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Introduction

Introduction of GST has to be one of the 
most iconic structural financial reform that 
has taken place in India. Discussions re-

lating to the introduction of GST system were 
taking place since the past fifteen years and 
finally on 1st July 2017 it was implemented. 
“GST is single tax on the supply of goods and 
services, right from the manufacturer to the 
consumer. Credits of input taxes paid at each 
stage will be available in the subsequent stage 
of value addition which makes GST essential-
ly a tax only on value addition at each stage 
thus only the final consumer will bear the 
GST charged by the last dealer in the supply 
chain with set-off benefits at all the previous 
stages.”” The “Goods & Services Tax” is intro-
duced with the idea to replace a plethora of 
indirect taxes in India by combining different 
types of State and Central taxes into one tax, 
which would in turn tone down the cascading 
effect of taxation resulting in the establish-
ment a “common national market.” 

Background: “Goods and Services 
Tax”

In 1954 France became first country to 
adopt a comprehensive GST regime then 
in 1980 government of Canada introduced 
GST in place of Manufacturer’s Sales Tax). 
Recently Australian Government also adopted 
the system of GST which replaced the earlier 
Federal Wholesale Sales Tax.

In India, seeds of a single Goods & 
Service Tax were sown back in 2000, when 
the Vajapyee Government decided to estab-
lish a committee presided over by “Asim Das 
Gupta” then Finance Minister of Government 
of W.B to start discussion relating to adoption 
of GST. Task of this committee was two fold 
i.e. Firstly, for designing a GST model and 

Secondly, prepare the information technology 
sector for smooth functioning of GST.

Then, “Kelkar Task Force on the imple-
mentation of Fiscal Responsibility and Budget 
Management” suggested that although with the 
introduction of VAT in 1986 Indian “indirect 
tax policy” is progressing but still the taxa-
tion of services and goods suffers various prob-
lems. To tackle these problems, the committee 
recommended a single all-inclusive Goods & 
Service Tax based upon the principal of VAT. 

The first big step towards adoption of GST 
was in 2007, when the then “Finance Minister 
Mr. P. Chidambaram in his Union Budget 
Speech 2006-07 proposed that GST should be 
introduced from 1st April 2017”. The important 
part of his speech are:

  “It is my sense that there is a large 
consensus that the country should move 
towards a National Level Goods and 
Service Tax (GST) that should be shared 
between the Centre and the states. I 
propose that we set April 1, 2010 as the 
date of introducing GST. World over, Goods 
and Services attract the same rate of Tax. 
This is the foundation of GST. People must 
get used to the idea of a GST. We must 
progressively converge the service tax rate 
and Cenvat rate. I propose to take one step 
this year and increase the service tax rate 
from 10 per cent to 12 per cent. Let me 
hasten to add that since service tax paid 
can be credited against service tax payable 
or excise duty payable, the net impact will 
be very small.”
“Empowered Committee of State finance 

ministers” was assigned the task of com-
ing up with structure and roadmap of GST. 
Subsequently, the committee submitted a 
report in April 2008 named “A Model and 
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Roadmap for Goods and Services Tax (GST) 
in India” laying down the information relating 
to design and structure of GST. Based upon 
the suggestions of department of revenue and 
discussions made between EC and Central 
Government, EC in November 2009 released 
a First Discussion Paper to debate and ob-
tain input from all stakeholders. A report on 
draft bill of GST was framed by the Standing 
Committee on August 2013.

Need for Constitutional amendment 
House of People passed the 122nd 

Constitution Amendment Bill on August, 
2016 and subsequently by Council of States. 
It received president signature on 8th Sept 
2016 and finally has been enacted w.e.f 16th 
September, 2016.

Article 246 & 254 of Indian Constitution 
lays down clear distinction between the 
Fiscal powers of the State and Center with 
no overlapping. State has the authority to 
impose tax on “sale of goods” and “ Centre 
has the authority to impose tax on, manufac-
ture of goods”. “Power to levy service tax is 
only with the center State does not have any 
power to collect tax on purchase or sale of 
goods during export and import to India the 
centre collect these tax as additional custom 
duty (CVD & SAD) over and above the Basic 
Custom Duty.” These additional duties of cus-
tom counter balances State VAT, sales tax, 
Excise duty and other tax levied on domestic  
goods.

