in India. Till 30 June 2017, most of the
goods came under its net. Later, GST was introduced which subsumed Excise duty. But there
are some goods that still fall under the excise laws such as tobacco products, aviation turbine
fuel, natural gas, high-speed diesel and petroleum crude. Goods and Services Tax (GST)
refers to the tax on supply of goods or services that must be paid by individuals or businesses
who have a turnover more than the prescribed limit.

i. Indirect Tax: An indirect tax is collected by one entity in the supply chain, such as a
manufacturer or retailer, and paid to the government; however, the tax is passed onto the
consumer by the manufacturer or retailer as part of the purchase price of a good or service.
The consumer is ultimately paying the tax by paying more for the product.

ii. Understanding an Indirect Tax: Indirect taxes are defined by contrasting them
with direct taxes. Indirect taxes can be defined as taxation on an individual or entity, which
is ultimately paid for by another person. The body that collects the tax will then remit it to
the government. But in the case of direct taxes, the person immediately paying the tax is the
person that the government is seeking to tax. Excise duties on fuel, liquor, and cigarettes are
all considered examples of indirect taxes. By contrast, income tax is the clearest example of
a direct tax, since the person earning the income is the one immediately paying the tax.
Admission fees to a national park are another clear example of direct taxation. Some indirect
taxes are also referred to as consumption taxes, such as a value-added tax (VAT).

iii. Regressive Nature of an Indirect Tax: Indirect taxes are commonly used and imposed
by the government in order to generate revenue. They are essentially fees that are levied
equally upon taxpayers, no matter their income, so rich or poor, everyone has to pay them.
But many consider them to be regressive taxes as they can bear a heavy burden on people
with lower incomes who end up paying the same amount of tax as those who make a higher
income. For example, the import duty on a television from Japan will be the same amount,
no matter the income of the consumer purchasing the television.4 And because this levy has
nothing to do with a person's income, that means someone who earns $25,000 a year will
have to pay the same duty on the same television as someone who earns $150,000; clearly, a
bigger burden on the former. There are also concerns that indirect taxes can be used to
further a particular government policy by taxing certain industries and not others. For this
reason, some economists argue that indirect taxes lead to an inefficient marketplace and
alter market prices from their equilibrium price.

iv. Common Indirect Taxes: The most common example of an indirect tax is import duties.
The duty is paid by the importer of a good at the time it enters the country. If the importer
goes on to resell the good to a consumer, the cost of the duty, in effect, is hidden in the price
that the consumer pays. The consumer is likely to be unaware of this, but they will
nonetheless be indirectly paying the import duty. Essentially, any taxes or fees imposed by
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the government at the manufacturing or production level is an indirect tax. In recent years,
many countries have imposed fees on carbon emissions to manufacturers. These are indirect
taxes since their costs are passed along to consumers. Sales taxes can be direct or indirect. If
they are imposed only on the final supply to a consumer, they are direct. If they are imposed
as value-added taxes (VATS) along the production process, then they are indirect.

Indirect tax is the tax levied on a person upon consumption of goods and services. Indirect
tax is not directly levied on the income of a person. He needs to pay the tax in addition to the
actual price of goods or services purchased by the seller. Indirect is a tax that is passed on to
another person. Generally, indirect tax is levied on sellers who pass it on to the final
consumer. In indirect taxes, the person on which the burden falls and the person who pays the
tax are different. The sellers are required to pay these taxes to the government (e.g.,
manufacturers, retailers,). But since they sell goods to the consumers, they pass the burden of
paying the tax to you. Thus, when you purchase goods, you pay the amount inclusive of tax
to the seller. The seller then pays the tax to the government.

v. Indirect Tax Examples: Examples of indirect taxes are excise tax, VAT (Value added
tax), service tax, custom duty, sales tax, entertainment tax and Securities Transaction Tax.
[llustration Indirect tax: Suppose you go out for dinner. In the bill, you may see your total
amount plus the GST (Indirect tax). Let’s say the bill was Rs 2000 and the GST rate is 5%.
Then you will have to pay 2000+100=2100. This Rs 100 is the indirect tax that is passed on
to you by the service provider.

2.4. DIFFERENT TYPES OF INDIRECT TAXES IN INDIA

There are different types of indirect taxes in India. Listed below are some popular examples
of indirect taxes, explained in brief:

1. Service Tax: Service tax is applicable on the services provided by a company and paid by
the recipient of their services, collected by and deposited with the central government.

2. Value Added Tax: Value added Tax, popularly known as VAT, is levied on the sale of
movable goods or goods sold directly to the customers. VAT is exacted by the respective
state governments on intra-state sales.

3. Excise Duty: Excise duty is levied on the goods produced or manufactured in India, paid
by the manufacturers of different goods. Excise duty is often recovered from the customers.

4. Custom Duty: Custom duty is applicable on the goods which are imported into India from
other countries. In some cases, it is also levied on the goods being transported out of India.

5. Entertainment Tax:Entertainment tax is levied on all financial transactions related to
entertainment such as movie shows, amusement parks, video games, arcades, and sports
activities, and is charged by the respective state governments.

6. Stamp Duty: Stamp duty is levied on the transfer of immovable property located within
the state, and is charged by the State Government and may vary in rates. It is also applicable
on all legal documents.

7. Securities Transaction Tax: Securities Transaction Tax is levied at the time of trade of
securities through Indian Stock Exchange.

2.5. FEATURES OF INDIRECT TAXES
In India, there are many different Indirect Taxes which are applicable on different kinds of

goods, imports, manufacturing and services. Indirect Tax has some defining characteristics.
These are as follows:
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1. Charged on Commodities: Indirect taxes are charged on material things such as goods
and services. These are not levied on the income you earn.

2. Shifts the Burden of Tax: Sellers of the goods are required to pay the indirect taxes to the
government. But they transfer the liability to their consumers.

3. Tax Evasion: Indirect taxes are already included in the price of the commodities. Thus,
when you buy goods or a service, you automatically pay your share of the tax. This can thus
help to reduce tax evasion.

4. Paid by the Consumer: The liability of indirect tax is passed on by the sellers to the
consumers. This tax is thus charged at the point of sales and is paid by the customers.

5. Revenue for Government: Since this type of tax cannot be easily evaded and is applicable
on most of the commodities, it serves as a major revenue source for the govt. Its contribution
is higher than the direct tax.

6. Consumer is not Directly Affected: The main cause of direct tax evasion is that it is
charged on the income directly. Indirect taxes face no such problem as they are not directly
affected.

2.6. BENEFITS OF INDIRECT TAX

Indirect tax provides many benefits which are not available in the case of direct taxes.

1. Helps Maintain Equity: Indirect taxes are very equitable. The tax depends on the cost of
the goods. The higher the price of the goods the more can be the indirect taxes involved.
Thus, the people who can purchase high-priced goods pay higher indirect taxes.

2. Easy to Pay/Collect: Indirect taxes are easy to pay for both taxpayers and the authorities.
For the tax-payers: While making payment of direct taxes, you need to file an income tax
return statement, though it can be done by yourself, it generally requires a Chartered
Accountant. But in case of Indirect Taxes, there is no such need as it is paid when you
purchase a good.

For Authorities: It is easier to collect for the authorities. This is because the taxes are
collected in the shop, factories themselves.

3. Convenient: While calculating the income, there are 5 heads to go through. It should
include all the earnings you have made; this is the reason why people evade income tax. But
indirect taxes provide you convenience as these are collected on point of sales, i.e., when you
purchase.

4. Limit Harmful Consumption: Commodities that are harmful to our health such as
tobacco, wine, etc include the highest indirect tax. This makes them highly expensive. The
high cost of goods helps limit their consumption.

5. Has a Broader Scope: Indirect taxes are levied on a range of products and services. It is
not the case that some brands incur taxes and some don’t. Also, unlike direct taxes, where it
is a one-time payment that is high, indirect taxes are paid as and when you purchase and are
much smaller in amount.

2.7. DISADVANTAGES OF INDIRECT TAX

Despite having many advantages, Indirect taxes have some limitations also. It has the
following disadvantages of Indirect Taxes.

1. Can be Regressive: Regression is a state which pushes a country backward. Indirect taxes
are regressive as they are the same for the commodities. Thus, it doesn’t matter you are rich
or poor, you pay the same tax. Thus, if you have a lower income, a larger proportion will go
towards indirect tax, making your income even lesser.
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2. Can be Inflationary: If the indirect taxes are increased by the government, the sellers will
add higher charges to their products, this will increase the prices of goods. Thus, it can lead to
inflation.

3. Discourage Industries: Indirect taxes when are levied on the raw materials, will make
them costly, this can discourage the industry owners to make the product. This can also affect
the competitiveness of the market.

4. Unpredictable Revenue: The indirect tax collection is not fixed. It depends on the
purchase of goods and services. Thus the government cannot be certain of how much revenue
will come through the indirect tax.

2.8. DIRECT TAX VS INDIRECT TAX

1. Meaning: Direct Taxes are the taxes in which the incidence and impact falls on the same
person/assesse Indirect Taxes are such type of taxes where incidence and impact fall on two
different persons.

2. Nature of tax: Direct Tax is progressive in nature. Indirect Taxes are regressive in nature.
3. Taxable Event: Taxable Income / Taxable Wealth of the Assessees. Purchase / Sale /
Manufacture of goods and /or rendering of services.

4. Levy & Collection: Levied and collected from the Assessee. Levied & collected from the
consumer but paid / deposited to the Exchequer by the Assessee / Dealer.

5. Shifting of Burden: Tax Burden is directly borne by the Assessee. Hence, the burden
cannot be shifted. Tax burden is shifted to the subsequent / ultimate user.

6. Tax Collection: Tax is collected after the income for a year is earned or valuation of
assets is determined on the valuation date. At the time of sale or purchases or rendering of
services.

7. Tax Evasion: Comparatively more because of presence of Unorganised sector.
Comparatively less because of presence of organised sector.

8. Administered by: Direct Tax is administered by Central Board of Direct Taxes (CBDT)
Indirect Tax is administered by Central Board of Indirect Tax & Customs (CBIC). It is
formerly known as Central Board of Excise & Customs (CBEC).

2.9. WHO IS ELIGIBLE TO PAY INDIRECT TAX?

The inception of Goods & Services Tax (GST) has consumed almost all the indirect taxes
prevailing in India before this. Let us take a look at the parties who are eligible to pay GST.

1. Goods & Services Tax (GST): It stands for Goods and Services Tax. It came into action
on 1st July 2017 and has been used since. In India, there is a slab system under which several
rates of GST are there. Each commodity can be put in a specific slab. GST is levied on the
supply of the goods. If you buy a product, then you have to pay GST based on the slab rate
the product falls in. If you run a business and your turnover exceeds Rs 20 lakhs per year,
then also you are eligible to pay GST. Though GST has replaced all the previous taxes, there
are still some taxes prevailing. There are some taxes that are still active. Each of these taxes
is required to be paid by different parties.

2. Customs Duty Tax: If you are involved in international trading then you are eligible to
pay customs duty. This is a tax that is charged on the goods that need to be transported
outside of your country.

3. Excise Duty: Though GST has replaced this tax, but there are still some commodities that
are charged with excise duty. These commodities are Liquor, petroleum, fuel, etc. Excise is
levied at the time when the goods are removed from the warehouse.
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2.10. GST AS INDIRECT TAX

As there are many different types of indirect taxes levied on the expense incurred by a buyer,
the government has made an effort to simplify the taxing process and merged all these
indirect taxes into a common indirect tax called the Goods and Service Tax (GST). Merging
of all these taxes has reduced the hassles of compliances associated with all these indirect
taxes, improving tax governance in the country. Introduced in 2017, the GST has eliminated
the cascading effect of multiple taxes. With the implementation of GST, we have already
witnessed a number of positive changes in the fiscal domain of India. The various taxes that
were mandatory earlier are now obsolete, thanks to this new reformed indirect tax. Not just
that, GST is making sure the slogan “One Nation, One Tax, One Market” becomes the reality
of our country and not just a dream. That said, with the dawning of the ‘Goods & Services
Tax (GST), the biggest relief so far is clearly the elimination of the ‘cascading effect of tax’
or the ‘tax on tax’ quandary. Cascading effect of tax is a situation wherein the end-consumer
of any goods or service has to bear the burden of the tax to be paid on the previously
calculated tax and as a result would suffer an increased or inflated price. Under the GST
regime, however, the customer is exempted from the tax they would otherwise pay as a result
of the cascading effect.

2.10.1. GST Benefits: The implementation of GST in India has helped businesses and
industry in a very positive way. The benefits of GST in India have been experienced by
many. The companies that have a turnover of up to I75 lakh can benefit from the various
composition schemes provided under the GST act. They now need to pay only 1% of their
turnover. Hence, the taxation process has been simplified for them. GST has helped decrease
corruption and regulates the businesses that deal in sales without receipts. GST has also
helped decrease taxes on certain products like cars and smartphones, ranging from 2% to
7.5%.

2.10.2. Advantages and Disadvantages of GST in India: When the Goods and Service Tax
Act was initially introduced in the country, it was hailed as the greatest tax reform. The aim
of the GST (Goods and Service Tax) act is to decrease the quantity of indirect taxes and to
unify the Indian market. Following the implementation, the Government has received
numerous feedback about the advantages and disadvantages of GST. Regardless, the
taxpayers can make an informed decision whether the new regime is beneficial or not by
weighing the advantages and disadvantages of GST in depth.

2.11. ADVANTAGES OF GST IN INDIA

The following points explain the advantages of GST: Here are some of the advantages of
GST: Removal of the cascading effect of tax (tax on tax effect)- Lower cost of compliance-
Simplified online process for GST- Improves efficiency in logistics- Regulation of the
unorganized sector- Composition scheme for small businesses- Allows a higher number for
registration.

i. GST Put an End to the Cascading Effect of Tax: GST is an all-inclusive indirect tax that
was introduced with the vision of bringing all the indirect taxes under one umbrella. As a
result, this helped in eliminating the cascading effect that was prevalent in the previous tax
structure. Let’s take a look at the below example to better understand what cascading effect is
and how the GST helped change it:

ii. Previous Tax Regime: Let’s assume that a supplier is offering his services for Rs. 50,000
and is charging a service tax of 15% (50,000 x 15% = Rs. 7500). Now say, he also buys
supplies for his office for Rs. 20,000 and pays 5% as VAT (20,000 x 5% = 1000). This means


https://cleartax.in/s/gst-law-goods-and-services-tax
https://cleartax.in/s/gst-law-goods-and-services-tax
https://www.squareyards.com/blog/gst-gstart

IGoods & Services Tax-| 2.9 An Old Tax System. |

that the supplier had to pay an output service tax of Rs. 7500 and did not receive a deduction
of the VAT that he paid. This brings his total outflow to Rs. 8500.

iii. Under GST Regime: This is what the suppliers will look under the new GST regime:
GST of service of Rs. 50,000 at 18% Rs. 9,000 (-) GST paid on office supplies at 5% Rs.
1,000 Net amount to be paid as GST Rs. 8,000

iv. Lesser Compliance to be Followed: Before the GST act was implemented in 2017, we
had several different indirect taxes. Naturally, there were various compliance rules associated
with each of these taxes which made things complicated. Since the implementation of the
new tax regime, there is only a single unified return to be filed by the taxpayers. The GST has
around 11 returns, only 4 of which are basic taxes that apply to all the registered taxpayers
regardless of their business type. For ease of filing these returns, only the main GSTR-1 is
manually populated while GSTR-2 and GSTR-3 are automatically populated.

v. Greater Threshold for Registration: During the VAT structure, a business having an
annual average turnover of more than Rs. 5 lakh was liable to be taxed. The thing to note here
is that this limit varies in different states of the country. Further, business entities with
turnover less than Rs. 10 lakh were exempt from paying service tax. Under the GST tax
structure, this threshold has been raised to Rs. 20 lakh, which eases the pressure from many
small businesses.

vi. Improved Efficiency of Logistics: Under the GST Act, the restrictions on inter-state
movement of goods have been vastly reduced. Prior to this, the logistics industry was having
to maintain multiple warehouses across states in order to avoid the related state entry taxes
and CST. Further, companies were forced to operate these warehouses below their capacity,
which led to an increase in operating costs. The implementation of GST meant that the
restriction on inter-state movement of goods has been relaxed. As a result of these changes,
companies and warehouse operators are now encouraged to set up warehouses in more
strategic locations rather than every other city on their usual delivery route. This has greatly
reduced unnecessary logistics costs and in improving the profit of businesses involved in the
supply of goods.

vii. Easy Online Procedure: With the advent of modern technology, everything has gone
online. The online world has made things easier for all of us. GST has also followed these
tracks and has a dedicated online portal. The entire process of registration to filing returns can
be done online in a very convenient way. This has greatly benefited start-ups as they do not
need to go from one place to another to get various registrations such as VAT, service tax,
and excise.

Growth in India’s GDP: It is believed that the implementation of GST would lead to an
increase in the GDP of the country. A positive impact has been seen on the GDP.

Another additional advantage of GST is that it would decrease the plausibility of tax evasion
in the country.

2.12. DISADVANTAGES OF GST IN INDIA

The following are some of the drawbacks of the GST Act:

i. Increased Software Costs:\ Before the GST regime, most businesses in India used a
simple ERP or accounting software to handle their daily operations. These software and
solutions were formulated in accordance with the then-existing tax laws and structures. With
the implementation of GST, businesses are now required to upgrade to more expensive GST -
compliant software or specialized GST software. This means an increase in operational costs
in the form of software purchases and the associated training to employees.

ii. Increased Tax Burden on SMEs: One of the main disadvantages of GST s that it has
increased the tax liabilities on small to medium-sized businesses. This is so because, under
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the previous tax regime, excise had to be paid by businesses having an annual turnover of
more than Rs. 1.5 crores. However, under the new tax structure, any business with an
aggregate annual turnover of more than Rs. 20 lakh is liable to be taxed. However, this tax
structure offers a composition scheme for SMEs that have a turnover of less than Rs. 1 crore.
Under this scheme, SMEs are obligated to pay only 1% of their annual turnover. However, if
a business decides to use this composition benefit, it cannot claim the input tax credit.

iii. Difficult Migration to Online Filing System: Since the new tax structure came into
effect, almost every aspect of the tax is handled online- from registration to submitting tax
returns. With the advent of modern-day technology, the adoption of digital solutions by
businesses is gradually increasing. However, little space is dedicated to such solutions for
small businesses. Although the online system introduced by the government is very
convenient for business owners, it still has a steep learning curve that can prove to be
challenging for small businesses.

iv. Compliance Burden: Under the new taxation system, companies now have to register
with GST in all the states that they operate in. As a part of the registration process, businesses
must issue GST-compliant invoices, maintain electronic records, and file returns. The cost of
all these services has massively increased the burden on the small and medium businesses in
the country. Further, several businesses find it difficult to adapt to GST because the
infrastructure of all Indian states is not ready to implement e-governance.

v. Loss in the real estate sector: There has been a major impact on the real estate market
due to the implementation of the GST. It has led to an 8% increase in the price of the real
estate sector. This has led to a 12% decrease in the demand for properties. But it might also
be a short-term trend and might not last forever.

vi. In a nutshell: In conclusion, we would like to say that change is slow, always has, and
always will be. The government is actively trying to tackle all the drawbacks that they have
faced with the GST. It is important to note that all the global economies that have
implemented the GST before us have also faced similar starting troubles. These economies
have also found a way to overcome the hurdles to enjoy the advantages of GST.