Since the model of GST followed in India 
is dual model i.e. Center and State both levy 
taxes Constitutional Amendment was re-
quired to empower both State and Center to 
levy and collect GST. In order to fulfill this 
shortcoming Constitution (Hundred and First) 
Amendment Act, 2016 was passed. The major 
changes brought by the act were:
 1.  Addition of “Article 246A (Special Provision 

with respect to Goods and Service Tax)”: 
“Tax shall be levied according to dual 
model model of GST i.e. separately and 
concurrently by State (SGST-) and by 

Center (CGST) Legislature of every state 
has been given the power to make laws 
relating to Goods and Service Tax imposed 
by Union or State. Exclusive power to 
make laws with respect to GST where 
the supply of services, or of goods, or both 
takes place in the course of inter-State 
trade or commerce.” 

 2. GST collection and levy on inter-state 
commerce or trade: “Goods and services 
tax on supplies in the course of inter-
State trade or commerce shall be levied 
and collected by the Government of India 
and such tax shall be apportioned between 
the Union and the States in the manner 
as may be provided by Parliament by law 
on the recommendations of the Goods and 
Services Tax Council.”

 3. “Goods & Service Tax Council”: The GSTC 
has been constituted vide Notification 
No. SO 2957 (E) dated 15 September 
2016. The amendment also provides for 
formation of a GST Council that should 
consist of following person: a) “the Minister 
in charge of Finance or Taxation or any 
other Minister nominated by each State 
Government (MEMBER)”b) “the Union 
Minister of State in charge of Revenue 
or Finance (MEMBER)” c) “the Union 
Finance Minister (CHAIRPERSON).” 
GSTC shall give recommendation in 
relation to the cesses, surcharges and tax 
that the “Union, the States and the local 
bodies”, exemptions from GST, threshold, 
special provisions for different states, etc. 
Decision making in the council is done on 
the basis of majority i.e. a total of not less 
than 3/4th of the votes casted is required for 
obtaining majority. For obtaining majority 
a total of not less than twenty states and 
center is required which means States 
have 2/3rd weightage and Center has 1/3rd 
weightage of total votes casted. Quroum of 
the GSTC meetings are one half of total 
members.

 4. Outside Purview of GST: Entry 84 of the 
VII of Indian Constitution has also been 
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amended and now it lays down the things 
not under the purview of GST: “Petroleum 
crude, high speed diesel, motor spirit 
(petrol), natural gas, and aviation turbine 
fuel, tobacco and tobacco products.” All 
these does nor fall in the ambit of GST and 
Union shall have jurisdiction of taxation 
over it.
“With the passing of 122nd Constitution 

Amendment Bill the Goods and Services 
Tax Bill”was also passed from Rajya Sabha 
on 6th April 2017 and was approved and 
passed by Lok Sabha on March 29th and fi-
nally received the President’s assent on 
12th April 2017.”Following of the acts were  
passed:

 1. CGST ACT, 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 therewith or incidental 
thereto.”]

 2. “UNION TERRITORY GOODS AND 
SERVICES ACT, 2017”

 3. IGST ACT, 2017 [“An Act to make a 
provision for levy and collection of tax on 
inter-State supply of goods or services or 
both by the Central Government and for 
matters connected therewith or incidental 
thereto.”]

 4. “THE GOODS AND SERVICES ACT 
(COMPENSATION TO STATES ACT), 
2017”
Beside these legislations each state has 

also passed their own “The State Goods and 
Service Tax Bill, 2017”

Mechanism of Collection and Levy 
of Tax

Tax may be levied on the basis of “ two 
principles i.e. Origin based or Destination 
based. The fundamental difference between 
them is that Destination based tax seeks to 
levy and collect tax on the basis of location 
of CONSUMPTION while on the other hand 
Origin based taxation collect and levy tax on 

the basis of location of PRODUCTION. Before 
the introduction of GST in India, we followed 
a system of Origin based taxation but with the 
GST now being followed we follow a system of 
destination based taxation.” The main motive 
of the Indian Legislators for adopting GST is 
to have a singular taxation system for all the 
goods and services all over the country. All 
indirect taxes like “excise, VAT, Service Tax, 
Entertainment Tax etc.” have been removed 
with the introduction of GST. Now only two 
types of taxes exists i.e.: 

 1. Central Goods and Service Tax (CGST) Tax 
levied by the Central Government on”intra 
state supply of goods and services” and,”

 2. “State Goods and Service Tax (SGST) Tax 
levied by the State Government on “intra 
state supply of goods and services.””

 3. “Integrated Goods and Services Tax 
(IGST) Administered and levied by 
the Centre. IGST collected shall be 
compensated to the state as per THE 
INTEGRATED GOODS AND SERVICES 
ACT, 2017 and THE GOODS AND  
SERVICES ACT(COMPENSATION TO 
STATES ACT), 2017.”

 4. “Union Territory Goods and Services Tax 
(UTGST) [also known as Union territory 
Tax] on intra-union territory supply of 
goods or services or both.”
List of taxes that are subsumed by CGST 

are:

 1.  “Countervailing Duty also called as 
Additional Customs Duty”, 

 2.  “Service Tax”, 
 3.  “Central Excise Duty”,
 4.  “Additional Excise Duty”, and
 5.  “Special Additional Duty of Customs”. 

List taxes that are subsumed by SGST:

 1.  “Taxes on lottery, betting and 
gambling”, 

 2.  “Octroi and Entry tax”, 
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 3.  “Entertainment Tax, Central Sales 
Tax”, 

 4.  “Luxury tax”, 
 5.  “Purchase Tax”, and 
 6.  “Subsuming of State Value Added 

Tax/Sales Tax”. 
There can be two types of transaction 

under the Dual GST Model i.e. Inter State 
Transaction and Intra State Transactions.

Intra Sate State Tax
The dual model of GST imposes “ two tax-

es on a transaction of goods and services” in a 
transaction i.e. “CGST (levied and collected by 
the Central Government) and SGST (Levied 
and collected by State Government) where 
the seller collects CGST and SGST from the 
buyer and SGST needs to be deposited with 
the State Government and CGST needs to 
be deposited with Central Government.”All 
transaction of taxable goods and services that 
take place in a state (intra state or local) shall 
be liable to SGST and CGST until and unless 
the transaction relates to any goods or service 
that falls outside the scope of GST or is below 
the threshold limits prescribed. Section 8 of 
Integrated Goods and Services Act, 2017 pro-
vides “that supply of goods where the location 
of the supplier and the place of supply of goods 
are in the same State or same Union territory 
shall be treated as intra-State supply.”

Inter State Tax
The dual model of GST imposes IGST on 

transaction of “goods or services” between two 
or more state on the principle of “Destination 
Based”. According to this principle the tax 
shall be transferred to the state that imports 
such goods and services. The state who ex-
ports such goods shall be obligate to transfer 
to the Centre the credit of SGST which shall 
be utilized in the payment of IGST. 

Sec 7 of IGST Act, 2017 provides that fol-
lowing transaction shall be deemed to be Inter 
State trade when supplier’s location and the 
place where the goods are to be supplied are 
in:

 (a) A Union Territory and a State;
 (b) Two distinct states;
 (c) Two distinct Union Territories.

“Similar conditions are fulfilled in case 
of supply of services in case to fall within 
Inter state trade. Supply of Goods imported 
in India, until the custom frontier of India is 
crossed shall be treated as ‘Inter State Trade 
or Commerce’ but supply of services that are 
imported into India shall be straightaway be 
considered as inter state trade.”

 Section 7(5) also lays down 3 more in-
stances of inter state commerce: 1) “when 
the supplier is located in India and the place 
of supply is outside India.” 2) “to or by a 
Special Economic Zone developer or a Special 
Economic Zone unit” 3) “in the taxable terri-
tory, not being an intra-State supply and not 
covered elsewhere in this section.”

The working of IGST can be explained 
through the following example:

TRANSACTIONS OF SALES X of 
Mumbai sold Goods worth Rs. 10.00 Lakhs to 
Y of Mumbai and Y of Mumbai sold the same 
goods to Z of Rajasthan at Rs. 10.50 Lakhs. 
Now at second stage Z of Rajasthan sold the 
same goods to a consumer in Rajasthan at  
Rs. 11.00 Lakhs. Suppose the rate of SGST is 
12% and rate of CGST is 14%.

Input Tax Credit
Section 2(59) defies term “input” which 

means “any goods other than capital goods 
used or intended to be used by a supplier 
in the course or furtherance of business.” 
Seamless and uninterrupted chain of ITC is 
one of most important feature of GST. The 
purpose of adopting a system of input tax 
credit is to remove the Cascading effect of tax 
i.e. ‘tax on tax’. In simple terms the concept 
of input tax credit can be explained as where 
a manufacture purchases input for the pro-
duction of his goods he pays taxes on such 
input or raw material used by him, when the 
manufacturer is required to pay tax on the 
output the finished goods he can reduce his 
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tax burden by not paying the amount of tax 
already paid on the inputs and only pay the 
remaining tax liability.

Certain aspects as per the scheme of 
“Input Tax Credit” under GST are:

 (A) Where any person registered under 
the act who fulfils the restrictions and 
condition specified under “Sec 49 of 
The Central Goods and Services Act” 
can avail the “credit of tax paid on the 
inward supply of goods or services or 
both” that is used for the intention of 
promoting his business.