2.13. ADETAILED BREAKDOWN OF THE PROCEDURE FOR FILING THE TAX
GST is imposed at every point of supply. Also, State GST and Central GST are applicable
when intra-state sales take place. However, in the case of inter-state sales, an Integrated GST
is applicable. Since its implementation, GST has been able to remove the ‘cascading effect or
the 'tax on tax' dilemma in the country. With the elimination of the tax on tax quandary, the
markets have witnessed a considerable drop in prices. Also, with GST being more of a
technology-driven process, the need for a physical interface has been brought down
considerably. An online GST portal which allows registration, GST return filing, application
for refund ensure a smooth and transparent GST filing process. It is a tax levied by the
Government on goods and services and not on the income, profit or revenue of an individual
and it can be shifted from one taxpayer to another. Earlier, an indirect tax meant paying more
than the actual price of a product bought or a service acquired. And there was a myriad of
indirect taxes imposed on taxpayers. Goods and Service Tax (GST), Customs Duty- , Central
Excise Duty, Service Tax, Sales Tax, Value Added Tax (VAT).

2.14. SUMMARY

After studying this lesson student should be able to Know the concept of Old Tax System
Understand the different types of Taxes in India and Importance of GST in India such as:
Introduction is covered meaning of Tax and Different Types of Taxes in India. Further it is
emphasised on Direct Taxes vs Indirect Taxes. It is also revealed that different types of
indirect taxes, Features of Indirect Taxes and Importance of GST in India. This lesson is
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almost emphasized on the drawbacks of old tax system in India. Earlier, an indirect tax meant
paying more than the actual price of a product bought or a service acquired. And there was a
myriad of indirect taxes imposed on taxpayers. Goods and Service Tax (GST) is one of the
existing indirect tax levied in India. It has subsumed many indirect tax laws. Let’s discuss a
few indirect taxes that were earlier imposed in India: Customs Duty- It is an Import duty
levied on goods coming from outside the country, ultimately paid for by consumers and
retailers in India. Central Excise Duty, Service Tax, Sales Tax, Value Added Tax (VAT).

2.15. TECHNICAL TERMS

Direct Taxes: Direct taxes refer to taxes that are filed and paid by an individual directly to the
government. Indirect taxes, on the other hand, are taxes that can be transferred to
another entity. Therefore, the burden of paying them can be put on another
person’s shoulders. Direct taxes can be evaded in the absence of proper collection
administration. Indirect taxes: An indirect tax is collected by one entity in the supply chain,
such as a manufacturer or retailer, and paid to the government; however, the tax is passed
onto the consumer by the manufacturer or retailer as part of the purchase price of a
good or service. The consumer is ultimately paying the tax by paying more for the
product. Indirect taxes cannot be escaped from because these are charged
automatically on goods and services.

Customs Duty- It is an Import duty levied on goods coming from outside the country,
ultimately paid for by consumers and retailers in India. Central Excise Duty— This tax was
payable by the manufacturers who would then shift the tax burden to retailers and
wholesalers.

Service Tax— It was imposed on the gross or aggregate amount charged by the service
provider on the recipient. Sales Tax— This tax was paid by the retailer, who would then shifts
the tax burden to customers by charging sales tax on goods and service. Value Added Tax
(VAT) — It was collected on the value of goods or services that were added at
each stage of their manufacture or distribution and then finally passed on to the
customer.

2.16. SELF ASSESSMENT QUESTIONS

What is the meaning of Tax

Explain the Different Types of Taxes in India.

Distinguished between Direct taxes and Indirect Taxes.

What are the the drawbacks of old tax system in India.

What are the Features of Indirect Taxes and also reveals the merits and
demerits of Indirect Taxes

6. What is the Importance of GST in India.

AR

2.17. SUGGESTED READINGS

=

Goods and Services Tax in India- Notifications on different dates

GST Bill 2012

3. The Central Goods and Services Tax Act, 2017, No.12 of 2017, Published by
Authority, Ministry of Law and Justice, New Delhi, 12 April, 2017

4. Background Material on Model GST Law, Sahitya Bhavan Publications, Hospital

Road, Agra-383 003
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LESSON-3
TAX REFORMS & CONSTITUTIONAL
AMENDMENTS

AIMS AND OBJECTIVES

After studying this lesson student should be able to:

>

Y YV V

Know the concept of Tax reform and Types of Tax Reforms
Explain the Objectives of Tax reform

Understand the various tax avoidance strategies

Importance of Constitutional Amendments

STRUCTURE

3.1.

Introduction

3.2. Objectives of Tax Reform
3.3. Types of Tax Reforms

3.4.

Effects of Tax Reforms

3.5. Tax Reform in India: Achievements and Challenges
3.6. Tax Avoidance

3.7.

Methods/Various Tax avoidance Strategies

3.8. Tax planning

3.9. Types of Tax Planning

3.10. Tax Evasion

3.11. Amendment of Indian Constitution for GST
3.12. Kelkar Committee on Tax Reforms

3. 13. Summary

3.14. Technical Terms

3.15. Self Assessment Questions

3.16. Suggested Readings

3.1. INTRODUCTION

Tax reform: Tax reform, as the name suggests, is a kind of reform made in the tax system of
a nation that can help the government of the same in minimizing the chances of tax
evasion and avoidance. It brings sustainability in the revenue levels, addresses issues and
conflicts concerning inequality employing behavior change and redistribution, and also aids
in the development of a nation. Tax reform is a policy implementation by the government
through which few alterations are made into the tax system in order to overcome the
loopholes and enhance the effectiveness of the tax administration in the country in order to

generate higher revenues from taxes as compared to the overall spending.
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a) Purpose: Tax reform is introduced for multiple purposes. The first and foremost purpose
IS to minimize the slightest of probabilities of avoidance and evasion of the tax from the
economy. Another purpose is to induce a higher rate of sustainability in the revenue levels
and directing the public investments into desired avenues by means of providing tax
deductions, tax breaks, and tax exemptions. The ultimate purpose is to enhance the overall
functioning of the tax system and bring economic growth in the country.

3.2. OBJECTIVES OF TAX REFORMS

Tax reform is introduced to fulfill multiple objectives. It aims at improving the efficiency of
the tax administration and allowing it to become more systematic by:

i) Decreasing the marginal tax rates.

i) Lowering the tax implication of savings and investment;

iii) Lowering the occurrence and probabilities of tax avoidance and tax evasion;

iv) Lowering the total number of tax defaulters;

v) Improving economic decision-making;

vi) Lowering the cost involved and time required to organize, plan and implement the

change in the tax system;
vii) Uniform treatment in the case of industries, investments, and properties.

Tax Reform
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Need for Tax reform: There has always been an undying need for the changes in the tax
system. The collection of taxes is necessary for funding the services that are arranged and
provided by the government of a country. The tax system must be efficient enough for the
collection of a sufficient amount of revenues and boosting the economic growth of a country.
No matter how systematic the tax system of a country is, the taxpayers will find a way by
identifying and taking advantage of the loopholes in the system and avoiding/ evading taxes.
As a result of this, the need has risen and ensures that the tax administration of a nation is
totally organized.

3.3. TYPES OF TAX REFORMS

Basically three different types include:

Other Tax
= Reform
Corporate Proposals
Income
e Tax Reformm

Individual
Income Tax
Reform
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3.3.1. Individual Income Tax Reformcan be learned as a strategy that is used for
eliminating the income expenditures and payroll taxes incurred by an individual.

3.3.2. Corporate Income Tax Reform can be learned as a strategy that is used for
administering the corporate income taxes and avoid distortions that take place on account of
special provisions and also boosts the economic growth and development of an economy.

3.3.3. Other Reform Proposals are used to create and introduce new types of taxes in the tax
system for replacing or supplementing the current taxes.

Example: The introduction of Carbon taxes is one of the prominent examples of tax reform.
Some of the people suggest that with the introduction of the carbon taxes in any economy, to
two goals can be achieved that includes firstly the raising of the revenue of the government as
the person who uses the carbon content of the fuel will have to pay the taxes to the
government of the country, and another goal is discouraging the use of the carbon-intense
energy as with this government is ultimately trying to reduce the negative effect of carbon
content in the environment thereby creating positive environmental effects.

3.4. EFFECTS OF TAX REFORMS

The effects of such reform may not be the same for all taxpayers and economies too. On the
one hand, It might enhance the functioning of the tax system while, on the other hand, it
paves ways for political pressures that are short term in nature. These reforms have somehow
contributed to the creation of certain tax incentives that has ultimately led to the distortion in
the economy and have even marginalized not just the efficiency of the tax system but has also
allowed it to become more fair and transparent as compared to what it used to be earlier.

3.4.1. Benefits:
i) Reduces marginal tax rates;
i) Ensures that there is the same treatment for all, whether it’s a property, industry,
or an investment.
iii) Tax reform ensures that the rate of tax evasion and avoidance gets lowered.

iv) It ensures that the tax structure gets fully organized.
V) It simplifies tax laws and encourages compliance.
Vi) It widens the tax base and reduces per capita tax by dividing the tax burden by

bringing more and more taxpayers under the umbrella.
3.4.2. Limitations:

) Ignores the fact that it is the impact of the overall tax administration that is
important and not just individual taxes.

i) It makes the tax system more complicated.

iii) It ignores the fact that the slightest change in the tax system can have a huge

impact on the masses.
3.5. TAX REFORM IN INDIA: ACHIEVEMENTS AND CHALLENGES

There have been major changes in tax systems in several countries over the last two decades
for a variety of reasons. The objective of this paper is to analyse the evolution of the tax
system in India since the early 1990s.The paper describes and assesses the introduction of
new forms of direct and indirect taxes, their revenue and equity implications and the
successes achieved in their implementation. The paper concludes that after eight years of
reform improving the tax system remains a major challenge in India. There have been major
changes in tax systems of countries with a wide variety of economic systems and levels of
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development during the last two decades. The motivation for these reforms has varied from
one country to another and the thrust of reforms has differed from time to time depending on
the development strategy and philosophy of the times. In many developing countries, the
immediate reason fortax reforms, has been the need to enhance revenues to meet impending
fiscal crises.

As Bird (1993) states, “...fiscal crisis has been proven to be the mother of tax reform” .Such
reforms, however, are often ad hoc and are done to meet immediate exigencies of revenue. In
most cases, such reforms are not in the nature of systemic improvements to enhance the long
run productivity of the tax system. One of the most important reasons for recent tax reforms
in many developing and transitional economies has been to evolve a tax system to meet the
requirements of international competition (Rao 1992).

The transition from a predominantly centrally planned development strategy to market based
resource allocation has changed theperspective of the role of the state in development. The
transition from a public sector based, heavy industry dominated, import substituting
industrialization strategy to one of allocating resources according to market signals has
necessitated systemic changes in the tax system. In an export-led open economy, the tax
system should not only raise the necessary revenues to provide the social and physical
infrastructure but also minimize distortions. Thus, the tax system has to adjust to the
requirements of a market economy to ensure international competitiveness.* Director,
Institute for Social and Economic Change, Bangalore, India.

3.6. TAX AVOIDANCE
Meaning: Tax avoidance is the process of reducing the tax payable, given the deductions
applicable to taxpayers. It helps reduce the tax burden of individuals and businesses,

including major corporates. Avoiding taxes is a legal way of decreasing the tax liabilities of a
citizen or business unit in an economy.

What Is Tax Avoidance?
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Tax avoidance is different from tax evasion, which involves illegal ways of getting rid of the
tax responsibilities or conducting tax frauds. Though it is completely ethical to keep the taxes
as minimum as possible using this avoidance process, it is still not recommended as it
increases the tax burden for everyone else in the nation.
e Tax avoidance reduces the tax amount through deductions and tax credits as
applicable to individual taxpayers.
e Some avoidance methods include spending on investments, claiming deductions and
tax credits, starting a business, etc.
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o When one person avoids tax, it automatically increases the tax burden for the rest of
the population.

e It is an ethical and legal way of minimizing the tax burden, unlike tax evasion,
involving the false representation of data for evading taxes.

3.6.1. How does Tax Avoidance Work?

Tax avoidance helps individuals and entities adopt legal ways of avoiding their tax liabilities.
This is achieved through deductions and credits that an economy allows to the tax payers. In
addition, individuals can prevent tax loads by making tax-advantaged investments, including
401(k)s and Individual Retirement Accounts (IRAS).

Every country has a specific tax law to determine the legal ways of tax avoidance. Depending
on those provisions, the individuals and businesses decide how to lower their tax liabilities.
The motive behind introducing the tax avoidance schemesis to encourage people’s
expenditure on different savings and other charitable initiatives, which people ignore most of
the time.

In the attempt to pay less income tax, the individuals and entities try spending more amount
into the savings schemes, deducting a portion of their taxable amount to a significant limit.
The process is a legitimate way of reducing the tax burden, but it leads to reduced revenue
collection for the governments of respective nations. As a result, the tax authorities have to
impose extra tax liabilities on the rest of the population to compensate for the losses.

Though it is necessary for taxpaying individuals and businesses to adopt these legal means of
avoiding taxes, some might take unfair advantage of it by implementing new ways of
avoiding tax liabilities with respect to the legal limits.

3.7. METHODS / VARIOUS TAX AVOIDANCE STRATEGIES

There are various tax avoidance strategies to ensure taxpayers save on their income taxes
and make their tax planning accordingly. Some of them have been listed below:

i. Savings: Spending on employer-sponsored savings schemes keeps individuals open to tax
deductions. For example, IRAs help employees save a portion of their gross income to ensure
a happy retirement life and let them enjoy significant tax benefits. For example, US citizens
can contribute up to $ 19,000 to a 401(k) scheme if they are below 50 and up to $25,000 if
they are 50 and above.

ii. Deductions: The expenses that remain non-reimbursed could be filed and claimed under
the annual tax return. However, this applies to only a specific set of workplace expenses,
which are a must for employees to keep performing. Some such expenses include union dues,
tools, personal conveyances, etc.

iii. Investments: The governments allow deductions for investment in certain funds. For
example, the mortgage payments are subject to offering tax benefits to the concerned
investors. So, taxpayers must ensure making an investment that helps them enjoy some tax
deductions. Home equity comes with tax-deductible interest. Individuals are allowed an
amount to a limit, depending on their income, which could be used for annual deduction.

iv. Startup: One of the most efficient tax avoidance methods is to have a startup, as
business expenses tend to offer huge tax benefits to individuals. This is because the tax
authorities allow all the business-related expenses for tax deductions. However, no personal
expenses are included.

v. Health Scheme: Expenditures made for paying health, medical, and dental premiums offer
tax-deductible advantages to the insurance holders and their dependents. The Health Savings
Account (HSA) is a plan that allows individuals to enjoy major tax benefits. One can make
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payments for health and medical expenses using the insurance coverage and add it to the tax
deduction list.

vi. Tax Credit: The tax authorities let taxpayers claim for tax credits, which sometimes
equate to a zero tax liability. This makes tax credit one of the best tax avoidance types for
individuals and businesses. The Internal Revenue Service (IRS) has introduced multiple tax
credits for taxpayers to claim. Some of these include the Earned Income Tax Credit, Advance
Child Tax Credit, Energy Tax Incentives, Tax Relief in Disaster Situations, Federal Tax
Deductions for Charitable Donations, etc.

3.8. TAX PLANNING

Tax planning or analysis is a lawful method to reduce tax liabilities over a calendar year by
capitalizing on tax deductions, benefits, and exemptions. It assists the taxpayers in obtaining
commercial security and retirement savings with the decreased fiscal burden. Nevertheless,
tax planning for individuals does not include tax avoidance or tax evasion. You are free to
use this image on your website, templates, etc., This certainly aids in the proper usage of full
benefit via all favorable tax law provisions. Moreover, it has three types, i.e., purposive,
permissive, and short and long-range tax analysis.

3.8.1. Meaning: Tax planning is a legal approach to lowering the tax burden through tax
benefits, deductions, and exemptions. It has three types, i.e., permissive, purposive, and short
and long-range. It assists the taxpayers in obtaining tax efficiency by adequately planning
their expenses and accumulating retirement savings. The tax analysis strategies incorporate
broadening the outlook, making annual affordable commitments, and evaluating post-tax
returns. The objectives of tax analysis are decreased litigation, financial stability, economic
expansion, lesser total tax burden, and profitable investment.

3.8.2. Tax Planning Explained: TTax planning implies evaluating the taxpayer’s financial
condition and conceiving approaches to surge tax efficiency ethically, both in corporate and
non-commercial industries. This certainly helps them plan their capital budget and
expenditures better.
It is completely legitimate if tax planning for retirement is executed according to the
regulatory framework and also helps save one’s inheritance. Nonetheless, utilizing
questionable strategies like tax evasion is strongly discouraged and is liable to litigation. It
has two major categories, namely, Corporate and Inheritance tax analysis.
Here, corporate tax planning refers to the cutback of the tax burden on a registered firm
through employee health insurance, business transport, retirement planning, office expenses,
etc. Contrastingly, Inheritance tax planning implicates the procedure of passing on the
earnings of an estate to the selected beneficiary.
Corporate tax planning aids in decreasing direct and indirect tax liabilities during inflation.
Conversely, inheritance tax planning lets the individuals draft a tax-efficient will so that the
heirs can live a stress-free life.
Simply put, adequate corporate or uncommercial tax planning for individuals is an outcome
of:

i. Attentiveness concerning court judgments and relevant tax laws

ii. Reporting of accurate details to pertinent IT divisions

iii. Flexible analysis to include potential forthcoming changes

iv. Incorporation of legalized tactics and not tax avoidance or evasion.
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3.9. TYPES OF TAX PLANNING

To clarify, there are three types of tax planning for individuals:

I. Purposive: It indicates the planning of taxes with a specific aim.

ii. Permissive: This type of tax analysis is performed as per the regulations of the nation’s
taxation laws.

iii. Long-Range And Short-Range: Here, long and short-range tax planning for retirement is
conceptualized at the beginning and end of a financial year, respectively.