 (B) Section 16(2) provides the condition 
that needs to be fullfiled in order for 
a registered person to avail input tax 
credit:

 (1) Registered person must be in 
possession of debit note issued by 
the supplier or any tax invoice 
or any other type of tax paying 
document.

 (2) Tax should be paid to the 
government (either in input tax 
credit or cash) in regard with 
supply as per section 41.

 (3) Return must be furnished as per 
Section 39.

 (4) In case of inputs received in lot, 
when the last lot of inputs is 
received, only then the Registered 
Person can avail the input tax 
credit. 

Anti Profiteering
GSTC after seeing the implementation of 

GST in Australia and Singapore realized that 
just after the introduction of GST regime pric-
es of the commodities rose which lead to infla-
tion. In Australia the inflation increased from 
1.9% (before GST) to staggering of 5.8% (after 
GST). Such prices were rising with the access 
to tax credit from the final consumption stage 
to production stage (that should have in re-
ality decrease the price). The reason behind 

this was that the suppliers were taking part 
in illegal profiteering activities and were not 
transferring the benefit to the consumer. So, 
Central Government in order to prevent this 
from happening in India established “National 
Anti-Profiteering Authority” (NAA) with the 
objective of examining “whether input tax 
credits availed by any registered person or 
the reduction in the tax rate have actually 
resulted in a commensurate reduction in the 
price of the goods or services or both supplied 
by him, this is to ensure that the consumer is 
protected from arbitrary price increase in the 
name of GST.” Anti profiteering rules has also 
been established in order to fulfill the above 
objective.

Section 171 of CGST Act lays down that: 
“The Central Government may, on recommen-
dations of the Council, by notification, consti-
tute an Authority, or empower an existing 
Authority constituted under any law for the 
time being in force, to examine whether input 
tax credits availed by any registered person 
or the reduction in the tax rate have actually 
resulted in a commensurate reduction in the 
price of the goods or services or both supplied 
by him.” 

Reverse Charge Mechanism
Under GST taxable even is if “supply of 

goods and the supplier” bears the liability for 
the payment of GST. But in some scenario 
supplier may not be liable to pay GST but 
instead the recipient of goods will be liable, 
this is known as reverse charge mechanism. 
Under CGST Act reverse charge mechanism 
may be use in 2 scenarios:

 (1) “Section 5(3) of Integrated Goods and 
Services Act and 9(3) of Central Goods 
and Services Act, 2017 - GSTN may 
specify or lay down certain categories 
of Goods and Service on which tax 
shall be paid according to the principle 
of Reverse Charge Mechanism.”

 (2) “Section 5(4) of Integrated Goods 
and Services Act and 9(4) of Central 
Goods and Services Act, 2017 – Goods 
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and Services taxable under the act 
supplied by a supplier who is not a 
registered person under the act to 
a registered person under the act, 
then in that case the recipient of the 
goods shall pay the tax on the basis 
of reverse charge mechanism.”

Time of Supply (Taxable Event) under 
Reverse Charge Mechanism:

For goods: a) Payment date. b) Date of re-
ceipt of goods. c) After the lapse of thirty days 
from date of issue of invoice.

For Services: a) Payment Date b) After the 
lapse of sixty days from the time when invoice 
was issued.

Where the tax is payable under the re-
verse charge mechanism, ITC shall be avail-
able for such tax paid if such services or goods 
are used for furthering the business.

Taxable Event under GST
Section 12(1) of THE CENTRAL GOODS 

AND SERVICES TAX ACT, 2017 provides 
that the liability to pay tax shall arise at the 
time of SUPPLY of goods and services. The 
taxable event is supply it becomes necessary 
to understand the meaning of the term ‘sup-
ply’. “Section 7(1) of the Act gives an inclusive 
definition of the term ‘supply’.” The term ‘sup-
ply’ includes the following:
 “(a)  all forms of supply of goods or services 

or both such as sale, transfer, barter, 
exchange, licence, rental, lease or 
disposal made or agreed to be made 
for a consideration by a person in the 
course or furtherance of business”

 (b)  “import of services for a consideration 
whether or not in the course or 
furtherance of business”

 (c)  “the activities specified in Schedule I, 
made or agreed to be made without a 
consideration and”

 (d)  “the activities to be treated as supply 
of goods or supply of services as 
referred to in Schedule II.”

Supply of Goods
Goods have defined under the act as 

“means every kind of movable property other 
than money and securities but includes action-
able claim, growing crops, grass and things 
attached to or forming part of the land which 
are agreed to be severed before supply or un-
der a contract of supply.” Following shall be 
considered as supply of goods:
 (a) Transfer in” title of goods shall be 

considered as supply of goods.”
 (b) Transfer of “title in goods under an 

agreement which stipulates that 
property in goods shall pass at a future 
date upon payment of full consideration 
as agreed, is a supply of goods”.”

 (c) where any person ceases to be a taxable 
person, any goods forming part of the 
assets of any business carried on by 
him shall be deemed to be supplied by 
him in the course or furtherance of his 
business immediately before he ceases 
to be a taxable person, unless—(i) the 
business is transferred as a going 
concern to another person; or (ii) the 
business is carried on by a personal 
representative who is deemed to be a 
taxable person.”

 (d) “Goods supplied by any unincorporated 
association or body of persons to a 
member thereof for deferred payment, 
cash, other valuable consideration.”

Time and Value of Supply of Goods
The liability to pay tax arises at the ‘time 

of supply’. So it becomes important to deter-
mine what shall be considered as ‘time of 
supply’ of goods. The ‘time of supply’ is de-
termined under Section 12(2) of the Act as 
earlier than the following dates:
 (1) “The time at which the supplier issues 

the invoice or the last date on which 
the supplier has to issue invoice (as 
per Section 31) in reference to the 
supply.”
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 (b) “The time at which the supplier 
receives the payment made in relation 
to the supply made.”

 (3) “Where the supplies on which the tax 
is to be paid on reverse charge basis 
or has already been paid the ‘time of 
supply’ shall be earliest of following 
dates: ”

 (a) Immediately after the 30 days 
from the date of issue of invoice.

 (b) Date of receipt of goods.
 (c) “The time on which the amount 

is debited in Recipient’s Bank A/C 
or The time at which the payment 
is made in books of accounts of 
recipient.”

 (4) “Where there is supply of vouchers by 
supplier, then in those cases the time 
of supply shall be the time at which 
the voucher is issued (if the sale is 
identifiable) or at the time redemption 
of voucher in other cases.”

 (5) “If the time of supply can not be 
determined from the above, then in 
those cases the time of supply shall 
be date on which the periodical return 
is filled or the date on which the tax 
is paid.”

Supply of Services
Services defined under the act as “servic-

es” means “anything other than goods, money 
and securities but includes activities relating 
to the use of money or its conversion by cash 
or by any other mode, from one form, currency 
or denomination, to another form, currency or 
denomination for which a separate consider-
ation is charged”

The following shall be treated as supply of 
services, namely:—

 (a)  “renting of immovable property”; 
 (b)  “construction of a complex, building, 

civil structure or a part thereof, 
including a complex or building 
intended for sale to a buyer, wholly 
or partly, except where the entire 

consideration has been received after 
issuance of completion certificate,” 

 (c)  “temporary transfer or permitting the 
use or enjoyment of any intellectual 
property right”;

 (d)  “development, design, programming, 
customisation, adaptation, upgra-
dation, enhancement, implementation 
of information technology software”;

 (e)  “agreeing to the obligation to refrain 
from an act, or to tolerate an act or 
a situation, or to do an act”; and

 (f)  “transfer of the right to use any 
goods for any purpose (whether or 
not for a specified period) for cash, 
deferred payment or other valuable 
consideration.”

 (g)  “where, by or under the direction of a 
person carrying on a business, goods 
held or used for the purposes of the 
business are put to any private use 
or are used, or made available to 
any person for use, for any purpose 
other than a purpose of the business, 
whether or not for a consideration, 
the usage or making available of such 
goods is a supply of services;”

 (h) “any transfer of right in goods or of 
undivided share in goods without the 
transfer of title thereof, is a supply of 
services.”

Time of supply of services
As mentioned above in case of goods the 

liability for paying tax shall arise at the time 
of supply of service. The time shall be deter-
mined among earliest of the following dates:

 (1) “Date of receipt of payment or If the 
invoice is issued within the period 
mentioned under Section 31(2) then 
date of issue of invoice whichever is 
earlier.”

 (2) “Time of receipt of payment or time of 
provision of service whichever is early.”

 (3) Date mentioned in the books of A/C 
of recipient as receipt of payment.
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 (4) “Where the supplies on which the tax 
is to be paid on reverse charge basis 
or has already been paid the ‘time of 
supply’ shall be earliest of following 
dates:

 (b) Date on which the amount is debited 
in a/c of recipient or date of payment 
mentioned in the books of a/c.”

 (c) “Immediately after the end of 
sixty days from the date when the 
invoice is issued.”