You are free to use this image on your website, templates, etc., Please provide us with an
attribution link

3.9.1. Tax Planning Strategies: Now, let’s explore a few smart tax analysis strategies:

1. Make Inexpensive Yearly Commitments: As lucrative as it may sound, every insurance
scheme is not worth the investment. Hence, taxpayers must only put their finances into a
product or service that is both cheap and profitable in the long run. They must check their
available funds to examine their affordability to retain the investment.

2. Analyze Post Tax Returns: While evaluating the tax returns, taxpayers must not let the
profitable-yet-suspicious policies distract them. Please note that comprehending tax
implications is of paramount importance. Rather, they must check out products with tax-free
profits like Public Provident Fund (PPF) and Mutual funds.

3. Broaden The Outlook: Taxpayers must channel their annual returns into policies with long-
term benefits. For instance, investing in long-term debt instruments assists them in leveraging
the offered withdrawal alternatives. Then, they may reinvest the collected maximum tax-free
capital amount in a financial vehicle like Equity Linked Savings Scheme (ELSS).

3.9.2. Tax Planning Objectives: Generally, the primary goals of tax analysis are: You are
free to use this image on your website, templates, etc., please provide us with an attribution
link

#1-Financial Soundness: Please note that the superior tax analysis of an entity is the
ultimate testament to its monetary stability and accounting profits.

#2-Decreased Litigation: Appropriate tax analysis certainly assists avoid the usual
disagreement between the taxpayers and tax collectors.

#3—-Minimal Gross Tax Burden: Tax analysis undoubtedly lets the taxpayers exploit the
available tax benefits, exemptions, and deductions. In addition, it helps arrange the taxpayers’
commercial operations as per their tax decisions. As a result, it saves the maximum capital
amount from being included in the tax liabilities.

#4—Economic Expansion: The growth of a nation is directly related to the development of its
citizens. As tax analysis facilitates the flow of white money, it certainly boosts the country’s
fiscal standing.

#5-Profitable Investment: The more the taxpayers save on their tax liabilities, the more they
can devote it to a profitable channel. That is to say, an entity with quality tax analysis can
direct its earnings into productive investments or dividends. Consequently, this assists in
smart investments with optimum utilization of the available resources.

Examples: For better understanding, here are some examples.

Example 1: Davina is the owner of a multinational toy manufacturing firm. First, she
assesses the taxable aspects of her annual income ($20000) and computes the payable tax
amount. Then, she invests in financial instruments with maximum tax benefits. She invests in
PPFs, mutual funds, ELSS, and many other debt funds. Consequently, these investments
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lower her taxable pay amount by 40% ($8000). So, her tax liability over a fiscal year is now
worth $12000.

Example 2: Proactive tax analysis certainly assists small enterprise owners in decreasing
their tax liabilities. So here lies a few tax deductions to save the maximum amount of money-
Health insurance premiums- Retirement plan contributions- Professional and legal
services-  Business marketing-  Insurance premiums related to the business-  Business-
related automobile expenditures-  Home office discounts-  Taxes and licensing for the
business- Office supplies- Self-employment tax- Cell phone

Example 3: Let us consider the following tax avoidance examples to understand the
concept and the process better: Sarah had an average gross income and is left with a service
tenure of 10 years. Hence, she decides to save for her retirement in the Saver’s Credit
account. Thus, she starts saving $1000 in the account for a financially stable retirement
phase. This makes her eligible for a tax credit of up to half the contribution she made for the
plan.

Example 4: Mr. X, Y & Z have the same gross income, but they pay different amounts of
tax, and their take-home salaries also differ. The reason is the difference between their
contributions to various accounts.

Particulars Mr. X Mr. Y Mr. Z
A Gross Income 570,000 570,000 570,000
B Social Security S6,000 $12,000 $18,000
C Medicare S7,000 S7,000 S7,000
D State Tax 5320 5320 5320
E FICA 54,500 54,500 54,500
F =aA -(B+C+D+E) Taxable Income 552,180 546,180 540,180
G =F*22% Federal Tax 511,480 $10,160 S8,840
H=F-G Take Home Salary 540,700 536,020 531,240

The table above shows that Mr. Y’s take-home salary is reduced by $(40700-36020) = $4680
as he increases his contribution to the retirement funds by $6000. On the other hand, the take-
home salary of Mr. X is more, but his retirement fund contribution is less, which would mean
a lesser income during retirement. The comparison, however, is similar for Mr. Y and Mr. Z
too. Again, this shows how a healthy contribution to retirement funds will mean a healthy
amount after retirement while offering heavy tax deduction opportunities in the present.

3.9.3. Advantages
Tax Avoidance Pros & Cons

Encourages expenditure in
investments, including
health schemes, charitable
initiatives, savings schemes,
business establishment,
etc.

The deductions in the
income tax payment for one
leads to the increase in the
income tax burden for
everyone else in the
country.
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The benefits of the process are as follows:
i) Increases income and savings for individuals and business entities both for present
and future
i) Betters working capital
iii) Enhances savings tendency
iv) Offers tax shelter opportunities
v) Ethical way of fulfilling obligations

3.9.4. Disadvantages
The limitations that the process puts on tax authorities include the following:
o Decreases government revenue
e Reduces nation’s growth rate on the nation
o Increases government intervention
o Stricter tax policies
e More government-friendly than citizen-friendly.

3.9.5. Tax Avoidance vs Tax Exemption

Tax avoidance and tax exemption might sound similar, but they are different in many aspects.
Though both the processes reduce the tax amount, they differ in legal terms. While tax
avoidance is a legal way of reducing the tax to be deducted from the gross income, tax
evasion is an unethical and illegal way of skipping tax payments.\ Individuals and businesses
get an opportunity to avoid taxes by utilizing tax shelters. It means they are free to invest in
tax-advantaged schemes and initiatives. On the contrary, evading taxes involves sandbagging
techniques where individuals and institutions falsify deductions by underreporting the gross
income.

3.10. TAX EVASION

Meaning: Tax Evasion is the practice of employing illegal means to intentionally escape tax
liability. It involves misreporting income by either understating earnings, claiming ineligible
deductions, or siphoning off money to secret foreign accounts. It is a criminal offense under
the U.S. Internal Revenue Service (IRS) tax code and is punishable.

Tax Evasion

Tax Evasion is a fraudulent tax practice where a taxpayer adopts
illegal measures for refraining from tax liability.
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Thus, willfully evading taxes may result in imprisonment and penalties under federal law.
Tax evasion must be distinguished from tax avoidance and tax planning. Though all
techniques aim at reducing taxes, the former is illegal, while the latter approaches are legal.
Tax planning is considered to be the most desirable approach to minimize taxes.

Tax evasion is a fraudulent tax practice where a taxpayer adopts illegal measures for
refraining from tax liability. It is recognized as a criminal offense by the IRS, and the
defaulter person or business entity has to bear strict consequences like penalty, imprisonment,
or both. The various method adopted by taxpayers for evasion is submitting false tax returns,
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claiming incapable deductions and exemptions, transferring income to other accounts, etc. It
IS not the same as tax planning or tax avoidance, whereby taxpayers use legitimate means to
save taxes.

3.10.1. Tax Evasion Explained: Taxes are charges levied by a government on the income of
its citizens. It is an essential source of revenue for the government. With this money, the
government funds infrastructure and other public work projects for the benefit of the general
public. Thus, citizens can enjoy public goods in return for taxes. However, taxpayers may
choose to evade taxes in order to save their personal income. In doing so, they continue to
enjoy their share of public goods without contributing to it.

However, if many taxpayers start evading taxes, the government’s revenue would reduce
significantly, resulting in the unavailability of public goods and services. The absence of
civic amenities would affect all the citizens of the country and even the economy.

Hence, the tax authorities see evading taxes as a crime. In the eyes of the law, it is a kind of
tax fraud whereby a person or corporation acts illegally to avoid tax payments. Thus, the
alleged individual or business entity has to bear severe legal consequences for committing
such a crime.

Evading taxes cannot be considered as something that happens just by chance. The tax forms
being a little complicated may lead to mistakes in filing. Thus, if the taxpayers file the taxes
with some errors in the tax return forms, they are not guilty of any charges. However, if the
IRS believes that the taxpayer made this mistake deliberately, then such an individual or
company has to prove that it happened because of negligence and wasn’t intentional.

If underpayment was just an error, then the taxpayer will be asked to pay the deficient
amount with a nominal fine or interest on the due amount. If these fines are not paid then,
criminal charges may be filed against them. However, if the alleged taxpayer fails to prove
the same, the IRS can take serious action against them, including imprisonment and penalties.

3.10.2. Types of Tax Evasion

The IRS has identified the following two ways in which the tax evaders execute their
unlawful practices:

1 — Evasion of Assessment: Tax evaders deliberately attempt to avoid the tax assessment by
filing a false return. The fraudulent return hides income and claims inadmissible deductions.
As a result, it leads to an incorrect assessment of the tax. Note that the act must be beyond the
extent of just negligence to constitute evasion of assessment. If the person transfers taxable
assets in the books to mislead IRS in tax assessment, it is also considered an attempt to evade
the assessment.

2 — Evasion of Payment: If the taxpayer tries to hide the assets after the tax is due and owing,
it is an apparent attempt to evade the payment. The various ways of avoiding tax payment
include the concealment of the assessable assets or money in a family member’s or foreign
account so that the IRS couldn’t find its clue. However, the inability to pay the due amount
doesn’t tantamount to evasion.

3.10.3. Tax Evasion Methods
Moving further, let us now discuss the various unlawful practices taken up by the tax evaders
to refrain from paying taxes:

i. Maintaining incomplete or misleading financial statements

ii. Reporting income lower than what is earne

iii. Hiding information while filing the income tax return

iv. ustifying the false claims for exemption with counterfeit documents or evidence

V. Keeping money in foreign accounts or the accounts of family members, friends, or

relatives
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Vi. Dealing in black money, smuggling goods from other countries, and offering a
bribe to tax officials

vii.  Deliberately not paying the tax dues on time even after receiving the warnings and
legal notice

Tax Evasion Examples: Hypothetical Example: Hazel is the server at a very popular
Chophouse. She earns on average an amount of $200 every night through tips. Unfortunately,
the employer of Hazel does not keep any track of tips given to the servers as he relies on
them to note down the same in the loghook. Hazel deliberately reports a small amount on her
tax return that she mentioned in the employer’s logbook. It averages an amount of $50 every
night. It was an attempt to lower down the obligation of income tax expense.

According to the rules, the servers have to report the tips given to them as their income.
Hence, tax liability exists. However, here Hazel misstated her income throughout the year,
intending to evade tax obligations. As a result, she has committed a felony crime.

Tax Evasion

Earn an average amount of
S200 every night

She enters $S50 in logbook

To lower down obligation of
income tax

Hazel
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Real-Life Example: A recent Bloomberg article reports a high-profile tax evasion case of a
Russian Banker, Oleg Tinkov. On October 29, 2021, Tinkov was found guilty of submitting a
false tax return, where he had not disclosed his enormous gains from the sale of his bank
stocks. Moreover, he denied his naturalized U.S. citizenship (which he received in 1996, he
was a Russian then) to trick the U.S. Treasury and the IRS.

All this began in 2013 when Oleg Tinkov formed a Russian bank that had no branches but
offered online banking and financial services to its clients. The company was named Tinkoff
Credit Services (TCS), and Tinkov held the majority of the company’s shares.

On selling a chunk of its shareholding just after the IPO release, he received a sum exceeding
$192 million. Three days later, he applied for the renouncement of his U.S. citizenship. He
concealed earning a considerable sum from shares and only disclosed the assets worth $2
million in his expatriation statement. Also, he didn’t mention his property gains of more than
$1.1 billion.

Later, his total tax fraud amounted to around $250 million. For his felony, Oleg was asked to
pay approximately $509 million, including due taxes and interest on the same. He was also
penalized with $250,000, the maximum limit of evasion fine imposed on an individual. He
was even put behind bars for time served and a supervised release of a year.

3.10.4. Tax Evasion Vs Tax Avoidance VS Tax Planning

As we know, tax evasion is an illegal and unethical practice of an individual or firm to escape
from paying fair taxes to the government. On the contrary, tax planning is a systematic and
legal process of using an entity’s permissible exemptions, deductions, and other lawful
provisions to curtail its tax burden.

Tax avoidance exists somewhere in between the two. It involves using tax laws to benefit the
individuals in a way that is not initially intended by law to reduce tax liability. It takes
advantage of the ambiguity in tax laws to further an entity’s interest.

While evasion is a punishable crime and involves imprisonment and penalties, planning is
considered a legally permitted honest mode. On the other hand, tax avoidance, though legal,
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is generally detested. It is thought of as unethical since it robs the society of the much-needed
development funds that should have come as taxes.

Note that the tax authorities are always on a look out to uncover and check tax evasion and
avoidance practices, whereas tax planning is a government-endorsed method of reducing the
taxpayer’s liability. Some of the excellent ways of tax planning include investments in tax-
saving municipal bonds, provident funds, Health Savings Accounts, etc.

3.10.5. Penalties for Tax Evasion The taxpayers who are found guilty of evasion have to
face harsh consequences. The IRS imposes the following punishments in the U.S. Internal
Revenue Code Section 7201 for the same:

1. Penalty: As per the Criminal Fine Enforcement Act 1984’s 18 USC Sec 3571, an
individual tax evader is fined up to $100,000 (for offenses committed before
December 31, 1984) and $250,000 (for offenses committed after December 31, 1984).
At the same time, a defaulting firm is penalized with a maximum of $500,000. Other
legal penalties accompany these impositions.

2. Imprisonment: Similarly, there is a provision for a maximum imprisonment of five
years in such a felony to the alleged taxpayer, whether it is an individual or the owner
of a firm.

The defaulter may face any one of the consequences or both at the same time.

3.10.6. How to Control Tax Evasion? The best way to save yourself from the consequences
of evading taxes is to avoid doing such unauthorized acts. Given below are some of the
measures that can help the tax authorities in identifying and controlling such unethical
practices:
i. Ease out the tax filing and payment procedure and regulations
ii. Make strict provisions and laws for audit and collection of taxes
iii. Ensure that there is no interference of the government and political parties with the
tax system
iv. Encourage the taxpayers through awareness programs and explain to them how tax
planning is a better way of decreasing the tax burden
v. Strengthen the tax administration system with a team of loyal officers
vi. Keep a check over bribery and corruption within the department
vii. Help high net worth taxpayers to legally reduce their tax liability by introducing
specific provisions for them.

3.11. AMENDMENT OF INDIAN CONSTITUTION FOR GST

The Constitution contains the Union List and the State List within which the power to levy
separate taxes is given to the Centre and States respectively. GST was to be levied in such a
way that both the Centre and the States received the power to levy and collect it. Further, the
legislation had to remain consistent across the Centre and the various State/Union Territory
Legislatures. To provide for this, an amendment in the Constitution was necessary.

Constitution (101st Amendment) Act, 2016
In order to suitably implement the GST legislation, this Act resulted in the insertion, deletion
and amendment of certain Articles of the Constitution. The following matters were dealt with
as a result of these changes:

i) The delineation of powers to levy and make laws with respect to GST

i) The applicability and scope of the GST law

iii) The manner of apportionment of revenue from GST among Centre and States

iv) The constitution, powers and duties of the GST Council

V) The discontinuation of existing taxes to give way for GST
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vi) The manner of providing compensation to States for loss of revenue on account of
the introduction of GST

3.11.1. Article 246A: Special Provision for GST
This Article was newly inserted to give power to the Parliament and the respective
State/Union Legislatures to make laws on GST respectively imposed by each of them.
However, the Parliament of India is given the exclusive power to make laws with respect to
inter-state supplies. The IGST Act deals with inter-state supplies. Thus, the power to make
laws under the IGST Act will rest exclusively with the Parliament. Further, the article
excludes the following products from the scope of GST until a date recommended by the
GST Council:

i) Petroleum Crude

i) High-Speed Diesel

iii) Motor Spirit

iv) Natural Gas

v) Auviation Turbine Fuel

3.11.2. Article 269A: Levy and Collection of GST for Inter-State Supply

While Article 246A gives the Parliament the exclusive power to make laws with respect to
inter-state supplies, the manner of distribution of revenue from such supplies between the
Centre and the State is covered in Article 269A. It allows the GST Council to frame rules in
this regard. Import of goods or services will also be called as inter-state supplies. This gives
the Central Government the power to levy IGST on import transactions. Import of goods was
subject to Countervailing Duty (CVD) in the earlier scheme of taxation. IGST levy helps a
taxpayer to avail the credit of IGST paid on import along the supply chain, which was not
possible before.

3.11.3. Article 279A: GST Council

This Article gives power to the President to constitute a joint forum of the Centre and States
called the GST Council. The GST Council is an apex member committee to modify, reconcile
or to procure any law or regulation based on the context of Goods and Services Tax in India.

3.11.4. Article 286: Restrictions on Tax Imposition
This was an existing article which restricted states from passing any law that allowed them to
collect tax on sale or purchase of goods either outside the state or in the case of import
transactions. It was further amended to restrict the passing of any laws in case of services too.
Further, the term ‘supply’ replaces ‘sale or purchase’.

3.11.5. Article 366: Addition of Important definitions
Article 366 was an existing article amended to include the following definitions:

i) Goods and Services Tax means the tax on supply of goods, services or both. It is
important to note that the supply of alcoholic liquor for human consumption is
excluded from the purview of GST.

ii) Services refer to anything other than goods.

iii) State includes Union Territory with legislature.

3.11.6. Compensation to States Under GST: This Act also contains a provision to provide
for relief to states on account of the revenue loss to the states arising due to the
implementation of GST. It has a validity period of five years. The Goods and Services Tax
(Compensation to States) Act, 2017 was born as a result.

3.11.7. What does the Seventh Schedule State?
The Seventh Schedule to Article 246 contains three lists, which contain the matters under
which the Union and the State Governments have the authority to make laws.
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List — I: Union List : It contains the matters with respect to which the Parliament (Central
Government) have the exclusive right to make laws.

List — I1: State List: It contains the matters in respect of which the state government has the
exclusive right to make laws.

List — I11: Concurrent List: It contains the mattes in respect of which both the Central and
State Governments have the power to make laws. The relevant entries in this list were
adjusted in such a way as to provide for the following:

i) To continue the levy of excise duty by the Centre on manufacture/production of five
petroleum products namely: petroleum crude, high-speed diesel, motor spirit, natural
gas, and aviation turbine fuel. In addition to the above, excise duty is also levied on
tobacco and tobacco products. As a result, tobacco and tobacco products are subject to
both excise duty and GST.

i) The power to levy taxes on the five petroleum products was given to the states too.

iii) Entertainment tax was abolished except where it is levied by local bodies.

3.12. KELKAR COMMITTEE ON TAX REFORMS

Vijay Kelkar suggests single GST rate of 10 % as the ideal reform of the indirect tax

structure
Kelkar and Ajay Shah argued that a single GST rate of 10 per cent applied to 70 per cent of
India’s produce would have earned the Centre and States 7 per cent of the country’s GDP.