 (d) “Where there is supply of vouchers 
by supplier then in those cases the 
time of supply shall be the time at 
which the voucher is issued (if the 
sale is identifiable) or at the time 
redemption of voucher in other 
cases.”

 (e) “If the time of supply can not 
be determined from the above, 
then in those cases the time of 
supply shall be date on which the 
periodical return is filled or the 
date on which the tax is paid. ” 

The following shall be considered as “nei-
ther supply of goods nor supply of services”:

 (1) “Services by an employee to the 
employer in the course of or in relation 
to his employment.”

 (2) “Services by any court or Tribunal 
established under any law for the 
time being in force.”

 (3) (a) “the functions performed by the 
Members of Parliament, Members 
of State Legislature, Members 
of Panchayats, Members of 
Municipalities and Members of 
other local authorities”;

 (b) “the duties performed by any person 
who holds any post in pursuance of 
the provisions of the Constitution 
in that capacity”; or

 (c) “the duties performed by any person 
as a Chairperson or a Member or a 

Director in a body established by 
the Central Government or a State 
Government or local authority and 
who is not deemed as an employee 
before the commencement of this 
clause.”

 (4) “Services of funeral, burial, 
crematorium or mortuary including 
transportation of the deceased.

 (5) “Actionable claims, other than lottery, 
betting and gambling.”

GST Classification of Rates and Slab 
System

Goods and Service Tax Council has clas-
sified different commodities and given a slab 
system under which commodities falling un-
der different slabs shall be taxed differently. 
There are 5 slabs i.e 0%, 5%,12%,18%, and 
28%. Although criticism has been that slab 
system does not fulfill the object of “one nation 
one tax” but Finance Minister Arun Jailely 
said that such slab system is devised with the 
objective of uplifting the interest of poor. He 
said: “A single-rate (15 per cent) GST would 
have lead to slapping tax on food items that 
are exempted under the existing GST struc-
ture and that would have been detrimen-
tal for the poor,” The classification shall be 
done according to the Harmonized System of 
Nomenclature followed under the Excise Laws. 

GST Rates for Goods
GST rates for certain goods have been de-

cided by the GSTNC as below mentioned:
GST  

SLAB
GOODS & COMMODITIES

NIL% Gur, Foodgrain, Egg, Milk, Lassi, Curd, 
Natural Honey, Unpacked Paneer, Atta, 
Fresh Vegetable, Maida, Besan, Praad, 
Vegetable Oil, Contraceptive, common salr, 

0.25% “Rough Diamonds”

3% Gems, Jewelry, Gold

5% Tea, Sugar, Edible Oil, Coffee, Milk Powder, 
Coal, Condensed Milk, Newsprint, Food for 
babies, Packed paneer, LPG Brooms, PDS 
Kerosene, Foowear<500, Apparel<1000, 
Fabric Cotton and yarn.
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12% Ghee, Butter, Cashew, Mobiles, Sausages, 
Almonds, Packed coconut water, fruit juice, 
namkeen, agarbatti, Readymade garment, 
biogas

18% Soap, hairoil, capital goods, toothbrush, corn-
flakes, pasta, soups, jams, toilet, ice cream, 
steel and iron, pastries and fountain pen, 
biscuits, Footwear >500

28% Car, Consumer durables, chewing gum, ce-
ment, pan masala, custard powder, shampoo, 
perfume, fireworks, make up, Aerated Water, 
Escalator. 

Compensation cess shall also be levied as per 
the “Goods and Service Tax (Compensation to 
States) “at the following rates:
 (1) Pan Masala – 60%
 (2) Diesel Cars – 3%
 (3) Small Petrol Cars – 1%
 (4) Aerated Water and Lemonade – 12%
 (5) Luxury Cars – 15%

GST Rates for Services
GSTC has laid a tax rate structure for var-

ious description of resources. The exemption 
mentioned under the GST regime is mostly 
the same as mentioned under earlier service 
tax laws. SAC codes re being used under the 
new GST regime for the purpose of classifi-
cation of services. Few rates decided by the” 
Goods and Service Tax Council “are:

GST 
%

SERVICES ELIGIBILITY 
FOR ITC

5% (1)  “Transportation of goods 
in vessel” 
(2) “Transportation of goods 
by railway other than sleeper 
class.”
(3) Passenger travelling by 
air in economy class
(4) Aircraft leasing.

ITC eligible on 
input services.

5% (1) “Selling of space for advt, 
in print media.”
(2) ”job work relating to news-
paper printing.

Eligible.