Former Finance Secretary Vijay Kelkar (File Photo | PTI

As the government gears up to find ways to earn more money from the nation-wide GST
tax whose collections have been below par now for more than two years, experts are again
raising questions on why a low single rate of GST was not introduced.

Former Finance Secretary Vijay Kelkar and economist Ajay Shah in their book, In Service
of the Republic, have argued that a single GST rate of 10 per cent applied to 70 per cent of
India’s produce would have earned the Centre and States 7 per cent of the country’s GDP
and would have been easier to administer.

“A single 10 per cent rate applied on 70 per cent of the economy yields 7 per cent of GDP
as tax revenues and even if we actually obtain a part of this, we are broadly okay,” Kelkar
and Shah say in their book, adding “At this low rate it would have been able to possible to
avoid all exclusions. Petroleum products could have gone in, real estate could have gone
mn.”

India currently has a multi-rate GST system with goods being taxed at 0, 5, 12, 18 and 28
per cent besides some goods such as petroleum products and liquor being left out of the
GST set up. The complexity of the system and frequent changes are often blamed for poor
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collections. Till November-end, the total GST collections have been just over Rs 8 lakh
crore, a shortfall of nearly rs 1 lakh crore against the target.

Kelkar and Shah argue that for sin goods such as tobacco and liquor, there could have been
layers of non-Vatabale ‘sin taxes’ on top of basic GST imposed by states. States could also
chose to impose carbon tax such as a tax on plastics used, layered on top of the GST.

With India turning into a near $ 3 trillion economy in 2019, a basic 10 per cent GST on 70
per cent of the economy would have translated into about $200 billion or Rs 14.4 lakh crore
in GST revenues. Sin taxes on top of that on a select few articles could have got states some
extra revenues.

May economists have argued in the past that a single low GST tax would have proven
easier to administer and given a fillip to consumer demand as prices would have gone
down, encouraging buyers to come to the marketplace. The former finance secretary and his
co-author says “in the first two years significat resource allocation would have started
taking place, with firms discovering more efficient ways of working, This would have fed
back into higher GDP growth and thus tax revenues.”

Kelkar adds that “the Government at all levels is an important buyer of goods and services
ad low rate would have generated a beneficial impact on the budget.”

However till now the NDA Government has taken a stand that multiple rates were best for
the country. Famously, late finance minster Aru Jailtley had said ““ a 'hawai chappal' (rubber
slippers) and a Mercedes car cannot be taxed at the same rate.”

Other economists within the Government including Bibek Deb Roy, chairman of the PM’s
Economic Advisory Council have argued for reducing the number of rates by merging
some of them, something which the current finance ministry seems to be in favour of but by
increasing the tax burden on some products.

3.13. SUMMARY

After studying this lesson student should be able to: Know the concept of Tax reform and
Types of Tax Reforms, Explain the Objectives of Tax reform, Understand the various tax
avoidance strategies, Importance of Constitutional Amendments. Further it is revealed about
Tax reform focuses on strengthening the current tax system and widens out the tax base. Tax
reform aims at enhancing the efficiency of the overall tax system by lowering marginal tax
rate reducing taxation on investment and savings, boosting the economic development of the
nations, lowering the number of tax defaulters, etc.

3.14. TECHNICAL TERMS

Tax reform: Tax reform is a policy implementation by the government through which few
alterations are made into the tax system in order to overcome the loopholes and
enhance the effectiveness of the tax administration in the country in order to
generate higher revenues from taxes as compared to the overall spending.

Tax avoidance: The term tax avoidance refers to the use of legal methods to minimize the
amount of income tax owed by an individual or a business. This is generally
accomplished by claiming as many deductions and credits as are allowable. It may \
also be achieved by prioritizing investments that have tax advantages, such as
buying tax-free municipal bonds. Tax avoidance is not the same as tax evasion,
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which relies on illegal methods such as underreporting income and falsifying
deductions.

Tax evasion: Tax evasion is an illegal activity in which a person or entity deliberately avoids
paying a true tax liability. Those caught evading taxes are generally subject to
criminal charges and substantial penalties. To willfully fail to pay taxes is a federal
offense under the Internal Revenue Service (IRS) tax code. Strategies: Strategy has been
studied for years by business leaders and by business theorists. Yet, there is no definitive
answer about what strategy really is. One reason for this is that people think about strategy in
different ways.

Constitution: In simple words, we can say a Constitution is the constitutional law of the
state. Constitutional law enjoys the position of being the supreme and fundamental law of the
state. It lays down the organisation and functions of the government of state.
The Government can use only those powers which the Constitution grants to it.

3.15. SELF-ASSESSMENT QUESTIONS

1.What is tax evasion?

2.How not to pay taxes legally?

3.What are the penalties for tax evasion?

4.How do you get caught for tax evasion?

5.Discuss the Importance of Constitutional Amendments.
6.Explain about various tax avoidance strategies

3.16. SUGGESTED READINGS

1. Goods and Services Tax in India- Notifications on different dates
2. GST Bill 2012

3. The Central Goods and Services Tax Act, 2017, No.12 of 2017, Published by
Authority, Ministry of Law and Justice, New Delhi, 12 April, 2017

4. Background Material on Model GST Law, Sahitya Bhavan Publications, Hospital
Road, Agra-383 003

Dr. Krishna Banana



LESSON-4
PROCESS OF GST IMPLEMENTATION,
TERRITORIAL JURISDICTION
& MULTIPLE RATES OF GST

AIMS AND OBJECTIVES
After studying this lesson student should be able to:

> Know the Process of GST Implementation
» Understand the Territorial Jurisdiction
» Importance of Multiple Rates of GST

STRUCTURE

4.1. Introduction

4.2. India Steps to GST Implementation

4.3. GST Return Filing

4.4. How to Calculate GST?

4.5. Territorial Jurisdiction List & GST State Codes
4.6. Multiple Rates of GST

4.7. Summary

4.8. Technical Terms

4.9. Self-Assessment Questions

4.10. Suggested Readings

4.1. INTRODUCTION

The important requirement is that the implementation of the GST by all the states together at
uniform rate. Otherwise, it will be really cumbersome for businesses to comply with the
provisions of the law. Another important challenge is to identify the destination of goods or
services. The GST is a destination based tax, not the origin one. In such circumstances, it
should be clearly identifiable as to where the goods are going. This may not be so easy in
case of services. If the challenges are taken care of certainly the GST would bring a big boost
to our economy by removing all barriers of taxes of the states and central government
merging into one single tax system which will be a paradigm shift in the country’s tax
system.

4.1.1. Challenges Faced: Though GST was implemented in 2019 in India, there was some
ambiguity in some of the provisions of the law. To address such ambiguities, the GST
Council implemented the new GST return system with effect from April 2020. However,
there are still some challenges in implementing this new system. Educating the taxpayers on
this new law and its system is one of the challenges as they take time to understand the



\Centre for Distance Education 4.2 Acharya Nagarjuna University\

changes pertaining to the GST system. Taxpayers have to be educated on real-time uploading
of invoices and what actions need to be taken to claim an input tax credit (ITC) and report
missing invoices.

Taxpayers have to upload their invoices continuously in real-time in GST ANX-1. This
annexure contains details of all outward and inward supplies liable to reverse charge and
import of goods and services. Individuals and businesses registered under GST must match
the supplier's invoices with the book of accounts to claim ITC. The pain point here is that
taxpayers have to devote time to these activities, or he has to dedicate personnel to carry out
these activities. For instance, if a business wants to match invoices at the time of filing their
return, they will not have adequate time to follow up with the supplier, leading to an incorrect
or inaccurate claim of ITC. There may be cases where the recipient has a physical invoice,
but it is not available in the GST portal. In such a case, the recipient must track these missing
invoices and continuously check whether the supplier has uploaded invoices on the portal.
This is again an additional responsibility on the recipient despite having paid the tax amount
to the supplier.

4.1.2. Benefit of GST to businessman: GST will eliminate the cascading effects of taxes to
the businessman. Presently there are lots of compliance to be done by the businessman under
various tax (Service tax, Excise, Octroi, Vat, Turnover tax etc) that are compulsory one after
another on the supply chain till the time of its utilization. GST will remove all the Indirect
taxes levied by state and central government reducing the compliance cost to the
businessman. Benefits of GST to Consumer: In current tax system final tax to bear by the
consumer same will be in the GST also but consumer will be benefited due to elimination of
multiple taxes on the product and double charging in the system.

4.1.3. Benefits of GST to Government: The GST will increase the tax base but lowers
down the tax rates and also removes the multiple point This, will lead to higher amount of
revenue to both the states and the central government. It will also help India to sale the goods
overseas at the competitive prices and boost exports also.

4.1.4. Goods under GST Slabs

5% Tax Slab: Sugar, Tea, Coffee and Edible oil will fall under the 5 % slab, while cereals,
milk will be part of the exempt list under GST. This is to ensure that basic goods are
available at affordable prices. However, instant food has been kept outside this bracket so, no
relief for Maggie lovers! Coal to be taxed at 5 % against the current 11.69 %. This will prove
beneficial for the power sector and heavy industries which rely on coal supply. This will also
help curb inflation. Expect a good run for Coal India tomorrow. The ‘mithai’ from the
neighbouring sweet shop might lose some of its flavors as Indian sweets will now be taxable
at 5 %. If you have a sweet tooth, this could hurt your pocket a wee bit in the coming days.

a. 18% Tax slab: Toothpaste, hair oil, and soaps will all be taxed at 18 %, where currently
they are taxed at 28 % Most of the cosmetics and fast-moving consumer goods (FMCG)
brands should get the benefit of this tax reduction. After all, Fair and Lovely might seem
fairer in its pricing from now on! The Council has set the rate for capital goods and industrial
intermediate items at 18 per cent. This will positively impact domestic manufacturers as
seamless input credit will be available for all capital goods. Indeed, it is time for “Make In
India”.

b. Services under GST Slabs: for restaurants serving alcohol, the tax bracket will be 18 per
cent

education, healthcare are going to be exempted from GST

services on Non-AC restaurants will be 12%.
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4.2. INDIA STEPS TO GST IMPLEMENTATION

With the main India legislation now ratified for the implementation of a new Goods &
Services Tax (GST), a number of steps must be undertaken before a roll out. These include:

i. Establish a GST Council to review and conclude on launch details

ii. Resolving the overlap between the new Central, State and Integrated taxes

iii. Agree a country-wide rate for the new consumption tax. This is likely to be between
16% and 18%

iv. Putting in place a dispute resolution and appeals processes

v. Determining details of pricing policies and tax calculations on inter-state transfers of
goods

vi. Confirm how input VAT credits will be matched to output VAT payments - a
complex and controversial requirement for VAT reporting

vii. Agree on implementation date - potentially sometime in 2017

4.2.1. FIVE Steps For Successful Implementation of GST

a. Formation of cross functional core team to drive implementation of GST. This team
shall disseminate the learnings to all the stakeholders of the company by keeping abreast of
all the developments in the subject. Finance Head of the company should regularly meet and
review the suggestions being made by the team and should take necessary action.

b. ERP Systems: ERP team shall be part of discussions for smooth changeover and should
identify the areas / processes requiring changes. It shall be ready for the complications arising
out of partial implementation of GST in the country. Should facilitate state-wise trading
account CGST and SGST on each transaction to be accounted separately with linkage to state
of origin and IGST with linkage to state of destination (Since IGST goes to importing state
based on destination principle) as well as state of origin (since there is an additional levy of
not exceeding 1% which goes to the originating state ) Capturing credit of CGST, SGST and
IGST separately state wise on the purchases Automatic setoff and determination of tax
liability.

c. Business Process Reengineering: Business performance needs to be improved by Re-
engineering the business processes at the earliest basis to take the full advantage of GST

i. Procurement: In the light of implementation of GST, Cost of procurement shall be
minimized by optimizing and consolidating supplier location and base by exploring
the option of Indigenous Vs. Import Parity or Local procurement Vs. Procurement
from outside state as the case may be. Suppliers/ Service Providers shall be aligned
according to the sourcing strategy.

ii. Manufacturing: Review the manufacturing strategy for alignment with GST and
phase out of incentives in the near term. Account for ITC at every point of purchase
and integrate with ERP system. Possibility of differential tax base for some time.

iii. Distribution: Re-aligning depots & Infrastructure to leverage on technology and
minimize the cost of distribution. Levy of GST on stock transfers needs to be
addressed. Review C&FA, Transportation and other service and rental contracts to
build in ITC benefit and changed operating conditions

iv. Sales: Review sales agreements for margins etc and align the network of stockists
with company sales and distribution system. Support the sale partners on IT and GST
compliance i.e Infrastructure and training. Examine and evaluate the likely impact of
GST rates on various category of goods / service in the context of improved ITC
benefit, exemptions and pricing of the products shall be GST efficient



Centre for Distance Education 4.4 Acharya Nagarjuna University|

d. Enrollment & Registration: NSDL has been appointed to incubate the GST Portal and
develop the functionality. NSDL has created a pilot portal for implementation of GST known
as “GST Pilot Portal” In the proposed GST regime, every tax payer or business entity will be
issued a 15 digit common identification number which will be called as “Goods & Service
Tax Identification Number” (GSTIN) a PAN based number The portal will have a web based
enrolment facility for the new dealers. The GST system will have an online application form
for dealers to provide their details and upload certain specified documents

i. Six Easy Steps For Registration: Enrolment -Login -Dealer Home Page -Initiate -
New Registration -Fill-in Registration Application Form - Submit Registration
Application Form Enrolment: Any dealer expecting to register under GST should
first ENROL himself in the enrolment page

ii. Login: Users can login only after completing “Enrolment” process. Users can enter
Registration Application by submitting “User ID” and “password” received in his
registered E-mail ID after Enrolment process is completed.

iii. Documents: Keep PAN, existing registration numbers like Central Excise Numbers,
Service Tax Numbers, Import & Export Number, Corporate Identity Number,
Professional Tax Number, Shops & Establishment Number and any other state
specific registration numbers, contact numbers, postal address & E-mail address of
business entity, bank account details including MICR code, place of business, details
of goods & services, scanned signed photographs of the prescribed persons.

e. Liason With Govt. Engage With Govt. for specific business related issues and tax
classifications Uniformity of law, procedures, formats, classification and valuation Re-dressal
of issues arising out of GST (e.g. GST on inter-state stock transfers)

4.3. GST RETURN FILING

GST refers to the goods and services tax. It is a form of indirect tax levied on the supply of
goods and services. The GST Act was passed in 2017 to simplify the tax payment process,
whereby taxpayers must file for just one tax under GST. Earlier, the indirect tax was levied in
services tax, excise duty and VAT. Introducing GST allowed for a single domestic indirect
tax law across the country. Every business must file for GST returns annually and every two
months. Goods and Services Tax (GST) Return is a document that contains all the income
details a taxpayer needs to file. Every individual or business registered under the GST Act
has to furnish the details of all sales and purchases involving goods and services, including
the tax collected and paid. There are 11 forms of returns applicable under GST. Each form
serves a different purpose and has a different due date.

The date for filing GST annual returns is usually December 31st each year. Given the
pandemic and its difficulties in meeting this deadline, the Government extended the date to
February 28th and again to March 31st 2021. It means the GSTR-9 and GSTRC-9C for the
financial year 2019-20 have to be furnished by this date. With effect from January 1st, 2021,
GST taxpayers having an aggregate annual turnover of up to Rs. 5 crores will be required to
fill only four GSTR 3B forms as against the 12 previously. This scheme, referred to as
Quarterly filing of Return with Monthly Payment (QRMP), would significantly reduce the
taxpayers' professional expenses for filing returns.

4.3.1. Who Should File a GST Return? Under the GST Act, all registered businesses must
file for a GST return. Taxpayers operating their businesses and firms across India, interstate
or intrastate, are liable to follow the GST registration process. GST return is filed monthly,
quarterly and/ or annually based on the type of business and registration obtained. For
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example, businesses with an annual aggregate turnover of more than five crores are liable to
file one annual return and two monthly returns.

4.3.2. Types of GST Returns Filing: Depending on the type of business, one needs to do a
monthly or quarterly GST return filing in addition to annual filing in accordance with the
Central Goods and Services Tax (CGST) Act, 2017. Following is the list of returns applicable
that need to be filed as per the Act:

GSTR-1: A GSTR-1 return is filed monthly or quarterly by registered businesses to provide
information regarding their sales or outward supplies. Depending on your business' turnover,
if your sales amount up to Rs. 1.5 crore or less, then you can do GST filing every quarter. If
your sales incurred are above Rs. 1.5 crore, then monthly return filing is required.

GSTR-2: This type of GST return filing provides details of your purchases, transactions, or
inward supplies for a month, including purchases with applicable reverse charges. The
monthly GSTR-2 return filing done by registered dealers helps validate sellers' GSTR-1 for
invoice matching or ensuring that taxable sales by the seller tally with the taxable purchases
of the buyer for the month.

GSTR-3: GSTR-3 provides the summarized details of all monthly purchases and sales, along
with the GST amount to be paid. This monthly return is auto-generated based on the data
provided in GSTR-1 and GSTR-2 filing.

GSTR-4: GSTR-4 return is to be filed annually by the taxpayers, usually referred to as
composition dealers, opting for Composition Scheme, by April 30" every financial year.

GSTR-5: As per the CGST Act, all registered non-resident foreign taxable people, or
suppliers not having a business establishment in India and visiting India for a business
contract, are required to do a GSTR-5 return filing. The filing return provides details of sales
and purchases of the non-resident business people.

GSTR-6: This is to be filed monthly by an Input Service Distributor to provide details of
invoices where there has been a credit.

GSTR-7: GSTR-7 return is to be filed by all those who are required to deduct tax deducted at
source (TDS) under GST. These include Central or State Government institutions, local
authorities, governmental agencies, or entities authorized by the Central or State Government.
This type of GST return filing includes the details of TDS deducted, TDS liability payable
and paid, TDS refund claimed, if any etc.

GSTR-8: All e-commerce operators mandated to deduct tax collected at source (TCS) must
file GSTR-8. It contains the details of supplies carried out through the e-commerce platforms
and the TCS amount collected on such supplies.

GSTR-9: GSTR-9 return filing includes details of the inward and outward supplies made or
received during the financial year. It thus provides consolidated data of all the monthly or
quarterly returns (GSTR-1, GSTR-2A, GSTR-3B) filed during the year.

GSTR-10: All the registered taxable persons who have opted for surrendering or cancelling
the GST registration need to file a GSTR-10 return. It is also referred to as the final return.

GSTR-11: Those who have received a Unique Identity Number(UIN), i.e. special
classification number assigned for foreign diplomatic missions and embassies exempt from
Indian taxes, can file a GSTR-11 return to avail of GST refund for the goods and services
purchased by them in India.
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4.4, HOW TO CALCULATE GST?

GST can be calculated by following the below-mentioned formula. Apply the following
formula to calculate the net price of the product/service after adding GST:

GST Calculation Example: Assuming that a product is priced at Rs. 10,000 and 12% GST
is applicable to that product. Then, the net price of the product becomes 12% of 10,000+
10,000, which would be 1200+10,000 = 11200.

4.4.1. Documents Required for GST Return Filing: GST return filing can be done through
the GST portal. The following documents are essential for the GST return filing process:
I. Customer GSTIN, ii. Type of Invoice, iii. Place of Supply, iv. List of Invoices including
B2B & B2C Services, v. Invoice Number, vi. GST Rate, vii. Total Amount of SGST, IGST,
CGST, and GST Cess that is applicable, viii. Summary of Debit & Credit Notes, ix.
Combined Intrastate and Interstate Sales, x. Taxable Value, xi. HSN-wise Summary Details.

4.4.2. A Step-by-Step Guide to file GST Return: If you are wondering how to file a GST
return online, here's a quick step-by-step guide.

Step 1: Firstly, ensure that your business is registered under GST and you have a 15-digit
GST identification number. If you do not have this number, you can register online to
get it.

Step 2: Next, visit www.gst.gov.in

Step 3: Click on the 'Services' button.

Step 4: Click on 'Returns dashboard', and from the drop-down menu, fill in the financial year
and the return filing period.

Step 5: Next, you need to click on 'Prepare online' after selecting the return you want to file.

Step 6: Enter all the requisite values, including the amount and late fee, if any.

Step 7: Once these details are filled in, click 'Save'. A success message will be displayed on
your screen.

Step 8: Next, click 'Submit’ at the bottom of the page to file your return.

Step 9: You will notice the status of your return has changed to 'Submitted’. Now scroll down
and click on the payment of tax tile. After that, click on 'Check balance' to view your
cash and credit balance so that you know these details before paying tax under the
respective heads. Next, to clear your liabilities, mention the amount of credit you want

to use from the available credit. After that, click on 'Offset liability' to make the
payment. When confirmation is displayed, click on 'OK'.

Step 10: Finally, check the box against the declaration and select an authorized signatory

from the drop-down list. Then click 'File form with DSC' or 'File form with EVC".
Next, click on 'Proceed’. In the next step, make the payment for your respective
GST.

4.4.3. How to check GST Returns Status?
There are three ways to check the GST returns status. Let us have a look at these different
ways.

a. Track status using the 'Return Filing Period" option: Before tracking the GST
returns status, the taxpayer needs access to their GST account. The following steps
can then be followed to track the status:

i. Access the common GST portal - www.gst.gov.in

ii. Log in with your credentials

iii. Move the cursor, select Service, click on Returns and finally select Track Return
Status.

iv. Select the Return Filing Period.

v. Inthe drop-down list, select the concerned financial year for which the return is filed.
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vi. Inthe end, click on the Search button.

b. Track status using the 'ARN' option: Taxpayers are assigned an 'ARN', which
means the Application Reference Number. This number is assigned through the
taxpayer's email address or contact number. The below-mentioned steps can be
followed to track GST return status using the ARN.

i. Access the common GST portal - www.gst.gov.in.

ii. Fill in your credentials and login

iii. Move the cursor, select Service, click on Returns and finally select Track Return
Status.

iv. Type in your ARN number in the dedicated ARN space.

v. Finally, click on the Search option to track the status.

c. Track status using the 'Status' option: To determine the GST return status by using
the 'Status’ option, follow the steps cited below:

i. Log into the portal www.gst.gov.in

ii. Enter your login page credentials

iii. Click on the Service tab, go to Returns and select the Track return Status

iv. From the drop-down list, select the Status of Return option

v. Then click on the Search button to know the status

4.4.4. How to Download GST Returns?

Now that you know about GST return filing and checking its status on the portal, let's find

out how to download the GST returns from the portal.

Here's a quick stepwise guide on how to download the GST returns:

Step 1: Visit the portal (www.gst.gov.in) and log into your account using the credentials

Step 2:Go to Services and navigate to Returns and click on View e-filed returns

Step 3:Select the Financial Year (i.e., GST return filing year), Return filing period (i.e.,
annual, quarterly, or monthly), Period (i.e., the GST return filing period), and Return
type (i.e., the GSTR form you wish to download).

Step 4: Once you fill in the required details, click on view/download to view the

acknowledgement number and date of GST return filing.
Step 5: Click on Download Filed GSTR to download your GST return in PDF format

4.4.5. Penalty for Late Filing GST Returns:

As per the new GST laws, a late fee is charged for late GST return filings. This late fee would
depend on how late the individual files the return past the due date. Also, the taxpayer cannot
use the Input Tax Credit (UTC) in the electronic credit ledger to pay the late fee. The late fee
is also applicable for nil returns.

4.5. TERRITORIAL JURISDICTION LIST & GST STATE CODES

Before the advent of Goods and Service tax (GST), we, consumers paid various kinds of
taxes under different categories like direct taxes and indirect taxes. For better understanding
and proper accounting, all the taxes were merged under one umbrella, known as GST. These
taxes are levied upon good and services at every stage of the supply chain. The GST is
classified into various types like CGST (Central Goods and Service tax which is levied by the
centre), SGST (State Goods and Service tax which is charged by the state), and IGST
(Integrated Goods and Service tax which is levied by both centre and the state).

Know your Jurisdiction Under GST TG Team| Goods and Services Tax - Articles| Download
PDF 22 Apr 2018 148,275 Views 21 comments CA Payal Gupta One of the Key feature of
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GST is Concurrent jurisdiction for levy & collection of GST by the Centre & the States. This
feature of GST lead assessee to Know the one Jurisdiction between Central and State. Since
two Central and State jurisdictions are involved in GST administration, knowing whether
assess has been assigned to Central government Jurisdictional tax authorities or State
Government Jurisdictional Tax authorities is being matter of concern in initial stage of Its
Implementation GST was introduced on 1st July 2017 and the classified category of business
are mandatorily required to get a unique ‘GST Identification Number’. This unique number is
a combination of several numbers and the first two numbers are made up of state code. Like
every registered dealer, even states have registered state code for GST.

4.5.1. The list of the States and Union Territories is mentioned below along with their

GST codes.
State State State State State State
code code code
01 | Jammu& Kashmir 14 Manipur 27 | Maharashtra
02 | Himachal Pradesh 15 Mizoram 28 | Andhra Pradesh
03 | Punjab 16 | Tripura 29 | Karnataka
04 | Chnadigarh 17 Meghalaya 30 | Goa
05 | Uttrakhand 18 | Assam 31 | Lakshdweep
06 | Haryana 19 | West Bengal 32 | Kerala
07 | Delhi 20 | Jharkhand 33 | Tamil Nadu
08 | Rajasthan 21 Odisha 34 | Puducherry
09 | Uttar Pradesh 22 Chhattisgarh 35 | Andaman&Nicobar
Islands
10 | Bihar 23 Madhya 36 | Telangana
Pradesh
11 | Sikkim 24 | Gujarat 37 | Andhra Pradesh
12 | Arunachal 25 Daman & Diu 97 | Other Territory
Pradesh
13 | Nagaland 26 Dadra & Nagar
Haveli

4.5.2. Know Your Jurisdiction:

It is important that you are registering yourself under correct jurisdiction for hassle-free
process and to avail facilities. For easy registrations, the Government has classified
jurisdictions on the basis of geographical area, PIN codes of the respective areas, and
different districts. The jurisdictions are classified under: Commissionerates-Division offices-
Range offices- To know about your jurisdiction, click on this link: https://cbic-
gst.gov.in/know-your-jurisdiction.html- A screen similar to this should appear on your
computer screens.- To know about your jurisdiction, enter your state. Then select your zone
>> commissionerate >> division >> range.- This will give you detailed information about the
jurisdiction.- If you don’t want to go through the entire process of locating your jurisdiction,
then you can simply refer to the table below and see if your division is mentioned. If not, you
will have to go through the traditional process.

State: Andhra Pradesh

Zone: Vlsakhapatnam — Amaravathi

Commissionerate Name: Visakhapatnam

Division Name: Kakinada Division

Range Name and Jurisdiction: Amalapuram: Mandal of Amalapuram, Amalapuram
Town, Mandals of AinaVilli, Uppalaguptam, Katrenikona, MummidlVaram, I. Polavaram,



Goods & Services Tax-I 4.9 Process of GST.)

Mamidikuduru, Allavaram, Razole, Malkipuram and Sakinetipalle of East Godavari
District Kakinada Port: Municipal area (1 to 25 Wards) of Kakinada Urban Mandal of East
Godavari

District Kakinada town: Municipal area (26 to 50 Wards) of Kakinada Urban Mandal of
East Godavari

District Ramachandrapuram: Mandals of Ramachandrapuram, pedapudi, Karapa,
Thallarevu, Kajuluru, Pamarru and Rayavaram of East Godavari

District Ramanayyapeta: Area of Kakinada Rural Mandal covered North of Railway
line Samalkot: Mandals of Samalkot & Peddapuram and Samalkot & Peddapuram Town,
Pitapuram, Kothapalle, Kirlampudi, Rangampeta, Gandepalle and Jaggampeta of East
Godavari

District Tuni: Mandals of Tuni, Tuni Town, Kotananduru, Routhulapudi, Sankavaram,
Thondangi,  Gollaprolu,  Prathipadu and  Yeleswaram of East Godavari

4.6. MULTIPLE RATES OF GST

The primary GST slabs for regular taxpayers are currently 0% (nil-rated), 5%, 12%, 18%, and
28%. There are a few GST rates that are less commonly used, such as 3% and 0.25%.
Furthermore, the taxable composition persons are required to pay General Service Tax at
lower or nominal rates such as 1.5%, 5%, or 6% on their turnover.

GST Rates in 2023 - List of Goods and Service Tax Rates, Slab & Revision

GST rates list is crucial for every Indian business and consumer to know. When the GST
Council revises GST rates, it hits respective industries, trade bodies and end consumers,
impacting the economy. Everyone tends to evaluate their position as a result of this change.
Our HSN cum GST rates finder helps you identify the accurate and latest GST rate applicable
for the product/service.

4.6.1. Meaning of GST Rates: GST rates refer to the percentage rates of tax imposed on the
sale of goods or services under the CGST, SGST and IGST Acts. A business registered under
the GST law must issue invoices with GST amounts charged on the value of supply. The
GST rates in CGST and SGST (For intra-state transactions) are approximately the same.
Whereas, the GST rate in the case of IGST (For inter-state transactions) is approximately the
sum total of CGST and SGST rate.

4.6.2. Types of GST Rates and GST Rate structure in India: The primary GST slabs for
any regular taxpayers are presently pegged at 0% (nil-rated), 5%, 12%, 18% & 28%. There
are a few lesser-used GST rates such as 3% and 0.25%. Also, the composition taxable
persons must pay GST at lower or nominal rates such as 1.5% or 5% or 6% on their turnover.
There is a concept of TDS and TCS under GST as well, whose rates are 2% and 1%
respectively.

These are the total GST rate of IGST for interstate supply or the addition of both CGST and
SGST for intrastate supply. The GST rates shall be multiplied by the assessable value of the
supply to arrive at the GST amounts in a tax invoice. Further, the GST law levies cess in
addition to the above GST rates on the sale of some items such as cigarettes, tobacco, aerated
water, petrol, and motor vehicles, rates widely varying from 1% to 204%. The GST rate
structure for some of the commonly-used consumable products is given in the below table.
For more items, type in the item you wish to know the GST rate of by visiting our HSN code
& GST rates finder.

4.6.3. What are the GST rates in India 20237 The year 2023 has begun with key changes in
GST rates passed during the last week of December 2022. During its meetings, the GST
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Council also revised the GST rates of some key items across 2022. Some were done to
correct the prevailing inverted tax structure, whereas a few were revised for revenue
augmentation. The following sections cover the summarised details of changes to GST rates
in India with the new GST rates 2023. Here is a summarised version of the list of rate cuts
on both Goods and Services:

SL.no List of Goods/Services Changes in Tax
Rate
1 Vegetables preserved but unsuitable for immediate consumption 5% to Nil
2 Vegetables cooked/uncooked via steamed, frozen or boiled (branded) 5% to Nil
3 Music Books 12% to Nil
4 Parts for mfg. renewable energy devices falling under chpt. 84, 85 or 94 of Tariff 5%
5 Natural cork 12% to 5%
6 Fly ash blocks 12% to 5%
7 Walking sticks 12% to 5%
8 Marble rubble 18% to 5%
9 Agglomerated cork 18% to 12%
10 Cork roughly squared or debugged 18% to 12%
11 Articles of Natural cork 18% to 12%
12 Movie Tickets < or = Rs 100 18% to 12%
13 Premium on Third party insurance on Vehicles 18% to 12%
14 Accessories for Handicapped Mobility Vehicles 28% to 5%
15 Power banks 28% to 18%
16 Video game consoles, equipments used for Billiards and Snooker and

other sport related items of HSN code 9504 28%t018%
17 Retreated & used pneumatic Rubber Tyres 28% to 18%
18 Colour Television Sets & monitors up to “32 Inches” 28% to 18%
19 Digital & Video Camera recorders 28% to 18%
20 Pulleys, transmission shafts, cranks and gear boxes under HSN 8483  28% to 18%
21 Tax rate on Air travel of pilgrims reduced* 28% to 18%

*For travel by non-scheduled/chartered operations for religious pilgrimage which are
facilitated by Gol under bi-lateral agreements. Others: -GST on the composite supply of
goods attracting 5% GST rate where it is supplied along with the supply of construction
services and other goods for solar power plant, is now levied as follows: 70% of value is
considered as supply of goods and taxed at 5% GST. Remaining 30% of the EPC contract
value is supply of service and attracts standard tax rate for service. -Rate of 5%/18% to be
applied based on transaction value of footwear. -Uniform GST rate of 12% on Flexible
Intermediate Bulk Container (FIBC) from existing 5%/12% (depending on the value).

4.6.4. Goods recommended for exemption:

Supply of gold by Nominated Agencies to exporters of article of gold Jewellery. Proceeds
received by Government from auction of gifts received by President, Prime Minister,
Governor or Chief Minister of a State and public servants, the proceeds of which is used for
public or charitable cause. Vehicles imported for temporary purposes under the Customs
Convention on the Temporary importation of Private Road Vehicles (carnet de passages-en-
douane) will be exempt from IGST and Compensation cess.

4.6.5. Services recommended for exemption:
Services supplied by banks to Basic Saving Bank Deposit (BSBD) account holders under
Pradhan Mantri Jan Dhan Yojana (PMJDY)
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Services supplied by rehabilitation professionals recognised under Rehabilitation Council of
India Act, 1992 at hospitals, schools or rehabilitation centres established by Government or
charitable institute registered under Section 12AA of The Income tax Act,1961.

Loan guarantee services provided by Government to its undertakings and PSUs for bank
loans.

4.6.6. GST Rate revision in 28th GST council meeting: 28th GST Council Meeting was
held on 21st July 2018. GST Rates for 45 Goods and 2 Services has been revised*.

Recent GST Rate Changes on Goods

S.NO

Items

Rakhi (other than that of precious or semi-precious material ) Nil

Sanitary Napkins

Circulation and commemorative coins

Raw material for broom
Stone/Marble/Wood Deities

Sal leaves and its products

Khali dona

Coir pith Compost

Chenille fabrics and other fabrcis under 5801
Handloom dari

Phosphoric Acid (fertilizer grade only)
Handmade Carpets, Textile Floor, Coverings

Knitted cap/topi having retails sale value exceeding Rs. 1000 5%

Kota Stones and Simliar Stones (other than polished)

Ethanol for sale to oil marketing companies for blending with fuel 5%

Solid Bio fuel pellets

Marine Engine

Bamboo Flooring

Hand Operated Rubber Roller

Brass Kerosene Pressure Stove

Zip and Slide Fastener

Handicrafts (Excluding handmade)
Handbags including pouches and purses; jewellery box
Fuel Cell vehicle

Televisions upto 68 cm

Glaziers’ putty, grafting putty, resin cements

Refrigerators, freezers, water cooler, milk coolers, ice cream freezer18% 28%

Washing Machines

Food Grinders & mixer

Vacuum Cleaners

Paints and Varnishes (including enamels and lacquers)
Shavers, Hair Clippers

Hair Cleaners

Storage water heaters

Immersion heaters

Hair Dryers, Hand Dryers

Electric Smoothing irons

Scent Sprays

Toilet Sprays

Pads for application of cosmetics or toilet preparations
Lithium-ion batteries

New Rate Old rate
18%
Nil 12%
Nil 5%
Nil 12%
Nil 5%
Nil 18%
Nil 18%
Nil 5%
5% 12%
5% 12%
5% 12%
5% 12%
12%
5% 18%
18%
5% 18%
5% 28%
12% 18%
12% 18%
12% 18%
12% 18%
12% 18%
12% 18%
12% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
18% 28%
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42 Powder Puffs 18% 28%
43 Special purpose motor vehicles 18% 28%
44 Work Trucks (Self-propelled, not fitted with lifting or handling €)18% 28%
45 Trailers & Semi trailers 18% 28%

4.6.7. List of Services Exempt: Senior Citizens: 1. Sevices provided by Coal Mines
provident fund organisation to the PF subscribers. 2. Services provided by Old age home run
by state government / central government to the citizens aged more than 60 years up to Rs.
25000. GST exempted on the administrative fee collected by National Pension System Trust.
4. Services provided by an unincorporated body or non profit entity registered under any law
to own members up to Rs. 1000 per year of membership fees.

4.6.7.1. Agriculture/ Farmers: 1. Services by way of artificial insemination of livestock
(other than horses) 2. Services provided by FSSAI to food businesses. 3. Services provided
by way of warehousing minor forest produce. 4. Services provided by the installation and
commissioning by DISCOMS for extending electricity distribution network for agricultural
use.

4.6.7.2. Banking/Finance/ Insurance: 1. Reinsurance services provided to insurance scheme
such as Pradhan Mantri Rashtriya Swasthya Suraksha Mission

Government: 1. Guarantees given by central/state government to their undertakings/PSUs.

2. Services provided by government to ERCC by assigning the right to collect royalty to
mining lease holders.

4.6.7.3. Miscellaneous: 1. Import of services by Foreign diplomatic missions/UN other
international organizations. 2. GST rate slabs will apply on the actual rate for hotel services
instead of declared tariff.. GST Rate revision in 25th GST council meeting. 25th GST
Council meeting on 18th January 2018. GST council has made the much-awaited
announcements around tax rates on various categories of goods on 18th January 2018 at
Vigyan Bhavan, Delhi. There has been hype around these rates for a while and now these
GST rates are finally in the public domain!