5% (1) “Transportation of Goods 
by road (GTA Services).”
(2) Tour operator service 
supply.

Not Eligible.
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(3) Motor Cab renting (where 
fuel given by service provider) 
(4) “Transport of passenger 
by air conditioned contract/ 
stage carriage.”

12% (1) “Transport of passengers 
by air other economy class.” 
2) “Transport of goods in con-
tainer by rail by  any person 
other than Indian railways.” 
(3) “Restaurant not having 
facility of air conditioning or 
heating and not having li-
cense to serve liquor.” 
(4) “Temporary transfer or 
use of intellectual property.”

Eligible

12% “Services provided by fore-
man of chit fund in relation 
to chit.”

ITC eligible on 
input services.

28% (1) “Admission to entertain-
ment events or access to 
amusement facilities.” 
(2) Gambling. 
(3) Restaurants in 5 star ho-
tel or above. 
(4) “Accommodation in hotel 
including 5 star and above, 
inns, guest houses, clubs, 
campsites or other commer-
cial places meant for residen-
tial or lodging purpose where 
room rent is Rs. 5,000/- and 
above per night per room.”

Eligible.

18% Services not mentioned any-
where else.

Eligible

Impact of Goods and Services Tax on 
Manufacturing Sector of India:

The introduction of Goods and Service Tax 
will bring a tremendous impact on each and 
every sector in the Indian Market, since the 
Total amount of tax collected in India is about 
14.6 lakh crore out of which 2.1 lakh crore is 
derived from Service tax and 2.8 lakh crore 
is from excise duty, which a total of round 
about 34% of Indirect tax. Since the share 
of Indirect tax in India takes a considerable 
amount, change in the indirect taxation sys-
tem of the country will also heavily effect the 
various sectors of Indian Market.
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(I) Manufacturing Sector
The Indian Manufacturing sector forms 

a staggering 16 to 17 % of India’s Gross 
Domestic Product and also employs more than 
twelve percent of total workforce in India. 
So it can be safely said that manufacturing 
sector in India is one of the most important 
sector of the Indian market. Before GST was 
introduced manufacturing sector of India was 
crippling with various complexities of indirect 
taxation system, because of which companies 
had to incur a large amount of compliances 
and administrative expenses.

Mostly all the industrial inputs have 
placed in GST under 18% Slab and in the 
earlier indirect taxation system the manufac-
ture incurred a round about of 29% as taxes. 
This will have the following impact in the 
Manufacturing Sector:

1. Area Based or State Based 
Incentives

General practice followed by the Companies 
is that, they set up their units according to the 
incentives that the state offers to the compa-
ny. But under the GST regime state does not 
have the power to offer such tax based incen-
tives in order to attain uniform and common 
market. Moreover GST is based on the prin-
ciple of ‘destination based’ i.e tax is collected 
by those state where consumption takes place, 
while under the earlier laws state under which 
production takes place was credited with the 
taxes. This loss in revenue would ultimately 
result in state to discontinue from offering 
such incentives. Furthermore exemptions on 
basis of location in backward area or capital 
investment would also not be available. 

2. Free Discount and Supplies
Free supply of goods without any consider-

ation was not taxable or was not subjected to 
Value added tax under the of indirect taxation 
system. As discussed earlier, various supply of 
goods or services without consideration shall 
also be considered as taxable event under new 
GST regime, this would make free supplies 
taxable under current law.

Similarly as earlier discussed the transac-
tion value shall not include post supply dis-
counts, if such discounts are known before or 
at the time of supply of goods. With the intro-
duction of this companies need to re evaluate 
their incentive schemes in those cases where 
discount can not be ascertained at supply 
stage.

3. Working Capital
Under the earlier indirect taxation system, 

transfer of stock shall not be considered as a 
taxable event. But now under the new GST 
laws the term ‘supply of goods’ include stock 
transfers and hence its supply constitute as 
a taxable event. This would led to blockage 
of cash flow because of credit of such GST  
paid would be available only conclusion of 
supply.

4. Reduction of Input and Production 
Cost

One of the most significant effect of GST 
shall be reduction in the cascading effect of 
taxes i.e. lesser taxes to be paid by the man-
ufacture leading to overall reduction in cost 
of production. Moreover the Input Tax Credit 
Mechanism as discussed earlier would further 
help the manufacturers.