4.7. SUMMARY

After studying this lesson student should be able to know the Process of GST Implementation
Understand the Territorial Jurisdiction - Importance of Multiple Rates of GST. The present
study is revealed about the Challenges in implementing this new system. Further, it is noticed
about 5 Steps for Successful Implementation of GST. It is also explained about Goods and
Services Tax (GST) Return Filing. Importance of Territorial Jurisdiction and Multiples Rates
of GST is observed in the present lesson.

4.8. TECHNICAL TERMS

GST: GST (Goods and Services Tax) is one indirect tax for the whole nation. It is the
resultant tax after subsuming major Central and State indirect taxes. GST is a destination
based tax levied on the consumption of goods and services across the nation, thus rendering
the country one unified common market. A destination based tax is one which is levied in the
state where the goods or services are consumed and not where they are produced. On the
other hand, an origin based tax is levied in the state where goods or services are produced
(not consumed).
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4.9. SELF-ASSESSMENT QUESTIONS

Discuss about the importance of GST.

Explain about different categories of Multiples Rates of GST.
What are the defects of GST?

What are the benefits of GST?

What are the goods exempted from GST?

SR

4.10. SUGGESTED READINGS

1. Goods and Services Tax in India- Notifications on different dates

2. GST Bill 2012

3. The Central Goods and Services Tax Act, 2017, No.12 of 2017, Published by
Authority, Ministry of Law and Justice, New Delhi, 12 April, 2017

4. Background Material on Model GST Law, Sahitya Bhavan Publications, Hospital
Road, Agra-383 003

Dr. Krishna Banana



LESSON-5
GST MODELS

AIMS AND OBJECTIVES
After studying this lesson student should be able to:

» Know the Historical background and the global experience of GST.
» Understand the Models of GST: Australian Model- Canadian Model

STRUCTURE

5.1.Introduction

5.2.Historical background- Global experience of GST
5.3.Historical background — The India experience of GST
5.4. Benefits of GST

5.5. Drawbacks of GST

5.6. Models of GST Proposed at Global Level
5.7.Models of GST Proposed at National Level

5.8. SINGLE GST VS DUAL GST

5.9. Example 1: (Comprehensive Comparison)

5.10. Summary

5.11. Technical Terms

5.12. Self Assessment Questions

5.13. Suggested Readings

5.1. INTRODUCTION

GST s introduced with a vision to bring benefits to all the stake holders of industry,
Government and the citizens. GST is a win — win situation for the entire country. It is
envisaged that GST will accrue significant benefits to the stake holders. GST aims to make
India a common market with common tax rates and procedures and remove the economic
barriers, thereby paving the way for an integrated economy at the national level. GST may
give a major boost to the “Make in India” initiative of the government of India by making
goods and services produced in India competitive in the national as well as international
market. This would make India a manufacturing hub. Under the GST regime, the principle
of exporting only the cost of goods or services and not taxes is being followed. This may
boost Indian exports thereby improving the balance of payments position. . With a boost in
exports and manufacturing activity, more employment would be generated and GDP
would increase. : Simpler tax regime with fewer exemptions along with reduction in
multiplicity of taxes under GST would lead to simplification and uniformity in tax
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structure. GST is largely technology driven. The uniformity in laws .procedure and tax
rates across the country may go a long way in reducing the compliance cost. GST will give
more relief to trade and industry through a more comprehensive and wider coverage of
input tax set-off and service tax set-off, subsuming of several central and state taxes in the
GST and phasing out of CST. GST has increased the threshold for GST registration for
small businesses. While relatively smooth, there have been few challenges and concerns as
well in the robust indirect tax regime named GST. Small and medium enterprises (SME’S)
have been continuingly struggling to cope with the complexity of the GST laws as well as
it’s compliances. The biggest bone of contention has been the technological challenges
right from the stage of implementation of GST till date primarily because the success of
GST depends on a strong technological backbone (so provided by the goods and services
tax network (GSTN) Ironically, the goods and services tax (GST) has taken the presence of
ubiquitous broadband internet availability for granted India. In addition to this, the
readiness of GSTN to process large volume of data (As almost 3 billion invoices are
uploaded every month) almost seems to be an impossible task which has already lead to
the huge data traffic on the GST common portal. GST defects the objective of “ease of
doing business”. Needs for centralized single registration. Still lot of taxes which have not
been subsumed in GST. Multiple tax rates. Dual control hurdles. Confusions regarding
changing laws. Restrictions of cross utilization of CGST & SGST.

The International experience shows that the success of the GST depends mostly on the
model and its effective implementation. If we look at some of the major countries like
Australia, Canada, Newzealand , Singapore, Japan, Korea, United Kingdom etc. We find
that they have done fairly well in most of the macroeconomic indicators. The type of GST
frame work varies from country to country. For example, Australia adopted the least
neutral, Newzealand most neutral while Canada’s GST intermediate. Most of these
countries experienced a temporary spike in their price levels immediately after the GST
implementation. However, price levels stabilized at lower rate after the implementation of
VAT/GST. Other macro indicators like GDP growth rate, fiscal balance, current account
balance, Tax- GDP ratio have improved in most of the countries, particularly in case of
Canada, Australia, Newzealand, Koria, Singapore and United kingdom. Therefore, a
simple and unified tax system like GST has made these economies more competitive,
helped to improve exports, generate more revenues and stabilized prices. Under the federal
constitution of India, both centre and states are empowered to impose indirect taxes on
goods (centre on manufacturing and states on sale)but only the centre could levy taxes on
services.

5.2. HISTORICAL BACKGROUND: THE GOBAL EXPERIENCE OF GST

The International experience shows that the success of the GST depends mostly on
the model and its effective implementation. Over time, many countries have fine tuned
their GST models to reap the benefits of the GST in terms of growth, revenues and price
stability. So far, the experience in countries like Australia, Canada and Newgealand shows
that there is better fiscal finance and price stability in the short medium term.

There are around 160 countries in the world that have implemented VAT/GST. There are 7
countries ASIAN, 19 IN Asia,53 in Europe,7 | Oceania, 44 in Africa,11 in South America
and 19inCaribbean,central and North America. Clearly , Europe has the highest number of
countries which have implemented VAT/GST. France was one of the first country to
implement GST in 1954, followed by Germany in 1968 and United Kingdom in 1973.
Typically, GST is a unifed tax system in most of the countries but Canada and Brazil have
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dual GST like India. Standard rate of VAT/GST in most of the countries between 16-20
percent similar to India’s GST rate of between 18-22 persent. The recent country to
implement GST is Malaysia in 2016.

If we look at some of the major countries like Australia, Canada, Newzealand , Singapore,
Japan, Korea, United Kingdom etc. We find that they have done fairly well in most of the
macroeconomic indicators. The type of GST frame work varies from country to country.
For example, Australia adopted the least neutral, Newzealand most neutral while Canada’s
GST intermediate. Most of these countries experienced a temporary spike in their price
levels immediately after the GST implementation. However, price levels stabilized at
lower rate after the implementation of VAT/GST. Other macro indicators like GDP growth
rate, fiscal balance, current account balance, Tax- GDP ratio have improved in most of the
countries, particularly in case of Canada, Australia , Newzealand, Koria, Singapore and
United kingdom. Therefore, a simple and unified tax system like GST has made:

» These economies more competitive,
» Helped improve exports

» Generate more revenues

» Stabilized prices

5.3 HISTORICAL BACK GROUND - THE INDIAN EXPERIENCE OF GST

Under the federal constitution of India, both centre and states are empowered to
impose indirect taxes on goods (centre on manufacturing and states on sale) but only the
centre could levy taxes on services. In the beginning the taxes on goods were levied in a
straight jacket formula. Formula = value of goods (inclusive of taxes on inputs) X (Rate of
tax /100). As per this formula, Taxes Were Being Levied on Taxes Also.

Now let us go through the phases through which GST has passed:

e 1974: It was for the first time in 1974 when LK Jha committee suggested
introduction of value added tax(VAT) In indirect taxes to avoid CASCADING
EFFECT (The effect of double taxation i.e. levying tax on tax) of such taxes.

e 1986: The suggestion of LK Jha committee had to wait for 12 years when in 1986
the centre took initiative to introduce modified value added tax MODVAT] For
central excise duties. The main objective of MODVAT was to allow
manufacturers to obtain instant & complete re-imbursement of excise duty paid on
components and raw materials.

e 1994: Mean while in 1994, another indirect tax i.e. service tax was levied by
centre on rendering of services.

e 2004: In 2004,0n the basis of the report of vijay kelkar committee, MODVAT was
replaced by CENVAT (central value added tax) where in credit of duty / taxes was
allowed on both goods and services.

e 2006:

1. Based on the recommendation of raja chelliah committee, VAT got
introduced replacing sales tax regime.

2. Then finance minister formally announced the target date for implementation
of GST w.e.f. 1% april 2010.

3. Empowered committee of state finance ministers headed by Sh. Asim Das
Gupta(FM of west Bengal) was formed to design the road map of GST .
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e 2008: In April 2008 , the empowered committee (EC) Submitted a report, titled “ A
model and road map for goods and services tax (GST) in India” that contain broad
recommendations about structure and design of GST.

e 2009: Based on inputs from government of India and various state governments,
The EC released its first discussion paper on goods and services taxes in India on
10" November, 2009 with the objective of generating a debate and obtaining inputs
from all stake holders. The committee recommended a DUAL GST MODEL FOR
India. As per this model, central GST was to be levied & collected by the centre
and the state GST to be levied and collected by the respective states. For interstate
transactions, an integrated GST [IGST] to be levied by centre was recommended
by EC.

e 2014: The GST law is broadly on lines as indicated in the discussion paper. The
earlier provisions of constitution did not provide for imposition of GST. Hence,
constitutional amendment was required before introduction of GST. Constitution
(one hundred and first amendment) bill, 2014 was introduced in December, 2014
by shri Arun Jaitley, Finance minister, Government of India.

e 2015: Constitution (one hundred and first amendment) bill, 2014 relating to GST
was passed by Lok sabha on 7 -5-2015. It was passed by Rajya sabha on 3-8-2016
with certain amendments.

e 2016: These amendments were later rectified by Lok sabha. Subsequently, the
constitution ( one hundred and first amendment) bill, 2016 was rectified by 17
states out of 29 states, as required under the constitution. It then received ascent of
the president on 8-9-2016.

5.4. BENEFITS OF GST

GST is introduced with a vision to bring benefits to all the stake holders of industry,
Government and the citizens. GST is a win — win situation for the entire country. It is
envisaged that GST will accrue following significant benefits to the stake holders.

a) Advantages to Economy

% Creation of unified national market: GST aims to make India a common market
with common tax rates and procedures and remove the economic barriers, thereby
paving the way for an integrated economy at the national level.

Boost to “Make in India” initiative: GST may give a major boost to the “Make in

India” initiative of the government of India by making goods and services

produced in India competitive in the national as well as international market. This

would make India a manufacturing hub.

% Boost to investments, exports and employment: Under the GST regime, the
principle of exporting only the cost of goods or services and not taxes is being
followed. This may boost Indian exports thereby improving the balance of
payments position. Exporters are being facilitated by grant of provisional refund
90% of their claims within 7 days of issue of acknowledgement of their
application, thereby resulting in the easing of position with respect to cash flows.

%+ Further, the subsuming of major central and state taxes in GST, complete and
comprehensive set-off of input tax on goods and services and phasing out of central
sales tax (CST) may reduce the cost of locally manufactured goods and services.
Resultantly, the competitiveness of Indian goods and services in the international
market may increase to give boost to investments and Indian exports. With a boost

e

*
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in exports and manufacturing activity, more employment would be generated and
GDP would increase.

% Simplified tax structure
Ease of doing business: simpler tax regime with fewer exemptions along with
reduction in multiplicity of taxes under GST would lead to simplification and
uniformity in tax structure. Harmonization of laws, procedures and rates of tax
across the country will make doing business easier. Common definitions, common
forms/formats, common interface through GST portal may result in efficiencies and
synergies across the board.

% Certainty in tax administration. Common procedures for registration of

taxpayers, refund of taxes, uniform formats of tax return, common tax base,

common system of classification of goods or services along with timelines for
every activity may lend greater certainty to taxation system.

Easy Tax Compliance

Automated procedures with greater use of IT; GST is largely technology driven.

They are simplified and automated procedures for various processes such as

registration, returns, refunds, tax payments, etc. Inter action is primarily through

the GST common portal, therefore, there is less public inter face between the tax
payer and the tax administration.

% Reduction in compliance costs: The compliance cost may be lesser under GST as
multiple records keeping for a variety of taxes is not needed, therefore, there is
lesser investment of resources and man power in maintaining records. The
uniformity in laws .procedure and tax rates across the country may go a long way
in reducing the compliance cost.

b) Advantages to Trade and Industry
% Benefits to industry; GST will give more relief to trade and industry through a
more comprehensive and wider coverage of input tax set-off and service tax set-off,
subsuming of several central and state taxes in the GST and phasing out of CST
.The transparent and complete chain of set-offs which results in widening of tax
base and better tax compliance may also lead to lowering of tax burden on an
average dealer in trade and industry.

% Mitigation of ill effects of cascading; GST is a destination-based consumption
tax. It has been designed in a manner so that tax is collected at every stage and the
credit of tax paid at the previous stage is available to set off the tax to be paid at the
next stage of transaction .This eradicates “tax on tax” and allows cross utilization
of input tax credits which benefit the industry by making the entire supply chain
tax neutral. Thus, GST will prevent cascading of taxes by providing a
comprehensive input tax credit mechanism across the entire supply chain. Such a
seamless availability of input tax credit across goods or services at every stage of
supply will enable streamlining of business operations.

X/
X4

X/
X4

L)

X/
X4

L)

*,

c) Advantages to small Traders and Entrepreneurs:

%+ GST has increased the threshold for GST registration for small businesses. Further,
single registration is needed in one state. Small businesses have also been provided
the benefit of composition scheme. With the creation of a seamless national market
across the country, small enterprises will have an opportunity to expand their
national footprint with minimal investment.
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5.5. DRAWBACKS OF GST

While relatively smooth, there have been few challenges and concerns as well in
the robust indirect tax regime named GST, which have been discussed below:

% Coping with GST: A Struggle for SME’S; Small and medium enterprises
(SME’S) Have been continuingly struggling to cope with the complexity of the
GST laws as well as it’s compliances. Perhaps, most of them did not expect that
GST would indeed see the light of the day so soon and left the preparations for it
for the last moment. To quote a few teething problems that small and medium
enterprises confronted were incurring costs buying software’s required for GST
compliances as well as expenses incurred on hiring expert professionals required
for operating those soft ware’s.

% Stringent legislative provisions for SME’S: In addition to the hurdles relating to
coping up with the latest technological requirements, some of the legislative
provisions, such as applications of reverse charge on purchasers in the case of
purchases from unregistered vendors has strongly affected the business of small
and medium enterprises.( who were not registered has their annual turnover did
not exceed the exemption threshold of rupees twenty lacks under the GST
registration laws.)

s Effort on the export industry; the export industry also felt the effect of GST, as
the export incentives got shrieked in the GST regime. Also there exists a lack of
clarity in terms of procedures and timelines for availing refunds of input taxes for
exports.

% Technological barriers: The biggest bone of contention has been the technological
challenges right from the stage of implementation of GST till date primarily
because the success of GST depends on a strong technological backbone (so
provided by the goods and services tax network (GSTN) Ironically, the goods and
services tax (GST) has taken the presence of ubiquitous broadband internet
availability for granted India.

% In addition to this, the readiness of GSTN to process large volume of data (As
almost 3 billion invoices are uploaded every month) almost seems to be an
impossible task which has already lead to the huge data traffic on the GST common
portal.

¢ GST defects the objective of “ease of doing business”.

% Needs for centralized single registration. Still lot of taxes which have not been
subsumed in GST. Multiple tax rates. Dual control hurdles. Confusions regarding
changing laws. Restrictions of cross utilization of CGST & SGST.

5.6. MODELS OF GST PROPOSED AT GLOBAL LEVEL

a) Australian Model: Australia implemented GST n 1% July, 2000 under the aegis of the
Howard Government. Under the Australian Model of GST, Value Added Tax(VAT or
GST)is levied on the supply of goods and services in Australia ,including the imports of
goods or services. But exports are not levied with GST. In other words, imports of goods
or services attracts the levy of GST but exports are exempted from GST.

b) Canadian Model: Similar to the Indian context, it is only Canada that has the concept
of dual GST. While there was a strong opposition to the introduction of GST in Canada by
various political factions, Canada went ahead and implemented it despite the opposition. In
fact, the Government of Canada has been pragmatic and consistently worked towards
reduced GST rate post implementation. In Canada, the GST replaced the Manufacturer’s
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Sales Tax(MST) and came in to fore in 1991 by Prime Minister Brain Mulroney and
Finance Minister Michael Wilson.

5.7. MODELS OF GST PROPOSED IN INDIA

a) Kelkar Shah model of GST: The concept of goods and services tax or GST was
mooted by Dr.Vijay kelkar, former finance secretary in 2004. Kelkar shah model of GST is
a unified GST model which is based on grand bargain to merge the central excise; service
tax and state VAT to make it a common base for GST.As per this model, two different
rates of tax are to be levied by the centre and the states. This is like the HST (Harmonised
sales tax) model in Canada.

The kelkar shah model suggested implementation of GST in four stages.

Stage 1 Stage2 Stage 3 Stage 4
Establishing Building the Political effort Interaction
information central GST of agreeing on with the state.
technology “Grand

systems Bargain”

The kelkar shah model intended to merge central excise (cenvat), service tax and state
VAT into one common base.

e Three ad-valorem rates proposed (in addition to zero rate)
» —At centre-6% ,12% and 20%
> -At states-4%,8% and 14%.

e This model is similar to the HST model in canada.

e GST to be levied both by the centre and the states.

e The model also proposed that the centre shall collect tax revenue from the big
industries and the states will collect from the smaller industries.

e This model did not consider the provisions of the constitution (as it proposed centre
and states to collect tax revenues on the basis of size of industries), hence was not
considered appropriate.

e Imports to be liable to both central GST and state GST.

b) The Bagchi Poddar Model of GST:

This model like kelkar- shah model, prposes to combine central excise, service tax and
state VAT to make a common base of GST. These model also proposed that the GST shall
be levied by both centre and the states separately .By abolishing the central excise, service
tax and state VAT, The taxable event under this model shall be the act of sale of goods or
services or both. The model clearly envisages that a constitutional amendment shall be
necessary to bring the taxing powers on goods and services under the concurrent list and
also to abolish the present divison of taxing power between the centre and states.

Features of the Bagchi Poddar model of GST:

Combination of central excise, service tax and VAT as a common base for GST.
Levied by both centre and the states separately.

Single RNR(Revenue neutral rate) of 6%.

If more than one rate, then two rate system to the adopted comprising standard rate
and lower rate ( Lower rate for basic necessities).



\Centre for Distance Education 5.8 Acharya Nagarjuna University\

e Envisages constitutional amendment by bringing the taxing powers on goods and
services under the concurrent list.
e Envisages national hormonisation agreement.

c) Comprehensive Model of GST:

e The GST shall have two components: one levied by the Centre (referred to as
Central GST or CGST), and the other levied by the States (referred to as State
GST or SGST). Rates for Central GST and State GST would be approved
appropriately, reflecting revenue considerations and acceptability.

e The CGST and the SGST would be applicable to all transactions of goods and
services made for a consideration except the exempted goods and services.

e Cross utilization of ITC both in case of inputs and capital between the CGST and
the SGST would not be permitted except in the case of inter State supply of
goods and services(i.e IGST).

e The Center and the States would have concurrent jurisdiction for the entire value
chain and for all tax payers on the bases of thresholds for goods and services
prescribed for the State and the Center.

d) Dual GST Model:
A “Dual GST” Model has been adopted in view of the federal structure of our country.
Center and States will simultaneously levy GST on every supply of goods or services or
both which, takes places with ina S tate or Union Territory. Thus, their shall be two
components of GST:
I.  Central tax (CGST) (Levied and collected under the authority of CGST Act, 2017
passed by the parliament).
Il.  State Tax (SGST) (Levied and collected under the authority of SGST Act, 2017
passed by respective state).

a) Non Concurrent Dual GST: Under this model, GST on goods can be levied by
the states only and on services by the center only. The states already have the
power of levy the tax on the sale and purchase of goods(and also on immovable
property), and the Center for taxation of services. No special effort would be
needed for levying a unified Center tax on inter state services. This model of Dual
GST would not be acceptable to the Center as well the states. Hence, the
Government has already announced its intention to follow the concurrent the Dual
GST.

b) Concurrent Dual GST: It consist of both the Central GST and State GST levied
on same base. Under this model, GST will be levied by both tiers of Governments
concurrently. There will be Central GST to be administered by the Central
Government and there will be State GST to be administered by State Governments.
In this model, both goods and services would be subject to concurrent taxation by
the Centre and the States. All types of goods and serviceswill be brought under this
proposed GST structure except few exceptions. India and Canada follow the
Concurrent dual GST model.

For example, if a product has a cost of Rs.10,000\- and rate of CGST and SGST are 9%
then in such case both CGST and SGST will be charged on ? 10,000 i.e. CGST will be ?
900 and SGST will be Rs 900.

e) Central and State GST
Dual GST: Many countries in the world have a single unified GST system i.e a single
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tax applicable throughout the country. However, in federal countries like Brazil and
Canada, a dual GST system is prevalent whereby GST is levied by both the federal and
state or provincial governments. In India, a dual GST is proposed whereby a Central
Goods and Services Tax (CGST) and a State Goods and ServicesTax (SGST) will be
levied on the taxable value of every transaction of supply of goods and services.

5.7.1. Features of Proposed Indian Dual GST:

1. Single Registration: Registration under GST is pan based which means PAN is
mandatory for all assesses. The respective asseses are required to take
registration for each premises in each state from which supplies are made. Under
GST Each assesses are treated as separate assesses and the concept of separate
legal entity is totally wiped out.

2. 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.

3. Uniform Method: Procedures for collection of Central and State GSTs would
be uniform. Payment of tax is totally online through net-banking thereby
encouraging ease of doing business.

4. Returns: There are eight GST returns which need to be filled by the persons. As
per the proposal, the returns can be filed on a specific date of a month, like on
10th of next month for outward supplies, 15th for inward supplies and 20th in
case of monthly returns. There is a provision for filing of GST returns by non-
resident tax payers in form GSTR-5. Non-resident tax payers could include taxi
aggregators like Uber. There will be a defaulters list of those who will be failing
to file returns periodically and such details would be forwarded to GST
authorities for necessary action.

5. Administration: Harmonization of center and state tax administrations, which
would reduce duplication and compliance costs. Elimination of multiplicity of
taxesand their cascading effects.

6. Classification of goods & services: HSN (Harmonized System of nomenclature)
will form the basis of product classification for Central GST and State GST and
Service tax accounting codes (commonly known as SAC) for services.

5.7.2. Benefits of Dual GST:
The Dual GST is expected to be a simple and transparent tax with one or twoCGST and
SGST rates. The dual GST is expected to result in:
1.Reduction in the number of taxes at the Central and State level.
2. Decrease in effective tax rate for many goods.
3.Removal of the current cascading effect of taxes.
4.Reduction of transaction costs of the taxpayers through simplified tax compliance.
5. Increased tax collections due to wider tax base and better compliance.

5.7.3. Model of GST with example:

a) The GST shall have two components: one levied by the Centre (referred to as
Central GST or CGST), and the other levied by the States (referred to as State
GSTor SGST). Rates for Central GST and State GST would be approved

b) ISPECIAL services made for a consideration except the exempted goods and
services. appropriately, reflecting revenue considerations and acceptability.

¢) bThe CGST and the SGST would be applicable to all transactions of goods and
Services made for a consideration excepted the exempted goods and services.

d) Cross utilization of ITC both in case of Inputs and capital goods between the
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CGSTand the SGST would not be permitted except in the case of inter-State
supply of goods and services (i.e. IGST).

e) The Centre and the States would have concurrent jurisdiction for the entire value
chain and for all taxpayers on the basis of thresholds for goods and services
prescribed for the States and the Centre.

5.8. SINGLE GST VS DUAL GST

1. Simple and transparent tax: Dual GST is the best solution for countries like India
because it will reduce the number of taxes at central and state level. This will also be easy
to implement and create accountability for.

2. Decreasing tax rate: Dual GST will also result in reduction in the effectivetax rates
for many goods.

3. Removal of cascading effect of taxes: The implementation of GST will reduce

the cascading effects of the present taxation system

4. Simplified tax compliance: By reducing the transaction costs of taxpayers,dual

GST will bring about simplified tax compliance.

5. Increase in the amount of tax collection: Better compliance and a widertax base will
lead to increased tax collections

6. India is a federal country with disparate states: Dual GST is ideally suited fora
country like India to ensure unity through diversity. Single point GST is neither desirable
economically nor practical administratively, because it means central excise duty, sales
tax and service tax will be merged to be collected as a single tax.

7. Questions about the Constitution: The Constitution of India does not permit the
Centre to be in charge of sales tax and states similarly are not permitted to levy central
excise duty and service tax. If the Constitution is amended to combine all taxes in 1 list
(whether Union/State/Concurrent), present federal structure will change fundamentally.
This is because the Centre will levy everything if it goes to the Union List and the States
would not agree to this. If this goes to the State List, Centre will protest against loss of
fiscal power. Concurrent list would be even bigger problem with noone being able to
control the power of states to increase taxation rates.

8. Upset fiscal federalism: If dual GST is not adopted and a unified GST systemis
preferred, this will upset the notion of fiscal federalism which is the fundamental
cornerstone of India polity. Moreover, the fundamental structure of the Constitution
cannot be changed through an amendment.

9. Unified GST would therefore go against the spirit of the Constitution: Unified
GST does not exist in most federal States: With the exception of Australia, unified GST
system does not exist in any nation with a federal structure. Countries that have combined
GST are unitary states mostly. Though Canada has a single federal GST, it also has states
sales taxes andBrazil does not follow a pure single GST system either.

10. Who will collect the GST?: This becomes an issue if single point GST is
implemented. States will not allow Centre to be sole tax authority. System will
malfunction further if tax collection services at Union and State level are merged.

11. Dual GST most practical for federal India: As Centre already levies CENVAT and
tax services, CGST will work well with some harmonization as will SGSTwith symmetry
in a dual GST system.

12. Easily attainable: The dual GST system is easy to attaining the current given that
India is following an indirect taxation system. Certain may be required, but on the whole,
the transition will be easier.

13 Good balance: The dual GST will strike a good balancebetween harmonisation and
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fiscal autonomy of Centre and States. Government willbe able to apply taxes to goods
and services at various the supply chain.

14. Least changes, most benefits: Dual GST will provide a competitive for companies to
work on an international scale. Moreover, single will alsoreduce costs to customers

15. Single point GST will impair Centre's revenues: Dual GST will in the Centre's
revenue. Reduction in fiscal transfers will off set losses will also have access to revenue
resources for future needs. Any other not be revenue neutral for state

16. Better for business: Single GST will mean that businesses will have with different
task laws for different states and this will affect business

17. Undermines States powers, is not workable: Unhealthy competition among states
using tax structures to attract industries if implemented. Dual GST is more workable and
a complete withdrawal from State's taxation could impair the ability of the latter to collect
symmetrical manner.

5.8.1. Single GST is better

1. Dual GST not an ideal model: It can only be a transitional modelbe levied at two
levels and compliance costs may not lessen significantly.

2. Comprehensive model of Single GST better: This GST comprehensive model
for taxation of inter and intra state transactions andgoods.

3. Taxation of services at state level a challenge in dual GST: for services that are
provided nationwide such as telecommunicationstransportation.

4. Prevent economic distortions: A single/unified GST would be levied ratethereby
doing away with classification disputes and economic distortion.

5. Freeing up of resources: Reduction in compliance costs would open for more
productive pursuits besides making India a one tax nation markets areality. There
would also be free distribution of goods and lack of checkpoint or internal tax
frontiers and other barriers to trade.

6. One rate, one bas: One set of tax rules rates, will form the essence of a
unified GST. It will also promote harmonization of tax rates, bases and
administration.

7. Inter has been state less variations than positive to For lessen: example
Indian there experience is substantial with diversion inter-state of variation
gold and silver would sales be problematic in areas where in termsVAT is of
lower taxation compared of service to other elements states. of Such a unified
variations GST would also be ideal from a business perspective as stability in
decision making will result.

8. Minus the cascading effects: Cascading effects would be contained as therewould
be no tax at two levels.

9. Increase customer awareness: Customer will know how much is the indirecttax
burden in goods and services consumed by him.

5.9. EXAMPLE 1: (COMPREHENSIVE COMPARISON)

Comparison between multiple indirect tax laws and proposed on law

Particulars Without GST With GST
Manufacture to Wholesaler
Cost of production 5000.00 5000.00
Add Profit Margin 2000.00 2000.00
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Manufacturing Price 7000.00 7000.00
Add Excise Duty @12% 840.00 -
Total Value (A) 7840.00 7000.00
Add VAT@12.5% 980.00 -
Add CGST @12% - 840.00
Add SGST@12% - 840.00
Invoice Value 8820.00 8680.00
Share holder to retailer

COG to Wholesaler(A) 7840.00 7000.00
Add Profit Margin@10% 784.00 700.00
Total Value(B) 8624.00 7700.00
Add VAT @12.5% 10078.00 -
Add CGST@12% - 924
Add SGST@12% - 924
Invoice Value 9702.00 9548.00
Retailer to Customer

COG to Retailer(B) 8624.00 7700.00
Add Profit Margin 862.40. 770.00
Total Value( C) 9486.40 8470.00
Add VAT @12.5% 1185.80 -
Add CGST@12% - 1016.40
Add SGST@12% - 1016.40
Total Price to the final 10672.20 10502.80
customer - 169.40
Cost saving to customer - 1.59
% Cost saving

Notes: Input tax credit available to wholesaler is Rs980\- and Rs.1680\- incase of without
GST and with GST Respectively.

5.10. SUMMARY

The GST shall have two components: one levied by the Centre (referred to as Central
GST or CGST), and the other levied by the States (referred to as State GSTor SGST).
Rates for Central GST and State GST would be approved appropriately, reflecting revenue
considerations and acceptability.The CGST and the SGST would be applicable to all
transactions of goods and services made for a consideration except the exempted goods
and services. Cross utilization of ITC both in case of inputs and capital between the CGST
and the SGST would not be permitted except in the case of inter State supply of goods and
services(i.e 1GST).The Center and the States would have concurrent jurisdiction for the
entire value chain and for all tax payers on the bases of thresholds for goods and services
prescribed for the State and the Center. Under Non Concurrent Dual GST model, GST on
goods can be levied by the states only and on services by the center only.Concurrent GST
consist of both the Central GST and State GST levied on same base. The Dual GST is
expected to be a simple and transparent tax with one or two CGST and SGST rates. The
dual GST is expected to result in: Reduction in the number of taxes at the Central and
State level, decrease in effective tax rate for many goods, removal of the current cascading
effect of taxes, reduction of transaction costs of the taxpayers through simplified tax
compliance, increased tax collections due to wider tax base and better compliance.
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5.11. TECHNICAL TERMS

VAT: Value Added Tax

OT: Output Tax

ITC: Input Tax Credit

GST: Goods and Services Tax
CGST: Central GST

SGST: State GST

UT-GST: Union Territory GST
IGST: Integrated GST

NTP: Net Tax Payable

Intra State: Within the State
Inter State: Two or more States

5.12. SELF ASSESSMENT QUESTIONS

1. Briefly explain the global GST model?

2. Explain in details the process of introduction of GST in India?
3. Discuss the Indian experience of introduction of GST?

4. Write about the model of GST proposed in India?

5. Discuss the” Kalker” and “Shah” model of GST?

6. Explain “Bagchi poddar” model of GST?

5.13. SUGGESTED READINGS

1. Goods and Services tax in India — Notification on different States.

2. GST Bill 2012

3. Background material on model GST Law, Sahithya Publication Hospital Road, Agra.
282003.

4. The Central Goods and Services Tax Act,2017, No-12 of 2017 Published by Authority
Ministry of Law and Justice, New Delhi, The 12" April 2017.

5. Goods and Services tax — Kalyani Publishers.

6. Goods and Servicesl Himalaya publishing house — 2017.

Dr. R Naga Jyothi



LESSON -6
COMPREHENSIVE STRUCTURE OF GST
MODELS IN INDIA

AIMS AND OBJECTIVES

After studying this lesson student should be able to:
» Know the Comprehensive structure of GST in India.
» Understand the Components of GST.

STRUCTURE

6.1 Introduction

6.2 GST is consumption/ destination based tax.
6.3 GST allows a continuous chain of tax credit
6.4 Structure of GST.

6.5 Comprehensive structure of GST in India
6.6 Components of GST.

6.7 Difference between CGST, SGST, IGST
6.8 Comprehending GST with examples.

6.9 Summary

6.10 Technical Terms

6.11 Self Assessment Questions

6.12 Suggested Readings

6.1 INTRODUCTION

After understanding in detail the deficiencies existing in the previous system of
indirect taxes and the foundation (i.e. VAT) for creating the concept of GST, now we can
comprehend that how GST (Goods and Services Tax) can become one of the most crucial
indirect tax reform in India.

GST is nothing new, but a well designed value added tax that covers both goods and
services. GST is a tax that is levied on the value added to a purchased supply (whether goods
or a service) before it is sold again. Under the GST regime, tax would be levied on the value
addition done at each stage of production and distribution. In the previous tax regime,
separate taxes were levied on manufacturing (Excise Duty), on sale within state (VAT), on
interstate sale (CST), on provision of taxable services (Service Tax) and on Imports and
Exports (Import Duty and Export Duty). But GST would be a comprehensive indirect tax
which is levied on Supply of goods or Services or both which includes manufacturing, sale
and consumption of both goods and services throughout India. GST would subsume all
different kinds of indirect taxes levied by both Central and State Governments.
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6.2 GST IS A CONSUMPTION/DESTINATION BASED TAX

GST has a wide coverage. It covers all the intermediaries involved in the supply
chain. At every stage beginning from the production to the distribution and ultimately till the
goods or services reach the final consumer, GST would be levied. But this does not lead to
double taxation, as when one intermediary pays GST on his output supply (supply includes
both goods and services), he is allowed to claim the credit of GST paid by him on his input
supply. (This provision was available only in case of VAT under theprevious tax system). In
other words, GST is paid by the final consumer while all the preceding parties (the
intermediaries such as wholesaler, dealer, retailer etc.) involved in the supply chain are
allowed to take credit benefit of the tax paid while purchasing goods or services. Moreover,
GST being a Destination based tax is levied on consumption basisi.e. the tax is levied when
goods or services are consumed and the income of the tax revenues accrues tothe place where
goods or services are consumed.

6.3 GST ALLOWS A CONTINUOUS CHAIN OF TAX CREDIT

GST offers comprehensive and continuous chain of tax credits from the
manufacturer's point or the service provider's point up to the retailer level thereby taxing
only the value added at each stage of supply chain. The supplier at each stage is permitted to
avail credit of GST paid on the purchase of goods or services and can set off this credit
against the GST payable on the supply of goods or services to be made by him. Thus, only
the final consumer bears the GST charged by the last supplier in the supply chain, with set
off benefits at all the previous stage.

Governing

principlefor |_, [Qutput tax - Credit of input tax = Net GST payable
Levy of GST

Let us have a look of the supply chain components, explained below in the figure
SUPPLY CHAIN COMPONENTS

Manufacturer e The manufacturer charged GST on supply of output to
wholesaler.
v e Wholesaler charged GST on supply of output to Retailer
Whole seller (-) paid GST to manufacturer on input supply
l Net GST payable by wholesaler
Retailer e Retailer Charged GST from consumer on output supply

(-) paid GST to wholesaler on input supply

Net GST payable by Retailer
e Consumer ultimately pays the GST

Consumer
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6.4 STRUCTURE OF GST

GST is a comprehensive indirect tax levied on supply of goods or services or both is India,
therefore it shall ke levied on manufacture, sale, consumption of goods and services
throughout India. Goods and Service Tax which is globally known as VAT, is an old
concept which was first implemented in France. Various countries across the globe had
implemented GST by adopting different models. The details of which are as follows.

Model Description Country
1.Single GST Tax is levied by central | Australia, China.
(a).National or Central GST | with sharing of revenue
with the states.

(b). State GST Tax levied by the states and | United States of
retained by the states | America.
themselves.

2.Dual GST Central levies GST on | _

(@). Non Concurrent Dual | services and state levies

GST GST on goods or vice versa.

(b). Concurrent Dual GST Tax levied by Centre and | Brazil,
State on both Goods and | Canada,
Services. India.

6.4.1. Single GST

(a) National GST or Central GST: Under CGST, Both Central and State government
combine their levels tobring into existence a single unified taxation system at Central level,
with appropriate revenue sharing arrangement among them and leaving no room or very little
for tax levy by state government. Generally under the National GST, the states and UT's are
dependent on the Centre, as states operate on behalf of the centre.

(b) State GST: Under SGST, only States alone levy GST and the Centre withdraws power to
levy the tax completely on goods or services. This would significantly enhances the revenue
generating power of states and the centre offsets its revenue loss by reducing its fiscal transfer
benefit to the states or by suitable revenue sharing arrangement if required. State GST
increases the compliance cost to business houses as it will have to comply with tax laws of
each state within same country and brings unhealthy competition among the states.