5. Logistic Expenses
The earlier indirect tax system followed 

cause various problem in the inter state 
transaction or movement of goods and ser-
vices check post issues and border tax. 
Inter state transaction of goods and ser-
vices will become cheaper and less tiresome 
as all other indirect taxes shall be removed. 
Companies will no longer have to keep large 
amount of stock as earlier faced problems in 
logistics of goods and services shall be re-
moved. Investigation done by CRISIL “GST 
can decrease logistics expenses of organiza-
tions delivering non-mass products (includ-
ing all goods like steel, nourishment grains,  
manures, transported by railroads) by as 
much as 20 percent.”
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6. Supply Chain resurrecting
The existing distribution and supply mod-

els are planned to optimize indirect tax aris-
ing at every value addition. Following a “GST 
regime” lead to business efficiency. An indus-
try incurs an expenditure of more than five 
to eight percent because of warehousing and 
distribution cost. Under the GST regime it is 
expected that decision in relation to logistic 
and warehousing will be dependant upon “eco-
nomic efficiency such as cost and location ad-
vantages vis-à-vis key customer.” “Also with 
overall reduction of cascading effect of taxes, 
especially on the post-manufacture stage of 
the supply chain, manufacturing sector stands 
to benefit significantly and have a positive ef-
fect on the cost of manufactured products in 
the hands of consumers.” “However, concerns 
remain on specific issues such as the addition-
al 1% origin tax, increased cash flow issues 
on account of GST payable on stock transfers 
and increased costs owing to exclusion of pe-
troleum fuels from the ambit of GST.”

“Yet the lower taxes, simplified tax struc-
ture, seamless tax credit facility and technol-
ogy driven easy tax compliance system offered 
by GST provide an ideal platform to increase 
manufacturing’s share of GDP from the cur-
rent 17.4% to 25% by 2025.”

Impact of GST on SME (Small and 
Medium Enterprises)

Small and Medium enterprises are the 
fundamental backbone of the Indian economic 
sector. The reason behind its importance is 
because of the quantum or large number of 
enterprises of SME in the Indian Economy. 
SME amount about 90% of the total number 
of Industries in the country. SME account 
for a total 40% of Industrial output and 
also account for 35% of total exports made 
out of the country. Rajeev Dimri remarked 
“Irrespective of the bright side of upcoming 
GST, SMEs must be mindful of its accom-
panying challenges such as increase in com-
pliance costs and alignment of IT systems  
with new processes. Thus, for the SMEs, GST 
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throws a mix bag of opportunities and chal-
lenges to explore,”

Under the earlier followed indirect taxation 
system, where the turnover of any manufac-
turer is less than 1.5 cr, he would be excluded 
from the scope of excise duty. Under the new 
GST regime, if the turnover of a manufactur-
er is more than 10 lakh (applicable only for 
special category states) or more than 20 lakh 
(for other states), he will be included under 
the ambit of GST. The reason behind doing 
so is that the government intend to expand 
the taxpayers base. 

Effects on the SME:

 (1) Registration: PROS Since the GST 
regime focuses on online aspect, 
the system of online registration 
will lead to: A) Least governmental 
intervention. and B) Timely receipt of 
“certificate of registration”. CoNS But 
on the other hand, various SME in 
India are run by backward people who 
do not have the technical knowledge 
for online registration. Because of 
this, such SME will require help 
of intermediaries that will in turn 
increase the cost to register.

  (2) Refund: PROS The procedure of 
E-refund shall become fast which 
will in turn improve the liquidity of 
small and medium enterprises. CoNS 
Filing of returns is a necessary pre-
requisite for claiming refund.

  (3) Payment: PROS Transparency and 
reduction in compliance cost shall be 
brought about by R-compliance. CoNS 
The requirement of maintaining 
electronic credit ledger” may bring 
about liquidity crunch.

 (4) Returns: PROS “All returns are 
required to be filed electronically 
and input tax credit and tax liability 
adjustment will happen automatically 
on the basis of these returns” CONS 
“Minimum of thirty-seven returns 
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are required to be filed by every 
registered taxpayer during a financial 
year. Thus SMEs will have to deploy 
additional resources and eventual cost 
of compliance will increase.”

Conclusion
Implementation of GST is one of the best 

decisions taken by the Indian government. 
For the same reason, July 1 was celebrated 
as Financial Independence day in India when 
all the Members of Parliament attended the 
function in Parliament House. The transition 

to the GST regime which is accepted by 159 
countries would not be so easy. Confusions 
and complexities were expected. India, at 
some point, had to comply with such regime. 
Though the structure might not be a perfect 
one but such a tax structure will make India 
a better economy favorable for foreign invest-
ments. Until now India was a union of 29 
small tax economies and 7 union territories 
with different levies unique to each state. It 
is a much accepted and appreciated regime 
because it does away with multiple tax rates 
by “Centre and States.”
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