6.4.2. Dual GST:

(a) Non Concurrent Dual GST: Under Non Concurrent Dual GST model, the Centre levies
GST on either goods or states/UT levy GST on services or it can be vice-versa. But neither
centre nor states/UT interfere in the domain of each other.

(b) Concurrent Dual GST: Under this model, both centre and state Governments will levy
GST concurrently. There will be Central GST to be administered by the Central Government
and there will be State GST to be administered by State Governments. In this model, both
goods and services would be subject to concurrent taxation by the Centre and the States. All
types of goods and services will be brought under this proposed GST structure except few
exceptions.

From the various models of GST, India has adopted Concurrent Dual GST Model for
implementing GST.
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6.5 COMPREHENSIVE STRUCTURE OF GST IN INDIA

Previously, the Central Government levied tax on manufacturing (Central Excise
duty), provision of services (Service Tax), interstate sale of goods (CST levied by the Centre
but collected and appropriated by the States) and states levied tax on retail sales (VAT), entry
of goods in the State (Entry Tax), Luxury Tax, Purchase Tax, etc. It is clearly discernible that
this fractured mandate of taxation between the Central and State Governments leaves a lot of
gaps in the supply chain. There is cascading of taxes as taxes levied by Central Government
are not available to set off against the taxes being levied by the State governments. Further,
the variety of VAT tax laws in the country with disparate2.18 GOODS AND SERVICES
TAX FUNDAMENTALS tax rates and dissimilar tax practices divides the country into
separate economic spheres Creation of tariff and non- tariff barriers such as Octroi, Entry Tax,
and Check posts ete hinder the free flow of trade throughout the country. Besides that, the
large number of taxes creates highcompliance cost for the taxpayers in the form of number of
return payments etc. In fact, it is said that our tax laws have created a situation where business
decisions are based on tax considerations rather than logical economical factors. All these
issues created a need for one tax that will be able to mitigate number of these problems to a
large extent
All the taxes mentioned earlier have been subsumed in a single tax called the Goods and
services Tax (GST) which will be levied on supply of goods or services or both at each
stage of supply chain starting from manufacture or import and till the last retail level.
GST is proposed to be a dual levy where the Central Government will levy and collect Central
GST (CGST) and the states will levy and collect the state GST (SGST). The Centre will also
levy and collect Integrated GST (IGST) for inter-state supply of goods and services.

DUAL-GST STRUCTURE IN INDIA

TAX LEVIED

A 4
ON SUPPLY OF GOODS OR SERVICES OR BOTH

v

! !

WITH IN THE STATE/UT

BETWEEN STATES/UT’s

A 4
ON INTER STATE/INTER UT SUPPLY

A 4
ON INTERA STATE /INTRA UT SUPPLY

v

A 4 A 4

INTRA STATE INTRAUT
SUPPLY SUPPLY

DUAL GST DUAL GST
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Integrated GST(IGST) Shall be levied on inter state or inter UT supply of goods or
services or both between Two States, TwoUT’s, State and UT.

6.6. COMPONENTS OF GST

India has adopted a DUAL-GST which is imposed concurrently by the Centre and States, i.e.
the Central Government and States/Union Territories simultaneously tax goods and services.

Both Centre and the States/UT's have the power to tax Intra State Supplies (i.e.
within the same state/UT)

On Inter State Supplies (i.e. between two or more states/UT's), the Central
Government hasthe power to levy tax.

COMPONENTS OF GSTG
1 2 3 | 4 | 5 §]
CGST SGST UT-GST IGST GST IGST on
Compensation imports of
cess goods
Levied on intra Levied on intra- For On imports of
state /UP supply supply of goods compensation to goods, IGST
of goods or or services or the loss making shall be levied
services or both. both. stateson in addition to
implementation basic consume
of GST.
Levied on intra state
supply of goods or

services or both. ] ]
Levied on intra state

or UT supply of goods

or services or both.

6.6.1. Central GST (CGST):

Central GST is levied by the Central Government.

Central GST is levied on Intra State or Intra UT transactions i.e. transactions that
take place within thesame state or same UT.

Central GST is levied on Supply of goods or services or both.

Taxable Event in Central GST is Intra state/UT supply of goods on services or both.
All Central Taxes got subsumed in CGST such as Excise Duty, Service Tax,
Additional Custom Duty, Special Additional Custom Duty, Central Surcharges and
Cesses etc.

CGST is levied under CGST Act, 2017

Income from CGST is levied and collected by the Central Government.

Up to 200 NM (Nautical Miles) inside sea is India for the purpose of GST.
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6.6.2.

6.6.3

6.6.4

6.6.5.

State GST [SGST]

State GST is levied by the respective State Governments.
State GST is levied on Intra State transactions i.e. transactions that take place within
the same state.

State GST is levied on supply of goods or services or both.
Taxable Event in State GST is Intra state supply of goods or services or both.

All State taxes got subsumed in SGST such as VAT (Value
Added Tax), Purchase Tax, Luxury Tax, Taxes on lottery &
gambling, Entry tax, Entertainment Tax, etc.

SGST is levied under respective SGST Acts of different
states.

Income from SGST is levied & collected by the State
Government with state legislatures.
Area up to 12 NM inside sea is a part of the state which is nearest.

Union Territory GST [UT GST]

UT GST is levied by the Central Government.

UT GST is levied on Intra UT transactions i.e. transactions that take place within the
same UT.

UT GST is levied on supply of goods or services or both.

Taxable Event in UTGST is Intra UT supply of goods or services or both.

The VAT that was applicable in Union Territories got subsumed in UTGST.
UTGST is levied under the UTGST Act, 2017 applicable on all UT's except Delhi

and Pondicherry, which have their own legislatureslike state GST for all states.
Income from UTGST is levied & collected by the UT's without state legislatures.

Area up to 12 NM inside sea is a part of UT which is nearest.

Integrated GST [IGST]:

IGST is levied by the Central Government.

IGST is levied on Inter State or Inter UT transactions (i.e. transaction that take place
between two ormore states or UT's).

IGST is levied on supply of goods or services or both.

Taxable Event in IGST is Interstate/UT supply of goods or services or both.

CST i.e. Central Sales Tax got subsumed into IGST.

IGST is levied under the IGST Act, 2017.

Income from IGST shall be apportioned between the centre and states on the
recommendations of the GST council.

IGST is sum total of CGST and SGST.

GST Compensation Cess:

GST Compensation cess deals with the payment of compensation to the states.

This compensation is for any loss of revenue on account of implementation of
GST.

GST compensation cess has been implemented for a period of five (5) years.

GST compensation cess is inaccordance with the provisions of Section 18 of the
GST (Compensation to States) Act, 2017.
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The revenue to be compensated will consist of revenues from all taxes earlier
levied by the states(before GST) which have now been subsumed in GST.

The compensation will be released by the Comptroller bi-monthly and
provisionally, Auditor General subject of to India. final adjustment after yearly

audit.

Examples of goods which attract Compensation Cess: Pan Masala, Tobacco
products, coal, Aeratedwater, etc.

6.6.6. IGST on Imports of Goods

The Imports of Goods shall be levied by Basic Custom Duty [BCD], Education cess,

[Ed. Cess] Secondary &Higher Education Cess [SHE] under the Customs Act, 1962.
In addition to the above, IGST also will be levied on import of goods.

GST compensation cess shall alsobe levied on import of goods.

6.7 DIFFERENCE BETWEEN CGST SGST AND IGST

S.No Particulars CGST SGST IGST

1. Meaning CGST means SGST  means IGST refers to
Central goods State goods and the  integrated
and  service service tax, goods and
tax to replace which replaces services tax and
the  existing the existing tax it is a combined
tax like like sales tax, form of CGST
service  tax, luxury tax, entry and SGST and it
excise, etc. It tax, etc. and it is is levied by
is levied by levied by the Central
Central state Government
Government. government

2 Collection of | Central Government | State Government | Central

data Government
3 Applicability Intra state Supply Intra state Supply | Interstate Supply
4 Composition The dealer can use | The dealer canuse | The composition

scheme is not
applicable in inter

the benefit up to Rs.
1 crore under the

the benefit up to
Rs. 1 crore under

composition the  composition | state supply
scheme scheme
5. Registration No registration No Registration IS
till turnover registration mandatory
crosses 20 lakh till  turnover
(10 lakh for Crosses 20
special lakh (10 lakh
category states) for  special
category

states)
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6.8 .COMPREHENDING GST WITH AN EXAMPLE

Let us understand the nuances of GST in detail with the help of a hypothetical
example in which thereare four stages of value addition, beginning with the first stage which
has no purchased inputs to last fourth stage where goods are sold to the final consumer.

I. Stage | Supplier - deals with collection of lac (lac is the scarlet resinous secretion of lac
insects) from the forest.

I1. Stage 11 Supplier - Purchases lac from Supplier I, further processes it, adds value to it and
sells it to theSupplier I11.
I11. Stage Il Supplier - Purchases processed lac from Supplier Il, further processes it, adds
further value to itand sells it to the retailer.
IV. Stage 1V Retailer supply — Purchases from Supplier 111, adds valueby procuring, stocking
and selling supply to the final consumer.

If these four stages are assumed to exist then let us understand how GST would be levied
at every stage in the supply chain and yet will remove the deficiencies ofcascading effect,
double taxation and ensure transparency. We also assume that the combined Gs rate. [i.e.
Central GST (CGST) and State GST (SGST)]is 10%.

Note: CGST and SGST are levied when goods or services are supplied Intra state or
Intra Union Territory.

Input Val Total Combin SP Tax paid to

price of |ue Value ed 3+4 Govt. (6)

cost price | Ad added GST@1 =5

1 ded 1+2=3 0% on

2 3=4

A Stage | - 100 100 10 110 10
supplier
B Stagell 110 50 150 15 165 oT 15
Supplier (100+10) (100+50) (-)ITC 10

Input Tax NTP 05
C 165 40 190 19 209 oT 19
Stagelll (150+15) (100+50+ (-)ITC 15
Supplier Input Tax 40) NTP 04
D 209 30 220 22 242 oT 22
Retailer/ (190+19) (100+50+ (-)ITC 19
Stage Input Tax 40+30) NTP 03
IVSuppli
er

Total Tax Paid to the Government= 20(10+05+04+03)

The chart illustrated above explains in layman language, how the concept of ITC is used in
GST to avoid double taxation or cascading effect of taxes.

Input Tax Credit = Input Tax Credit simply means credit allowed of tax paid on inputs i.e.
InputTax

Output Tax = Output Tax is the tax paid on output.
Under GST, when a person purchases inputs from his supplier, he pays tax to his supplier.
Like in this example, when B purchased input from A,B paid tax amounting Rs.10 to A. Now
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when B supplies goods to C, he charges tax amounting to Rs 15. Now in the earlier regime,
the tax paid on inputs were absorbed in the cost of product or service (hence made the product
of service more expensive & also lead to double taxation). But in the GST, the tax paid on
inputs, like here Rs.10 shall be deducted (allowed as credit) fromthe output tax, like here out
of Rs.15 and B shall only be liable to pay Rs 5 more.

Net Tax Payable = Output Tax- Input Tax Credit

Net tax liability for all suppliers

A B C D
Output Tax 10 15 19 22
Less ITC Nil 10 15 19
Net Tax Payable | 10(+) | 05(+) | 04(+) | 03(+) | =22 Total Tax

Here, OT is output Tax, ITC is Input Tax credit and NTP is Net Tax Payable.
Total Tax paid by the consumer = 22 (which is 10% of price).
Government collects total tax amounting to 22.

e From A =10, From B = 05, From C = 04, From D = 03
Total S.P of product = 242
Table No. 7 has made it clear, how the GST regime would function. Every supplier is
eligible to claim setoff (credit) of the tax he has already paid while purchasing from his
seller. This helps to avoid the cascading tax, double taxation, reduces price of supply,
reduces tax burden for the consumer and alsoensures transparency.

e Unless every supplier collects tax from his customers, he cannot claim input tax
credit (ITC). This ensurestransparency in the system.

e Because every customer will further claim ITC on his billed sales, every supplier
cannot evade tax, the tax has to be paid to the Government. This avoids tax
evasion.

e |ITC ensures removal of double taxation.

e SP of goods/services is less.

e Total tax is also less.

Let us pick another example to understand the various taxes levied under GST.

Illustration 2. Say, a manufacturer in Punjab, purchases inputs from following sources:
I. Imports Inputs from Germany worth rs.100. BCD [Basic Custom Duty] levied @
10%. Education cess onBCD = 3%.
I1. Procures inputs Intra state worth Rs.50.
I11. Procures input services Intra state worth rs 20.
IV. Procures input goods and input services Interstate (from Haryana) worth Rs.20.
V. The profit margin ofmanufacturer is Rs.19.7
V1. The manufacturer after manufacturing final output sells it to the retailer in Punjab.

The retailer further sold goods to the final customer after adding his profit margin and
value addition amounting to Rs 30.

A calculate which taxes would be levied on all stages of the supply chain till the output
reaches the final customer.

Rate of taxes are: CGST@9%, SGST @9%, IGST@18%
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B) Also calculate the net tax payable(NTP) by manufacture and the retailer after taking
the benefit of input tax credit.

Solution: Taxes levied at different stages of supply chain

What is the 4-tier GST Tax Structure?

The structure of GST is a 4-tier tax structure in India. The GST tax structure is set up so that
all the essential goods, services and a few edibles are encompassed in the lowest level of the
GST tax bracket. High valued goods and services and de-valued goods are positioned in the
highest level of the GST tax bracket. The Goods and Services Tax or GST Council has
decided upon the four-tier structure of GST to be 0%, 5%, 12%, 18% and 28%, and this
would be followed strictly. An attempt to keep inflation under check can be seen through the
step wherein essential goods and items, which are the primary food units, are excluded from
the GST regime. Nonetheless, a 5% tax would still be levied upon some common
commodities. On the other hand, most standard services would be charged upon a tax rate of
12% and 18% tax slab, whereas the high valued items would be charged with 28% tax.

GST Tier : India has a 4-tier rate structure of GST or the Goods and Services Tax regime.
Zero Rate (0%): Within this classification of the GST council structure, it has been decided
that a few basic commodities would not be charged at all. Most Consumer Price Index (CPI)
units can be placed under this rate tier.

The following items have been placed under the zero rate GST tier structure:

Raw vegetables such as potatoes, tomatoes and various protein-based vegetables, etc.
Live animals such as poultry, sheep, goats, bird shelled eggs, fish, etc.

Unpacked corn, maize, wheat, cereal grains, and soybeans.

Various constituents of the human blood and human blood itself.

Raw materials such as raw silk, its waste, khadi fabric and yarn, charcoal, handloom
fabrics and unprocessed wool.

e Tools and instruments such as spades, shovels, tools used for agricultural purposes,
etc.

Lower Rate (5%0): If we look at this rate tier, a 5% tax will be applied on a major part of the
common goods and services. This would include the remaining articles under the CPI and
large scale consumption products. For example, frozen vegetables, tea, coffee, economy
flight tickets, rail tickets, etc.

Standard Rate (12% and 18%): The bulk of goods and services come under the aegis of
this rate tier. The Government of India decided to keep two standardised rate slabs of 12%
and 18% for this tier to keep inflation under check. The 12% rate slab comprises dairy
products, accessories, cell phones, business class air tickets, and movie tickets priced
below X100. Items charged under the 18% rate slab are pasta, bakery items, cleaning
equipment, hairdryers, panels, electronic items etc.

Higher Rate (28%b): This rate slab of 28% sees the inclusion of more than 200 products,
which mostly comprise products such as paint, cement, automotive, electronic gadgets,
bathing products, soft drinks, etc. However, some items that fall under this slab category are
charged with an additional tax by the Indian government.
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Germany Punjab Punjab Hariyan
Inputs Purchased Procures input Procures both
imported input intra services intra goods and
Tax levied = states tax state tax levied services as input
BCD10% levied = CGST = CGST 9% & |ntra states tax
Ed.Cess 3% 9% & SGST 9% SGST 9%. levied IGST 18%
and IGST 18%
v
Manufacture v v
Punjab

taxes levied =CGST 9% and SGST
=9%

Retailer

l Sales to retailer intra state.

Pynjab
1 Sales to consumer intra state.
taxes levied =CGST 9% and SGST

Customer
Punjab

Q) While procuring input goods and input services: Input imported from
Germany : IGST
Goods and imported into India are levied with IGST in addition BCD and education and Cess.
AMOUNT
Value of imports 100
Add: Basic consume duty @10% of 100 (BCD is levied on | 10
imported goods under consumer Act 1962)

Add: Education Cess on BCD 3% on 10 0.30

Add: IGST on imported goods(18% of 110.30) 110.30

[ Education Cess is levied @3% on BCD] 19.85
130.15

Note: IGST(Integrated GST) is levied on imports of goods into India. Refer Chapter =IGST
for detailed information.

(i)Purchased inputs for Punjab: CGST and SGST: Whenever goods are purchased from
within the same state i.e. Intra state, both CGST(Centre GST) and SGST (State GST)

Rs.
Value of Goods 50
Add: CGST @9% on 50 4.5
Add: SGST @9% on 50 45
59

(ii)Procures input services from the Punjab : CGST and SGST
On Procurement of input services intra state(i.e within the same state), both CGST and
SGST is levied.
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Rs.
Value of Goods 20
Add: CGST @9% on 20 1.8
Add: SGST @9% on 20 1.8

23.6

(iv)Procures both input goods and services from the Haryana: IGST
On supply of input goods and services intra state IGST is levied.

Rs.
Value of inputs and services 20
Add: IGST@ 18% on 20 3.6

23.6

2. Tax levied at the stage of manufacturing: Let us calculate the cost of manufacture

first.

Rs.
I. Input imported from the Germany 110.3
(Including BCD and Ed. Cess worth 10.3 because on
ITC is available on BCD& Ed. Cess & hence these
are added in the cost of inputs)
I1. Inputs procures intra state.
I11. Input services procured intra state. 50
IV. Input and input services procured intra state(Haryana) 20
30
200.3
Taxes paid by Manufacture
Rs.
Total cost of Manufacture 200.3
Add: Profit margin of manufacture (given in | 19.7
question) 220
19.8
Add: CGST@ 9% on 220 19.8
Add: SGST@ 9% on 220
259.6
Net Tax payable by Manufacture
CGST SGST
Output Tax 19.8 19.8
Less: ITC on inputs procure intra state 4.5 4.5
Less: ITC on input services intra state 1.8 1.8
13.5 13.5
Less: ITC of IGST (first use IGST to pay CGST) | 13.5 -
Less: ITC of IGST( Now use balance IGST to | - 9.95(23.45-
pay